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ABSTRACT

IMPROVING THE EFFECTIVENESS OF FOOD
DISTRIBUTION INDEVELOPING COUNTRIES:
AN ANALYSIS OF KARACHI, PAKISTAN

By
Mushtaq Lugmani

This dissertation focuses on food marketing in Karachi,
Pakistan. Specifically, it examines four basic areas: (1) the cur-
rent urban food distribution system, primarily wholesale and retail
institutions; (2) specific alternatives that could improve the
system, including expansion of present stores and establishment of
independent chains, wholesaler- and retailer-sponsored chains,
government-sponsored chains, mergers, and mobile stores; (3) most
important, major impediments to the development of a better channel
system; and (4) recommendations to improve the food distribution
system.

In general, this study attempts to establish a foundation

upon which more detailed and comprehensive research and improvements

may be based. Since work in this critical area is lacking in Pakistan,

it was felt necessary for this dissertation to be more exploratory
than definitive.
The research design focused on in-depth and structural

interviews with about 90 middlemen and other participants in the
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food marketing system. Interviews were conducted in four retail
markets, three wholesale markets, and in various neighborhood mar-
kets. Most of the middlemen were classified on the basis of three
major food products: general commodities (grains, cereals, staples),
fruit and vegetables, and meats. A further breakdown was made
according to sales volume. Interviews were supplemented by generaT
market observations and some secondary data.

Because environmental conditions in Pakistan are similar to
those in many developing countries, part of the methodology was pat-
terned on the extensive Latin American research conducted at Michigan
State University.

A study of markets and middlemen showed that spoilage rates
and grjgg‘flygtyagjgns were high and increased the inefficiency of
the system. In general, gross margins and spoilage rates were rela-
tively lower for the larger middlemen.

Projected income statements for the proposed alternatives
show that, because of their advantages in terms of consolidated .
pur;hases, better control, and reduced spoilage, independent chains:
and wholesaler-sponsored chains would be substantially more profit- -
able than any of the other alternatives, including current methods
of distribution. Also, ranking by middlemen of the proposed alter-
natives showed that they generally were most receptive to multiple
chains and wholesaler-sponsored stores.

The most frequently cited barriers (by two-thirds or more of

the respondents) likely to impede development of any of the effi-

ciency alternatives were: (1) seasonal and irregular supply of
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commodities, (2) excessive market price fluctuations, (3) absence of
grading, and (4) difficulty of physical expansion.

Several attitudes were found to be characteristic of almost
all middlemen: (1) passive acceptance of the status quo, (2) stress
bn immediate returns from investments, (3) little delegation of
authority and responsibility, (4) poor coordination within the
channel, (5) general mistrust of fellow middlemen, and (6) low utili-
zation of available storage facilities. These attitudes presumably
would impede acceptance and development of any efficiency alterna-
tives. This conclusion, of course, assumes that proposed changes
would be initiated by existing middlemen.

Most of the efficiency alternatives would require an increase
in scale operations. Thus, the institution of any such alternative
would mean an eventual reduction in the number of smaller middlemen
and a concomitant rise in the number of relatively larger ones, fewer
but larger transactions, and expanded market facilities. Scale seems
to have a significant bearing on the attitudes and perceptions of
middlemen.

In most cases, the relatively larger middlemen (within each
class or group) were more receptive to change and newer ideas.

As with scale, a similar pattern of differences in atti-
tudes and perceptions was observed among types of middlemen, with
general commodity dealers (in comparison to others) being most
receptive to newer ideas and suggestions for change. It seems that
coordination and integration at the wholesale and retail levels

would work best within that group.
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CHAPTER I

INTRODUCTION

Statement of the Problem

To feed a large and burgeoning population, a common dilemma
in virtually all less-developed countries involves the availability
of food and its distribution and associated costs. Although food
production and distribution are important complements, the major
emphasis in most LDCs is on food production. Very little attention
is given to the dynamics of food distribution. Apart from extensive
food marketing studies in Latin America, such critical research is
lacking in most other developing countries. Pakistan is no exception.
The need for distribution studies there, coupled with the tremendous
expertise of the faculty at Michigan State University in food market-
ing, prompted the choice of this area of research.

To study all the facets of the food distribution system in
any country would be a colossal task, accomplished only be a well-
equipped research team with substantial resources and time. With
relatively few resources at hand, it was necessary to narrow the
research to a few select problem areas. Specifically, this study is
limited to the basic structure of food marketing systems in Karachi,
the largest city in Pakistan. The focus is on the institutional
level, especially the wholesale and retail institutions for major
raw food commodities consumed in Karachi.

1



Various channel structures, such as horizontal and verti-
cal coordination between middlemen, expansion of existing smaller
firms into larger ones, and mergers have been identified by the
Latin American Marketing Planning (LAMP) studies as possible ways

of increasing efficiency in food marketing.]

This study assumes that
increased efficiency is possible, and a primary focus here is on the
identification and evaluation of alternative newer channel structures
and to accomplish this aim within the Pakistani setting. The thrust
of this thesis, then, is to examine major problems that may arise

in establishing new types of channel linkages and to suggest means

for dealing with these problems.2

Study Objectives

The objectives of this study deal with four basic areas of
research:

1. Examine the urban food distribution system, primarily
at the wholesale and retail level, and identify important channel
linkages.

2. Examine specific alternatives that have the potential
to improve the system. Alternatives include independent chain
stores, wholesaler- and retailer-sponsored chains, government-
sponsored chains, expansion, mergers, and mobile stores.

3. Most important, explicate major impediments to the
development of better channel systems from existing ones.

4. Finally, develop a set of recommendations that would

help to improve the food distribution system.



In general, this study attempts to establish a foundation
upon which more detailed and comprehensive studies and reforms in
the area of food distribution may be based.

To accomplish the underlying objectives, it was felt that
the primary research should be more or less exploratory rather than

definitive.

Research Design

This study is patterned primarily on Latin American research
conducted at Michigan State University. The Latin American envi-
ronment is similar in many respects to that of other developing
countries, including Pakistan. The LAMP findings were considered
reasonably applicable to Pakistan and served as a basis for the
initial research work. Methodology was freely borrowed from the
LAMP reports since the latter had been tested in similar environments.

Three types of data-collection procedures were used:

(1) secondary data, (2) some basic primary data and general obser-
vations, and (3) in-depth interviewing.

Secondary data were obtained from published statistics
compiled by the government of Pakistan and related agencies. In
some cases, when data were not available, figures were estimated
through personal interviews with government officials. Primary
data collection focused on middlemen and market characteristics,
with special reference to spoilage, margins, operations, supply
practices, facilities, and so forth. Most of the data were

obtained through in-depth personal interviews with food merchants.



At the retail level, five major markets were surveyed:3
(1) Empress Market (upper and middle income buyers), (2) Liaquatabad
(1ower middle and lower income buyers), (3) Korangi (lower middle
and lower income buyers), (4) Lea Market (lowest income buyers),
and (5) neighborhood markets and stores (all income groups).

Three primary wholesale markets were studied: (1) general
commodities and grain (Jodia Bazar and New Challi), (2) fruits
and vegetables (Sabzi Mandi), and (3) meats (Camailla and Guru
Mandir).

Retail markets were chosen on the basis of the incomes of
the majority of consumers who bought in each of them. Peddlers and
hawkers were excluded from the survey. Both wholesalers and
retailers were classified according to three major types of food
products, namely, general commodities (food grains, cereals, staple
items, and so forth), fruits and vegetables, and meats. Further
classification was developed based on sales volume, product mix,
functions performed, and market location. In-depth interviews were
then conducted with four retailers and four wholesalers. These
interviews helped to pretest, clarify, and refine the dimensions
necessary to outline the basic food system in Karachi. Whenever
possible, systematic random samples were taken from each market for
interviewing purposes. When merchants proved uncooperative, others
were chosen on a nonrandom basis. Similar procedures were adopted
for wholesale markets.

Approximately 90 middlemen were surveyed in order to develop

a retail/wholesale classification scheme. Of these, about 65



middlemen were interviewed extensively. Whenever possible, both
structured questionnaires and in-depth interviews were used. The
interviews were analyzed, and inconsistencies were removed by

further data collection and hypothesis testing. Market observations
were noted for all the major markets surveyed. Observations entailed
an examination of existing market characteristics, business condi-
tions, and behavioral responses of the merchants in dealing with

one another. Expert opinion about food distribution problems and
suggestions for improvement were also obtained from a small, select

group of middlemen.

Limitations
This study is by no means comprehensive. Some important
facets of the food distribution structure were excluded, either

because of cost and time limitations or because of the complex

nature of the system. Little was done with rural supply and assembly\f
markets. N

In most cases, due to the nature of the design and the
samples (nonrandom samples constituted quite a few of the interviews),
the hypotheses could not be tested for statistical significance.

Low levels of literacy made it difficult to conduct struc-
tured interviews. Often, a middleman's responses had to be inter-
preted by the interviewer to make the data meaningful. Consequently,
there may be discrepancies in the data or hypothesis confirmation.

At times, some middlemen found it difficult to comprehend the



meaning or significance of newer forms of business methods and
alternatives.

In general, however, the critical need for an appraisal of
the food distribution system in Pakistan far outweighs the short-

comings of this study.

Thesis Plan

Chapter II reviews the relevant literature on food market-
ing. The review attempts to demonstrate the critical link between
marketing and economic development. Special emphasis is given to
the initial catalyzing force necessary to generate a self-perpetuating
cycle of economic development. The main elements of the market
reforms recommended by the LAMP studies are briefly summarized.

Chapter III extends the LAMP studies to the Karachi setting.
The existing urban food system in Karachi is described in some
detail, and the characteristics peculiar to the Pakistani food dis-
tribution structure are identified.

Chapter IV discusses alternative forms of distribution and
channel arrangements. The advantages and disadvantages of the new
methods are analyzed. Possible savings or costs that may result
from alternative distribution practices are calculated on the basis
of certain assumptions and historical data. Problems associated
with food marketing in Pakistan are compared with the LAMP findings
and other literature on developing countries. Finally, h{ggfﬂg§es '\;

are drawn up to examine factors that are likely to impede the develop-

ment of the alternative arrangements.



Chapter V discusses the data obtained from structured and
in-depth interviews and other surveys. The data are analyzed to
confirm or disconfirm each hypothesis. Conclusions derived from
this analysis are offered as guidelines for identifying the more
serious problems that may arise in initiating change in the tradi-
tional modes of distribution.

Chapter VI summarizes the findings of the study, with
special reference to the alternatives preferred by the middlemen.
Also, based on the problems explicated in the research, a brief
program is recommended for improving the Karachi food distribution

)
system. Finally, some aspects of spatial and regional p}aqung<

are discussed.



Footnotes--Chapter I

]Mergers here refer to joint ventures between two different
types of middlemen, such as the combination of a vegetable retailer
with a meat retailer.

2Channel linkages refer to activities associated with:
(1) the physical flow of products, transactions between various
types of intermediaries, and functions performed within the distri-
bution channel system; and (2) behavioral interactions among the
various intermediaries.

3A]1 these markets were run by the city with the exception
of the Korangi market, which is run by the Karachi Development
Authority, an agency of the Pakistani government.



CHAPTER 11

THE ROLE OF MARKETING IN ECONOMIC DEVELOPMENT

The purpose of this chapter is to provide a conceptual
framework within which the role of marketing can be clearly defined

1

and delineated. To do this it is essential to outline conditions

in developing countries that have a bearing on the marketing system.

Characteristics of LDCs

There are several characteristics common to all LDCs.2

Most notable among these are their agrarian economy; their dual
economy; rapidly growing population; low levels of per capita
income, nutrition, literacy, and labor productivity; poor infra-
structures; and a lack of capital. The following paragraphs expand
briefly on these characteristics.

A major portion of the labor force in LDCs is employed on
farms, and the rural population accounts for approximately 60-80
percent of the total. The numerous small, stagnant underdeveloped
rural villages contrast sharply with the few large, populous,
industrialized cities. The discrepancy between the two gives rise
to a dual economy. The explosive population growth in recent decades
has been compounded by improved health facilities. Moreover, popu-

lation grows at about 3-5 percent per year, which often cancels out
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any increases in productivity. The rising population also adds to
increasingly greater demands for food.

Most of the population earns a very low income. Over 60
percent or more of the income of a poor family is spent on food,
leaving little for other basic necessities of life, such as housing
and clothing. Moreover, income distribution is highly skewed, with
a large proportion of the population in the low income bracket and
a relatively small proportion at very high income levels. The
rapid population growth, low levels of food production, and low per
capita income all contribute to the already serious problem of mal-
nutrition in LDCs.

Education levels are low and in many cases may hinder the
institution of beneficial reform programs. Furthermore, the lack
of proper training probably contributes to the low labor produc-
tivity characteristic of LDCs. This problem is further aggravated
by a lack of proper facilities and of incentives or motivation.
Development is also hampered by a poor system of roads, railways,
and port facilities, and by the very low levels of capital formation
prevalent in most LDCs. Capital is inadequate to the growing demand
for an improved infrastructure and a broader industrial base and
modern agricultural sector. Most economists regard capital defi-
ciencies as the single most critical problem in the lesser developed
countries.

Many believe economic development can never occur in LDCs
because of the vicious circle of low productivity. Ragnar Nurkse

noted that



11

On the supply side there is the small capacity to save from
the low level of real income. The low real income is a
reflection of low productivity, which in its turn is due
largely to the lack of capital. The lack of capital is a
result of ths small capital to save, and so the vicious circle
is complete.

Although economists have suggested various means for stimulating

economic growth, very few have incorporated marketing in their

models.

Importance of Marketing

Traditionally, marketing and trade in LDCs have been grossly
neglected. The prevailing view among government planners is that
the middleman is parasitic and serves no useful function in the
economy. High marketing margins are usually cited as reflecting
the inefficiency of marketing intermediaries. Little attention
is given to the relationship between higher margins and risks in
the distribution system, or to the fact that low volumes necessi-
tate higher margins to break even. The attitude of most governments
in developing countries is that the intermediary function is a
necessary evil since it provides some employment, although Tow
paying, to many.4

Several authors see middlemen in a different light. Reed
Moyer contends that if middlemen were unnecessary, they would be
eliminated by natural market forces. That is, they can only exist
if the margins they charge are less than the value customers place
on their services.5 An economic justification for the existence

of intermediaries, based on three principles, has been developed by



12

6

Thomas Staudt, Donald Taylor, and Donald Bowersox.~ First, their

principle of minimum total transactions states that the introduc-

tion of middlemen tends to reduce the number of total transactions
in the system, thus reducing costs and increasing efficiency.

Second, the principle of massed reserves points out that inven-

tories are held at virtually all levels in the channel from the
producer to the consumer. The extent of inventory in the overall
channel when intermediaries are used is lower. Third, the principle

of proximity states that, since intermediaries are usually located

closer to the buyer than are the producers, they are able to inter-
pret the needs of the buyers better and to transmit those needs to
producers through their purchases.

Despfte such potent justifications, marketing is still seen
as playing a passive role in the economy and as having very little
to contribute to economic development. According to J. C. Abbott,
this neglect is due "to the general view by economists that produc-

7

tion is what matters."” Marketing is generally regarded as a self-

adjusting mechanism that alters itself in response to changes in the
rest of the economic system. In contrast, Moyer believes there is
sufficient evidence to demonstrate the key organizing role of market-
ing in economic deve]opment.8
Economic development can be viewed as a complex interactive
growth process best conceptualized as a system of relationships.9
In order to make these relationships meaningful, all three major
elements in the economy--the producer, the distributor, and the

consumer--must change together‘.]0
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Among the several ways of stimulating economic growth,
marketing can be counted as one of the more positive and dynamic
forces in the process. Some experts, such as Peter Drucker, are

convinced that marketing is the most important multiplier in economic

n

development. Kelly Harrison's study of food systems in Puerto

Rico shows that marketing is a coordinating mechanism essential to
economic development. Production and marketing are important com-
plements of one another.

The interdependence of marketing and agricultural develop-
ment has been ably demonstrated by Abbott.

1. Cash returns to producers depend on their goods
reaching a consumer. So the success of a project to change
a physical production pattern depends on an effective organi-
zation to bridge the gap between the producers and the con-
sumers. This gap may be of varying width and complexity.

2. Detailed market knowledge and research is essential
in determining which products to grow and which varieties of
these products. Other marketing factors--ease of handling,
durability in transport, suitability for processing--also
have to be taken into account.

3. The cost of marketing can cancel out efficiency in
production. No matter how suitable an area may be for pro-
duction and how acceptable the product in consumer markets,
if the cost of getting it to those markets takes too high a
share of the final price, then production may be uneconomical
except on a subsistence basis. Excessive losses in transport
to the market, heavy investment and operating costs of equip-
ment and organization to reduce such losses, and high margins
and risk allowances due to an inefficient marketing structure
are some of the more obvious cost obstacles.

4. Greatly improved marketing organizations may be essen-
tial to take full advantage of favorable production opportu-
nities. In many situations there is a need not so much to
reduce the cost of marketing as performed at present, but to
develop more elaborate and comprehensively organized marketing
systems. For fresh fruits and vegetables, for example, these
must often include uniform and precise grading, packing, tem-
perature control in transit, timing and adjustment of total
quantities delivered to particular markets and consistent and
thorough sales promotion.
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5. Distributive organization to furnish production sup-
plies and consumption requirements is also needed. If fer-
tilizer, insecticides, farm machinery and tools are not readily
available at low cost, the agricultural production targets on
which a project is based may never be attained. If a suitable
range of consumer goods is not obtainable conveniently and
inexpensively, then settlers accustomed to a fairly high level
of living are likely to be dissatisfied and to come under
family pressure to leave the project area. Where settlers
come from near-subsistence environments, maintenance of an
attractive and varied display of consumer goods at a range of
prices can be a major stimulus to productive effort. There
may be little incentive to obtain income beyond subsistence
needs where the prices of the next rank of consumption items
seem very high for the goods which normally occupy the next
rank--textiles, domestic hardware, ?Beap jewelry and orna-
ments--are unknown and unavailable.

Richard Holton believes that the economics of development is
marked by a general lack of appreciation for increasing per capita
incomes simply by improving the distribution system. He maintains
that "if the distribution channels were less tortuous and expensive

to navigate, there is little doubt that more goods would flow
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through them." Unquestionably, the primitive methods of agri-

cultural marketing are incompatible with sustained economic growth
in general and demand more efficient ways of food distribution.

Some of the ways that marketing can contribute to economic
growth have been succinctly outlined by Moyer.

1. The marketing system can reduce risks by providing
more adequate information flows among participants in the
system. .

2. It can provide the organizational framework neces-
sary to coordinate production and consumption and to ration
the supply of commodities to consumers in response to their
expressed needs and wants.

3. The marketing system may generate pecuniary and tech-
nological economies, both internal and external, for produc-
ing firms as a result of the extension of their markets.

4. Marketing institutions can be a major source of
entrepreneurial talent and capital for other sectors of the
economy.
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5. The marketing system may draw subsistence producers
into the exchange economy.

6. Marketing institutions can increase the elasticities
of supply and demand by making available new or improved
products which buyers may find desirable.

7. Marketing institutions can lower consumer costs by
improving distribution efficiency through technological inno-
vation, more intensive resource use and less spoilage.

8. The marketing system can reduce transaction and
exchange costs between producers and consumers.14

In most developing countries, about 60 percent of an urban

family's income is spent on food. The poorest quartile spends
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about 80 percent. This high percentage of food costs stems partly

from inadequate food distribution systems.]6 As much as half of
this expenditure is for assembling, processing, and distribution
services in the flow through the channel from the rural producing
areas to the urban consuming units. By conservative estimates,
spoilage alone accounts for at least 20-30 percent of the food pro-

duced in LDCs.
As an article in the Economist has pointed out,

The conventional thinking about increasing food supplies led
to the "green" revolution of the 1960's, the use of high-
yielding varieties, heavy doses of fertiliser, other agro-
chemicals, irrigation and water management. The trouble is
that fertilisers and equipment for irrigation schemes demand
capital; so, initially, do the new seeds themselves. Few
developing countries can afford the cost . . . and it does

not always work. India's poor harvest year (1975) left it
needing to import about 5 m tons of wheat from America at a
cost of £320 million. . . . Growing more food is a less effec-
tive answer than saving the food that is already grown. If
attacks on waste were to save only 10 percent more of the
wheat harvest, for instance, that would add nearly 30 m tons

to world supplies, making (in theory) nearly one-third more
wheat available for international trade. The developing
countries' food needs exceed actual supplies by more than

6 percent only in exceptional circumstances, and it would

take only a small improvement in grain storage and processing
to eliminate that gap. But it is immediately after harvesting
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that the biggest savings can be made. Up to a third of a
cereal crop can be lost in post-harvest handling, processing
and distribution, and even higher proportions of perishable
foods 1ike fruit and vegetables. . .

Complex technology, the newest laboratory product, the
novel protein, does offer great hope, but in the short-run,
it is the most mundane reforms in handling, storage and dis-
tribution which can probably yield the greatest return. If
Calcutta's grain warehouses had concrete rather than earth
floors, for example, the food saved might far exceed the extra
food produced by using fertiliser at the same expense.l7

Similarly, there are opportunities for reducing waste by
making minor changes, such as modifications in packaging and better
grading, which might permit price segmentation for different quali-
ties. The message seems fairly clear--a reduction in food costs
with a consequent reduction in food prices would increase the real
purchasing power of low income families in LDCs. It is estimated
that a 10 percent reduction in food prices could increase real
incomes by as much as 5 percent.]8

To increase efficiency, a general integrative framework

must be developed to analyze the possibilities of improving the

food sector.

Integrative Framework of Development Strategies

W. W. Rostow has been influential in crystalizing one inte-
grative approach. His strategy for national market integration
includes four interrelated elements: (1) abuildup in agricultural
productivity, (2) a revolution in the marketing of agricultural
products, (3) a shift in industrial outflow toward simple agricul-

tural inputs and cheap consumer goods for the mass market, and
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(4) a revolution in marketing methods for manufactured goods,
especially in the rural ar‘eas.]9
Rostow proposed national market integration through the
flow of agricultural commodities from rural and urban areas and
the counterflow of agricultural inputs and consumer goods from
urban to rural areas.
Building on Rostow's scheme, Charles Slater has suggested
a comprehensive market development program that would introduce
marketing reforms at the food distribution level. He proposes a
combination of selected reforms, reduced market risks, and added
capital and technical help that would lower prices and foster a
chain of dynamic economic growth processes.20 His plan is illus-
trated in Figure 2.1.
Slater's work was based on LAMP research conducted in
San Juan, Puerto Rico; Recife, Brazil; and La Paz, Bolivia. The
LAMP findings indicated that proper marketing reforms could sub-
stantially reduce the cost of food marketing.ZI
John Mellor also has recognized the role of marketing in
the economy:
Improvements in marketing may encourage increased produc-
tion largely through the direct or indirect effect of higher
prices and producers. The effect may work directly by reduced
marketing costs being passed directly to producers in the form
of higher prices. The process may also work indirectly through
lower prices to the consumer, which due to relatively high

price elasticities, expand Ehe market considerably and thereby
raise prices to producers.2
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A similar conclusion was reached by the LAMP studies for a
competitive economic system:

Improved market reforms would tend to increase real purchas-
ing power, forcing prices back upward at retail, which when
reflected back to farmers and manufacturers, would call forth
expanded output. When this increased output reaches the mar-
ket, prices would decline towards a new equilibrium resulting
in Tower consumer prices and higher levels of output for both
food and non-food products.?23

In 1950 R. H. Holton and J. K. Galbraith estimated that a
more efficient distribution system in Puerto Rico could save about
$15 million in food costs alone. But will marketing firms spring
up automatically in response to market incentives?

N. R. Collins and Holton have outlined several factors
that would prevent the distribution sector from responding to market
incentives:

1. The absence of grading systems, standard weights and
measures, and an adequate legal code covering contract rights
and obligations complicate negotiations between buyers and
sellers and 1imit the scale attainable by a firm with a given
amount of managerial resources.

2. The price mechanism alone may not induce the indi-
vidual firm to establish certain auxiliary services, such as
the provision of market information, because the benefits
diffuse among the entire industry. Hence, the profit account
of the initiating firm may not accurately reflect the gains
from the service.

3. Private entrepreneurs may be blocked from adopting
significant innovations because either the initial investment
required is too large relative to their credit sources, or
they may prefer the status quo to the uncertainties of inno-
vation.

4. A shortage of managerial resources may cause success-
ful merchants to invest not in changes in distribution, but in
real estate, foreign securities or other investment. Not only
do these investments make more limited demands on their mana-
gerial time, but also risks are diversified.

5. Potential innovators may be discouraged because imi-
tators may enter the industry and quickly beat down margins
before the innovator can recoup his initial investments or
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outlays. In addition, the innovator may have control over
only a limited portion of the distribution channel, while, for
his innovation to be effective, it must be coordinated with
changes in other stages in the marketing process.

6. Complicated licensing procedures and closed socio-
economic groups collectively resist competitive intrusion
by firms such as supermarkets which represent a significant
and threatening innovation.

7. Automatic transformation of the marketing system may
be impeded if distribution enjoys greater economies of scale
than production. In this event, the proper kind of distribu-
tive system may not develop until the new pattern of produc-
tion has already been established. In turn, the establish-
ment of a new production pattern may depend upon the existence
of the right kind of distributive sector.

Initial Planning Strateqy

While the schemes of Rostow and Slater are useful in broadly
outlining a balanced approach to economic growth, Collins and Holton
do warn of the difficulties associated with introducing market
incentives. The complexities of instituting reforms restrict their
application to a few select areas within the production, distribu-
tion, and consumption sector. Consequently, it is important to
identify the initial conditions necessary for generating a self-
perpetuating series of market improvements.

LAMP authors have identified three major areas as potential
sources of lowering food costs: (1) efficiencies associated with
scale production, (2) large-scale purchases by the retailer, and
(3) reduced consumer transport costs.25
The LAMP studies also have identified four points of entry

for initiating economic growth.26

These areas are noted inFigure 2.2.
Obviously, all points of entry cannot be given equal priority by

developing countries with their limited resources. The main
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Figure 2.2.--A strategy for reforming marketing processes.

Source:

C. C. Slater, H. M. Riley, Kelly Harrison et al., Market
Processes in the Recife Area of North East Brazil, Research
Report no. 2 (East Lansing: Latin American Studies Center,
Michigan State University, 1969), p. 1-12.
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objective in finding a set of entry points should be to maintain a
crucial balance of participation between the public and the pri-
vate sector. Rostow contends that the initiative could come from
within the private business sector of the developing economy with
some support from the govelr'nment.z7
A. 0. Hirschman proposes a strategy of economic development
based on mechanisms that tend to maximize induced investment.
These processes can result from both forward and backward 1inkages,
although Hirschman tends to place greater importance on the latter.
“"This backward linkage could act as a prime mover in economic

deve]opment.“28

He cites experience in Columbia, where backward
linkages through processing and wholesaling institutions prompted
more efficient methods of barley and cotton production. Similarly,
the entry of Sears, Roebuck & Co. into the Colombian market has
revolutionized retailing institutions and created an industrial

base with a spillover effect into agricu]ture.29

Comparison of the
Galbraith and Holton studies in Puerto Rico in the 1950s with those
of LAMP in the 1960s indicates the positive impact of retail insti-
tutions such as self-service stores on the total distribution
system.30

The U.S. experience has not been very different from that
of Latin America. The advent of chain stores, supermarkets, and
discount houses has significantly affected U.S. production and
consumption patterns, bringing dynamic economic changes.

In this study, it is within the context of these backward

linkages that the initial point of entry is considered. A low
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productivity, low income equilibrium exists in most LDCs, and to
increase productivity and raise incomes would require a new set of
productive institutions.3] Priming actions at the wholesale and
retail levels would be both specific and manageable enough to
stimulate the process of economic development. A new set of whole-
sale and retail institutions would develop eventually and would
create a gradual revolution in distribution and, consequently,
production methods. It is hoped that this transition would be
translated into lowered food prices to the consumer and higher
returns to the producers. It is the factors that are likely to
impede this transition that are the most important focus of this
study.

One way to identify these barriers and to establish the
basis for pfiming actions is to examine some of the prevailing
attitudes among the relatively more efficient firms in LDCs. LAMP
studies have summarized these as follows for Brazilian firms, which
(1) feel. the competition does not make it difficult to increase
output; (2) regard their market as reliable, stable, and predict-
able; (3) generally have a more rapid rate of growth in output;
(4) have a higher concern for marketing; (5) attempt to differen-
tiate their product from those of competitors; (6) have a larger
value of sales; (7) employ a large amount of capital per worker;
(8) have a higher rate of reinvestment; and (9) have a higher rate

of capacity utilization of their investment.32
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Market Structure and Economic Development

Kelly Harrison and John Wish have identified three major
factors that alter consumer demand for food products in LDCs:
(1) rapidly rising population, (2) rising per capita incomes, and
(3) changes in products and services required to fulfill changing
consumer demand.33 According to Martin Kriesberg, in order to
respond to increased demand for food, the marketing system would
have to expand at a much higher relative rate than production, since
a large proportion of the increased output would require commercial
marketing.34

The critical question is whether the competitive structure
in developing countries is capable of meeting additional demands
for expansion. Atomistic competition exists in many aspects of

commodity production and marketing in LDCs.35

Generally, there are
numerous small competing firms, entry and exit are easy, and overall
profits are Tow. Is the present form of market structure performing
efficiently?

Many economists believe the competitive systems in LDCs are
performing efficiently. Based on work done at Cornell, Mellor
reached the conclusion that the competitive system of food grain

markets in Asia is an efficient one.36

Uma Lele's findings matched
those of Mellor. She confirmed several hypotheses. First, the
traditional market structure is basically competitive. Second,
market integration exists; the price of a specific crop in one
market is related to the price of the same crop in another market.

Third, because of the competitive nature of the wholesale trade,
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intermarket price differentials do not tend to be greater than the
transport costs between the two markets. Fourth, seasonal fluctua-
tions in prices are consistent with storage costs. Fifth, collu-
sion is uncommon in Indian trade; the number of intermediaries is
too large to permit monopolistic practices. Sixth, intramarket and
intermarket competition among a large number of intermediaries
greatly limits the profits that can be earned in the grain trade.37
Mellor and Lele admit that market imperfections exist, but they
argue that these arise more from a lack of market knowledge and
supportive facilities than from collusive behavior.

Sarfaraz Qureshi's study of Pakistani village and wholesale primary
markets also concludes that market structures there are competitive.38

These studies, however, investigated a small number of basic
grain commodities and markets. They can hardly be generalized to
the overall food system. Atomistic conditions that are most pro-
nounced at the retail level were not considered. Moreover, even if
price efficiency exists, it does not guarantee overall distribution
efficiency because of possible wastage and spoilage that may still
occur in the system.

The LAMP studies claim that atomistic competitive practices
do not lead to improved efficiency or better management. On the
contrary, they encourage increasingly conservative business prac-

tices.39

Wish and Harrison maintain that atomistic competition is
a hindrance rather than a help in the development process. They

conclude "that policy norms for developing nations should go beyond
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the static theory of perfect competition to a dynamic view of the
economic process."40
Sol Tax's study of a Guatemalan village led him to con-
clude that, although the marketplace was perfectly competitive, there
was no evidence of economic advancement.4]
Cyril Belshaw's observations in Fiji and New Guinea led him
to conclude that pure competition did not act as a stimulus to
efficient allocation and economic growth, as is frequently posited
by economic theory. He noted that
the large numbers, the strength of the competition, the rela-
tive weakness of the predatory links which should create
monopolistic frictions, combine to keep capital accumulation
to the minimum. This in turn limits the internal growth
dynamic of the system.42
Other economists, such as Willard Mueller, argue that the
market structure of food distribution in LDCs can best be described
as monopolistically competitive. That is, a large number of middle-
men sell differentiated products and services. This differentia-
tion results from a number of factors: (1) immobility, (2) inade-
quate market information, (3) credit differentiation, and (4) market
segmentation.43
Galbraith and Holton characterize the Puerto Rican retail
market as one of monopolistic competition based on a large number
of small firms. Their philosophy is passive--"live and let live"--
and they possess a core group of customers with credit needs.
Retailers tend to believe that, to a certain degree, their demand
curves are inelastic and that profit maximization is not the major

44

goal. Marvin Miracle found that in many parts of Africa the
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market structure is generally that of monopolistic competition.

He believes pure competition is more of an illusion than the

rea]ity.45

C. P. Kindleberger attempts to link this monopolistic
competitive structure with economic development:

Much of the emphasis in economic development is on external

economies on the ground that internal economies cannot exist

under competitive conditions. . . . But this is inappropriate

in economic development. Internal economies (those within

the firm) of scale are important in this area, since markets

are frequently monopolistic rather than purely competitive.

. . . The monopolistic character of the market in underde-

veloped countries, which makes possible internal economies of

scale, is the result of difficulties on new entry in profit-

able industries and limitations on the expansion of produc-

tion due to high transport costs, ignorance of market oppor-

tunities, lack of capital, unavailability of inputs.46

Conflicting evidence clouds the issue of the relationship of
market structure and economic development in LDCs. What is clear
is that a static condition of atomistic competition exists in most
LDCs, and in and of itself it does not "automatically lead to rising
productivity and desired market coordination."47 Adjustments are
needed to convert this competitive state into a workable one that
would encourage horizontal and vertical market coordination and
integration and reduce waste and spoilage in the system.48
It is at the urban wholesale and retail level that these

adjustments can most easily be made and provide the initial impetus
to transform a static economy into a dynamic one. It is here that

the fusion of urban and rural markets is most promising.

Coordinated Channel Linkages

Ideally, a coordinated channel system requires a sequence

of firm strategies which specify not only the channel activities
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and who is to perform them, but also all other aspects of the market-
ing mixes.49
Whereas several coordinated systems are in operation in
many of the advanced economies, rarely are any found in the less
developed countries. Moreover, many economic development planners
view channel behavior as subsumed under the theory of the firm and
have felt little need to attach any importance to it. Quite the

contrary, it is essential that efforts be made to understand channel

behavior and identify its crucial determinants.

Growth Factors

Conditions that have influenced the growth of coordinated
marketing systems in the developed countries seem to be present in
LDCs. A comparative summary is provided in Figure 2.3.

It is to be noted that although conditions similar to those
described in Figure 2.3 exist in LDCs, compared to conditions in
developed countries they are relatively much lower in the level
of sophistication, and their influences on achieving channel coor-
dination would be tempered by the attitudes and behavior of existing

middlemen.

Behavioral Elements

Apart from external growth factors, a certain set of beha-
vioral conditions must exist before any measure of success can be
achieved with policies aimed at integration and coordination within
the channel system. Broadly, channel behavior can be understood

within the context of three major interrelated processes or
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Relevance to Less Developed
Countries

1. The need for assured volume
encouraged the growth of
centrally coordinated
systems.

2. Relative profitability
declined as a result of grow-
ing competition. Therefore,
new approaches such as verti-
cal integration and coordina-
tion were adopted by firms to
ameliorate these pressures.

3. The growing complexity of
marketing processes and mar-
kets increased the need for
affiliation. Expansion and
relocation of markets also
contributed to the growth of
centrally coordinated mar-
kets.

4. Opportunity to capitalize
on potential economies and
savings that resulted from a
centrally coordinated system
through scheduling, simplify-
ing and repositioning market-
ing activities, and scale
efficiencies.

Most establishments have low and
unpredictable sales and have a
definite need to develop an
assured sales volume to avoid
price fluctuations and spoilage.

Most stores seem have have rela-
tively low levels of profita-
bility partly because of atom-
istic competition and partly
because of duplicative and
uncoordinated activities.

Overall, growth in markets has
been slower. However, substan-
tial growth in market processes
is visible in some of the larger
urban centers.

Chances for potential economy
savings exist. However, these
opportunities are hard to com-
prehend by the existing core
of middlemen.

Figure 2.3.--Comparative conditions conducive to growth of
coordinated marketing systems in developed
versus less developed countries.

Source: Bert C. McCannon, "The Emergence and Growth of Contrac-
tually Integrated Channels in the American Economy," in
Marketing and Economic Development, ed. Peter D. Bennett

(Chicago: American Marketing Association, 1966), pp. 500-

503.
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determinants: (1) the level of conflict within the channel system;
(2) the degree of power, authority, and control; and (3) the atti-
tudes, perceptions, and practices of middlemen. Each of these will

be discussed below.

Conflict.--Although integrative processes may develop in a
channel system, conflict is always present to some extent.
L. W. Stern and J. L. Heskett propose that conflict stems from
incompatibility of goals, incongruency and dysfunctional domain
definitions, and differences in perceptions of reality used in
joint decision making.50

The impact of conflict on channel effectiveness may be con-
ceived as "the extent to which an organization, given certain
resources and means, achieves its objectives without incapicating
its means and resources, and without placing undue strain on its

members."S]

According to Larry Rosenberg and Louis Stern, there is
an optimal level, called the "conflict threshold," below which more
conflict will increase organizational effectiveness and above which

more conflict will reduce organizational effectiveness.52

Power and channel control.--Dependency and commitment are

key concepts in understanding power relationships. Wroe Alderson
contends that in distribution channels in which the participants
possess relatively high conmitment to the channel grouping, an

organized behavior system is likely to exist.53

This would imply
that pbwer relationships are bound to influence efforts aimed at

channel coordination and integration. It would seem logical to
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assume that just as a threshold level of conflict may increase
organizational effectiveness, so also a threshold level of channel
power may do likewise. In LDCs, where the marketing channels
usually are in great disarray, a high threshold level of power would
be needed initially to achieve the desired channel linkages.

Other authors, among them Louis Bucklin, have attempted to
understand organized behavior and power relationships through
channel control models that deal with authority structures. Authority
is synonymous in many respects with power and is based directly on
the willingness to comply of those to whom orders are given. Two
basic constructs help clarify the authority concept: the payoff
function, which reflects the profits earned by the middlemen who
accede to the controlling member in the channel, and the tolerance
function, which reflects the ability of channel members to bear the
burdens that result from restrictions imposed by the controlling
party. Bucklin's model, unlike other treatises, stresses the vital
importance of middlemen's attitudes in the establishment of channel

contro].54

_ Attitudes.--Attitudes and perceptions of middlemen seem to
influence channel behavior in many subtle and varied ways. Atti-
tudes that are likely to hamper organized channel behavior are
discussed fully in chapter four, but they may be summarized briefly:
(1) the feeling that the costs of borrowing money are very high,

(2) the inability to obtain loans, (3) insensitivity to competition

in general, (4) the inability to make decisions (owners are
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reluctant to delegate authority and responsibility to employees,
(5) rigid attitudes toward change, (6) low achievement orientation,
(7) concern for maximizing short-term profits, (8) general mis-
trust of fellow middlemen, and (9) preoccupation with their own

traditional line of product offerings.

Conclusion

This chapter has established the basic importance of market-
ing to economic development in LDCs and the factors that act as
prime determinants of growth of integrative systems. A major thrust
of the chapter has been to outline the viability of starting the
revolution in food distribution at the retail and wholesale levels.
Given this premise and entry point, it is essential that the
existing Karachi food distribution system be examined at both these

levels. This is done in the following chapter.
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CHAPTER III

OVERVIEW OF THE KARACHI FOOD DISTRIBUTION SYSTEM
AND ITS CHARACTERISTICS

Pakistan is basically an agrarian economy; 70 percent of its
population still resides in rural areas.] Urban population is grow-
ing at a phenomenal rate, and there is a continuous movement of
people from villages to the few towns and cities. The country's
total population growth rate is approximately 2.5 percent per annum,
but the urban growth rate is about 6.5 percent. The population of
Karachi, a mere 400,000 in the 1940s, grew from 1.9 million in 1961
to 3.5 million in 1972, an increase of 81.3 percent.2 Shahjehan
Karim ascribes this rural-urban population movement as a village-push
rather than a city-pull factor. The relatively lower standard of
living and extreme poverty in the villages, in contrast to the
cities, encourages villagers to migrate.3

Given this population explosion and an expanding industrial
base, most Pakistani cities have grown haphazardly in terms of
housing, infrastructure, and markets. Karachi is no exception.

With a current population of over 4.0 million to feed, the market
system has not been able to grow in an organized manner. The
pressure of early growth had a significant effect on established

central markets, which were unable to keep up with demand. For

37
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example, in the 1940s, the Empresss market, the only major retailing
food center that catered to middle income groups, was unable to
meet the demands of the lower income class. Even if its offerings
had been suitable for newer groups, it is doubtful that the market
could have handled such magnitude and diversity of demand.

In the initial stages, immediately after Pakistan achieved
independence in 1947, the gap between the refugee consumers, who
spread from the center of the city, and the static retail outlets
at the center, was filled partially by mobile hawkers and peddlers
and partially by temporary markets. It is disconcerting to find
that a good many very populous poor areas still do not have ade-
quate permanent neighborhood markets. Furthermore, it is only
recently that a few neighborhood retail markets have begun to emerge
in some lower middle income areas.

In 1947, the wholesale center for fruits and vegetables
and meats was the Boulton market; for food grains it was the Jodia
Bazaar and the adjoining New Challi market. The pressure on these
centers persisted after the refugee influx, and it became increas-
ingly difficult for the Boulton market to handle the demand from
the rapidly expanding city. The Jodia and New Challi centers
managed to expand and keep up with food grain supply. The inade-
quacy of the fruit, vegetable, and meat wholesale markets forced
the administration to relocate them. When the new areas were
planned, the capacity seemed quite large, but these markets have
expanded so rapidly that they are now virtually no better than the

earlier ones in terms of congestion.



39

Added to these problems is the absence of proximal supply
sources. Much of Karachi's food comes from the relatively distant
areas of Punjab and Sind. The difficulties are further compounded
by the country's poor infrastructure.

Needless to say, the food marketing system in Karachi leaves
very much to be desired. At the same time, significant opportuni-

ties exist for improving it.

Associated Characteristics

Income Distribution

Income distribution is an important variable in the study
of food consumption and distribution patterns. Urban income esti-
mates for 1970 show that about 20 percent of Pakistani households
accounted for over 60 percent of the total earned income, while the
poorest 25 percent received only 9 percent of the total income.4
If these figures accurately reflect the situation in Karachi, then
the city's income distribution is highly skewed. A low income family
of two to six members earns an average of Rs 500-750 per month.

Of this total, a minimum of 50 percent is spent for food,5 perhaps
as much as 80 percent among the lowest income families.

A breakdown of food expenditures by food categories for the
average Pakistani urban consumer in 1971 shows that cereals and
pulses constitute the major diet (29.3 percent of food expenditures),
followed by milk (14.1 percent), meat (9.4 percent), and vegetables
(7.5 percent).
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The data in Table 3.1 indicate that the higher the income,
the higher the percentage of expenditures on meats, with a concomi-

tant decrease in the purchase of cereals, pulses, and vegetables."

Consumer Shopping Frequency

A small random sample was taken of consumers in two low
income neighborhoods. They were queried about their family incomes
and the frequency with which they bought major consumption items.
The results are given in Table 3.2. As the table indicates, over
50 percent of both categories of low income families shop at least
once every two days. Consumers in the lower income group have a
higher purchase frequency than those in the next bracket. The LAMP
studies also found this inverse relationship between income and
purchase frequency in La Paz, Boh‘via.6 Size of purchase also

decreases with increased buying frequency.

Table 3.2.--Frequency of shopping by income category.

Family Incomes Family Incomes

Shopping Frequency Up to Rs. 500 Rs. 500-1000 Both Groups

(N = 16) (N = 20)
Total % Total % %
Once or more per day 4 25 2 10 16.6
Once in two days 7 43 8 40 41.6
Once in three days 2 12 4 20 16.6
Once per week 2 12 4 20 16.6
Less than once a week 1 6 2 10 8.3

Source: Consumers Survey conducted for this research (Korangi and
Liaquatabad), Karachi, 1977.

Note: Approximate rate of exchange, $1.00 = Rs. 9.90.



Monthly Income Groups

Table 3.1.--Distridbution of monthly expenditure per household om major food ftems by income groups.
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Channel Characteristics

Retail and wholesale merchants in Karachi specialize by
commodities. Three basic kinds of middlemen were examined in this
study.

The first group, general commodity merchants, deal pri-

marily in staple food items such as wheat, rice, pulses, cereals,
spices, and edible oils. Usually, retailers carry a combination of
these items, whereas most wholesalers specialize in only a few.
Frequently, retailers also carry a line of eggs, butter, and canned
goods.

The second group consisted of fruit and vegetable merchants.

Usually, vegetable merchants do not sell fruit, and vice versa.
Some middlemen sell only one or two items, while others sell a
large number, depending upon the demand and seasonality of agricul-
tural commodities.

The third type of middlemen, meat merchants, include all

intermediaries who deal in beef, mutton, and fish. Each of these

items is handled separately by specialized middlemen.

Channel Linkages

In general, the chain of intermediaries for most foodstuffs

can be diagrammed as below:

Village Commission

Farmer > Assembler Agent

—> Wholesaler —> Retailer
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Within each commodity, however, the functions performed by middle-
men in the channel vary to a considerable extent. Therefore, each

of the individual commodity channel linkages must be traced.

General Commodities

Major staple foods consumed are wheat, rice, and pulses
(primarily Moong, Mash, and Maseor). Apart from government procure-
ments, categories and functions of intermediaries for staple goods
are shown in Figure 3.1. The figure seems consistent with the
channel description provided by the Punjab Board of Inquiry Studies.7
Note that the intermediaries can infringe upon the activities per-
formed by other middlemen. For example, the commission agent and
the wholesaler are sometimes the same person.8

Once the village dealer dispatches his goods to the urban
market, it becomes the responsibility of the commission agent to
sell those goods. Usually, larger commission agents, wholesalers,
and millers have their own sources of supply. Currently, it seems
that storage and grading functions are not being adequately performed
at any level in the channel. Storage facilities are provided by
commission agents, millers, and wholesalers once the goods reach
the city, but few middlemen can seriously claim that they share in
any of the storage burden at the rural assembly markets.

A significant portion of the lower quality wheat is bought
by the government from the voluntary offerings of the producer and
assembly markets and is then sold to ration shop dealers. They are

required to sell the wheat (also sugar) at the price specified by
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the government, allowing for a small margin. The government sub-
sidizes part of the wheat price, selling it below acquisition cost.
In 1975, the subsidy amounted to Rs. 0.06 per pound.

Recently, the government assumed control of the rice supply
to urban markets. Most of the city merchants now must buy rice
from the government as the sole supplier, instead of through rural
assembly markets.

Despite government controls, the grain and staple food
retail markets have grown substantially in Karachi. Significantly,
the spread has been limited primarily to middle income areas;
markets in lower income neighborhoods have developed much more
slowly. This discrepancy has resulted in part from ration shops
that supply about 60 percent of staple foods bought by low income
consumers.

Smaller grain wholesale markets have sprung up in much of
the larger regionally populated areas such as Lalukhet. The dis-
tinguishing feature of all wholesale markets in Karachi has been
their increasing use and access to larger capital. On the other
hand, some of the largest rice dealers have diversified their
operations into nonfood businesses after the government national-
ized rice milling units.

The market structure for both retail and wholesale markets
can best be described as one of monopolistic competition. This is
because of offerings of differing product quality, credit differen-

tiation, an unpredictable supply, and locational factors.
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Despite this structure, observations made by this researcher
revealed that prices for roughly the same grade products do not

differ radically from one another.

Fruit and Vegetables

The path taken by fruit and vegetables in reaching the
final consumer and the major functions performed by each inter-
mediary are summarized in Figure 3.2. As can be seen from the
figure, few storage functions are performed by any channel member.
At the maximum, only two or three levels of grades exist, generally
classified as A, B, C, and these are based totally on subjective
judgments. The commission agent dominates the channel, selling
for the producer and providing credit to all channel members.

Unlike the general commodity middlemen, who have spread
into local neighborhoods, the fruit and vegetable retailers tra-
ditionally have set up only temporary structures around the outer
fringe of major municipal markets. This is partly a result of the
mobility of hawkers and vendors, who supply outlying areas and low
income markets.

Sabzi Mandi, located about seven miles from downtown Karachi,
is the nucleus of the wholesale market for fruits and vegetables.
It is one of the largest markets in Pakistan, and more than 200
trucks arrive daily with produce from all over the country. All
retailers, mobile vendors, and hawkers flock to Sabzi Mandi. The
market is now surrounded by an ever-growing residential settlement.

The wholesaler cum retailer (Mashakhore) also sells produce in
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small lots (for example, 5 1bs. of onions or potatoes), enabling
many consumers to buy from them. The congestion in the marketplace
is severe, and the city administration is seriously considering
relocating the market.

Activity at Sabzi Mandi begins early in the morning.
Trading starts around 2 A.M. with large lot buying and selling (by
the sack) on certain produce items between commission agents and
wholesalers. Each of the interested wholesalers inspects a sample
of the produce offered and makes a secret bid to the commission
agent through concealed hand movements.

Market price fluctuations are rapid due to uncertain demand,
little market information, and erratic supply, which is exacerbated
by the unpredictable arrival of produce from the interior. In a
single day, this researcher observed as much as a 100 percent varia-
tion in price for roughly the same quality of merchandise. Fluc-
tuations of 15-20 percent are quite common.

Among most fruit and vegetable retailers, located in and
around municipal markets, atomistic competition prevails. However,
these retailers by no means compete on the basis of homogeneous
produce, for produce varies in quality, and there is little scien-
tific grading. Few vegetable retailers are found in low income
neighborhoods, and those who do business there sell low quality

produce at prices higher than in more affluent neighborhoods.
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Meat Markets

The meat distribution channel, as shown in Figure 3.3, is
somewhat similar to that for fruits and vegetables. About 60 com-
mission agents dominate the channel, and they are collusive in
many respects. They provide credit to all meat intermediaries and
use it as a weapon for future transactions and bargaining. Some
commission agents are also wholesalers, just as some wholesalers
are also retailers.

Live animals brought from the interior or from the Milk
colony are sold at the Camaille Market, 20 miles outside Karachi.
At the market, livestock bought by wholesalers and larger retailers
is slaughtered by licensed butchers, cleaned, and transported to
the city by vans or municipal trucks. The slaughter house handles
about 400,000 1bs. of beef and 325,000 1bs. of mutton per day during
the five business days per week.9

Retail meat outlets, as are those for fruits and vegetables,
are concentrated in municipal markets. There are no mobile meat
vendors (with the exception of fish vendors) to compete with the
established municipal markets. However, small retail meat outlets
have developed in a few neighborhoods (such as in the Lea Market
area) to the detriment of the central markets.

A ceiling on the price of meat is set by the government.
This restriction is rarely enforced, and prices are some 40-60 per-
cent higher than the ceiling, but retailers and wholesalers do not
seem to earn excessive profits. This is evidenced by their heavy

indebtedness to commission agents. Presumably, the ceiling on meats



50

‘wa3sAs |auueyd ay3 uy sjuediopjaed SNOLURA Y3 |M SM3LAUSIUL PUR SUOLIRALISQO Y6Noay] pauLeiqo

1324005

*43yjoue U0 woJy djededas aue sjuabe uOLSSLWWOD UOINW pue }33g 90N

‘pawuoguaad suopiouny sofew pue ©(A{uo uojjnu pue Jaaq) s3eaw J0j s|auueyd buplajdey---g ¢ aunbiy

buppeab awos °
satjjuendb | ews

ut butyes -

6urueayy *

SYITIVLIIY NOLLNW

Y3WNSNOD

buipeuab awog °
s3j3tjuenb |peus

up bugpyas -

bupueayy °

SYITIVIIY 4338

K312 03 je3uw J0
uotjejuodsuedy °
31paqd awo§ °

(suoyjuod jeaw

anoj ut bupy|as)
jLnq Yeadg *

SY3TYSIT0HM 4338

33)Jew ueqan 03

uotrjejuodsued) °
aJed

pue buipaaj °

(14vd038)
INVHOY3N 39VTTIA

sJd|Le3aq
pue ‘su3|esaoym
‘staedoaq 03 3Lpada) *
uoLSS LUMIod
uo buyi|as -
burpaaq *

IN39Y NOISSIWWOD ALID

\

P L Lt el

¥201S3AIT)
4IWdv

abueyox3 °

1INV
J9VTIIA TWI0T




51

is unrealistically low. Price competition is rarely practiced, and
the price of meat remains basically the same in all markets. There
is, however, the usual price differentiation based on quality judg-

ments.

Specialization

No retailer or wholesaler carries a full line of food items.

Each deals in one product category or commodity. A primary reason
for this is the compartmentalization of municipal markets fostered
by the city government. Fruits and vegetables cannot be sold with
meat or grain, and vice versa. This policy was inherited from the
British and was originally instituted for purposes of hygiene.

Nevertheless, the compartmentalization of commodities as practiced
over the years has engendered in middlemen a narrow view about the

products they should or can sell.

Retail/Wholesale Classification

It was considered essential to this research that a clas-
sification scheme be developed to differentiate between the various
types of middlemen. Five factors were used to determine the cate-
gories for retailers: (1) type of product sold, (2) monthly sales
volume, (3) number of major product lines carried and number of
product items offered, (4) store location, and (5) income level of
the shopper. Upon examination of the data obtained from about 45
retailers, it was revealed that their size (with respect to sales
volume) correlated strongly with product mix, store location, and

income level of the shopper. In other words, the larger volume



52

stores consistently carried a broader product mix, were located in
central markets, and were patronized by relatively higher income
consumers. Generally neighborhood stores were smaller in size
than other stores, with the exception of a few shops in affluent
neighborhoods. Consequently, it was decided that sales volume

and the type of products handled by the retailer would be used in
this research as the critical differentiating factors. The retail
classification is shown in Table 3.3.

Criteria for grouping wholesalers were (1) type of product
sold; (2) level of activity, that is, wholesaler or commission
agent; and (3) sales volume. The estimated sales volume of each
intermediary sampled was broken down into large, medium, and small
categories for each product type. These relative scales were
developed from a set of cutoff points based on the subjective judg-
ments of a select group of middlemen.

It was difficult to obtain sales volume estimates for all
wholesalers. Some were unwilling to disclose their figures, and
others had little idea about their own sales volume. In such cases,
wholesalers were given three categories of sales volume and asked
to place themselves and other known wholesalers in one of those
categories.

The wholesale classifications are shown in Table 3.4.
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Table 3.3.--Retail classification for Karachi merchants.

Monthly Sales No. in

Product Sold Volume (Rs.) Type Sample

General Small-scale general

commodity Up to 29,999 commodity retailer 7

General Medium-scale general

commodi ty 30,000-100,000 commodity retailer 6

General More than Large-scale general 5

commodi ty 100,000 commodity retailer

Fruits and Small-scale fruit and

vegetables Up to 14,999 vegetable retailer 4

Fruits and Medium-scale fruit

vegetables 15,000-25,000 and vegetable 5
retailer

Fruits and More than Large-scale fruit and 4

vegetables 25,000 vegetable retailer

Meat Up to 9,999 Small-scale meat 7
retailer

Meat 10,000-17,000 Medium-scale meat 4
retailer

Meat More than Large-scale meat 3

17,000 retailer
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Broadly, all retailers would fit into three common categories,
namely, general commodity, fruits and vegetables, and meat, and
these were the three used in this study. However, there are some
specialized stores with unique characteristics, and these are the

focus of discussion in the following section.

Special Service Stores

Special service stores can be broken down into two cate-
gories: (1) stores controlled in part or full by the government,
such as the ration shops and utility stores; and (2) privately run

self-service stores.

Ration Shops

The stores licensed to sell government-subsidized wheat
flour and sugar are called ration shops. A number of these carry
their own line of food products, thus maximizing sales and possibly
adding to profits. Families apply to the government for a ration
card, which is issued in accord with family s1‘ze.]0

There are about 2,500 ration shops supplying the various
districts within Karachi.]] Estimates of consumption through
these ration depots are shown in Table 3.5.

An average of 24.8 1bs. of wheat and wheat flour is con-

sumed per capita by a five-member househo]d.]2

Total monthly con-
sumption for Karachi (four million persons) averages 99.2 million
1bs. As Table 3.5 indicates, monthly consumption for flour through

ration depots averaged 51.4 million 1bs. in 1976. In other words,
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about 48 percent of the flour and wheat sold in Karachi is bought
by consumers through regular retail st:or'es.]3 The ration shop is
thus a significant link in the channel for food grains as it ser-
vices many low income neighborhoods. Its operations, however, are

restricted by government price controls.

Table 3.5.--Estimates of monthly consumption of flour, sugar,
and ghee through Karachi ration shops.

Monthly Average (July-December 1976)

Commodity Amount (tons)
Flour 25,700
Sugar 5,681
Banaspati/ghee 1,721

Source: Official estimates, Karachi Ration Supply Depot (Karachi:
Government of Pakistan, July-December 1976).

Utility Stores

Nonprofit government-run organizations, about 250 utility
stores are now in operation throughout Pakistan. In Karachi, their
numbers have increased by 75 percent, from 20 stores in 1973 to
35 stores in 1976. The unique feature of these retail outlets is
that they carry a mixture of staple foods and basic nonfood items,
such as inexpensive clothing. Approximately 30 percent of sales

14

volume is derived from food sales. Each Karachi store averages

about Rs. 50,000 per month in sales.
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Despite government ownership, utility stores are price
competitive with privately owned general stores. Markups of about
5 percent above cost are usually applied to cover overhead. Some
of these stores are located in poor neighborhoods, the areas least
preferred by most food merchants. Plans for opening a large number
of utility stores, especially in low income neighborhoods, are
under way, and they could have a great impact on Pakistan's food
distribution structure. There is, however, one serious drawback.
These shops must acquire all their foodstuffs from government agen-
cies such as PASSCO (Pakistan Agriculture Storage and Services Cor-
poration). Utility stores often run out of stock for essential
items because these agencies fail to deliver goods in time, either

because of market shortages or government bureaucracy.

Self-Service Stores

Self-service stores have appeared in Karachi only in the past
few years. Presently about seven in number, they are independently
owned, carry both food and nonfood products, and are located in
middle and upper income areas. No fresh produce is sold, many food
items are graded and packed by the store, and canned goods are
offered in many varieties. These stores charge higher prices than

other retailers because they sell higher quality items.

Merchant Associations

Merchant associations can serve two useful functions:

provide market information and settle differences between members.
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There are several in Karachi, but perhaps the best organized are
those of the grain merchants. By noon each day, the New Challi
association publishes a price list of all major commodities and
distributes it to its members. Approximately 220 wholesalers and
commission agents in New Challi and Jodia Bazaar, and about 75-80 per-
cent, belong to this association. It has a regular office and
employs secretarial help and a staff with legal advice capabilities.
The association represents its members when they have complaints or
demands to make to the Ministry of Food. Merchant associations also
exist for fruit, vegetable, and meat middlemen. Most of these other
organizations are ineffective in solving members' disputes or in
representations to the authorities because of lack of member support
and internal bickering.

This chapter has tried to present an overall view of the
various types of middlemen, the functions performed by them, and
the markets they serve. With this overall perspective, it is now
essential that we shed some 1ight on the marketing performance of
the existing distribution structure. This is the focus of the

initial section of chapter four.
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Footnotes--Chapter III

]USAID, "Pakistan Economic Development Data" (Islamabad:
USAID, August 1974), [p. 9].

2Government of Pakistan, Ministry of Finance, Planning and
Econ?mic Affairs, Statistical Pocket-Book of Pakistan (Karachi:
1975).

3Shahjehan S. Karim, "Managing Urban Growth in Pakistan,"
Rural Development and Administration 10 (October-December, 1973): 1.

4Ca]culated from "Household Income and Expenditure Survey,"
compiled by the Statistical Division, Ministry of Finance, Planning
and Development (Karachi: The Ministry, 1970-1971), p. 2. These
figures are very rough estimates derived on the assumption that
average incomes would be halfway between the upper and lower limit
of each income category.

SIbid., p. 22.

6LAMP report no. 3, p. 45.

7Marketing of Agricultural Products in the Punjab, Publica-
tion)no. 161 (Lahore: Punjab Board of Economic Enquiry, January
1976), p. 9.

8S. M. Akhtar, Pakistan--A Developing Economy, new edition
of Economics of Pakistan (Lahore: Publishers United Ltd., 1966),
vol. 1, p. 195.

gEstimates provided by the Chief Meat Inspector, slaughter
house (Camaille).

loMonthly quota for sugar is one kilogram per unit, for
banaspati ghee (cooking) 500 kilograms, and for rationing flour,
0.643 pounds per week per adult, 0.385 pounds per week per nonadult.

]IObtained through estimates provided by government officials,
Karachi Ration Supply Depot, Habib Bank Building Office.

]Z"Household Income and Expenditure Survey," p. 35.
]3The real figure is probably higher because a large number
of bogus ration cards are in circulation. These are used by mer-
chants to buy at subsidized prices and sell at higher prices during
shortages. One official placed the bogus ration card figure at
500,000.

14
Karachi.

Estimates provided by the Food Manager, Utility Stores,



CHAPTER IV

ALTERNATIVE MARKETING SYSTEMS

This chapter opens with a brief introduction to some economic
characteristics that have a direct bearing on marketing performance.
The impact of these factors on the present system of food distribu-
tion in Karachi is then analyzed, and the implications of institu-
ting some proposed alternative methods of distribution are discussed.
The final section of the chapter hypothesizes barriers to the

development of alternative marketing systems.

Marketing Performance

Marketing performance is maximized when goods are moved
from producer to consumer at the least possible cost consistent
with the services demanded by the producer and the consumer.] The f

costs imposed by a marketing system are difficult to interpret on

an absolute basis. They can be described as high or low only if < '°

compared with the costs of another system. Relative cost compari-;
sons, therefore, seem best suited to an analysis of the efficiency‘f
of alternative marketing systems. |
Research conducted in several less developed countries,
notably the LAMP and Galbraith and Holton studies, leave little
doubt that the performance of marketing systems in LDCs can be

considerably improved. Based on these findings it was assumed here

61
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that considerable inefficiencies exist within Karachi's present
distribution system. Starting with this basic premise of ineffi-
ciency, marketing performance in Karachi was examined in terms of
three critical fac;ors ({) gross margins within each stage of distri-
bution, (2) spo1fa§ej1ncurred in the system, and (3¥ the degree of
price fluctuation at the wholesale level. These three factors are
interrelated. The incidence of spoilage is likely to be compen-
sated for by the middlemen through an increase in gross margins.
Likewise, to combat excessive price fluctuations and their concomi-
tant increases in risk, gross margins would be adjusted upward.
In addition, excessive price fluctuations can contribute to the
spoilage rate.and are, in turn, affected by spoilage. Most middle-
men use gross margins as a criterion for decision making and business
behavior. If gross margins are traditionally high to compensate for
spoilage and price fluctuations, this in itself (provided the gross
margins are realized) is a disincentive to intermediaries to reduce
spoilage and price fluctuations. But the latter also result from
marketing functions being inadequately performed, as is illustrated
in Figure 4.1.

The Food and Agriculture Organization of the UN reportS'S
that more efficient marketing practices induce price stability.
Better trgnsportation and storage facilities; improved methods of
preservation, processing, and promotion; and initiative in trading
all contribute to smoother adjustments between supply and demand.2
Ideally, an efficient marketing system should provide ade-

quate markets accessible to all income levels with an appropriate
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product mix at appropriate prices. Moreover, prices would be stable,
gross margins and spoilage rates low, and profit levels reasonable

for both producers and middlemen.

Gross Margins

Although they are not the best measure, gross margins do
serve as useful broad indications of marketing efficiency.

Table 4.1 summarizes several empirical studies dealing with
gross margins in LDCs. It shows that gross margins for retailers
rarely exceed 17 percent for staple foods and 23 percent for perish-
ables. In Cali, Columbia, gross margins were found to be relatively

smaller as the size of the store increased.3

Although the net
profit per dollar of sales decreased for the larger stores, their
total net profits increased considerably.

The data in Table 4.2, collected for Karachi by this
researcher, point to some interesting conclusions. On the average,
gross margins for most retailers and wholesalers are fairly low.
Does that indicate that most middlemen are efficient? Not if we
consider gross margins in relation to the few services they pro-
vide. In Pakistan, important services such as grading and sorting
are not adequately performed for many products, and often these
functions are transferred to the final consumer. Yet, considering
the risks that the middlemen take, gross margins seem quite low.
It is important to note that general commodity retailer margins

are lower than those of other retailer types. Even so, the differ-

ence is not great when one realizes that the fresh produce and meat
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Table 4.2.--Gross margins and spoilage rates for different types of
middlemen in Karachi.

. Gross Margins Percentage of

Type of Middleman (Percentage) Spoilage
General commodity retailer

Small 17.3 7.1

Medium 15.1 3.9

Large 13.5 2.0
Fruit and vegetable retailer

Small 23.0 10.2

Medium 18.4 12.1

Large 16.9 7.9
Meat retailer

Small 21.6 11.9

Medium 18.8 12.1

Large 15.7 12.8
A11 general commodity retailers 16.0 4.3
A1l fruit and vegetable retailers 19.4 10.9
A1l meat retailers 19.5 12.2
General commodity
commission agent

Small 3.5 4.52

Medium 3.0 4.02

Large 2.7 3.02
General commodity wholesaler

Small 13.6 5.5

Medium 9.3 2.4

Large 4.4 1.1
Fruit and vegetable
commission agent

Small 11.5 11.1

Medium 8.9 10.6

Large 7.1 7.7



Table 4.2.--Continued.
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Type of Middleman

Gross Margins Percentage of

(Percentage) Spoilage
Fruit and vegetable
wholesaler/retailer
Small 15.5 10.0
Medium 16.4 9.0
Large n.a. n.a
Meat commission agent
Small to medium 2.0g 1.0:
Large 2.0 1.0
Meat wholesalers
Small to medium 10.0 8.3
Large 9.1 6.7
A1l general commodity
commission agents 3.0 3.6
A1l general commodity wholesalers 8.1 2.8
A1l fruit and vegetable
commission agents 8.1 9.8¢
A1l fruit and vegetable
wholesalers/retailers 15.8 1.0
A1l meat commission agents 2.0 1.0
A1l meat wholesalers 9.7 7.8

Source:

Note:
Price-Cost/Price x 100.

Research by this author, Karachi,

Pakistan, 1976-1977.

Gross margins are all based on selling price, that is,
The respondents' product prices

were obtained by observation and costs by asking at what
price he bought his major product(s).

This spoilage loss is incurred by the agent, but is the

producer's loss.

bCharges Rs. 20 per animal sold; figure converted to per-

centage on sales.

Coccurs at the commission agent level, but expense is borne

by the producer.
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retailers take a relatively higher risk than their general commodity
counterparts. It is also interesting to note that, among the three
product groups considered, there is a marked difference between the
gross margins of the smaller versus the larger middlemen. For
example, the average margins were 17.3, 15.1, and 13.5 for the
small, medium, and large general commodity retailers, respectively.
The pattern was the same for vegetable and meat middlemen. At
times, it was difficult to compare gross margin figures because of
variations in the quality of products carried by the merchants.
Since the larger merchants are generally known for offering better
quality products, it is to be expected that comparative gross margin
differences would be more pronounced.

A breakdown of the consumer's dollar by share of middleman,
as shown in Table 4.3, reveals that the retailer contributes the
most to the price. Transportation and assembling costs also are
generally quite high. This suggests that opportunities exist for
improvement at the retail level as well as in transportation of
foodstuffs from rural to urban markets.

As expected, gross marketing margins for staple food com-
modities are lower than for other foods. The Punjab Board of
Inquiry studies corresponded fairly well (with the exception of
retailer margins) with data compiled for this research.4 Marketing
margins calculated by Sharif Siddiqui for onions and potatoes,

5

approximately ranging from 55 to 60 percent,” were somewhat higher

than those found by this researcher.
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Spoilage Rates

Spoilage rates in Karachi were estimated on two types of
spoiled foodstuffs: that salable at reduced price and that unsal-
able. Each respondent was asked to estimate for two of his major
products (in some cases only one) the number of units per hundred
that he sold at his purchase price or lower due to spoilage (or
shrinkage) and the number of units per hundred that could not be

sold at any price. Spoilage was then calculated as foHows:6

(Unsalable) + [Salable x (Cost - Reduced Price)]
100 100 Cost *

As with gross margins (see Table 4.3), spoilage was also
found to be relatively lower for larger as compared to smaller

intermediaries. An interesting exception is worthy of note:

Spoilage rates are lower for small fresh produce (10.2 percent) and
meat (11.9 percent) retailers as compared to medium-scale retailers
in both categories (12.1 percent in both). This can be explained
partially by the fact that most of the smaller retailers are located
in poorer neighborhoods and manage to sell their deteriorated pro-
ducts at a higher price than do larger retailers, located primarily{
in high income areas. This indicates that the low income groups
are getting spoiled products at higher prices.

Estimation of spoilage rates at each level within the channel
system is shown in Table 4.4. Total spoilage within the channel is
estimated as 17.4 percent for general commodities, 31.7 percent

for fruits and vegetables, and 25.4 percent for meat products.
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These figures are comparable to estimates made by some notable food
researchers. For example, G. R. Spinks's observations of food dis-
tribution in developing countries led him to believe that 33-50 per-
cent of all fruits and vegetables harvested are lost due to poor
handling and marketing methods.7 Other estimates place spoilage at
roughly 20-25 percent. Isarul Haq places losses from rodents and
insects in the marketing of agricultural produce in West Pakistan

at about 5-10 percent.8 LAMP studies in Recife found the percentage
of spoilage for staples to be 4.6, 1.1, and 0.5 for atomistic,
neighborhood, and self-service stores, respective]y.9 The LAMP
studies are consistent with the spoilage rates shown in Table 4.2,
indicating that such rates are reduced with increases in scale.
Interviews with the largest vegetable dealers revealed that they
used cold storage facilities more often than did their smaller

counterparts.

Improvements in Storage Space

Most farmers and middlemen interviewed by this researcher had
done little to improve their storage space and had no plans to do

so in the near 1’utur‘e.]O

Some high volume middlemen were excep-
tions, though. Presumably, most of the increase in storage facili-
ties has come from government-owned warehouses (an increase of grain
storage capacity from about 430,833 tons in 1947 to 901,603 tons

in 1957). These are partially used at the farm level by farmers,

but rarely do such facilities exist for middlemen at the urban level,

including Karachi. Even if the government were to provide such
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facilities, costs would be great for many intermediaries because of
increased transportation costs coupled with low volumes. Further-
more, the lack of grading would complicate storage in government
warehouses. Therefore, this researcher believes improved storage
facilities will have to emanate from private sources, coupled with a
few government-owned central warehouses at high central supply and

consumption points.

Price Behavior

Data collected by S. A. Siddiqui indicate that price behavior
for basic vegetable commodities at themajor Pakistani wholesale and
retail markets is a function of supply and demand, peaking during

1

shortages and falling sharply at peak production. For staples

and pulses, the pattern is similar, but prices rise and fall in
relatively smaller amount:s.]2

Although the trend for fresh produce is consistent with the
price behavior of agricultural products in most countries, the per-
centage increase or decrease in Karachi prices from period to period
seems excessively high. This can be seen in Table 4.5, which shows
that wholesale price fluctuations for onions in 1975-1976 ranged
from an increase of 44.14 percent to decreases of 37.29 and 41.38
percent in relation to preceding three-month periods.]3

It is interesting to observe retail-level responses to price
changes at the wholesale level. The absolute increase or decrease

in wholesale prices was followed by roughly the same increase or

decrease in retail prices, indicating that retailers are influenced
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more by supply as opposed to demand considerations. The data,
however, cover only a short period, and more extensive research is
needed before meaningful conclusions can be drawn.

Three complete market day observations by this researcher
at the vegetable wholesale market (Sabzi Mandi) revealed consider-
able price variations within the first four or five hours of market
transactions. Part of this variation was due to the unpredictable
nature of supply, for trucks continue to pour in long after the
market is opened for exchange. Prices of some items, such as
tomatoes, okra, cauliflower, peas, and pumpkin, rose or fell as
much as 50-60 percent within an hour or so. For example, tomatoes
that had been selling at Rs. 8 per crate (about 20 1bs.) had dipped
to Rs. 3-4 per crate within one hour. The reasons ascribed to the
decrease were the arrival of trucks with more tomatoes and the
fact that tomatoes were not selling as well as the commission
agents had expected. Within another two hours, the price had
increased by about 25 percent, indicating an increase in the demand
for tomatoes as a result of the lower prices. These trial and
error adjustments continued throughout the market period. In the
final analysis, it seems that the rapidly changing prices are pri-
marily the result of inadequate market information. In the process,
both the producers and the intermediaries suffer: There is over-
purchasing in anticipation of higher prices, and underpurchasing in
anticipation of lower ones, and the behavior undoubtedly leads to

spoilage.
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Price fluctuations among the food, grain, and pulse mer-
chants are somewhat less severe. The wholesale grain markets of
New Challi and Jodia Bazaar were observed for two weeks in January
1977, and fluctuations rarely exceeded 20 percent within a period
of about three hours.

From this discussion of gross margins, spoilage, and price
fluctuations, it is apparent that the performance of the existing
marketing system in Karachi can be considerably improved. One of
the ways of doing so is through changes at the wholesale or retail

level, which are the focus of the following section.

Efficiency Alternatives

Six alternatives were examined as possible sources of
improvements in food distribution methods. The first two, involving
economies of scale, or internal growth options, were (1) establish-
ment of independently owned chain stores and (2) expansion of
small-scale retail/wholesale stores. A second group involved
integration, or external growth options. These included (3) estab-
lishment of voluntary chains, sponsored either by retailers (hori-
zontal integration) or wholesalers (vertical integration);

(4) mergers of specialized chains; and (5) government-sponsored
chains. The last alternative examined was (6) mobile retail stores.
Each of these alternatives will be discussed, and some of the impli-

cations arising from them will be outlined.
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Establishment of Chain Stores
and Expansion of Existing Stores

The alternatives of establishing chain stores and expand-
ing present stores are similar in many respects. Both deal with
increases in total sales volume by independent middlemen, but differ
in the means by which the added volume is attained; chain stores
would mean an increase in a group of relatively small stores,
whereas expansion would increase the size of individual stores.

A chain store is one of a group of stores under common
management. For each of certain functional areas, such as finance,
administration, purchasing, and marketing, at least one manager
specialist is in charge, and each is coordinated with the other
under a single independent ownership. A chain could consist of a
small family enterprise owning a few stores (about 5-9) or a larger
and more professionally managed enterprise with at least 10-20
stores. An advantage of chains is their ability to consolidate
purchases, making buying more economical. Further, larger chains
can afford their own central warehouses, giving rise to better
storage systems and, in the process, reducing spoilage. Sorting
could be done at the central warehouse if stores carried a mix of
produce lines appealing to varying levels of consumer income.
Another advantage of chains is the opportunity they provide for
more professional management practices. Also, functional speciali-
zation is likely to increase inventory turnover and provide for a
wider mix of product lines. Moreover, productive use of labor and

professional managers could result from shifting personnel back and
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forth among stores according to service needs. In Karachi, such
institutions could, for the first time, offer the advantage of
presenting a consistent image to the customer through their overall
policies.

A serious drawback of chain stores is the relatively large
amounts of capital investment needed. Also, if they were intro-
duced into Karachi, a core group of managers would have to be
trained, and problems of coordination could be expected to arise
initially. A possible solution to these problems could be the
gradual establishment of chain stores, which would require small
amounts of capital for each store and which would permit managers
to be trained as needed.

Expansion of stores, to a somewhat lesser degree, would
have most of the same advantages and disadvantages as the chain
stores. A particular advantage of expansion could be tighter
managerial control as compared to chain stores, which may be too
spread out or too numerous to handle in a coordinated way. Yet,
although expansion within the present system would permit the
flexibility of switching personnel among stores and a broader
product mix, these advantages could be more fully achieved within a
chain store system. Perhaps the greatest problem would be the lack
of additional land and physical space needed for expansion. In
general, since both alternatives are common in many ways, most of
the discussion in the ensuing sections will deal only with the

establishment of chain stores.
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Retailer- and Wholesaler-
Sponsored Voluntary Chains

A retailer-sponsored voluntary chain is a cooperative
organization of independent retailers loosely integrated into one
unit. In a wholesaler-sponsored voluntary chain, a large number
of small retailers contract with a wholesale firm (or a group of
firms banded together) to receive certain benefits. These two
types of chains are discussed more fully below.

Generally, a retailer-sponsored chain is run by a committee
formed from the member retailers. The committee's major functions
are to provide market information, credit, managerial and merchan-
dising assistance, and purchasing assistance. In many cases, a
common warehouse is also set up for the benefit of the members.
The member retailers are expected to buy most of their_goods from
the retail chain and, to a certain degree, to honor the policies
of the latter. Through such a chain, retailers can substantially
ificrease their buying power in supply markets. Pressure can be
brought on wholesalers to provide better service and competitive
prices. Market information can be channelled more effectively, a
wider product mix can be encouraged, and the authorities can be
persuaded to provide better market facilities.

A serious disadvantage of a retailer-sponsored chain lies
in the mechanics of running it. Problems arise in selecting com-
mittee members and in determining how common costs, storage
facilities, and credit should be allocated. Difficulties also

may arise regarding members' trust in the committee and in the
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enforcement of contractual obligations between parties. However,
if the objective is to initiate a series of dynamic institutional
changes, such as this study examines, then these problems may not
be as monumental as they look.

In a wholesaler-sponsored voluntary chain, retailers are
bound by contract to the wholesaler and agree to follow the market-
ing and management policies he sets. In exchange, the wholesaler
provides more certain supply and delivery than would otherwise be
the case, supplies market information, and, most important, extends
credit. An advantage of these arrangements to the wholesaler is
that he is able to coordinate the supply function more effectively.
He can count on a stable market in planning his supplies, and he is
motivated to achieve integration at the rural assembly-market
level. The retailer receives a more consistent supply commensurate
with price and quality. The likely increase in the wholesaler's
sales volume, coupled with an assured demand for his products,
would justify better storage facilities, thereby reducing spoilage.
The retailer would also benefit through credit at reasonable terms,
better market information, and time saved in purchasing.

The development of wholesaler chains is handicapped by the
need for large amounts of capital and inventory requirements.
Presumably, since the wholesaler would be in a position to exercise
great control over member retailers, the question of fulfilling
contractual obligations would be less a problem than for retailer-

sponsored chains.
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Mergers

Mergers are joint ventures or partnerships through which
two or more different types of retailers or wholesalers can use
market space more efficiently or attract more customers by offer-
ing a wider product mix.

Mergers are advantageous when retail or wholesale space is
not being fully exploited either because of few customers or
because of their purchasing habits. For example, fresh produce
and meat are frequently sold in the early morning, whereas staples
are purchased throughout the day, but more often in the evening.
Therefore, a properly coordinated combination of produce and
staples would increase space efficiency in many shops. A number
of customers buying produce at a certain shop could be stimulated
to buy staples if they were available there, and vice versa.
Moreover, capital accumulation could be increased by pooling each
owner's resources.

Mergers do have substantial drawbacks in Karachi. A
major one stems from the traditional policy of the municipality in
dividing markets by product types. Thus, mergers could only be
formed in some of the newer markets that are not under the control
of the city gover'nment.]4 Also, since some food products do not
mix well because of differing consumption and supply characteris-
tics, hygienic requirements, and so forth, mergers would not be
suited for all food items. Finally, the division of costs and

profits between partners may pose a serious problem, especially if
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middlemen have not had prior partnership experience, as is the case

in Pakistan.

\ |

BEPEN

Government-Sponsored Chains

—— —

A government-sponsored chain is a nonprofit org;nization
that owns and runs a group of retail stores. These are supplied
through a small number of central warehouses. The government pre-
sumably has at its disposal experts in management, finance, and
marketing. Utility stores in Pakistan are representative of this
type of chain. An advantage to such a setup is that the govern-
ment has the resources to develop better storage facilities and
provide adequate market information. The chain can quarantee a
fair price to the producer at the farm level and at the same time
influence the retail price level. Adequate stores also can be
established in low opportunity, low income areas that are woefully
lacking in market facilities.

A major difficulty with most government organizations is
their slowness in responding to market mechanisms. Furthermore,
a minor oversight in purchasing or distribution could cause exten-
sive loss to the government in food spoilage. The problems are
exacerbated by the usual bureaucrat%c procedures required to acti-
vate a policy and, in most LDCs, by the inexperience of the staff
in dealing with government ventures. Despite these seeming diffi-
culties, the utility stores in Karachi have shown promise. They

are, however, constrained in acquiring supplies because they can
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only buy from PASSCO, which sometimes creates inordinate delays in

restocking of food items.

Mobile Stores

"Stores on wheels" operate primarily in low income neigh-
borhoods that have few market facilities and services. Mobile
stores are somewhat similar to mobile hawkers, but they carry a
larger number of products and sell on fixed days and hours. Trucks
can be remodelled to serve as mobile stores.

Traditionally, most middlemen in Pakistan have been reluc-
tant to operate in poor neighborhoods, little realizing that if
consumers in these areas could be persuaded to buy their foodstuffs
in larger amounts, the market could be a very lucrative one. Of
course, it is doubtful that workers earning a daily wage could
afford to buy in larger quantities. However, by selling on speci-
fied days or at certain hours, the mobile store could maximize
sales and at the same time provide the population with better
quality food at lower prices. Since trucks can easily be con-
verted, mobile stores, unlike other channel alternatives, need be
only a semifixed investment, which might make them attractive to
some investors. Yet, the capital needed for trucks and, possibly,
a warehouse would be quite substantial. It also might be diffi-
cult to change the buying habits of low income customers. Finally,
the poor infrastructure in Karachi might make many poor neighbor-

hoods inaccessible to mobile stores.
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Projected Income Statements for Alternative Methods

Proforma income statements have been calculated for the six
alternatives discussed above. These statements attempt to show the
costs and savings that are likely to result from these alterna-
tives in comparison to existing methods of food distribution. It
should be noted that these are rough estimates and are derived
primarily from this researcher's market observations and interviews
with various intermediaries. Moreover, these estimates are likely

to change with varying economic conditions and government policies.

Independent Chain Stores

Table 4.6 shows the proforma statement for an independent
chain comprised of ten stores, selling staple and general commodity
items. Figures would vary with the number and size of stores and
for different types of retailers. The hypothetical independent
chain store discussed here is designed with enough capacity to
accommodate a broader line of products, including fruits and vege-
tables, in the future. As can be seen from the projected figures,
chain stores can increase overall profits and at the same time
reduce the price of foodstuffs. Three major assumptions are made
here: (1) The purchase price of foodstuffs would be reduced by
buying in bulk and with scientific and planned acquisition;

(2) spoilage would be reduced substantially through an increase in
scale, the addition of storage facilities, and improved market
information and planning; and (3) sales volume would increase with

a broader offering of better quality foodstuffs at lower prices.
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Table 4.6.--Income statement for general commodity chain stores.

Estimated Monthly Income State- Projected Monthly Income State-
ment for Existing Retail ment for a Chain With an Average
Store (Rupees) of Ten Stores (Rupees)

sales® Rs. 25,000 sates® Rs. 350,000

Cost of goods sold 20,750 Cost of goods sold 275,240

Gross margin (17%) 4,250 Gross marginc (21.36%) 74,760

Expenses Expenses

SaIaryd (one full-time, 900 Salary® 26,000

one part-time)

Rent 100 Rent (Rs. 125 per store) 1,250

Utflities 20 Utilities (Rs. 30 per store) 300

Transportation, loading, and 250 Transportation costs 5,000

labor costs

spoilagef (7%) 1,852 Spoilage (2%) 5,505

Miscellaneous 200 Miscellaneous 2,000

Total expenses 2,922 Opportunity cost of invested capitald 5,000

Profit before taxes Rs. 1,328 Depreciation 1,250
Packing and grading costs 2,000
Storage costsh 1,600
Total expenses 49,905
Profit before taxes 24,855
Profit per store Rs. 2,485

Note: Most of the estimates are based on this researcher's market observations and inter-
views with various intermediaries. $1.00 = approx. Rs. 9.9.

3ales volume for a small-scale general commodity retailer (see retail classifica-
tion, Table 3.3).

bEach of the ten stores averages Rs. 35,000, an increase of 40 percent over the
traditional store's sales. This is assumed to result from lower prices, better quality and
service, and (eventually) a strong image. If prices are reduced by about 5 percent, the
total increase in sales would be 42 percent for the chain store.

SPrice before = 100 Price after = 95.0
Cost price = 83 Cost price (10 percent = 74.7
Margin (17 percent) = 17 reduction of original
purchase price)
Margin = 21.3 percent

dOvmer's salary not included.

eSalary includes one manager per store at Rs. 1,000, two full-time employees at
Rs. 500 per store, and five specialists at Rs. 1,200 each to provide help and advice to
all stores on a continuing basis.

fFrom research survey, Table 4.2.

9This would be an additional investment for a possible warehouse, transportation,
and cleaning facilities. Approximate storage capacity calculated at 300 tons.

Cost of warehouse (building) = 300 tons x Rs. 500 per ton = Rs. 150,000
Land = 100,000
Total cost = Rs. 250,000

Grading, packing, and transportation (fixed equipment) = Rs. 50,000
Opportunity cost at 20 percent interest per annum

Rs. 300,000 x .20 = Rs. €0,000
Opportunity cost per month Rs. 60,000 x 1/12 = Rs. 5,000

Warehouse building costs estimated at Rs. 500 per ton based on J. C. Abbott,
P. G. H. Barter et al., eds., Rice Marketing, FAO Marketing Guide no. 6 (Rome: FAO,
1972), p. 53. FAO figures were quoted as Sgo per ton (Rs. 200) in 1972, but because of
inflation trends this figure was increased to Rs. 500 per ton capacity.

hRs. 8 per ton per month for insurance, depreciation, loss of weight, interest, and
so forth. Taken from Abbott et al., eds., Rice Marketing, p. 52.
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In general, these assumptions will hold for the other projected

income calculations.

Retailer and Wholesaler Chains

As Table 4.7 indicates, expenses computed for the retailer-
sponsored chain are lower than those for the independent chain.

This is because a number of major marketing functions could still be
performed by the individual retailers, including storage, some pro-
cessing, and transportation. Warehousing in the initial stages

would have to be rented (instead of owned), as it would be diffi-
cult to accumulate large amounts of capital from the scarce resources
of small retailers. It was assumed that spoilage would be somewhat
reduced, although not as much as in an independently ownedAchain,
because of relatively less adequate coordination and market infor-
mation.

Table 4.8 offers a comparison of the projected profits
obtainable for each retail store through a wholesaler-sponsored
chain and an independent chain; the latter is more profitable.
However, both of these alternatives are more attractive than
retailer-sponsored chains. The wholesaler chain might be less risky
than an independent chain, however, if a number of large whole-
salers combine. These wholesalers have a certain amount of capital
and expertise and would be able to operate a chain smoothly. Inde-
pendent chain stores would be handicapped to some extent because of

their need to borrow large amounts of capital in the initial stages.
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Table 4.7.--Income statements for general commodity retailer-sponsored chains.

Projected Monthly Income

Incone Statenent for Stavament for Retyil Store Statenent of Reta{ler-
Existing Retail Store After Joining Chain (Total Members = 100)
Sales Rs. 15,000% Rs. 20,000 Rs. 1,627,400
Cost of goods sold 12,450 16,274 1,591,617
Gross margin (17%) 2,550 3,726 ?Eogi)mdrg‘" 35,783
Expenses
salary 300° 7004 10,000¢
Rent 75 75 1,000
Utilities 20 25 200
Transportation 150 150 1,000
spoilage (7%) 87 g14f 16,0849
Miscellaneous 100 100 880
Processing costs 300 Processing costs 1,000
Packing costs 200 Packing costs 1,000
- Warehouse rental
and costs of 4,500
operations
Total expenses Rs. 1,516 Rs. 2,364 Rs. 35,783
Profit before taxes Rs. 1,034 Rs. 1,362 Profit -0-

Note: Most of the estimates are based upon the researcher's personal market observations and interviews with
various intermediaries. $71.00 = approx. Rs. 9.9.

aOnly general commodity retailers with relatively very small sales volume considered.

bAfter joining the chain, the gross margin of the retailer calculated as follows:

Sales = 95.0 (5 percent reduction in price)
Cost price = 77.3 (83 x .068)
(assuming 8 percent

reduction in pur-

chase price)

Gross margin 18.63 percent

[Note: The .068 figure was arrived at as follows from the
retailer-sponsored chain:

Sales =100
Cost price = 91 (9 percent reduction)

Price reduction to retailers = 9 - 2.2 = 6.8 percent]
Cone part-time worker only.
dTwo part-time workers.
€Five full-time experts at Rs. 1,000 each; ten employees at Rs. 500 each.
fSpoilage reduced to 5 percent due to better market information, product buying, and handling methods

gSpoilage = | percent of sales.
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Mergers

As indicated earlier, mergers would only be viable in some
markets. Estimates in Table 4.9 show that price reductions with
mergers would only be about 2 percent. More immediate benefits
would accrue from better utilization of labor and space (very mini-
mal), increased sales, and reduced spoilage. Total profits with
mergers for meat and for fruit and vegetable retailers would be a

little higher than the profit of each individual retailer.

Government-Sponsored Chains

Estimates for government-sponsored chains were not made, as
so much would depend upon the structure and procedures adopted by
the government. Figures and costs were not available for utility
stores, which approximate government-sponsored chains. A very rough
estimate is presented in Table 4.10 for utility stores, based on
interviews with the general manager of the utility stores in Karachi.
Since part of the staff and rent costs are subsidized by the govern-
ment, these items do not show as a cost in utility store operations.
These costs are, however, figured here and are probably the reason
for the loss shown in the statement. Other costs such as transpor-
tation were not taken into account, indicating that most retailers

can hardly operate at a profit with gross margins as low as 5 percent.
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Table 4.9.--Income statement of stores before and after mergers.

Estimated Monthly

Income Statements of
Each Individual Existing Monthlynz:ggﬁczgd Income
Retail Store Meat and Vegetable
Vegetable Meat
Sales Rs. 14,000 Rs. 14,000° Rs. 32,2000
Cost of goods sold 10,780 11,368 26,114 (12,719+13,395)
Margin Rs. 3,220 Rs. 2,6329 Rs. 6,086 ( 3,381+ 2,705)¢
Expenses
Labor 400 300 800
Rent 125 75 150
Utilities 25 25 225f
Transportation
and Toading 300 200 600
Spoilage 1,1009 1,179 1,556 (908 + 648)°
Miscellaneous 100 50 . 100
Refrigeratord
(opportunity cost) 333
Depreciation 166
(10% per year)
Total expenses Rs. 2,050 Rs. 1,829 Rs. 3,930
Gross profit Rs. 1,170 Rs. 803 Rs. 2,156

Total = Rs. 1,973

Note: Most estimates are based on the researcher's personal market observations and
interviews with intermediaries.
3Medium-scale meat retailer.

bAssuming 15 percent increase in sales since some consumers now buy vegetables and
meat at one shop. Also, some sales pull is assumed because of customer loyalty.

C6ross margin = 23 percent.
dMargin = 18.8 percent.

eAssuming a cut of 2 percent margin by each retailer, that is, margins = 21 percent
and 16.8 percent.

fUtility cost increases will come as a result of refrigeration.
gSpoilage = 10.2 percent.
hSpoﬂage = 12.1 percent.

iAssum'ing a 30 percent reduction in vegetable spoilage, total spoilage therefore
equals 7.14 percent. Other spoilage still occurs because of handling. A 60 percent
reduction in meat spoilage is assumed (total spoilage in meat now 4.84 percent), where
handling is not that serious a factor.

jOpportunity cost per month = Rs. 20,000 x 20 x 1/12 = Rs. 333.
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Table 4.10.--Estimated monthly income statement of existingutility store.

Average sales per store Rs. 30,000

Cost of goods sold 28,500

Gross margin (5%) 1,500

Expenses

Staff and administrative costs 900

(3% of sales)

Rent (2% of sales) 600

Spoilage (1%) 285

Total expenses 1,785
Profit Rs. (285)

Mobile Stores

Pro forma income statements for the mobile retailers are
based on two assumptions: First, territory is restricted to nine
low income neighborhoods, chosen so that each will not overlap another
by more than three square miles. Second, three trucks service three
neighborhoods a day, six days a week. Therefore, each area is
served on two fixed days a week (for example, areas 1, 2, and 3 on
Tuesdays and Saturdays, areas 4, 5, and 6 on Wednesdays and Sundays,
areas 7, 8, and 9 on Mondays and Thursdays.

As Table 4.11 shows, projected incomes of mobile stores are
substantially lower compared to what similar heavy investments in

other alternatives would yield. Moreover, the increasing cost of
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gasoline and spare parts may make this alternative even more unprofit-

able in the future.

Table 4.11.--Projected monthly income statement of mobile stores.

sales? Rs. 150,000
Cost of goods sold 130,500
Gross margin (13%) 19,500
Expenses

Staff and administrative costs® 4,600
Truck operating and maintenance costs 4,500
Warehouse costs (rental and operation) 1,000
Spoilage (1%) 1,305
Truck investment opportunity cost® 5,000
Depreciation (10% per year) 2,500
Total expenses Rs. 18,905
Gross profit 595

Source: Calculated through personal market observations and inter-
views.

aAssuming sales of Rs. 2,000 per day in each neighborhood
(2,000 x 25 days per month), i.e., 200 customers, each purchasing
Rs. 10 worth of foodstuffs.

bThree drivers and three helpers at Rs. 600 per month, and
one purchasing agent at Rs. 1,000 per month.

300,000 x .20 x 1/12 = 5,000.
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Projected Incomes: Summary

Overall, provided the assumptions made in these projections
hold, the estimates show that reductions in gross margins, spoilage,
and consumer prices could enhance profit levels. The absolute level
of profits per retail store would be highest for chain stores,
followed by wholesaler-sponsored chains. Compared to profits of
the conventional retailer, projected profit increases would be
87 percent and 103 percent for the wholesaler-sponsored and indepen-
dent chain stores, respectively. Profit levels for the retailer-
sponsored chain would be higher than for any of the Femaining alter-
natives and would increase by about 32 percent compared to profits
obtained through conventional methods. Projected profit levels for
mergers and mobile stores would be low, and minor changes in cost
assumptions could tip the scales toward overall losses. It is diffi-
cult to project figures for government-sponsored chains because of
the scant data available on operating costs. However, the possibility

that these chains might be viable alternatives cannot be ruled out.

Barriers to Change

The preceding sections have focused on the feasibility of
instituting alternative food distribution methods. But adoption of
such methods will not automatically generate the desired improve-
ments unless factors that constrain their development are removed.
Inhibiting factors can be identified as'of two types: actual and

perceived. Actual limitations in the environment are generally

beyond the control of the individual middleman. In the long run, he.
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can influence the system to some extent, but for the moment he is

forced to operate within the limits set. Perceived limitations

involve the whole area of perceptions, attitudes, and internalized
beliefs of middlemen. In other words, "what the retailer perceives
and believes forms the basis for his behavioral decisions regard-
less of the accuracy of these perceptions or beh‘ei’s."]5

In this study, constraining faﬁtorsvhave been further cate-

gorized as general barriers and specific barriers, both of which can

libe either actual or perceived. The former are likely to restrict
the development of any of the six alternative methods of food distri-
bution discussed in the previous section, whereas the latter are

Tikely to affect only one specific alternative.

General Barriers

AN
Of the actual and/or perceived general barriers, 11 will be

discussed here: credit, consumer characteristics, inadequate market
and storage facilities, transportation infrastructure, market infor-
mation, mgrketing standards, sensitivity to competitibn, dg]eggtion
of authority and responsibility, achievement levels and entrepreneur-
ship, attitudes toward change, and attitudes toward planning. Atten-
tion will then be focused on specific barriers to the alternative

methods this study proposes.

Credit.--The inability of smaller middlemen to obtain credit

or loans discourages their expansion into larger oper‘ations,]6 that

is, in terms of store size, storage space, and so forth. Small
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middlemen have little money left over from store profits after
deducting their personal expenditures and thus cannot finance store
expansion from their eagr-m'ngs.]7 Outside capital can only be obtained
if one has collateral, which most small retailers do not have.
Furthermore, interest rates in LDCs are exorbitant, often 3-5 per-
cent per month,]8 and small retailers are understandably reluctant

to take on such a debt. Because of the difficulty of obtaining com-
mercial loans, any credit obtained by the small trader comes from
friends or relatives.]9 In general, atomistic middlemen who receive
commercial loans suffer most, paying a much higher cost for credit

than their larger counterparts.20

Consumer characteristics.--Studies indicate two striking

similarities among consumers in developing countries: They buy in -~
very small amounts and frequently. Our survey of Karachi consumers
revealed a similar pattern (see Table 3.2). Because quantities bought
each trip are small, shopping trips are frequent (almost daily), and
average expenditure per trip is very low, consumers tend to prefer
shopping in neighborhood or nearby stores. Consequently, retailers'
ability to grow by attracting new customers from outside their imme-
diate neighborhood is limited. The low number of consumers and their
small purchases force most small-scale middlemen to buy in small
amounts, which adds to already high transportation costs and means
uneconomical purchases. The LAMP studies discovered that larger
stores attract customers who buy in relatively larger amounts than

21

their counterparts in smaller stores. Some of these customers
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used to buy from smaller stores and in smaller amounts. This shift
in buying habits has been attributed to the greater number of food
products that the larger stores carry and to their often lower
prices. But it is unlikely that large numbers of customers can and
will adopt this change in buying habits, since it has been shown in
several studies that the amount of goods purchased per transaction

increases only with increases in income levels.22

It seems likely
that, for the foreseeable future, stores which can turn a profit
only when consumers buy in substantially large amounts will remain

viable only if they service a middle and upper income clientele.

Inadequate market and storage facilities.--All of the alter-

natives outlined in this research imply some degree of volume expan-
sion. To handle increased volume, better storage and market facili-
ties would be necessary. Providing such facilities does not lie
entirely within the province of the middleman. Most foodstuffs are
stored, for at least a time, at the farm and rural assembly market
levels. Rough handling and faulty storage here bear directly on the
quality of the produce, increase wastage, and affect the consistency

of supp]y.23

The problem is further exacerbated by similar condi-
tions at the wholesale and retail levels. Consequently, inadequate
storage and market facilities at any link in the channel can make the
operation of any new alternative dysfunctional. As pointed out else-
where in this study, the capital investment needed to ameliorate this
problem is considerable, and it seems unlikely that the situation

will improve dramatically in the near future.
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Transportation infrastructure.--In most developing countries,

transportation costs are high. One result is that production from
distant areas is difficult to obtain and national resources are

underutilized.24

Furthermore, most experts agree that the elimina-
tion of major transportation bottlenecks would reduce marketing
costs substantially. This cannot be accomplished without an ade-
quate and well-designed infras;ructure. Consequently, vertical and
horizontal coordination of the activities outlined in this study

will be hampered by the lack of such a system.

Market information.--Data about markets and consumers are

scarce in almost all developing countries. Most farmers have little
knowledge of supply and demand. The prevailing pattern in LDCs of
individual small farm cultivation increases uncertainty in the mar-
ketplace. Many wholesalers make purchases based on past experiences,
rather than in response to current conditions. The result is wide
variations in supply and demand and hence price, irregular product
quality, and spoilage. These conditions are not conducive to the

development of any coordinated marketing system.

Marketing standards.--Without grade specifications, it is

very difficult to ascertain whether price differences through time or
among market outlets are real or simply reflect varying product
quality. Grading becomes especially significant in trading over

long distances, which is a prerequisite to minimizing supply costs

and purchases by buying from areas which are most economical.
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Proper grading standards, weights, and measures are necessary before

any efficiency alternatives can be effectively developed.

Sensitivity to competition.--Arieh Goldman's empirical work

in Israel shows that, in the early stages of development (that is,
when small retailers prevail), the food retail system is likely to

25 LAMP studies

be characterized by a lack of intratype competition.
in Recife, Brazil, also indicate that atomistic retailers do not try
to sell below competition, whereas larger self-service operators
compete on the basis of price and use price to attract customers.

A survey of attitudes in Recife and Puerto Rico also reveals
that small-scale middlemen place great emphasis on the social value
of "live and let live" and regard price competition as unethical.26
Since large businesses are usually price cbmpetitive, small entre-
preneurs would feel uncomfortable about expanding. In other words,
middlemen who have developed an insensitivity to competition (non-
competitive attitudes) would be unrecep}ive to efficiency alterna-

tives that are likely to increase competition.

Delegation of authority and responsibility.--The average

-

umber of total employees (including the owner) in a small store was
found to be“two in Latin America.?'7 It seems logical to assume

that this is gue to such stores' small sales volume. According to
Galbraith and Holton, the very existence of many smaller firms is

- in\part a "result of the refusal of owners to delegate responsibility--

~ fraceable partly to a disbelief in the ability of others and partly
’ II28

~

to the difficulties of finding suitable employees. Moreover,
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LAMP studies in Puerto Rico show that over 50 percent of the turn-
over in retail food firms could be linked to or associated with
either lack of capable management or reluctance to delegate respon-
sibility to emp]oyees.29
Sociological research on the extended family may partially
explain this reluctance to delegate responsibility. Rg]atives place
great demands on the stdre owner to share his resources with them;rﬁ
He is expected to ass}st them in various ways, particularly by
employing them whenever they are out of jobs. Consequently, the
small retailer's employees usually are his kinfolk. Chosen not for
aptitude but on the basis of need, many of these re]q§ive$ bfavé
incapable of handling the affairs of the store. This picture is
consonaﬁirwith the claims of many social scientists that the extended
family system retards economic growth. For example, Hirschman
believes that the scarce factor in development is the ability to
make decisions.30 Change may be possible in LDCs only at the expense
of others or only if the whole group changes. In either situation,

the individual's ability to make decisions is severely limited.-

Achievement levels and entrepreneurship.--Two types of

propositions have been advanced by researchers on the topic of entre-
preneurship. The first stresses the importance of‘economic incen-
tives as a prerequisite for prompting potential entrepreneurs into
action. The second stresses psychological factors as the most
important in entrepreneurial'actiQity. An excellent example of how

economic opportunities and incentives were apparently sufficient to
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cause very rapid industrial growth is provided by Gustav Papanek's
study in Pakistan. The extremely rapid development of private
industry was carried out entirely by indigenous Muslim entrepreneurs,
of whom there had been very few before independence in 1947. The
emergence of these entrepreneurs was attributed by Papanek to the
opportunity for higher rates of return and profits in the indus-
trial sector.3]
Papanek uncovered another remarkable fact in his study of
Pakistani industrialization. He found that over half of the indus-
trial investment was contributed by five small trading communities
representing about .05 to 1 percent of the total population. The Halai
Memon, for example, represented about .03 percent of the population
and contributed about 27 percent of the industrial capital. Studies
of other countries have yielded similar results--the Jews in the West,
the Parsis in India, the Antequoinos in Colombia, and the Indians in

Africa. 32

Moreover, since most of these communities were immigrants,
there appears to be much truth in Everett Hagen's hypothesis that the
emergence of a substantial number of entrepreneurs is related to the
loss in status of a previously prestigious group.33
David McClelland has accumulated impressive documentation
to the effect that the development of entrepreneurship depends on
the strength of a clearly defined psychological variable--the need
for achievement. If this is true, then people with high proven
levels of entrepreneurial activity should be high in achievement
orientation. Several studies have shown that successful businessman

migrants are apt to have high n-achievement scores.34
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S. W. Kock conducted an extensive study of the effect of
high n-achievement on business expansion among small Finnish firms.
He found that increases in gross value of output, number of workers,
and profits correlated very strongly with n-achievement scores of
owners and managers.35 Can Papanek's incentive motive be reconciled
with n-achievement? Current findings of motivation scientists sug-
gest that the two are compatible. The theory of achievement motiva-
tion states that those with high n-achievement are sensitive to
changes in economic opportunities, whereas those with low n-achievement
are not. It seems logical, then, that high n-achievers would be the

first ones to expand their businesses and adopt and adapt to change.

Attitudes toward change.--Many researchers consider the

entrepreneur a distinct personality type; at the very least he
believes that change is possible and can be brought about by effort
and action. It is beyond the scope of this research to examine all
the personality attributes that might lead to change and expansion,
but some seem to be major determinants. Briefly, as gleaned from the
findings of several prominent researchers and the LAMP studies,36
the three major constructs affecting the willingness to change in
LDCs are: (1) the degree of fatalism, or resignation to one's fate,
believed by the individual to be preordained; (2) the degree of
self-reliance, or faith in one's ability to take up new ventures;
and (3) the degree of conformity, or the extent to which the

individual accepts without question the demands and opinions of those

at a high level in the cultural hierarchy.
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‘.~Af£ﬁiude5>toward planning.--Most of the efficiency alterna-

tives‘§hggésted here would require a considerable amount of future
planniﬁé. Moreover, the adoption of such methods would not quarantee
an immediate return. Since most middlemen in LDCs operate on a
day-to-day basis with respect to buying and selling practices, any
method that demands a long-term approach would seem impractical to
them. With the exception of a few very small chain stores, super-
markets, and utility stores, none of the configurations proposed

here have as yet been tried in developing countries. It would thus
be even more difficult to convince intermediaries of the long-run
profitability of newer methods since their success elsewhere could

not easily be demonstrated.

Specific Barriers

As mentioned earlier, certain constraining factors may impede
the development of specific alternatives. These barriers are briefly

summarized below.

Multiple chain stores.--

1. Organizational capabilities essential to chain stores
are in short supply.

2. There is reluctance to delegate authority and responsi-
bility to employees.

3. The traditional outlook of owning one store would make
the concept of owning several hard to accept.

4. Economies in purchase buying, a major benefit of chain

stores, is an unfamiliar idea.
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Retailer-sponsored chains.--

1.
2.
3.

There would be a reluctance to trust a buying committee.
It would be difficult to enforce contractual obligations.
Capital needs demand that the small retailer invest in a
voluntary chain for returns that would not be immediate.
The sharing of common facility costs, such as for ware-
housing, would be difficult for the small retailer to
comprehend.

The leadership needed to run a voluntary chain is diffi-
cult to find among the small inexperienced retailers.
The paperwork generated by a voluntary chain would be
difficult for retailers with low literacy rates to cope

with.

Wholesaler-sponsored voluntary chains.--

1.

There is a shortage of larger scale wholesalers with
experience and expertise in dealing with large quantities
and product lines, essential for the development of a
wholesaler-sponsored chain.

Traditionally, larger wholesalers have been preoccupied
with speculation on foodstuffs rather than with increasing
store efficiency.

Sizes of retail stores may be inadequate for the volume
purchases that would give economies of scale.

Obtaining a stable and consistent supply is difficult.
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5. Cooperation and trust among a number of wholesalers
would be needed, and these attitudes do not exist at
present.

6. Paperwork would be increased to some extent, a problem

considering the low literacy rates.

Mergers of specialized middlemen.--

1. Middlemen have had little experience with partnerships or
agreements, which would raise the problem of trust and
cooperation.

2. Traditionally, each specialized middleman has been pre-
occupied with dealing with his own products.

3. An idea of mixed margins is lacking (a mixed margin
philosophy is essential in attracting newer customers).

4. Dividing costs and profits among partners is a new idea.

Government-sponsored chains.--

1. Most middlemen perceive the government as inefficient in
its operations (general mistrust).
2. The authorities might prove unresponsive to market

information and be unfamiliar with business practices.

Mobile stores.--

1. Traditional buying practices (frequent shopping trips)
would make this an unattractive proposition for customers.
2. A high amount of capital investment (in trucks and

equipment) would be needed.
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Having outlined the barriers that may impede the development
of the alternatives proposed, it is now essential that these jmpedi-’
ments be translated into a set of hypotheses and tested for their

relevance.

Hypotheses

The following sets of hypotheses have been drawn up to test
the extent of barriers to the marketing alternatives proposed ear]ier;
The hypotheses are grouped according to the type of general barrier
(that is, common external or internal obstacles) and according to
category of alternative (that is, obstacles to instituting the spe-
cific improvement). Although the general constraints of the kind
beyond the middleman's control are not presented in hypothesis form,
information was obtained through observation and interviews concern-

ing their relevance and importance.

A. General constraints: external, independent factors

1. High cost of borrowing money

2. Inability to obtain loans

3. High frequency, low unit purchase by customers

4. Inadequate market and storage facilities

5. Physical expansion difficult due to dense market location
6. Seasonal and irregular supply of commodities

7. Variation in price

8. Inadequate marketing standards (weights, measures, and

so forth)

9. Absence of grading (differences in quality)
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B. General constraints: internal, dependent factors

H1.

H2.

H3.

H4.

Alternatives that would increase competition, due to
the noncompetitive attitudes of middlemen, are likely to
hamper the acceptance of efficiency-increasing alter-
natives.

Hla. General commodity and mixed commodity larger
scale retailers are likely to be more receptive
to efficiency alternatives than are other
retailers.

H1b. Large-scale general commodity wholesalers are
likely to be more receptive to efficiency alter-
natives than are other wholesalers.

Negative attitudes toward change (passive acceptance
of the status quo) would hamper the acceptance of more
efficient business methods.

H2a. Negative attitudes toward change are likely to
be higher for small-scale than for large-scale
retailers.

H2b. Negative attitudes toward change are likely to be
lower for large-scale general commodity wholesalers
than for other wholesalers.

The major concern of middlemen with maximizing short-
term profits is likely to make it more difficult for
them to accept longer term efficiency alternatives.

H3a. Expected rate of return on investment is calcu-
lated or viewed over a longer period of time by
large-scale general commodity and mixed commodity
retailers than by other retailers.

The general lack of awareness of profit potential
achieved through integration and scale policies would
make it harder for middlemen to accept efficiency
alternatives (with no evident proof).

H4a. Expansion of present methods (with already proven
profits) would seem more attractive to all middle-
men than other integration alternatives.

H4b. Retailers who are given an attractive profit
potential picture would be more receptive to
efficiency alternatives as compared to retailers
who are not given such an exposition.



H5.

108

Capital can be obtained with less difficulty and at

easier terms than is perceived to be the case by
middlemen.

H5a. Collateral on fixed loans is quoted at a much
higher figure by retailers/wholesalers than what
is actually required by commercial lending
agencies.

Constraining factors specific to the development of multiple
chain stores

H1.

H2.

H3.

A shortage of organizational skills is likely to impede
the development of multiple chain stores (since suc-
cessful chain stores require a great deal of effective
organization).

Hla. Most store owners are reluctant to delegate
authority and responsibility to employees.

H1b. Managers have more decision-making power in
large-scale general commodity retail stores than
in specialized small-scale stores.

The traditional outlook of owning one store makes the
concept of owning more than one store hard to accept.

H2a. More chain stores are owned by middlemen with
relatively fewer years in the food business as
compared to other retailers.

Economies in buying are not practiced by retailers.

H3a. Retailers buy in small lots even if savings
result from higher volume purchases.

Constraining factors specific to the development of retailer-
sponsored voluntary chains

H1.

The inability to enforce contractual obligations is

likely to affect the development of retailer-sponsored
voluntary chains.

Hla. There is very little government legislation on
food (apart from price controls).

Hib. Retailers have little knowledge of existing gov-
ernment legislation.



H2.

H3.

H4.

HS5.
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Hlc. Retailers with previous satisfactory supply con-
tract experiences are more likely to be receptive
to retailer-sponsored voluntary chains than are
other retailers.

Mistrust of fellow retailers would make the concept of
trusting a buying coomittee in a voluntary chain diffi-
cult to accept.

H2a. The higher the trust a retailer places in another,
the greater the acceptance of the voluntary chain
idea.

Payment by cash and capital needs (necessary for volun-
tary chain survival) would dampen the attractiveness of
the voluntary chain idea.

H3a. Retailers who are forced to make a larger portion
of their purchases on credit are less likely to
be receptive to the voluntary chain idea.

Lack of effective leadership (among a small number of
retailers) would impede the development of voluntary
chains.

Low literacy rates among small retailers are likely to
affect the development of voluntary chains (because of
the paperwork necessary).

H4a. Retailers with lower levels of literacy would be
less receptive to voluntary chains than would
retailers with higher literacy levels.

Constraining factors specific to wholesaler-sponsored
voluntary chains

H1.

H2.

H3.

H4.

The Timited number of large wholesalers would impede
the development of wholesaler-sponsored voluntary chains.

The size of retail stores may be too small to achieve
optimal economies of scale.

The preoccupation of existing larger wholesalers with
speculation (on foodstuffs) is 1ikely to make them less
receptive than smaller wholesalers to the voluntary
chain idea.

Mistrust of fellow wholesalers (a number of whom are
needed to set up a voluntary chain) is likely to impede
the development of voluntary chains.
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Mergers of specialized middlemen

H1. The lack of experience with partnerships and agree-
ments would affect the development of mergers.

H2. The lack of use of mixed margin policies is likely to
hamper the development of mergers.

H2a. Mixed commodity retailers will be more receptive
than other retailers to mergers.

H3. The traditional preoccupation of the retailer in deal-
ing with his own products is likely to hamper the
development of mergers.

H3a. Retailers with relatively fewer years in business
than other retailers are more likely to be recep-
tive to mergers.

H4. Division of costs and profits would be perceived by
retailers as a major source of trouble in the forma-
tion of mergers.

Government-sponsored voluntary chains

H1. Retailers mistrust government programs.

Hla. Retailers are likely to mistrust the government
more than their counterparts.

H2. Retailers perceive all government programs as inef-
ficient.

Mobile stores

Hl1. Traditional buying practices (high frequency of purchase)
would make the mobile store unattractive to the cus-
tomers.

Hla. The advantage of lower prices from mobile stores
would not influence low income customers to
change their buying practices.

H2. The high capital demands would affect the development
of the mobile store.
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CHAPTER V

BARRIERS TO CHANGE: ANALYSIS AND INTERPRETATION
OF THE DATA

This chapter discusses the hypotheses outlined in Chapter
Four. The primary data collected through structured and in-depth
interviews with participants in the Karachi food distribution system
are presented. As will be noted, certain data were recombined with
others to permit more meaningful interpretation. The analysis
closely follows the outline of hypotheses in the previous chapter.
The major aim was not to compare each statement individually, or to
test each for statistical significan;e. Rather, the intent was to
establish indexes based on overall responses to related groups of
questions. Against these indexes, the responses of various middle-

man groups were compared.

Common Constraints: Actual

Retailers and wholesalers were asked to choose the three most
feasible methods from the distribution alternatives offered: expan-
sion of existing stores, chain stores, retailer-sponsored chains,
wholesaler-sponsored chains, government-sponsored chains, mergers,
and mobile stores. They were then giveh a list of nine factors and

asked to indicate which of these would pose serious threats to the
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development of each of their choices. Tables 5.1 and 5.2 show the
overall results of this survey.

A number of interesting conclusions can be drawn from these
tables. For each barrier, there is little percentage variation among
responses for any alternative. For example, retailers' responses to
the high cost of borrowing money as a possible barrier were 42 per-
cent for chain stores, 33 percent for wholesaler-sponsored chains,

44 percent for expansion, and 33 percent for retailer-sponsored
chains. This consistent pattern indicates two things. First, the
middlemen interviewed regard most of the barriers as being signifi-
cant and as obstacles to any alternative method of distribution.
Second, the average middleman possibly has some basic understanding
of what is wrong with current distribution methods and may have far
more marketing knowledge than is assumed to be the case in most
studies of LDCs. Factors mentioned by two-thirds or more of the
respondents are shown in Table 5.3.

The data in Table 5.3 imply that variation in price, absence
of grading, and seasonal and irregular supply of commodities are
believed by middiemen to be the most critical factors impeding the
development of alternative methods of distribution. Note that varia-
tion in price, to some extent, is a function of seasonality, and vice
versa. Of somewhat lesser importance were lack of adequate market-
ing facilities and inability to obtain loans. Interestingly enough,
most of the wholesalers feel that inadequate market and storage

facilities would hamper the development of any alternative methods
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of distribution, although most of them had stated earlier that they
possessed adequate storage facj]ities. Wholesalers considered the
inability to obtain loans as of less critical importance than did
retailers. This attitude is partly explained by the fact that whole-
salers, being relatively larger, presumably have less trouble

obtaining loans.

Table 5.3.--Barriers mentioned by 65 percent or more of the respon-
dents, average of all middlemen, in percentage.

Chain Wholesaler- Retailer-
Barriers Stores Sponsored Expansion  Sponsored
Chains Chains
Inability to
obtain loans 65.6 (45.2) (62.0) (52.3)
Variation in price 65.6 80.6 65.5 76.2
Absence of grading 68.8 80.6 (62.0) 81.0
Seasonal and
irregular supply 78.5 83.9 69.0 76.2
Physjca] expansion
difficulty due to 68.8 (58.0) 75.9 (62.0)

density of market
location

Inadequate marketing
standards (weights, (62.5) (48.4) (55.2) (62.0)
measures, and so forth)

Note: The figures in parentheses indicate responses that totalled
less than 65 percent.
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Common Constraints: Perceived

Competitive Attitudes

An index of competitiveness (here defined as the readiness
to compete against fellow traders if there are obvious gains in
doing so) was contained in five questions asked of respondents.
Points were assigned to each type of response. These questions
were as follows:
1. If you buy your merchandise at lesser cost than the
competition, would you sell for less than the com-
petition? (Yes = 3, Sometimes = 2, No = 1)

2. If the cost of operations is reduced, would you lower
your price as compared to your competitors who are not
able to do so? (Yes = 3, No =1)

3. Would you use price whenever possible to attract
customers? (Yes = 3, No = 13

4. Do you cooperate with your fellow intermediaries in
fixing prices? (Yes =1, No = 3)

5. Would you reduce price only to avoid spoilage?
(Yes =1, No = 35

Based on these numerical values assigned to each answer, the
competitive scale could range from a minimum of 5 to a maximum
of 15. The computed indices are shown in Table 5.4 for all retailers

and in Table 5.5 for general commodity retailers only.

Table 5.4.--Competitive attitudes--all retailers.

Intermediary Index Score
General commodity 9.5
Fruit and vegetable 7.2

Meat 6.0




122

Table 5.5.--Competitive attitudes--general commodity middlemen.

Intermediary Index Score

General commodity retailer

Large 11.0
Medium 11.3
Small 6.5

General commodity wholesaler

Large 10.8
Medium 10.8
Small 8.3

As can be seen from Table 5.4, the index of competitiveness
is higher for general commodity retailers than for either fruit and
vegetable or meat retailers. Similarly, Table 5.5 shows that the
index is higher for general commodity large-scale and medium-scale
retailers and wholesalers as compared to their smaller counterparts.
There was little difference, however, between the index scores of
the large- and medium-scale general commodity middlemen. A possible
explanation for the almost identical scores could be that the larger
middlemen tend to attain their own niche in the marketplace; although
they still have positive attitudes about competition, they may not
feel the need for strong competition to augment their success.
Whatever the explanation, it seems clear that the general commodity
middlemen have more positive attitudes toward competition relative

to other middiemen, and the large- and medium-scale general commodity
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middlemen have more positive feelings about competition than do

their smaller counterparts.

Increased Competition

Another measure of competitive attitudes was obtained
through the responses of a select group of 11 general commodity
retailers to this question: "Would you adopt methods of doing busi-
ness thaf would increase your profits but also increase price com-
petition and bring you in direct conflict with your fellow retailers?"
The responses are shown in Table 5.6. Larger middlemen responded
more favorably to increased competition than medium or small com-
modity retailers. These results must be treated with some caution

because of the small sample size.

Table 5.6.--Percentage of retailers (general commodity) responding
favorably to increased competition.

Large Medium Small
(N =5) (N =3) (N = 3)

80 66 33

Similar results were obtained from responses to this ques-
tion: "Would you adopt the attitude of 'live and let live' if you
had a chance to grow at the expense of other fellow retailers?" On
the average, 71.4 percent of the general commodity retailers as com-
pared to55.5 percent of the fruit and vegetable retailers agreed

with the live-and-let-live philosophy. A breakdown of these
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responses by size is shown in Table 5.7. A1l of the large-scale
general commodity and 75 percent of the large-scale fruit and
vegetable retailers were not in favor of the live-and-let-live
attitude. This compares with responses of 64 percent and 40 percent

from their small-scale counterparts.

Table 5.7.--Percentage opposing a "live-and-let-live" attitude.

General commodity retailer (N = 14)

L 100
arge Average = 71.4
Medium-small 64
Fruit and vegetable retailer (N = 9)
L 75
ar?e Average = 55.5
Medium-small 40

Receptivity to Change and
Competitive Attitudes

A rough measure of the receptivity to new efficiency alter-
natives was gauged by asking respondents to rank, in order of pref-
erence, the most practical alternative and the most attractive
alternative. A number of the respondents thought none of the sug-
gested alternatives either practical or attractive. The results
obtained are shown in Table 5.8.

Although care should be taken in generalizing from the
figures in Table 5.8, the consistency with which the general com-
modity retailers and wholesalers expressed their readiness to adopt

newer alternatives is in striking contrast to the reaction of other
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types of middlemen. It is interesting to note that none of the
larger general commodity retailers totally rejected the alterna-
tives (the two rejects among general commodity retailers came from
small-scale owners). Based on these receptivity measures and the
preceding discussion on competitive attitudes, it seems that there
is a one-to-one correspondence between those middlemen who are high
on the competitive scale and those who are receptive to alterna-
tive methods of distribution. In other words, middlemen with non-
competitive attitudes are likely to be less receptive to alternative
methods.

This conclusion was further confirmed by asking those middle-
men who had rejected all alternatives the following question: "Was
one of the main reasons for your rejection based on your fear of
increased competition between fellow traders in an already highly
competitive market?" The responses are shown in Table 5.9. These
figures show that noncompetitive attitudes (or the fear of increased
competition) may hamper the acceptance of newer, more efficient

methods of distribution.

Attitudes Toward Change

An index of change was computed utilizing responses from a '
set of five statements.

1. With existing conditions, businessmen cannot do much to
improve their circumstances. (Yes =1, No = 3)

2. In conducting business, it is always better to leave
things as they are and wait. (Yes =1, No = 3)

3. It is better to live for today because tomorrow is
uncertain. (Yes =1, No = 3)
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4. Would you be able to handle newer types of businesses
or methods? (Yes = 3, No =1)
5. Do you normally listen to what your elders in the family
advise you about your business, regardless of consequences?
(Yes =1, No = 3)
The index of change scale could range from a minimum score of 5
(greatest resistance to change) to a maximum of 15 (most favorable
reaction to change). The results are tabulated in Table 5.10. A
pronounced difference exists in attitudes toward change between the
general commodity and other types of middlemen, with the former
scoring more favorably than the others. The meat middlemen are the

most traditional. This may be because of their strong family orien-

tation, for they are trained to the profession from early childhood.

Table 5.10.--Index of change for retailers and commission agents.

Index of Change

Type of Middleman

Retailer Commission Agent
General commodity 11.5 12.5
Fruits and vegetables 8.1 8.8
Meat 6.4 7.3

Table 5.11 compares attitudes toward change of general com-
modity and fruit and vegetable retailers. Large-scale retailers in
both groups have a more positive attitude toward change than their
smaller counterparts. Since most middlemen are small scale, their
negative attitudes toward change are likely to impede the acceptance

of the proposed alternative methods of distribution.
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Table 5.11.--Index of change for types within general commodity and
fruit and vegetable retailers.

Index of Change
General Commodity Fruit and Vegetable

Type of Middleman

Retailer Retailer
Large scale 13.2 10.0
Medium scale 11.4 8.3
Small scale 9.7 6.2

From Table 5.10 it can be seen that the general commodity
commission agent scored higher on the index of change than did the
general commodity retailer (12.5 versus 11.5 percent). These whole-
salers scored higher despite the fact that a part of their operations
(acquiring the supply of commodities) has recently been taken over
by the government, which has dampened their profits. This may mean
that wholesalers are more receptive than others to adopting alter-
native distribution methods.

Interestingly enough, large-scale meat wholesalers scored
considerably higher than meat commission agents on the change index.
Interviews with these wholesalers revealed that the meat commission
agents have great control over them, especially with respect to pur-
chases made on credit. In general, it seems that the meat whole-
salers are now ready for change to alter their present predicament.
The small-scale meat retailer is totally apathetic about the present

system or, for that matter, any newer method.
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Maximizing Short-Term Profits--
Investment Returns

Most middlemen interviewed thought the rate of return on
investment was not a useful measure of profitability. Many small
retailers do, however, calculate their profits on a daily or weekly
basis. In-depth interviewing revealed that most retailers regard
investments as being more lucrative when the returns are immediate.
Some larger retailers and wholesalers of general commodity products
do attempt to stock large inventories during periods when prices
fall drastically. They later sell these items when prices rise,
thus postponing immediate profits for a larger net in the future.
Yet, these same middlemen did not think that investment or expansion
of their storage facilities was a good idea because there was little

promise of immediate returns from such investments.

In-depth interviews were conducted with five retailers who
had scored high on the index of change, but who did not find the
alternative methods attractive. All of these retailers felt that
the suggested methods would have been attractive if there was a promise
of immediate realization of profits. In their view, most of the alter-

natives are long-term investments and are therefore less desirable.

Failure to Grasp Profit Potential
of Alternative Methods

Recall that Hypothesis H4b states: Retailers who are given
an attractive profit potential picture would be more receptive to
efficiency alternatives as compared to retailers who are not given

such an exposition. It was hard to test this hypothesis without
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actual models to demonstrate and compare the efficiency alternatives
with the present methods of distribution in terms of profitability.

It would seem logical to assume that suggested expansion
(with an already proven record of profitability in Karachi) would be
rated by middlemen as being more attractive than other alternatives.
Yet, this researcher found that the chain store and wholesaler-
sponsored chain concepts were rated as more attractive than expan-
sion. This finding suggests that the middlemen either were not
convinced of the profits that accrue through expansion or they
thought that these other two alternatives would be relatively more
profitable.

To obtain a clearer understanding of this issue, a group of
nine retailers who had rejected the newer alternatives outright was
interviewed again. Six of these said they had rejected the alter-
natives partly because they did not feel they would be profitable
enough. This was despite the researcher's detailed explanation
earlier of the monetary benefits that could result from adopting the
newer methods. This suggests that many middlemen may not want to
adopt such methods because they cannot comprehend the profits
resulting.

Perceptions on Obtaining
Commercial Loans

Earlier it was hypothesized that capital can be obtained with
less difficulty and on easier terms than is perceived by food middle-

men. This hypothesis was not confirmed. In talking with a number
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of bank officials it became evident that the chances of food middle-
men getting loans for investment and other capital were very limited.
There was a stigma attached to giving loans to owners of food stores.
This was not the case with other kinds of stores. Some bank offi-
cials admitted that they were hesitant even when the food store

could furnish a relatively large collateral on the loans requested
(collateral requirements cited were five times or more larger than
the loan amount requested), but they admitted to granting credit on
much smaller collateral amounts to nonfood store owners. Most bank
officials believe banks traditionally have not been geared to serve
food middlemen. Exceptions are wholesalers and commission agents in
general commodity markets, who are well-accepted customers in the
banking community, and many of these middlemen use bank credit exten-

sively.

Specific Constraints (Chain Stores)

Delegation of Authority
and Responsibility

Two measures were used to gauge the attitudes of middlemen
toward delegation of authority and responsibility. First, responses
from a set of three statements were combined into an index called
the Index of Delegation of Authority and Responsibility. Second,
with specific reference to chain stores, a further set of statements
queried the respondents about the availability of managerial talent

and the amount of trust they would place in such managers.
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Index of delegation of authority and responsibility.--

Respondents were asked to respond to the following statements:

1. Manager/assistants have authority to bargain on price.
(Yes = 3, No = 1)

2. Manager/assistants are sent for major store purchases.
(Yes = 3, No =1)

3. Manager/assistants have authority to make changes in the
merchandise carried in the store. (Yes =3, No =1)

Middlemen with no assistants were asked to answer the ques-
tions as if they applied. The index values on the scale ranged from
a minimum of three to a maximum of nine.

Results shown in Table 5.12 demonstrate that the general
commodity retailer scored consistently higher than the fruit and
vegetable and meat retailers in willingness to delegate responsi-
bility. Meat retailers scored higher than fruit and vegetable
retailers, possibly because they give their assistants more authority
to bargain on price with the customer. However, meat price bargain-
ing occurs only within a specific and narrow range; the range on
fruits and vegetables is much wider. This is perhaps one of the
reasons many of the latter are reluctant.to delegate authority or
responsibility for price to their assistants. Despite the diffi-
culty in controlling the activities of managers and assistants in
general commodity stores, they are given greater authority by their
bosses to bargain on price with the customer.

A similar pattern of responsibility delegation index scores
was obtained for the wholesaler class (see Table 5.12), with the
exception that fruit and vegetable wholesalers scored higher than

meat wholesalers.



134

Table 5.12.--Average scores on index of delegation of authority and
responsibility--all middlemen.

Retailer Wholesaler
General commodity 6.8 6.1
Fruit and vegetable 3.8 5.8
Meat 4.5 4.0

Data in Table 5.13 show that large-scale general commodity
retailers scored higher than smaller scale ones on the delegation

of authority and responsibility index.

Table 5.13.--Average scores on index of delegation of authority and
responsibility for general commodity retailers.

Large-scale general

commodity retailer 8.1
Medium-scale general 5.9
commodity retailer :

Small-scale general 6.6

commodity retailer

A relationship also seemed to exist between the number of
assistants per store and the delegation of authority and responsi-
bility. Personal observations seemed to indicate that, in general,
the more assistants employed, the greater the willingness of store

owners to delegate authority and responsibility.
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On the other hand, the number of assistants per store is a function

of store size, the former increasing as the latter does.

Index of difficulty of trusting assistants.--As mentioned

earlier, two measures were used to gauge attitudes about authority
and responsibility. The first type was discussed above. The second
type used responses from two statements, with specific reference to
chain stores:

1. It is difficult to get good, capable managerial talent.
(Yes = 3, Somewhat = 2, No = 1)

2. Even if we get the managerial talent, it would be dif-
ficult to trust these managers.
(Yes = 3, Somewhat =2, No = 1)

Table 5.14 shows that the "Index of Difficulty of Trusting
Assistants" 15 much higher for fruit and vegetable than for general
commodity retailers. More important, with an increase in scale the
trust in assistants seems to increase. The indices in Table 5.14
seem consistent with those in Tables 5.12 and 5.13. A1l of them
confirm the hypothesis that managers are likely to have more decision-
making power in larger as compared to smaller outlets. In support of
this finding, close observation by the researcher of employees in
some of Karachi's larger stores indicated that they were given

substantial responsibility by their owners to run and operate the

stores.
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Attitudes Toward Buying Practices

A study of buying practices of middlemen revealed some very .
important facets of current methods of food distribution. Most
retailers and wholesalers buy their supplies not over an extended
period, but within a very short time. Table 5.15 presents these |
findings. Rarely do suppliers and buyers talk of delivery con-
tracts at a future date. Only a part of the supply to food stores"
is controlled by wholesalers in the channel (this is especially
true for general commodities and grains). A major portion of the
supply depends upon extraneous factors, sdch as weather and crop

conditions, and government policies in general.

Table 5.15.--Frequency with which retailers buy their supply.

Type of Retailer Frequency

General commodity retailers

Large Once every seven to
ten days
Small Ranges from once a day
to once a week
Fruit and vegetable retailers Once daily
Meat retailers Two to three times a week?

aBy government order, two days per week are meatless.

The short period within which supply is bought and sold
hardly suggests that middlemen are buying on the basis of economies

of scale, achieved with larger purchases. Interestingly enough,
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discounts are offered by most retailers and wholesalers on larger

purchases. This suggests that middlemen generally are aware of dis-

count practices and economies obtainable through scale but probably
do not want to risk taking advantage of them because of the wide
price fluctuations that occur in the marketplace. Prices might
drop after the retailer boughggét a éerté%n’price. Indeed, most of
the retailers interviewed agreed that they bought in smaller
amounts, despite their awareness of cost savings at higher volumes,
because they perceived the(iiskfof bﬁyiﬁg Bn scale as too high.
It is thus not so much the.attitudes of middlemen toward buying
that would constrain the deielop&ébé Bf'chifn~stores;~but the uncer-
tain, high-risk environment.

Quantity discounts seem to be more widely used than selling

larger volume items at lower margins. This is indicated in Table 5.16.

Table 5.16.--Responses to the question: "If possible, would you sell
larger volume items at lower margins?"

Type of Middleman (Perzzztage) (Percggtage)
%ﬁngr?;)connndity retailer 41 59
Fruit énd vegetable retailer
(N =13) 23 77
Meat retailer (N = 13) 7 93
A1l retailers 27 73

A11 wholesalers 41 59
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Most of the large-scale general commodity middlemen were well aware
of the turnover concept and its relationship to profit margins,

but most other types of middlemen did not believe that lower margin
with higher turnovers would provide greater overall profits. On
the contrary, many fruit and vegetable retailers believed that if
an item is selling rapidly, it is in greater demand and therefore
should be sold at higher margins. This is not entirely logically
inconsistent if the retailer must sell all his produce daily (as
many do). But the practice would be of doubtful value if more
efficient methods, such as chain stores, were used. Newer alter-
natives would require fast product turnover and, coupled with sav-
ings in volume buying and reduced spoilage, this would likely
increase profits and lower food prices. As was the case with fruit
and vegetable retailers, the concept of turnover was little under-
stood by meat retailers. Meat being the only item they sell, these
retailers do not have the same flexibility in pricing as do general
commodity and fruit and vegetable retailers. However, different
cuts of meat can be related to turnover and margins.

The Traditional Concept
of Owning One Store

It was difficult to confirm.or disconfirm the hypothesis
that the tradition of owning one store would make the concept of
owning more than one hard to accept. Originally it was thought
that, to study this hypothesis, the attitudes of middlemen owning
more than one store would be compared with those owning one. Our

survey revealed only four retailers with chain stores. Three were
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general commodity retailers and one a vegetable retailer. Al1l had
been in business for a long time, ranging from 15 to 25 years, and
all had opened their second store after at least three years in
business. These middlemen certainly were not bound by tradition

to owning only one store, but the sample was too small to permit any
valid conclusions.

Specific Constraints (Wholesaler- and
Retailer-Sponsored Chains

Shortage of Large Wholesalers

Our initial survey of general commodity wholesalers and
fruit and vegetable commission agents indicated that there are enough
large wholesalers to serve the total food distribution system of
Karachi. Of the 226 wholesalers in the Jodia bazaar, approximately
35 to 40 would be classified as large-scale operators. This number
did not include several large rice wholesalers who had recently
diversified into other nonfood businesses because of the impending
government control of the rice supply. The fact that some of these
larger wholesalers command considerable respect from smaller ones
does seem to indicate that wholesaler-sponsored chains could develop
within the existing framework. Of the total of about 550 commission
agents in the fruit and vegetable wholesale market (Sabzi Mandi),
about 5-10 percent could be classified as large. They have the
capability and financial ability to initiate a voluntary chain.

On the basis of these observations, this researcher believes

that larger wholesalers are not in short supply, and the system has
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enough middlemen to support the voluntary chain method once it gets

off the ground.

- Size of Retail Store and
Economies of Scale

It was beyond the scope of this research to make an exteﬁ-
sive cost study for each type of middleman or to determine the cost
effects Wf;h increasing scale of operations. However, a very small
select group of retailers from the original sample was examined in
terms of their cost structures. Cost comparisons were then made
between the larger and smaller retailers to see if increased scale
had any impact on costs. These comparisons are exhibited in
Table 5.17.

Overall, it seems that the total cost of operation as a
percentage of sales volume is lower for large-scale retailers com-
pared to their smaller counterparts. It would seem logical to
assume on the basis of these data that the opportunity to decrease
operating costs through an increase in the scale of operations

definitely exists for the smaller stores.

Trust Among Fellow Wholesalers

With the exception of general commodity wholesalers, all
other wholesalers rated their fellow traders fairly low on the trust
index. This index was computed on the basis of responses to this
question: "How much trust do you place in fellow retailers/
wholesalers in conducting your business?" (None = 0, Some = 1,

Lots = 2)
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If low trust for fellow middlemen was an impeding factor,
then those wholesalers with low scores on the trust index should
view the wholesaler-sponsored chain as being less feasible than would
those with relatively higher scores. To find if this relationship
did exist, a feasibility index was developed. This index was
derived from the rankings by middlemen of the first three most
feasible alternatives. The total score obtained for each alterna-
tive (later referred to as receptivity scores) from the responses of
each group of middlemen (adding first, second, and third preferences
and assigning scale values of three, two, and one, respectively) were
then averaged to obtain the feasibility index for each alternative
(in this case the feasibility index for the wholesaler-sponsored
chain). Both the trust and the feasibility indexes are shown in

Table 5.18.

Table 5.18.--Trust index versus feasibility index (bywholesaler type).

Feasibility Index

Type of Trust Index €
Mhddieman (0 = Tow, 2 = high) 0 e Cha
General commodity
wholesaler 1.4 2.7
Fruit and vegetable
wholesaler 0.7 1.6

Meat wholesaler 0.4 1.1




144

As is indicated from Table 5.18, the correlation between the
trust index and the feasibility index is positive; that is, the higher
the trust a middleman places in his fellows, the higher the appeal

for him of the wholesaler-sponsored chain as an alternative.

Preoccupation With Speculation

Speculation by Karachi merchants is generally made on com-
modity items such as wheat, pulses, and rice and on some fruit and
vegetable items such as potatoes and onions. Some wholesalers are
very active in the futures market and observe rises and falls in
these markets very closely. Recently, speculation has been reduced
somewhat by the government policy of supervising the supply of rice
and paying a fair price to farmers.

Three of the large-scale general commodity wholesalers
sampled speculated in futures. Interestingly, all of them scored
high on the feasibility index for wholesaler-sponsored chains. This
would tend to disconfirm our hypothesis that the preoccupation of
wholesalers with speculation is likely to make them less receptive
to the voluntary chain idea.

Retajlers' Trust of Fellow
Retailers/Wholesalers

In talking to different kinds of retailers, the general con-
sensus emerged that the proposed efficiency alternatives would not
be totally successfu] because of the difficulty of trusting fellow
traders. For the retailer- and wholesaler-sponsored voluntary

chains, this difficulty is compounded by the excessively high price
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fluctuations of raw foodstuffs, which often vary several times a
day. Consequently, retailers or wholesalers who bought for group
members at a certain price might find the prices they subsequently
charged for those items regarded with suspicion.

In general, most of the retailers' scores on the feasibility
indexes for the retailer- and wholesaler-sponsored chain corres-
ponded fairly well with the degree of trust they place in their
fellow traders. In other words, the higher their trust in fellow
middlemen, the more favorable their response to the voluntary chain
concept. This relationship can be seen from Table 5.19.

The large-scale general commodity retailers who placed
greater trust in their fellows also scored higher on both the
retailer- and wholesaler-sponsored chain feasibility index. This
relationship, however, did not hold for the fruit and vegetable
retailers; among these, the smaller scale retailers with a lTower
trust index value scored higher than their medium-scale counterparts
on the retailer-sponsored feasibility index.

In-depth interviews also indicated that mistrust of fellow
traders was cited by most retailers and wholesalers as a deterrent
to the development of both retailer- and wholesaler-sponsored volun-
tary chains. The degree of mistrust was, however, very difficult to
measure, and that is probably the reason for the discrepancy in the
responses of the fruit and vegetable retailers.

Respondents were asked: "Would you be concerned with a
fellow retailer/wholesaler not keeping part of the deal in a voluntary

chain set up?" This question was used to establish an index of
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concern. It was found that the general commodity middlemen were the

least concerned. The results are shown in Table 5.20.

Table 5.20.--Index of concern.

Index of Concern Index of Concern
Type of Middleman for Retailer for Wholesaler
(3 = high, 1 = low) (3 = high, 1 = Tow)

General commodity 1.4 1.3
Fruit and vegetable 2.1 2.3
Meat 2.7 2.5

This again confirms our hypothesis that middlemen with a high degree
of trust for their fellow traders would find the alternative methods
of distribution more acceptable than those with a Tow degree of

trust.

Previous Supply Contract Experiences

As shown in Table 5.21, the relationship between contract
experiences and scores on the feasibility index for retailer-
sponsored chains is positive. As expected, the larger middlemen
had more contract experience on the average; consequently, they
scored higher on the feasibility index. The index of contract
experience was measured on the basis of this question: "Have you
had experience with written contracts?" (None = 0, Some =1,

Lots = 2)
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Table 5.21.--Index of contract experience compared to the feasibility
index for retailer-sponsored chain.

Index of Retailer-Sponsored
Type of Retailer Contract Experience Chain Feasibility

(0 = 1ow, 2 = high) Index
Small-scale general
commodity 0.30 0.00
Medium-scale general
commodi ty 1.40 0.50
Large-scale general
commodity 2.00 1.50
Small-scale fruit
and vegetable 0.00 0.75
Medium-scale fruit
and vegetable 0.25 0.41
Large-scale fruit
and vegetable 0.50 3.00
Small-scale meat 0.00 0.00
Medium-scale meat 0.50 0.40

The relationship between contract experience and the index of feasi-
bility did not hold for medium- and small-scale fruit and vegetable
retailers; the smaller retailers' scores on the feasibility index
were higher but zero on the index of contract experience. This
could indicate that the small fruit and vegetable retailers believe
that any new method of food distribution would be better than their

present way of doing business.
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Inability to Enforce
Contractual Obligations

Very little government legislation exists to enforce con-
tractual obligations. Retailers and wholesalers alike are afraid
of going to court as they see no possible gain from law suits.
There are no government agencies to mediate effectively between
feuding parties. There are, however, individual associations by
market, commodity, and locale, and some of these are very effective
mediating forces. Among the most prominent are the general com-
modity wholesaler associations, which mediate disputes, maintain
offices, and provide information to members. Therefore, although
problems stemming from enforcement of contractual obligations are
likely to result from and affect the development of retailer-
sponsored voluntary chains, this barrier is by no means seen as
insurmountable by general commodity and other retailers who belong

to strong associations.

Need for Effective Leadership

It was found that most of the executive members of the volun-
tary wholesale committees and associations came from within the
ranks. In interviews, it became evident that leadership was not
lacking for running such organizations. Even among the relatively
smaller retail associations, there were at least two or three mem-
bers who commanded great respect and were listened to by others.

Our limited observations do tend to negate the hypothesis that the
development of voluntary chains (that would necessarily require a

group of effective leaders to run them) would be hampered because of
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a dearth of leadership. Our observations lead us to believe that
leaders can emerge from the existing group of smaller middlemen.
Whether these leaders would be able to run a voluntary chain effi-
ciently is an altogether different issue and was not examined here.
Nevertheless, it seems certain that leaders can be developed who
would be able to command the respect and trust of most members, a

prime prerequisite for voluntary chain development.

Low Literacy Rates

In order to test the hypothesis that Tow literacy rates among
small-scale middlemen would hamper the acceptance of voluntary chains,
an attempt was made to correlate the receptivity of middlemen to
such chains with their education levels. A select group of fruit
and vegetable and meat retailers was chosen for study. The results
negated the hypothesis, for no appreciable difference was found
between the responses of the more educated versus the lesser edu-
cated individuals. That is, of the five retailers (four fruit and
vegetable and one meat) who were somewhat responsive to the volun-
tary chain idea, two were more educated and three relatively less
educated. Moreover, the less educated group had, on the average, a

higher receptivity score compared to the better educated groups.

Specific Constraints (Government-Sponsored Chains)

Mistrust of Government Programs

The general attitudes of middlemen with respect to trust in
government programs were gauged on a comparative basis with atti-

tudes toward their fellow middlemen. Table 5.22 shows results from
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the question, "In obtaining market information it would be better
to rely on capable government agents compared to fellow middlemen."
The data in Table 5.22 demonstrate that the trust in fellow middle-

men is much higher than the trust placed in government.

Table 5.22.--Comparison of reliance on government versus middlemen

sources.
Percentage of Percentage of
Retailers Who Would Wholesalers Who Would
Rely on Government Rely on Government
General commodity 10 25
Fruit and vegetable 16 20
Meat 20 0

In-depth interviews indicated quite strongly that most mid-
dlemen view government bureaucracy as highly inefficient in its
methods of dealing with the food situation in Pakistan. Approxi-
mately 70 percent of the retailers felt that one of the reasons the
government is inefficient is because it has little experience in
dealing with foodstuffs.

Some middlemen who were attracted to the government-
sponsored chain store concept thought that the chain would even-
tually lend itself to favoritism and corruption with little benefit
to any of the middlemen. Also, data in Table 5.22 show that,
compared to their fellow retailers, a slightly higher percentage of

the general commodity and fruit and vegetable wholesalers indicated
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their preference for market information through government sources.
A possible explanation could be that some of the larger wholesalers
interviewed may have some influence in government circles; they

thus would have better access to government sources and information

about impending public policies dealing with food distribution.

Specific Constraints (Merger)

Division of Costs and
Profits in Mergers

In general, retailers did not think that the division of
costs and profits would pose a major problem for mergers. This
is somewhat surprising. If retailers do not see any problems with
the sharing of costs and profits, this implies that they would tend
to trust each other in partnerships. As Table 5.23 shows, most of
the retai]efs saw the question of costs and profits as something

they would be able to figure out easily if they went into partnership.

Table 5.23.--Division of costs and profits as a barrier to mergers.

Percentage of Percentage of
Retailers Who Thought Wholesalers Who Thought
Type of Middleman Division of Costs and Division of Costs and
Profits Would Pose a Profits Would Pose a
Major Problem Major Problem
General commodity 33 45
Fruit and vegetable 14 32
Meat 6 20
General commodity
Large-scale 60 --
Medium-scale 33 -

Small-scale 14 -
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One reason most middlemen did not see problems with the
division of costs and profits may be that most of them run rela-
tively small-scale operations and can and do calculate their costs
and profits on a daily basis. Consequently, they cannot imagine any
problems arising in the case of mergers. As is evident from
Table 5.23, the large-scale retailers, who have had more experience
with complex cost data, seem to be more aware of the costs and
profit complexities that could result from partnerships.

Preoccupation of the Retailer
With His Own Product Line

In-depth interviews with retailers lent some support to the
hypothesis that the traditional preoccupation of retailers with their
own product lines would hamper the acceptance of mergers. Meat
retailers were vehemently opposed to mergers; they believe it would
be suicidal to team up with retailers who are inexperienced in deal-
ing with meats, a trade they believe is learned by years of experience.

The responses shown in Table 5.24 seem to indicate that
there would be some reluctance in adding new product lines. Only
10 percent of the retailers had been in business less than five
years. This suggests that the middlemen tend to stick to one pro-
fession and consequently handle a limited number of product lines
or types. Family continuance of the same business seems to be most
prevalent among the meat middlemen, the group with the greatest
resistance to suggestions about adding nontraditional product lines

to their stores.
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Table 5.24.--Percentage willing to deal with nontraditional product
lines.

General Commodity Fruit and Vegetable Meat
. Whole- . Whole- . Whole-
Retailers salers Retailers salers Retailers salers
(N=12) (N=8) (N=10) (N=5) (N=6) (N=5)
66 50 50 40 16 20

In conclusion, traditional preoccupation with their own
product line may be a factor with the méat merchants but a lesser one
for the general commodity and fruit and vegetable merchants. This
may suggest that, initially, expansion of product/lines would have
to be limited (if mergers were ever formed)’to a mixture of general
commodity and fruit and vegetable items.

An alternative that was not examined here but that could
overcome the ﬁroblem of preoccupation with traditional product
lines is subleasing. For example, a general commodity retailer
could sublease a sectionAof his store to an independeﬁt peat or
fruit and vegetable merchant. ‘ \

Experience/ With Partnerships -
and Agreements ‘

Only. twé/of the retailers and five of tﬁe wholesalers among
those inter?iéwed considered thelmerger a feasible method of dis-
tribution. Although most had little prior experience with partner-
ships or agreements, in-depth interviewing revealed that the general

unresponsiveness of middlemen toward mergers did not stem from the
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fear born of lack of prior experience. Rather, their biases

stemmed from current municipal government restrictions which com-
partmentalized markets by commodity types. As noted earlier, for
example, meat middlemen and fruit and vegetable intermediaries cannot
join together and sell at one location. This restriction is only
applicable to municipal markets, but it is practiced by the housing
societies that run market operations. Those wholesalers somewhat
less constrained by these practices from combining with other types
of wholesalers responded slightly more positively to the idea of
mergers. Yet, there was little evidence that any middleman seriously

thought the merger could be a viable alternative.

Specific Constraints (Mobile Stores)

Customer Buying Habits
and Mobile Stores

Interviews with customers in two low income neighborhoods
(see Chapter III, p. 40) showed that the lower the consumer's
income, the greater the frequency of food purchases. Over 50 per-
cent of the consumers indicated they made food purchases at least
once every two days. These same consumers were then asked if they
would change their frequency of buying if a mobile store were to
come to their neighborhood on specified days and offer them the
necessary foodstuffs at lower prices. The responses obtained are
shown in Table 5.25. As the table shows, people who buy foodstuffs
frequently would still like to buy from traditional stores despite
the possible price advantage of buying from a mobile store. This

tends to confirm the hypothesis that traditional buying practices
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would initially hinder the acceptance of mobile stores. Consumer

education may be needed to overcome this reluctance.

Table 5.25.--Intention to buy from mobile stores.

Number Who Would

Type of Consumer Number Who Would . - Number Who
by Frequency Buy From Mobile gggﬁ1¥ﬂ§d?§¥;ﬂgl Would Buy
of Purchase Store Only Stores From Both

Buys once or more

in twodays (N = 15) 4 7 4

Buys once in three

days (N = 4) 2 1 1

Buys once per week

(N =3) 2 - 1

Buys once every eight

days ormore (N = 2) 1 1 -

Poor Infrastructure and
Capital Needs

Observation of most low income neighborhoods shows that the
infrastructure is not suited for the operation of mobile stores.
Many of the roads in these neighborhoods were rough and were not
large enough to accommodate a truck. However, despite the acces-
sibility problem, any neighborhood far removed from a strong
regional market could feasibly support a roll-in truck operation.
Poor infrastructure may not pose a serious problem provided an
accessible central location could be found with a wide enough space
for ease of transactions. Unfortunately, in many poor neighborhoods,

such as the Lyari region, it would be difficult to find such a spot.
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In all probability, capital needs would pose a serious
barrier to the development of mobile stores. Moreover, a substan-
tially high sales volume would have to be generated to cover the
high costs of gasoline and maintenance. The need for drivers with
a proper knowledge of the merchandise would further inhibit mobile

store operations.

Ranking of Alternatives

One of the major purposes of the interviews was to obtain a
ranking by middlemen of the alternative methods of distribution.
Ranking was obtained in two ways: (1) Middlemen were asked to rank
the first three most feasible alternatives in order of preference
and then (2) to rank the first three most attractive alternatives in
order of preference. It was felt necessary to use both measures
because an alternative might be attractive to a respondent but he
may think it is not feasible at the present time. Similarly, a
middleman could list an alternative as feasible and yet might not
consider it attractive. Only when middlemen's selections ranked
high on both scales could that alternative be considered well
accepted. The rankings are shown in Tables 5.26 and 5.27.

A close examination of the responses shows that wholesaler-
sponsored chains, chain stores, and expansion ranked high on both
the feasibility and attractiveness scales. The retailer-sponsored
chain was ranked as the next most preferable alternative. The other
three alternatives (government-sponsored chains, mergers, and mobile

stores) scored poorly on both measures.
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Interest Span

In order to measure the present degree of coordination among
the various levels of channel activity, an index of the degree of
interest taken by each middleman in the total market process was
devised.] This "Interest Span" index was comprised of the following
questions:
1. Do you take an interest in the way goods are packed by
farmers/assemblers for the consumer/wholesale markets?
(Much = 3, Some = 2, None = 1)

2. Do you take an interest in supplying market information,
if any, to your suppliers or buyers? (Much = 3,
Some = 2, None = 1

3. Do you take an interest in the way the goods are trans-
ported to the market? (Much = 3, Some = 2, None = 1)

4. Do you cooperate with other middlemen to market goods
more efficiently? (Much = 3, Some = 2, None = 1)

The scale values could range from a high of 12 to a Tow of 4. The
results obtained are shown in Table 5.28. As expected, the index
of interest span was higher for general commodity middlemen than
for other types. The larger scale general commodity middlemen
scored higher than their smaller counterparts. This measure does
seem to indicate that interest in the degree of coordination and
cooperation is likely to increase with increasing scale.

In-depth interviews revealed that most middlemen took an
interest in only those channel activities that affected them in
immediate and direct ways. For example, grain retailers were con-
siderably interested in the way wholesalers traﬁsport grain and
staples to their stores. This is because, although the wholesaler

often takes the responsibility of delivering foodstuffs, they charge
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the retailer for the delivery service. An activity in the market
process that does not obviously affect the middleman (or is perceived
by him as having no direct impact) is likely to be of little interest

to him.

Table 5.28.--Scores on the index of interest span for all middlemen.

Type of Middleman Index of Interest Span

General commodity retailer 7.4
Fruit and vegetable retailer 5.3
Meat retailer 4.4
General commodity wholesaler 8.2
Fruit and vegetable wholesaler 6.0
Meat wholesaler 4.8
General commodity retailer

Large-scale 9.0

Medium-scale 7.2
Small-scale 5.6
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Footnotes--Chapter V

]First suggested by Mr. Thomas Bennett, FAO marketing advisor
in Karachi, 1976.



CHAPTER VI

CONCLUSIONS AND RECOMMENDAT IONS

This chapter presents a summary of the general findings of
this dissertation and outlines a set of recommendations to help
improve the food distribution system of Karachi, Pakistan. The
chapter ends with a discussion on spatial and regional planning and

its importance in the development of viable market centers.

Conclusions

Several conclusions were derived from this study.

First, an effective classification scheme for middlemen can
be developed on the basis of two dimensions: (1) the types of
products sold and (2) sales volume.

Second, in comparison to the current methods of distribu-
tion, significant savings can result from the institution of any
of the alternatives examined in this dissertation. These savings
would mean both increased profits for the middlemen and lower prices
for consumers.

Third, rankings by middlemen of efficiency alternatives, in

terms of their attractiveness (level of acceptability), resulted in

the following order of preference: (1) wholesaler-sponsored chains,
(2) independent multiple chain stores, (3) expansion of existing
outlets, and (4) retailer-sponsored chains. A somewhat similar set
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of rankings was obtained for efficiency alternatives in terms of

their feasibility (level of practicality): (1) independent multiple

chain stores, (2) wholesaler-sponsored chains, (3) expansion of
existing outlets, and (4) retailer-sponsored chains.

Both of these rankings show that the merchants were most
receptive to two alternative methods of distribution: independent
multiple chain stores and wholesaler-sponsored chains. Observations
made by this researcher indicate that, with some modifications, both
of these methods could be easily adapted to the existing distribu-
tion system of Karachi, resulting in revolutionary changes without
endangering the disruption of the total system.

The next most favored alternatives were expansion of exist-
ing outlets and retailer-sponsored chains. Very few middlemen
thought any of the other methods--mergers, mobile stores, and
government-sponsored chains--would work.

Fourth, according to the intermediaries interviewed, sev-
eral obstacles may hinder implementation of the newer methods sug-
gested in this study. The barriers most frequently cited (by
two-thirds or more of the respondents) were: (1) the seasonal and
irregular supply of commodities, (2) excessive fluctuations in
market prices, (3) the absence of grading, and (4) the difficulty
of physical expansion. Other barriers were mentioned less often (by
less than two-thirds of the respondents). In decreasing order of
frequency these were: (1) the inability to obtain loans, (2) inade-

quate marketing standards, (3) the high cost of borrowing money,
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and (4) the high frequency of shopping trips and low unit purchases
by customers.

Fifth, a number of attitudes were found to be characteris-
tic of almost all middlemen. Foremost among these were: (1) passive
acceptance of the status quo, (2) an emphasis on immediate returns
from investments, (3) reluctance to delegate authority and respon-
sibility, (4) a low level of coordination within the channel,

(5) general mistrust of fellow middlemen, and (6) low utilization
of available storage facilities. These attitudes presumably would
impede the acceptance and development of any efficiency alterna-
tives. This conclusion, of course, is based on the assumption that
any changes would be initiated by existing middlemen and that those
interviewed are representative of major types of food middlemen in
Karachi.

Sixth, most of the efficiency alternatives would require an
increase in scale operations. Thus, the institution of any alter-
native would automatically mean (1) an eventual reduction in the
number of smaller middlemen and a concomitant rise in the number
of relatively larger ones, (2) fewer but larger transactions, and
(3) an expansion of market facilities.

Seventh, scale (size of operations) seems to have a signifi-
cant bearing on the attitudes and perceptions of middlemen. In
most cases, it was found that the relatively larger scale middlemen
(within each class or group of middlemen) were more receptive to

change and newer ideas than were their smaller counterparts. They
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also seem to be more efficient in cutting their costs of operations
and reducing spoilage.

Table 6.1 summarizes some of the major findings. Overall,
these findings were fairly consistent with those of the LAMP studies
in the sense that the relatively smaller retailers believe they have
less control over their environment and thus see more barriers to
changes in their operations.

Furthermore, differences in attitudes and perceptions were
also observed among various types of middlemen, with the general
commodity middlemen being most receptive to newer ideas and sugges-
tions for change. It appears that coordination and integration at
the wholesale and retail level would work best within the general
commodity class.

Some of the reasons for believing newer methods would be
more successful among general commodity middlemen, as compared to
other types, are as follows: (1) They had relatively higher trust
and interest span index scores, both of which are conducive to
coordination and integration activities. (2) They are more willing
to delegate authority and responsibility, which is necessary for
effective management of expanded operations. (3) They have some
idea of operating on a high volume, low margin basis. (4) They
have had some experience with the concept of mixed margins.

(5) They have better storage facilities and are somewhat more con-
cerned with reducing spoilage, despite the fact that their products
are less prone to perishability compared to fruits, vegetables, and

meats.



167

J3MO| (s3tyoud waaz-jaoys 4o

ubry Auap ubLy Ausp ybLH ubry Auap uoLjeziuixew) suaniad
Jeymauios Jjelpsul 404 UuAddUO0) Ol

x(sapn313ge

159M07 MOT 159ybLH ybLH MO @AL3138dwod) uorjLyad

~W0D Paseaudul pdemol
paulL|ouL A[qe4oAe4 °g

3uoN 3UON awosg awog 3UON xSulbaew paxiw jo espy ‘g
sAydosoiyd uirbuaew

BUON SuopN awosg auwos SUON MO| ‘SWn(oA ubLY °/
$S37 SS9 31SOW UOW SS9 sueo| ute3qo ol A3LLLqy ‘9
awn [ oA
SS9 5591 JSOW 340l SS37 sales 4o abejuaduad se
pauaed sjLjoud [|e4DAQ °G
940K 0K 3sea] SS9 940H pabuaeyd sutbaew ssouy “p
saLjL|Loe
$S37 SS9 JSOW 340K SS9 3624035 40 no_www”w_u“ ‘e
SaL3L|Loe
SS9 SS9 31SOW ENTN SS9 362.407S Ho »wmhmmuﬂ .2
NN 3J40H 3sea SSa7 340K abe|tods jo junowy °|
o9 alqeiabap K3 Lpounto) aLess aLeas
pue 3tha4 Leaauay -abae -1 Lews K31A1L30y 40 3dadsy
adA) 9ZLg

‘uewd|pplw jo 3dA3 pue 3zLs AqQ ‘uoLInqLalsLp poos
30 S3LILALIOR U0 S3Oadse pajdaLdS 4O ddueuwdojuad pue ul 3SaU33ul dALIR|AJ JO uostuaedwo)--°|°9 3|qe]



168

"SA9|BSILOYM 404y
"S43(1e3ad U04p

“SIUR]SLSSE OU YILM USWA|PPLW S|BOS-||BWS 404,
"SIURISLSSe BARY OYM USWS|PPLW ILBIS-| |BWS U04q

‘uawa|pptw 0 sadA3 u4ay3o op ueyl sityoud 43ybLy yonw
Al3ALIR (34 U4 WOYM JO 3wos ‘sjuabe uoLssiumod 3|qe3abaA pue 3inuy 4o uoL3dadxa ayl yiiM,

‘uswa|ppiw 40 $adA3 e 40j |3A3| IIN|OSQR UR UO S340DS MO| SIIRILPUI,

x(s9sodund AouaLoLysa 404
Lduueyd 3y3 jJo || 40

Mo Mo 1saub Ly YbLH Mo suotjsod Huljeutpaood ut
3sa4ajul) ueds 3sauajul 9|
autl| 3onpouad [euoi3ip
3s3ubLH Moy 359M07 Moq YbLH -4l Y3LM uoLlednadoaad ‘G|
JaybLy »UBWD PP LW MO |34
Mo Mo Wb tH JeYMaWOS M7 uL 3sndil jJo JuaIX3 “‘$l
waal a3 wud3 43buo| umal wa3dl «S3seyound A ddns
-340ys =340ys Jeymawos -340ys -340yS paemol apnlllly €l
abueys paemol
3samo7 MO 1sayb Ly ybtH MO S3pNI1370 B(QR40ARy 21
oAumwzo_v a(4dmoL) a9yb Ly 5(43ybLy xS9340|dwd 03 A3L|1q
MO 31S3M07 3s3ybLH JRYM3WOS Jeymauwos) -1suodsas pue £3raoyine
P P qMo1 40 uoLjebalap jo asubag ‘|1
29 alqelabap A3 Lpouno?) a|eos aLeds
RAb) pue 3Lna4 Le43uay -3buae -1 Lews A31AL30Y 40 3Do3dsy
adA] CY 4Ky

"panui3uo)---|-9 a|qel



169

Eighth, government provision of marketing facilities, such
as storage and warehousing, would not be sufficient to offset the
high product spoilage and price fluctuations experienced by the
intermediaries. Besides, many middlemen would be hesitant to use
these services as they are not convinced that they would benefit
from them.

Ninth, the institution of any of the efficiency alterna-
tives at primarily the wholesale and retail levels would not mean
that other supportive activities would not be needed at other levels
within the food system. A simultaneous set of reforms would have
to be initiated at both the assembly and rural levels. However, the
initial thrust or revolution in food distribution could start at
the urban level, especially among retailers and wholesalers.

Tenth, Tow income shoppers pay more than high income shop-
pers for basically the same quality and grade of foodstuffs. This

finding is consistent with conditions reported in the LAMP studies.]

Recommendations

The recommendations suggested in this section were developed
on the basis of two prime considerations: the nature and sequence
of institutional changes needed to improve the food distribution
system in Karachi, and the role of the government in fostering such
improvements. These recommendations fall into four major overlap-
ping categories: the role of general commodity middlemen, encourage-
ment of large-scale operations, relocation in low income neighborhoods,

and government involvement in several aspects of the food distribution
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system. Each of these areas is discussed below in some detail, with
special reference to supportive activities that the government

could provide to foster improvements in the food distribution system.

General Commodity Middlemen

The possibility of achieving scale aggregation at the retail
and wholesale levels seems to be most likely among general commodity
middlemen. Therefore, it should be the initial aim of the govern-
ment to encourage and assist these middlemen in bringing about
dynamic changes in the food distribution system. In this connection,
a desired sequence of events at the retail level is charted in
Figure 6.1. This sequence conforms to a certain degree with the
findings of Galbraith and Holton in Puerto Rico. They concluded
that the development of integrated chain stores on a large scale
would be the single most important factor for improving distributive

efficiency in Puerto Rico.2

Large-Scale Operations

The growth of large-scale retailing cannot automatically
occur without a parallel development at the wholesale level. This
is borne out by FAO observations that larger scale operations at
the retail level do not result in any substantial savings over tra-
ditional public markets unless arrangements are made for large-
scale purchasing from specialized wholesalers and large-scale farm
production.3

The LAMP studies go one step further and suggest that it

may be more feasible to gain greatly increased scale at the
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wholesale level and only moderately increased scale at the retail
1eve1.4

Whichever course is pursued, in order to create the desired
conditions for large-scale operations, in the opinion of this
researcher the government should offer equal encouragement to
wholesaler-sponsored chains and independent chain stores. A factor
which favors this simultaneous development is the positive reaction
expressed by most of the middlemen interviewed toward both the
independent and wholesaler-sponsored chain store as a better alter-
native to existing methods of distribution.

The sequence of changes necessary to initiate the wholesaler-
sponsored chain is outlined in Figure 6.2. Again, the general com-
modity middlemen seem to be the most likely candidates for initiating
these changes.

It should be noted that before other types of foodstuffs
(such as fruit and vegetables and meats) are added by the general
commodity wholesale chains, it is essential that their supply and
assembly points be expanded. This is especially true for fruit and
vegetables, where small-scale farming and rural markets dominate.

To some degree, the establishment of commercial agribusiness firms

can rectify this situation.

Location in Low Income Neighborhoods

Since most middlemen are reluctant to locate in low income

neighborhoods, incentives should be offered by the government for
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those who invest in such areas. In outlying neighborhoods, where
it may not be possible to attract food merchants or establish per-
manent markets for some time, mobile stores could be used tempo-
rarily. It is recommended that such stores be joint ventures,
with the government providing financial assistance and the private
firm managing the operations.

Another means would be the establishment of public utility
stores in many poor income neighborhoods that do not have such
stores. One drawback to these would be bureaucratic government
procedures, but presently the utility stores have been reasonably
successful in providing foodstuffs and basic nonfood items at low
cost. Encouragement of joint ventures that would facilitate con-
version or expansion of ration shops into stores carrying boarder
product Tines could be another way to serve sparsely populated poor
income areas. It should be noted, however, that many ration shops
pursue fraudulent practices by selling the goods supplied and sub-
sidized by the government, not to the final consumer for whom it is
intended, but to other merchants at higher profits. These mer-
chants then sell back to the consumer at higher prices during periods
of peak shortages. In the long run, more carefully supervised
utility stores could help eliminate this fraud and gradually replace
the ration shop, acting both as a regular commercial food store as

well as a rationing agent.
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Government Action

Naturally, the government cannot be all things to all
middlemen. It must establish priorities and a plan of action.
Government participation is essential to effective improvements in
the food distribution system. This is also borne out by the FAOQ
observations that major changes depend to a great degree on the
initiative of public authorities in providing essential facilities
and in encouraging the formation of modern enterprises.5

In the pést, the Pakistani government has made futile
attempts to take the initiative in certain key areas. Failures can
be attributed, in part, to little support by top-level authorities
for food reform at the retail and wholesale levels and a strong
belief that the ills of price inflation and other food problems
stem from middlemen. It is recommended that higher authorities be
encouraged to become actively involved or reintensify their efforts
in several key supportive areas of food distribution: storage
facilities, loans, market information, buffer stocks, grading,
infrastructure, training programs, helping develop trust among

middlemen, low cost innovations, and market facilities.

Storage facilities.--The authorities should make a concerted

effort to help reduce food spoilage. At the very least, this would
mean the provision of better storage facilities at both rural
assembly and urban consumer market levels. As discussed earlier,
it is best that these facilities be encouraged to expand through

private and business sources and that such expansion be facilitated
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through low cost government loans and subsidies. It is also impor-
tant that more refrigerated wagons and railway cars (the railways
are owned and operated by the government) be provided at low rates
to encourage the transportation of perishable foodstuffs from dis-
tant producing areas to urban consuming ones.

This study indicates that it is not enough merely to add
storage facilities; many middlemen do not use existing facilities.
Therefore, it is of the utmost importance that an active education
program be set up to convince middlemen of the necessity of storing
goods to reduce spoilage and to point out the benefits of advance

purchases.

Loans.--Apart from rural credit (the government has suc-
ceeded to some extent in inducing small farmers to take advantage
of Tow cost loans), commercial loans have been primarily the domain
of industrialists. With the exception of some large general com-
modity middliemen, few commercial loans are either readily available
to or utilized by food merchants. Any scheme for expanding the
food distribution sector must include provisions for low cost loans.
A committee composed of top-ranking bank executives and financial

experts should be established to work out a plan for this purpose.6

Market information.--The area of market information needs

immediate attention. Excessive price fluctuations within the food
distribution network could be considerably reduced if the authori-

ties could furnish immediate feedback to food merchants.
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A number of public agencies do provide market information
on wholesale prices. Most notable are daily reports by regional
radio networks on prices of agricultural commodities and monthly
reports on wholesale prices of agricultural commodities in major
Pakistani markets. However, the usefulness of this information is
somewhat questionable in the absence of proper grading standards.
Traders are generally better informed on food prices through their
own sources.7 It is essential to develop price-reporting systems
that are responsive to differences in product quality and grades.
The authorities also should make concerted efforts to estimate
accurately the supply and demand of various agricultural commodi-
ties. This would require extensive studies of consumer purchasing
patterns as well as of the growing and harvesting of crops.

Useful information and advice should be provided to farmers
on what crops to grow and when and how shortages and gluts of major
food items may affect their plans. It is essential that the advice
given about crops by agricultural experts be related to the reali-
ties of current and future market conditions.

It is suggested that the supervision of market information
be conducted by an autonomous body comprised of a team of agricul-
tural, economic, and marketing experts with extraordinary powers to
overcome the bureaucratic system and be able to provide useful and

immediate dissemination of market news.

Buffer stocks.--Market information is one way of reducing

excessive price fluctuations. Another is the establishment of
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buffer stocks by the government. The purpose of holding food
supplies is to guarantee fair prices to producers and to moderate
price fluctuations at the wholesale and retail levels.

Buffer stocks have been used in the past with some success
by the Pakistani authorities in regard to rice and wheat. This

practice should be extended to other major commodities.

Grading.--Grading standards are of great value, not only
for trading over long distances and in export markets, but also for
achieving integration and coordination within domestic markets.

The Federal Department of Agriculture and Livestock Product
Marketing and Grading is responsible for grading food items for
both internal and external consumption. "Pakmark" (signifying
"Pakistan Marketing") is stamped on all agriculture and livestock
products graded under government supervision and control. Although
the authorities have had some success in establishing and enforcing
a scientific system of grading for export purposes, they have failed
at efforts to generate a widely accepted internal grading system.

It should be recalled that most middlemen surveyed felt
that the lack of adequate grading standards would hamper the
development of alternative methods of distribution. Consequently,
the need for grading standards (and their enforcement) within the
domestic market is very real and immediate. This should be a major
focus in initiating food reforms.

Several advantages are likely to accrue from better grading

practices. Among the more important are: (1) higher returns to



179

the producer, as he would be better able to judge the quality and
value of his produce; (2) enhanced ability of the buyer to obtain
the particular quality desired; (3) increased coordination among
rural suppliers and urban middlemen; and (4) a clearer basis for
price comparisons.

To achieve success in this area, the government must train
more grading inspectors, especially in meats, grains, and certain
fruit and vegetable items. Also, middlemen and producers should be

trained in proper grading standards and procedures.

Infrastructure.--The existing network of roads and highways

makes access between rural and urban food production and distribu-
tion areas difficult. Two major improvements the government could
make in this respect are: (1) provision of a network of secondary
roads that would 1link rural producing areas with assembly markets,
and (2) construction of railway connections between peripheral

supply markets and Karachi.

Training programs.--It is recommended that trade schools be

set up by the authorities to train food personnel in sound business
practices. In order to encourage participation, training programs
should be short and concise and offered on a part-time basis. Areas
that could be covered in a food distribution course might include
the following: (1) handling, storage, and grading methods;

(2) basic accounting procedures, including inventory management,
profit levels, rate of return calculations, and so forth; (3) the

advantages that result from horizontal and vertical coordination
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integration policies; (4) the concept of operating on a low margin,
high volume basis; and (5) mixed commodity operations. Perhaps

the reluctance of owners to delegate authority and responsibility
would be somewhat diminished if better trained personnel were

available.

Developing trust.--Mistrust among middlemen seems to be

fairly high. Any efforts at coordination or integration could not
succeed without a basic level of trust between fellow traders. This
is an almost impossible task, and it may be many years before
changes in basic attitudes could occur. Yet, leadership is not
lacking in the present system. With some acquired skills and
training, these leaders could help create trust within the channel.
Another possfbi]ity might be group interaction therapy on a modest
scale among various middlemen. Discussion should focus on busi-
ness practices, procedures, opinions, and biases.

Although these programs could be developed within, for
example, the existing merchant associations, the government could
play an important role by supplying funds, experts, an organiza-

tional framework, or other encouragement of these activities.

Innovations.--The authorities should seek to elicit and
encourage innovations that would not require substantial invest-
ment. One example is minor innovations in packaging and food
handling methods which could result in significant spoilage reduction
and increased profits to entrepreneurs. Another is research to

identify responsible entrepreneurs, who could then be "certified"
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as good credit risks to private lending institutions. Also, the
risks assumed by innovative middlemen could be reduced through
government guarantees of reasonable reimbursement in the event of
business failure.

To reduce food spoilage, innovations are desperately needed
at the food processing level. Currently, very little processing
is undertaken in Pakistan, and consumer demand for processed foods
is insignificant. However, there is reason to believe that middle
class urban consumers are purchasing more and more canned and pack-
aged foods.8 Many consumers do not use processed foods because of
their high cost. Therefore, attempts should be made to develop Tow
cost canning and packaging methods that would use indigenous

resources.

Market facilities.--Improvements in existing market facili-

ties would be difficult because the number of urban consumers has
far outgrown the number for whom the markets were originally
designed. A major fault of current markets is their limited physical
space. Despite such limitations, improvements could be made in three
areas: (1) provision of weights and measures facilities and their
strict supervision, (2) loading and unloading docks at major market
centers, and (3) an improved sanitary system.

Presently, there is considerable disparity in the weights

9

and measures used throughout Pakistan.” Standardized, uniform

weights are essential to developing trust and stable and reliable
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trade transactions between all parties, and the effort to develop
them should be a major objective of public authorities.

Sales in newer markets in lower income areas, such as the
Liaquatabad market, are constantly being eroded by mobile hawkers
who ply the surrounding neighborhoods. These unauthorized vendors
should be removed so that authorized dealers can survive. Further-
more, hygienic conditions are relatively much better in the author-
ized shops, although there is room for improvement.

It should be noted that these recommendations are based on
limited observation by this researcher in various Karachi markets.
Furthermore, an economic rationale or justifications for these
changes might be tenuous, at best. However, in lTow and Tower middle
income areas, which are growing rapidly and are devoid of any
established markets, the quality of foodstuffs and hence of an

important aspect of daily life, could be improved.

Spatial and Regional Planning--A Digression

This section analyzes the need for spatial and regional
planning in developing countries within the context of market cen-
ters. The discussion focuses on two areas: (1) development of
rural-urban linkages and (2) spatial considerations within the urban

setting.

Rural-Urban Linkage

Most often, the landscape of developing countries has been
determined, when it has been planned at all, by administrative rather

than market forces. Planners in LDCs have, for the most part,
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jgnored the dynamics of spatial progression; in imposing their
politically motivated designs of market facilities, they have dis-
rupted relatively efficient market centers and created unsatisfac-
tory ones.

In both developed and less developed countries, many of the
demands of consumers and offerings of suppliers are matched in the
marketplace. A cluster of business activities is performed there,
depending upon the importance and location of that area in rela-
tion to the total region. According to central place theory, for
each set of differing activities, a set of central places is likely
to evolve or develop.

Central place theory, first proposed by Walter Christaller,
sought to explain the observed variation in the size and spacing of
towns that performed the role of central p]aces.]0 When the central
activities of such loci extend their influence over a large area,
they are termed central places of high order; those with fewer sets
of activities are known as central places of lower order.

Christaller visualized an overlay of urban central market
areas descending in size from a very large territory to a spatial
area small in scope and population. He also emphasized the impor-
tance of the consumption of central place goods in the development
of central places. This stratification of centers establishes a
central place hierarchy with interdependent spatial patterns and

interlocking market areas of ordered goods and services.
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On the basis of observations in the United States, Brian
Berry has defined this hierarchical ordering according to central
place goods.]] His schema is shown in Table 6.2.

Proponents of central place theory have advanced several
arguments in support of applying central place models to regional
planning. Berry notes that:

The basic argument supporting use of central-place ideas

in regional planning is that a system of centers arranged

in an hierarchy provides an efficient way of articulating

distribution to, and administration of, regions. A proper

system can avoid duplication and waste and make possible

the realization of social benefits accruing from economies

of scale. Identification of a network of centers and the

scale of activities appropriate to each level makes possible

the proper location of new facilities, or where the scale of

enterprise is changing rapidly, a systematic base for ration-

alization. Where an existing system is an integral part of

the social and economic life of an area, it must be considered

in any replanning efforts or the efforts are doomed to failure.12
Conversely, Frangois Perroux argues that the very leadership of
major central places, as growth poles, sets the pace of progress of
their regions.]3

In underdeveloped regions where hierarchical central place
structures have developed, the effect has been a fair degree of com-
mercialization in agriculture, interspersed with the development of
light manufacturing, processing, and service industries.

Studies in LDCs by E. A. Johnson led him to believe that the
development of hierarchical networks of spatially dispersed market
towns has been thoroughly ignored, which has meant that resources
have been devoted to far less optimal uses. |4 According to Johnson,
since each critical measure of development is influenced by spatial

factors, the need for central place studies and spatial analysis
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is most critical in the LDCs.]5

He goes on to chart the nature of
this spatial development:
[It is through] a complete spatial system of urban cen-
ters arranged in a hierarchy from agro-urban towns through
several intermediate types to the metropolis that growth and
development can be achieved. It is through such a system that
growth impulses can be transmitted downward into the rural
areas with larger centers retaining activities of greater
scale and capital intensity, and smaller centers acquiring
functions that can be performed at lesser scale for more
rural markets or in which capital/labor ratio is low--spread-
ing growth into their hinterlands.16
The development of hierarchical central place structures also
demands the interdependence of one region and another. For example,
the progression from village + town + city - metropolis in the
developed countries has for the most part occurred in gradations,
with a ratio of village to town size in approximately the 16:1 range.
Spatial differences (absence of linkages between regions)
are much more pronounced in LDCs. The village-to-town ratio may
run as high as 300:1, and there is usually an abrupt jump in size
of central p]aces.]7
Most developing economies are characterized by a dual
economy--stagnant rural villages and teeming great cities. The
low town/village ratios indicate little integration of the villages
with the larger regional economy. Although the creation of market
towns is badly needed to develop the hierarchical central place
system, it cannot be formed wholly on the basis of atomistic market
forces. According to Johnson, "planners will have to set in motion
a systematic rationalization of the market and production structure

of their rural economy."18
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Pakistan is no exception to the spatial distortions found
in LDCs: It, too, is characterized by overpopulated cities, a
few towns, and many stagnant villages.

The basic question is how to remove these spatial discrep-
ancies and create a more even progression of central places without
abrupt jumps in gradation. Although there are no definitive solu-
tions, this researcher believes there are at least two ways in which
improvements can be initiated. One would be to encourage the
development of rural regulated markets. According to Johnson,
such markets in India have demonstrated their viability in inte-
grating the rural landscape with market towns because of their
significantly greater market reach as compared to unregulated mar-
kets. Indian regulated markets have also been shown to have stimu-
lated greater output, increased market surplus, and drastically
reduced the volume of farm produce sold to itinerant traders and
petty village merchant:s.]9

Regulated markets also seem to be working well in Pakistan,
where there are now over one hundred. However, more need to be
established in such a way as to link potential rural producing
areas with market towns and urban areas.

Simultaneously with the development of regulated markets,
consideration should be given to the formation of newer intermediate
towns, now commonly known as agrovil]es.20 These can only be suc-
cessfully created if strong central rural assembly markets for agri-

cultural commodities are established with accessible roads leading
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to primary consumption markets. The hierarchical progression can

be charted as shown in Figure 6.3.

Market . Larger .
Villages - Towns Agrovilles Cities Metropolis
(producing (regulated (intermediate
areas) markets-- towns)

producing

areas)

Figure 6.3.--Rural-urban linkages for the development of
central place structures.

Since Pakistan has an agrarian economy, the critical role of
agricultural commodities and markets in helping to create rural-urban
linkages that would spatially intermesh to develop an hierarchical
central place structure cannot be ignored. Establishing such a net-
work should be a key consideration in national planning.

Spatial Considerations
Within the Urban Setting

Observations of market centers in Karachi by this researcher
revealed a disturbing finding: Few market centers exist in low
income neighborhoods, and some neighborhoods have none at all.

This situation should not be totally surprising, as the demand for
higher order goods is partially a function of higher incomes. What
is unexpected is that higher order functions (availability of higher
order goods) are being performed in some of these neighborhoods
despite the lack of lower order functions. For example, the Lyari

area has a very large population, estimated to be between 300,000 and



189

600,000 inhabitants, and yet there is no single central market for
food.2] Only scattered neighborhood markets, operating on a small
scale, exist to serve such a large and burgeoning population. In
poor but large neighborhoods such as this, the authorities should
endeavor to create and supervise essential markets and market
facilities. Middlemen would have to be given incentives to per-
suade them to operate in the newly established markets. Lower food
costs to low income consumers could result from effectively super-
vised market centers operating on a relatively larger scale.

Since early in Parkistan's history, the Empress and Boulton
markets and the New Challi and Jodia bazaars have served as major
central markets for retail and wholesale foods, respectively. The
rapid spread of population in and around Karachi demands that well-
planned regional markets be set up in growing areas to serve con-
sumers more efficiently and to reduce the enormous congestion in
and pressure on the central markets. It is also suggested that
these new regional markets be protected from the inroads of street
vendors by being provided with adequate market facilities and gov-

ernment supervision.

The task of implementing the various reforms and support
programs suggested in this study is enormous. Yet, even a small or
modest effort toward improving the food distribution system is
better than the continued acceptance of the present system. Any
attempt at bettering conditions would be a small but sure step

toward the growth and progress of the nation.
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MIDDLEMEN'S QUESTIONNAIRE

General Information

1. Name of establishment
2.
3.

10.

Location

Type of establishment interviewed

a. ____ Retailer _____Wholesaler/assembler

b. ___ General commodity ___ Fruit and vegetables ____ Meats
No. of major product lines__ 4b. No. of product items__

Store size ____ sq. ft.

Sales volume of establishment ___ Rs/Bags per day/week/month

Do you rent storage space/refrigeration? ___ Yes No

If yes, what percentage of total

Is present storage space adequate? Yes No

If no, do you have any plans to increase storage space?

Yes No
Major functions performed by you: Grading Packing
Delivery Credit Market information

Other

Gross margin (Price-Cost) on three principal products
Name of Product Line Gross Margin
1.
2.

3.

192
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11a. Percentage of salable units per 100 units of purchases sold at
prices below cost

b. Average of percentage reduction below cost
c. Percentage of unsalable units per 100 units of purchases
12. Average number of times you shop for supplies per day/week

13. Time spent per shopping trip

14. Type of customer who shops at your place: wholesaler
retailer peddler/hawker institutional
consumer

15. Family income of consumers: up to Rs. 500 Rs. 500-1000
Rs. 1000-2000 Rs. 2000-3000 over Rs. 3000

16. No. of years in present occupation/store
17. Education of store owner/manager--number of years of schooling:
none up to 4 years 5-8 years more than
8 years

Competitive Attitudes

18. If you buy your merchandise at less cost than the competition,
would you sell for less than the competition? Yes No
Sometimes

19. If the costs of operation are reduced, would you lower your price
as compared to your competitors who are not able to do so?

Yes No

20. Would you use price whenever possible to attract customers?
Yes No

21. Do you cooperate with your fellow intermediaries in fixing prices?
Yes No

22. Would you reduce price only to avoid spoilage? Yes No

Attitudes Toward Change

23. With existing conditions, businessmen cannot do much to improve
their circumstances. Yes No
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24. In conducting business, it is always better to leave things as
they are and wait. Yes No

25. It is better to live for today because tomorrow is uncertain.
Yes No

26. Would you be able to handle newer types of businesses or methods?
Yes No

27. Do you normally listen to what your elders in the family advise

you to do about your business, regardless of consequences?
Yes No

Perceptions on Commercial Loans

28a. Do you need credit? Yes No
b. If yes, then why do you not obtain credit?
credit not available collateral not unable to
commercially sufficient repay

29. What is the approximate collateral on bank loans as a percentage
of the loan needed?

Delegation of Authority and Responsibility

30. Managers/assistants have authority to bargain on price.
Yes No

31. Managers/assistants are sent for major store purchases.
Yes No

32. Managers/assistants have authority to make changes in the
merchandise carried in the store. Yes No

33. Number of assistants per establishment

34. It is difficult to get good, capable managerial talent.
Yes Somewhat No

35. Even if you get the managerial talent, it would be difficult
to trust these managers. Yes Somewhat No

Buying Practices

36. If possible, would you sell larger volume items at lower margins?
Yes No
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37. How much trust do you place in fellow retailers/wholesalers in
conducting your business? None Some Lots

38. Would you be concerned with a fellow retailer/wholesaler not
keeping part of the deal in a voluntary chain set up?
Yes No

39. In obtaining market information, it would be better to rely on
capable government agents compared to fellow middlemen.
Yes No
40. Do you foresee a major problem in the division of costs and
profits in joint ventures? Yes No

Experience and Tradition

41. MWould you be interested in dealing with nontraditional product
lines? Yes No

42. Have you had experience with written contracts?
None Some Lots

Rankings

43a. Rank the best three (in order of preference) of the alternatives
listed below on the basis of Feasibility.
Scale 1 = most feasible 7 = least feasible
IF NONE OF THE ALTERNATIVES IS PRACTICAL then indicate in column
provided.

b. Rank the best three (in order of preference) of the alter-
natives listed below on the basis of Attractiveness.
Scale A = most attractive G = least attractive
IF NONE OF THE ALTERNATIVES IS ATTRACTIVE then indicate in column
provided.
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List of Alternatives

Expansion Chain score
Retailer-sponsored chain Wholesaler-sponsored chain
Government-sponsored chain Mobile store
Mergers None of the alternatives
feasible
None of the alternatives
attractive
Barriers

44. For your first three alternative choices, check those barriers that
in your opinion would impede the development of your preferred
alternatives.

... [Gov't- . | Wholesaler-|Retailer-
ﬁ%ob1le Mer-|Expan-| Chain
Spons. gers| sion | Stores Sponsored | Sponsored

Chains Chains Chains

Barriers

. Seasonal and

. Variation in

. High cost of
borrowing money

. Inability to
obtain loans

. High frequency
and low unit
purchase by
customer

. Inadequate mar-
ket and storage
facilities

. Physical expan-
sion difficult
due to density
of market loc.

irregular supply
of commodities

price

. Inadequate mar-
keting standards
(weights, mea-
sures, and so forth)

. Absence of grad-
ing (differences
in quality)

. Others (suggest
your own)




197

Interest Span

45. Do you take an interest in the way goods are packed by farmers/
assemblers for the consumer/wholesaler markets?
Much Some None

46. Do you take an interest in supplying market information, if any,
to your suppliers or buyers? Much Some None

47. Do you take an interest in the way the goods are transported to
the market? Much Some None

48. Do you cooperate with other middlemen to market goods more
efficiently? Much Some None

Additional Questions

49. Would you adopt the attitude of "live and let live" if you had a
chance to grow at the expense of other fellow retailers?
Yes No

50. Was one of the main reasons for your rejection of all alternatives
based on
a. fear of increased competition between fellow traders in an
already highly competitive market? Yes No

b. feeling that the alternatives are not profitable enough?
Yes No
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