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Economic Research Center Publications Policy

The Economic Research Center was established as an integral part
of the University of Hawaii by Act 150 of the 1959 legislative sessionm.
Its functions, as prescribed by law, are:

"], To evaluate and secure evidence on the economic effects of
proposed and enacted legislation.

2. To perform basic economic research necessary for the operations
of various government agencies.

3. To perform continuing economic and statistical research for
the welfare of the community as a whole.

4. To evaluate the effects of national legislation and national
- and international developments on the economy of Hawaii.

5. To promote understanding of our economy."

As a university research agency, the Economic Research Center seeks
to perform these functions in an entirely objective manner, This means
the approach in each case must be from the viewpoint of the general ,
welfare and not from that of any social, economic, or political interest
group, S

Each research study is carried out under the direction of a person
judged to be professionally competent according to usual academic stand-
ards. In keeping with the tenets of academic freedom, the Economic
Research Center encourages the full and free development of views on
the part of its research personnel, subject to the broad constraint of
maintaining scientific objectivity. Such a policy means that any opinions
expressed are those of the authors alone and do not necessarily represent
the views of the University of Hawail nor any of its administrative or
academic subdivisions. ’
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I. INTRODUCTION

Scope and Purpose

Pineapple production has been a significant force in the growth of the
Hawaiian economy since the latter part of the 19th century. Today, pineapple
continues to occupy a prominent positidn in the local econdpy and ranks next
to sugar as a primary source of income and employment to the state.

The dollar volume of pineapple oﬁtput was $118 million in 1960 which
represented 41 per cent of the total dqllar volume of all agricultural pro-
~ ducts. The receipts from our exports gf pineapple were $113 million which was
slightly overwlo per cent of the total mainland dollars earned by Hawaii in
1960.1 Total payrolls amounted to $39,538,000 and peak employment Qas~24,517
in 1960. The industry paid $13,808,173 in total taxes to federal, state and
county govermments in the 1960 tax year, of which $6,261,286 were remitﬁed to
the state and county, with total excise taxes amounting to $2,605,560. Cur-
rently, there are only three other economic sectors; namely, defense, tourism;
and sugar, which exceed pineapple in value of their gross output.

In recent years there has been a noticeable decline in the industry's
growth rate as:measured by volume of sales relative to the expansion in other
sectors of the local economy. The total dollar volume of pineapple increased
from $101 million in 1950 to $118 million in 1960 and its annual 1950-1960
growth rate was only 1.6 per cent., In contrast, the comparable growth rate
was 18.4 per cent for tourist trade and 15,1 per cent for constructionm.2

This decline in pineapple's rate of growth has led to growing concern

on the part of both industry and public officials as to its role in Hawaii's

1Bank of Hawaii, Department of Business Research, 1961 Annual Economic
Report, Honolulu, June 1961, p. 5.

2Ibid.
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future economic development. Iﬁ a prgaominantly private enterprise system,
any remedial action is undertaken mainly as the result of private in1;1§tive
and decision., In a growing number of situations, however, governmental action
‘has either been enlisted or directly imposed. It is not the purpose here to. B
debate the.merits of private vs. public intervention on the course of economié
events. Rather, the issue is whetherléuch action that is proposed or taken
.1s based on apparently transitory-déveiopments or on a more comprehensive
:assessmént of longer-range tendencies in the industry.

With respect to the current situation of the pineapple industry in Hawaii,
the basic problem is not so much that it has not been expanding as rapidly as
other economic sectors in the state in recent years; nor that foreign producers
seem to be increasing their share of the world pineapple market. The problem
-to be examined is whether there are observable and not purely transitory develop-
ments which may result in a weakening of the Hawaiian pineapple industry's
stfong competitive position in world markets, or a lessening of consumer pre-
ference for pineapple as compared with other fruits in the domestic market in
the foreseeable future.

The primary purpose of this report will be to clarify this issue by
presenting an objecﬁive picture of the economic status of the Hawaiian pine-
apple industry, rather tﬁah to suggest solutions to the'industry's problems,
although some alternatives will undoubtedly come out of the analysis. It
should not be necessary to péint out that the validity or feasibility of any
proposed remedial action can best be judged by the private decision-maker who
is concerned with the profitability of his operations or by the public policy-
maker who is concerned with the status of the public treasury. The role of

the economist or researcher is to define the problem wifh as much clarity as
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the situation will permit, gather and evaluate the data relevant to the problem,

and present the findings in an organized and consistent manner .3

Sources and Limitations

Basic data for thils report were collected from a variety of sourceé

‘including; Pineapple Hawaii: Basic Féqt§;~The Pineapple by Julius Collins,
qnnual reports Qf some of the companies, and other industrial publications.
The discussion of foreign pineapple developments was based largely on reports |

of the United States Department of Agriculture, the United Nations, and varioﬁ;

.. foreign governments. The analysis of domestic canned fruits competition relied

- heavily onithe Giannini Foundation monograph, Pacific Coast‘Canned Fruits

F.0.B, Price Relationships, 1960-61, by Sidney Hoos and George Kuznets. The

da;a from these and other sources were discussed and checked thgoﬁgh:personal
interviews with company executives and other industry off;cials, éinéapple |
research specialiéts, and agricultural eéonpmists. In some cases, additional
information was elicited as the result of the interviews.

It ghould be noted from the very beginping, however, that the sort of
data essential for a thorough analysis of the ecgnomic status of the pineapple
induSt:y proved to be extremely limited in volume and quality. This was trueA

not only for the local industry, but also for the U. S. Agricultural Department,

3The authors wish to express their appreciation to Mr. Herbert Cornuelle
and Mr, Hideto Kono of the Dole Corporation, Mr. Kenneth Smoot of the Pineapple
Research Institute, and other representatives of the pineapple industry for
their cooperation in the preparation of this report; to Dr. Frank Jackson and
“Mr., Tohru Yamanaka, former staff members of the Economic Research Center, for
‘doing some of the preliminary research; to Dr. John Mollett of the Agricultural
Experiment Station for providing useful data and a critical reading of a pre-
liminary draft; and to Dr. Harry Oshima, Dr. Fred Hung and Mr. Gary Weaver,
- staff members of Economic Research Center for helpful comments and suggestions
at various stages of the study. However, the authors alone assume full respon-
sibility for the findings and conclusions. '
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normally the main source of authentic and currenf information on produc;ion
and marketing conditions throughout the world. As a long-term remedy to this
data problem, the Hawaiian Congressional delegation has been urged to support
the necessary appropriations to enable thevU.S.D.A. to employ a pineapple
specialist in its foreign division.

Much has been said of the scarcity of financial and marketing data in
the Hawaiian industry. This has been variously attributed to the industry's
competitiveness and the desire not to reveal 'trade secrets' to one's rivals,
the existence of an industry policy prohibiting the release of certain types of
economic information, and thé accounting difficulties associated with the |
highly diversified nature of some company operations, extending even to the
pfoduction of competitive canned fruits. In fairness to tﬁe local industry,
it may be pointed out that its officials sought to be cooperative to the*full-
est extent and that non-availability of essential data was undoubtedly due
to some of the aforementioned difficulties.

Nevertheless, the scope and uséfulness of any research report must depend
on the type of data available. Consequently, this report deals only with the
effects of competition from foreign prdducers of pineapple, and Pacific Coast
producers of other canned fruits. A more comprehensive analysis would take
into account competition from all fruip canners. But to the extent that the
pattern of Western canned fruits prodﬁqtion is not appreciably different from
production of other areas, this would not be a serious limitation.

Further, this study is limited to solid-packed pinmeapple and is not
concerned with the output of by-products such as juice. But since vari#tioﬁs
in the output of juice are dependent on the output policy for the canned

fruit and total receipts from juice are substantially smaller than from canned

pineapple, this too should not prove a serious limitation.
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A more crucial limitation to the study was its inability to fully
analyze the position of each individual firm in the industry. The necessary
financial data for conclusive analysis of structural relationships within the
industry were not forthcomimg. Some of the possible reasons ’-ha#e already
been mentioned. Thus, the analysis is necessarily gemeralized to overall

industry conditions and cammot account for firm wariastions within the industry.
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II. HISTORICAL BACKGROUND OF PINEAPPLE INDUSTRY

The Haﬁaiiah pineapplg industry operates without subsidies and without
significant tariff or quota protection.1 This contrasts sharply with the
production of other major agricultural cpmmodities in the United States such
as: wheat, wool and sugar, which in one way or another are heavily subsidized.

Each major firm in the Hawaiian pineapple industry Has‘achieved a high
degree of vertical integration so as to permit the application of progressive. ..
management practices at every stage and the coordination of the different
_ stages under common direction and control, It has invested heavily in-research
and mechanization to keep unit costs of relatively expensive labor. and land
at low levels, and has built a reputation as an assured éource of sﬁpply of
a competitively priced product of consistently high quality.2 This achievement
is remarkable in view of the number of areas in the world which are.comparableb
to Hawéii in terms of_physical capabilities for raising pineapple and in which
there are some definite cost advantages.

Furthermore, this industry is geared primarily to the American market
and has, over the years, established consumer preference with this market
which would require a latecomer and/or outsider considerable time and expense

to duplicate., Because of these factors, Hawaiian pineapple has had little

1Cuba pays approximately % cent a pound, the Philippines pays on an’
upward sliding scale that will eventually reach the Cuban rate, and other
foreign producers 3/4 cent a pound., The tariff on juice, on the other hand,
is 20 cents a gallon, enough to provide a very effective barrier to imports.
Pineapple Hawaii; Basic Facts, Honolulu: The Pineapple Companies of Hawaii,
July, 1961, p. 6.

2For a brief description of the imdustry which illustrates the importance
of mechanization and research see Basic Facts About Pineapple in Hawaii,
Honolulu: The Pineapple Companies of Hawaii, March, 1955, pp. 6-7. and p. 14,

, 3For an extended discussion of conditions in other areas of the world,
see J, L. Collins, The Pineapple, New York: Interscience Publishers, Imc,,
1960, pp, 155-186,




CHART 1
KNOWN WORLD PRODUCTION OF CANNED PINEAPPLE BY MAJOR PRODUCERS
MiLLion cAses 1931 - 1960, 26/2% CASES OR 45LB. EQUIVALENTS
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competition in the American market where most of the product is sold. Selling
pineapple in this growing American market gives definite advantages to Hawaiian
producers. The high total and per capita income and high standard of living
enable consumers in America to increase their demand for non-staple items

such as pineapple.

World Industry Developments Prior to World War II

Prior to World War II, there were only thrée ma jor pineapplé‘producing
areas: Hawaii, Malaya, and Formosa, which produced more than one million
cases of size 2% canned pineapple. Hawaii was the major producer and far
exceeded aﬁy‘of,her competitors (éée Chart 1). Hawaii's peak production
was 11,046,830 cases (72.73% of world total) in 1931, while Malayan and
Formosan peak amo nts were 3,391,458 cases in 1939 and 1,674,287 cases in
1938, respectively. During the 1attér paft 6f the thirties, the Philippines
also became important, reaching the peak production of slightly over one
.million cases in 1940. It is significant that this increase was the result
de expansién into the area by an American firm.

The Malayan product during this period was a variety not popular in
America and such data as are available indicate no such highly integrated
~and efficient organization as has characterized the Hawaiian industry.
‘Further,‘Maléyanvpineapple appears to have gbﬁe to British Empire aﬁd Euroéean :
markets, especially to England. There is no indication of efforts to invade
tﬁe u.s. market; and indeed, this may well have been impossible with fruit

of the quality produced in Malaya.4

4Collins, Ibid., pp. 163-166.
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Formosa was anotheruiﬁportant prewar p:oducef of pinegpple. Until
the 1930's, almost all of the»island'alépréts\went to Japan, During the
1930's, however, the indudﬁry became denﬁralized in the hands of a single
firm, and output Apparsntly -expanded beyond the absorptive capacity of the
Japanase market. As d:result, export; both to Europe and to the U.S. ex-
panded during the latter part of the 1930's, though there is little to
infdcate that significant inroads were made in the U.S. merket. It does
gﬁgttgppeér that‘the~qﬁality of the fruit from Formosa was sufficiently high
to have ﬁﬁbigﬁificéntveﬁfect on the quality conscious U.S. congumer.>
Broéuctiénzin the Philippines increased very rapidly from 1937 through
1940, apparently as a result of :the establishment of a plantation and can-
nery on .the island of Mindanao by the California Packing Corporation.
Presumably this fruit was marketed in the U.S. and was competitive with thé
- Hawaiian product. The peak Philippine output was attained in 1940 :and

came to but one-eighth of the total output of Hawaii,

World Industry Developments Following World War II.
The post World War II picﬁure hés been différeﬁt, especially with

respeéﬁ‘to»thelnumber of major producers. Bothk in Aﬁstfaliéwand the Union
;of'Soﬁéh‘Afriéa, prdduétion increased tremendously over the prewar level,
j".‘»exceeding a million cases a. year in Australia by 1954 and in South Africa
by 1957\ Outputs close to a half-mzllion cases a year have been achieved in
. .Mexico, -Martinique, Okinawa, and Cuba, Production in the latter country
excé?ded a miilion cases during 1947 and 1948, but has since fluctuated

_around a lower figure.

' 5Bank of. China, "The Pineapple Indugtry in Taiwan,'" Monthly Economi¢
' Reviéw, Nb. 33 ~Taipei, Taiwan, China; June, 1953 , pp. 12-13.
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CHART 2

PRODUCTION OF CANNED PINEAPPLE BY HAWAII

1931 - 1960, 24/2% CASES OR 45 LB,EQUIVALENTS
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The differences between prewar and'postwar_conditions are further high-
lighted by comparing output in areas of prewar importance with that in_newly_
iemerging areas., - For canned fruit, excluding juice, production in Hawaii, |
Malaya, the Philippines, and Formosa was only 10 per cent greater in 1959
than in the peak prewar year of 1939. Taking the figures of world producéion,

~on the other hand, output was 39 per cent higher in 1959 than in 1939.

This significant increase in production was largely accounted for by
areas which were relatively unimportant in 1939. The four then major pro-
ducers accounted for 95 per cent of the world's total output in that year,
but their share of the total had declined to 76 per cent by 1959. Today,
in ‘addition to four original, major producers, two more areas, South Africa
and Australia, produce in excess of one million cases of canned pineapple.

The production of canned pineapple for Hawaii and all other competitors

~ taken as a whole is plotted on semi-logarithmic paper in Chart 2. This chart
compafes the rate of expansion in the two areas. The rate of expanéion of
production for the two areas was about the same during the period immediately
preceding World War II. During the war, the production in other area fell to
aAmuch larger extent than in Hawaii. |

Since the war, Hawali has maintained a rising trend although the pro-

‘duction has fluctuated from one year to the next. A notable difference
since the second World War is that production of pineapple in other areas
taken as a whole has been rising faster than in Hawaii. The result is that

the Hawaiian share in world total production is lower than that of the pre-

war years., In spite of this falling share, Hawaiian production of canned
pineapple, as shown in Chart 1, is still at least six times greater than that

of any single one of her competitors,
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TABLE 1

PINEAPPLE EXPORTS AS A PER CENT OF TOTAL PRODUCTION, HAWAII, 1931-1960
24 /2% CASES OR 45LB. EQUIVALENTS

R T T ST SN I 2

Year Total Exports Exports as Per Cent
Production of Production
1931 11,046,830 543,842 5.0
1932 4,604,441 386,419 ‘8.4
1933 7,388,187 453,864 6.1
1934 7,554,274 453,015 6.0
1935 9,045,415 488,485 5.4
1936 9,403,843 532,486 5.6
1937 9,753,828 653,958 6.7
1938 8,487,446 409,692 4.8
1939 -+ 9,863,865 518,884 5.3
1940 8,200,044 148,19 1.8
1941 9,165,130 43,459 .05
1942 9,720,585 17,785 .02
1943 9,755,343 7,748 .008
1944 8,823,396 18,197 2.0
1945 7,552,761 26,318 .034
- 1946 8,011,640 247,465 3.1
1947 8,795,022 473,371 5.4
- 1948 10,419,644 242,826 2.3
1949 10,416,082 250,790 2.4
1950 11,314,453 373,679 3.3
1951 10,953,011 564,165 5.1
1952 12,508,093 838,499 6.7
1953 12,227,521 1,090,161 9.0
1954 11,976,917 1,642,233 13.7
1955 13,726,465 1,358,827 9.9
1956 13,211,467 - 2,274,770 17,0
1957 12,219,741 2,214,010 18;0
1958 12,863,291 2,187,691 17.0
1959 12,584,812 1,964,088 15.6
1960 13,239,897 1,623,926 12.3

Sources: Total production from Pineapple Hawaii; Basic Facts, July 1961,

and exports from U,S. Department of Commerce.
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TII. HAWAII'S POSITION IN FOREIGN EXPORT MARKETS!
Since World War II, world production of pineapple has been steadily

increasing due to rising world demand. Taking advantage of this demand,
Hawaii has established herself as one of the major exporters of pineapple.
As a result of Hawaii's growth, Hawaii's exports have increased substantially
as compared with prewar years. Furthermore, in comparison with prewar years,
a larger percentage of Hawaii's total production is now being exported.

‘Pineapple has not been consumed in large quantities in low income and
underdeveloped areas, With the exception of Hawaii and Australia, almost all
production of canned pineapple by these areas is exported. Even in Australia,
86 per cent of the 1960 production of canned pineapple was exported. The bulk
of the Hawaiian production has traditionally gone to consumers on the Mainland.
In the 1930's, except for 1932, Hawaii's exports fluctuated around 5 to 6.7
per cent of Hawaii's total production (see Table 1). The high percentage of 8.4
in 1932 was due to a sharp reduction of production for that year as'a result of
the depression rather than aggressive selling in the export market. As shown
in Table 1, the export volume in 1932 was lower than any other prew;} year.

Since World War II, the situation has changed considerably with a rise

in total export volume and in the percentage of exports, Hawaii's rise in
export volume up to 1956 was markedly faster than that of all competitors
taken as a group. Her peak export volume in the prewar years was 653,958
cases in 1937. This level was excegded_aghearly as 1952 with the gXport of

838,499 cases. During 1956~57, Hawaii's total exports each year exceeded

lynless otherwise indicated, Hawaiian exports refer to exports to foreign
countries, and exports to the mainland are referred as sales or domestic sales,
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TABLE 2

IMPORTERS SELLING PRICE IN HAMBURG, WEST GERMANY
FOR A DOZEN NO., 2% CANS OF CHOICE SLICES IN DOLLARS

L

Relative Prices

Hawaiil Taiwan South Africa Australia Hawaii Price Hawaii Price
Taiwan Price South African Price

August 1959
Jenuary 1960
July 1960
October 1960
January 1961
April 1961
July 1961
October 1961

4.28 3.88 3.9% 1.103

4.28 3.91 3.60 1.0946

4.03 3,77 3.83 1,0689

3.97-4.14 3.69 3.54-3.57 1.0989 1.139
4.17 3.63-3.68 3.45-3.68 1.1419 1.17
4.62 3.72 3.60 1.242 1.28
4.12-4.18 3.69 3.57 1.1246 1.162
3.9 3.66 3.54 1.0765 1.113

Source:

U.S. Department of Agriculture, Foreign Crops and Markets, Foreign Trade Bulletin Nc.

s. 449, 478, 500, 526, 538 & 574.
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two million cases, which is at least three times more than the prewar peak
volume. Compared to Hawaii, all competitors combined together established
their prewar peak of canned production in 1953. However, this overall
recovery of competitors was due to expansion by new producers, rather than
rapid expansion by prewar competitors. Malaya has never reached her past
peak level, while Formosa gained her prewar peak volume only in 1958. This
rapid expansion of exports by Hawaiian producers came to a halt in 1956.
Both export percentage of total production and total volume of exports have
been declining, eliciting expressions of concern by officials in the Hawaii#n
industry. But, in spite of this noticeable declire in recent years, Hawaiian
exports are still much larger in volume and proportion than in prewar years,
as shown in Table 1.

Unfortunately, it is not possible to clearly separate the effects of
the various factors responsible for the recent decline in exports. However,
a reasonéble judgment may be reached after an analysis of pricing relgtion-

ships and structural changes in the industry.

Pricing

Because pricing plays a major role in foreign trade, it is important
to analyze Hawaii's recent fall in exports in relation to the pricing of
pineapple. Such an analysis may clarify the question of whether or not

Hawaii has been pricing herself out of the export market.

The comparison of various prices of pineapple in the foreign market
shows that the price level of Hawaiian pineapple is higher than that of
other countries. Table 2 shows the per dozen prices of number 2% cans of
choice sliced pineapple in Hamburg, West Germany. Hawaii's price is defi-

nitely higher than that of her competitors. But as Hawaiian pineapple has
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CHART 3
CANNED PINEAPPLE SHARES IN WEST GERMANY BY MAJOR COMPETITORS
1955 - 1961
PERCENTAGE.
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. Sources:

1. Pineapple Hawaii; Basic Facts,
Honolulu, The Pineapple Companies of Hawaii,
July 1961.

2, Nine months figures are used in
1961 and from U.S.D.A, Foreign Trade Bulletin
No. 575.
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probably been sold at higher prices for many years, this factor alone does
not necessarily explain the recent fall in exports. Furthermore; absolute
"~ price differentials do not give a complete picture because they conqeal such
faétors as quality diffefence, consumer preference, and continuation’of
supply. What is more relevant;hefé is}how prices of competinghcountries
have been behaving in the past.” In international trade, not only absolute
price differentials but also the movement of relative prices play a major
f ro1e in determining market shares. Hénce, it is important to compare rela-
‘tive price movements to see if Hawaii has been pricing herself out of world
" markets.
Chart- 3 shows the flﬁctuation of the major competitors' share in the

West German market, the most important customer for Hawaii in terms of quan-
tity sold. As shown in the chart, both Hawaii and Formosa sold about the
.samquuanfity in 1955, bu; Hawaii greétly exceedéleormosanJSalep in 1956
 and 1957 during ﬁhich timé Hawaii's sﬁare~was 71 per cent. ‘Théredﬁter,
ﬁawaii's share began to fail, reaching the low level of121 per cent in 1960,
However, an encouraging sign is. that data for the first nine months of 1961
indicate a reversal in the downtrend for;ﬁawaiian sales, Formosa's share
~went down in- 1956 and 195?, recovered in 1958 and 1959, and thereafter has
beeﬁ}declihing. éouth Affica has bebome a major competitor inm the past few
ygafs, grabsing 30 per cenf of Germany's share in~1960.h But her share appears
to have fallen in 1961.

| ﬁnfortunately, coﬁplete relative price data for the past severdl years
are not availébie; making a’correlation analysis between fluctuation.of
ghares and movemeﬁt of relative prices difficult.

The limited‘Aaga”pres;ntly available show both Hawaiian andfFormosan

prices have been élightly declining  since 1959, reflecéing more éompgtiﬁibn
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in the West Getﬁan market. One reason for this is thg low price competition
éoming from South Africa, forcing both Hawailian and Formosan prdducers to

be much more price conscious than in the past. Consequently, both the
absolute price and relative price raﬁio for Hawaii have been slightly re-
duced (see Table 2). This behavior may be encouraging in terms of Hawaii's
gaining back a larger share of the mérket, but might also result in less
profit for Hawaiian producers. |

Based on the limited data presently available, it may be said that

prices in recent years have not generally risen faster for Hawaii than for

her major competitors, although the absolute price for Hawaiian products
remains higher.2 But this finding ddes not take the improvement in ''quality"
of foreign pineapple into account.

This quglity improvement has been partly the result of the adoption of
better production and processing methods, including moré explicit attention
to uniformity of quality. More important probably has been increased culti-
vation of the Smooth Cayenne variety of pineapple, the only type grown in
Hawaii and the one best suited for canning. Improvement has not been uniform

among.or within producing areas, Formosa having apparently made the greatest

2General wholesale price index number for Formosa has shown a very rapid
increase, registering 184 in 1960 on the basis of 1953 price as 100. The
comparable numbers in 1960 were 109 for both the U.S. and Union of South
Africa, and 112 for Australia. However, this rapid rise in Formosan price
was mainly offset by even faster rate of its currency depreciation. In
1952, the exchange rate ranged from 10.25 to 15.55 Formosan dollars per U.S.
dollar but in June, 1961, it rose to 40,04 Formosan dollars per U.S. dollar.

Sources: 1., Wholesale price index from United Nations, Monthly Bulletin
of Statistics, April, 1961,

2, Exchange rate from International Monetary Fund, International
Financial Statistics, Vol. XIV, No. 11, November, 1961.
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strides. A significant point affecting the Hawaiian pineapple industry
in an unfavorable direction is that quality improvement of foreign pineapples
appears to have been'achieved without substantially raising list prices to
~ levels set by Hawaiian producers.
! Much discussion has centered about the impact of the rapid rise in labor
costs on Hawaiian pineapple prices. While it may be true that absolute wage
rates are higher in Hawaii than in other producing areas, such direct com-
parisons may not be too meaningful. ' The relevant economié concept is not
the wage rate, but the cost per unit of output. This may actually vary in-
~ versely with wage rates if the higher paid workers are endowed with more and
better cooperating factors such as capital, natural resources, management, and
entrepreneurship.

Perhaps the most crucial factor in any evaluation of relationships
between wage levels and labor productivity is the status of industry tech-
nology. Hawaii has traditionally led in this respect. But with the re;ovefy
and development that has occurred in other pineapple producing areas, abetted
‘ in some cases by American foreign aid, it is not unlikely that Hawaii's tech-
nological lead has been narrowed. Hawaiian industry officials nevertheless
state that the overall level of technology here is still far superior to
that of the major competitors.3

Without a much more comprehensive study of pineapple technological and
resource use developments, therefore, it would be difficult to conclude that
in the future unit costs in Hawali will rise more rapidly than in other

areas.,

3Information based on interviews with industry officials.
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Another explanation advanced fot the recent declihe in Hawaii'’s export
share is that foreign sellers are either deliberately reducing profit margins
or engaging in dumping in order to recapture pre-war markets or enter into
new market areas. Unfortunately, such occurrences are almost impossible
to document. However, both Formosaﬁ and South African producers seem to
realize that their price will have éq be substantially lower than that of
Hawaiian pineapple in order to improve their market shares. \In fact, the
South African‘government has been prdposing to curtail production to meet
probable demand until such time as an expanding market can belassured.4
Therefore, dumping and low profit ma;gins appear to be transitory influences
at best and in Qiew of the basic sérgngth of the Hawaiian industry are not
in theméelves likely to undermine its long run poéition.

To sum up, Hawaii's pineapple.prices are higher absolutely than those
of her competitofs, but it is not conclusive that they have moved up faster
than those of foreign producers. And it is relative price movements that
are significant, But since foreign producers seém to have improved the
quality of their products at existing prices and costs, it is possible that
they have gained relatively for this reason. However, analysis of the avail-
able data does not point to the conclusion that price increases were the real

cause of the setback for Hawaiian exports since 1956.

4Information obtained from the interview with a person connected with
the industry, February 9, 1962,
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TABLE 3

PINEAPPLE IMPORTS AS A PER CENT OF TOTAL PRODUCTION, HAWAII,
AND IMEORTS FROM PHILIPPINES 1931 ~ 1960

Total:

Yéur= - . , - - Total Imports Import from
Production Imports wail- T. Production 11
1931 11,046,830 167,356 S 1551 73,095
19832 4,604,441 187,207 4466~ 117,99%
1033 7,388,187 145,531. 1, 96+ 74,845
193% 7,55%,274 90, 700 1.20° -
1935 9,045,415 287,636 3 1%5 148,768 -
1936 9,403,843 441,580 4,70 181,254
1937 9,753,828 1,006,612 10,32 599,201
1938 8,407,446 699,649, 8% 26+ 4764, 118:
1939 9,863,865 1,664,281 16587 9933, 8312
19%0 &, 200, 044 1,887,822 23,02 1,072 870
1941 9,165,130 1,239,845 13.53 657, 305
1942 9,720,585 576,152 5,93 -
1943 9,755, 343 772,945 7.92 -
1944 8,823,396 426,912 b, 86 -
1945 7,552,761 531,957 - 7.0% -
1946 8,011,640 880, 135 10.99 -
1947 8,795,022 1,230,139 19.77 Co -
L9488 1054485644 2,059, 887 19.77 - 470,064
1949 10% 416,082 2:,101,971 20,18 " 962,632
1950 ¥1,334,453 1,891,253 16,72 1,126,627
1951 10,953,011 2,262,790 20.66 1,569,179
. 1952 12,508,093 2,031,028 16.23 1,488, 933
.~ 1953 12:,227 521 2,352,648 19,24 1,797,908
1954  T1,976,917 1,293,568 10.80 7§2 838
1955 13,726,465 1,650,211 12.02 gﬁgaago
1956 13,211,467 1,9%6,085 14,88 1, quezza*
1957 12,219,741 2,222,826 18.19 },zrg 902% .
1958 12,863,291 1,866,924 14.51 =~yw3%161*
1959 12,584,812 2,067,787 16.43 1, b4, 754+
1960 13,239,397 2,666,252 20.13 1g§gggﬁa3*
i 73 3\§?».

*Dutiable imports beginning January 1, 1956 -~ (sub ject t:o £ractiona1 |
amounts, 1ncreasing yearly, of the ordi.nary customs duty)”

Seunce: ‘Production data from Pineapple Hawaii; Basic Facts, July 1961

ﬂ Mt«.s from U.S, Department of Comerce. ,

My
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IV. HAWAIIAN PINEAPPLE IN THE DOMESTIC CANNED FRUITS MARKET
. ‘Q

Foreign Pineapple Imports

The impact of foreigm competition on the American domestic market,
where Hawaiian producers traditionally have dominated, has not until recently
been especially significant. American imports of foreign canned pineapple
increased sharply up to 1948, but.have fluctuated about the 1948 level ever
singe. During'the early thirties, foreign imports were very small, However,
in the late thirties, they increased sharply, reaching the peak level of
1,887,822 cases in 1940. This amounted to 23 per cent of ﬁawaii's total
production (see Table 3). Since the war, imports have been fluctuating
around 2.m11110n cases annualiy, except in 1960. Imports as a percentage
of total Hawaiian production have varied from a high of 20.66 per cedt in
1951 to a low of 10.8 per centiin 1954, 1In 1966, foreign imports were
2,666,252 cases, or 20.13 per gent of total Hawaiian production, in compari-
son with 23 per cent in 1940.

It is significant to no:e%that thé greateéE qﬁantity of imports have
come from the Philippines, (see Table 3), and that 75 per'ceht of the
Philippines’production has been'acbountéd for by the Philippine Packing
Corporatipn.1 Exports by this company are marketed mainly in tﬁe U.S. under
.the Dei Monte brand label of the California Packing Corporation.

Prices of foreign pineapple in American markets are considerably lower
than for the Hawaiian var;ety (sée‘Table 4). In spite of substantial price
differentials, foreign imports have not expanded significantly in the past.
Whether this 1s because foreign producers have not made a major effort to

dispose of large quantities in the American market or whether this is due

13, L. Collins, op._cit., p. 157,
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TABIE 4

PRICE OF FOREIGN AND HAWAIIAN CANNED PINEAPPLE

p— o e 2

South Africén " Hawaiian Choice Hawaiian Fancy

Boston $2.36 $2.90 . $3.57%
New York 2.40 2.90 3.57%
Formosan Hawaiian Choice
~ Sioux City $2.75 $3.04
Australian Hawaiian Fancy
San Francisco $2.52% $3.47%
Note:

The price competition of foreign pineapple in U.S. markets is
reflected by these actual quotations being made in 1959,

Source: The Pineapple Companies of Hawaii, Pineapple Hawaii -
Basic Facts, July 1961,
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CHART 4

CANNED PINEAPPLE PRODUCTION, MOVEMENT, IMPORTS AND EXPORTS
IN' 1930-1960, 24 NO. 2% CASES OR: 45 LB. EQUIVALENTS
MiILLION . CASES

20 .

MOVEMENT
«

N
EXPORTS

A

/930 3% 3¢ 3¢ 34 “o uz e “ “ $0 52 s¢ - 56 Ers

Sources: = Production data from CHART 1, Imports and exports data from
U.S. Department of Commerce, and Domestic movement data from Sidney Hoos
and George M, Kuznets, Pacific Coast Canned Fruits F.0.B. Price Relation-
ships, 1960-61, California Agricultural Experiment Station, Giannini
Foundation Research Report No. 246, July, 1961,

o
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to the carefully nurtured consumer preference for the Hawailan product is

conjectural at this stage. A fundamental advantage for Hawaiian producers

would seem to be their ability to provide a continuous and large supply of

high quality products for the mainland market. The close dependence of
Hawaiian production on domestic market movements, rather than on fluctua-

tions in foreign markets, is clearly brought out in Chart 4.

Competition from Other Fruits

In the domestic market, the significant competition for Hawaiian pine-
apple probaﬁly comes from other domestic fruits and juices, rather than
foreign pineapple; Comparvative sales data for Califormia ox Pacific>Coast
canned fruits are given in Chart 5.

During the prewar yeafs,_in terms of quantity sold, Hawaiian pineapple .
and California cling peacheé beionged to the top group, while Pacific Coast
pears, California apricots, and California fruit cocktail formed the lower
sales group. One siénificant difference in postwar sales 1s that the cluster-
ing of sales into two gréups has been broken and a clear ranking is now
possible. Domestic séles of California cling peaches have pulled ahead of
Hawaiian pineapple, while California fruit cocktail has moved ahead of pears,
freestone pe;ches and apricots.

The market for canned fruits generally has expanded considerably in the
postwar period and all fruits, including Hawaiian pineapple, have shared in
this growth, although unevenly. Because sales of other fruits have increased
more rapidly, it aépqars that the relative share of Hawaiian pineapple has
fallen off. Nevertheless, pineapple sales have increased absclutely and
remain in the second position behind California cling peaches in the Western

canned fruits market.
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CHART 5
CANNERS' COMMERCTAL DOMESTIC MOVEMENT OF CANNED FRUITS, 1924-1960

/N MILLION
O; cAses 24 NO. 2% CASES OR 45 LB. EQUIVALENTS
16}
. CALIFORNIA ‘ PeACHES
'4 . a.' .°.‘ - R ~.....' K ..:
1} .

VA
CALIFORNIA
APRiICOTS

/1924 2 28 30 32 3¢ 36 38 “do 7 & 54 33 5 sz

Source: Sidney Hoos and George M. Kuznets, Pacific Coast Canned Fruits F.O0.B.
Price Relationships, 1960-61, California Agricultural Experiment Station, Giannini
Foundation Research Report No. 246, July, 1961,

htd - - -
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TABLE 5

CANNERS PRICES OF SELECTED CANNED FRUITS
(Weighted Average Canners' f.o.b. sales prices*)
; Cases of 24/2%

[ e e

Pac.Coast . -
Marketing California Californmia Pacific Elberta California Hawaiilan*
Year Cling Peaches Apricots (Coast Frees. Fruit Pineapple,
June=-May (Choice) (Choice)  Pears Peaches  Cocktail  Sliced

(Choice) (Fancy) (Choice) (Fancy)
(Dollars Per Case (24/2%) ‘ ;

1947/48 4,78 6.00 7.10 6.50 6.90 6.10
1948/49 5.10 5.25 8.10 7.00 6.65 6.80
1949/50 4,07 5.00 5.30 5.90 5,70 6.40
1950/51 5.17 5.75 . 7.80 7.50 6.65 6.80°
1951/52 5.53 5.9 7.86 7.50 6.68 6.80
1952/53 5.32 5.68 6.49 7.00 6.41 6.85
1953/54 5.12 5.25 6.91 6.70 6.67 6.85
1954/55 5.17 5.66 6.92 6.45 6.57 6.90
1955/56 5.70 5,10 6.72 6.78 6.56 7.35
1956/57 5.35 5,60 6.89 6.29 6.22 7.40
1957/58 5,10 5.48 6.25 6.10 6.28 7.45
1958/59 5.36 6.75 6.88 6.16 6.83 7.75
1959/60 4,89 5.38 6.15 5.79 6.27 8.05
1960/61 4,86 5.24 6.50 5.52 6.17 8.05
Index of Above Average Canners Prices (Computed by P.G.A.H.)
Three Year Average
1947/50 100.0 100.0 100.0 100.0 100.0 100.0
1947/48 102.8 110.7 104.0 100.5 107.5 9.9
1948/49 109.7 96.9 118.6 108.2 103.6 105.8
1949/50 87.5 92.3 77.6 91.2 88.8 99.5
1950/51 111.2 106, 1 114.2 115.9 103.6 105.8
1951/52 118.9 109.5 115.1 115.9 104.0 105.8
1952/53 114.4 104.8 95.0 108.2 59.8 106.5
1953/54 110.1 96.9 101.2 103.6 103.9 106.5
1954/55 111.2 104 .4 101.3 99,7 102.3 107.3
1955/56 122.6 9,1 28.4 104.8 102.2 114.3
1956/57 115.1 103.3 100.9 97.2 96.9 115.1
1957/58 -109.7 101.1 91.5 9,3 97.8 115.9
1958/59 115.3 124.5 100.7 95,2 106.4 120.1
1959/60 105.2 99,3 90.0 89.5 97.7 125.2
- 1960/61 104.5 96,7 95,2 85.3 96.1  125.2

*f,o.b, cannery except pineapple, f.o.b. San Francisco.

Source: Sidney Hoos and George M, Kuznets, Pacific Coast Canned Fruits
F.0.B. Price Relationships, 1960-61, California Agricultural Experiment Sta-
tion, Giannini Foundation Research Report No. 246, July 1961,
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ihe analysis so far has been limited to quantity movements of various
fruits. The picture is changed somewhat when price movements are also con~
gidered. The price of Hawaiian canned pineapple (sliced fancy variety) has
been rising faster than that of other competing fruits, (see Table 5). If
other varieties of canned pineapple such as pineapple chunks, excluding
canned juice, were agsumed to approximately follow the price movement similar
to sliced pineapple it can be said that Hawaiian pineapple rather than
California cling peaches have led the ranking of all the fruits during the
post war years in terms of total revenue (i.e., quantity sold times average
price). Furthermore, it might be said that revenue from Hawaiian pineapple
sales have been increasing at a slightly faster rate than California cling
peact.s, This indicates sales have been maintained despite the fact that
the price of Hawaiian pineapple has been increasing at a faster rate than
that of peaches and other competing canned fruits.

A recent statistical study, utilizing the same price data, concludes
that a change in the price of competing canned fruits significantly affects
the prices of other canned fruits, with the exception of Hawalian pineapple.2
In other words, the price of Hawaiian canned pineapple does not respond
significantly to a fall in the prices of other fruits.

An important inference to be drawn here is that the United States
demand for Hawaiian pineapple has been somewhat less elastic than for other
canned fruits (i.e., price increases apparently have not had the effect of

restraining consumer purchases of the product so that revenues have continued

2john A. Mollett, Some Price Relationships of Hawaiian Canned Pineapple
and Selected Pacific Coast Canned Fruits 1947-1961, Agricultural Economics
Report No. 56, Hawaii Agricultural Experiment Station, University of Hawaii,
December, 1961. '
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to rise in the process.) The reasons ueﬁdlly.advanced for rigins ﬁineapplé»'

prices are increases in labor and transportation costs or the nacessity»of~17

attaining a given return on investment. But Whether higher costs can ‘

actually be passed along to the consumer in a fairly competitive situation

must depend on consumer willingness to meintain purchases in the face of

‘hisher prices.

s
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V. INTERNAL STRUCTURE OF HAWAIIAN INDUSTRY
The analysis so far has been directed toward the Hawaiian pineapple industry
as a whole; data limitations have not permitted an analysis of the situa:{qn of
ind;viduai fifms. Unlike the sugar industfy which operates cooperatively, pine-
apple firms operate competitively and this may explain their reluctance to release
detailed information on their production and financial status. But without such
data a compreheﬁsivé analysis of the industry's status and'praspects is extrémely
difficult.
The three major producers, Dole Corporatiom, Libby, McNeill & Libby, and
California Packing Corporation, dominate Hawaiian industry with 73 per cent of
total production (see Table 6). The other firms play a substantially smaller
role lua the industry. |
It is difficult to judge the profitability of the pineapple operations
because of the lack of relevant data. Financial statements for the firms are
elther not released for public use or are consolidated with mainlapd and bther
operations. The available consolidated financial statements show that they

have not been incurring consistent losses (see Table 7). The profit-sales ratio
for both.the Dole Corporation and the California Packing Corporations has been
relatively stable over ghe past ten years, The simlilar ratio for Libby has

gone down slightly in recent years and the ratio for Hawaiian Canneries has

been low due to the loss in 1957 and 1958.

In the 1ight of the substantial expansion of industry production since the
war, it may be assuﬁed that the local industry has been earning profits. It is
also true that no two firms have been affected in exactly the same Wway and that

a few marginal firms such as Hawalian Canneries have not operated profitably,
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PERCENTAGE OF PRCDU TION, EMP

TABLE 6

LOYMENT AND PAYROLL (FOR YEAR 1960)

, Employment
Rank & Plantation : Cannery
Companies Per- Tntere Payrcll
Centage Regular [Seasonal | Total | Regular| mittent | Seasonal| Total
Baldwin Packers Sth 118 205 323 48 206 649 903 $1,584,882
California Packing
Corporation 3rd;18%
Gahu - 311 408 719 166 404 2,376 2,946 5,374,900
Molokai 207 309 516 1,465,000
Dole Corporation 1st;36% v
Qahu 459 669 1,128 579 1,189 4,102 5,870 13,794,714
Lanai 487 360 1,047 2,973,392
Hawaiian Fruit
Packers 18th;2.75% 32 163 195 33 438 471 784,733
Rauai Pineapple - '
Company 6th 9% 92 186 62 112 766 940 1,347,996
Libby, McNeill &
Libby 2nd;19% ‘ :
Oahu 41 67 108 i63 438 2,025 2,626 3,498,151
Maui 91 127 218 33 207 607 847 1,493,320
Molokai 415 304 719 1,959,231
Maui Pineapple Co. (4th 369 155 526 132 458 655 1,245 3,670,006
Hawaiian Canneries
Company 5th;3%% 109 262 371 82 172 947 1,201 1,911,923

Source: The Pineapple Companies of Hawaii, Pineapple Hawaii - Basic Fécts, Hawaii, July 1961, pp. 25-28.

"
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TABLE 7

PROFITS AS PERCENTAGE OF SALES, 1951 - 1961

T

Fiscal Net Profit Profits as % of:
Year Net Sales After Taxes Sales

DOLE CORPORATION

1960 $89,277,318  $2,577,109 2.9
1959 91,917,135 4241144 4.6
1958 87.003.422 3,258, 640 4.1
1957 81,521,042 1,419,867 1.7
1956 71,808,562 2,652,047 3.7
1955 58,807,618 1,369,025 2.3
1954 60,089,711 1,877 402 3.1
1053 59,108,377 3,143,941 5.3
1952 46,239,254  (1,631.,853) 3.5
1951 54.718.976 3,521,301 6.4
CALIFORNIA PACKING CORPORATION
b
1960 $352,534,506  $14,530,177 4.1
1959 346,284,693 11,785,101 3.4
1958 325 451,558 8.427 828 2.6
1957 287,632,236  12.602.39% bb
1956 269,264,630 11,449,003 4.6
1955 233,849,668 8,867,955 3.8
1954 22685289 6.676.211 2.9
1953 215,667 864 5,653,026 2.6
1952 200,629,398 7,115,855 3.5
1951 222.875.150  13.023.801 5.8

8piscal year ended May 31.
PFiscal year ended February 28,
() = Loss.

Source: Honolulu Stock Exchange, Manual of Hawaiian Securities,
1951 through 1961.
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TABLE 7--Continued

Fiscal et Sales Net Profit Profits as % of:
Year Aftex Taxes Sales

LIBBY, McNEILL & LIBBY

1960 $294,707,000 $4,204,000 1.4
1959 296,173,000 5,807,000 2.0
1958 296,000,000 2,701,000 .9
1957 302,651,000 3,676,000 1.2
1956 292,514,000 8,038,000 2.7
1955 261,876,000 5,433,000 2.1
1954 215,410,000 4,165,000 1.9
1953 212,119,000 6,124,000 2.9
1952 177,115,000 1,863,000 1.1
1951 196,354,000 5,830,000 3.0

HAWALIAN CANNERIES CO. LTD,

1960 $6,349,735 $157,534 2.5
1959 5,313,514 55,625 1.04
1958 4,306,294 (612,704 ) (14.2)
1957 5,134,822 (185,627 ) ( 3.6)
1956 4,931,709 123,041 2.5
1955 5,218,062 22,757 0.4
1954 4,891,089 59,911 1.2
1953 4,632,895 103,664 2.2
1952 3,568,583 42,250 1.2
1951 3,918,155 344,872 8.8
() = Loss

Sources: Honolulu Stock Exchange, Manual of Hawaiian Securities,

P

1951 through 1961, and Libby, McNeill & Libby, Annual Report, 1951
through 1361,
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But whether the overall financial status of a firm is due to its operations in
Hawaii or elsewhere cannot be determined without more detail than is usually pre~
sented in public records. Without the necessary breakdown, only the broadest
assessment can be made of the profitability of the Hawaiian operations of each
firm., One approach would be to assume a direct relationship between profitability
and sales volume. In other words, the greater the proportion of total company
sales from Hawaiian operations, the more the overall profitability data reflect
local operations.

For example, Dole Corporation derives approximately 56 per cent of its total
sales volume from its Hawaiian operation, with the remaining portion coming from
its operations elsewhere.1 For both Libby and California Packers, slightly less
than ten per cent of their total sales are derived from Hawaiian operations. The
great bulk of the total revenues for both firms come from their non-Hawaiian‘opera-
tions in pineapple, production of other canned fruits, and other ventures.

Thus, according to the line of reasoning developed in this section, the
overall profit data shown in Dole company reports may be said to be more re=
presentative of the financial status of its Hawalian operations than the profit
déta revealed in Libby and Calpack reports. But how realistic this inference
may be is something that only the internal accounting records of the individual

companies can show,

l'I.‘he estimation is based om the following method. The total excise tax paid

as of May, 1960, was $2,450,758., Since the excise tax was 2.5 per cent on the ad=-
justed gross revenue, the total sales in 1960 were approximately $122,537,900.

Production  Jdales from Consolidated — Hawaiian *RIJUsTEd
Company Share in Hawaiian Sales in share in figure
Hawaii Operation 1960 total operation
Dole 36% $44,113, 644 $ 89,277,318 49.41% 56%
Libby 19% 23,282,201 294,707,000 7.9 % 9%
Calpac 187% 22,056,822 352,534,506 6.26% 7.1%

*The ad justment is necessary since a lower rate applies to some pineapple
by-products,
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Within the past two years, it has been announced that the Hawaiian Canneries
Company is discontinuing operations at Kapga, Kauai and that Libby, McNeill & Libby
plans to reduce their production on Maui. These actions seem to indicate that

some pineapple operations have been submarginal in spite of the rising trend in

industry production. The real causes of these setbacks are not known. In the

case of Hawaiian Canneries, examination of available financial data indicates

that cessation of operations may have been contemplated for a number of years.

Despite an increase in gross revenue from $2,933,774 in 1950 to $5,313,515 in

1959, total assets decreased from $3,158,426 in 1950 to $2,732,349 in 1959.

Investmenﬁ dn net plant and equipment, a traditional indicator of a company's

long-range plans, declined slightly from $1,019,923 in 1950 to $984,723 in 1959. .
'These company trends may be contrasted with those of Dole Corporation,

one of the more successful firmg in the industry. As indicated in Table 7,

the gross revenue for Dole Corporation increased from $51,360,977 in 1950 to

$91,917,135 in 1959. Total assets also increased from $39,986,400 in 1950 to

$74,664,668 in 1959, and net plant assets increased from $17,623,000 in 1950

to $25,113,000 in 1959. Hence it would appear that Hawaiian Canneries Company

has been»a submarginal firm and did not attempt to improve its competitive posi-

tion by introducing automation or other technological improvements. From this

analysis, it may be concluded that not only have individual firms shared differently

in the growth of the industry, but also it is extremely hazardous to generalize on

the condition of the industry on the basis of what has happened to individual\units

within it,

23ce an article in The Homolulu Star Bulletin, Jaunvary 26, 1962, in which this
issue is discussed. According to State Representative Tom Gill, Mr. Hans Hansen,
Lihue plantation manager, disclosed that the cessation of Hawailan Canneries opera=-
tions was planned as early as 1954, Kauvai County Chairman Raymond Aki and County
Supervisor Tony Kunimura also heard this statement, However, Mr. Hansen subsequently
denied making the statement,




VI. CURRENT ECONOMIC STATUS OF INDUSTRY

This study has attempted to look into some of the current problems of
the Hawaiian pineapple industry, particularly as engendered by the recent
upsurge of foreign competition. The questions foremost in the analysis have
been whether Hawaii is in danger of losing out to foreign competitors in
world markets and whether the Hawaiian industry has been able to maintain
its competitive edge in the domestic market. Limitations in data availability
and the relatively short time span covered in the analysis mean that any
findings of the study will be necessarily tentative and preliminary. But
a ‘reasoned assessment of available facts must precede consideration of
policy alternatives by public officials.

Investigation of Hawaii's position in world markets for pineapple in
the period since World War II yields the finding that the local industry has
generally maintained its chare of expanding export sales. Today, in spite
of a decline which set in after 1956 a substantially greater proportion of
Hawaii's total production is being exported than in prewar years.

It seems that the decline in Hawaiian exports in the past few years
was largely due to the process of normalization during which time foreign
competifbr& recovered from war destruction, imptoved the quality of their
output, and expanded their sales. This seems to have been achieved by some
of the major competitors. Malayan produétién, after increasing rapidly until
1958, though not quite up to prewar levels, has since been reﬁeding.
Australia and the Philippines expanded their production up to the mid-fifties,
but have leveled off since. The most serious competition is presently being
provided by Formosa and South Africa. However,’even in these cases ;he

relative price movements have not been unfavorable to Hawaii.
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Since Hawali's competition has come meinly from areas generally classi=
fied as less developed, tha future expansion of foreign pineapple production :
may be limited by the‘hvaiiability of capital and managerial talent. As
economic development proceeds in such areas, there will be increasing demands
from an’e§er~w1daning set of activities on available capital and entrepre-
neurial rasources., Thus, foreilgn producers may find it increasingly difficult
to expand their output without incurring higher costs. In the absence of
dumping, currency devaluation, or other temporary palllatives, this tendency
if continued would work in favor of Hawallan export expansion once again.
Continuation of the technological progress for which the local industry has
been noted would further enhance its favorable positioﬁ in world markets.

in the mainland market, where the greatest proportion of Hawaiian pine-b
apple is sold; Hawaiian products compete with impérted pineapple fr6m f;£eign
countries and other domestic can;ed fruits such as»peachés, pears and.apricots.
In spite of their lower prices, foreign imports_have not been substantial,
fluctuating around 2 million cases annually, except in 1960. Roughly one-
half the total imports come from the Philippines where an American firm has
accounted for 75 per cent of the total canned production.

The markets for cannmed fruits generally has expanded considerably in the
postwar period. Hawaiian pineapple has generally shared in this advance,
ranking second to California cling peaches in cases sold., Since ﬁhe price.
of canned pineapple appears to have gone up faster than that of other
canned fruits, the gross revenue would have increased more rapidly than that
for other canned fruits. The experience of the postwar period then has demon-
strated close dependence of Hawaiian production on domestic market movements,

rather than on fluctuations in foreign exports and imports.
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VII. STATE POLICY TOWARD THE PINEAPPLE INDUSTRY

The general conclusion of this report thus far is that the Hawaiian
plneapple industry has done reasonably well and still possesses comparative'
advantages over foreign competitors. However, in the light of the recent
decline in export markets and projected cessation of some marginal operatioms,
concern has been expressed over the future of the industry. Manifestation
of this concern has coincided with industry demands for a reduction in the
rate it must pay under the state's general excise tax., However, industry
officials, in pressing their cluims, have avoided placing major emphasis on
the necessity of tax reduction as a means of providing economic relief. Rather,
they have urgéd a reduction primarily on grounds of equal treatment with other
Hawaiian enterprises, which (except for sugar, which is arguing a similar
case) have been paying a lower rate under the general excise tax.

Since these issucs of equal treatment or tax neutrality and economic
relief have been dealt with at considerable length in recent publications,1

their treatment in this report will be brief. The discussion here will be

" focused on aspects of the issues which are peculiar to the pineapple industry.

The reader is referred to the aforementioned reports for alternative analyses

of state ‘tax problems.,

The Issue of Tax Neutrality

The pineapple companies of Hawaii pay a two per cent excise tax on the
adjusted gross value of all canned products sold. This is the same rate as

that paid by sugar and compares with the % per cent rate on other processors

lRobert M. Kamins, Tax Problems and Fiscal Policy in Hawaii, Legislative
Reference Bureau Report No. 1, University of Hawaii, 1962, and Fred Hung
Current Economic Status of the Hawaiian Sugar Industry with Specigl Reference
to General Excise Tax, Economic Research Center, University of Hawaii, 1962,
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CHART 6

CHANGES IN PINEAPPLE CANNING AND SUGAR PROCESSING TAX
AND OTHER PRODUCING AND MANUFACTURING TAX
1935-1961, FISCAL YEAR

cent Per cent
g Pineapple Canning 12=3/4
Sugar Processing
g 7 Other Producing 12%
?“!Eie and Manufacturing
b '2%
2

- July 1,1935 37

39 41 43 45

47 49 51 53 55 57 59 61

*All types of canning taxed alike with pineapple canning until July 1, 1957 when

pineapple canning alone segregated, and other types of canmning were subjected to
same tax rates as other producing and manufacturing.

Source:

Tax Foundation of Hawaii, May 11, 1960.
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and manufacturers in the state. 'While‘changea in specific rates have been
made from time to time, pinecapple and sugar have consistentlv borne the higher
rates in the general excise tax structure since its inception, (See Chart 6),

Although the extent of the differential seems to have been affected by
little moxe than political expediency, the fact of the differential may be
attributed to economic factors. One of these has been the presumption that a
large part of the tax on pineapple could be shifted to mainland consumers.
This presumption no doubt was supported by the feeling that an industry con-
trolled by a few firms dominating the national market would have little
difficulty passing along or exporting the excise tax. Hoﬁever, the strength of
this argument is necessarily weakened if competition from domestic producers
of other canned fruits or foreign producers of pineapple has indeed made
inroads into the dominant position of Hawaii#n firms. At any rate, the uncer-
tainty concerning the incidence of the tax raises the question as to whether
the differential rate on pineapple could be justified on the ground that it
is passed on to mainland consumérs.

Another factor which may be cited as justification for the differential
in exelse tax rates is that of vertical integration. In the Hawaiian pineapple
industry, each firm is almost completely integrated, with field production,
processing, and marketing carried out under common management. In £he absence
of integration each stage would be taxed at its applicable rate. Since the
excise tax on pineapple is levied only at the final stage, the principle of
neutrality calls for a somewhat higher rate than that paid by other manufac-
turers, who may already have purchased materials at prices including taxes
at earlier stages., But there is no general formula for determining how much

higher this rate should actually be, This would depend on the number of
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;stages that the comparable non- or less-integrated industries go through in
the #iltimate distribution of their output and on the degree of tax shifting or
absofption. that takes place at each sfage. Pénding further investigation of
these.complex matters, only the tentative pronouncement that the existence of
integration seems to warrant a somewhat higher rate can be made.

However, before a final determination can be made astto:®the appropriate
‘state poiicy with respect to tax neutrality among industries, a further effort
should be madeito asgure that the rates are indeed comparable. It has been
noted that thegz per cent tax 1s levied on the adjusted gross income of the
pineapple comp;nies. The practice of the state tax office hgs been to permit
a 20 per cent déduction to be taken from gross sales calculated on the basis

i
of f.o.b, Honolylu list prices to arrive at the excise tax base for pineapple,
: w , v
!
This presumably 'is to take agcount of expenses incurred for transportation and

marketing of products on the mainland.? Hence, if the excise tax on pineapple
' \ )

is really based @n an adjusted value of gross sales, as explained above, the

pfesent effective rate would be approximately 1.6 per cent, But before a com-
parison is made with other industries, their effective rates would also have
to bg‘determined in like fashion,

In summary,vi; H;é%béen pointed out that the issue of equality of treat«

ment cannot be resolved simply by equalizing the stated or legal rates on each

industry., Before a decision to alter the excise tax structure in order to

2"The basis for the assessment of the tax shall not exceed the price at
which such preducts are sold or offered for sale by the manufacturer, less all
transportation, selling and distribution expenses of the manufacturer incurred
or reasonably required to be incurred with respect thereto and a reasonable
allowance for contingencies and for normal return attributable to the marketing
of such products." Section 117-14(a-4), Revised Laws of Hawaii, as amended
in 1960,
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.conform with the criterion of tax neutrality 'is made, public policy-makers

‘ .need to satisfy themselves on two counts: (1) whether or not some differential

in rates should be maintained to take account of varying degrees of integration.
iﬂAdifferentjindﬁstries; and (2) whether or not comparisons among industries

are made in terms of effective rates.

" The Issue of Economic Relief

Tax relief has traditionally been advocated as a remedy for ithe problems
of distressed industries. :Previous-portions of this report; however, have
streseed the basic vitality of the Hawaiian pineapple industry, despite curreat

problems?hssdciéted with mainlaﬁd*and foreign competition. On the basis of

~ comparative advantages built up over the yéars'and*past*pefformancé; it is-

reasonable to assume that the industry as a whole is capable of coping with
tﬁe recent competifivé’up§urge in its'pwn way. Indeed industry spokesmen
have‘put forthbtheir pleé fof exciée»tax reduction mainly on grounds of equa~
1ity of treatment rather than as relief for a distressed industry.3

The uncertainty that has béen expressed on the economic status of the
industry has been couched mainly in terms of the future. Concern has been
voiced on both the declining position of canned fruits in future consumer
ﬁ;éfefence patterns‘andjthé potential competitive strength of foreign producers.
Because of the large assortment of unpredictable factors which can affect con-
éumer demand, very/little can be said with any degree of confidence on its

future tendencies., It is possible to venture a preliminary assessment of

potentials in various foreign producing areas, but again the data on foreign

3Pineapple Growers Association, Public Affairs Committee, Report on
Pineapple to the Senate Ways and Means Committee and House Finance Committee
From the Pineapple Companies of Hawaii, Honolulu, Hawaii, March 17, 1960,
p. 20. '
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_production and marketing developments are extremely scarce and the analyéié'
must be considered speculative and at best intuitive. An attempt to assess
long-tefm pfospeetg for the pineapple industry along these tentative lines .
has‘been made in au appendix to'this report.

Thus, if policy-makers are to conside? economic relief or assistance és
an approbriate cyriterion for changes in excise tax vates, the decision in
- the pineapple case would have to be basgd on an evaluation of future possibi-
lities rathef than past trends. The questions that would seem to be'appfopriate’
in this régard are: (1) whether tax policy can realistically be geared to |
anticipated future developments; (2) whether any tax reduction that is granted
- 'would indéed strengthen the future competitive position of the local induétry;
and (3) whethef this in turn would maintain and enlarge income and employmgnt
opportunities for the state as a whole.

As previously suggested the factual basis for a judgment on the first
question is sli;, and the policy-maker will have to arrive at a fundamental
’value judgment on his own as to Lﬁe role of tax policy in shaping private
business development. |

As to the matter of competitive strength, industry 6fficials readily
’aqknowlédge that a rebate of about $500,000 annually, assuming an initial
reduction of % per cent in the rate, would provide funds for a variety of mana-
gérial pufposesc& However, they have been céieful to avoid any commitmentn»
with respect to the possible reinvestment of these funds into the local indus-
try, pointing out that the dispositicn of corporate funds :emains essentially

a managerial prerogative. Possible uses suggested for such funds include:

41bid, p. 16.
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(1) increased salés promotion, (2) ﬁrice reductions to meet competitive
challenges, (3) increaséd capital investment, (4) augmentation of earnings,
(5) bolstering of marginal operations.

On the other hadd, decisions with reppect to sources of public revenuegl
are likely to be both far-reaching and long-lasting. Public policy-makers,
who are confronted with competing demands on public funds for the expansion
of outlays or alternative reductions of tax revenues, mast ppqder seriously
their responsibilities to the entire community. They must satisfy themselves
that any decisions made, though seeming to affect but one or two sectors, have
been thoroughly considered from an economy-wide perspective.

This report has suggested that the appropriate bases for consideration
_might be those of tax neutrality and econo%ic relief. In the first case,
application of the criterion reQuires that comparisons be made on an effective
rate basis and suggests that dﬁe weight be given to the integration factof.

In the second case, the judgment has to be made that anticipated future develop-

ments do justify current state action and thai the action taken is from the

viewpoint'of.the community at large.

Alternative Approaches

The analysis of public policy with respect to the pineapple industry has
been confined larxgely to the issue of excise tax reduction. Those who are charged

with formulation of state tax policy may wish tco consider alternative approacher

Tax creditsg -- One approach would be to keep the general excise tax rates
at present levels $nd apply a system of credits to the annual tax bills.
Credits would be given to enter#tises (the system would not be confined to
the sugar and pineapple industriés)_fot stipulated expenditures, such as those

for capital improvements or research and experimentation., A maximum allowaace
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could be established, but the rebate a. firm might receive would not necessarily
be limited to its annual tax obligation. The purpose of such a schemg_wouid‘f;
be to encourage those expenditures which would tend to enhance the produc;ivitj=
of individual firms and hence their ability to provide future opportﬁnities\: |

for employment of the state's labor force.

Princeton Plan =-- An glternative_approach is suggested by the work
incentive plans that are in operation in many industrial plants. The proposal
was originally devised by a group of Princeton economis ts, seeking ways and
means. for. effecting a substantial acceleration of econmomic growth without
generating inflationary préssures or necessitating detailed government regu=-
lation.® It calls for a combined systém of taxes and rebates applicable to
almost all business firms. Taxes woul& be levied as a flat percentage of
- value added by each firm. The level Qf the rebate would be proportional to
| the rate of growth obtained. A target growth rate would be set, which would
allow firms attaining this rate to break-even under this scheme. Firms
exceeding the target rate would be subsidized up to a specified maxigum, while
firms not able to attain this rate are taxed accordingly. The revolutionary
agpect of the proposal in terms of traditional American fiscal policy is that
growth'is promoted by subsidizing strong rather than weak firms.

It may occur to policy-makers, wishing to explore the possibilities of.

a local application of such a plan, th&t there are a multitude of,dié&dvantagee/

and perhaps a single administrative advéntage for its implementation here.

Although there is no necessary correlation between sales and value added, the

already existing general excise tax may be used as a convenient base against

SSee Klaus Eugene Knorr and William Jack Baumol, What Price Economic
Growth?, New York, Prentice-Hall, 1961.
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which incentive rebates may be aomputed;‘ As to the cholce of the appropriate
growth criteriom, the use of value added has distinct advantages over total
gales, which may contaln gross elements unrelated to the productive contribﬁ-
tion of the particular f£irm, Haweﬁer, the use of value added poses difficult
empirical problems for the firm and even more complex problema in terms of its:
evaluation for the economy. BSome of these difficuliies may be avoided by the
uéé of an investment criterion instead. Accordingly, Hewailan flrms would
be granted rebates agalnst the general excise tax depending on the annual
percentage Increase in investment in plant and equipment. In addition, allow=
ances might aleo be made for axpanditureé on research, experimentation, and
market analysis, and other outlays that may enhance the firmfuuproductivity
in the long-run.

It is not the intention here to prescribe a panacea for the growth pro-
blems of the Hawaii;n economy nor to minimize the consliderable administrative
problems involved. Aside from the phyai¢nl problems of implementing the
innovation, searching Jquestions ahould'bg raised on such matters as how the
target growth rate should be set; whethéf it should be the same for every
: industrya and whether the excise tax structure should be adjusted prior to

1mp1ementétion of the rebate scheme., Even more fundamental questions.could

be raised on the relative significance oﬁ,siate vs.‘federal taxes‘in the

total tax load of each firm, the relevanﬁé of changes in tax,polici on.the
locational or investment decisions of buéiness énterpxises, and the relative
weight to be given to incentives as compéred with equity in decisions affecting
the overall tax structure of the state and consequently the welfare of its
residents, Perhaps the principal advantage of the scheme suggested here is
“that it is unconventional and therefore is not likely to be adopted widmout’

the most searching critical attention if at all.
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APPENDIX

JONG=-TERM PROSPECTS FOR PINEAPPLE

World Demand Potential

The 19ng-run status of the world pineapple industry will be closely re=-
lated to the economic con&itions and the'standard of living of the world's
population, ‘It seems certain that world demand for pineapple will continue
to increase with a rise in the population and an increase in income levels.
The formatioﬁ,of the common market in Western Europe has spurred a rapid in-
crease in‘mational income and employment in the member countries.  Reéently
Great Britain has proposed to join the European Economic Community, and some
of thc members of the European Free Trade Association have expressed a desire
to follow Great Britain., Hence there is a possibility that a United States of
Europe will materiélize in the near future.

As these West European countries stride toward higher productivity and
increased standards of living and as consumption patterns change, demand for
the more luxury-type food items such as pineapple may be expected to increase.

However, a guess as to how much more pineapple will be demanded cannot Be

hazarded until a common agricultural policy for the member nations is established.

;U.S. Department of Agriculture, Foreign Agricultural Service, Impact of

v

Common Market Proposals on Competitive Status of U,S. Bread and Feed Grains in
the EEC Area, October 1961, p. 4,
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The countries of Western Europe ﬁave purchased sizeable quantities
of pingapple in the past. However, there are other areas, such as Japan,
Us8.8.R., East and South Europe, and Argentina, which may be expected to
increase their demand for pineapple.as they proceed with their economic

development.2

. Foreign Supply Potential

Presently, Hawaii still produces,ﬁver fifty per cent of the,tptal,wpgld
pineapple production and at least six:fimes more than any singié competitof.
A few major competitors such as Malaya, the Philippines, and Australia have
tapered off in their production in fecént years, On the other hand, .two
other major competitors, Formosa and South Africa, are still rapidly in- -
creasing their production. Furthermofé, world production as a_whole has been
rising slightly faster than that of:Haﬁaii; How world production develops
in thé‘futurelin relation to demand'wiil h;ve a significant.éffect on the
competitiveness of foréign producers in boﬁh ﬁorld énd domestic markets.
Hence, amn attempt to assess the future:production possibilities in these

areas in terms of their relative endowment .of productive factors is made.

The Japanese govermment has been restricting pineapple imports from
other areas in order to protect the Okinawan pineapple industry. This has
been done limiting the foreign exchange allocation for this purpose and by
the passage of two tariff laws; one calling for a 25 per cent rate (CIF)
and the other for a 30 per cent rate (FOB). . Since Okinawa has not been able
to supply enough pineapple to meet Japan s demand, Formosa was given the
largest foreign exchange allocation in: the jpast. On the other hand, the
exchange allocation for imports from Hawaii has been very small. However,
Japan plans to adopt a trade liberalization policy in the latter part of
1962, .Nevertheless, a tariff of 50 per cent or higher is expected to be
levied on foreign pineapple imports except on products from Okinawa, But
the existing restrictive measures, allocating foreign exchange to different
countries are éxpected to be removed. :This will permit competition by -
Formosa, the Philippines, Hawaii and other producing areas to increase their
'shares in the Japanese market, -
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Land =~ There are substantial amounts of land well sulted for the
“cultivation of pineapple which are not currently being used for this pure
pose.3 Much of it 1s presently devoted to other uses, though in Australi;,
Brazil, Kenya, Mexico and South Africa, for example, there is idle land
which is suitable. Given suffimiently attractive prospective rates of return
on investment in pineapple production, much of this 1aﬁd~might be wi;hdfhwn
from present uses and devoted to pineapple. Therefore, the availabiliﬁy of
land seems to be the least of the problems for many countries.

Labox == Most of the countries in which pineapple can be grown have
ample suppiies of labor, since most are areas in which there is both rapid
population growth and substantial underemployment. It is further of impor=
tance that relative wage rates are low in these areas, although the Australian
wage is relatively high and Malaya faces some labor difficulties, But it does
not necessarily“follow that labor cost per unit of product would also be low,
because labor may have little capital and other cooperating factors with
which to work and/or be inefficiently utilized. In any event, it is not
likely that the expansion of foreign production would appreciably be handi-
capped by shortages of labor leading to rising wage rates,

Capital -~ A major problem in expanding foreign production may well
be a shortage of capital., Most of the countries in which production c§uld
be expanded have governments which are politically unstable. Growing nation-
alistic sentiment in these areas tends to create hostile attitudes to foreign

capital inflow., Turthermore, recent developments such as the expropriations

in Cuba, the increased taxes on oil in Venezuela, and political complica-

tions in many parts of the world may discourage U,S. foreign investors,

3Collins, op. cit., p. 268,
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Under such conditicns, the prospecis of attracting foreign private capital
are very small and even indigenous private capital is likely to avoid areas
of imvestment which xequire long-term commitment of funds,

On the other hand, the attifude toward private investment seems to be

changing in some of the Latin American countries, e.g., Mexico, and it is

 extremely favorable in Puerto Rico, one of the areas in which pineapple pro-.

duction could be expanded. Further, the go&ernment itself is becoming an
important source of investment funds in almost all of the areas under con~
sideration, drawing either on local borrowing or tax revenues or on 'loaus
and/or gfants from the United States govermment and other sources,

Considerable iuterest has been expressed by local firms in the feasi~
bility of investment in other growing areas, Among the reasons cited for
this interest in other areas are lower labor and shipping costs, The exact
net effect of this investment is difficult to calculate. If the foreign
operation should compete with Hawaii's sales both in the domestic and foreign
markets, Hawaiian employment and income from pineapple would be adversely
affected,

- On the other hand, a Hawailan corporation venturing into a foreign
area might be able to reduce iia overall losses or enbance its profitability
by retaining markets which otherwise would be taken over by foreign producers,
Further, profits and dividends garned from the foreign operation might be

available for investment in other sectors of rhe Hawaiian economy. At any

~ rate, this recent interest in foreign investment by local producers may be

attributed to a growing concern over the long-run effects of foreign compe~-

tition,
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In sum, it appears that capital scarcity may act to limit the expan-
sion of foreign pineapple production in the future, although there may well
be more capital devoted to this purpose in a politically stable climate with

a freer flow of private funds,

'Organization and Management == Probably the most serious obstacles to

the development or expansion of pineapple industries in other parts of the
world lie in the areas of organization and management. Only in Hawaii is the
industry almost completely integrated with field production, processing, and
marketing under common management. Where such centralization of control does
not exist, many significant economies are lost. It would be difficult to
achieve uniformity of quality, adjust ?roduction to expected demand, and
assure a steady flow of fruit for processing. Further, it would be more dif=-
ficult to coordinate the use of field equipment on small individual holdings.
A certain amount of mechanization would be profitable even in the areas where
labor is cheap and plentiful,

There will be a number of serious éroblems to be overcome before integra-
tion in these countries can be affected. One of these is the problem of
bringing sufficient land under common management, especially in areas in which
there is political opposition to large land-holdings and a preference for
peasant freehold agriculture. There is also the problem of obtaining manage-
ment which is both capable and experienced in pineapple cultivation.

Given governmental support for plantation type cultivation and, if

necessary, the importation of competent management, it seems possible that
integrated industries could be developed in many of these areas.

Supporting Industries =« In some areas (e.g., Mexico) the development of

a pineapple industry is hampered by the lack of adequate transportation
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facilities.* The early provision of transportation and other social overhead
facilities has high priority in the economic development programs of most
countries in which this is a problem. Available capital would have to be
allocated between social overhead and industrial purposes. Continuation of
the present American policy of channelling more and more foreign aid into
undexrdeveloped areas would increase the likelihood that foreign pineapple
producers would benefit from the construction of desired social overhead

facilities,

Conclusibg

The analysis of long-run prospects for any industry must be necessarily
tentative and preliminary. A strong speculative element is added when the
available data on past trends and current conditions are scanty and uncértain.
This section has been appended to the main body of the report to provide
policy-makers and others concerned with the future welfare of the Hawaiian

pineapple industry with some logical framework from which further questions

" may be raised.

More definite answers can come only with additionmal research and investi-
gation into such problems as: (1) the rates of return being realized by
investors in the Hawaiian and other pineapnle industries; (2) the comparative
structure of wage rates in pineapple producing areas and the relationship
between wage rates, productivity and comparative costs: (3) the pricing
structure in foreign markets, including a consideration of discount practices

and rebates, freight charges and allowances, quality differentials, and

4Collins, ibid., p. 179.
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g

inventory changes; ahd (4) changes ig”consumer preference patterns with‘

advancing income levels.

Hy

The answers to these questions.éie not likely to be forthcoming readi;y
nor immediately. But an area which continues to regard pineapple as a
basic source of livelihood would do well to initiate the search without undue

A delay.

N

-
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