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GorooN W. SmiTH*

MARKETING AND ECONOMIC DEVELOPMENT:
A BRAZILIAN CASE STUDY, 1930-70t

The dynamics of agricultural marketing during the develop-
ment process have received little attention in developing countries. True, several
recent works have explored the efficiency of contemporary marketing systems.
But economic-historical analysis of marketing structures and the forces molding
them is much rarer.? The obstacles to such research are formidable. Data on the
distribution sector are among the poorest in developing countries, and they get
worse as one moves back in time. Compounding the problem, middlemen have
not attracted many chroniclers of their activities.

This study of rice marketing over forty years in Brazil’s Center-South there-
fore joins a small literature.® The Center-South, where economic growth and
structural transformation have been extremely rapid, provides unusual oppor-
tunities for this type of research. In 1930, the region was fairly poor and predomi-
nantly rural. By 1970, a modern economic structure, urban and industrial in base,
had been firmly implanted. Along the way substantial demands for marketing
services were generated, while the factors shaping the marketing system were
undergoing profound modifications.

As Brazil’s main traditional staple and one of its most important growth crops,
rice is a logical choice for this study. By the late 1960s, Brazilians consumed 40 to
45 kilograms of rice per capita each year,* sixteen times the United States level
and one-third of China’s world-leading figure (36, p. 50). In the fifty years after
Brazil achieved self-sufficiency during World War I, per capita consumption of
the grain tripled (25, p. 161), and total production expanded eightfold, a rate
one-third again as high as that for the agricultural sector as a whole (I; 2, p. 257).

This paper, then analyzes marketing change for a traditional, but dynamic,
crop in a region undergoing rapid development. Without undue distortion of

- * Assistant Professor of Economics, Department of Economics and Business Administration, Rice
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T The author would like to thank Werner Baer, Don Huddle, G. Edward Schuh, Wayne Thirsk,
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1 Among the most interesting are studies by M. O. Farruk (10), W. O. Jones (20), Uma J. Lele
(23), and Charles Slater et al. (32).

:Oqc such work is that by Cheng Siok-Hwa (6).

It is interesting that J. R. Moore argued recently that in the United States, too, research has
icsfgdeflé(;()) concentrate on static efficiency to the detriment of marketing change (see 26, pp. 148-49,

* According to estimates made in a study by P. I. Mandell (25, p. 216).
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TasLe 1.—BraziLian Rice ProbucrioN BY STATES, SELECTED YEARS, 1919-68%
(Percent of total)

S3o Rio Grande Minas Minas Rest of
Year Paulo do Sul Gerais Triangle Goiés Brazil
1919 42 14 21 3 4 19
1927/31 average 35 23 20 .. 6 16
1939 31 22 18 3 6 23
1949 27 20 18 7 9 26
1959 20 18 17 . 12 33
1968 12 19 16 ... 19 34

* Data from Brazil, Ministry of Forcign Affairs, Brazil 1937 (1938); Brazil, Diretoria Geral de
Estatistica, Recenseamento Geral do Brasil Realizado em 1 Setembro de 1920: Agricultura; and In-
stituto Brasileiro de Geografia ¢ Estatistica, Conselho Nacional de Estatistica, Anuario Estatistico do
Brasil, various issues.

reality, I have divided the period into three “stages.”® Stage I, 1930-50, might justly
be called the age of centralization and oligopsony. It was dominated by the rail-
road and coastal shipping, by the merchant-moneylender system and by inflated
marketing margins. Moving past 1950, road investment shifted into high gear,
and the Bank of Brazil expanded its program of rural credit at a rapid pace.
Stage II, fully reached by the early 1960s, was dominated by the truck and by the
flexibility, decentralization, and increased competition which it made possible.
Regional oligopsonies were no longer viable, as new market entrants and bank
credit eliminated the bases of their power. Inevitably, marketing margins fell.

A new stage seemed well on the way by 1970 as modern merchandising meth-
ods—advertised brand names sold in prepackaged portions—were increasingly
in evidence. This seems to foretell increasing attention to consumer tastes, to sales
efforts and product quality.

Information on marketing, particularly before 1965, is difficult to find. Hence,
a good deal of my material is based on personal interviews undertaken in 1963,
1965-66, and 1970. The interviews were structured, but informal.® In all, over
sixty firms were interviewed in Sdo Paulo, Rio Grande do Sul, Minas Gerais,
Goiss, and Parani (a list appears in the Appendix). I spoke with bankers in
these areas and received the cooperation of many informed public officials, espe-
cially in Sio Paulo, Rio Grande do Sul, and Rio de Janeiro. A sample of “old
timers” was interviewed concerning the earlier years of the period. Whenever
possible, the accuracy of interviews was checked with other sources and interview
information was used only when there was a consensus among those answering.

STAGE I: 1930-50, OLIGOPSONY AND CENTRALIZATION
Background

Rice production has expanded continually into new lands. From areas near
the coast in Sdo Paulo, Minas Gerais, and Rio Grande do Sul, the crop spread into

5°The pitfalls of the “stage” methodology are well known. However, the principal exogenous
forces acting upon the marketing system in Brazil have moved in spurts. Approximation of the dy-
namics of the system by the comparative statics of stage analysis appears valid.

¢1In 1963, I used an cxtensive formal questionnaire. However, a little experience showed that
far more could be learned by not asking detailed questions about the individual firm’s operations.
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the interior of these states in the 1920s and 1930s. The Minas Triangle (essentially
the western projection of the state of Minas Gerais) and Goids came to the fore in
the 1940s and 1950s, while today Maranhio and Par4 in the far north are Brazil’s
latest rice frontiers (see Table 1 and map).

From the other states, Rio Grande do Sul stands apart in its relatively advanced
production and marketing techniques. There, unlike the rest of Brazil, rice is
produced on irrigated lands, selected seed varieties are used, and mechanization
is increasingly in evidence.” Only in Rio Grande do Sul have marketing coopera-
tives made much headway in rice, and only there is grading sufficiently standard-
1zed to meet the demands of the world market.

However, most Brazilians prefer the upland varieties from Sio Paulo, Goids,
and Minas Gerais. Because of its lower price, grain length for grain length, Rio
Grande rice is consumed in greater proportions by lower income people.

; _7Sec,_for example, 17, pp. 17-18, 23-33. Rice was a profitable crop in Rio Grande do Sul, re-
Quiring fau‘!y large capital investments to be fully exploited. Prominent landowning families werc
attracted to it early in the century, and rice became the “coffee” of the South (sce 29, pp. 20, 64).
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Marketing Channels and Activities

In these early years, rice moved by rail, coastal shipping, and flat boats. These
modes of transportation tend to concentrate trading activities at intermediate
transportation breaks—larger ports and rail centers.®* And so it was in this case,
where rice marketing was partitioned into regional systems centering in Pérto
Alegre and Sio Paulo City.

Pérto Alegre, Rio Grande do Sul’s principal port and main rail center, chan-
nelled the state’s large surpluses to Rio de Janeiro, and less importantly to Sio
Paulo, the poorer states of the north and to foreign markets.” Farmers in Rio
Grande do Sul sold mostly in the interior, to Jocal mills or middlemen, or to buy-
ers representing the larger mills in Pérto Alegre. Although some sold in Pérto
Alegre directly or on consignment, this was uncommon. Not only was the farmer
often committed to sell to the mill which had financed him, but he was sometimes
swindled in the consignment transaction (27, p. 113).

Most mills were too small to integrate the farm assembly, milling, and export
functions under one management. Rather, they bought from farmers and used
commission brokers to scll either to “exportadores”™—firms specialized in placing
rice with buyers in other states—or with the larger, integrated mills.

Even the larger mills did not sell directly in other parts of Brazil. They relied
instead on independent commission brokers in these areas to find buyers. Com-
plementing this localism, employees of firms with home offices in other states
were extremely rare in the Pérto Alegre market and not found in the interior.
Rio Grande do Sul was the preserve of the “gaticho,” and this probably reinforced
regional oligopsony.

Sio Paulo was the rail hub through which produce from Sio Paulo State,
Goiés, and much of Minas Gerais had to pass on its way to the rest of Brazil. The
city had been an important milling center when rice farming was concentrated
not far from the capital. But as the crop moved inland, milling went with it. By
the 1940s, a clear separation had appeared between the Sio Paulo “cerealista”
(wholesale cereals, including beans, specialist), a pure middleman, and the “ma-
quinista,” or miller, who operated in the producing zones.*°

As a rule, the mills did not sell directly in Sio Paulo. They dealt instead with
buyers from the larger cerealistas or sold on consignment in the capital. As with
the Rio Grande mills, even the largest Sio Paulo cerealistas were quite restricted
in their operations. They sold in other markets through commission brokers or
on consignment, and they did not operate in producing areas outside the Sdo
Paulo region.

Marketing channels in the major cities were further fragmented by the atomis-
tic structure of food retailing.** Rice reached consumers mainly through very
small grocery stores. Since these stores bought in small quantities and usually
required credit, full-line grocery wholesalers most economically served their

8 For further information on the centralization of marketing in the United States, during the
railroad age, sce 30, pp. 38-40.

9 Data on destination of shipment is found in citation 1.

101 know of only one exception to this, Labate-Sciatigno, a large cerealista in Sdo Paulo with a
large mill in Olympia, $S3o Paulo, founded in 1943 and disbanded in 1963.

11 This paragraph relies heavily upon interviews with Wanderley Bocchi, President of the Retail
Trade Association in S3o Paulo (1963), Pedrinho Labate, a commission broker who pioneered in di-

rect sales to retailers (1963, 1970), and Phillippe Allain, a director of Supermercados Peg-Pag (1963,
1970), which operates in Sio Paulo and Rio de Janeiro.
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needs. Hence, cerealistas and the brokers representing the larger Rio Grande
mills sold in Rio and Sdo Paulo mainly to full-line grocery wholesalers—or to
cach other. Direct sales to retailers by these specialists were rare.

Thus market channels in Stage I were roundabout, involving a large number
of handling and transactions activities between producer and consumer. Firms
were usually quite specialized, and horizontal integration across regions was
minute. As in Brazilian political and cultural life, localism was dominant. The
inference is that marketing costs were fairly high.

Market Operation

It was through markets rather than decisions internal to firms that the level
of most marketing activities and prices were determined. The people I inter-
viewed were nearly one in the view that markets did not function very well. They
maintained that oligopsony was the rule in the interior assembly markets. Relief
through spatial arbitrage was quite limited by the inadequate communications
systemn and the meager market information available to farmers. Since roads were
poor in the interior, the sporadic entry of new buyers which might have reduced
the power of local oligopsony, was not very effective either.

Nothing contributed more to noncompetitive market behavior than the mer-
chant-moneylender system of financing rice cultivation. The rural credit and
banking network were poorly developed.** Rather than lend to farmers with the
administrative costs this would have entailed, banks, even the (official) Bank of
Brazil, preferred to finance the mills.*® The mills, adding an indeterminable
amount of their own funds, then financed the farmers. A normal condition of
the loan was a commitment to sell to the mill soon after the harvest, sometimes at
pre-contracted and heavily discounted prices. Where funds were more plentiful,
direct interest charges seemed to be “reasonable,”* and the mill paid the market
price at the time of loan liquidation. But here, it was maintained, oligopsonists
often forced exaggerated declines in prices during the harvest months when farm-
ers had to sell.

This picture implies that margins, already high from roundabout market
channcls, were further inflated by oligopsony profits. The inefficiencies of Stage I
cannot be fully documented. Since the most complete data of the period cover Rio
Grande do Sul, the oligopsony-merchant-moneylender model for that region dur-
ing the 1930s will be tested first; evidence of the model’s validity for the Minas
Triangle and southern Goids will then be presented.

Oligopsony in Rio Grande do Sul

In the 1920s, one mill, Arrozeira Brasileira,!® as it was later called, dominated
the rice trade in Rio Grande do Sul. At the peak of its power in the mid- and late-

1% As late as 1954, experts estimated that 10 percent of total outside financing for farmers came
from the Bank of Brazil, 8 percent from other banks, 20 percent from private lenders, and 62 percent
from merchants (sec 22, p. 75).

13 According to conversations with officials of the Bank of Brazil's central office in Rio de Janeiro
and with the Dircctor of the Bank’s Pérto Alegre branch (June and August, 1963, respectively).

. M By 1940, rates of about 15 percent per annum were typical in Rio Grande do Sul, while in-
flation reached 10 percent (sce 27, p. 112). Competition also kept rates charged by mills down in
Colombia (sce 24, p. 255).

. 15 All the information on the early years of Arrozeira Brasileira was obtained from Hugo and
ernando Kessler, former directors of the firm, in an interview, July 1970.
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TaBLE 2.—CoNcENTRATION BY Firms or Rice Exrorts FroM R10 GRANDE po Sur,
SeLecTED YEARs, 1934-60%*

(Percent of total exports)

Year Top firm Four top firms Eight top firms
1934 21 (Arrozeira) 45 65
1935 26 (Arrozeira) 55 77
1936 15 41 64
1938 12 (Arrozeira) 38 58
1939 10 34 56
1946 9 (Arrozeira) 28 47
1949 8 22 38
1959 7 18 28
1960 7 19 32

* Data from Sindicato Arrozeira do Rio Grande do Sul, 4 Cultura do Arroz no Rio Grande do
Sul (Porto Alegre, 1935); and Associagdo Comercial do Pérto Alegre, Boletim, various issues.

Figures are based on port embarkations. After 1960, they no longer represent an accurate picture,
since overland shipment by truck became the dominant form of transportation. Data prior to 1934 are
unavailable.

1920s, Arrozeira’s shipments from Rio Grande do Sul reached 30,000 tons an-
nually,*® 40 to 50 percent of the state’s total exports. Arrozeira received its big ad-
vantage from association with an Italian (Genoa) firm, Flugoni e Previ, which
also operated La Arrozeira Argentina in Buenos Aires. As their contribution to
the firm, the Italians built the state’s largest mill in Pérto Alegre and arranged
ample credit through the Banco Frances e Italiano. Arrozeira’s ability to finance
farmers on a large scale gained it a certain competitive edge.

Taking advantage of its market power, Arrozeira is supposed to have pressured
annual price declines and increases in Pérto Alegre.’” In this manner, purchases
in the interior markets tied to Pérto Alegre could be made at noncompetitively
low prices. Later, sales from stocks would fetch prices more consonant with real
supply and demand conditions.

Unfortunately, monthly farm price data have been collected in the state only
since 1966, while recorded prices for the Pérto Alegre market begin in 1930, after
Arrozeira’s market position was beginning to fade. Even so, concentration ratios
through most of the 1930s were relatively high (see Table 2), and tied financing by
the mills continued its sway. Did prices in the 1930s show evidence of the non-
competitive behavior which was supposedly rampant a decade earlier?

To clarify this, I calculated seasonal indices of rice prices on the Porto Alegre
Commodity Exchange for several sub-periods, 1930-68 (see Table 3). If the market
behaved in the manner described above, we would expect to observe two things.
Seasonal price increases after the harvest months should be larger during the
thirties than in subsequent periods. And they were. Furthermore, the price
increases should occur more abruptly. The 1930-39 index jumps nearly 7 percent
from August to September, coinciding with the end of the main selling season.
In the three months after August, the seasonal increases 12.4 percent and is prac-

18 This, according to Hugo and Fernando Kessler. I encountered published export data by the
firm beginning only in 1934.

17 All informants except the Kesslers concurred in this belief. Reference to such maneuvers is
also made in 28, p. 2.
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TaBLE 3.—SEASONAL WHoLEsALE Price Inpices oF SHorT GraIN Rice (“Japongs
EspeciaL”), Pérro ALEGRE SELECTED AVERAGES, 1930-68%

Month 1930-39 1940-49 1952-58 1964-68
April 948 99.6 1015 98.0
May 94.8 99.0 99.7 95.6
June 92.5 98.1 98.6 96.0
July 94.0 98.0 100.3 974
August 94.4 97.7 100.5 99.5
September 100.7 97.6 100.1 102.6
October 102.8 99.6 97.0 103.6
November 106.1 100.6 98.5 100.4
December 1053 101.3 99.8 99.5
January 107.7 103.6 101.1 101.7
February 104.9 103.2 103.4 104.6
March 102.0 101.9 99.3 101.4
Trough to peak

(percentage increase) 164 6.1 4.9 4.8
Average:

April-August 94.1 98.5 100.1 97.3

September-March 104.2 101.1 99.9 102.0
Percentage increase 10.7 2.6 0 4.8

* Original data for 1930-49 from Instituto Rio Grandense do Arroz (IRGA), Anudrio Estatistico
do Arroz, No. 5 (Pbrto Alegre, 1950); for 1952—68 direct from Bélsa de Mercadorias, Porto Alegre.

Seasonals are means of the ratio of prices to twelve-month, centered moving averages. Short grain
rice was 80~90 percent of Rio Grande do Sul’s output in the 1930s and 1940s. The years 1950-51 and
1959-63 had to be omitted because of the absence of trading in many months.

tically stable after that. The contrast with the behavior in other years is striking.

Statistically, however, the differences in seasonals between the different periods
are not usually significant. The culprit is year-to-year instability in the magnitude
and timing of price changes over the season.

When we look instead at rises from the seasonal trough during the harvest
months to the peak in the off-season, allowing the exact timing to vary from year
to year, the contrasts are more obvious and statistically significant (see Table 4).
The median rise of 35.6 percent from trough to peak during the thirties is never
approached in later years. Seasonals in Rio Grande do Sul changed after 1939
and in the direction predicted by the oligopsony model.

Additional evidence can be brought to bear. The Sio Paulo market in the
1930s was fairly competitive. Besides the Rio Grande mills, many from the Sio
Paulo region sold there on consignment. The Sio Paulo cerealistas added another
powerful force. Therefore, if the oligopsony model is correct, price behavior in
S30 Paulo should differ non-trivially from that in Pérto Alegre.

Comparison of Table 5 with Table 3 will show that the seasonal in Pérto
Alegre was perhaps half again as large in Sio Paulo. In contrast with the nearly
? percent rise in Porto Alegre (August-September), the end of the selling season
in Sdo Paulo brought a 3 percent increase in the seasonal.

High marginal storage costs and elevated risk may also cause pronounced
scasonals. There is absolutely no evidence, however, of a storage shortage in Rio
Grande do Sul during the 1930s. Interviewees all claimed that physical storage
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TabLE 4.—Suort GraN Rick, P6rTo ALEGRE: PERCENTAGE INCREASE 1N SEASONAL
Price InpEx rrOM TroucH MonTH, APRiL—-AUGUsT To Prax MonTh,
SepPTEMBER—MARCH*

Year 1930-39 Yecar 1940-48 Year 1952-57 Year 1964-67

1931 17.4 1940 18.0 1952 7.5 1964 5.2
1932 40.6 1941 21.3 1953 21.2 1965 14.9
1933 51.9 1942 114 1954 6.0 1966 38.7
1934 22.0 1943 6.7 1955 4.7 1967 17.6
1935 18.4 1944 10.6 1956 336

1936 443 1945 6.0 1957 8.6

1937 38.8 1946 7.6 Median 8.0 Median 163
1938 20.8 1947 12.4 Mean 13.6 Mean 19.1
1939 35.6 1948 21.5

Median 35.6 Median 11.4

Mean 32.2 Mean 12.8

* Original wholesale price indexes are from sources cited for Table 3,
Differences are significant at the 1 percent level between 1930-39 and other periods, except 1964—
67 when the significance level was 10 percent, ‘The Mann-Whitney U Test was used.

was not a problem. Risk is more difficult to evaluate, but presumably it was not
much greater in Rio Grande do Sul than in Sio Paulo.

Oligopsony in the Minas Triangle and Southern Goids

Another important, if less well-documented, case of merchant-moneylender
oligopsony accompanied the spurt of rice production in the Minas Triangle and
Southern Goids.*®* Merchants and published accounts agree that in the 1940s and
early 1950s perhaps two to four mills dominated the market in a manner similar
to Rio Grande do Sul (19, p.421).*®

Oligopsony was facilitated by a severe transportation bottleneck which often
cut this market loose from Sio Paulo during the harvest months, permitting very
large spatial price differentials (34, p. 197). (See Table 6.) It is not surprising
that Sio Paulo prices of this region’s long grain rice show little evidence of the
behavior encountered in Pérto Alegre (34, p. 194). Seasonals in farm prices were
likely much larger than in Sdo Paulo’s wholesale market.

Oligopsony Is Temporary

The market power required for grossly noncompetitive behavior was tem-
porary. The fall in the concentration ratio in Rio Grande do Sul has already been
noted. New entry was more rapid in the Minas Triangle area. By 1953, following
two years of intense expansion, 127 mills were operating in the Triangle’s four
assembly centers (19, p. 427). Already in 1957, a group of experts described the
Triangle as very competitive, yiclding no more than normal profits (12). And by
1963, the two largest mills had seen their annual volume fall from 500,000 sacks

18 The main published source on this oligopsony is 19. I supplemented this information with inter-
views in the arca and Sio Paulo.

19 Twenty percent by 1950-51 docs not appear too high a market share for the two largest firms
in the Triangle-Southern Goids region (sce 34, pp. 192-203).
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TasLE 5.—AVERAGE SeasoNaL Price Inpex, 1932-39, Lone Gramwv Rice
(“AcuLsa”), Sio Pauro CereaLs ExcHaNGE*

Month Index Month Index
February 96.3 August 101.8
March 94.0 September 102.0
April 94.8 October 103.2
May 98.5 November 104.4
June 98.1 December 102.9
July 101.2 January 102.8
Trough to peak percentage increase 11.1
Harvest: February-June average 96.3
Inter-harvest: July—January average 102.6
Percentage increase 6.5

* Original wholesale price indexes dircct from Bélsa de Cereais de Sao Paulo, not available until
July 1931. “Agulha,” a long grain rice, was the only variety traded regularly on the S3o Paulo Cereals
Exchange. Seasonal indexes are computed as for Table 3.

each but a decade earlier to in the neighborhood of 100,000 to 150,000,%° as the
number of mills doubled.”*

The predominance of a few firms was rooted in early entry with large financial
resources. 'To maintain their market shares as production expanded, the largest
mills would have required the protection of strong barriers to entry or significant
scale economies. Neither was important at that time. As a result, the superior
management and capital sums required for larger scale operations more than
likely found higher returns in other areas. This is probably the reason, too, why
larger economic groups tied to agricultural products have never been attracted
to rice. **

None of this implies that noncompetitive profits were eliminated by new
entry. Anemic credit, poor market information and inferior transportation-com-
munication links still suggest that noncompetitive profits were not trivial. But
entry guaranteed that large-scale oligopsony could not persist indefinitely. In-
terestingly, rice markets in several other developing countries seem fairly com-
petitive for the same reason.?®

STAGE II: 1951-67, TRUCKS, CREDIT, AND DECENTRALIZATION

In these years Brazil actively pursued an import-substitution industrialization
strategy backed by massive investments in the economic infrastructure. The coun-
try’s real growth averaged 6 percent, led by industry’s 7.2 percent,** while urban

20 According to an interview in October 1963 with the head of one of the firms, corroborated by
other merchants in the region,

. B According to the agency director of the Instituto Brasilciro de Geografia ¢ Estatistica (IBGE)
in Uberlindia, October 1963.

221 know of only two exceptions to this. Matarazzo owned a large mill in So Paulo carly in
the century (see 5, p. 408), and Bunge-Born (Moinhos Santista, Sociedade Algodicra do Nordeste
Brasileiro [SANBRA], etc.) operated Brasilarroz in Pérto Alegre from 1935 until sometime in the
1950s. Neither grew exceptionally large. On Matarazzo see 5, p. 408.

.2 Sce, for example, in India (23, pp. 63-83); Colombia (24, pp. 255, 259). For a contrary con-
cusion on Chile, see 11, pp. 20-63.

24 Calculated from indices in 9, p. 98.
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TABLE 6.—PERCENTAGE INCREASE IN SEAsONAL Price
Inpices FroM TroucH MonTH Durine HarvEsT
10 PEAX MoONTH IN INTER-HARVEST*

Year Sio Paulo Porto Alegre
1932 19.6 40.6
1933 24.8 51.9
1934 10.9 22.0
1935 1.8 18.4
1936 37.0 44.3
1937 11.9 38.8
1938 7.8 20.8
1939 34.1 35.6
Median 15.8 28.8
Mean 18.5 34.0

* Original data as described for Tables 3 and 5.

population exploded at the rate of 5 percent per year (I3). All this brought pro-
found changes in the conditions shaping the marketing system.

Transportation

The burgeoning demand during this period for more and better transporta-
tion was satisfied by vast road programs.*® The road network more than tripled,
to 940,000 kilometers in the period 1952-68, while its quality improved enormous-
ly. In Sdo Paulo State alone, paved roads grew from a mere 64 kilometers in 1944
to 13,300 by 1968 (8, pp. 73-75; 13).

By the early 1960s the truck was able largely to supplant the train and coastal
shipping in the transportation of rice. The switch brought several important
changes. Competition intensified considerably. Many trucker-middlemen ap-
peared who bought from the farmers and sold to the mills in the larger assembly
centers. They most certainly increased the selling alternatives open to producers.

The truck, by making unnecessary the transportation breaks in Pérto Alegre
and Sio Paulo, also decentralized marketing channels. Increasingly, the mills
shipped to the major consuming centers portal to portal. This spelled the demise
of the exporter (“exportador”) in Pérto Alegre and cut substantially into the
business of the Sio Paulo cerealista. The central market function of both cities
evaporated rather quickly: witness the abrupt decline in their organized spot
markets.*®

Raw truck rates were generally higher. But such had been the deterioration
in the services provided by rail and coastal shipping that when pilferage, spoilage,
and delays were added to higher handling costs, the truck rates usually came out
lower except for very large lots and very long hauls.

On all counts—heightened competition, fewer transaction breaks, and usually
cheaper transportation—the truck should have reduced marketing margins.

26 Transportation conditions reached bottleneck proportions in the early 1950s, which led to 2
great flurry of investment in the next 15 years, On the bottlenecks see 18, p. 90.

26 By 1963, total transactions in rice on the Sio Paulo Cereals Exchange had fallen to 6,250 tons
from their 39,000-ton peak in the mid-1950s. By 1970, business was so low that the Exchange re-
fused to divulge its size. Data on the Pérto Alegre Commodity Exchange are not available. As early
as 1963, the author was told by several in the trade that the Exchange ought to shut down, so little
was its turnover.
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Credit

Policymakers dimly realized that their development efforts could be frustrated
by poor performance in agriculture. Among the measures taken to sidestep this
potential bottleneck was one by the Bank of Brazil which expanded its loans for
cultivation expenses (sce 33, pp. 239-41). Rice was among the main beneficiaries,
as the share of the crop financed by the Bank in all of Brazil rose from 5 percent
in 1950 to 42 percent in 1963 to more than 50 percent by the late 1960s. In Rio
Grande do Sul, the Bank was financing over 90 percent of the crop by the early
1960s.*” ‘This program was supplemented by funds from state banks in many
arcas (e.g., Minas Gerais and Sio Paulo).

A drastic decline in the merchant-moneylender system followed. In 1963, every
miller I interviewed in Rio Grande do Sul, Sdo Paulo, and the Minas Triangle
claimed that he had greatly curtailed his loans to farmers. By 1970, I found none
who engaged in this practice on a significant scale?® The alternative of bank
financing must have increased the competitive position of many farmers.

Other Developments

Roads and bank credit were the most powerful shocks to the marketing sys-
tem. There were others:

1. Chain stores, particularly in Rio de Janeiro, enjoyed continual expansion.
Increasingly, the chains supplied themselves directly from the mills or brokers
representing them (see 35, pp. 274, 297).

2. In Sido Paulo, the street fair (“feira”) had become the principal retail source
of rice by the early 1960s.** Feirantes who specialized in cereals often operated
stalls in several locations simultaneously and bought in large enough lots to make
worthwhile direct purchase from cerealistas or brokers representing the mills.*

3. Cooperatives took an ever larger share of production in Rio Grande do Sul,
peaking at 50 percent of the crop in 1964 and 1965. By 1970, this share had been
halved, an example of the power of the turnover tax to distort market channels.*
This tax was due on each transaction and was collected at ever higher rates,
reaching 6 percent in most states by the mid-1960s. But delivery of produce to
cooperatives was exempt from the tax, whereas sales to the mills were not! A
number of cooperatives were viable only with this exemption and closed down
after a value-added tax replaced the turnover tax in 1967.

The true economic value of more direct market channels and verticle integra-
tion is clouded by the turnover tax. However, the fundamental trends persisted
after the tax demise and seem to be rocted in real change. The decline in the
central market transaction is permanent, while the chain store and supermarkets
appear to be inevitable developments. The parallels with the trends in the United
States are clear.®?

2T Data from Carteira de Crédito Agricola ¢ Industrial (CREAI), Servigo de Estatistica da Pro-
ducio (SEP), and 16.

28 This information was corroborated by Bank of Brazil officials, warehouse officials, and other
obscrvers of the marketing scene.
29 According to my interviews, later corroborated by a sample survey (see 14, pp. 152-54).
30 Most millers, ccrealistas, and brokers whom 1 interviewed in 1963 indicated a big switch in
sclling away from wholesalers and to retailers both in Rio and S3o Paulo.
81 Both figures according to the Federation of Rice Cooperatives of Rio Grande do Sul.

f’z On decentralization in the United States and its causes, see 26, pp. 150-52, and the works
therein cited,

their
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Trends in Margins

What was the impact of these structural changes upon marketing perfor-
mance? The information we have points to significant declines in margins
through wholesale.

Marketing costs (abstracting from processing) can be divided into two com-
ponents: (a) instantaneous margins over space and through market channels
and (b) changes in prices over time after the farm commodity has entered the
distribution system. The first component is measured approximately by the
difference between farm and wholesale prices during the harvest months; the
second, by the rise between the harvest months and the beginning of the new crop.

Trends in margins over space—W e have reasonably accurate farm prices over
the period only for Rio Grande do Sul and Sio Paulo. For those two states, I
regressed the farm prices of rough rice on the wholesale prices of milled rice,
both during the harvest months, and on a time trend. Assuming that the average
quality of rice sold by farmers remained more or less constant, as it appears to
have done, the trend will pick up changes in “instantaneous” margins.

The trend is significantly positive in both states (see Table 7). Its coefficient
suggests that by 1968 farm prices were about 15 percent higher in both states than
they would have been in 1952 for the mean wholesale price, 1952-68. In Rio
Grande do Sul the constant is significant, so that the farmer’s share of the whole-
sale price net of the turnover tax is an appropriate measure of margins. It rose

TasLe 7—REcrEssioNs To DETERMINE TRENDS IN MarcINs*

Rio Grande
do Sul S3o Paulo
Facrors

Constant 49 —50.15
Coefhicient for

Wholesale price 52 (.03) 56 (.04)

Trend 1.61 (.50)  2.22 (.80)
R2 91 92

Rise v Farm Price Due To TrEND
(Percent of mean farm price)

1949-68 . 16.7
1952-68 14.2 14.9

* Equations are of the form:
FPy = A4, + A, Ps + A,YR where
FP: = average farm price of 60 kilos rough rice
P: = wholesale price of 60 kilos milled rice
YR = trend with 1952 = 1 for Rio Grande do Sul and with 1949 = 1 for S3o Paulo.
Wholesale prices are nct of the turnover and value-added taxes paid on the wholesale transaction.
All prices are deflated into 1953 Cr$ by the Conjuntura Econdmica price index No. 2. For Rio Grande
do Sul, April-Scptember wholesale prices on the Pérto Alegre Commodity Exchange for 60 kilos of
Jong, medium and short grain milled rice weighted by the proportion of each grain length in the state’s
total production. For Sio Paulo April-September average wholesale price for 60 kilos of long grain
(“agulha l2”) milled rice.
Figures in parenthescs are standard errors.
Prices for Rio Grande do Sul arc from the Bélsa de Mercadorias and the Instituto Rio Grandense
do Arroz; wholesale prices for S3o Paulo are from Prefeitura de Sio Paulo; farm prices from Instituto
de Economia Rural.
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TasLe 8.—~RoucH Rice Price or Goias, as a
PrrceNTAGE OF AVERAGE SAo Pauro Price oF
“AMARELAO EspECIAL,” APRIL-SEPTEMBER,
Sercirien Perrops, 1950-68*

Yecar Percent Year Percent
1950-52 39.0 1960-63 56.1
1954-56 51.8 196466 55.7
1957-59 52.5 1967-68 61.0

* Rough rice prices are divided by .7 to adjust for loss of
weight in milling; wholesale prices are net of turnover tax and
value-added tax on the wholesale transaction. Original data are
from Instituto Brasileiro de Geografia e Estatistica, Conselho Na-
cional de Estatistica, Anudrio Estatistico do Brasil, various issues,
and dircct from the Bélsa de Cereais, Sao Paulo.

from 52.3 percent in 1952-55 to 60.7 percent by 1964-68 (this does not take losses
in milling into account).

Farm prices for Goids are of more questionable accuracy, but their increase
relative to prices in the Sdo Paulo market is unmistakable (see Table 8). The
sharp fall in apparent margins during the mid-1950s reflects the breaking of the
transportation bottleneck and the end of the severe oligopsony in the Minas Tri-
angle-Southern Goids region.

Thus the evidence points to important declines in price differentials between
farm regions and the central market cities serving them. Margins between central
markets are also of some interest. For short and long grain rice®® I regressed
annual average prices in Pérto Alegre on those of the same grade in Sio Paulo
and a time trend.®* The results are not quite conclusive (see Table 9). They
suggest some decline in margins between the two cities, but in long grain rice
the trend is not significant at the 5 percent level. With the short grain variety,
Pérto Alegre prices seem to have risen about 6 percent relative to the Sio Paulo
market. The less dramatic reductions are not surprising, since marketing between
the two cities was reasonably efficient in 1950. Such falls as occurred reflected
lower effective transportation and transaction costs, but, of course, the truck had
amore profound impact in the interior.

In the later years of Stage II, spatial margins between the principal farm centers
and large urban markets were reasonably low, as is indicated by Table 10, typical
of many others which could be presented (see also 7, pp. 192-206; 15; 21). Further-
more, if the United States can be taken as reasonably efficient in the marketing
and milling of rice, the Brazilian system in the Center-South shows little evidence
of gross inefficiency. International comparisons of margins must be qualified,
because of different relative price and tax structures, milling technologies, and
crop varieties. Nevertheless, Table 11 suggests that in the more developed regions
of Brazil, farmers receive a larger proportion of wholesale prices in regional cen-
tral market cities than their North American counterparts. Even a skeptical ob-

dud 3(18 Trading in Rio Grande do Sul's medium grain rice was too irregular in S3o Paulo to be in-
uded.

i 34 Several years’ observations had to be excluded because the markets were inactive much of the
ime,
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TaBLE 9.—REGREssIONs oF WHOLESALE Pricgs oF Rick: Porto ALEGRE oN SZo Pauro*

Short grain Long grain
Japonés Especial Amareldo Especial
1952-69 1956-68

Constant —25.55 9.81
Cocfhcient for

S3o Paulo price 90 (.07) .86 (.07)

Trend 1.212 (.59) 1.29 (1.34)
R?2 93 95

* Equations are of the form:

PPA = Ao+ A, PSP+ A, YR where

PPA = wholesale price in Pdrto Alegre

PSP = wholcsale price in $3o0 Paulo

YR =trend with 1952 =1 for short grain and 1956 = 1 for long grain.

Prices arc nct of the turnover and valuc-added taxes in So Paulo but not in Pdrto Alegre; and
are deflated into 1953 Cr$ by the Conjuntura Econémica, Index No. 2.

Figures in parentheses are standard errors.

Prices for Pérto Alcgre are from the Bélsa Mercadorias, for Sio Paulo from the Bdlsa de Cereais.

@'The risc in the Pérto Alegre price due to trend evaluated at the mean is 6 percent in 1932-68.

server would be hard pressed to argue that markets over space and vertically
through wholesale were not behaving in a workably competitive fashion.

Summarizing, available evidence supports the hypothesis that the truck, the
decline in the merchant-moneylender system, and the appearance of more direct
marketing channels brought important reductions in marketing margins over
space. Although it would be useful to decompose margin changes into their
several components, the necessary data are unavailable for the earlier years.

Margins over time or the return to storage—The rewards to the storage func-
tion did not fall during this period. If anything, the seasonal price indices rose
slightly more in the late 1950s and 1960s than in the years immediately preceding
them (see Tables 3, 5, and 12). An explanation in terms of marketing structure
would be premature, although decentralization may have brought with it higher
information costs and greater risk. The 1960s saw accelerating inflation (1959-64),
painful stop-go stabilization programs (1963, 1964-67), and several inopportune
interventions in the rice market. These external shocks probably dominated the
scene.

In any case, the seasonal price rises are not large and usually yield an average
real return to storage of less than 2 percent per month in the harvest period
(note that the moving average removes the inflation trend). Judging by public
warehouse rates, monthly storage costs during the 1960s were on the order of
5 percent of the value of milled rice at wholesale.*® This would leave 1 to 1.5
percent per month for risk premium, storage losses, and interest on own working
capital to the extent it was used.

STAGE TII(?): 1968-, PRODUCT DIFFERENTIATION
Stage 1I brought reasonably competitive and efficient markets to the Center-
South. But the traditional mill still sold an undifferentiated product in bulk form.

85 Based on six months’ storage in Companhia de Armazens Gerais do Estado de S3o Paulo
(CAGESP), the General Warchousing Company of S3o Paulo, net of all handling expenses.
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Tasre 10.—Marcins v Lone GraiN Rice TuroucH
WHOLESALE, AssuMING 70 PercenNT YIELD IN
MivLLine, ANApoLts, Goris To SAo Pauro*

Percentage of wholesale price Ratio of
Truck Other margin farm price to
Year? Taxb freight components  wholesale price®
1965 6 7 14 84
1966 6 6 12 86
1970 3 6 8 91.5

* Based on prices of rough rice (yielding two whole grains for cach
broken) in Andpolis for 1965 and 1966 from the Instituto de Economia
Rural, S3o Paulo, and for 1970 from millers in Goids; and on milled rice
(Amarcldo Especial) in S3o Paulo from the Bélsa de Cereais. Truck costs
for 1965 and 1966 arc from Bblsa de Cercais. Sdo Paulo Boletim Informa-
tivo, various issucs; and for 1970 from millers in Anipolis.

@ Months included are March-May 1965 and 1966, and June—July in
1970; the choice depended on availability of data.

b Turnover tax in 1965 and 1966; valuc-added tax in 1970.

¢The ratio of the farm price to the wholesale price, net of tax and
freight, has been divided by .70 to adjust for the loss of weight in milling.

Its profits were made mainly on turnover and speculation. Very little was invested
in sales effort per se or in the quality of the product sold.

The proliferation in the late 1960s of supermarkets, creatures of a burgeoning
middle-class living in ever larger urban conglomerations, made possible a new
type of product: high quality, pre-packaged rice, marketed under heavily adver-
tised brand names. Arroz Brejeiro, the pioneer in this field, brought a new out-
look. It maintained minimal stocks, preferring to buy its raw material the year
round, mainly from middle-man assemblers. Brejeiro concentrated on sales. It
advertised heavily in the mass media and successfully differentiated its product
with the urban middle class. By 1970, its sales had far surpassed the levels attained
by the largest of the traditional mills of the past.*® Although Brejeiro has many
imitators, none has yet approached its sales volume.

The main attraction of brand names is their assurance of stable quality. But
asignificant price is paid. The largest firm collects an important rent on its brand
name. For example, in July 1970 it was charging 10 to 14 percent more at whole-
sale than its principal competitors for essentially the same product.*” More im-
portant, all the principal brands seemed overpriced. In July 1970, top-grade long
grain rice sold in the Sdo Paulo spot market at Cr $50 to 51 per 60-kilo sack.*®
Packaging in 5-kilo paper bags added perhaps Cr $3 to the cost of the same
product.” Yet this same grade of rice was being sold in prepackaged form at
Cr $66 to 75 by the largest mills. Only the middle and upper-middle classes in
Flle larger cities seemed disposed to pay this price for security. Several firms have
introduced cheaper, lower quality brands; and some supermarkets are moving
to poorer neighborhoods. But as long as the brand name costs much more than

¥ Estimates supplicd by the manager of Brejeiro’s warehouse put total volume in 1970 at about
0;000.sacks of 60 kilos of milled rice, more than double Arrozcira Brasileira’s biggest year.
87 Prices supplicd by Arroz Brejeiro and Arroz Delta.
38 “Amarelio Extra,” Bélsa de Cereais, Sio Paulo.
® Data from Agro-Beneficiadora, Goidnia, Gois.

1,30
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TasLe 11.—RaTio oF Farm Roucu Rice Prices To WHOLESALE Prices
oF MriLLep Rice: UniTEp STATES AND BraziL*

Date Farm location Wholesale, city  Ratio, percent

UNITED STATES

August—October [ 525
August-June 196669  Texas Houston®? 51.9
Season 515
Season 1966-69 Louisiana New Orleans®® 524
BraziL
April-September 1964-68 Rio Grande do Sul ~ Pérto Alegre®®  60.7
April-September 1960, 1961, 1963  S3o Paulo Sédo Paulo? 60.2
Harvest months, 1965, 1966, 1970°  Anépolis Goids Sio Paulo 584

* Data for United States: U.S. Dept. Agr., Econ. Res. Serv., Rice Situation Mar. 1972; for Rio
Grande do Sul: Instituto Rio Grandense do Arroz (IRGA), Bolsa de Mcrcadorias, Porto Alegre; for
Goids and Sio Paulo: Divisdo de Economia Rural, Sio Paulo, and Bélsa de Cereais, Sdo Paulo.

2 No. 2, U.S. grade.

b1In calculating average wholesale prices, each grain length was weighted by its share in the
State’s total production.

¢ “Especial grade,” net of tax on wholesale transaction.

@ “Agulha Especial,” net of tax on wholesale transaction.

¢ March-May 1965 and 1966, June—July 1970; farm 2-1; wholesale “Amarelio Especial,” net of
tax on wholesale transaction.

the product in bulk form, a dualism in rice marketing, corresponding to Brazil’s
income distribution, is likely to continue for some time.

The economies of scale in media advertising are considerable, and they should
make possible permanently larger firms than had previously been possible. This
trend should be facilitated by the impressive expansion and improvement in inter-
urban telephone communications since 1967, which has eased the problem of
coordination and control within the firm.

CONCLUSIONS

The performance of agricultural marketing is a function primarily of inputs
supplied by other sectors, of transportation, credit, and communications facilities.
Therefore, most of the marketing changes examined in this paper have derived
from the almost inevitable order-of-magnitude improvements in these inputs
which accompanied growth. This suggests a first generalization. (1) Marketing
should, in the normal course of events, contribute positively to the development
process. Growth should reduce marketing costs, which, in turn, should stimulate
the food production necessary for further growth. The magnitude of these “auto-
matic” cost reductions will vary from case to case, but with Brazilian rice they
have been substantial.

A corollary, however, is that the large cost reductions will be concentrated
in the earlier stages of growth, as the economy moves from a poor to reasonably
adequate infrastructure and financial networks. In the Brazilian case, the “easy”
phase was drawing to a close with the end of Stage II in the late 1960s. It would
be surprising indeed if declines in marketing margins continued apace in the
1970s.

(2) Innovations originating within the marketing sector seem of little im-
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Tasre 12.—Lonc GraiN Rice (Amarerio), Sio Pauro Cerears EXcHANGE,
SreciaL GrADE: QUARTERLY SeasoNaLs Arounp CENTERED Moving
AvEracGe, SpEcIFIED PERIODS, 1946-68%

Period 1946-52 1954-61 1964-68
March-May 99.5 98.9 94.6
June-August 96.4 94.8 96.7
September—November 99.8 100.8 104.6
December-February 104.3 105.5 104.1

Percentage increase March—August
to September-February

(six months) 7.4 6.6 9.2
Average monthly trough
to peak in seasonal 13.0 12.9 14.1

* Scasonal indexes were computed as for Table 3, with original data from the S3o Paulo Bblsa de
Cercais.

portance during the earlier stages of development. Often these innovations short-
circuit markets through vertical integration and direct contracts in order to assure
sufficient quantities of quality products. Large retail chains and processors selling
differentiated products, firms which can internalize the gains from product qual-
ity, have been leaders in this area. These firms become important, however, only
with the higher living standards and urbanization of later growth stages, e.g.,
Brazil’s Stage IIL. This suggests that marketing change centering around product
quality and vertical integration will be increasingly important in the 1970s.

Finally, it seems that the private sector performs reasonably well in marketing,
if the necessary infrastructure and financial inputs are available. Public policy
should concentrate in these areas. Intervention in markets or direct government
performance of marketing activities, e.g., state warehousing companies and
marketing companies, is likely to be unnecessary at best, particularly given the
scarcity of management talent in the public sector.
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APPENDIX

MERCHANTS AND OTHERS INTERVIEWED ON RICE MARKETING

Firm Type Person(s) interviewed — Date
Pérto Alegre
Arrozeira Brasileira Mill Fernando and Hugo
Kessler* (former
directors) 6/70
Mercantilarroz Mill Arthur Schaeffer*
Ataliba Wolf* 8/63,
(Partners) 6/70
—_ Broker Walter Schmide* 8/63
Wolff-Kappel Mill Nelson Kappel* 8/63
Floresta, S.A. Cerealista Sr. Callefi* (Head)  6/70
Glitz, S.A. Cerealista Rudy Glitz (Head)  8/63
Jose Berta, S.A. Mill Alvaro Coelho Borges
(Head) 8/63
Instituto Rio Grandense ~ Public Ary Herzog 8/63,
do Arroz (IRGA) “Autarky” (Diretor Comercial)  6/70
and others
FEARROZ Rice Coop. Homero Pegas Gui-
Federation mardes (Diretor 8/63,
Presidente) 6/70
— Author of book Ary Burger 8/63
on rice in RGSt
Sdo Paulo
— Retired Fortunato di
cerealista Lorenzo* 11/62
-— Broker Pedro Labate* Several times,

Labate e Sciatigno

Cerealista-mill

1963, 1967, 1970
Jose Sciatigno*
(Partner) 10/63

Noroara, S.A. Cerealista Pascal Labate* (Head) 9/63
Irméos Cury Mill Cedinho Cury (Head) 5/63,
9/63

Cia Trifngulo de Broker Celso Ferreira (Head) 9/63,
representagdes 7/70
— Broker José Alves 9/63
Brasisul Broker Vitor Facciola (Head) 10/62
— Cerealista Jdlio Tucci Several times
1962, 1963, 1966,

1967, 1970
Ogassawara e Cia Cerealista Sr. Ogassawara 7/63,
. (Head) 6/70

Marziona e Irmio Cerealista The two Marziona
partners 9/63
— Cerealista Massao Matida 7/63,
) 6/70
Tocantins Representagses Broker Head 9/63
Representacses Aragon  Broker Head 9/63
Arroz Brejeiro Mill-packager Head of Sio Paulo

sales office 7/70

* In_ trade as carly as 1930.
't Rio Grande do Sul,
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APPENDIX (Continued)

Firm Type Person(s) interviewed  Date
Arroz Delta Mill-packager Ibrahim Hajjar
(President) 6/70
Cooperativa Cotia Brazil’s largest coop. Fibia lasuda
(Director) 4/63
— President, Sindicato Wanderley
do Comercio Varejista Bocchi 10/63
Supermercados Peg-Pag  Supermarket chain Phillippe Allain 5/63,
(Director) 7/70
Triangle Zone of Minas
Gerais
Vasconcellos e Cia Mill Sr. Vasconcellos  All inter-
views, 10/63
Produtos Vitoria Mill Messias Pedreiro* (Head)
Benedito Nazirio Mill Same
Jayme Tanus e Cia Mill Same
Vellasco e Cia Cerealista Head
Braz e Cia Cercalista Head
Goids
Goidnia All inter-
views, 7/70
Produtos Vitoria Mill David Messias Pedreiro
(Manager, Partner)
Agro-Beneficiadora Mill Mak Soud (Head)
Cereais Ltda.
Name Abrio Cia Ltda. Mill Same (Head)
Andipolis
Arroz Delta Mill-packager Janna Hajjar (Partner)
Arroz Brejeiro Mill-packager Sr. Cividanes (Manager)
Combrasil Mill-packager Sr. Euripides (Head)

Many banks and warehousemen were interviewed in each area.

An additional 25 firms were interviewed in So Paulo, Paran4, and the Minas Tri-
angle concerning dry-beans marketing. Much of the information obtained in these is
also applicable to rice.



