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Preface
During the last four decades, a number of changes and developments have taken place in European food and agribusiness marketing. As well, a number of structural and contextual developments
have been augmented within theframework of theEuropean Community which created uniform and unified agricultural and food
marketing systems with effect from January 1st, 1993.Although a
number of legislations have beenenacted and agricultural and food
management and marketing policies have been developed so far,
more workneeds tobedoneinthefuture for fine tuningof policies
and strategies in light of the changes taking place in the volatile
European business environment. In particular, problems and hurdles
are expected at the implementation stage as there are tremendous
divergences among member countries in their needs and expectationsaswellastheirprioritiesintheimplementation ofthelawsand
regulations. Besides these pronounced food and agricultural marketingproblems andhurdles amongEuropean Community member
countries,theintensified trade warbetween North America andthe
European Community will have a far reaching impact on food and
agriculturalmarketinginEuropeintheyearstocome.Thisiscreating intra as well as inter trade wars in food and agribusiness areas
on both sides of the Atlantic. Problems experienced between Europe and North America may spill over to the Asia-Pacific region
thereby creating astruggle amongtheTriad member countries.
In view of these very important changes and developments taking place in European food and agribusiness, a special volume on
thetopicwascommissioned.Professor Matthew Meulenberg ofWa[Hawoithco-indexing entry note]: "Preface."Kaynak, Erdener. Co-published simultaneously in the
Journal of International Food <SAgribusiness Marketing (The Haworth Press, Inc.) Vol. 5, No. 3/4,
1993, pp. v-vi; and: Food and Agribusiness Marketing in Europe (ed: Matthew Meulenberg) The
HaworthPress, Inc., 1993, pp.xi-xii. Multiplecopies of this article/chapter may be purchased from The
Haworth Document Delivery Center [1-800-3-HAWORTH; 9:00 a.m. - 5:00 p.m. (EST)].
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geningen Agricultural University has done an outstandingjob as a
Editor todevelopthis special volumefor us.In addition to hisown
Introduction to the volume, there are nine articles on a variety of
European agricultural and food marketing issues where some nine
European Community countries are represented. In addition to
these, an article by Professor Lehota of Hungary presents the characteristics of agricultural marketing in Hungary during the formationofmarketeconomy inthisadvanced developingEast European
country.
I would like totake this opportunity tothank Professor Matthew
Meulenberg for creating such an excellent special volume. I amof
thefirmopinion thatthis volume will be animportant milestone in
the furtherance of a growing body of literature in the area of comparative food and agricultural marketing systems.I offer my heartfelt congratulations toProfessor Meulenberg for ajob well done.
ErdenerKaynak

Introduction
Matthew Meulenberg

European agriculture,inparticularintheEC,hasexpanded since
World War II because of a demand pull and a technology-subsidy
push. Immediately after World War II food demand increased because of growing populations and larger incomes. Changes in life
style,values and norms influenced thecomposition ofthe consumers' food basket, which has shifted from carbohydrates to animal
proteins and fresh fruit and vegetables. Improved production efficiency andtheCAPhavestimulated agricultural production.
But European agricultural markets arechanging since theeighties. Food demand is increasing slowly: food consumers are saturated in terms of volume and prefer better to more. Norms and
values,inparticularwith respecttohealth,environment and animal
welfare, are changing. Agribusiness companies and retail chains
become bigger, often by internationalization. Large retail chains
and alliances of retail companies have developed substantial bargaining power. Innovations in the field of electronic communication, computer technology and biotechnology create new opportunities in production, logistics, information systems and decision
support systems. At present, the market situation is also changing
because of political changes, like 'Europe 1992/ a changing CAP
and arenewaloftheGATTtreaty.
In connection with these developments in European agriculture
Matthew Meulenberg is Professor of the Department of Marketing and Marketing Research attheAgricultural University Wageningen.
[Haworth co-indexing entry note]: "Introduction."Meulenberg, Matthew. Co-published simultaneously in theJournal ofInternational Food <* Agribusiness Marketing (The Haworth Press, Inc.) Vol.
5, No. 3/4, 1993,pp. 1-4;and:Food and Agribusiness Marketing inEurope (ed: Matthew Meulenberg)
The Haworth Press, Inc., 1993, pp. 1-4. Multiple copies of this article/chaptermay be purchased Erom
The Haworth Document Delivery Center [1-800-3-HAWORTH; 9:00 a.m.- 5:00 p.m. (EST)].
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andagribusiness,agriculturalmarketingischangingtoo.A'Stateof
theArt' survey on agricultural marketing in Europe istimelytherefore. We are grateful that many marketing scholars have accepted
the invitation to analyze agricultural marketing in their respective
countries.This volume istheresult of theirefforts. It offers alively
picture of European agricultural marketing.It shows boththesimilarity and the specificity of agricultural marketing in various countries.Inthisintroduction tothe volumewe willconsider inparticularthemainsimilarities inEuropean agricultural marketing,asthey
appearfrom thecontributed papers.
Acommoncharacteristic ofagriculturalmarketsinvariousEuropean countries is a stagnating food demand in terms of volume.
Population growth is weak. In some countries, like Germany and
Belgium, population growth disappeared completely, but in some
Mediterranean countries and in Ireland it is substantial yet. The
trend towards alowerpercapitaconsumption ofcarbohydrates and
fats andtowards ahigher consumption of animal proteins seemsto
reach maturity stage. For instance, in Northern countries like Germany and the Netherlands, consumption of some types of meat is
decreasing and that of bread and potatoes is somewhat increasing
again.Health considerations and animal welfare arguments playan
importantroleinthisrespect.TheEuropean food consumer appears
from varioussurveysasmorequalityconscious,alsowithrespectto
environmental issues.
Anothercommon characteristic ofEuropean agricultural markets
is a severe competition between suppliers of agricultural and food
products. Competition is severe because of a slowly increasing
demand for food combined with a huge agricultural production
potential, because of open EC markets, respectively because of
internationalization of agribusiness-and of the important role of
food retail companies. Food retail companies have substantial bargainingpowervis-à-vis food industries becauseof alargecompany
size and of strong position power in the channel (being the gate to
the food consumer). This bargaining power is reinforced by the
limited capacity of food producers to be unique in the market by
creatinguniqueattractive product properties.
Company size in European agribusiness and food industry has
increased in order to realize economies of scale in marketing poli-

Introduction

ties like branding and product innovation. This expansion of multinational food and agribusiness companies is in many countries a
challengetonational companies,inparticulartofarmers' co-operatives,which asaresult mergeintolargerunits and often trytobuild
up internationalpositions.
The changes of the CAP,the McSharry plan, and the renewalof
theGATTagreement imply,apartfrom directincomesupport,more
market and less subsidies for EC agriculture. Government support
is alsodecreasing since manygovernments curtailnational support
programs,likethose inthefieldofresearch and extension.
Whileagricultural marketsinmanyEuropeancountries showthe
same developments, one may also notice many differences: for
instance, in particular Dutch and German consumers seem to be
muchconcerned about environmental issues,Spanish agriculture is
involved in the transformation towards a modern type of agriculture; Germany is facing the task of integrating East and West Germanagriculture,Hungarian agriculture ishoveringonthebrinkofa
market economy and France along with some other mediterranean
countries are in particular concerned about the development of
agribusiness.
The major shift in European agricultural marketing,asit appears
from various contributions tothisvolume,istowards more marketcustomer orientation and, as a result, more concern about product
development, branding and customer relationships. Product policy
and promotion have become very important in agricultural marketing. While effective and efficient performance of traditional marketingfunctions-exchange, physical andfacilitating—isnecessaryin
everymarketingoperation,itisnotsufficient. Consumer orientation
isincreasingly thestarting point of marketingoperations inagricultureandagribusiness.Marketingmanagementhasbecomeofstrategic importance in European agriculture and agribusiness too. Integrated marketingoperationsthroughthefood chain areincreasingly
important in particular for perishables. As a result traditional agricultural marketing institutions, like technical markets, marketing
boards, and co-operatives, are searching for maintaining or reinforcing their position by developing marketing strategies which fit
to the needs of today's markets. In particular it is important to fit
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fanners' decisions about the agricultural product properties into
customer oriented marketingpolicies.
Clearly,thestage ofdevelopment inthistrendtowards consumer
orientation and marketing management differs between products
and countries. Some products,like grains,arestill of the commoditytypeandefficient/effective performance ofmarketing functionsexchange, physical and facilitating-is the core of the marketing
operation yet. However in the case of dairy products and fresh
horticultural products sophisticated marketing management procedures areneeded for aneffective marketing operation.
Development in agriculture also differs between European regions,whichhasitsconsequences for marketing operations.Nevertheless the contributions to this volume demonstrate that in most
countries customer orientation and product, respectively promotionalpolicies,have become important ingredients of European agricultural marketing.
The evolution in the practice of agricultural marketing goes
along with the development of agricultural marketing as a discipline.Thisdiscipline isshifting from thefunctional, and institutional approach towards more attention for marketing management.
Consumer orientation as a starting point of agricultural marketing
operations is stimulating the study of consumer behavior in the
agricultural marketing discipline.
Anotherdevelopment intheagricultural marketingdisciplineisa
greater interest in analyzing agricultural marketing as an integrated
marketing operation throughout the marketing channel. For that
reason vertical marketing systems and other theories and concepts
about the structure and functioning of marketing channels become
increasingly relevantto agricultural marketing.
Foregoing developments stimulate the development of agriculturalmarketingtowards amultidisciplinary science.

Agricultural Marketing inGermany
M.Besch

SUMMARY.Traditional German analysis and teaching about agricultural markets, "landwirtschaftliche Marktlehre," is concerned with
supply,demand andprice formation, instruments andpolicy decisions
by policy makers influencing markets and prices, andmarket structureand distribution.
Inthiscontribution agriculturalmarketinginGermanywillbeunderstood in accordance with the Anglo-Saxon marketing concept.
Attention will bepaid to:(a)theMarketingenvironment, inparticularfood consumption and thecompetitive position of German agriculture and food industry; (b)the structure of commercialization in
particular the agribusiness system andthe interrelationships ofagriculturewitheconomic sectorssupplying toandpurchasing from the
farmer; and (c) the potentials and limitations of marketing agricultural products.Our paperisprimarily confined totheregional states
of the former Federal Republic (West Germany).In the description
of themarketingenvironment thepresent situation inEastGermany
willbeconsideredtoo.

INTRODUCTORY REMARKS: SCOPE OF THE PAPER
In the Anglo-Saxon countries 'Food Marketing' comprises 'the
performance of all activities involved in the flow of food products
and services from the point of initial agricultural production until
M.BeschisProfessorofAgricultural andFoodMarketing,TechnicalUniversityofMUnich,Germany.
(Haworthco-indexing entry note]: "Agricultural Marketing in Germany."Besch, M. Co-published
simultaneously in the Journal of International Food <Sc Agribusiness Marketing (The Haworth Press,
Inc.) Vol. 5, No. 3/4, 1993, pp. S-3S; and: Food and Agribusiness Marketing in Europe (ed: Matthew
Meulenberg), The Haworth Press, Inc., 1993, pp. S-3S. Multiple copies of this article/chapter may be
purchased from The Haworth Document Delivery Center [I-800-3-HAWORTH; 9:00 a.m.- 5:00p.m.
(EST)].
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they are in the hands of the consumer' (Kohls, Uhl, 1990). In
Germany, however, 'Marketing of agricultural products' is understood in amore specific way,namely thetransfer ofthe Marketing
Concept asdeveloped bytheindustryofconsumergoodstoagriculture. For the sale of agricultural products,however, the expression
'Vermarktung' isused inscience and practice.
The classical 'landwirtschaftliche Marktlehre' as it is taught at
German universities, has been developed, in particular by Hanau
and his school, from the scientific disciplines agricultural policy
and business cycle analysis (Schmitt, 1967).Since itsemergence it
is apredominantly economicdiscipline and is focusing on agricultural markets at the macro-level, national or international, whose
outcomeandstructureitistryingtoanalyzeandforecast. TraditionallyGerman 'landwirtschaftliche Marktlehre' isconcerned withthe
analysis of supply,demand andpriceformation inagricultural markets in orderto project future market developments (analyzing and
forecasting ofthemarketoutcome).Thesecond classicalarea isthe
analysis of instruments and of the impact of policy decisions on
markets and prices by policy makers. There is a narrow link between both fields of scientific research, which appears from the
connection between theoretical market research andempirical agricultural policy in Germany. Actually, the first comprehensive German textbook on 'landwirtschaftliche Marktlehre' was titled
'Agrarmarktpolitik' (Plate, 1968;1970).
Since the beginning of the sixties a third area of research on
'landwirtschaftliche Marktlehre' has emerged,the analysis of commercialization (market structure analysis and research on distribution). Also in this field problems related to the analysis of the
market at the national or international level were dominating, like
the analysis of marketing margins, of marketing institutions and
distribution channels. In this field of research much attention was
paid to vertical integration, contract farming and cooperatives. Finally from thisfieldofresearch (inthefirst place bythe pioneering
activities of Otto Strecker and his colleagues at Bonn University)
the agricultural market research has been generated (see Besch,
1981a,pp.27).
The reasons for the hesitation of agriculture uptillnowto adopt
the way of thinking and the instruments of marketing, are the spe-

M.Besch

cial structural and institutional features of the agricultural sector
(seeStrecker, 1974):
• production bysmallfamily farms,
• agriculturalproducts arehomogeneous and ofthecommoditytype,
• themulti-stage organization of agricultural marketing,
• the agricultural policy of government through price-and purchasingguarantees atthemost importantmarkets.
These structural and institutional features will have to be taken
into account, when trying to introduce the marketing concept into
agriculture. In view of the diminishing protection of agricultural
regulations as a consequence of the change of the CAP during
recent yearsand because of theincreasingcompetition intheEuropean Common Market recently, the discussion has been intensified
under which conceptual and organizational conditions the application of the marketing concept can be improved in the agricultural
sector(seeBesch, 1990aand coworkers).
In our contribution agricultural marketing in Germany will be
understood inaccordancewiththeAnglo-Saxon marketingconcept.
Firstofallthemarketingenvironment willbedepicted;inparticular
the changes in food consumption and the competitive position of
German agriculture and food industry will be discussed. In the
second part of ourcontribution the structure of the commercializationisdescribed,inparticulartheagribusinesssystemandtheinterrelationships of agriculture witheconomic sectors supplying inputs
to and purchasing outputs from thefarmer. Thethird section of our
contribution isdealingwiththepotentialsandlimitations ofmarketing agriculturalproducts.
A treatise on agricultural marketing in Germany after the reunification of Germany in 3-10-1990 requires that also the five new
regionalstatesintheformer GDRwill beconsidered.Fortyyearsof
'really existingsocialism' have brought about abehavior of people
and aneconomic structure,which differ substantially from thosein
the former Federal Republic.Notwithstanding great efforts and the
first advancesintheintegrationofthefivenewregionalstatesinthe
marketsystemoftheFederalRepublicthesedifferences willremain
for a long time to come and the harmonization of the economic
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Already inthesecond part ofthesixties and toalargerextent in
the seventies new developments have set out, which cannot be
explained by econometric demand analyses, but which have to be
attributed to the impact of so called qualitative determinants. For
instance,thedecreaseofbutterconsumption since 1964,oftheeggconsumption sincetheseventies andthedecreaseofmeatconsumption sincethebeginning of thenineties have been caused byhealth
concerns of consumers (Cholesterol discussion). Since the middle
oftheseventiesthepercapitaconsumption ofwheatproducts inthe
Federal Republichasbeen increasing again(seeWöhlken, 1991b).
Qualitative factors will have an increasing influence on the development of future food consumption in the regional states of the
former Federal Republic and with some delay also in the new regional states.Important factors in this respect are pleasure of consumption, the perceived value of the product and the drive for
convenience in food preparation and consumption. In addition to
considerations with respect to health and safety, the increasing influence of ecological requirements in production, distribution and
waste disposal will have an increasing influence on consumers'
decisions (Halk, 1992,pp.63).
Food demand oftheEastGermanpopulation intheformer GermanDemocratic Republichasevolved alonglinesofeconomicand
social change similar to the West German population since the
restoration after World War II: increasing consumption of animal
products (meat, eggs, milk products), decreasing consumption of
calory-rich products of vegetable origin (wheat, potatoes). Clearly
because of thesystem of economicplanning inproduction,processing, distribution and consumption of food products some characteristic differences showed up in the former German Democratic
Republic as compared to the post war evolution in West Germany
(seeUlbricht, 1991,Heinz,1991).
The prior objective of the agricultural and food policy of the
German Democratic Republicwasfood self sufficiency. Importsof
food have been of minor importance becauseof achronic shortage
of foreign currency, while exports have been sporadic only for
reasons ofearningforeign currency(Heinz,a.o.).Anotherobjective
of agricultural and food policy was to serve the population with
cheap basic food in order to keep wages and social costs low. By
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situation andtheconditions of life inbothpartsofGermany willbe
realized gradually only.
So at present after being one country for about two years, but
having been separated during more than 40 years in two different
economic and social orders,acommon presentation of agricultural
marketinginbothpartsofthecountry isnotpossibleyet.Therefore,
ourpaper willhave toconfine itself inthefirst placetotheregional
states of the former Federal Republic (West Germany). In the following description of the marketing environment the present situation in East Germany willbeconsidered too.
THE MARKETING ENVIRONMENT
The marketing environment of the agricultural firms and agribusiness companies, the companies supplying to and purchasing
from theagriculturalsector,consistsinthefirst placeofthechanges
in food consumption of the population, thecompetitive position of
agriculture and food industry in the Common Market and the influences of market and price policy ofthegovernment asrelated to
the markets of agricultural andfood products.
Trendsin Consumer Behavior
The changes in consumer behavior of the West German population since the end of World War II have been brought about by a
strong increase of per capita disposable income and are similar to
the wellknown pattern of quantitativechanges ofthe food demand
inwestern industrial countries (seeWöhlken, 1991a,pp.44).
In conjunction with a gradually increasing demand for food-energy,carbohydrate rich basicfood of vegetable origin (wheat products and potatoes) have been substituted by protein- and fat-rich
food of animal origin (meat, eggs, milk products). Parallel to this
development, the consumption of sugar, fruit and vegetables has
increased.Theseclearchanges inpercapitaconsumptionhavebeen
satisfactorily explained byeconometric methodsfortheperiod with
a strong economic growth, both for the federal republic and the
EC-countries (seeMönning, 1975;Appel/Ferber, 1987).

10
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subsidizing food processing (annually about 34billion GDR-Mark)
retailprices werepartially fixed below agricultural producerprices.
As a result in rural areas substantial quantities of food products
have been fed to animals and people behaved carelessly with respecttofood products.Thereforefiguresonpercapitaconsumption
in the statistics of the former German Democratic Republic, based
on food balance sheets at the wholesale level, overestimate the
actual human consumption (Heinz, a.o.). Another characteristic of
food consumption inthe former German Democratic Republic was
the high share of food consumption away from home as a consequence of many outdoor working housewives and the government
support for public food supply (Ulbricht, a.o.).
After themonetaryunion andthereunification, food habitsinthe
eastern part of Germany have become more similar tothose inthe
westernpart.AtpresentpeopleinEastGermanyhavebecomemore
priceconscious infood purchasing,waste of food and feeding food
productstoanimals belongtothe past andtheconsumption of food
away from homehas decreased substantially. Alsothe composition
of the food basket has changed; in comparison to the past East
Germans consume presently more margarine and less butter, more
fruit and vegetables, more cheese and yogurt and less meat and
meatproducts (Ulbricht,a.o.).
CompetitivePosition oftheAgricultural and Food Business
The competitive position of the German agricultural and food
business isdetermined bytwo basicdevelopments. Atthe oneside
the increasing integration of the German economy inthe European
inner market, and on the other side thenecessary restructuring and
reconstruction oftheEastGerman agricultural and food business as
aconsequence of the reunification of Germany. Because of thestill
existingdifferences between both parts ofGermany and becauseof
the separate data bases, it is necessary to depict the competitive
position of German agriculture and food business within theCommonMarketintwostages:firstthecompetitivepositionoftheWest
German agricultural and food business will be analyzed vis-à-vis
other European competitors.Subsequently,the situation of theEast
German agriculture and food business within the present stage of
reform willbediscussed.

M.Besch

The competitive position of West German agriculture in Europe
ischaracterized bysmallfamily farms,andasaresultalowcreation
of value per laborer (Zeddis, 1991; Wissenschaftlicher Beirat,
1990). Because of a, at least comparatively speaking, a high productivity per acre,West German agricultural production surpasses
in anumber of markets domestic needs (wheat, sugar, milk, beef),
however,thereisashortageofsomeproductslikeporkandpoultry,
oilseeds,fruit, vegetables andwine(seeWöhlken, 1991,pp.336).
TheimpactoftheCAPonthisdevelopment isevident: surpluses
haveemerged inparticular with products having strongCAPprice
and intervention regulations.Inparticular wheatandsugar exports
tothirdcountrieshavebeen stimulated byCAPexportrestitutions;
surpluses of milk and beef havebeen exported inthefirst placeto
Italy.While German imports of fruit, vegetables and wine largely
originate from southern countries, the shortages of animal products based onfeed grains (pig meat,poultry meat,eggs) are made
up in the first place byimports from theNetherlands (seeWöhlken,
1991a , pp.168).
While West German agricultural policy inthecontext of the EC
rightfrom the beginning was focusing on highproducerprices and
high protection against products from thirdcountries,itischanging
in recent years to restoration of market equilibrium by supply restrictions in conjunction with income-allowance for agricultural
producers. All in all government agricultural policy has preserved
the structure of West German agriculture; the negative consequences of this policy appear not only inthe arrears in competitive
power ofWestGerman agriculture vis-à-visnorthwestern membercountries of the EC, but also vis-à-vis the larger structured East
German agriculture (see Prognos, 1991).Presumably inthe former
German Democratic Republic farms will remain bigger than in
West Germany, also after the adaptation of the, out of ideological
reasons,strongly enlarged farm holdings in animal- and plant-productiontotheconditions of amarketeconomy.
The competitive position of the WestGermanfood industry in
the inner EC-market is assessed differently inthe field of production and food distribution (see Besch, in Wöhlken, 1991a, pp. 79
andpp.88).Asaresult of verticalandhorizontal integration,West
German food retailing at present isdominated by a small number
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of large and capable companies, which belong to the biggest international distribution companies.The four greatest German food
retail companies are also the four greatest European companies in
this field (Prognos, 1991).
However, the German food processing companies are comparatively smallaccordingtoEuropeanstandards,letaloneascompared
to the big internationals. Clearly this picture differs a great deal
between various branches of the food industry. While in the dairy
industry and in the production of raw materials for bakeries small
and medium scale firms are dominating, there is a high degree of
concentration in other branches, like the quick freezing industry,
sugar industry orthemargarine industry,partially becauseofactivitiesofsubsidiariesofmultinationalcompanies inGermany(Unilever, Nestlé, Philip Morris). The largest German cooperatives and
private meat packing and meat processing industries have acquired
aremarkableposition inthe European market too.
Such different company-size implies a different basis for operation inthe future European innermarket.The largest West German
distribution groups either are represented by subsidiary companies
in foreign European Countries (Metro, Tengelmann, Aldi) or belong to international voluntary chains or purchasing groups (Rewe,
Edeka, Spar, Markant).IntheGerman food retail business adevelopmentcan beobserved,which already iscalled 'Eurodistribution,'
i.e.,concentration of purchasingandlogistics attheEuropean level.
The opportunities for 'Euro-brands' are considered skeptically by
German food producers, also by the internationally operating big
companies. The potential advantages in production and marketing
(which have also been stressed by the EC-commission as positive
aspects of the European inner market, see Besch, 1990)can not be
realized aslongasfood consumption habits ofEuropean consumers
differ so much. As a result the marketing strategy of the West
German food industry will also in the future focus on regional
markets,nichemarketing,notonlybecauseoflimitedcompany size
but also because of different consumption habits in various European countries (seeWeindlmaier,1991).
The present situation of the East German agriculture has
emerged from three politically based transformation processes,
which have been implemented by force according to the Marxist-
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Leninist ideology(Weber, 1991):thelandreform of 1946hasleadto
expropriation and to the split up of the large estates into smaller
farms, the management of apart of the large estates has been continued as state farms 'Volkseigene Güter' (VEG: estates of the
people); the collectivisation of 1960enforced the amalgamation of
farms of a village inan agricultural production-cooperative (LPG);
the third agricultural reform of the seventies aimed at stimulating
agricultural production of the industrial type and led to a radical
separation between agronomy/horticulture and animal husbandry.
While these two agricultural sectors were brought together in very
huge production units, which comprised usually a number (up till
10)of villages.Asaresultofthispolicy,roughly 1500arable farms
of, on average, 4500 ha cultivated 92% of the arable land, while
3200 animal farms, practically without land, produced 60-90% of
theanimal production (seeFrenza.o., 1991,p. 2).
It goes without saying,that the transformation towards the market economy, which followed without delay after the monetary
union and the reunification of 3 October 1990, has put a heavy
burden ontheagricultureoftheformerGDR.Notonlythedomestic
market (because of the free entry of qualitatively superior products
of thewest) but also the East European export markets (becauseof
thedisappearing currency-free exchange byTransfer roubles')collapsed.The absence of selling opportunities has been overcome by
massive supportive purchasing by government and by subsidized
exports to the former Comecon countries. In the mean time East
German agriculturalproduction has beenstabilized atasubstantiallylowerlevel.Decrease inproduction,eitherbecauseof agriculturalpolicy (fallowing, milk quota) or by adapting tothe new market
situation (decrease of feeding potatoes and of human meat consumption),issubstantial andvaries between 25% (milk) andsomewhat beyond 50%(slaughter animals).
Incontrast tothewishful thinking ofthegovernment, agricultural structure in the former German Democratic Republic after the
transition towards a market economy has changed substantially
slowerthan itwashoped for.Uptillnow about 14000private farms
have been set up,which have an average size of 90ha (with great
differences from northtosouth),beingsubstantially largerthan the
average farm size in West Germany of hardly 30 ha (full time
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farmers). However, since mid 1990about 3/4 of about 4500 of the
former agricultural productionco-operativeshavebeen transformed
intoanewlegalstructure (co-operative,privatecompany orlimited
company), together about 3000 firms, which, with an average size
of 1400 ha, cultivate about 80% of the arable land of the former
German Democratic Republic(AgraEurope6/91,special issue).As
a result only the third stage of the communist agricultural reform
has been removed yet, namely the separation of animal and plant
production and companies are reduced to the size of one to two
villages. Certainly, many of these estates are still in economic
trouble and adefinitive forecast aboutthe future agricultural structure inthenew states isnot possible yet.
In strong contrast to the ideologically motivated fundamental
transformation of the agricultural structure in the former German
Democratic Republic, the field of processing and distribution of
agriculturalproductsdid not change agreat deal.Indeed according
to the Marxist-Leninist social system, property-rights had been
changed and first the industrial companies and the larger trading
companieshad becomepublicproperty.Lateronapartof craftsmen
firms and a part of larger retail companies have been transformed
into co-operatives, so that the market share of private companies
(inclusive of baking and meat packing) in the distribution of food
products amounted to4%ofthevalueand 10%oftheoutlets (Frenz
a.o., 1991,p.5).
With few exceptions (i.e., some newly built large plants) food
companies were purchasing old fashioned and run down facilities
and most of the plants were set up before the second world war.
About half of the facilities of food industry in 1987were worn out
according toEastGerman estimates (Heinz, 1991,p. 167).According to West German standards most food processing plants of the
former German democratic republic are not competitive any more
(only2 outofthe43EastGerman sugarfactories have beenjudged
fit for renovation by the West German sugar industry; only 5% of
the meat packing plants passed the minimum standard for recognition bytheEC,see Manegold, 1991).
Public trading companies (HO) and consumer cooperatives participated each with nearly 40% in food retailing, other government
companies had a share of 15%while the remaining 4% was in the
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hands of private retail trade (Manegold, 1991). Food wholesale
tradewas organized either inco-operatives orinpublic enterprises.
After thereunification the consumer co-operatives remained inexistence as independent regional co-operatives, while larger co-operativeshaveemerged byamalgamation.Theirchanceofsurvivalis
estimated to be small, since their outlets are predominantly small.
The other fields of public trade are broken up and privatized to a
large extent. By co-operative agreements West German trading
companies have partitioned between themselves the former public
wholesaletradeand largesections oftheretailtradeof EastGermany. In fact only 60% of the East German retail outlets are suitable
for modernization, so that a large number of new outlets (it is
estimated 40000) will have to be built. Special attention is paid to
building mass markets inthe outskirts oftowns and discount shops
intown.
The public East German food industry, brought together in 300
socalled 'Kombinate,' has been taken over (like all public companies) by Treuhand. After a difficult period of breaking up and restructuring, Treuhand has been able to sell 404 of the 830 new
companies to private buyers, mainly from West Germany. The remaining companies will have to be privatized in the fall of 1992.
The increased interest of West German companies in East German
firmsisbrought about according toTreuhand byarenewed interest
of East German consumers in food of East German origin
(Süddeutsche Zeitung, 20.02.92, p. 31). Clearly this development
has been different in various branches. For instance, already quite
soon the East German sugar industry has been privatized, almost
completely taken over,bythe4 largest WestGerman companies in
the industry (Südzucker, Pfeiffer und Langen, Zuckerverbund
Nord,ZuckerUelzen/Braunschweig),whichlaidtheirhands inthis
way on the sugar-quota (see Frenz a.o., 1991,p.27).The situation
is,however, much morecomplicated inthe meatpacking and milling industry. These sectors have overcapacity and, in particular in
meat packing, completely old fashioned and irreparable facilities
(seeAgra-Europe 6/92,03. Febr. 1992,Sonderbeilage).
All in all the privatization of the East German food industry, in
particularconsideringthosebeingtakenoverbyWestGermancompanies, will bring about an important investment- and moderniza-
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tion program. Since only a few of the obsolete GDR- companies
can beput on a sound basis,there willnecessarily haveto be built
new, large and modern units.At the end of this buildingphase one
has toreckon withthefact that thenewly built production facilities
inEastGermanywillbemoremodernandcapablethanmanyofthe
WestGerman ones.Keeping inmind thepossiblycheapersupplyof
rawmaterialstotheseEastGermanprocessingplantsbecauseofthe
substantially largeragriculturalproductionunitsinthenewregional
states,then one should give the East German agricultural and food
business good competitive opportunities for the future ascompared
tothemanysmallscaleestablishments,inparticularintheSouth,of
the former Federal Republic of Germany (see Prognos, 1991,pp.
109).

THE STRUCTURE OF COMMERCIALIZATION
The structure of commercialization in the Federal Republic of
Germany should be depicted on the basis of existing links in the
Agribusiness. Therefore first a survey of the structure of the agribusiness system will begiven, which will befollowed byapresentation of the most important branches, participating in the flow
diagram ofthecommodity-relationship. In thiscontextnot onlythe
present structure but also the most important developments during
thepast decades aredescribed. Becauseof the reasonsgiven (separate developments of both parts of Germany, and missing data
bases) our presentation will be confined to the area of the former
German Federal Republic (WestGermany).
The Agribusiness-System
In an industrial society, based on specialization and division of
labor, food provision for the population is realized in a system of
interrelated economic branches, which we call after the American
'agribusiness' concept 'food system' (Thimm/Besch, 1971,p. 7).
This system can be partitioned into a number of subsystems, the
upstream industries supplying products and servicestothe farmers,
the farmers themselves and the downstream industries, processing
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and marketing agricultural products. The system consists of three
structuralelements:(1)thebranches belongingtothesystem(institutions), (2) the functions performed in the system and (3) the
product flows through therespective branches ofthesystem.
Figure 1shows the food system in the former German Federal
Republic for theyear 1990.Because of alimiteddatabaseonlythe
turnover of the participating industries are reported; the product
flows between the various sectors can bequantified in some cases
only (exports and imports,inputs exclusive capital goods and outputs of agriculture).
Thefirst functional phaseof theagricultural andfood system are
the inputs to agriculture. It concerns production means, exclusive
capital goods and services for the current production, which
amounted to 30 billion Deutsch Mark in 1990. Agriculture also
purchases investmentgoods(machinery, buildings)from industries.
These expenses for gross investments, which have not been indicated here,amounted to 11billion Deutsch Markin 1990.
Sales of agriculture (the turnover of farms) amounted to 54 billion Deutsch Mark in 1990.This figure concerns all products marketed by farmers; they are mainly food products,the share of non
food-products (flowers, ornamentals,wool)amounts tonearly 6%.
Food imports of about 60 billion Deutsch Mark-including both
agricultural products and processed food products-surpassed the
sales of domestic agriculture.Globally theGerman FederalRepublic is one of the most important importers of agricultural products.
Certainly also German exports of agricultural and food products,
stimulated bythe CAP,have increased substantially inthe70's and
80's; in 1990exports ofagricultural andfood products amountedto
31 billion Deutsch Mark. German trade in agricultural and food
products isprimarily intraECtrade:duringpastyearsabout70%of
German exports and60%of imports were intraEC-trade.
The lowerpart of Figure 1shows the marketingdomain of agriculture. This range can approximately be measured by the difference between farm sales and private expenditure for food and beverages,taking alsointoaccount thebalanceof foreign trade in food
products. According to their function industries involved in the
commercialization of agricultural products can beclassified intwo
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FIGURE 1. Structure of the Food Industry 1990 of the German Federal
Republic* (Product flows and sales atdifferent functional stages)
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groups:companies involved in processing andcompanies involved
indistribution.
Theprocessingofagriculturalproducts intofood productsisthe
task of the food industry, craftsfirms in food business, and food
servicebusiness.Whilecraftsfirms essentially consistof bakersand
butchers only, food industry can be classified into 28 different
groups,whicharedistinguished eitheronthebasis oftheprocessed
rawmaterial oronthebasisoftheproducts made.Craftsmen retailers sell self made products in their shops; in addition bakers and
butchers increasingly carry other products so that their craftswork
asanadditionalfunction totheretailfunction can beimputed tothe
food distribution apparatus. The Food service (restaurants, etc.) is
dominated by the traditional family firm. Nevertheless in this sector-as aresult of the disproportion between the increasing demand
for and increasing production costs of services-an interesting process ofmodernization hasstarted,whichhasbeenstimulated bythe
penetration ofrestaurant chains (Reckert, 1986,pp.78).
Another interesting point isthe two-track system of thetradein
agriculturalandfood productsintheFederalRepublicofGermany.
One track consists of the traditional wholesale company, which as
assembling wholesaler is specialized on specific agricultural products (agricultural trade,cattle trade),or the food wholesaler carrying only a specific product assortment (e.g., vegetable-, milk-,
meat- or beverage wholesaler). The second track of food distributionconsists ofthefood tradingcompany bothatthewholesaleand
retail level whichcarries acomplete food assortment and anassortment of nonfoods. Because of a series of technical and organizational innovations (self service, buying concentration) this track of
food distribution has changed profoundly and quickly during the
past four decades and its dynamics have had agreat impact on the
marketing of food and agricultural products.
Structural ChangesandConcentration intheField
ofPurchasing andSelling by Agriculture
Inthissectionthestructuralchanges andtheconcentration ofthe
various industries selling to and purchasing from farmers will be
reviewed. Similar to the flow diagram of the agribusiness-system
our analysis will start out with producers of production means for
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fanners, afterwards food retail trade and food industry will bediscussed as being the most important actors in the agricultural marketing domain.
Industries Selling to Farmers
Thevalueofpurchasesofproduction meansbyWestGerman farmers amounts to more than half of their sales. For that reason it is
necessarytopayattentiontothemarkets andmarketingoftheseproducts. The most important products in this field are compound feed,
repair and maintenance of machinery, chemical products and energy
(see Figure 1). In most instances agricultural firms do not obtain
production meansstraightfrom producersbutfrom specializedtraders,
the so called agricultural middleman ('Landwarenhandel'). Such cooperativeandprivatetradingcompaniesdonotonlyselltofarmers but
arealsoinvolved inmarketingagriculturalproducts.
The compoundfeed industryis characterized by both its narrow
links with agriculture and with the food industry:their raw materials originate either directly from agriculture or are offals from the
food industry.TypicaloftheWestGerman compound feed industry
isitsstrongdependence on imports,about 3/4 of theprocessed raw
material comes directly or indirectly from foreign countries. However,sales of theWestGerman compound feed industry are mainly
domestic. The market structure and competitive situation of the
WestGermancompound feed industryhasbeen analyzed bySchwier in 1987.According to this study (Schwier a.o., 1987,pp.72) in
the middle of the eighties 80-90 producers have a share of about
40% of the market and the compound feed factories of 11central
Raiffeisen cooperatives have 30% of the market. Smaller regional
wholesale companies and milling companies take care of the remaining30%.
The domestic supply offertilizers in the Federal Republic is an
oligopolistic market,sincetheproduction isrealized byafew companies having financial relationships (see Pretzel, 1971, pp. 36;
Unger, 1984).For instancethemarket for nitrogen isdominated by
two companies: Ruhr-Stickstoff AG (asubsidiary of Norsk Hydro)
and BASF.In addition,BASFcontrols through Kali-Salz-AGpractically 100%ofthe German supply of potassium. The largesuppliers of nitrogen, first of all BASF, dominate also the market of
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compound fertilizer (Henze, 1987,pp.82).Certainly this domestic
monopoly is since the seventies, in particular in the nitrogen market, challenged by foreign suppliers: exports came first from East
European countries,andsincethemiddleoftheseventies moreand
morefrom ECandthird countries (Austria,USA).
The agricultural machinery industry is composed of two sections,production of tractors and production of agricultural machinery,which often-in particular by the large suppliers-are combined
inonecompany.Themarket structurefor bothsections isoligopolistic(seeHenze, 1987,pp. 146).Thedomesticmarket supply originates from three sources: German producers (Fendt, Deutz-Fahr,
Daimler-Benz), international companies,which produce in Germany (Case-International,John Deere,Massey-Ferguson) anddomesticsuppliers(Fiat).Notwithstandinggloballyincreasing,andalsoin
Germany observable concentration in the industries of agricultural
machinery and of agricultural tractors. German companies have
beenable,inastronglycompetitivemarket,tomaintaintheposition
of market leader in various important domestic market segments.
With the decrease of the West German investment boom since the
end of the sixties,German producers have focused increasingly on
foreign markets. Often more than half of the annual production of
agricultural machinery and agricultural tractors has been exported
during the seventies and eighties. Globally German exports rank
second after theUSA.
Industries and TradePurchasingfrom Farmers
Of all sectors related to the marketing of agricultural and food
products the greatest changes have taken place in West German
food retailing.SinceWorldWarTwothisoriginally very traditional
and smallscaletypeoftradinghastransformed itself intooneofthe
mostmodernandcapabledistribution systemsoftheworldthrough
anumberoftechnical andorganizational innovations (seeBesch,in
Wöhlken, 1991a;Besch, 1981b).
The first of these innovations, which has generated a series of
further innovations,has been the transitiontowardsselfservice in
food retail trade since the beginning of the fifties. This method of
mass retailinghasled towards asubstantial decreaseof laborcosts,
sincesomeretailtaskshavebeentransferred totheclients(service),
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Buchholz/Wendt, 1990). Industrial companies doing the first processing of agricultural raw material are also present in all three groups.
Clearlybusinessesof acraft typearemorestronglyrepresented inless
concentrated businessclasses.
Economicrealitydemonstrates,thatthedegreeofhorizontalconcentration inasectordescribes insufficiently theactual competitive
situation in markets. This competition is much more-also in the
food industry-shaped by the development of sector overstepping
mixed companies, which have emerged by interweaving formally
independentcompaniesthrough financial participation (in Germany
the international food companies Unilever,NestléandPhilipp Morris are represented with a number of companies. The largest West
German mixed company isthe Oetker-Gruppe).Thedriving forces
of this concentration through conglomerates (see also Grosskopf,
1979, p.25;Breitenacher, 1976,p.41) arenot so much the classic
arguments of economies of scale in production and in building
marketpower,buttheobjectives ofprofitable investment ofliquidities, spreading risks and rationalization of central tasks like R and
D.Alsologisticadvantages andsupply-concentration mightplayan
important roleinthis respect.
Coordination ofBuying and Selling in Agribusiness
In contrast to the concentrated markets for buying and selling
products inthefood business,agricultural production isspread over
alargenumberofsmallunits.Asaresultthereisapoorrelationship
between the supply and demand structure on the respective stages
ofthemarketingchannel,asaconsequenceoftheatomisticdemand
of farmers vis-à-vis producers ofproduction means andtheatomistic supply of agriculture vis-à-vis the concentrated marketing and
processing companies. Such divergencies between supply and demand require the performance of functions, which iron out the
differences between production and consumption with respect to
place,quantity,time andquality.
Theconnection of agriculturewith theprecedingand succeeding
economic sectors is realized in Germany to a large extent by specialized tradingcompanies,the socalled 'Landwarenhandel.'They
appear intwolegalforms: asprivate agriculturaltrading companies
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(so called 'Privater Landwarenhandel') or as co-operatives (so
called BuyingandSellingco-operatives).Typicallythesecompanies combine purchasing from and selling to the farmer, that
means they supply agricultural farms with feedstuffs, fertilizer,
pesticides/insecticides sometimes and also with agricultural machinery, and on the other side purchase wheat,oilseed and potatoes. Deliveries tofarmers account for 80%of turnover ofcooperative agricultural trading companies and for 60-70% of the
turnoverofprivateagriculturaltradingcompanies ('Landhandelsbetriebe'), purchasing from farmers account for the rest of the
turnover (Prusse, 1983,p.77, 100).Agricultural trading companiesarespreadoverthecountryindifferent ways.Privateagriculturaltradersprefer,generallyspeaking,betterlocationswithlarge
farms, whileco-operatives-in view of theresponsibility for their
members-are more strongly represented in poorer areas having
small farms (Prusse, 1983,pp. 124).Inconjunction with thedecreasingnumberoffarms thenumberofagriculturaltradingcompanies is declining-with the co-operatives-during the past 30
yearsto 1/5ofthenumberin1960.
Insellingagriculturalproductsruralco-operativescompetesince
alongtimeagowith agreatnumberofspecializedprivatecompanies in different sectors of industry and trade. The co-operative
sharesinagriculturalsalesvarysubstantiallybetweenproductsand
have developed in a different way during the past. According to
information of the German Raiffeisen-union the market shareof
co-operatives is about 70% for milk, 50% for wheat, 33% for
slaughter cattle and about 20-30% for fruit and vegetables(DRV.
Yearbook-Wendt,1990,p.99).
Thecontinuingconcentration ofpurchasinginfood retailinghas
ledtoanewdivisionoffunctions inmarketingoffresh agricultural
products.Product delivery at abuyingcenterrequires thatmarket
partnersmakeavailablelargeuniformquantitiesofgoodqualityin
properpackages.Manysmallcompanies,bothprivateandcooperative, in the assembling trade could not cope with this task. Asa
resultthesupplyofGermanfresh productsmighthavebecomeless
attractive to food retail chains, which shifted therefore to foreign
supply.
Insomefieldsofprocessingagriculturalcommodities,character-
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ized byahigh marketriskbecauseof the inelasticity ofsupply and
a high level of fixed costs in production, contract fanning as a
means of securing raw materials supply has a long tradition (Van
Oppen, 1968). By delivery contracts between farmers and processing industry an attempt is made to fine tune between agricultural
production and the needs of processing with respect to quality,
quantity and time. At the same time middlemen are bypassed in
favor of direct contacts between farmer and processing industry.
Contract farming in the German Federal Republic in contrast to
some other EC countries like Holland and France, up till now has
been used to a limited extent. It is in some sectors, like sugarbeets
(market regulation!),vegetables for thecanning industry and potatoesforprocessing,poultry andmilk,ofdecisiveimportance(seev.
Alvensleben, 1973, p.35and p.99-Wendt, 1990b,p.98).
The disequilibrium between the atomistic supply atthe farmers'
gate and the increasing concentration in the subsequent sectors
requires concentration of agricultural supply too. In the German
Federal Republic this concentration has been realized bytheestablishmentofproducers'groups accordingtothemarket structurelaw
of 1969,which makes it possible not only to improve the production structure by quality regulations, but also a coordination of
market supply bysuppliers-and marketing groups(Goeman/v.Gruben/Sotzeck, 1969,pp.285).Thenumberofgovernmental^recognized producers'groupshasreached apeak attheend of 1990with
about 1500,while the number decreased for thefirsttime in 1991.
Producers' groups are in particular important for quality wheat,
wine,slaughtercattle,piglets and milk (Agrarbericht, 1992,Materialband, p. 134).Though in various regional markets and for some
products rather substantial shares in production have been realized
(Hiilsemeyer/Schmidt/Bunnies, 1977,p.41,94,97),the instrument
of producers' groups has not definitely improved the market situation of agriculture.

MARKETINGOFAGRICULTURALPRODUCTS
Intheorganization of agricultural marketing intheGerman FederalRepublicthreedifferent levelscanbedistinguished:
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1.theleveloftheindividual farm,
2. the level of the centralized sector marketing by national and
regionalinstitutions,
3. the level of cooperative group marketing byjointly operating
agricultural firms.
Themarketinginstrumentscanbeappliedtoalimitedextent bya
farmer, marketingconsumption goodsdirectly tothefinalconsumer. Inthis respect farmers have opportunities in direct contact with
their clients to survey the market and to adapt products to the
desiresoftheconsumer.Certainly productpolicyistoalargeextent
fixed by the natural and economic conditions of farm location.
Farmers have apricepolicy of searching for theoutletoffering the
bestprice;farmer's choiceof amarketingoutlet indirect marketing
is limited to two or three alternatives. Also the communication
process(advertisingandsalespromotion)hastorestrictitself tolow
cost activities (see Pottebaum, 1988 and Mahler, 1990). Limited
opportunities for marketing by the individual farm leads to the
question, whether the performance of specific marketing functions
can betransferred tosector institutions.
The first efforts to improve the organizational bases for agricultural marketing inGermany were aimingatremovingthe structural
disadvantages to marketing by farmers and at introducing marketing from the top down by law. The result of these efforts was the
decree of the Marketing-Fund Law of 1969,and the establishment
of thecentral marketing company (CMA).Inthiswayitwashoped
on the one sideto solvethe outsider problem and onthe other side
to develop sufficient competitive power vis-à-vis suppliers of agricultural and food products from other EC countries (see Strecker,
1971).Oppositetotheadvantage oforganizingtotalagricultureand
food industrybylawinonecentralmarketingorganizationthereare
importantdisadvantages aswell.Forinstanceacentralorganization
should assume aneutral position incompetitive matters and has to
balance the interests of the various participating economic groups.
Alsoitisnaturalthatacentralmarketingorganizationcannotdevelopproduct policies,pricepolicies and distribution policies for specific products, because discretionary power in this respect is not
with the central organization but with individual companies. The
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tasks of such central and regional marketing organizations are
therefore always supportive and are restricted to marketing service
functions likebasic-andexport marketresearch,basic-and generic
advertising, support of sales promotion activities, exhibitions and
exchanges, and in the field of product policy labelling and quality
control. Important activities are also extension, education and information to the participating industries (Besch, 1981a, p. 31;see
alsoDallmeier, 1972Bd.2).
Inview ofthelimitedpotentialfor marketingbyindividual farms
and the restricted marketing domain of the central marketing organization,themiddleorganizational levelofagriculturalmarketingis
very important. Certainly the participation injoint marketing companies is not well developed so far. Therefore further development
of agricultural marketing will depend to a large extent on whether
one will develop suitable organizational structures for group marketing.
Itseems that producers' groups under the Market Structure Law
aresuited for performing group marketing tasks for their members.
The Market Structure Law allows (see Recke/Sotzeck, 1970) producers' groups to develop and monitor regulations with respect to
quality and production (i.e., collective product policy), to supply
jointly their production (i.e.,distribution and acquisition policies);
producers' groups have the right of price arrangements with their
members (they have their own price policies). Next to these tasks,
indicated in the law, producers' groups might also have a task in
purchasing production means for the farmers, through subsidiary
companies (seeHeizer, 1981).
It requires that producers' groups in the first place be quality
oriented and being loosely connected, will evolve intotightly organized marketing organizations (seeElsinger, 1991).Such marketing
oriented producers' groups might contribute in the framework of
co-ordinated marketing systems to collective brands,which differentiate themselves from mass products (Heizer, 1981; Balling,
1990, p. 201). Agricultural production methods and the quality of
rawmaterialarebecomingmoreimportant inviewoftheincreasing
healthconcern ofconsumers andthe increasingdemand for organic
food. It gives tightly organized producers' groups, which produce
according to fixed and controlled production specifications, the
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opportunity tobecometheindispensablepartnerofmarketing companies inthecontext ofcontractually organized marketing ofgroup
brands.
THE CAPACITY OF THE MARKETING SYSTEM
Thereisnogenerally validcriterion,which istheoretically based
and operational, for the evaluation of the capacity of such a complex system like an agribusiness system in a highly developed industrial country. This holds also with respect to transaction costs
theory (Williamson, 1990),which is highly esteemed among West
German agricultural economists, but whose empirical test leaves
much to be desired yet. One has to resort therefore mostly to the
measurement of specific criteria, like marketing margins, speed of
innovation or market share. Even for that purpose large scale research projects are necessary as for instance those that have been
carried out in the USA in the eighties (see Marion, 1986).In West
Germany a huge research project, commissioned by the Ministry
for Food, Agriculture and Forestry, on market structure, price development and margins has been carried out by more than 10research institutions,of which theresults have been published bythe
Society for research in agricultural policy and rural sociology in
Bonn(Zurek, 1966).Sincethattimenocomparable research project
has been performed in Germany. Only marketing margins for the
individual agriculturalproducts arecalculated annuallybytheInstitute for Agricultural Market Research of the Research Institute for
Agriculture in Braunschweig-Völkenrode and published in the
'Agrarberichten des Bundesministeriums für Ernährung, Landwirtschaft und Forsten.' Thesefigures,calculated asthe difference
between farm sales andconsumerexpenditure for food of domestic
origin (for the methodology seeWendt, 1986),arereported inFigure2.
Itappearsfrom thedata,thatthefarmer's shareinconsumer food
expenditure is decreasing and marketing margins have increased
accordingly. This development holds in general for all food products, albeit its strength differs between products: the decrease of
farmers' share has been strong in particular for wheat products,
potatoes and meat, but has been smaller, however, for sugarbeets/
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sugar, milk and eggs. However, one should not draw premature
conclusions onthebasisofthesedifferent developments of margins
about differences in marketing effectiveness. The growth of marketingmargins isresultingfrom twofactors (seeWöhlken, 1991a,
p. 123):on the onehand the amount of built in services and onthe
other hand their service costs. Since the former factor implies an
increase in the performance of the marketing system, onecan analyze only whether the cost increase as a result of more services is
justified by rationalization or not. This question can be answered
only byempirical research,whichunfortunately isnot available for
Germany inthepresent situation.
The assessment of the capacity of the marketing system for agricultural and food products hastorestrict itself tosome summarizing
qualitativestatements.Itappeared from thedescription of agricultural marketing that in particular in food retailing, technical and organizational innovations have been carried through rapidly since the
Second World War.Also inthefood industry newproducts andnew
production methods have been introduced rapidly. Even in food
serviceandrestaurants unexpected developments haveappeared asa
result of the introduction of the restaurant chains (e.g., fast food
restaurant-see Reckert, 1986). In the craftsman shops (bakers and
butchers) only small progress has been made, both in production
method andinsellingmethod.Thisiscertainlyoneofthereasons for
strongly expanding margins inthewheatandmeat marketing.
Notwithstanding the slow change in farm size, the technical
progress of WestGerman agriculture has been very substantial and
has caused alargeincrease ofproductivity per acreandper laborer.
A larger supply increase than the weak increase of demand has
brought about a negative trend in the real prices of agricultural
products, in particular agricultural products characterized by a
strong disequilibrium between supply and demand (see Wöhlken,
1991a,p.118).
SincetheSecondWorldWarincreaseofGermanfood priceswas
according to the Central Statistical Office slower than the increase
of cost of living.Since inthis period-as indicated-marketing marginshave widened, itmay beconcluded thatWestGerman agriculture has contributed disproportionally to providing the German
population withfood atcheapprices.
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StrategieMarketing Objectives
inMergers and Acquisitions
intheGreekFood Industry
George G. Panigyrakis

SUMMARY.Thepurposeofthisstudyistoprovideempiricalevidence of the effect of the type of ownership (foreign vs.domestic
deals)ontheobjectivesofcorporateacquisitions intheGreekfood
industry,byreviewingthecurrentliteratureandthenanalyzingaselectedgroupof recent takeovers.Inorder todetermine whetheror
not anyeffect did infact exist,asetof twentyacquiring objectives
were used on a number of possible strategic, marketing, financial
andmanagerialgoals.Analysisofthesedataindicatedthat,contrary
towhatwouldbeexpectedfrompreviousresearchGreekfoodmergersdiffer accordingtothenatureofthedeal(domesticvs.foreign).
INTRODUCTION
As a result of the development of the Single European Market,
therehasbeen animportant merger and acquisition (M&A)activity
inallEECmemberStates.Despitethefact thatthis activity reflects
more overall trends in mergers and acquisitions in all members,
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there has been an underlying increase in cross-border activity.The
same trend is present in Greece and in the Greek food industry in
particular.
The topic of this article focuses on the M&A activities in the
Greek food industry investigating whether they aim at the general
industrial restructuring in the food sector of Greece, inresponse to
the challenge of the Single European Market, their objectives, motives and success. In this paper we argue that Greek food mergers
will be different from those of the major EEC States. For, the
benefit of integration will be different because the motivation is
more likely to be the prospect of entering into new markets,rather
than financial factors or the exploitation of economies of scale or
experiencecurves.Thecostsof integration willbedifferent because
the pattern of ownership and control of companies is different as
well as the acquisitor's access to information on prospective target
food companies.
These findings have important strategic, tactical and internal
marketing implications.Strategicimplications affecting theform of
integration (joint venture, minority share stakes or full merger).
Tactical implications influencing the way that one has to choose a
partner and internal marketing implications with respect to theparticularhumanresourceissuesthatmayariseintheeffort tomobilize
the participation of the two members to pursue acommon marketingstrategy.
PARTICULARITIES OF THE MERGER
MOTIVES/BENEFITS
The wave of mergers and reserve mergers in recent years has
attracted important attention, but most of the academic and public
discussion has been devoted to the mergers' consequences. The
motives behind these mergers have received only modest attention
although theyultimately decidewhether amerger istried ornot.
M&A motives have initiated far less theoretical research than
merger consequences. Research in this area has taken two general
approaches.
The first approach is to indicate a comprehensive list of the
various managerial motives and objectives that might motivate
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managers to engage in M&A activities (Steiner, 1975;Allen et al.,
1981;Goldberg, 1983;Howell, 1970).
The second approach is to focus onhow particular management
goalsorobjectives motivatemanagerstoengageinM&Aactivities.
Thisapproachviewsmergersandacquisitions asbeingplannedand
practicedto:
1.Achieve synergies in the form of financial, operational and
managerial synergies (Porter, 1985;Jensen & Murphy, 1988;
Rumelt, 1986; Montgomery & Singh, 1984; Scherer et al.,
1975; Kitching, 1967; Jensen, 1986; Friedman & Gibson
1988; Maremont & Mitchell, 1988;Chatterjee, 1986; Eckbo,
1986;Shelton, 1988).
2. To achieve market power (Porter, 1985;Steiner 1975;Ellert,
1976;Chatterjee, 1986;Scherer, 1980;Rhoades, 1983;Jensen,
1984;Feinberg, 1985;Ravenscraft &Scherer, 1987).
3. To use privileged market information (Steiner, 1975;Holderness&Sheehan, 1985;Ravenscraft &Scherer, 1987,Wensley,
1982).
4.Tomaximize the top management's own utility instead of the
shareholders' value (Baumöl, 1959; Mueller, 1969; Rhoades,
1983; Black, 1989;Porter, 1987; Dunkin, 1988; Friedman &
Gibson, 1988;Rothman, 1988;Smith & Sandler, 1988; Bartlett, 1988;Dobrzynski, 1988;You&Al., 1986;Walsh, 1988).
THE GREEK EXPERIENCE OF M&A
IN THE FOOD INDUSTRY
The absence of a relevant European code has forced European
firms in their international M&A activities to respect their specific
national antitrustregulations.Mostcommonly M&Aactivitieshave
assumed the form of a firm acquiring another by buying its stock
(Katsos & Lekakis, 1990).This arrangement ensures aneasy entry
and exit, saving different divestiture costs when the partnership
proves unsuccessful. Another type of partnership which is considered as apartial merger isthejoint venture,that is aquitecommon
practice in the EEC. The major features of M&A activity in the
EEC are summarized inJacquemin et al., 1989.Domestic mergers
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dominate over international ones and are prominent among large
companies.
Greek Antitrust Policy, which is expressed injust a few legislativeacts,hasrestricted companiesfrom conducting anyotherstrategicactivity but merger,and acquisition.1
Legislation has beenusedtraditionally bytheGreekpolicy makers as a means of strengthening economic progress through the
developments of large companies capable of exploiting economies
of scale (Katsos & Lekakis 1990).Thus, instead of restrictions to
M&A activities one finds different incentives consisting of tax allowances granted to the post-merger company,2 as mergers and
acquisitions are not restricted by an important antitrust legislation.
Despitethis favorable climate,M&Atransactions inGreecedidnot
occur until the late 1980's and the early 1990's (Figures 1 & 2,
Tables 1&2).
METHODOLOGY
A list of 20 possibleobjectives wasdeveloped for decision makersengaged inM&A activates.This list was derived from previous
research by Kitching, 1967; Howell, 1970; Steiner, 1975; Walter
andBarney, 1990andisshown inTable5.Particularcarewastaken
to include possible managerial goals from several different disciplines, including marketing, economics, finance, organization
theory and strategy.
Responses were collected from 54 executives of the acquired
food firms, having in mind that they may not be completely free
from certain biases as have been suggested by Walter and Barley,
1990.As for meaningful comparisons ofdomesticvs.foreign deals
in food M&A objectives the technique of matching was used to
control independent variables which might affect theresults.Thus,
inordertoeliminate theeffect of apossible influential independent
variableonthedependent variable,thesubjects werechosensothat
theywereashomogeneous aspossibleonthatindependentvariable.
Asaresultthesubjects werematched onanorganizationalleveland
1.Law703/1977.
2.L.D.4002/1959 andLD. 1297/1972.
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FIGURE 1.M&AdealsinGreece(1983-April1992)

No o f MSA

8 8 S 8 « B t 5 5 8 t 8

'1992:Jan-April.

Source:ICAP

FIGURE2.M&Atransactions bytypeofdeal(foreignvs.domestic)

Foreign deals
Domestic deals

1992:Jan.-April.
Foreigndeals:dealsbetweenaforeignandaGreek company.
Domesticdeals:dealsbetweentwoGreekcompanies.
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TABLE 1. Major foreign M&A deals in theGreek food
sector

Jacobs/Suchard
Nestle
GroupBenedetti

BSN
Pernod/Ricad
Pepsico
3E (Coca-Cola)
Frand Metropolitan

2
1
1
2
1
2
3
2

Swiss
Swiss
International
France
France
U.S.A.
International
Great Britain

Source:ICAP1992.

TABLE 2.Nationality ofthe foreign deals in
theGreek food sector (1987-1991)
Country
France
Great Britain
Italy
Holland
Germany
U.S.A.
Swiss
International
Other

Number
15
11
10
10
7
7
5
7
10

Sourcet TOP Invest1992.

type of job. They were all holders of important senior executive
positions in their firms (e.g., President, Vice-President, Chairman,
Marketing Manager).This procedure provided an objective criterion for selecting subjects and preventing the confounding of the
variablesoftimeonthejob,education,numberofprevious employments,etc.Chi-square analysis indicated that there were no differences on critical variables of the subjects (age, sex,education and
income).Datawerecollected through structured interviewsbyeach
participant, and were approximately 1-2 hours in duration. The
interview focused on ranking the importance of the 20 different
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objectives for M&A listed in Figure 2 for two different categories
of M&A(domestic versus foreign deals).
Followingthe lead of similarstudies,eachparticipant wasasked
to rank managers' most important objectives for each of the two
types of mergers. For each ranking task, participants were given a
randomized setof20cardswiththeM&Aobjectives listed inTable
3. Participants then sorted the cards,selecting and ranking thefive
most important objectives for everyone of the two M&A types in
question.Tofamiliarize themselveswiththe20goalslisted inTable
3, aswelltheranking task,participants werefirstasked torank the
importance of thesegoals of M&A ingeneral.Thesedata were not
included in the present study. After this introductory ranking task,
each participant ranked the importance of different objectives for
eachof thetwotypes of M&A(domestic/foreign deals).
The data collected in this process consisted of two 54 by 20
matrices.Eachcellinthematrixcontainedaparticipant'srankingof
theimportance of aparticular management objective (scale 1-5,1=
firstmostimportant... 5=fifthmostimportant,0=notamongthe
fivemost important)for aparticular typeof M&A.
FINDINGS
Cluster analyseswereperformed onthecollected datatodevelop
ataxonomy of M&A objectives (Hartigan, 1975).Several different
cluster analyses were performed, all generating a high level of
consistency across the different clustering results, suggesting quite
solid results (Breiger et al., 1975). Spearman's rank correlation
coefficient was used to compute the rank order of preferences between domestic and foreign deals. A chi-square test and a t-test
were used for most of the cases for independent measures, as well
anF-testtoassessthehomogeneity ofvarianceassumption between
domestic andforeign deals.
Thisstudyreports indetailonlytheanalysis whereallrankswere
recorded in abinary form (1= amotive was ranked amongthetop
five most important by a respondent, 0 = otherwise) and rankings
for M&A ingeneral werenot included.Ranking of alltwotypesof
M&Awereconsidered simultaneously indevelopingthetaxonomy
ofobjectives.Theclusteringalgorithmused wasCONCOR(Walter
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TABLE 3. Liât of management objectives for M&A in
theGreekFood Industry

1. Accelerategrowth orreducecostsandrisks.
2. Improve competitiveness inobtaining a sizeable
market share.
3. Improve thepenetration base forexisting productsoftheacquiring company.
4. Create economies of scale by improving the
capacity capability.
5. Divest poor performing elements of the otherwiseundervalued acquired company.
6. Expand capacity at less cost than assembling
new facilities,orphysical assets.
7. Fulfill particular objectives of the acquiring
company's chiefexecutive.
8. Gain important or potentially valuable assets
with the cash flow orother financial strengths
oftheacquiring firm.
9. Gain complementary financial features.
10. Improve efficiencies and reduce risk in the
supply of specific goodstotheacquiring firm.
11. Improve economies of scale by using the acquiring form's distribution capacities to absorb
expanded output.
12. Penetrate new markets by using the acquired
firm'smarketing capacities.
13. Promotevisibility with investors,bankers with
the aimtootherbenefits inthe future.
14. Pursueopportunities to sell stockataprofit.
15. Reducerisks and costs of entering anew industry.
16. Reduce risk and costs of diversifying products
and services delivered to customers within an
industry.
17. Using synergistic qualities of the acquired
company vis-à-vis theacquiring company.
18. Using financial strengths of the acquired company.
19. Utilize the acquiring company's experience and
expertise in marketing, production, or other
areaswithintheacquired company.
20. Utilize the acquired company's personnel,
skills, or technology in other operations of
the acquiring company.
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& Barney, 1990) although other algorithms generated quite similar
results. The ALPHA cutoff was 0.95. CONCOR results for these
rankingdataarepresented inTable4.
The application of various statistical tests suggested that four
clusters adequately grouped the data in the present analysis. To
examine how the importance of these four different clusters of
objectives varied bytypeof M&A,theclustersolution was applied
toeachofthedatamatrices fordomesticandforeign typeofownership (Greek/foreign). This was done by rearranging the rows of
each of these data matrices to match the partition of objectives
obtained inthecluster analysis.Theaverage rankingof allparticipantsineachclusterforeachtypeofmergerandacquisition shows
the percentage of respondents who thought that the goals in a
givenclusterofobjectives wereamongthefivemostimportant for
a given type of merger or acquisition. The resulting averages are
presented in Table 5 and the rank importance of objectives in
Table 6.
MANAGEMENT OBJECTIVES IN M&A
IN THE GREEK FOOD INDUSTRY
Table6madeexplicit thepattern of management objectives.The
objectives grouped together incluster Onesuggestthat M&A area
mechanism for managers to obtain and exploit economies of scale
and scope. In each case, these objectives focus on taking skills
and/or assets in onefirmand usingthem intheotherfirmto create
economies of scale.This cluster of objective is similar to the efficiency oriented arguments of Echbo (1983), Halpern (1973) and
others.
The objectives grouped in cluster Two suggest that M&A are
sought by managers who are mainly motivated to expand their
current product lines and markets.None of theobjectives involved
in this cluster emphasizes product market expansion. This product
market expansion objective underlying M&A has not received
much importance in previous research even though it is related to
both marketpower arguments andefficiency arguments.
The objectives in cluster Three suggest that M&A are a way in
whichmanagersmaximizeandutilizeafirm'sfinancialcapabilities.
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Everyone of these objectives focuses mainly ontheexploitation of
capital assetstogain economic advantage.Thisobjective isconsistent withthe work of Howell (1970),Chatterjee (1986) and Lowellen(1971).
Cluster Four suggests that M&A are a key mechanism through
which managers deal with important and ongoing interdependencies with firms in their environment. This cluster is similar to the
motives for M&Aemphasized bytransaction cost and resource-dependence scholars (Williamson, 1975;Pfeffer &Salancik, 1978).
The objectives grouped together in cluster Five suggest that
M&A provide a way for managers to enter new business. These
results are consistent with the work by Rumelt (1974) and Pitts
(1977).
OBJECTIVES IN M&A TYPES OF OWNERSHIP
(DOMESTIC/FOREIGN)
The relative importance of each objective cluster for the two
different M&A types is shown in Table 5. The overall average of
the importance of objectives for the two different types of M&A
was 0.31 with a standard deviation of 0.21. Following the lead of
Breiger et al. (1975), a designation of 'H' (for high) was given to
anycell averagethat isone standard deviation orgreater abovethe
overall mean. Adesignation of 'L' (for low) was given to any cell
average one standard deviation or more below the overall mean.
Averages between onestandard deviation below orabovethemean
weredesignated byan 'M' (for medium).
The findings from this analysis were quite interesting. For
'Greek-domestic' M&A,objectives forming clusters One (mergers
isawaymanagersobtainandexploiteconomiesofscaleandscope)
and Two (mergers are a way managers maximize andutilizefinancial capability) are dominant. Cluster Five is considered of less
importance (mergers are a way managers enter new business).The
otherclustersofobjectives aremoderate.For'Foreign' M&A,cluster Five emerges as dominant, cluster One, Three, and Four as
moderate andclusterTwoas unimportant.
In studying the aggregate responses of domestic and foreign
deals, a correlation coefficient of -0.133 was found (Table 6). A
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chi-squaretest X 2=28.602wascalculated andwasproven significant at p = 0.01.When the rows where examined three of thefive
contrasts were significant atthetraditional acceptable levels (t-value), clusters One, Two and Five. The Spearman's r(s) measure of
rankcorrelation wascomputed tomeasurethedegreeof association
between domestic and foreign dealsintherankorderof importance
in which they place their objectives. A value r(s) = -0.589 was
calculated, indicating a high degree of dissimilarity between the
two different types of deals (no monotoniedecreasing relationship
in the rank order of the importance they attach tothe M&A objectives).
DISCUSSION
In the run up to 1992 there has been an important increase in
merger activity in the Greek food industry. Our findings suggest
that foreign M&Adeals aredifferent from domesticdeals.
The objectives of integration in foreign deals are different becausethe motivation isusually theprospect of entry into new markets with all the synergies that correspond, rather than financial
factors or the exploitation of economies of scale. As far as the
Greekfood industry isconcerned, ifsubstantialscaleeconomiesare
a goal, as the present study suggests, foreign firms have to realize
that these usually require heavy post-acquisition investments. Furthermore, no matter the origin of the deal the success factors in
Greek food industry acquisitions remain the following: good purchaseprice,reasonable sales synergies andclearpotential foreconomiesof scale.
Theseobservations haveimportant implications forstrategy:partial integration, through joint venture or minority share stakes is
preferable in the case of foreign M&A to full mergers.Second, the
actual choice of a partner is different as the objective is both to
identify partners who are capable of facilitating entry into new
geographic markets and whowillalsohavetheincentivetodoso.
Incontrast themost important stated factor for domestic mergers
is general 'expansion.' However, expansion alone is not a good
reason for merger, for while itpresents amotivation for combining
firms it does nothing to suggest that actual performance will be
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improved.Itsrecords,atdoingso,arenotencouraging,ascountless
studies of previous rounds of merger activity have shown (Meeks,
1977).Expansion remainsagood objective onlyifonebelievesthat
it builds orreinforces competitive advantage. However, as mostof
the domestic deals in the Greek food sector are horizontal ones,
executives feel thatsuch acquisitions,whenwellplanned, frequentlyrepresent low risk,cost-effective routes to increasemarket share
or improve profitability inthepressure ofthedomesticand foreign
competition.
Market entry that seems the predominant objective in foreign
mergers isnot,initsturn,asource ofcompetitive advantage.However,itcancontribute inrevealingthevalueoftherelativecompetitive advantages that either of the firms may have, by enabling the
advantages to beextended tonew markets.Inthis respect, mergers
motivated bythe desireto enter new geographic markets appear to
bedirected moretowardtheexploitation ofpotentialsynergiesthan
theirdomesticcounterparts,anditisnotsurprisingthatmultinationaldiversity hasastronger linktoprofitability thanproductdiversity
(Grant et al., 1988;Daviset al., 1991).
Finally,whilethispaperduplicates andextendsprevious research
on particular managerial objectives in M&A, it is also consistent
with the 'list' approach. The study shows that often the pattern of
multipleobjectives isimportant in M&A.
CONCLUSIONS
Thispaper adds further insights intotheobjectives behind M&A
intheGreek food industry.The study suggests that domesticM&A
activities in the food sector in Greece are used as a defensive response intended tocompensateforunattractivepriorcircumstances.
Faced withlowmarketsharesandinhighlyconcentrated industries,
the sample firms acquired new business in industries where they
previously produced output (horizontal integrations).Thedominant
hypothesis tested in this study indicated that domestic and foreign
deals are quite different. Future research might focus productively
onthe following:
• Aremergers intheGreekfood industry more(orless)successful than intheEECstates?
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• Aremergers ofcertainsizefirms more (orless) successful?
• Arehostiletakeovers more(or less)advantageous totheshare
holders than nonhostileones?
• What isthelink between expected performance and longterm
actualperformance of acquisitions?
Regardless of the direction that this future research may take,
there isanobviousneed toimprove ourknowledge about why food
and drink companies engage in M&A behavior in today's conditionsoftheSingle European Market.
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SUMMARY. In this article the authors describe themost important
changesoftheAgrifood systeminItalyduringthelasttwentyyears.
Thepaper describes thestructural transformation ofAgriculture and
theeffort of food industry toadapttotheinternationalization of food
markets.Agriculture andfood industry areconceivedofastwocomponents linked by functional relations of the Agrifood system. The
structural changes of Agriculture are expressed by a consistent decrease inoccupation andcontribution totheGNP.
However,structural changes vary greatly between regions andcan
beexplained by adifferent degree of specialization, concentration of
resources, technologies and rural development. Because of structural
inefficiencies (small scale, low concentration and integration) and
poorcommercial strategies,food industryhasencountered some difficulties.However,progress hasbeen madeduring theeighties tocope
withthesechanges.
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INTRODUCTION
Considerable attention has been devoted in recent years to the
structural and institutional transformation of the agrifood sector in
Italy. This sector represented since the early stage of industrial
development aconvenient sourceoffood andprovided a significant
economic contribution tothedomesticeconomy (Rosaa.o., 1991).
During thesixties,theindustrialization of Italycaused consistent
socioeconomic changes.South to North and Ruralto Urban migrations accelerated thetransition from ruraltoanurban society.Inthe
period 1963-70 the rural population declined by 1.5 million units
from 5.3 to 3.8 million and in the following twenty years another
1.5 million left rural areas (Fanfani a.o., 1991;Galizzi, 1981;Giacominia.o., 1991).
These are the premises of the agrifood transformations: the decline in economic and social importance of the agriculture, the
growing demand for food with correlated imports, of which milk
and meat are the most important, a domestic food industry that in
spiteof itsexpansion isnotabletocopewiththerapidexpansionof
demand. Consequently the food deficit grew during the period
1965-75, and tended gradually to slow down in more recent years.
However,in 1987itwassuperiortothevalueofoilimports,in 1988
it amounted to 18,000 billion lire, 60% of which was due to the
import of agricultural products.
Political programs to face the growing demand of food products
and to stimulate the structural adjustment of agricultural and food
sectors were represented by "Piani Verdi" a complex of concerted
actions promoted bytheState administration tosupporttheagricultural sector, and the constitution of mixed private-public groups
with intervention of SME(Societa' Meridionaledi Elettricita')and
SOPAL(Societa' Partecipazione Alimentäre)topromotethedevelopment ofthefood industry.
Therecent events represented bytheconcentration of enterprises
thatoperateinthefood industry,thegrowing internationalization of
thefood markets,thecompletion ofthecommon European market,
foster an analysis of the economic and political factors that will
stimulatethecompetitiveness ofdomesticcompanies intheinternational food market (Bettele, 1989; Fabiani, 1984; Galizzi, 1981;
Swinbank a.o., 1983).
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THE CHANGES IN THEAGRIFOOD SYSTEM
The transition from agriculture to the agrifood system can be
described bythefollowing changes:
i. The change of the traditional fanning system, like the exit
from agriculture of a substantial number of farmers, a slight
increaseoftheaveragefarm sizeandagrowingintegrationof
agriculture with the food industry in the most advanced regions.
This pattern is very different from region to region and is
correlated withthedegreeofevolution of food and manufacturing industry and more ingeneral with the economic level
of the region. In some works this has been defined as a
dualistic development which is strongly affected by the
imperfections of labor and capital markets (Fabiani, 1984;
Fanfani a.o., 1991;Magni, 1982).
ii. Modernization of the food industry by innovation in food
technologies, integration and concentration of enterprises to
gain competitive advantages (Cannata a.o., 1988; Frigero,
1978; Loseby a.o., 1992).Foods are more and more becoming the synergetic combination of agro-industrial processes
and marketing strategies; the typical functions of the food
industry: processing,packaging,conservation,transport added to thecommercial and marketing functions performed by
retailcompanies aregivingtofood productsthequality standards,accessibility and imageattributes,required bymodern
distribution. Dairy products, processed fruit and vegetables,
meat and poultry,grain milling and chocolate, are characterized by rapid demand expansion due to product innovation
andchanging retailingtechniques,
iii. Theexpanding organization oftheAgrifood system.
This is evident in the most developed regions of Po River
Valley: Piemonte, Lombardia, Veneto, Emilia-Romagna,
with theemergence of "Agrifood districts"characterized by
verticalcoordination amongenterprises operating inagriculture, food and manufacturing industry, wholesale and retail
distribution.Concentration andspecialization areparticularly
advanced in the meat, vegetable and wine sectors where a
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network of manufacturing enterprises supplies the technologies anddifferentiated services to developcompetitive products (Balestrieri, 1988;Bagarani a.o., 1988;Iacoponi, 1990;
Ievoli, 1986;Terrasi, 1985).
iv. The concentration of consumer demand and its evolution, as
a consequence of the urbanization, has created new market
opportunities atthe retail level and has increased the importanceofcommercial strategies.
The growing number of professions in the tertiary sector,
women's emancipation, smaller size of families, decline in
traditional values and the importance of communication to
influence individual choices are the most important factors
determining remarkable changes in food demand in Italy
(Bertelè, 1980;Chang Ting Fa, 1987).
Emergingtendencies infood consumption arerepresented by:
1.An increasing demand for convenience foods;
2.Growing quantity and expenditure for food consumed away
from home express lifestyle changes as aconsequence ofnew
occupations and higherper-capita income.
3.The imitation of consumption habits of othercountries which
implies the globalization of consumer demand (Barkema a.o.,
1991).
The increased elasticity of consumer demand and the profit
realized attheretailleveldemonstrate thatthemarketing strategies are able to change the traditional relationship between
food and consumer. Consumer motivations are increasingly
determined by a combination of physiological, psychological
and economic factors, that represent the interaction between
the consumer and his environment: education, profession and
media are becoming very important determinants of food
choice. In this context, product price and income aretwo but
not allthedeterminants ofconsumerchoice.Theglobalization
of consumers' tastes,that have determined the market expansion of products like Citrus juices, Olive oil, Pasta, Pizza,
Parmesan style cheese, is responsible for the introduction of
foods thatarenot inthe Italian style like margarine asabutter
substitute, seed oil for olive-oil, cereal derived products, fro-
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zen foods, French cheese and wine, vegetables from other
countries,tropical andoutofseason fruits.
4.Thenegativeexternalitiescaused byindiscriminateuseofpesticides,fertilizers andchemicalsfortheintensification ofagricultural processes.
The alteration of the original quality of natural resources,sometimes associated with a mediocre quality of mass production, has
determined the growing opposition of different groups against the
negativeconsequences fortheenvironment and consumer healthof
intensive use of pesticides, chemical and some biological inputs:
hormones,antibiotics and otherproducts used in intensive farming.
The number of works published in Italy in the last ten years
demonstrates the academic and professional interest in and the acquisition of adeeper knowledge about this subject. Theoretical and
institutional problems, political implications and marketing strategies have been extensively examined in the literature, in order to
explain theroleandchanges oftheAgrifood system.
Galizzi (Galizzi, 1987) has developed a vertical integration approach framed within an Industrial Organization scheme to study
the consequences of structure, conduct and strategies of the enterprises operating intheAgrifood system.Thisapproach emphasized
therole of the food industry in determining the functional relations
that link the food industry to farming and distributive sectors. He
pointed outthestructural weakness ofthe Italian food industry that
reflects thestructureofmanufacturing industry,thesmallsizeofthe
farms, and the specific attitudes of Italian consumers to allocate a
consistent share of their food expenditure in traditional foods regionally or locally produced in small, family managed enterprises.
The structure of the farming sector was in many cases responsible
for technicalandfinancialinefficiencies ofthefood chain:in1988,
with an average dimension of seven hectares, significantly lower
than the European average, the 2.14 millions of units below five
hectares represented 77%of the total and only 22.7%of the arable
land.Structuralinefficiency, lowfanner education,ageingand rural
isolationrepresentthedifficulties fortheagriculturalsectortomake
aconsistentstructuraladjustment tothestrategiesofthefood industry.The size limits of the food enterprises mayexplain theacquisi-
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tion and control of some important Italian food groups by multinational ones. Many of these are interesting business, which despite
their small size as compared to the size of international companies
are performing quite well due to the 'niche position' (niche for
product, customer or channel) achieved in the domestic market.
This 'niche position' makes them able to cope with the greatly
segmented Italian demand for food products. Sometimes linked to
domesticstereotypes nevertheless theniches orspecialty food markets are the most recent evolution of food marketing. This was
possible with the progress in food technologies enabling farmers
and food processors to target consumer niches more precisely and
to adapt the commercial strategies of the distribution according to
specific marketconditions.Thedemand for awidervarietyof foods
demonstrates the greater interest for specific food attributes:nutrition,health,image,convenience.
THE ECONOMIC IMPORTANCE
OF THE AGRIFOOD SECTOR
TheINEA(INEA, 1991)estimatedfor the 1990stheglobalvalue
ofthe Agrifood sector at 190billiondollars of which:
i. 19%,the value added of agriculture,
ii. 8%,the intermediate consumption of agriculture,
iii. 10%,the amount of agrifood investments,
iv. 14.5%,thevalue added ofthefood industry,
v. 48.5%,residual value ofcommercial anddistribution services.
The growing importance of the food processing industry is signalled by its increased value added compared with the primary
sector.
In Table 1are reported for agriculture, food and manufacturing
sectors (i) the value added at factor costs (VAFC) expressed in
current national values (ii) the share of VAFC with respect to the
totalGDP.
Theeconomicimportance ofthethreesectorsgenerally declined,
indicating the transition from a prevailing secondary to a growing
tertiary economy. In this period agriculture showed the greatest
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decline, loosing more than half of its contribution to the GDP,the
food sector lost 20%,more than 9%decrease of the manufacturing
sector.The decline of agriculture was systematic during the period
while food processing and manufacturing experienced in particular
a decrease of their relative contribution to GDP in the period
1980-85. Despite this apparent decline, the importance of agriculture with 4.3%of GDP,is remarkably higher than the 3.2% of the
EEC,2.1% oftheUnited States and 3%ofJapan.
Threesignals ofthedeclining importanceof agriculture are:
i. The demand for set-aside: 680,000 hectares representing
53% ofthetotal EECset-asideprogramme.
In Emilia Romagna, a productive agrifood region, the setaside program caused in the period 1988-1992 a growth of
the land withdrawn from production from 930(at the beginning)to 15,000hectares (attheend)andthenumberof farms
involved intheprogramme hasgrown from 94to1983.
ii. The reaction of producers to the EEC programs of supply
control, in particular the milk quota control. In most of the
Padania regions responsible for 85% of the domestic milk
production, the number of farms that will stop production in
thenext yearswillgrow.
iii. The declining Italian competitive power in Citrus, Olive oil,
Tomato markets, due to a better marketing organization of
exportingcompanies inSpain and Israelandcostadvantages,
specifically labor costs, of North-African countries and
Turkey.
Thedeclineofagriculture isexpected toaccelerateinthecoming
years due to lower revenues of a large number of small farms,
which face growing costs especially labor costs, being less protected by CAP price policies, due to the growing bureaucracy requiredforthenewcompensation policies andbecauseoftheemergingdifficulties of integration with food industry.
Unfortunately policy makers prefer to continue in myopic conservatism to maintain their influence, instead of facing innovative
farm andfood policies togenerate acompetitive environment.

FrancoRosaandGiovanniGalizzi

THE DUALITY OFTHEAGRIFOOD SYSTEM
Apeculiarfeature oftheAgrifood changes inItalyistheregional
specialization.The performance ofthe food industry depends quite
heavily on local agricultural production. This interdependence is
duetotheinfluence of specific geographic andclimaticfactors.An
input-output matrix from 1975 shows that food industries derived
61% of the inputs from agriculture, 14%from imports, 16% from
re-use of domestic food industry products and 5% from re-use of
imported food (Bernin Carri, 1990;Gios a.o., 1982;Terrasi, 1985).
Agrifood districts inItaly aretheevidenceof localconcentration
of technologies and resources to accomplish competitiveness of
food enterprises. There is a system of local enterprises usually of
small scale and with flexible technologies, which are able to competeinthesubsectors onwhichtheyarefocusing. They significantly affected the performance of the agrifood system in different
regions, stimulating the increase in occupation and value added.
Agro-industrial districts arespreadinginthespecialized areasofthe
northern regions for poultry, fresh and preserved vegetables, meat
packing,dairy products,wineand insomesouthern areas.
It appears that the interaction between farmers and private or
public institutions,which assist farm and food enterprises,are keyfactors inmaking agriculturecompetitive.
Socio-economic and geographic conditions have influenced the
patterns ofdevelopment.TheratioofVAFCofthefood industryin
1989toVAFCofagriculture was75.3% inNorthernregions,51.4%
in the center and only 23.6% in the south. During the period
1980-88, the VAFC of agriculture increased by 81%in south and
86% in the north, despite the production restriction imposed on
milk and cereals. The south represents 42% of the total Agrifood
value added and the long term projections indicate a further decrease. The duality of Italian agrifood system appears from the
development in the ratio between the VAFC of the agriculture and
thetotalGDP,whichintheperiod 1980-88passed inthesouth from
11%to7% andinthenorth-center from 5%to3% (seeTable2).In
the same period, the productivity of agriculture measured in percapita VAFC at constant 1980 prices, increased by 27% in south
from an initial value of 6.774 (mio lire), in north-center increased
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by29%from aninitial valueof8.960(miolire).In 1988theVAFC
insouth was4%lessinrespecttothenorth in 1980and34%lessin
1988. The growth patterns are quite similar but differences inproductivity are still consistent and persistent as suggested by the
VAFCratio between south andnorth-center passingfrom .74to.72
intheperiod 1980-1988.

CONSUMER BEHAVIOR
The demand for food issubject tothe influence of many factors:
whereas food expenditure declined as a percentage of total private
expenditure,itisgrowinginabsolutetermsanddirectedtoproducts
with higher value added. Consumer choice has been greatly influenced by the globalization of food markets, demographic
changes, ageing,presence of multi-ethnical groups.Table 3 shows
thatconsumerfood expenditurehas beengrowingduringtheperiod
1970-1989,at alowerratethan total privateconsumption expenditure(total) andthanper-capita income:theratiobetweentheexpenditure on food, beverage and tobacco andthetotal privateexpenditure reduced from an initial 39% to 22%;the value is close to the
European average.Agrowingshareof food expenditure isspenton
high value added foods: processed food and food consumed away
from home (afh). It reflects the changes in social habits and in
income.
It is estimated that in 1989, 12 million meals were consumed
everyday awayfrom home,representing48.5thousand billion lires
on an annual basis. It increased another 5% in 1990. Geographic
and regional differences are relevant: while national per capita
monthly expenditure for food and drinks consumed out of home
was estimated 215,000 lire, it amounted to 224,000 in the north,
228,000 lire inthecenter (influenced bythepresenceof thecapital
city) and 197,000 lire in the south. Food expenditures are highest
for meat (28% of total expenditure) followed by fruit and vegetables (22%), dairy products and eggs (14%),cereal-based products
(11.7%),fish(6%),wineand alcoholic beverages(5.5%).
Italians have a 'Mediterraneandiet' of fresh products,oil,pasta,
freshfruits and vegetables and othertypical foods. They aremixed
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with a growing quantity of imported foods that represent the internationalization of consumertastes.
THE INTERNATIONALIZATION OFAGRIFOOD MARKETS
Importantdeterminants oftheinternationalization ofthe agrifood
markets are the growing interdependencies between the marketsof
different countries (Barkema a.o., 1991; Porter, 1990).One important factor is represented by the growing influence of foreign
MNC's that operate in Italy and Italian MNCs: Ferruzzi, Barilla,
Arrigoni, Parmalat operate inworld markets and export substantial
quantities oftheir production.
Thedomesticsupplyofagrifood productsisnotenoughto satisfy
domesticdemand forfood.Thisiscertainlyanimportant reason for
thepenetration of MNC's indomesticmarketsbutotherfactors like
inefficiency, lower barriers to entry and aggressive financial and
commercial strategies of MNCs contribute to their consistent penetration indomestic marketstoo (Corsani, 1988;Galizzi a.o.,1989;
Linda, 1988;Mariani,1990).
Table 4 reports the evolution of the trade balance for the last
thirty years with specialreference toItaliandependence on internationaltrade.
Italian food import surplus was quite impressive in the period
1970-1980. There is in particular adeficit in meat and dairy products.
Thepropensitytoimport increased atalowerrateand propensity
to export at a higher rate in the period 1980-1990 as compared to
theperiod 1970-1980.
THE FOOD INDUSTRY
In the first part of the eighties, average turnover of the food
industry in constant prices,progressed at an annual rate of 2%,in
comparison to agrowth of 1%of manufacturing, andeven acceleratedto3.5%inthesecondhalfofthisperiod.Atconstantprices,the
VAFCofthefood industry increased during thesameperiod annu-
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ally by 2.5%.Food industry was inthe period the third contributor
(10.8%)toGDP,after themachinery industry,28.9%,andchemical
industry,17.2%.
Itcontributed in 19892.2%ofthecontributiontoGDPand 1.6%
to domestic employment. Growth differed consistently between
branches ofthefood industry:mostexpansive weresugarand mineral water. The latter increased its turnover by 77.1% in the period
1985-90; it is one of the most active sectors in M&A (merger and
acquisitions).
TheFirstProcessingofAgricultural Products
Theindustry,intermediatebetweentheagriculturalsectorandthe
food industry, is defined by ISTAT: "Processing activities performed bytheagriculturalsector." In 1981 (Censusdata)thissector
comprised morethan 17thousand enterprises andemployed almost
100 thousand people. These enterprises usually perform a first
transformation, packaging,conservation orrefrigeration oftheagricultural products.
In many agrifood districts, many processing activities are performed by co-operative establishments that operate close to the
member's farms which deliver the products. They facilitate the
transition from agriculture to agrifood system by integration ofthe
functions performed atdifferent levels of the food chain,developingfood markets,solvingsomeofthefiscal-financialand organizational problems.Their size,interms of employment are higher(11
units on average),as compared to the average of the food industry
(8units),probably duetothelabor legislation.
These co-operative establishment have an important share ofthe
value realized in primary sector: 63%for butter, 47% for cheese,
43% for fruits, 37%for frozen products,40%for wine.Thistypeof
enterprise gave in Emilia Romagna, the most important region for
the turnover of the food industry (70% realized by co-operatives),
the largest contribution to the organization of the agrifood sector.
There aretwoorganizational models of major co-operative groups:
Confco-operative and Lega.Confco-operative isafederative model
structured in five federations that represent the major activities
performed in the agrifood subsectors. The system is working with
three levels of co-operatives:primary, second and third degreeco-
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operative organizations specialized to coordinate the collection,
processing and marketing functions at local,regional and nationalinternational levels.
The independence of each subsector seems to facilitate the specialization of product lines preserving the autonomy of members
but makes it more difficult to develop multiproduct cooperative
activities andcollaborations for commercial strategies and research
and development projects.
The other group,LEGA is based on a Holding organization that
has the objective to centrally co-ordinate all the activities of the
agrifood sector performed by the affiliated co-operatives operating
in all agrifood subsectors. In this case the problem seems to bethe
opposite:the difficulty to supervise and control all these activities
with acompetent management andcontrol thepolitical influence.
CHANGES IN THE FOOD INDUSTRY
The food industry (NACE 41/42 or ISIC 311..314), like the
manufacturing industry,started togrow rapidlyduring thesixtiesas
a result of innovations in food technologies and in food products,
that stimulated thedemand for food.
The evolution of the food industry in the past is described in
Table 5 reporting Census data for the entire industry in the years
1961, 1971, 1981. Total industry is compared with the companies
employing twenty or more persons. The latter is considered more
representative for the industry,with respect totherelevant structuralchanges.
The indexes show that structural changes arenot veryrelevantin
these years: the average of eight persons engaged per unit for the
entire industry remained almost unchanged over the entire period;
alsofor theindustry with20ormorepersons perunit thedeclineof
twounits in20yearsdoesn't represent asignificative change.
In the first decade,the concentration is shown by the declineof
the total number of companies and the increase of those with20or
morepersons engaged; inthe second decade the situation reversed:
structural indicators indicated asituation becoming closertothatof
1961, with the decline of larger units to 5% of the total and representing 57% of the persons engaged. For the following years, the
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datapublished byEurostat (Structureand activityofindustry:annual inquiry) indicate that the number of enterprises with twenty or
more persons engaged increased by 10%, while the number of
persons engaged remained quite unchanged.
MERGER AND ACQUISITION: STRATEGIES TO CONTROL
THE FOOD MARKET
The recent history of the food industry is characterized by a
substantial number of mergers and acquisitions, most of them majority acquisitions (Linda, 1988; Loseby a.o., 1992; Ravazzoni,
1991).BSN the French group through IFILacquired thecontrol of
some important Italian groups like SCIA (87), Star (89), Peroni
(88), the greater producers of pasta Agnesi and Ghigi and other
smaller producers. Nestlé acquired the control in 1988 of Buitoni
group and "King's prosciutti" a prestigious domestic label. In the
alcoholic beverage sector, Artois-Piedboeuf acquired in 198636%
of Von Wunster, Dreher-Heineken and in 1989 Moretti and Prinz
were acquired by the Canadian group John Labatt. In the wine
sector, Seagram acquired the control of Maschio group and Barbieri, Pernod-Ricard acquired Canei. On their turn Italian groups
penetrated in foreign markets, like the Cesare Fiorucci (ham and
salami),LavazzaandSegafredo-Zanetti inthecoffee sector, Ferrero
forchocolate,theestablishment intheUSAofapastaestablishment
by Finpetrini,the expansion inthe UK and Spain of the Consorzio
Conserve Italia, the constitution of Multitrade in Spain and Beca
Greece by Beca-Italy,the second largest company in meat processing. Martini e Rossi acquired the control of Calvados Boulard
Benedectine from Remy Martin and realized a joint-venture with
the British Boss and American Bacardi for the distribution of its
products on these markets. Ferruzzi, the best performing agribusiness group after Eridania and Beghin Say acquired in this period
CICA (Brasil),Guadalco (Spain) and the European industrial divisions of American companies CPC (now Cerestar) Central Soya,
Lesieur (French group) and Koipe (Spain) leader in oil production
(Galizzi a.o., 1989).
Of the 271 Mand A operations,recorded intheperiod 1986-89,
141 (52%) were majority-or control acquisitions-42 (15%) were
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minority acquisitions, 15(6%) were mergers,68 (25%) werejoint
ventures and commercial agreements and 5 (2%) other operations
(Mariani, 1990).The tendency toestablish a form of "non equity"
partnerships is to avoid 'risk capital' operations, that imply for
smaller enterprises, in case of failure, therisk to lose autonomy or
disappearance from the market (Ravazzoni, 1991;Swinbank a.o.,
1983).
Important objectives achieved withthiscollaboration were:
i. theuni-orbilateral transfer oftechnological and commercial
know-how,
ii. theexchangeofgoods andservices,
iii. interfirm collaboration inone ormore functional areas ofthe
agribusiness. The largest corporations (with turnover greater
than 100million $) were oriented to reach dominant market
positions by pursuing strategic objectives like the control of
the production and distribution of leading products and the
acquisition of important labels.Inthis case there was apreference for joint ventures in which partners got involved in
'risk sharing' operations.
The ten largest groups listed in Table 6realized morethan 50%
ofthemajority orminority acquisitions andjoint ventures.
ThejointventureofGalbaniAlivar,BarillaandFerrero indicates
thattheadvantages for participants aremainly scaleeconomies,the
creation of barriers against competitors and better performance of
oligopolistic strategiestocontrol markets.
Merger and acquisitions differ between industry and markets.
The greatest number of acquisitions (majority share and mergers)
was realized in the wine sector (10%), followed by bread and
bakery (7.1%),dairy (7.1%),pasta and rice (6.4%),mineral water
(4.3%),fruit andvegetables(4.3%).Almosttwothirdsofthe majority acquisitions of the last three years in the food industry had the
objective to increase the control of the market. When acquisitions
were made in areas not correlated to the "core business," the goal
wastospreadriskoverdifferent activities,tosplitprofits inorderto
reduce taxation, to advance in vertical integration, to acquire the
control of different enterprises in a business line. Recent events
show anumber of horizontal strategies oriented to achieve abetter
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controlofthecorebusinessareas.Inthesectorsmineralwater,beer,
bread, bakery,pasta,slaughtering and salami, 100%of the acquisitions were realized in the same sector. The global turnover of the
largest 53 Italian food groups was estimated in 1989, 20 billion
dollars corresponding to 25%of the total consolidated turnover of
theItalian food industry and 75%ofNestlé (Ravazzoni, 1991).The
60,000 persons engaged in this group of enterprises, represent
15.4%of totalemployment inthefood industry.Atleast40ofthese
enterprises participate in foreign groups and in 18 of these enterprises the total or the majority of the assets, is controlled by a
foreign group. Forty-four percent of the turnover of the first 10
major companies in Italian Food Industry has been covered by the
first three groups which are controlled by Unilever, BSN and Ferrera.
Table 6 indicates, for 12 food sectors the aggregate business
(market value) realized by major groups and their market.There is
only one sector, the processed fruit and vegetable where the three
major groups are Italian; atthe opposite beer,coffee and chocolate
arecontrolled byforeign groups.
The data show consistently a substantial financial control by
foreign groups in the most important sectors of the Italian food
industry.
Welistthreedifferent types of acquisitions:
i. Large groups that made acquisitions in the business area,
being their core business. Cases in point areFerruzzi (cereal
and oil),Barilla(pasta),BSN-Ifil (dairy products);
ii. Foreign groups that invested in specialized activities, where
Italian groups had a substantial market control. (BSN-Gervais Danone,Nestlé,Dart & Kraft);
iii. Smallerenterprises thatusetheacquisitions toenterandcontrol the market they were interested in. (Itafin, Can-Fin, San
CarloGruppo Alimentäre).
At the end of 1988, 15 of the leading 42 corporations were
controlled by MNC's.The interest of foreign groups in Italian food
industry can beexplained byfour arguments:
i. the limited barriers to entry due to the prevailing financial
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weakness of the domestic firms; for some of these, after the
acquisition they evolved towards a subsidiary unit of the
MNC, with most of the managerial functions transferred to
thedirection oftheMNC.
ii. the synergetic effect of the "niche-label" derived from the
position inthedomestic market,combined withthecommercialpowerofthelabeloftheforeign Group.
iii. thepossibility toexploit aquitetraditional market with innovativeproductsthat areaccepted byItalian consumers.
iv. the need to gain scale economies tojustify the growing expenses inresearch anddevelopment for newproducts.
CONCLUSIONS
TheItalian agrifood systemisevolvingunderpressureof international competition that brings about structural adjustments to new
conditions of competition.
Changes intraditional agriculture arerequired withmarkettransformations, international competition and the McSharry reform
which indicatestheconversion oftheCAPfrom assisted agriculture
towards rural development.
The pressure of the United States to abolish the present CAP
system of aid and preferences, which alters competitive conditions,
isanotherimportant factor of structural adjustment.
Despitetheunderstableresistanceofmanyfarmerstotheagriculturalreforms theevolution toward acompetitive agrifood systemcontinues because singlestates are increasingly unableto afford thegrowingcostsofagricultural surpluses.Whereasthefuture singleandopen
Common Marketwillnot producedramaticeffects ormore conflicts
as compared to the present situation, some changes are expected
from theremovalof theremaining trade barriers,theunified system
of marketing operations,rules of pricing,negotiations and transportationstandards.Itwillpush further thedevelopment of multinational
groups, which will gain competitive advantages in economics of
scale,marketing intelligence,riskdiversi-ficationand management
co-ordination.
The Maastricht treaty willprobably have financial consequences
fortheregulationofexchangeratesandtheeventual introductionof
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a common currency which will facilitate financial transactions.
Theregulationofnewinstitutions,whicharebecomingmorecommon, likeoptiontrade and futures marketscontribute tothe efficiencyoffood markets.Changesoftheagrifood systemareaccelerated by the growing influence of greater mobility and the
influence of media and communication on consumer behavior.
WeaknessesofItalianagriculturearethefarmsizeinferiortomost
other EEC countries and poor competition on costs,quality and
standardization asrequired byprocessing industry and final markets.However,this statement must bedifferentiated accordingto
theregions.Thenorthern regions are ingeneral better organized.
The Agrifood districts are the evidence. They concentrate resources and knowledgetocreateconditions for anexcellent marketperformance. Intheseregionsemployment inagricultureison
average 4% and the size of farms is greater than 10 hectares.
Structuraladjustments observedcanbeliketheexitoffarmersand
agricultural laborers from the farm sector, the diffusion of parttime fanning, the concentration of farms and their co-ordination
with thefood processing industry facilitated bythepresence ofa
cooperativesystem.
Inthesouth structural adjustment ismoredifficult for anumber
of reasons.Themostimportant obstacleseemstobetheallocation
of the redundant labor force outside the farming sector.Nevertheless the situation varies greatly by region and within regions: in
Puglia,CampaniaorSicilytherearealsosomespecializedareasfor
theproduction ofvegetables,wine,citrusproductsandoil.
The performance of the food industry is affected by the inefficiencies of agriculture, the organization of the distributive sector
andthespecificattitudesofItalianconsumersforhomemadefoods.
Theexpansion ofmanyItaliancompaniesabroadhasdemonstrated
theopportunities toexpand inforeign markets.Their limitscanbe
summarizedintwopoints:
i. Theytendtoconcentratetheirstrategiesabroadintraditional
productslikepasta,tomatoes,vegetables,wherecompetition
ishigh.The acquisitions of important Italian groups by foreign MNCs demonstrate that this sector is no longerdominatedonlybylargeItaliancompanies.
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ii. Theytend toenter intonichemarketsthat aremoreappropriate for Italian foods. This sector requires strategies based on
quality standards,image building,customer services,pricing
strategies based onexperience andskills.
More market penetration can be achieved by merger & acquisitionandnewmarketopportunitiescanbecreated byparticipationin
foreign groupsthatcontrolsubstantialdistributionandperformsuccessful marketingstrategies.
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intheUnitedKingdom:
AReviewofSomeCurrentIssues
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SUMMARY.Given thediversityof agrifood marketing inthe U.K.,
in terms of the range of agricultural commodities and value-added
products produced, themany and varied marketing structures used,
and the numerous legislative and policy instruments involved, it is
notpossible inthispapertoprovideacomprehensivecoverageofall
aspects of the system. The approach has been rather toprovide the
volume's international readership with a selective view of the U.K.
agrifood marketing system, concentrating on some topical issues.
This approach has the benefit of allowing more in-depth consideration of important issues, and a focus on topics where the U.K.
exhibits adegreeofuniqueness amongstitsE.C.partners.Thepaper
therefore presents an international readership with an analysis of
truly "U.K.issues."
The first section highlights the impact of two major factors in the
marketing environment upon the U.K. system;
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a. trends in U.K. consumer behaviour with respect to agrifood
products,and
b.theeffect of "1992" ontheU.K. agrifood sector.
The remainder of the paper reviews trends within the market
structureoftheUKsystem,concentratinguponthreeissues;
a. structural concentration and changes in distribution in the
U.K.food marketing sector;
b.theroleandfuture oftheU.K.agriculturalcommodity marketingboards;and
c. the role and status of co-operatives in the U.K. agrifood marketing system.
INTRODUCTION
The British agricultural marketing system exhibits ahigh degree
ofdiversity.Notonly isthereawiderangeofagriculturalcommodities produced in the U.K., but the structures and systems used for
marketing these commodities are many and various.Thereexists a
combination of long standing traditional marketing practice, compulsorily organised marketing for some products, voluntary co-operative marketing of several products,and for others ahighly complex pattern from the farm gate through to the consumer. It is not
within the scope of this article to discuss the marketing of all the
agricultural commodities produced in the U.K. Such a discussion
would beverysuperficial and would fail toprovide sufficient detail
on the most important topical issues facing agricultural marketing
in the U.K. today; issues which will be of greater interest to the
volume's international readership. A more wideranging discussion
of the agricultural marketing system in the U.K., including the
marketingofspecific commodities,legislative andpolicy aspectsof
agricultural marketing and the utilisation of different marketing
channels and techniques by U.K. agri-marketers, is provided by
Barker,J. (1989).
The purpose of this article is,rather, to provide an international
readership with a more selective view of the present U.K. agrifood
marketing system, by focusing on some topical issues. This ap-
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proach allows more in-depth analysis of specific marketing issues,
and it facilitates a focus on those topics where the U.K. exhibits a
degree of uniqueness amongst its E.C. partners. The article therefore presents an international readership with a discussion of truly
U.K.issues.
Thetitlechosenforthearticle(Agricultural andFoodMarketing)
reflects the authors' belief that the marketing of agricultural products and the marketing of food cannot usefully be discussed independently. The two are obviously interdependent, with trends in
food marketing having a major impact on agricultural marketing
(and vice-versa). In 1990, U.K. consumers spent £31.7 billion on
food products, of which £19 billion (60%) was on U.K. produced
agricultural products; Wilson,J. (1991). The scope of this article
therefore encompasses not only the marketing of agricultural commodities in the U.K., but also the marketing of value-added food
products. It is concerned with the U.K.'s total agrifood marketing
system.
Despitetheselectiveapproach adopted,theauthorswishtomaintain astructure which isconsistent with that ofotherarticles inthis
specialedition,inordertofacilitate comparisonsbetweencountries.
Section 2 of the article thus concentrates on issues concerned with
thepresentmarketingenvironmentfacing theU.K.agrifood system,
and Section 3 discusses currently important topics relating to the
structureoftheU.K.system.
Due to the interdependence of the U.K. agricultural and food
sectors, the food consumption and purchasing habits of the U.K.
represent a major environmental variable impacting upon the marketingof agrifood products.Thedynamicnatureofconsumer behaviour is one of the major factors forcing changes to the U.K. marketingsystem,and alargepartofSection 2isdevotedtodescribing
theeffects of theconsumerbehaviourvariableupon agrifood marketing practice. Political and policy variables in the marketing
environment are also bringing about major changes inthe agrifood
system, andtheremainderof Section2 willdiscuss E.C.legislation
asitaffects the marketing of U.K.agrifood products.
Section 3 will review three major topical issues relating to the
structureoftheU.K.agrifood marketingsystem.First,thedegreeof
structuralconcentration andaccompanying changesin distribution
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which are occurring will bediscussed. Second,thedebate concerning the future of the commoditymarketing boardsin the U.K. will
be explored. Finally, the role and status of agriculturalmarketing
co-operativeswithin the U.K.agrifood system willbeconsidered.

THE MARKETING ENVIRONMENT
(a)General Trendsin Consumer Behaviour withRespect
toAgrifood Products
The traditional view of the British food consumer is of someone
who will settlehappily for "meat and two veg" followed by apple
pie and custard, and a strong cup of tea with two sugars. However,
this view is increasingly an anachronistic one, as the past decade
has seen revolutionary changes in the patterns of U.K. food consumption. Indeed, Ritson and Hutchins (1990) have coined the
phrase "the consumption revolution" to describe the intensity and
rapidity of this change in consumption patterns.These writers also
suggest that, if anything, the pace of this change is now accelerating.As Wilson,J. (1991)pointsout,thetraditionalconsumer postulated above isincreasingly beingreplaced byamuchmoreprogressive and cosmopolitan consumer, who is more likely to demand
Chicken Kiev,babycorn,fresh fruit salad with fromage frais (allin
environmentally-friendly, recyclable packaging), washed down
with mineral water. Arevolutionary change indeed!
Thecentral questions facing the U.K. agrifood marketing industry in this respect are, first, what are the underlying causes of
changes in consumption patterns; second, what arethe specifics of
the "consumption revolution" in terms of changes in agrifood
product preferences; and third, what impact dothese changes have
upon the providers of agrifood products? Ritson and Hutchins
(1990), Wheelock (1990) (1986), Wilson(1991),Jamieson (1988),
Thompson(1988), Wright(1988),Mackenzie (1990)and PaulsonBox and Williamson(1990) all provide useful discussions of these
threecentral questions.
Ritson andHutchins (1990) argue that, unlike earlier periods of
rapid development inU.K.food consumption,themajor trendsnow
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emerging are primarily driven by the attitudinal and social behaviour characteristics of U.K. consumers. To illustrate this point,
Figure 1provides a simplified interpretation of the factors which
have influenced changing patterns of food consumption intheU.K.
duringthe life oftheNational Food Survey.
During the "wartime austerity and rationing" period, individual
food choice was largely "imposed" by availability. During the
"return to normal diets" phase, the end of wartime rationing and
moreplentiful suppliesoffood allowedBritishhouseholdstoreturn
to what would then have been regarded as "normal" diets. (The
"traditional" consumer postulated at the beginning of this section
was prevalent during this period.) From the mid 1950s through to
FIGURE 1.Factors Influencing Changes inU.K. FoodConsumption Patterns,1940-1990
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the 1970s, the U.K. experienced a general rise in living standards,
and this became the major determinant of changes in food consumption patterns. Increasing affluence allowed food consumers
selectively to increase their consumption of "preferred foods,"
whilst atthesametimeselectively "de-listing" otherfoods (known
as "inferior goods").Table 1illustrates foods which can beclassifiedaseither "preferred" or "inferior" products duringthetwenty
yearperiod 1955-1975.
From the mid-1970s to 1980, prices became much more important as a determinant of food consumption patterns. Ritson and
Hutchins (1990) suggest several reasons for this, including the
world commodities priceboom;the adoption oftheCommon Agricultural Policy; the U.K. drought of 1975/76; and the food subsidy
programme. All of these factors combined to make the last five
years of the 1970s a period marked by extreme volatility in the
retailprices of many food products inthe U.K.
And so to the 1980s, the decade of the "consumption revolu-

Tat>|e \: Illustrating Food Products for which the Period of Income Growth (1955-1975)
Caused:
a) aRiseinAverageLevelsofConsumption("Preferred"Products);
Cheese

Beef

Canned
Salmon
Shell Fish

Pork
Chicken

Salad
Vegetables
SaladOils
Frozen
Vegetables

FreshFruit

Rice

Chocolate
Biscuits
Brown&
WMeal Bread

Coffee
IceCream

b) aEalJinAverageLevelsof Consumption ("Inferior"Products).
CannedMeat
Sausages
Herrings

Margarine
Lard
CannedMilk
Puddings

Source: Ritson andHutchins (1990)

Potatoes
DriedPulses
CannedVegetables

Tea
WhiteBread
OatMeaiProducts
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tion." By 1980, prices were less volatile, world commodity price
fluctuations had stabilized and U.K.food priceshad absorbed fully
theaffects of adoptingtheCommon AgriculturalPolicy.Duringthe
past decade the pace of income growth in the U.K. has slackened,
and the strength of the relationship between income and consumption seems to have lessened. In determining what factors have become dominant inshaping food consumption during the 1980s,the
U.K. National Food Survey provides useful data which make it
possible toestablish significant relationships between average consumption levels and changes in average prices and household incomes.These relationships can thus be used to estimate what proportion of changes in purchases can be attributed to price and
incomefactors.Whatisleft,theresidual-known asthe "underlying
trend indemand"-must therefore beattributabletosomething elseprobably fundamental changes in consumer tastes, attitudes and
social behaviour. It should beemphasized that these arechanges in
underlying demand (i.e., demand-schedule changes mediated by
attitudinal andsocial behaviour factors),notactualconsumption; in
some cases the figures may contradict actual sales trends, if sales
have been strongly affected by positive or negative price developments. But the underlying trend in demand is a much better guide
for food marketing than consumption changes-because it indicates
a trend which may be expected to be sustained into a future of
constant pricesand incomes.Thispoint isillustrated inFigure2 for
pork.
The diagram shows purchases (in weight per person), price (in
real terms) and demand (purchases, with the effect of price and
incomechanges removed),allconverted to anindexbased on average values for 1977-1982 being equal to 100. There is a general
perception in the U.K. that pork consumption, which has held up
much better than the "more red" meats of beef and lamb has become more popular. But the analysis shows this not to bethe case.
"Demand" has been indecline; but purchases have been sustained
bymorecompetitiveprices.(See Figure 3.)
During the 1970s, consumption reacted to price changes and
demand was relatively stable; since the late 1970s however, price
fluctuations are reduced and a strong underlying adverse trend in
demand hasset inpulling consumption down.Formanyfood prod-
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FIGURÉ 2
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ucts in the U.K. the period 1978-80 seems to represent a watershed-with strong positive or negative underlying trends in demand becomingapparent-the "Consumption Revolution."
Ritson and Hutchins, (1990) have fitted simple linear trends to
the demand for over 150 food products or product groups and
drawn up a "league table," ranking the products from those with
the highest underlying trend in demand to those with the lowest.
The "top ten" products arelisted below:
1."Other" fresh green vegetables (e.g.,spinach, broccoli)
2. Coffee essences
3. Wholemeal and wholewheat bread
4. Frozenchips andotherfrozen convenience potatoproducts
5. All "other" fats (e.g.,lowfat spreads)
6. Frozen conveniencecerealfoods (e.g.,pastries and pizzas)
7. "Other" vegetable products (e.g., salads,coleslaw, pies,ready
meals)
8. Fruitjuices
9.Crisps and otherpotato products,not frozen
10. "Other" fresh fruit (e.g.,melons,pineapples and exotics)
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Thebottomtenare:
1.Freshwhitefish,unfilleted
2. Fresh peas
3. Processed fat fish unfilleted
4. Soft fresh, fruit, otherthan grapes
5. Instant potato
6. Offals, otherthan liver
7.Babyfoods,canned and bottled
8.Canned peaches,pears and pineapples
9.Canned potatoes
10.Brussel sprouts
In providing a social behaviour/attitudinal explanation of these
figures, RitsonandHutchins(1990)point tothe importance oftwo
factors. First, anumber ofchanges within the U.K.household-particularly the increase in the number of working women and the
breakdown of traditional meal patterns inthehome-have led toan
FIGURE3.ThetypicalU.K.demandtrendisillustrated inFIGURE3
forbeef andveal.
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increasing demand for foods which are easy to prepare, quick to
cook, and which come in individual portions. The "convenience
food" culture is now well established in the U.K. This not only
affects demand for the obvious foods (such as "frozen convenience" products) but also,for example,the form in which meat is
presented (chops and mince, and ready-prepared cuts, rather than
joints). A further indication of the extent to which the fast food
culture has taken over within the U.K. household is provided by
GoftonandMarshall(1989).Thesewriters reportfrom afood diary
study that 94% of meals involve less than 10 minutes preparation
time, 51% involve no preparation time at all, 61% of all meals
involve no cooking time, and only 7% involve more than 20 minutescookingtime.
The second factor identified by Ritson and Hutchins (1990) is
what is known asthe "vintage effect." Thestage inthefamily life
cycle-characterised in the National Food Survey by the recorded
age of the housewife-provides one of the best explanations of differences in patterns of household consumption. Thetypical pattern
is one of less than average consumption at early stages (young
singlepeopleand youngmarrieds)risingtoapeakwhenthehousewife is in her fifties (the children have left the household and
disposable income is high) and then declining towards average for
pensioner households.
Consumption variations accordingtoagecanbeattributedtotwo
effects. First, the structure (size, number of children, etc.) of the
household, proportion ofmealseaten outsidethehome,and income
of the household will be closely connected with the age of the
housewife and thiswill influence patterns of consumption. Second,
people form consumption habits as children and young adults,and
carrythesehabitsthrough withthem asthey growolder.Thelatterthe vintageeffect-has aprofound influence on which products displayrising,andwhichdeclining,underlying trends indemand.
The British National Food Survey provides clear evidence of
changing demand schedules for specific food commodities, and a
social-behaviour/attitudinal explanation of underlying demand
trends in terms of changing household structure and dynamics,the
family-life-cycle "vintage"effect, andchangingattitudestohealthiereating.Inaddition,otherwriterspointtotheincreasing influence
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of travel abroad, international media communications, greatersocial mobility oftheU.K.population, andconcern fortheenvironment andthird world countries, upon U.K.food consumption patterns; Wheelock, J.V. (1990) (1986), Wilson, J. (1991), Jamieson,
M. R.(1988),Wright, G.(1988)andMackenzie,D. (1990).
In simple terms,theimplications ofthe "consumer revolution"
for thoseinvolved atthesupplyendoftheU.K.agrifood marketing
chainareclear.Forthefoodretailers,theobjectivemustincreasingly betoprovide consumers with appropriately convenient, healthy
and increasingly exotic value-added food products. Manufacturers
face thetask of sourcing appropriate agricultural commodities for
conversiontotherequired retail food products.Farmers,nowmore
than ever before, must ensure thatenterprise selection and farming
methods are correlated with the tightly specified demands ofthe
food manufacturing and retailing sectors. Increasingly exacting
consumer-led demands arebeing exerted throughouttheU.K. agrifood marketing chain.
A final aspect of changing U. K. food consumption patterns
which,ifnotuniquetotheU.K.,iscertainlymostpronouncedthere,
relates totheimpact ofvarious "food scares." Withtrends toward
convenience foods, (theso-called "menu" orprepared-meal dishes),havecomemanynew productforms,newpresentation technologies andpreservation methods.Various writers have stressedhow
potentially health-threatening these newtechnologies canbe;Kerr
etal,(1988);Lacey,R.(1989);Lacey,R.andDealer, S.F. (1990);
GoftonandNess, (1991).Over thepast decade, major food scares
have shaken public confidence in purchasing many food items,
includingmilk,cheese,otherdairyproducts,eggs,beef,andarange
of cook-chill products.This hasbeen caused byscares concerning
Salmonella,Listeria,Alar,BSE,andtheuseofpesticides.
Gofton andNess, (1991) argue that the actual evidence which
forms the basis for such food scares seldom, in itself, generates a
great deal of public response interms ofchanging food consumption patterns.AsBeardsworth, (1990),andGofton(1990),argue,it
istheeffect ofmediacoverage overtime whichhasbeenthemajor
factor inamplifying publicperceptionsoffoodrisks,andultimately
causingchangesinconsumption patterns.Thisconfirms theideaof
Cohen,S.(1970).
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Thesometimedevastingimpactwhichfood scarescanhaveupon
U.K. food markets (particularly in the case of the "Salmonella in
eggs" scare), obviously represents a new and serious threat to the
efforts of U.K. food marketers. This is particularly true when the
effects of such scares are set alongside longer-term concerns over
therelation between dietandtheso-called "diseases ofaffluence " cancer,stroke and coronary heart disease.In addition,anew anomaly presents itself for theU.K. food marketers,inthatthepursuitof
ever more convenient methods of food retailing, preparation and
consumption, is often antithetical tothepreservation of food purity
and healthiness. This anomaly is comprehensively discussed by
GoftonandNess, (1991).
(b)The "European Dimension": lis Impact on the U.K.
Agrifood Marketing System
Although eighteen years of E.C. legislation have already impacted upon the U.K. agrifood system,ofgreatest topical interest is
the impending completion of the "Single Market" after 31st December 1992. Nothing concentrates the mind quite like the imminence of a much-publicized event! However, the impact of this
"event," upon the U.K. agrifood system is by no means easy to
predict. Paul Theroux (1989), reports that, when the Chinese PremierChou En-laiwasasked whathethought thesignificance ofthe
French Revolution had been,hereplied "It's toosoon totell."
Thedifficulty offorecasting theimpact of "1992"upon theU.K.
agrifood systemisevident from thevaried commentstobefound in
the literature.Evanson (1990) suggests that "as far as agricultural
products,orthe food industry areconcerned, 1992will belargelya
non-event." In the same vein, Peter Pooley1 (1989) an important
British figure in Europe has said "I don't think 1992 is all that
important for British Agriculture. We achieved our Common Market long agoand itjustneeds tidyingupabit." Byway ofcontrast,
Dancey, R. J. andJones, G. L. (1990) warn that "whilst the final
outcome of 1992 on individual U.K. agrifood sectors isdifficult to
predict,noagricultural orfood-related businesscanafford toignore
1.Then Deputy Director of Agriculture in the Commission of The European
Communities.
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its development." Swinbank (1990) echoes these warnings in respect of both U.K. consumers and U.K. agrifood businesses. K.
Galama (1990) predicts "marketing wars" raging-between U.K.
and "European" agrifood businesses,post-1992.Similarly,Pickles
(1990)pointstoevidencethatU.K.agrifood firms arenotperceived
to be a major threat by rival European firms, whereas the U.K.
agrifood market is a heavily targeted market for firms from other
European countries.
So, what should we make of these claims and diametrically-opposed counterclaims? Rather than err on the side of complacency,
the authors believe that there does exist a sufficient body of evidencetosuggestthatcompletion ofthesingleEuropeanmarketwill
have important implications for the U.K. agrifood marketing system. Whilst it is difficult to generalise across studies in the literature,threecommon areasofconcerndoemergewith respecttohow
"1992" willeffect theU.K.system:
i. sector-specific effects will be felt; for example in the milk
and livestocksectors;
ii. completion of the market will have profound implications
for U.K.food anddrinks manufacturingfirms;and
iii. there will also be consequences for the U.K. agrifood consumer.
Implications for the U.K. Milk and Livestock sectors are well
documented;DanceyandJones,(1990);Evanson, (1990);Gardner,
(1989); Ritson and Swinbank, (1991); Wilkinson,(1984);Palmer,
C.M.(1990).
The question of how the U.K. food and drinks manufacturing
sector will be affected by "1992" isalsowelldocumented;Pickles,
L. (1990);Swinbank.A. (1990)and(1983);Galama, K.(1990);and
Boakes,N.(1990).Ingeneralterms,theworkoftheseauthorscanbe
summarized in a S.W.O.T. analysis of the U.K. food and drinks
manufacturing industry vis-à-vis marketing inasingleEurope:
StrengthsTheU.K.food industryisinaverystrongpositionto
benefit from trends toconvenience andhealthyeating inother
European countries, because the U.K. convenience/healthy
foods market isbyfarthemost advanced inEurope.
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Weaknesses Compared with their Continental counterparts,
U.K. food manufacturers may be at a disadvantage due to a
poor pan-European brandimage.FewBritishbrandsareestablished European brands.
Opportunities Throughout Continental Europe, the major
trends arethe same:increased opportunities for prepared food
products offering high quality, high nutritional value, freshness and convenience.
Threats U.K. food consumers will be increasingly offered an
expandingrangeofproducts ofContinental origin,astheU.K.
food market isvery heavily targeted byContinental firms asa
major post-1992 opportunity.
In ordertocapitalise fully upon their major strength of beingthe
most advanced convenience/health market in Europe, Pickles
(1990) warns that U.K. food firms will need to ensure that they
maximise potential cost economies. Pickles suggests that there are
twotypes of U.K.food firm with particular differential advantages,
which are most likely to succeed in the new single Europe. First,
those with a strong niche position in the U.K. market, supplying
high quality products economically to the major retailers, and second, those branded manufacturers able to expand beyond the U.K.
However, in order to effect such expansion into a single Europe,
U.K.firmsmust applythemselves tothemajor weakness of lacking
a strong pan-European brand identity. European-wide branding is
already evident in the products of many of the U.K.'s competitors,
such as:pasta, e.g., Barilla, Buitoni; pasta sauces,e.g., Ragu, Dolmio; yoghurts, e.g., Chambourcy, Gervais Danone; dried sauces,
e.g., Knorr.
The successful development of pan-European brands does howeverraisethequestion ofthemutual acceptance ofagrifood product
standards by all E.C.member-states.Swinbank,A. (1990)provides
a useful discussion of this issue in relation tothe pan-Europeanisation of U.K. agrifood products.Traditionally, non-tariff trade barriers to agrifood products have been erected by many E.C. governments for very understandable reasons, such as the protection of
their citizens against defective or dangerous products.The logic of
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the single market is that inter-E.C. differences in non-tariff trade
barrier standards will be removed. Theoretically, therefore, it
should no longer be necessary to produce products with different
specifications for theseparateE.C.national markets(although agrifood marketers may continue to do so, on the basis of distinct
segmental differences). Economies of scale and mass production
could therefore be reaped by U.K. agrifood firms inthe pan-Europeanisation oftheirbrands.
Conventional thinking on routes to achieving such equalising of
E.C.product standards has always emphasised two legislative possibilities;
i. the adoption of Community-wide legislation harmonising
any offending features of divergent national agrifood product laws,and
ii. action intheEuropeanCourtseeking,underArticle30ofthe
Treaty of Rome, to declare invalid national import restrictions.
Early attempts at harmonisation led of course to considerable
political resistance atthethought of "Euro-beer" or "Euro-bread"
(much resented in the U.K.) at the expense of the diversity of
national and regionalproducts.
Subsequently, due to revision of the Commission's legislative
program, the overriding principle of "mutual recognition" has
evolved. As this principle is further validated by cases passing
through theEuropeanCourt,itisbelievedthatincreasingly member
states will recognize thefutility of defending protectionist agrifood
policies before the Court, and will instead admit for sale on their
ownterritory agrifood products which are
lawfully and fairly manufactured and sold in any other member state,even if such products are manufactured onthe basis
of technical specifications different from those laid down by
national laws insofar astheproducts inquestionprotect inan
equivalent fashion the legitimate interests involved.CommissionoftheEuropean Communities(1988)
Giventhatoneofthemajor tasksfacingtheU.K.agrifood sector
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isthesuccessful development ofstrongpan-European brands,then
theprincipleofmutualrecognition,nowwellestablished,willfacilitatetheaccomplishmentofthistask.
Intermsof single-market effects upon theU.K.food consumer,
Swinbank (1990)warns that whilst the consumer should benefit
from awiderchoiceofqualityfood atlowerprices,theremayalso
beadisadvantage intheform of consumerconfusion. Hesuggests
that consumers could be faced with a bewildering range of quite
different, but apparently comparable,products,causing ahighdegree of cognitive dissonance in consumers, and ultimate debasementofproductvalue.
This,then,concludesthisselectiveanalysisofsomeofthemajor
issuesinthemarketingenvironmentfacingtheU.K.agrifood sector.
Revolutionary changes inthefood consumption behaviourofU.K.
consumersishavingaprofoundeffect ontherangeandvalue-added
specifications of demanded food products, and this poses major
challengestoU.K.food retailers,manufacturers andfarmers alike.
Political considerations are also important, particularly inrelation
to "1992," where dramatic sector-specific effects are likely tobe
felt (for example inthe British Milk Marketing Scheme).Inaddition,thecompletionofthesinglemarketwillhaveimportantconsequences for U.K. agrifood manufacturing firms, and for the U.K.
food consumer.
STRUCTURALASPECTSOFTHEU.K.AGRIFOOD
MARKETINGSYSTEM
(a)StructuralConcentrationandChangesinDistribution
intheU.K.FoodMarketingSector
MuchacademicinteresthasrecentlybeenfocusedontwoimportantaspectsofthestructureoftheU.K.food marketingsector.First,
the types and extent of structural concentration occurring in both
the manufacturing and retailing industries has generated much interest;Burns,J.A. (1983); Carter, D. (1989);Duke, R. C. (1989);
McDonald,J. R.S.etal.(1989); and Shaw etal.(1989). Second,
majorchangesinthewayinwhichfood isdistributedtoconsumers
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has also become topical; Burdus,A. (1988); Tanburn, J. (1981);
Hunt,I.(1983),andAtkinson,G.(1986).
Burns,J.A. (1983)tracesthestructuraldevelopment of the U.K.
food manufacturing sectorfrom theearly 1970sthroughtotheearly
1980s, and illustrates that over this period the sector has become
increasingly dominated by largerfirms. Of 5,000food manufacturingfirms inthe U.K. in 1983,overonethird of all U.K.food sales
was already accounted for byjust 10companies.Ashby,(1978)and
Mordue(1983)further demonstrate that from the mid 1970sto the
mid 1980s the average size of U.K. food manufacturing establishments had become much largerthan for manufacturing as awhole.
Burns, J. A. (1983) also reports that the larger, dominant food
manufacturers have responded to channel power concentration at
theretailend ofthefood marketing chain inthreeways:
• byrationalisation, asexplained previously;
• by diversification, to lower dependence on specific markets;
and
• byfurther spreading theirinterests outsidetheU.K.
The more recent history of the U.K. food manufacturing sector
has been characterised by a slowing of this structural change process;McDonald,J.R.S.etal.(1989).
Iftherecent history oftheU.K.food manufacturing industry has
beenaslowingdown of structural change,thefood retailing sector,
by way of contrast, has undergone an acceleration in structural
concentration. It was not until the 1950s that self-service food
stores began to appear in the U.K. Since that time retailing in
general,and food retailinginparticular,hasnotmerelychanged;as
Hunt, 1.(1983)puts it, "it has been transformed." Oneofthe most
intense elements of this transformation, over the past decade in
particular,has been therisetoprominence of avery few large food
retailing multiples. In recent years,thousands of small food shops
and regional chains have closed in the U.K., beaten on price and
quality by the larger scale-efficient multiples. Duke, R. C. (1989)
reports comprehensively on the decline of the smaller U.K food
retailers and the rise of the "big five" multiples. As illustrated in
Table2,the "big-five" now account for over50%ofthetotal U.K
food retailmarket.
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FromTable2 it can be seenthatthemultiples asagroupcontrol
78% of all U.K. food retail sales. This represents a considerable
concentration of retailing activity, and it gives the multiples enormous bargaining power over the food suppliers. This power, often
described byU.K.food manufacturers as"retailer tyranny,"issuch
that suppliers can becompelled, for example,to cut prices,supply
own-label goods, and pay for in-store promotional activity. What
has been witnessed inthe U.K.food marketing sectoroverthepast
decade has been an accelerating process of oligopolisation of the
food retail market.This means that, while a large multiple retailer
deals with alargenumber of suppliers and potential suppliers,each
responsible for only a small proportion of its total turnover, the
suppliers are increasingly faced with a relatively small number of
significant buyers,thelossofanyoneofwhichislikelytorepresent
a major loss of trade. Whilst this process of retail oligopolisation
obviously benefits the multiples, and arguably also the food consumer in the form of price control, it does however represent a
major threat toindividual food manufacturing firms.
Duke, R. C.(1989)reports on how U.K. food manufacturers are
spending increasingly heavily on promotion in an effort to build
brand loyalty. Such investment in brand loyalty isnotjust aimed at
Table2: U.K. FoodRetail MarketShare«: 1989/90

Company
•Sainsbury
*Tesco
•Gateway (Dee)
•Argyll
•Asda
OtherMultiples

% Share
13.7 1
12.9 )
11.3 ) 54.8
9.5
)
7.4 1
23.2
12.9
3.6

Co-ops
Symbols
Independents

11
100

• The"Big-Five" Multiples
Source:

AuditsofGreatBritain/Mintel
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competing with rival manufacturers; rather it can be seen as an
effort to counteract food outlet loyalty (now the domain of the
multiples),andthusamelioratethepresentimbalanceinmonopsonistic channel power existing in favor of the multiples. Thus, the
U.K. food shopper has entered into a very dynamic and exciting
retail battlefield in which themultiples andthe food manufacturers
fightfor power overeach other.
(b)TheRoleand Future of the U.K.Agricultural Commodity
Marketing Boards
OneareainwhichtheU.K.agrifood marketingsystem iscertainly unique (and many would say anachronistically so), amongst its
E.C. partners, is in the important role still played by some Commodity Marketing Boards.Opponentsofthewholeconcept ofMarketing Boards,and the interventionist Agricultural Marketing Acts
which enabled their establishment, include Pool andThreipland
(1989)who statethat "since 1973,when the U.K.joined the E.C,
national producer boards have become anachronisms." Debate at
presentrevolves around thecompatibility ofthesevirtuallymonopolistic bodies with thetenets of E.C.competitive philosophy.With
1992 almost upon us, this debate has now reached fever-pitch in
somesectors,such asthe British MilkMarketingScheme.
In the context of this descriptive article, it will be useful to
explain briefly the background to the establishment of the various
boards,tooutlinetheirstatutory functions, andfinallyto investigate
some of the more compelling arguments, both in favor of, and
contraryto,theircontinued existence.
Like all policy instruments, the Agricultural Marketing Acts of
1931 and 1933, which allowed for the establishment of the commodity boards,can beseen ashavingaparentage ofpracticalpragmatism and political expediency.The precise balance of pragmatic
and expedient elements is a topic for debate outwith the scope of
thispaper.Onthepracticalside,theActs,andtheboardswhichthey
produced, can be viewed as well-intentioned efforts by Ramsay
McDonald's Labor government to ease the hardship of farmers in
thedepressed agriculturalsectorofBritishindustryduringtheinterwaryears.Interms ofexpediency,itcanbearguedthat McDonald's
government,in 1931,desperately needed allthesupport itcouldget
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inrural by-elections As aresult, McDonald's cabinet "gave in" to
(athen fairly powerful) farm lobby,and passed the 1931Act,tobe
followed by the same procedure two years later. Whatever one's
interpretation of thepragmatism orexpediency ofMcDonald'sgovernment in passing the 1931 and 1933 Acts, they certainly represented the beginning of a new era of government intervention,
control and assistance to U.K. agriculture. As a direct result of the
Acts, compulsory commodity boards were established for hops
(1933), milk (1933), pigs and bacon (1933), potatoes (1933), and
milk produce(1939).
There isstill considerable dispute over whether farm gate prices
wereinfact rescued bythemarketing boards,orwhetherthesubsequent price improvements were the result of general economic recovery.Certainly,the boardsbroughttheinterwarfarmer thehighly
valued benefits of aguaranteed sale atthe same price as his neighbourtogetherwith prompt,assured payment.TheCentre for Policy
Studies indicates that in the milk sector, for example, U.K. milk
producers,served bytheirmilkmarketingboards,receiveonly86%
of the average E.C. price; The Economist, (10/3/1990). However,
complex issues arise whenattemptingtomakeacomparison ofthis
kindwhich arediscussed inRitson andSwinbank(1991).Yetprices
toU.K.consumers alsotendtobehigherthan intherestoftheE.C.
Themarketing boards still inexistence are for:
• milk (England and Wales, one board; Northern Ireland, one
board; Scotland hasthreeboards);
• wool(asingle Board for thewhole U.K);and
• potatoes (for ware potatoes in Great Britain only. Northern
Ireland hasno Board for warepotatoes,although itdid havea
seed potato marketing board during a brief period in the
1970s).
Of these several boards, the Milk Marketing Board for England
and Wales is by far the most important. In its function as sole
purchaser of milk, it has acurrent turnover of £2,000,million,and
with its commercial activities, through Dairy Crest Ltd, a further
£750 million. To put this in context, this Board's total turnover is
equivalent to9%ofthetotalU.K.expenditure onfood in 1990.
The "monopoly" ofthemilkboardsrestsuponthefactthatU.K.
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milkproducers areprevented, in law,from selling anyoftheirmilk
to anyoneexcept the localmilk board (with certain exceptions due
toE.C.legislation).Equally,themilkmarketingboardsarerequired
tobuyanymilkthat dairy farmers withintheirregionaljurisdiction
legally produce,havingdueregard for E.C.milkquotas.TheDairy
Trade Federation, representing the private milk processors,negotiatesdirectlywiththemilkmarketing boardsfor itsrawmilkrequirements. However, an anomaly exists here, in that the English and
Welsh MMB owns a processing firm, Dairy Crest Limited, which
currently getsover one-third of allraw milk supplies.This anomaly
hasraisedquestionsoffaircompetitivepractice.
Anotherwelldocumented aspect of thecurrent systemexistsinthe
way in which liquid milk gets priority over otheruses when supplies
are short; The Economist, (1013/1990); McOueen, J. D. W. (1990);
Wilson, C. H. (1991);The Economist, (13110/1990); Groves, C. R.
(1982);AgraEurope, (1989) andMeynell, P.J. (1990). Next inprioritycomesspecialtyproducts,thencheese,thenbutter.Theresultofthis
arrangement is that in late summer, when cows are dry, supplies for
processingarerestricted andprocessingplantscanlieidle.Thisproblem has been exacerbated by the reduction in overall U.K. milk
production following the imposition of quotas. The net impact on
the U.K. food market is that increasing quantities of milk-based,
value-added products are being drawn in from France, Italy, Germany,Switzerland and Denmark.
However the mostcontentious issue surrounds what isknown as
"end-use" pricing in which the price of milk allocated to different
uses iscalculated accordingto aformulae whichdeducts marketing
and processing costs from the estimated end value. The "natural
monopoly" provided byabanonimportsof liquid milk(for "health
and hygiene" reasons) together with a very inelastic demand, allowedthepriceof milk tothe liquid market to bemuchhigherthan
for milk used to manufacture milk products. (Farmers receive a
"pool price.")This has becomeknown asthe "liquid premium"; it
wasexpected todisappear(orat least contract)following theEuropean Council rulings which have removed the import ban; the
Board has remained relatively successful in sustaining the liquid
premium from theliquid market.(SeeTable 3.)
The past two or three years have seen more speculation and
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Tabic3
MilkPrices(penceperlitre)
April 1991

MMBSellingPrices:
Liquid
Butter
SMPaided
SMPunaided
Cheese
Cheddar
Shortlife
Condensedmilk
Evaporatedmilk
Chocolatecrumb
Wholemilkpowder
Heavycream

24.745

+11.0*

15.119

-16.1

18.375

-3.5

15.875
15.875
18.600
18.600
18.800
17.650
18.200

-14.0**
-15.4
-3.9
-1.3
-3.7
-8.8
-4.9

TargetPrice

20.93

Producerprice

18.776***
4.531
4.945

Producer-RetailerContribution
Producer-ProcessorContribution
*comparedwithapproximateaverage
**subjecttoarbitration
***averagepricepaidMarch 1990to

% change
comparedwith
1989peak

fortheyear
February1991

Ritson,C.andSwinbank,A. (1991)

uncertainty over the future of milk marketing in the U.K. than at
any time since the period directly before the U.K.joined theEuropean Community in 1973, when there was serious doubt over
whether the Milk Marketing Boards could continue in existence.
Recent anxiety has been caused, at least in part, by concern over
whether the British Milk Marketing Scheme can truly be compatible with the "1992" programme. Ritson and Swinbank,(1991)
provide a comprehensive discussion of the basic conflict between
the British Milk Marketing System andthecompetitive philosophy

JeffreyLamonlandChristopherRitson

of a common market, and explore how the U.K. milk marketing
system mightevolveasaconsequence ofcompletion ofthe internal
market. The central issue in relation to completion of the single
market relates to the nature of competition policy within the U.K.
system. Can the E.C. authorities really be satisfied that private,
British based, milk product manufacturing companies are able to
competeeffectively inanysinglemarket,giventhattheEnglishand
Welsh Milk Marketing Board owns a major processor, Dairy Crest
Limited,and theMMB isthesolesupplier of milk?
This issue has fuelled a major debate between the Milk Marketing Boards (MMBs) and the Dairy Trade Federation (DTF). The
DTF argues that in relation to E.C. competitive philosophy, the
possession of Dairy Crest Limited by the Milk Marketing Boards
represents awhollyunfair situation.TheBritishNationalConsumer
Council has suggested that theAgricultural Marketing Acts should
be repealed by 31st December 1992, effectively ending the Milk
Marketing Board's monopolistic position inthe U.K. Milk Marketing Scheme, and that Dairy Crest Limited should befloated onthe
stock market as aprivate manufacturing company,putting it onthe
samefooting asothermembers oftheDTF.
At the time of writing (January 1992) the MMB has just announced itsintentiontoconvert itself intoavoluntary Co-operative
withDairyCrestbecoming aseparatecompany,ownedbyproducer
shareholders. This change was virtually forced on the MMB by
discrete Government pressure together with a realization that the
European Commission was willing to "strengthen" the scheme to
prevent lowfat milkby-passingtheMMB.
TheBritishWoolMarketingBoardwasformed in 1950aspartof
the post-war reconstruction of Britain. It has a monopoly of the
purchases of fleeces of sheep from the farmers whose animalsproduce them: There exists a de minimus exemption for the sale of a
smallnumber of fleeces.The Board currently has aturnover of less
than £60million.Itemploys merchants,often partorwhollyowned
by itself, to grade and sort the wool; and it then sells the wool by
auction ontheworld market.Sincethefoundation oftheBoard,the
British government has supported producer wool prices,initially by
subsidy;atpresentbyaguaranteesystemwhicheffectively smooths
pricefluctuations yearonyear.Althoughthisguaranteewillstayfor
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perhaps anothercoupleof years,the present government is phasing
itout.Thus,the industry will bewithout government subsidies,and
will rely on the world market to determine wool prices directly.
However,thereappeartobenomovesbythegovernmenttoendthe
monopoly position ofthe Board inbuyingproducers' fleeces.
The Potato Marketing Board operates only in Great Britain,not
thewholeoftheU.K.Itoperates asystem ofareaquotas;producers
have an allocated area or quota and pay a levy on that area. For
plantings in excess of allocated quota, the levy is multiplied by a
factor of ten. There are also arrangements for trading in potato
quota. Unlike the Milk Board, the PMB is not involved directly in
themarketingofthepotatocrop,buthasoperated acomplexsystem
of market support, buying surplus production either by pre-season
contract with growers, or by spot purchasing, and selling the surplus cheaply for cattle feed. This support has traditionally been
jointlyfinancedbygrowers and government. However, in 1989the
government withdrew its funding of support to the potato market
and undertook a major review of the Board.Surprisingly, thePMB
survived withthe introduction ofindustryandconsumer representation, and growers and buyers required to contribute more support,
funding a ban on imports. However, E.C. membership ended the
totalban,andin 1979prohibition onhealthgroundswas successfullychallenged by a Dutch potato trader,and therenowexists totally
free imports of potatoes tothe U.K.Over the past few years,therefore, two of the three original pillars of the Great Britain potato
marketing scheme have been removed-govemment price subsidy
and import prohibition. What remains is the production quota system-but even this is under renewed threat, following attempts to
introduce an E.C.potato regimeunder the 1992programme.
Thus,thefuture form, ifnotthe very existence,of the remaining
British commodity marketing boards is now a matter for serious
consideration in U.K. agrifood marketing circles,for threereasons.
First, in that the three boards restrict competition in one form or
another, there is a question mark over their acceptability under the
"1992" programme. Second, some producers are questioning
whethertheirperformance maytruly benefit agricultural producers.
And third, given that many of the original functions performed by
the boards have disappeared, some people argue that there is no
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reason why such emasculated and anachronistic bodies should be
maintained.
(c) TheRoleandStatus of Cooperativesin the U.K. Agrifood
Marketing System
Although the co-operative agricultural marketing sector continues togrow inthe U.K., albeitrather slowly,itisacknowledged by
experts in thefieldthatco-operation inthe U.K.hasnever reached
the same relative proportions, interms of either membership, turnover or market share, as in other E.C. countries; Bailey (1985),
Baron (1970),Foxall (1982) and (1984) and Morley (1975).The
most recent statistics provided by the "Plunkett Foundation for
Co-operative Studies," show that there are currently atotal of 643
registered agricultural co-operatives in the U.K. Year on year
growth innumbersoverthepastdecadehasbeenstaticatabout1%;
Millns, J. 1990. Millns reports that the seven new co-operatives
established in the U.K. between 1989 and 1990 are marketing
groups in the product areas of cereals, vegetables, fruit, peas and
beans.Pessimistically, Millns forecasts that it isunlikelythat many
more marketing groups will be formed over the coming decade.
One of the main reasons for general stagnation in the U.K.co-operative marketing sector, and presumably also accounting for
Millns' pessimistic forecast, is that more producer members are
finding traditionalcooperative legislation restrictive.This isparticularlytrue inrespect oftheir abilitytoaccesscapital for newdevelopments. Existing U.K. marketing co-operatives are struggling to
invest inmuchneededcapitalequipmenttoenablethemtocompete
effectively in a single Europe. Millns (1990)reports wholesale financial and corporate restructuring of large numbers of U.K. agriculturalco-operatives,inanattempttoaccesscapitalandremain,or
become, competitive. Many groups have ceased trading as co-operative societies and have reconstituted as private limited companies.Yetothers haverestructured operations bydecentralising activities and establishing independent limited companies, within the
parentco-operative,asindividualprofit centres.
Under pressure from dissatisfied producer members, combined
with the need to prepare competitively for "1992," and restricted
financially by anachronistic legal structures, the U.K. agricultural
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co-operative sector is currently going through a major crisis. An
expertonco-operative legislation,IanSnaith(1988)laystheblame
for thecrisis atthedoor oftheorganisations responsible for formulating and revising co-operative legislation. In terms of legislative
development, Snaith characterizes the 1980s as "a decade of neglect."
Another,perhapsgloomy,development intheco-operative sector
has been the radically altered remit of Food From Britain, the umbrella organisation for all U.K. agrifood co-operatives, and also
responsible for the generic promotion of U.K. agrifood products in
export markets. In 1990, Food From Britain distanced itself from
agricultural co-operation for the first time since its inception, by
stating that "efforts would not be focused so much on co-operatives, per se, but on the creation of any effective structures for
marketing agricultural produce, particularly in export markets";
Millns (1990).This represents another aggravating element in the
crisis facing the co-operative sector. Total sales turnover of the
sector currently stands at £2.8 billion (less than 15%of the total
spent onU.K. agrifood products byU.K.consumers in 1990).
Assuming that U.K. agricultural marketing co-operatives are
achieving their general aim of improving the marketing of farmer
members' agrifood products, then it is clear that if they are to
continue in existence,rather than be converted intoprivate limited
companies or collapse through an inability to compete in Europe,
they must prevent the 1990s from becoming another "period of
(legislative) neglect."
CONCLUSION
Atthetime ofwriting,manychanges,someradicalandsomenot
so radical, are occurring within the U.K. agrifood marketing system.This articlehas attempted to provide aneclectic,and yettopical,discussion of someofthesemajor changes.
Within the marketing environment facing the U.K. system, a
"consumption revolution" is taking place in U.K. households,
whichhasfar-reaching consequences for farmers,food manufacturers and retailers alike in adapting to provide for new consumer
tastes.
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A second major aspect of the marketing environmentwhich is
ushering in changes to traditional thinking and practice, is the impending single European market. "1992" will have a profound
effect upon the structure and practices of specific sectors, such as
milk and livestock, whilst atthe sametime posing potential opportunities and threats for both U.K. food manufacturers and food
consumers.
The structure of the U.K. agrifood marketing system is also
undergoingtransformation. Inparticular,wearewitnessingextreme
oligopolisationofthefood retailingsector,andthecontinuation ofa
major brand loyalty battle between manufacturers and the multiples. The future roles and structures, and indeed the continued
existence of, the three remaining commodity marketing boards are
also under activeconsideration atthepresenttime.Andfinally,the
agricultural co-operative sector, never as strong or as large in the
U.K.asinotherEuropeancountries,haswokenuptofindthatithas
shot itself in the foot. Through this self-inflicted wound, born of
neglect, co-operatives are slipping out of the co-operative fold and
intothe moredynamic world ofprivatelimited companies.
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SUMMARY.Frenchproductionisbasedonalargeagriculturalarea
withalargenumberoffarmers.Theyworkwithco-operativeswhich
areveryneartothemandcollecttheirproduct.Protectionismhasled
toadisequilibriumwiththeeconomicsysteminthissector.Actual
CAP'sorientationsandtheincreaseincompetition,hasforcedfarmersandco-operativestoconcentrateandrestructure.Thenumberof
farmershasdecreasedwhilemanyco-operativeshavestartedtoprocessrawproductionmaterials.
One goal of the food industry istobecome more international.
French food industry made alotof acquisitions abroad but theincreasingplaceofItaliansinFrenchcompaniesalsohastobenoticed.
Distribution plays an important role in agricultural marketing
where 66%of food productsaresoldthroughabouttencompanies.
Thismarketstructureallowsthemtohaveafavored position.However,it'saverydynamicsectorwhichnowfacessome difficulties.
France is a country where agriculture represents an important
part of the national economy. It is necessary to study agricultural
marketing inordertobetterunderstand theinteractions betweenthe
different actors taking part in the food chain from suppliers to
consumers.
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This article will present characteristics of the agriculture sector,
cooperative system,food industries and distribution inFrance.
FRANCE: A COUNTRY OF SPACE
France is a country which has a large agricultural area. The
potential agricultural area represents 64% of total French territory
(about 31millionshectares,itisthehighest of Europeancountries).
Agriculture isstillgenerally afunction of space;thatisnotthecase
in other countries where agriculture is more intensive as for example Holland. French production is intensive but necessitates relatively less investment than anintensive industrial agriculture.
Yields obtained in France are some of the highest in the E.E.C.
So Francehas ahigh potential mean of production.
A good comprehension of problems in this sectorhasto include
thepast.Theagriculturalsectorischaracterized byadisequilibrium
with the economic system. Indeed, protectionism in the form of
support prices has made farmers dependent on government regulation andcontrol.Explainingproblems ofthis sectorbyoverproduction is only the reflection of this way of analyzing the situation.
Indeed, Europe represents a market of 380 million consumers and
French production is far from saturating the market. This way of
thinking based on self-sufficiency of the French market makes no
sensebecausetheEuropeaneconomy's spaceisnowhomogeneous.
The key explaining the situation is, as for every good, the laws of
the market. French agricultural production is in competition with
that of other European countries and it is this environment of high
competition that agriculturehasto face.
TheCAP'sorientation isasfollows. Oneofthefivemajor objectives (article 39 and 40 of the treaty of Rome) was to obtain selfsufficiency infood for Europe.This wasreached 20years ago.The
actual trend is the reduction of costs created by this policy. The
CAPisnowturningtowardsthereductionofpricesupports,leaving
market laws to act more normally. However the policy of cost
reduction of the CAP is different depending on the sector. It imposes reduction of quantities (quotas) for milk, for instance, or
reduction of prices for cereals.These two orientations have different impacts on the sector concerned. Indeed, reduction of price
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leads to a quicker and safer result because it allows output restructuring based on a competitive market. The policy of quotas allows
little farms to survive (i.e., an important social factor), has less
dynamiceffects regardingrestructuring,andleads,inthelongterm,
to thediminution ofthecapacity for production.This consequence
can be harmful as recently seen. The selling of 1700 million of
dollars of cereals to the USSR decreased stocks to a level never
before reached in 15 years.Thusthepotentialforgreaterproduction
has to be kept open with the possibility of reducing production
when necessary.
The evolution of the agricultural economy is characterized by 2
phenomena. First,thereisaconstant andrapidexpansion ofgeneral
agricultural production and exchange. The active population in
agriculture decreases regularly and this reduction is accelerating at
thesametimeasthevolumeofproduction increases.Thisfact leads
to a quick increase in labor productivity. Active farmers currently
represent 6%of thetotalworkerspopulation.Thesecondphenomenon is that the value of agricultural activities has seen its share in
the total value of the economy decreased. The added value of the
agricultural sector doesn't increase as quickly as the raw gross
national product. (It represents now 2.9%of theraw gross national
product.)
Concerning businessconcentration,itisinterestingtonoticethatit
can lead to only weak economies of scale. Only some parts of the
capitalcosts amortized overtimewilldecrease but variablecosts for
inputs such as seed quantity, pesticides and fertilizer quantities as
well as working hours orenergy are proportional to the activity.So
concentration alonedoesn't createahigherprofitability oftheinputs
(Table 1).Theactualaveragesurface of afarm inFranceis36ha.
In conclusion, a producing country has to produce at the lowest
costs. This competitivity has to be at its maximum all along the
marketing chain: from the farm to product collection and through
marketingtoitsfinal outlet.
THECOLLECTIONSYSTEM
InFrance,3/4ofagriculturalproduction iscollected byco-operatives and one fourth byprivate firms (Table 2).The actual trend in

115

lia

FOODANDAGRIBUSINESSMARKETINGINEUROPE

TABLE1.ExampleofcostsstructureforwheatproductioninFrance,Marne,
1991.

FF/ha
fertilizer
seed
chemical
laborcost
mechanism
construction
financial cost
land rent
general cost
TOTAL

%

1170
506
1213
1953
1867
285
1272
729
788
9783

11,96
5,17
12,40
19,96
19,08
2,91
13,00
7,45
8,05
100

TABLE2.Averagequantities ofagriculturalproduce collected andevaluationofcooperative's structure,France 1970/1990.

1970

1980

1989

1990

average percoop (in q) 231,500 432,500 730,000 1,500,000
Number of coopproducing:
less than300000q
300 to 1 000000q
+ than 1000 000q
total
q - 100kilograms

543
104
24
671

358
136
56
550

208
135
94
437

98
66
69
233

BernardYon andSylvieBernaud

this sector isfor co-operatives tomerge and ifthetendency continues, 50%of currently existing co-operatives willhave disappeared
in 5 years. This concentration allows larger investment with an
increaseinprofitability duetoeconomies ofscale.
French co-operatives are very much involved in the agricultural
sector.They aremainlylocallybased andareverycareful aboutthe
environment and with the preservation of rural life. Co-operatives
are linked with farmers and have got a way of thinking nearer to
that of farmers than tothat of industry. Because of this characteristic, co-operatives have a "follower" rather than a leader strategy.
As they didn't invest and restructure earlier,they now haveto face
continuously decreasing profitability. Atthe presenttime,theirlack
of assets doesn't allow them to invest as quickly as the economic
evolution would necessitate.
The co-operative reform of 3 January 1991 tried to ameliorate
thissituation withtheobjective ofbringingtheco-operative'sstructureclosertothatof apublicenterprise.Thisreform canbesummarized in4mainpoints:
• Itwillmakelinkageswiththeprivatesectorandthecreationof
branchesmoreeasy.Capitalistic(private)investmentintoagricultural companiesofcollectiveinterest(SICASociétéd'Intérêt Collectif Agricole) is currently very difficult. Every SICA
whichhasbeenoriginallycreatedtofavor partnershipbetween
farmers and aco-operative on the onehand, or aco-operative
and industry on the other hand, will now have the possibility
of beingtransformed intoalimited company.
• Thisreform willallowthesearchfornewfinancial assets.The
possibility of issuing debentures, which has been suppressed
since 1967,was re-established in order to facilitate co-operative access to the financial markets. Initial capital investment
in cooperatives can also be reinforced by the issue of co-operativecertificates of investment.
• Rules of investment participation and interest benefits for employees can also beapplied.Co-operatives are allowed todistributedividends totheirmembersindifferent branches.
• New legal andtax constraints will probably lead to aprogressiveabandonment oftheSICAstatute.
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THE ROLE OF CO-OPERATIVES IN PRODUCT
TRANSFORMATION
The restructuring of co-operatives expresses the need for an organization based onnew principles and new organization.
Co-operatives have an economic goal and want to go farther in
the transformation of agriculture products and in international exchange.They now need to develop at the level of the new Europe.
The time when members were close to their co-operative is now
changing.Actualcooperativestrategyaimstodiversify andpenetrate
the agri-industrial sector. Indeed, 80% of agricultural production
goes to industry. So co-operatives have to develop their own transformation activities in orderto increasetheir shareofthissectorand
increasetheir margins.Wehavetopoint outthat if local agricultural
products are dependent on industry for their commercialization, the
opposite is not true. In case of disruption in supply in the French
market, industry can easily supply their needs from the world market.Co-operatives however,remaindependent on agri-industry.
Co-operative strategy of increasing their role in transformation
has not only the goal of increasing profitability but alsoof creating
abetterunity allalongtheFrench foodchain.Letusintroducesome
examples illustratingthis search forco-operative diversification:
• The UNCAC (National Union of Cereals Co-operatives) has
created a research and financial company (assets of 500 millions FF).Thestudy ofmarketdiversification forcerealsco-operatives is the main goal of this company. It is also exploring
thepossibilities ofparticipation infood industries.
• ThePauco-operativehasturned itsefforts tovegetableproduction andtransformation. Underthetrade name "Green Giant,"
80million cans areproduced; andunder thetrade name "Bonduelle"(a50%partnership)canned anddeep-frozen food productsareturned out.
• TheCher Union count onnew products anddeveloped 3lines
ofdiversification: millery,bakery and animal nutrition.
This strategy presents risks. As they become more involved in
transformation, co-operatives willhaveto pursue astrategy based
on the key role of costs. The laws on distribution are very strict.
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They only allow about a 2%price increase per year. But sale bargaining very often ends up in 1.5% added rebate, leaving only a
0.5%realpriceincrease totheproducer.Takingintoaccount a2%
inflation rate, food industry has to carry out productivity gains of
about 1.5% each year if itwantstomaintain itsprofit margin.
In this way, technological know how and investment are both
indispensableparametersforsuccessinthissector.Byattemptingto
penetrate the transformation market, co-operatives are in direct
competition withtheagri-industry.Theseindustries aremoreaware
and used to the rules of distribution and they represent a hard
competitor.
THE FOOD INDUSTRY
France is a country where food tradition is very important and
represents a national asset.This fact perhaps explains thedevelopment of French food companies.They are still not very developed
internationally abroad. However, in 1990,firms tended tore-orientate their activities to find partnerships in other countries. Wecan
point outthat French companies haveinvested more money abroad
than foreign companies have done in France (12 500 million FF
against6000).Andthemajor partofthisinvestmenthasbeenmade
in the EEC (three fourths). In 1990, French food industries have
shown moremodestythantheprevious year.Transactions consisted
of less expensive acquisitions than in 1989.This shows the actual
trend for internal restructuring onbasicproduct markets.
Partnership has also increased. It allows less expensive investment,mostly innon-capital investment; itreduces individualfinancialcontributions and itallowsthepoolingofcomplementary skills.
Among the main investments carried out by French companies
abroad in 1990,wecanpoint outthefollowing examples:
• BSN bought Birkel, a German company with 835 million FF
assets and Agnesi, an Italian company of 500 million FFassets.
• Frealim (part of the Saint Louis Company) bought Frudesa
(900 million FF assets) which is the leader of pre-cooked
dishes in Spain.
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On the other hand, French food industry is more and more connected with Italian. Italian companies recently took an increasing
part inthissector,buying orincreasingtheir snaresin food companies. The Agnelli's family (IFI company) has now a substantial
sharein BSN.After havingabout6%,theynowreached 25% ofthe
total assetsof BSNbecoming themost important share-holder.The
IFINT(anotherbranch of IFIcompany)just acquired Exor Holding
and Perrier.
Mister Raul Gardini (with the help of JM Vernes) acquired a
substantial share of Sucden (Cacao Barry, Sogéviande). These two
examples show the increasing role played byItalians inthe French
food industry.
The growth in exports is difficult to confirm. Even if the food
balance is positive, exchanges are characterized by the export of
raw and intermediate products whereas imports consist mainly of
finished products.
Only specific products like champagne with a very strong trade
name image, have an important export market. Indeed, Moët et
Chandon export 80%of total sales of champagne. Few othergoods
areinthesamesituation.
The impact of the AOC (Appelation d'Origine Contrôlée: label
certifying specific characteristics of a product) on European consumers may bethe solution for the 4000 French food industries to
surviveface toface with giants such asNestléor Unilever.
Intermediate products also represent a sector with good prospects.They makeup a major part of the food industry. Infact, food
ismoreand moreelaborated and itdemandstheincorporation ofan
increasing number of ingredients such as jellifients, emulsifiers,
flavors and preservatives.
Food production requires a complex and varied technology.
Innovation alsoisimportant inthefood industryand subcontracting
(biscuit topping for instance) spreads because it permits a more
flexible response for the finished food products industry. The
Roquette company is anexample of an intermediate product company which has seen a large development. It provides products
such as starch and substitute sugar products to food industries.
Anadvantageheldbythisfirm istoavoidproblemsassociated with
product distribution. In fact, the food market which links indus-
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tries to distribution is very selective and competitive. The distribution company has a lot of power and negotiations are very
difficult.
THEDISTRIBUTION
Large shops represent a more and more compulsory outlet for
food product industries. Whereas 73% of non food products are
soldthrough smallnon-organized structures,only 1/3 of food products aremarketed inthisway.
For food products,28.2%of sales are done by hypermarket and
29.7% by supermarket. With popular smaller shops and co-operatives, it brings to 66% the share of large concentrated distribution
companies in the sale statistics of food businesses. This forces
industry tohaveapolicy of largevolumes.
The French distribution sector remains a very defensive sector.
Manyhyper-andsupermarkets face afinancial uncomfortable position which forced them to readjust their strategy. Indeed compared
totheprofitability ofEnglishdistributors,theFrenchprofitability is
smaller (1.5% for Carrefour against 7% for Marks and Spencer).
This difference can be explained by French distribution policy:
distribution companies favor large volumes and small margins
while the English have an opposite strategy. The second explanation for this defensive position comes from an under-capitalization
problem. Ownership capital of Carrefour equals 10% of its sales
while suppliers' debt represents 170% of its personal assets. This
situation is not very safe and can be very dangerous in case of
changes in business cycle. The actual danger is the arrival of the
Germanhard discountingfirms(Aldi,Lidl).
Bigchaindistributors nowhaveto face 3challenges:First ofall,
competition is now more important because of the diminution of
new location sites. The answer to this problem is given by a new
way to publicize oneself. Monoprix chose a series of prices while
Casino chose discounting.
The second challenge is the incidence of higher concentration in
this sector. Whereas there are only about 10firms,restructuring is
veryquick(CasinoboughtLaRucheMeridionale,Promodès bought
a part of Codec and Carrefour bought Euromarché). The general
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manager of Promodès estimated that in the future only distributors
with avolumeofsales around 100000million FFwillsurvive.
The last challenge is that of internationalization. Two countries
arefavored byFrench distributors:Spain where Promodès,Auchan
and Carrefour are firmly settled but also the United States where
results are,however, disappointing.
Other answers are given to the modification of the competitive
environment. First, distribution tries to integrate industry. Transformation represents alargepartofCasino's activities;itexists,too,
inIntermarché and in Leclerc forthemeat sector.
The development of a distributor's trade name is another solution. Indeed, the distribution trade name represents about 15%of
the sales.Furthermore, an interesting line isthecreation of asuper
European buyingcenter such asCarrefour Metro.
In conclusion, French distribution is characterized by the presence of 5 solid groups with a European vocation: Carrefour, Auchan, Leclerc, Promodès and Intermarché. But some other weak
structures remain:Unico,Cora,Rallye,Paridoc,Casino.
Distribution is a highly competitive sector and the problem of
saturation has become more important because of the Royer law
which controls business town planning.
The behavior of the french food consumer isevolving (Table3).
There isstill amajority of consumers following thetraditional way
of eating: Three meals (breakfast, lunch and dinner) with a very
structured composition ofthetwo main meals (starter,maindishes,
cheese anddessert). But this groupof people isdecreasing (48%in
1988against 51% in 1985).Agroup which doesn't respect anylaw
inthe waythey eat isgrowing (17%in 1988against 13% in 1985).
This group of people very often miss a meal (81%), eat between
meals(84%)orconsume 'light products'(82%).
CONCLUSION
Agricultural marketing inFranceincludesthestudyofthreemarkets.The agricultural market which linksfarmers toindustry bythe
intermediate of co-operatives, the food market between industries
and distributors and finally, the retail market between distributors
and consumers (Figure 1).
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TABLE3. The French Food Consumer.

1979
Expenditure

1989
Expenditure

%of
total

%of
food

%of
total

%of
food

food
expenditure

24.5

100

20.3

100

at home

21.4

87.3

16.8

82.8

out

3.1

3.5

17.2

12.7

source:INSEE
The agricultural market is international. Agricultural products
are sold and bought in global trading. The industrial sector is
characterized bytheimportantdevelopment ofintermediateproducts.
The food market isnational ordeals with Europe.TheEuropeanmarketis,aswesawabove,theactualgoalofFrenchcompanies.
Atleast,theconsumers'marketisverylocal.So,oneimportant
characteristic of agricultural marketing in France, as elsewhere,
comes from the taste of French consumers. Even if production
technologies used are identical to those of other countries,consumersaredifferent. Foodindustriesareawareofthisfact.Indeed,
theydon'tusethesameflavorforyogurtdependingonthecountry
ofdestination.Thevarietyofbeansforcanningisdifferent too.
Inconclusion,wecan saythat agricultural marketing ischaracterized by a very specific structure: numerous farmers and
consumers butonly about4000food industries and5important
distributors.Thisstructureisthekeytounderstandingthe differentrelationshipsandforcesexistingbetweenthedifferent actors.
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Figure 1:The French agricultural marketing
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AgriculturalMarketinginIreland
Eamonn Pitts

SUMMARY.In this paper agricultural marketing inIreland isdescribed,including(1)abrief reviewof themarketingenvironment,
(2)adescriptionofthemarketingstructures,inparticularthechangingroleofproducercooperatives,(3)detailsofmarketingpractices
inrelation toprice,products,promotion anddistribution, and(4)a
subjectiveevaluationofhowwellthesystemworksinachievingits
objectives.
INTRODUCTION
Thekeyaspects which mark IRISHAgricultural Marketingare:
1.its dependence on export markets for its main crops/products
(over 85% for beef and over70%fordairyproducts).
2.theextenttowhich itsagriculture isdominated bygrass based
animalproducts,particularlycattle,(38.5%ofagriculturaloutput in 1990),milk(32.4%) and sheep(4.5%).
3. the seasonality of production from grass which determines
product mix,and affects storage,distribution andthe farmers'
return.
4. a weakness in development of value added products, particuEamonn Pitts, B Comm, MEcon Sc, is Head of Marketing atThe National
FoodCentre,Dunsinea,Castleknock,Dublin IS.
(Haworth co-indexing entry note): "Agricultural Marketing in Ireland.'' Pitts, Eamonn. Co-published simultaneously in the Journal of International Food A Agribusiness Marketing (The Haworth
Press, Inc.) Vol. S, No. 3/4, 1993, pp. 127-140; and: Food and Agribusiness Marketing in Europe (ed:
Matthew Mculcnberg),TheHaworth Press,Inc., 1993,pp. 127-140. Multiplecopiesof thisarticle/chaptermay be purchased from The Haworth Document Delivery Center[1-800-3-HAWORTH; 9:00 am. 5:00p.m. (EST)].
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larlyinthetwolargestsectors,dairy andbeef which arelargely marked by commodity marketing and by a heavy dependence on intervention.

THE MARKETING ENVIRONMENT
Becauseofthedominanceofexportsrelativetothehomemarket,
the marketing environment of greatest concern to Irish agriculture
and food processing firms is that pertaining inexport markets such
as the U.K and Germany. Nevertheless trends in the home market
are important for producers and for many food firms. ECpolicy in
relation to export refunds isparticularly important for markets outsidetheEC.
Consumers
Trends in Consumer behavior and attitudes in Ireland tend to
follow those inthe major European markets.Forexample itisonly
within the last few years that there has been anysignificant interest
by Irish consumers inorganicproducts.Othermajor Europeanconsumer trends which have made an impact in recent years, are the
demand for lightandlow fatproducts andforreadymeals.Someof
the latest consumer trends inIreland originate inthe U.S.and U.K.,
rather than in Continental Europe. A shared language and media
(the viewership of British television is high and availability of
British newspapers iswidespread) andconsiderable migration have
contributed to close ties between Ireland and the Anglo-American
world,which isreflected inquick transfer of somenew food trends
in these markets. This is particularly true of the catering market,
where wehave assimilated in atwenty yearperiod franchised hamburger bars, fried chicken outlets and more recently pizza parlors.
The microwave revolution has also had agreater impact in Ireland
than inContinental Europe.
The Irish consumer snares many of the concerns in relation to
food reported in the Continental literature. O'Neill has reported
that, of eleven individual issues of possible concern about food,
antibiotics, hormones, artificial coloring and unspecified additives
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and preservatives were the objects of greatest concern, while cholesterol, fat, sugar and salt were causes of lesser concern. "Artificial" ingredients wereamuchgreatercauseofconcernthannatural
ingredients.(O'Neill 1988).
The Irishconsumer isyoungerthanhisContinentalneighborand
poorer. Twenty-eight and nine-tenths percent of the population in
1986 were under 15, compared with a Community average of
19.1%. The proportion over 65 years was 10.9%,compared witha
Community averageof 13.7%.
GDP per inhabitant in 1989 is estimated at 11,467 purchasing
power standard units, compared with a Community average of
17,106, i.e., the Irish figure is 67% of EC average (EC Commission). The discrepancy in GNP per inhabitant (a more appropriate
measure of consumer welfare) is wider, because the FP between
GDPandGNP iswiderthan inothercountries,duetotheextentof
transfers of profits abroad by multinational companies operating in
Ireland.
As is normal with less affluent societies, the proportion of total
consumer expenditure spent byhouseholds on food is greater than
average. Table 1shows the share of consumer expenditure in Ireland and in EC 12 in 1988 on foodstuffs and non alcoholic beverages.
TABLE 1. Share of Consumer Expenditure
centage

Ireland
Foodstuffs
Nonalcoholic
beverages

Source tECCommission,1991.

1988 - Per-

EC 12

22.7

17.6

1.4

0.5
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Foreign Competition
TheIrishmarketisextremely opentoforeign competition.Partly
asaresult of thesmall size of thecountry, and partly from thehigh
degreeofspecialization ofits agriculture,therangeoffoods offered
by the native industry is more limited than in a large country like
France.Thispattern has accelerated inthedecades since ECaccession.With increased traveltherangeof food productsdemanded by
consumers hasgrown, almost all of which are imported. Examples
of mass consumption products which were almost unknown in Ireland twentyyearsagoare lasagna,fromage frais, broccoli,and kiwi
fruit.
There isnoovertpreference for Irish food products except inthe
traditional areas such as dairy products, meat and alcoholic beverages. Here the strength of local companies and brands, combined
with a consumer perception that the native product is good, has
tended tokeepthenativemarket shareextremely high.
Foreign produceisparticularly strong intheprocessed food area,
where brand advertising is important. The strength and advertising
spend of multi-national firms such as Kellogg's makes competition
from smaller Irishcompanies difficult.
Government Policies
As in other EC countries, the Government is constrained by its
obligations under EC law from directly supporting the agricultural
and food industries in a manner which would affect competition.
TheCommon AgriculturePolicy applies fully andthereis therefore
free trade.Astatetrading organization whichhad monopoly export
powers in the years before EC membership has been turned into a
dairy producers'cooperative and has lost itsmonopoly position.
Theagricultural andfood sectors areseenbytheState ascornerstones oftheeconomy.One of theobjective of theNational Development Plan 1989-1993 is "the development of firms based on
natural resources including food and fish." State Expenditure
places emphasis on upgrading of marketing, product development
R & D and management expertise of firms with good development
potential. There is considerable encouragement of these sectors in
the belief that Ireland has acompetitive advantage in food produc-
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tion. The Government policy objective is to convert these advantagesintojobsintheIrisheconomy,wheretheunemployment level,
partly for demographicreasons,isoneofthehighest in Europe.
TheStatesupportsthrough annualgrantstwospecialistagencies,
for promotionofIrishmeat(CBF)andoffish(BIM).Thereisalsoa
general export promotion agency (ABT). Each of these agencies
helps Irish firms meet foreign customers, carries out research on
foreign markets,attends tradefairs,conductstrademissions,etc.
The State also supports the development of horticulture in Ireland through aspecialdevelopment board,An BordGlas.
STRUCTURE OFRETAILING, INDUSTRY AND TRADE
The retail grocery trade in Ireland is highly concentrated with
two groups (Quinnsworth and Dunne's Stores) accounting respectivelyfor 21.5%and20%ofthegrocerytrade.Aco-operativechain
of independent grocers,Super Valu,has afurther 11.5%. Multiples
have a 74% market share in Dublin, with Quinnsworth and its
associate Crazy Prices alone accounting for 38.7%(Data from Attwood Research ofIreland).
Thepowerand influence oftheseretailers onthemarket istherefore considerable andthere areperiodic allegations about theabuse
ofthesepowersinrelation tocreditterms,demandsformerchandising, policies in relation to stocking of products, etc. Nevertheless,
relations ingeneralbetween thegrocerytrade andthefood industry
arepositive.
The food retailing multiples in Ireland are highly professional
and profitable. They are often achannel for new ideas for the food
industry andareanexampletoitofgood marketingandresponsiveness to consumer needs.Firms which meet the requirements of the
professional Irish retail multiple trade usually have little difficulty
indealing withthose inothercountries.
The individual firms in the Irish retail trade have different policiesinrelation totheextent of "own branding" offood. Oneofthe
major companies,Dunne's Stores,givespredominancetoitsownSt
Bernard brand while also stocking brand leaders. All of the other
chains provide a wide choice among brands and include a limited
numberof "own brand" lines amongthesechoices.
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The dominance of two companies in the retail trade would be
seen inothermarkets asamajor problem for the food industry. Itis
notseen assuchin Irelandprobably becausethefood industry isso
dependent onexports.
The Irish food processing industry has seen dramatic changes in
its structure in the last generation. While output had grown by a
third between 1973 and 1980,and by a further 48%between 1980
and 1989, employment in the food industry had fallen, after an
initial rise in the early 1970s. This fall in manufacturing employment was due to increased capitalization and subcontraction of
somefunctions such asmilkcollection totheserviceindustries.
Valueadded inthe food industry showed healthy growth and the
share of value added ingrossoutput increased from 19%in 1977to
27% in 1987.The structure of value-added has alsochanged witha
decreasing share going to wages and salaries, parallel with the
increased capitalization.
The total number of food plants has fallen but this fall was
concentrated in the smaller (< 30 employees) and larger (> 200
employees) plant sizes. Plants employing between 30 and 200
people increased in number.
Only 7.8%of food plants wereforeign owned in 1988,but these
produced 26.7%of the output and accounted for 20.5% of employment.There was aconsiderabledegree of instability inthe industry
withmanynewfirmsstarting andmany others closingdown.
In the Single Market there will be considerable pressure to increase scale of activities to remain competitive. Irish firms are
"internationalizing" their activities and have been particularly active intaking over food firms in Britain, though their present scale
stillrendersthemtoosmalltobemajor forces ontheEuropean food
markets.
The larger Irish companies deliver their own products to the
supermarket chains.They also are prominent in the distribution of
imported foods,particularly thoserequiringchilled distribution.
There are also a considerable number of specialist distributors.
Thesefirmsarefaced with agrowing market for imported food but
alsofacedifficulties inthatthelargesupermarket groups may,inthe
Single Market,buy directly from manufacturing companies abroad
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or from a foreign based distributor. Their margins are likely to be
squeezed.
Role ofCo-OperativesinAgricultural Marketing
Agricultural co-operatives are dominant in Ireland in the following
activities (1) sale of cattle and sheep in public auctions (2) purchase and processing of milk and subsequent marketing at homeand
on export markets of dairy produce (3) processing and marketing of
pig meat (4) purchase of grain, manufacture of animal feedstuffs and
saletofarmers ofgrain andanimal feed.
Co-operatives are also involved in, but do not dominate, the
following activities (1) processing of beef and lamb(2) fresh vegetablegrowing (3)fish farming (4)pigmeat production.
The most powerful co-operatives are those known particularly
for their dairy processing, such as Kerry Foods, Avonmore Foods,
Dairygold Co-operative,Waterford FoodsandGoldenVale.Fourof
thesefirms howevernowhavealsoimportant meatprocessing activities. All are involved in addition in supply of grain, animal feed
and fertilizer to farmers.
Four of these five co-operatives have recently altered constitutions in such a way that the percentage of the company owned by
suppliers may soon fall below 50% and the co-operative character
maydisappear intime.
Irish co-operatives had considerable difficulty in raising capital
from members for expansion and investment.Capital from theIrish
banking sector was extremely expensive. Several of the major
cooperatives decided about four years ago that the only source of
capital available was on the capital markets and converted their
companies intopublic limited companies (pic).
Theythen raised capital onthe stock exchange through the issue
of shares,while retaining control of the enterprise inthe co-operative. The percentage of the shares held by the co-operative has
steadily declined over the period since,as the companies have embarked onaprogram oftakeovers and internalgrowth.Itispossible
that inthenearfuture thepercentage ofsharesheld bytheco-operatives willfall below 50%insome ofthesecompanies.
One particular co-operative is worth mention for other reasons.
This is An Bord Bainne Co-op, originally a state export board for
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dairy products. Since 1973 it has operated as a co-operative, with
shares held by the dairy processing companies, which are themselves mostly co-operatives. An Bord Bainne does not trade in the
homemarket,excepttolicenseitsbrand "Kerrygold"tosomeofits
individual shareholders,for saleof butter.
Although no longer having any monopoly powers, An Bord
Bainne isstillthedominant exporterof Irish dairy products,particularly of butter and powders. Its "Kerrygold" brand is one of the
few internationally known brands originating in Ireland and it is
now the brand market leader for butter ontheGerman market.
An Bord Bainne isactiveintryingtodiversify itsproduct portfolio. It is in close contact with the market and regularly seeks to
develop new markets and products, which it then hopes to get its
members to supply. The larger manufacturing co-operatives have
themselves invested heavily recently in marketing and product development andareactiveindirectly marketingtheirownnew products at home and abroad. An Bord Bainne therefore has tofightto
maintain itsshareof Irishdairy exports,particularly of valueadded
andnewproducts.Aspartof itsdevelopment andinordertogiveit
acompetitiveedge,An Bord Bainnehaspurchased dairy packaging
and distribution companies in several markets, including U.K.,
U.S.A.and Belgium.
VerticalMarketing Systems
Atpresent verticalmarketingsystemsarenotafeature ofagricultural marketing in Ireland. However therehave been several developments in the recent past, (e.g., the requirement in U.K. law for
due diligence on the part of food retailers to ensure the quality of
the food they sell), which may lead to much closer involvement
between the different links in the marketing chain and to thetraceabilityofthefood producttoitsfarm source.CBF,themeatpromotional agency has introduced a pilot quality guarantee scheme
which willhavethesecharacteristics.SohasoneofthesmallerIrish
supermarket groups, Superquinn. It is also essential to provide assurances of quality and standards in the growing, but still small,
organicfoods market.
Ingeneralqualityguaranteeschemes,which involvequalitycontrol at all stages from farm to market and traceability back to the
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farm, areseen asimportant buildingblocksinconvincing European
consumers that the Irish food products they buy arepure,free from
antibiotic and other chemical residues and are produced in a
"green" environment.

PRODUCT,PRICE, PROMOTION AND DISTRIBUTION
Product
The narrowness of the product range emanating from the Irish
agricultural and food industries isseen as aweakness.There istoo
great an emphasis on production of commodities and of sale of
commodities to the Intervention agencies. This criticism applies
particularly to the beef and dairy sectors, which together account
for almost 80% of agricultural output but a considerably smaller
percentage of employment and valueadded.
Theproduct mix inboth ofthesesectors isheavily influenced by
the seasonal pattern of calving and milk production, which is itself
relatedtothepredominant farm management system-the feedingof
grass.The Irish climate is particularly well suited to grass growth.
The production of cereals on the other hand is limited for climatic
reasons but also becauseof soiltypes.Cereals in Ireland tend tobe
moreexpensive than inotherpartsoftheCommunity whilegrassis
cheaper andmore plentiful.
Accordingly thecheapest system ofmilk and beef production on
farms involves maximum use of grass and preserved grass and
minimum useofcereals.This leadstoahighly seasonal production
system with cowscalving inearly Spring,milkproduction concentrated in Spring and Summer months and little milk availability
betweenNovember and February whengrassisnotgenerally available. (For the liquid milk market which accounts for only 10%of
milkutilization,special incentives areoffered tofarmers toproduce
milktomeetthesemarket demands.)
A similar story applies in beef. The bulk of the raw material
supply for beef comes from the dairy herds,which provide calves
on a highly seasonal basis. These animals are generally reaching
maturityat2 1/2 years,i.e.,intheAutumn.Theyaresoldthenatthe
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end of thegrass growing season,before they need to befed expensiveconcentrate feeds.
Whilethese production systems have themerit of usingalocally
availablecheaprawmaterial tothemaximumdegree,theydocause
problems for processors inmarketing.Theproduct mixavailableto
the dairy industry is limited substantially to products which are
storable and which have a long shelf life. The most modem dairy
products and those offering the best margins to processors and the
greatest prospects for growth,tend tobethosesuch asyoghurt, soft
cheeseandfromage frais, whichhavealimitedshelf life. Evenwith
storable products, the technical characteristics of the products
change with the seasons makingdelivery of aconsistent product to
themarketplace difficult.
Similar considerations apply in beef. Because of the highly seasonalslaughtering pattern (40%intheperiodOctobertoDecember)
it has been difficult for meat trading companies to enter longterm
arrangements for supplying large quantities of beef to supermarkets.
Despite the difficulties in the dominant dairy and beef sectors
therehas been ahealthy flow of newinnovative food products from
the Irish food processing industry. The poultry industry has been
particularly innovative and there has been a steady development in
the number and range of further processed poultry products.There
has also been a healthy development of production of ready meals
from firms inothersectors.
Price
Inthecommodity markets,Irishproducershavehistorically been
price takers, with little influence on the overall markets. This is
clearly illustrated bythechanges inskimmilkpowderpricesduring
the period 1988 to 1990. Irish wholesale prices during that period
reacted more strongly to the initial increase inworld market prices
than did those of other Member Statesof theCommunity andsimilarly reacted tothedecline inpriceswhen itcame(Pitts,1990).
Some Irish companies have been endeavoring to break free of
this dependence on fluctuating world market prices, by catering
more for industrial markets for ingredients.These markets require
specific functional characteristics, and fluctuate less in price.They
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alsooffer anopportunitytocreatesecure longtermmarkets without
spending millions on advertising and branding.They are technologyratherthan marketing dependent.
KerryFoodsisagoodexampleofthisdevelopment.Thiscompany was formerly a substantial exporter of commodity casein to the
USA. It has within a few years become one of the major world
players inthedairy ingredients business,particularly since itstakeover of the ingredients business ofthe U.S.conglomerate, Beatrice
Foods.
Intheareaofconsumerproducts analternative,butinsomeways
similar,policyhasbeenembarkedupon.Firms lacktheresourcesin
general to compete directly with multi national brands.They have
therefore cultivated thesupermarketgroups onexportmarkets(particularly in the U.K.) and contracted to produce a substantial volume of "own label" products for Salisbury's, Tesco, Marks and
Spencer, etc.The products are particularly inthe ready meals area.
One of the largest manufacturer of frozen pizza in Europe is a
young Irishcompany,Poldy's.
There are a small number of successful Irish food and drink
brands,which have beenabletomaintain andeven increasemarket
share without cutting relative prices. Two examples are Bailey's
Irish Cream liqueur worldwideand Kerrygold butter inGermany.
Promotion
There are two State financed promotional bodies, as described
earlier, for meat and for fish, which promote the genericconsumptionoftheseproducts athomeandsupporttheexportefforts ofIrish
firms in these sectors. There is also a body, the National Dairy
Council, which promotes generically the consumption of dairy
products. This body is supported by the dairy industry and by the
EC Commission. An Bord Glas, the Horticultural Development
Board,whileprimarily active instimulating production ofhorticultural crops in Ireland, is also involved to a small degree inpromotionofconsumption of fruit andvegetables.
Individualcompaniesactiveinthehomemarketarealsoactivein
promoting their own companies and brands abroad. As stated
above,the extent of brand activity by Irish companies outside the
Stateislimited bytheirsmallscale.
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The most important medium for promotion of food products on
the Irish market is television, principally RTE,the national station,
but there is also substantial promotion on UTV, the Northern Ireland arm of the British independent television network, which is
widely viewed also inthe Republic of Ireland.
Distribution and Logistics
Mostlargefirmsdistributetheirownproductsdirecttothesupermarket chains.Daily oreven twice daily deliveries are required for
fresh products, while weekly deliveries apply in the case of nonperishable, slow moving, items. Deliveries in rural areas are less
frequent.
In the case of smaller firms or foreign firms, whose market volume in Ireland is small,distribution tothe supermarket groups and
tothewholesaleorcash andcarryoutletsismadebythe specialized
distributors referred to earlier or in some cases by the larger Irish
companies,on contract.
Many of the smaller shops and particularly those in rural areas
obtaintheirsuppliesofnonperishable products from wholesalers or
cash and carry firms. Frequently the products are collected by the
retailerhimself.
Distribution toexport marketscanbeamajor problem becauseof
theperishability of many products andthenecessity tocrossatleast
one stretch of sea. Most distribution is by road. Efficient distribution therefore depends on agood road network both here and inthe
U.K.,an efficient port operation with frequent sailings to minimize
delays, and minimum customs formalities. While there have been
considerable improvements inrecent years,the logistics of deliveringIreland'sveryconsiderablefood export volumeareacontinuing
problem,particularly toContinental Europe.
EFFICIENCY OF SYSTEM
PricesReceivedby Farmer
Wenowtrytoassesstheperformance ofthe system indelivering
high prices to the farmer. Data on this area aredeficient. The Irish
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Farmers' Association has published data which show the declining
share of the pound spent by the consumer which accrues to the
farmer. However these data do not take account of the increasing
range ofotherservices which theconsumerisnow getting with her
productcompared with ageneration ago.
Oneareawheresomerealisticinternationalcomparisons arepossible is in the dairy area. With a common target price for milk of
defined quality and a common intervention price for butter and
powder, it is possibleto compare accurately the ability of the Irish
marketingsystemwiththoseinothercountriestoreturnahighmilk
price.In this case,wecan say,from the analyses carried out,(e.g.,
Pitts, 1990)that, although the milk price in Ireland isthe lowest in
the Community in most years,the system works well. High world
market prices are reflected in high milk prices and vice versa. The
differences betweenIreland'smilkpriceandthoseelsewherecanbe
satisfactorily explained.
Onepossiblereason whythereiseffective transfer of pricesback
tothefarmer inthedairy industry isthat allstages inthe marketing
chain are under co-operative control. Elsewhere only in the pig
meat industrydosimilar conditions apply andthereonly recently.
Inothersectors,the farming organizations endeavor whennegotiating with processors to obtain some of the benefits of good internationalprices andtomitigatetheeffects of badprices.They are
reasonably effective in protecting their members who grow sugar
andcereals.
There are some doubts about the effectiveness of the marketing
system in the beef and lamb sectors in communicating market requirements back tothe farmer and inreflecting accurately the fluctuations inworld or European prices.
Competitiveness
The Irish agricultural and food industries have been particularly
concerned inrecentyearswith theircompetitiveness.Theemphasis
placed onthefood industry asanengineoffuture economicgrowth
is one reason for this concern. Another isthe coming of the European Single Market, with the promise of increased competition.
Recent experience would seem to indicate that the Irish agri-food
industry is indeed competitive. It possesses factor cost advantages
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in both dairying and beef production, its two most important sectors.
The output of the food industry increased in volume by31%
between 1985 and 1990. Exports also increased substantially. The
European market for food isgrowing byonly about 1%perannum.
Themarketshareheld bytheIrish agri-businesssectorhas therefore
been increasing in recent years, implying that it iscompetitive and
has little to fear in the Single Market, despite the problems of
product mix,dependency onintervention,seasonality ofproduction
and relatively smallscaleof operation.
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SUMMARY. Agriculture in Belgium and the Netherlands has a
strongexporttraditionandhas beenmarketorientedforalongtime.
InthisarticleagriculturalmarketinginBelgiumandtheNetherlands
isanalyzedonthebasisoftheconceptsstructure,conductandperformance.Inourreviewof marketstructure attentionispaidtothe
structure of agriculture, thefood consumer,food retailing,governmentpolicies,competitionandmarketingchannels.Afterwardsmarketconduct withrespecttoproduct,price,promotion anddistributionisdiscussed.Finallysomequalitativeobservationsaremadeon
marketingperformance.
It is concluded that agricultural marketing policies in Belgium
andtheNetherlandsareincreasinglyfocusingonvalueaddedto the
agricultural product. As a result vertical marketing systems/food
chainandmarketingmanagementbecomefamiliarconceptstoagriculturalmarketing.
INTRODUCTION
Dutch and Belgian agriculture bytradition ismarketoriented.In
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graphic situation of both countries between urbanized regions of
Germany, Great Britain and France, a mercantile tradition, and an
open marketpolicyofgovernments havestimulatedmarket orientation.
In the first half of this century agricultural marketing in both
countries primarily was concerned with the effectiveness and efficiency of marketing functions andmarketing institutions.
Problems and policies of agricultural marketing have changed
during the past thirty years, amongst others because of changing
consumers, of changing market structure, and-during the pastfifteen years-because of societal concern about the physical environment. As a result marketing management has become relevant in
agriculturetoo.
Not only changes in the socio-economical environment of agriculture and agribusiness, but also endogenous changes in agricultureandagribusiness themselves,such asnewproduction technologies and changing agribusiness structures have increased the
relevance of marketing in agriculture.
Agricultural marketing in Belgium and the Netherlands will be
discussed inthisarticle,inparticularpresentdevelopments.Wewill
base our analysis on the concepts Structure,Conduct, Performance
(Bain, 1956; 1959). The article is organized as follows. Firstly
market structure is analyzed bydiscussing successively consumers,
competitors, food retail and government policies. The section on
market structure ends up with an analysis of marketing channels
and marketing institutions.Subsequently marketing conduct isanalyzed withrespecttomarketing instruments and marketingpolicies.
Finally, the performance of agricultural marketing is evaluated
briefly.

MARKETSTRUCTUREOFBELGIANANDDUTCH
AGRICULTURE
SomeFactsAboutBelgianandDutchAgriculture
Agriculture is no longer a dominating sector of the Belgian and
Dutch economy: in 1987 agricultural income as a percentage of
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National Income amounted in Belgium and the Netherlands to respectively 1.9% and3.9%.Oftotal laborforce 2.5%and5.4%were
employed in Belgian respectively Dutch agriculture (LEI-DLO,
1989)and anadditional3.2%respectively3.4%oftotallabor force
wereemployed infood industryofbothcountries(LEI-DLO,1989;
NIS, 1991).
Agriculture and agribusiness contribute substantially to national
exports: of total Dutch exports in 1990about 24%was of agricultural/agribusiness origin (LEI-DLO, 1991). Livestock production
and horticulturearethe most important sectors of Dutch agriculture
(Table 1).The livestock sector istransforming feed grains,tapioca
and other feedstuffs into protein rich animal food products,in particular milk and pigmeat. Substantial quantities of feedstuffs are
imported and livestock products are exported. This marketing
policy of Belgian and Dutch agriculture has benefitted from the
convenientgeographic situationofthesecountriesbetween populationcentersofWesternEurope:Germany,Great Britain andFrance.
Horticulture isvery important nowadays,realizingin 1990, 23%
of Belgian and 30% of Dutch agricultural output (Table 1). Fresh
vegetables are mainly being produced in glasshouses. Horticulture
hasalongtradition inthe western part ofthecountries,nearthesea
coast. It has expanded substantially since the fifties because of
increasingdemand for fresh produce.
The relative importance of the three main production sectors
(arable land, livestock and horticulture) is quite similar in both
countries. Within Belgium, arable production is dominating in the
Southern region, while the Northern region is specializing in livestock and horticulture.
The Food Consumer
Food consumption in Belgium andthe Netherlands amounted to
17.1% and 18%of total private consumption in 1990 (LEI-DLO,
1992; NIS, 1991). Total food expenditure is increasing modestly
and somewhat less than total consumption, the Dutch index of
domestic consumption of food and luxuries for instance increased
by 13%involume intheperiod 1980-1990,whiletheindexoftotal
consumption increased by 16%involumeduringthesameperiod.
While total food consumption has increased to a limited extent,
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the composition of the food basket has changed substantially. In
both countries percapita consumption of animal proteins increased
duringthepasttenyears,duetorisingconsumption ofpoultrymeat,
pigmeatandcheese.Thegrowth of percapitaconsumption of fresh
vegetables and poultry meat is in conformity with the generally
observed increasing preference for food with low fat content. Per
capita pigmeat consumption increased because of relatively low
prices,whilethe increase of percapitacheeseconsumption maybe
caused byconsumers' desire for tasty food and for variety in food.
It is interesting to notice that the decrease of per capita food consumption relates to products which had in 1980 a comparatively
high percapita consumption inthe respective country:bread, potatoes, butter and beef in Belgium and milk, margarine and sugarin
theNetherlands.
Various demographic changes, familiar to Western societies, influence thedevelopment of food marketing:minor growth,oreven
stagnation of total population, the ageing of the population and
decreasing household size. While Dutch population is expected to
increase just from 14.9 million to 15.9 million in the period
1990-2000, Belgian population is forecasted to decrease,from 9.8
million to 9.6 million during the same period. The proportion of
people being 60years and olderdid increase from 15.6%to17.5%
intheNetherlandsduringtheperiod 1980-1991,andisforecasted to
increase from 20%to 25%in Belgium overthe period 1985-2010.
It isexpectedthatoneperson-households willincreasefrom 23%in
1980to33%in2010inBelgiumandfrom 21.4%in 1983to39%in
2000intheNetherlands (AGB,1992).
Belgian food consumers are more quality conscious than Dutch
consumers (Steenkamp, 1992), for instance, Belgians consumed
more high quality food like butter, beef/veal and fresh vegetables
than Dutchmen in 1990(Table2).Nevertheless thereismuchsimilarity between Belgian and Dutch consumers in the product attributeswhichinfluence theirfood choice:attributesdetermining food
choice of Belgian food consumers are freshness, taste and ease to
prepare (Huygebaert a.o., 1987); taste was considered the most
important of thirteen food attributes by Dutch consumers (Steenkamp a.o., 1986). In other research naturalness, healthiness and
absenceofnoxious additiveswerereportedtobethemostimportant
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food attributes for Belgian and Dutch food consumers (Steenkamp,
1992). So it is not surprising that Belgian food consumers in a
survey of 1986 expected a consumption increase for low fat milk,
low fat cheese, whole wheat bread,fresh vegetables and fresh fruit
and a decrease for fat meat, sugar, white bread, butter and cream
(Huyghebaert a.o., 1987). Health considerations seem to be the
dominating criterion for consumers choosing organic food (Oude
Ophuis, 1991).
These developments inconsumer behaviordemonstratetheneed
for consumer orientation in agricultural marketing, and have
brought product development and promotion in the center of agricultural marketing.
CHANGES IN RETAILING
Like in all Western countries food retailing has shifted from
small independents, grocery stores, greengrocers, butchers' shops
and bakeries,tolargefood chains.InBelgiumtheintegrated middle
size distribution chains in particular have increased their market
share over theperiod 1980-1990.Thedistribution or"bolt" lawof
1975 regulates the geographical spread of retail outlets. This law
aims atoptimizingthe provision of food productstoconsumers.As
a result the integrated mass distribution could not increase its marketshare.IntheNetherlands nosuchtypeoflawexistsandnational
food chains increased theirshareintotalfood retailingfrom 21% in
1970to47%in 1990(DeJong, 1989).Dutch integrated distribution
realized a market share of 64% in 1990.Integrated mass distribution increased its market share from 37% in 1985 to 41% in 1990
(Table3).
Developments in food retailing in Belgium and the Netherlands
can be characterized by concentration, specialization and internationalization.Themarketshareofthetwobiggestfood retailgroups
in Belgium has increased from 31% to 41% over the period
1982-1989. Specializing on selling fresh food is becoming more
important and food retailing is internationalizing both by penetrationofforeign retailcompanies intheBelgianfood market,likethe
British company Marks and Spencer and the German company
Aldi, and by foreign subsidiaries of Belgian retail companies,like
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"Food Lion" of the Belgian chain Delhaize in the U.S.A. In the
NetherlandstheholdingcompanyAholdLtd,throughitsfood chain
"Albert Heijn" and its majority share in a wholesale company
which runs a voluntary chain, commands amarket share in general
food retailing of 37%. German food retail chains, like Aldi and
Tengelmann, have penetrated in Dutch food retailing. Small food
retailers try to survive by specializing, byjoining voluntary chains
or by participating in franchise operations. However, their number
is decreasing. The following developments have a great impact on
market behavior offood chains inBelgium andtheNetherlands:
• retailchains develop strong images and focus on well defined
target groups,byspecific assortment,product quality,services
and pricing,
• privatelabeling willbecomeeven moreimportant yet,
• efficiency improvement-in particular logistical efficiency-is
important; logistical planning models,scanning operations and
Electronic Data Interchange more and more contribute to efficiency improvement,
• cooperation and coordination between retail chains will increase,inparticular byfranchising and byalliances.
As a result, marketers of food and agricultural products have to
deal with food chains which have substantial purchasing power.
Theyhavetobuildupacompetitiveedgebyappropriate marketing
policies.Such policies notonly requirespecific productquality and
discounts,butalsocooperation onadvertisingandlogisticalservice.
They have stimulated marketing management in agricultural marketing and have changed market structure of agriculture and food
industry.
GOVERNMENTPOLICIES
Government isplayinganimportant role inagricultural markets.
Classicalreasonsforgovernment marketinterference arefood security,farmers' welfare, economic importance of agriculture,respectively health and environmental considerations. Except during
world war periods,food security has not been an important motive
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in Belgium and the Netherlands. Export orientation and limited
importance of arable farming resulted in a non-protectionist food
policy inthesecountries.
Belgian and Dutch governmental agricultural policy hasto operate within the rules of the CAP. In addition governments have
subsidized some types of investments in order to improve farming
efficiency. Government support to farmers has been focused in
particular on the improvement of farming quality by research, extension and education.
Anumber of factors, likedissatisfaction with CAP,environmental problems, the smaller economic importance of agriculture, and
budget problems diminish willingness of Belgian and Dutch politicians to support agriculture. So, there is a tendency nowadays to
privatize a number of public services to farmers, e.g., agricultural
extension services.
Likeinothercountries,government is involved in agricultureby
protecting consumers and environment: food and drugs laws,antitrust legislation,legislation ontheuseofinsecticides,pesticidesand
drugs and, increasingly, environmental legislation which put side
conditions on agricultural production and marketing. In the future
agriculture in Belgium and the Netherlands will have to rely more
onmarketing potential and lessongovernment support.
Changes in Competition
Competition in agricultural and food markets has increased because of the EC. In evaluating the competitive strength of Belgian
and Dutch agriculture, Porter's criteria "factor conditions, demand
conditions, related and supporting industries, respectively firm
strategy, structure and rivalry" (Porter, 1990) seem relevant. With
respecttofactor conditions,itcanbeargued thatthecreated factors,
i.e., skilled farmers and good allocation of farm land, are more
important in giving agriculture a competitive edge than natural
advantages such as to climate, soil and water. As far as demand
conditions areconcerned, itlooksasifBelgian consumers aremore
quality conscious, and Dutch consumers more price conscious. In
this respect consumers' attitude, at least in the Netherlands, does
not seem instrumental in strengthening the competitive position of
agriculture. Belgian and Dutch agriculture seemtohaveacompeti-

Matthew MeulenbergandJacques Viaene

151

tive advantage on the criterion 'Related and supporting industries.'
Agriculture, in particular horticulture, in Belgium and the Netherlands isconcentrated in specific areas, where there is a good infrastructure of supporting industries and trading companies,which deliver specialized products and services to farmers. Various producer
networks exchange experiences and opinions on a regular basis.
Firm strategy, structure and rivalry in domestic market, the fourth
criterionofPorter,areinparticularrelevanttoagribusiness and food
companies,becauseoftheopenECmarket.Becauseofstrongexport
orientation,Belgian and Dutchagribusinessaremoreusedtooperating incompetitive markets than some of theircolleagues in theEC.
Portermentionstwo additional factors beingof importance forcompetitiveness, namely government and chance. Governments have
paid ample attention to the improvement of farmers' skills and of
infrastructure, which has strengthened competitiveness. Competitive position of Belgian food industry could be strengthened by
improving technology and workers' skill, respectively by increasingcompanysize.IntheNetherlands alsoalargenumberofcompanies are too small to compete effectively in international markets
(Table4).
Belgian and Dutch agriculture and food industry have built up a
strong export position. Belgium has become a net-exporter of food
products since 1983,while the Netherlands has been a net exporter
of food products for a long time.Belgian and Dutch food and agricultural products are mainly exported to ECcountries, in particular
Germany,FranceandtheUnited Kingdom.WhileFranceisthemost
important export market for Belgian food products,Germany isthe
dominating export market for Dutch agricultural and food products.
Dutchagriculture/horticultureandfood industry alsoexportsubstantialquantities ofproducts,likeflower bulbs,tothirdcountries outof
the EC.Productquality and serviceshavebecomevery importantas
acompetitive weapon.
Acompetitive disadvantage of Dutch agriculture, and to someextent of Belgian agriculture also, arethe costs of environmental problems, caused by the manure from intensive methods of animal husbandryandbytheintensiveuseoffertilizers andpesticides.
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MARKETING CHANNELS
AND MARKETING INSTITUTIONS
Thestructureofagriculturalmarketingchannels ischanging.The
functions to be performed in the channel, the institutions of the
marketing channel and the relationships between these institutions
arechanging.
Farms,beingmainly family farms,havespecialized, for instance
intofruit growers,growers offresh vegetables,poultry farmers,pig
farmers and dairy farmers. Typically,agricultural products aremarketed by wholesale companies and/or processing industries, both
private and co-operative. Direct selling from farm to consumers is
of minor importance.
Agribusiness and food business increasingly contribute to the marketing of agricultural products by processing, packing and offering
servicestothefinalcustomer.Foodindustryrealized 3.2%ofthegross
national product intheNetherlandsand3.2%inBelgiumin1990.
There are specific differences in the importance of various sectors ofthefood industry between bothcountries:inBelgium,breweries are more significant since bytradition beer consumption isof
more importance; in the Netherlands processing of cocoa-beans is
more important because of thehistorical relationships with tropical
production areas. In both countries there are a great many small
food companies as yet. In Belgium for instance 82% of the food
companies, being responsible for 19% of the employment of the
sector,dohave less than 10employees.Concentration and internationalization arecentral tendencies in the food industry. In Belgian
food industry a few large national companies are market leaders,
like Vandermoortele for oils,Vanden Broecke for processed potatoes,Leonidas for pralines,Spadelfor mineralwater and Interbrew
for beer.Inotherfieldsforeign companiesaremarketleaders.Inthe
Netherlands, multinational food companies are leading in various
food markets, like Unilever in margarine, D.E./Sarah Lee in the
coffee market, while three national co-operatives dominate the
dairy market. Increasing competition of multinationals in the large
European food market,andconcentration infood retailing aremain
challenges tothe food industry.Theaimofcreating added valueby
processing agricultural products stimulates attention for product
quality, amongst others by integrated quality control and branding.
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Logistics isbecoming moreimportant inordertoincreasecustomer
service andto improve efficiency.
Belgian and Dutch wholesalers of agricultural and food products
have lost market share, like for instance in marketing pigs, cheese
and groceries, to forward and backward integrating industries and
retail chains.They have maintained a strong position in marketing
ofperishables likeflowers, fresh vegetables andpotatoes.
Co-operatives arevery important inDutch agriculture and areof
substantial importance in Belgian agriculture (Table5).They arein
particular important for perishable products whichcannot bestored
at the farm, like milk and fresh horticultural products,and in agricultural sectors having animportant export share.
Many co-operatives started out as local or regional businesses at
the end of the nineteenth century. They became more market oriented in order to suit the needs of the market. Market orientation
stimulated adevelopment towards largeco-operatives;intheNetherlands threeco-operative companies accountformorethan80%of
Dutch milk supply, two co-operative auctions dominate the Dutch
flower market andoneco-operativethepotatoprocessingforindustrial purposes. By specific organizational structures, like a limited
company, whose shares are owned by the co-operative union, cooperatives try to improve effectiveness of decision making and of
marketingpolicies.
Contract farming is important for broilers and for vegetables for
canning purposes. In Belgium contract farming has a market share
of 95%for veal, 90% for broilers, 70% for eggs and 60% for pig
meat-feed companies and slaughterhouses being the main contractors-flax is almost exclusively produced under contract and potatoes for about50%.
Technical markets have become less important in agricultural
marketing. They are still important for livestock, and in particular
for fresh horticultural products. In the Netherlands there are two
futures markets,respectively for potatoes and livepigs.
Being introduced in 1887, auctions have gradually become the
dominating marketing institution in Dutch horticulture (Meulenberg, 1989). They are very important in Belgian horticulture too.
Dutch auctions have expanded activities from price discovery and
product assembly intoother marketing activities,such asminimum
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pricing schemes, promotion, logistics, and product policy. Dutch
auctions cooperate inmaster organizations which coordinateactivities, likenational minimum price schemes and promotional activities.Someretailchainsarecriticaloftheauctionsystem,sincedaily
purchasing through auctions does not fit to retail sales planning.
Co-operative auctionshavedeveloped additionalsellingoperations,
such as brokerage operations in pot plants and auctioneering for
delivery atafuture time period.
In Dutch agriculture commodity boards exist in many sectors,
likemilkanddairyproducts,meat andmeatproducts,and ornamentals. They do not engage in buying and selling but are engaged in
market research, promotion and technical research for the generic
product. The total promotional budget of Dutch agricultural commodity boards amounted to 144.2 million guilders in 1989.Commodity boards were set up inthe fifties, when agricultural markets
typically existed of a great many small farms and processing companies. At present various agribusiness firms, including co-operatives,have becomenational oreven international companies which
run individual marketing programs. As a result agribusiness firms
are less in aneed for generic marketing programs like those set up
bycommodity boards.
MARKETING CONDUCT OFBELGIAN AND DUTCH
AGRICULTURE
Marketing conduct of Belgian and Dutch agriculture and agribusiness is evolving from performing marketing functions (exchange-,physical-and facilitating functions) to marketing management(organizingthemarketingmix inviewofcustomerswantsand
needs). Clearly there is no strict borderline between these two approaches.Infact,marketingmanagement isintegratingtheplanning
of marketing functions in a broader framework. Marketing conduct
of Belgian and Dutch agriculture will now be discussed within the
framework ofthemarketing instruments.
Product. Productpolicyhasbecomeacoreelement of agricultural marketing programs.Product quality and product assortment are
very important marketing topics: Dutch pig sector is aiming at
leaner meat, the percentage of lean meat increased from 53.2% in
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1990to 53.8% in 1991; dairy industries processed more milk into
more profitable products likedesserts and cheese (45.4%of Dutch
milksupply wasprocessed intocheesein 1989and48.6%in 1991);
during the period 1989-1991. Dutch production of red peppers,
mushrooms and cucumbers has increased more than that of other
vegetables (LEI-DLO, 1991,1992).
Research and development, product innovation and branding
have become extremely important in agricultural marketing. Integrated quality control,certification of products and productionprocesses are introduced, amongst others for fresh meat, in order to
guarantee product quality. Environmentally friendly food production is expanding, like for instance organic food production and
animalfriendly production methods.Themarketfororganicfood in
thestrict sense,like bio-dynamic andecofood islimited yet.
Price. Traditionally, agricultural prices were determined by the
interaction of supply and demand at technical markets. In some
instances, like fresh horticultural products, this still happens to be
thecase.In other markets priceformation bycontract is important,
such asinthecaseof fruit and vegetables forcanningpurposes and
markets for broilers.
In Belgium and the Netherlands marketing margins between retailer and producer prices are increasing because more value is
added to the agricultural product. In Belgium producer share in
consumer prices decreased from 70% to 58% for beef and from
54% to 42% for pigmeat during the period 1981-1990 (Huyghe,
1991).IntheNetherlands theshare of agriculture, intotalexpenditure for food and luxuries,decreased from 41% in 1961to 28%in
1988,the share of distribution increased from 35%to45%and the
shareofprocessing from 24%to27%(LEI-DLO,1992).
Promotion.In agricultural and food marketing promotion is an
extremely important instrument for creating consumer awareness
and product image. It is increasing in conjunction with product
differentiation and competition. Co-operative promotion by food
producers and food retail chains is important in marketing agricultural andfood productstoo.
Inspiteofthegrowing importanceofcompany brand promotion,
collective promotion for agricultural andfood products isof importance yet. In Belgium three institutions are engaged in collective
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promotion for agricultural and food products.Thefirstis ONDAH,
established under the direction of the Ministry of Agriculture,
which aims at controlling product quality and at the promotion of
agricultural products. Since 1984 the private sector is more involved in ONDAH by fund raising and decision making. Since
1990 two marketing offices, in Paris and Bonn, support Belgian
exporters of food and agricultural products.The second institution
is BDBH (Belgian Office for External Trade), a public institution
established in 1948,which is offering trade services for semi-processed and processed export products. The third is Vitabel, the
export department of the Federation of the Agri-Food Business,
LVN,which supports producers and wholesalers of food products,
in particular with respect to foreign trade fairs. The tendency towardsregionalization of Belgian collective promotion leadstoscattered promotions and promotional impact.
IntheNetherlandscommodityboardsandco-operativemasterorganizations,for instanceinfruit andvegetables,areengaged incollective
promotion. Collective promotion financed by commodity boards
amountedto 144millionguildersin 1989.Determiningtheappropriate
balancebetween brand promotion byindividualcompanies andgenericpromotion isahotissueinDutch agricultural marketing.
Distribution. Food producers compete for shelf space of retail
companies.Purchasing loyalty of retail companies has become very
important for Belgian and Dutch agricultural and food producers.
Building a direct relationship with food retailchains is instrumental
inthisrespect.Asaresultdistribution policiesinagricultural marketing are increasingly concerned with strategicdecision making about
marketingchannels.Invarioussectors of Belgian andDutchagricultureverticalmarketing systems haveemerged:somedairy co-operatives have integrated cheese wholesale companies;some compound
feed companies have integrated meatpackingcompanies.
Logistical operations throughout the marketing channel of fresh
products suchasthemarketingchannelsfor fresh meatorpotplants
are planned more thoroughly. New information technology, like
E.D.I.,ishelpful inthis context.
Transport is particularly important for voluminous perishable
products likefresh horticultural products,fresh meatanddairy products. Food producers and middlemen often purchase transport ser-
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vicesfrom specializedtransportcompanies.IntheNetherlands49%
of wholesalers in agricultural products and 39% of wholesalers in
food products contract out transport in domestic markets; these
figures are respectively 77% and 63% for international transport
(Nederlands Verbond vandeGroothandel, 1991).
PERFORMANCE OFAGRICULTURAL MARKETING
IN THE NETHERLANDS
Wedo not have data at our disposal to assess marketing performanceatthesector level,orof somespecific marketing companies
by methods developed for that purpose (Bonomaand Clark, 1988).
So ourdiscussion of marketing performance must remain tentative
and ofaqualitativetype.
Some indication of marketing performance/market orientation
might be provided by farmers' income, which, however, not only
depends on marketing operations but also on production efficiency
of farmers and on farm support by CAP. It appears that family
incomeperfamily workerinagriculture ishigherintheNetherlands
than in any other country of the EC:25,200 ECU in 1988/89 and
31,700 ECU in 1989/90 as compared to respectively 8,200 ECU
and 9,400 ECU inthe EConaverage and respectively 22,300ECU
and 27,100 ECU in Belgium, being second highest (LEI-DLO,
1991,1992).Thesefiguressuggest afair marketingperformance of
Belgian and Dutchagriculture,atleastrelatively speaking.
High prices might suggest monopolies or inefficiencies in marketing operations. However, market prices can be high because of
more built inservices orhigher product quality, orbecauseof CAP
measures. Farmers' prices in Belgium and Netherlands in general
are low as compared to prices in other EC countries (Eurostat).
Prices areinparticular lowfor pigs,poultry andeggs.
Another indicator of marketing performance might be the dynamics of market supply, both in terms of quantity and quality. In
fact Belgian and Dutch agricultural marketshavebeen verydynamic during the past ten years. Sales and exports have changed substantially, in particular in horticulture, poultry business and dairy
industry (LEI-DLO, 1991).
Qualitycontrolhasreceived muchattention.Inhorticulture prod-
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uct innovation has been substantial. Infruit growingnew apple-varietieshavebeen introduced.Theassortmentof vegetables inglasshouses has beenextended substantially.Thenumber of new flower
varieties has been overwhelming. In arable farming, being a
troubled sectortoday, product innovation toa largeextent has been
experimental without great success up till now. Production and
marketing of organic food, or of products produced in an animal
friendly way,is increasing.
CONCLUSION
Marketing agricultural products in Belgium and the Netherlands
is increasingly an operation in an environment characterized by a
saturated demand, by a changing CAP, an environmentally conscious society and a more critical and better informed consumer.
These challenges require marketing policies aiming at more added
valueand environmentally friendly production methods.
As aresult marketing management has become more familiar in
agricultural marketing and has stimulated larger firm size in agribusiness.As aresult mergers areunder way leading to internationally oriented agribusiness companies which have entrenched themselves firmly inthe food chain.
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AgriculturalMarketinginSpain
J. Briz

SUMMARY.Thepaperdealswiththeanalysisofmarketinginthe
Spanish agrofood sector. The methodology follows the industrial
organizationparadigm:structure,conductandperformance.Itgives
afirst analysisofmarketenvironment,monetaryfiscalpolicies, and
consumer'sdemand.
Marketstructureshowsadominanceofminifundia atfarmerand
retail level. Aconcentration process is goingon at wholesale and
industriallevel.
Conductandperformance of agrofood marketing arebeingstudied,withspecialattentiontocompetitivenessandpriceevolution.
Finallysomeobservationsaremadeonmarketingcharacteristics
insomeofthetraditionalfoodsectors.
INTRODUCTION
AgriculturalmarketinginSpainwillbeanalyzed accordingtothe
methodology of the industrial organization paradigm (Bain, 1968).
The main concept, structure, conduct and performance, is pursued
alongdifferent dimensions,someofwhich werediscussed inSpain
intheearly seventies (Briz,1972).
Manystudiesdeal withproblems atfarm level inSpain,but only
veryfew payattentiontoagriculturalmarketing.Oneofthereasons
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isthe lackof information, the minor interest inthisfieldisanother.
However, this lack of interest should vanish in the near future asa
result oftheincreasingimportance offood industryand distribution
sectors. In this paper we want to discuss the whole marketing process from farmer to consumer. However, the difficulty in obtaining
information in some areas (behavior or profitability of enterprises)
andthelack of space,putrestrictions on our exposition.
MARKETING ENVIRONMENT
Over the last decades, a large number of sociopolitical events
have conditioned the economic and marketing evolution in the
Spanish agricultural sector. The new democratic regime (since
1976) and the integration in the EC (1986) have provoked liberalization of foreign trade and strengthened the incentives for innovations.
Inflation (around 6%) and unemployment (16% in 1990)arethe
most significant problems which the Spanish economy is facing at
the moment.Therefore, public policy isoriented towards monetary
and fiscal policies. High rates of interest increase investment costs
in the food sector. The high exchange rate of the peseta (Spanish
currency) in relation to that of some competitors, diminishes
Spain's competitiveness in international markets.
Similar to other countries, agricultural policy is very often in
conflict with food policy. Prices of agricultural products at farm
level,risingdue to market regulations, lead towards growing costs
of raw material in food industry. On the other hand, growing competition in markets is lowering prices of final goods, and food
industry has been caught between both converging trends.
Food industry inSpain accounted for 17%of industrial turnover,
employed morethan 400,000people andcontributed 4%ofGNPin
1990. During the last decade the rate of growth has been 2.5%,for
thelast 3years ithasbeen3.5%.Incomparison,thecontribution of
agriculture toGNPin 1990was4.5%.
Food demand in Spain has alow rate of growth (0.5% peryear).
Foodexpenditure inSpainisthemostrepresentative indextoevaluate it, and this has been very even during recent years (Anuario
Distribucion Espanola, 1990,p.42).

/. Briz

165

In contradistinction tothe agricultural sector,government policy
has been very liberal in regulating other fields: manufacturing industries, distribution and investment activities. Nowadays Spain
has one of the most liberal systems of distribution organization,
which isoneofthereasonsfortherapidchanges infood retailingin
recent years.
Next to that, the agricultural sector follows the evolution of the
Common Agricultural Policy (CAP), which is also in a process of
profound transformation.
THE MARKET STRUCTURE
During the last decades,the Spanish agrofood sector hasexperienced profound changes,from amoresubsistence oriented agriculture to a modern, commercial one. Although the main marketing
functions remain to be performed, substantial modifications have
taken place in enterprises, production systems and consumption
habits.Thestructuralchangeshavebeenstimulated byradicalpolitical, economic and social transformations in our society, since the
fifties and especially in the eighties. The historical transformation
of our markets may be divided into two periods (Briz, 1985).The
firstoneupto 1959,theyearofthe 'stabilizing plan.' Inthisperiod
there was a predominance of traditional economy and techniques
and of small commercial enterprises inthesector.The second period is from 1959 up to the present. Its main characteristics are the
spreading of new activities in organizations, management and
technology.
The first period was that oftraditional commerce.The pattern is
similar to what happened in other countries. It was an incubation
period, with great migration movements from rural to urban areas,
from agriculture to industry and services. Rapid increase in per
capita income, migration to other European countries and massive
tourism were all important developments during the early fifties,
creating ademand for improved marketing services.
The second period may be indicated as 'mass distribution.' According to Padberg and Thorpe (1974) this stage involves changes
in the disposition of the shop itself, and intensification of integration andself-service.The mostsophisticated marketingsystems are
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located in the Spanish areas with highest population densities and
highest per capita income. The hypermarkets, considered by some
peopletheparadigm ofmassdistribution,started outin 1973,andin
1990theirnumberhadgoneupto 135(seeTable 1).Newtechnology is introduced into marketing companies, which is facilitated by
foreign investment. The use of computer programs and even scanners (the 'second commercial revolution after the self-service') has
become morecommon.
Historically, the traditional marketing channel has been farmerwholesaler-retailer. Government policies inthis field weretryingto
stimulate wholesale markets in producing areas by establishing a
national association called MERCORSAandfounded in 1970,with
capital from farmer cooperatives and government. Today there isa
nationalnetwork ofthesemarkets.
Thelarge-scale migration inSpain,from ruraltourban areas,has
changed the marketing structure. The growing demand for food in
thenewurban areas required moreservices,suchastransport, storage and financing activities. Under these conditions Central Marketshavebeenthecornerstone inthemarketing change.Traditional
urbanmarketsaretransformed intomodernones,suchashypermarkets. Table 2 shows the relative importance of different sectors at
wholesale level.
In big cities the aim was to promote Central markets within a
national association named MERCASA(founded in 1966).Control
of this association is being exercised by public institutions (central
government, local authority) and private sectors. Notwithstanding
the managerial and financial problems of the public institutions,
TABLE1.Evolutionofhypermarkets inSpain

Year

Numberof
places
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theirimpacthas been significant. There is agreat diversity of other
market organizations, as aresult of sector and region specific characteristics.
Auction markets infruit, vegetables andfish,are traditional,and
havebeen sofor centuries.Theyare located intheNorth and South
ofthepeninsula.
Forward marketshavebeen functioning inaninformal waysince
the MiddleAges,and nowadays it iscommon practicetooperatein
future markets. Especially imported commodities (corn, soybeans)
are being traded, through brokers from Chicago, New York and
other international boards oftrade.
Marketing boards have been efficient only for traditional export
products (e.g.,citrus board of trade).Their goals were to maintain
quality level,marketing coordination and some price policy agreements. With Spain's integration in the EC,their importance is diminishing somewhat because a number of their functions conflict
withnew ECregulations.
Vertical integration is very low for most Spanish agricultural
products, for historical reasons. The highest level of integration
exists in the compound-feed, poultry and hog industries.The most
importantexamplesof integration areofthehorizontaltype.Co-operatives areimportantatfarmer levelinsomespecific sectors where
economic problems force them to associate in order to survive;
wine, olives, fruit and horticulture are some of them (Herrero
1976).
Food industry is in adynamic structural change.Thenumbers of
enterprises and laborers aredecreasing. Value added per enterprise
is increasing in some sectors (beer, sugar, canned fish), others
(bread, cider, slaughter houses) maintain their levels. There is a
rising cost of wages and salaries per person (in particular in the
production of beer and liquors). Simultaneously there is a trend of
increasingvalueaddedperemployee,inparticular intheproduction
of liquors,beer and sugar.
Althoughtheoccurrenceoffood industriesissomewhathigherat
theNorth and Eastcoastofthepeninsula,ingeneraltheyarespread
out in all areas. In addition to comparative advantages in the production ofrawmaterials,protectionism madeitpossibletomaintain
marginal businesses.
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The Spanish retail sector is atomized, and frequently characterized by adestructive competition.Traditionalretailers arethemost
significant businesses,butmoderncommercialsystems(greatmagazines,self services,hypermarkets) have increased rapidly innumberduringthelastdecades.
Food stores and stores for household products are the most numerous inretail trade(Table3).
Small enterprises are found most frequently. However, a concentration process is under way. In 1989, 38%of total sales were
controlled bythe largest50enterprises (Mortes 1990).
The structure of food retailing shows a predominance of traditional,smallfamily businesses,dealing withfresh, perishableproducts.Theyrepresent morethan 80%ofretailbusiness for bread and
fish,70% for meat,60%for fruit and vegetables,and50%foreggs
and pasteurized milk.
Hypermarkets are taking over market share from traditional
stores,especially infruit juices,oil,dairyproducts anddryfruits. It
isoneofthemostdynamicdistributionchannels.Aswementioned,
in 1990 there were 135 distribution points, with 1840,000 m2 of
selling area, and 23,300 employees. There is a significant concentration ratio. Three French enterprises (Pryca, Continente and
Alcampo)control58% oftheselling area.
Wholesaler sponsored voluntary chains are also significant in
food retailing. In 1990there were 225 enterprises with 10,000selling points,most of them inthe food business.The most important
onesareSPAR,SOGECOandIFA.Problemstheyhavetodealwith
are for instance 'buying misbehavior' of retailers and abuses of
wholesalers.
Consumercooperatives aredecreasing inimportance,asaconsequence of low adaptation to market conditions, old fashioned outletsandlowinnovationactivities.Thereareabout200cooperatives,
with 5% of total sales in the sector. The biggest is U.D.A.with 44
members in 1990, and 60% of co-operative sales.Cash and carry
wholesale companies are increasing innumber as aresult of traditional wholesalers' interest inthistypeof business,andtherestructuring by independent entrepreneurs of some of their warehouses.
In 1990451firms had841sellingpoints in'cash andcarry' wholesaling.
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CONDUCT OF MARKETERS
OFAGROFOOD PRODUCTS
Getting information on market conduct is difficult, especially
wherethebehaviorofprivateentrepreneurs isconcerned. However,
some authors (Scherer 1970) consider it to be one of the more
important characteristics of industrial organization.
The future of the Spanish agrofood sector to a large extent depends on introducing new technologies, but R and D investments
are very low. During the period 1980-81 the ratio of expenditures
on Rand Dover Gross ValueAdded was0.5 in Food Industry and
2.0 inthetotalIndustrial Sector.
Changes infood demand andgrowingcompetition should stimulate marketing and production innovation in public and private
sectors.Atfarm level,research and innovation activities arecarried
out by official institutions such astheInstitutoNacional de Investigaciones Agrarias (INA).
New technologies in the food industry mainly stem from Switzerland and USA. The multinational Nestlé (from Switzerland)
takes care of more than 85% of expenditures in R and D. In the
distribution sectors the innovations originate from French multinationals mainly.Studies show that 66%of the food industrial enterprises donothave anyactivity inRand D.Thisproportion islower
inagriculture and distribution.
Grading and quality control have been improved during the last
decades. Regulations have been provided following international
rules (Codex Alimentarius Mundi, FAO and OCDE indications,
etc.), and especially the EC practice. Today, there are quality and
grading norms for most food products, issued by national government. Adequate controls are provided by public institutions, for
foreign as well as domestic markets.Both the Ministry of Agriculture,Food and Fisheries,and theMinistry of Health haveresponsibilities in this field, and this situation sometimes creates problems
of coordination and efficiency. In any case the standards to be
introduced are discussed in advance with the entrepreneurs and
experts.
Price formation has been following market rules, with governmentintervention on'strategicproducts'inthe'food basket.'How-
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ever, the EC membership diminished the possibility of pure Government interventions.Inthisrespect,oneshouldrememberthatthe
EC has a CAP (Common Agricultural Policy) but not a Common
Food Policy. Therefore CAP price policies have been mainly oriented onstimulating orprotecting producers,and not on protecting
consumers.
Marketing margins in general are larger than in other European
countries, at least in relation to quality and services provided.
Transport costs arehigher also,because of unfavorable geographic
conditions. According to IRESCO (1976,p.53),transport costs in
relation to total output were 4% in Spain, 3.1%in France,3.3%in
Belgium and 3.7% inItaly in 1970.
Promotion has traditionally been done by export sectors (citrus,
olive oil, wine), and is mainly oriented towards foreign countries.
Theyreceivedfinancialandprofessional support from official institutions(InstitutoNacionalFomentoExportaciones,transformed later into Instituto Espanol de Comercio Exterior). Today the EC
regulations arefollowed inthis field.
Thedomestic market wasconsidered an isolated,captive market
for the national producer sector. However, with more competition,
as a result of the 'liberalization,' new promotional strategies have
been putintopractice.
Publicity in international and domestic markets for generic products isoften focused oncharacteristics related to geographic origin
(Denominacion de Origen). In this manner a national institution
(INDO) is sponsoring promotion in generic products (wine, olive
oil), besides quality control activities. Professional organizations
are involved in these activities too (Caldentey 1987).Certain individual big companies are also involved in promotion, aiming at
establishing strong privatebrands.
A matter of concern of many agricultural and industrial firms is
the growing number of private labels. The resulting bargaining
power of big food chains has created problems to food industry in
some sectors (milk, juices). Multinational companies have been
making great efforts in food promotion in recent years. One time
they use international programs (usually in American soft drinks,
Italian 'pastes'). Anothertheyjust mention somerelevant activities
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in favor of environment protection in certain regions, related with
theproduction of someagricultural products.
In 1987 total expenditure on publicity in Spain amounted to
540,000millionsofpesetas,with28552tradebrands(AlvaroTaboada in Briz, 1990).Newspapers (34%) and T.V.(31%)werethemost
important media. Food accounted for 14%, drinks for 10.6% and
agricultural inputsfor0.5%oftotalexpenditureonpublicityin1987.
Within promotional expenditures for tradebrands,food products
accounted for 10.3%,drinks for5.5%and agricultural inputs 3.2%.
THE PERFORMANCE
OF THE MARKETING SYSTEM
Competitiveness may be considered one of the most significant
dimensions of performance, especially after the events in the centrally planned economies.
In Spain,competition policy has been inthepast aby-product of
the market economy with only marginal attention from public and
private institutions. However,the integration inthe ECischanging
the panorama, amongst others by the penetration of products from
other ECcountries inthedomesticmarketand bynewregulations.
The competition in the agro-food sector has been focused on
three main scenarios: low prices, new products and brands, and
different qualities.Thecenter of the market bargaining process has
moved from farmers to manufacturers, and later on to distributors.
The concentration process in food industry, and the appearance of
new retailers influence competitive strategies. Although these developments are common to other European countries, in Spain the
adaptation period has been shorter, with consequently greater efforts andrisksfor entrepreneurs.
Bargaining power of retail chains has increased significantly duringrecent years.Somefood factories dependuponhypermarkets for
70% of their product sales.Thisdevelopment in favor of hypermarkets is strengthened by white brands, being used as private brands
andinthiswayincreasingthebargaining powerversussuppliers.
The attitude of government administration has been to consider
the food sector as subject of general economic policy. The first
regulation against restrictive practices incommercial activities was
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introduced in 1963 ('Ley Antimonopolio'). Two different institutionswerecreated:acourt(TribunaldeDefensa delaCompetencia)
and anexecutive service (Servicio de Defensa de laCompetencia).
The Spanish Constitution, in article 38,recognizes the free market
economy and the necessity to improve competition. Integration in
the EC and the new Legislation allow a more effective improvement of competition. Special attention should be given to thecoordination of national and Communitarian institutions in order to
facilitate 'workable competition.'
Another performance dimension isprice index on farm and consumer level.Thepolicy to maintain (average increased 0.66% over
1989) nominal prices for agricultural products has originated a
decrease inrealterms ofprices atfarm level.
Food product prices (weighing 33% in the general consumer
prices index CPI) increased around 6% in 1990,above the average
intheECand OCDEcountries.
The increasing price of land, as part of the production cost of
agricultural products, is worth mentioning. In recent years there has
been an upward trend, while in the other European countries prices
have been stable.High land prices in combination with the increase
of labor costs are diminishing Spanish competitiveness in international markets.The negative trend incompetitiveness is disadvantageous to Spain. Traditionally, Spain has two kinds of agriculture
accordingtotheirfinalorientation.Thereisa 'continental andnorthem' agriculture (cereals, meat, milk) oriented toward the domestic
market. The so called 'mediterranean agriculture' is more competitiveinforeign markets(wine,fruit and vegetables,oliveoil).
Food industry has been concentrating on the domestic market
becauseof its lowcompetitiveness.Theforeign marketwasusedas
secondary outlet, to dispose of surpluses, with some exceptions.
Protectionism and lack of export incentives bring about that few
enterprises aresuccessful inforeign countries.
MARKETING CHARACTERISTICS OFMAIN CROPS
The analysis of marketing indifferent agricultural sectors should
pay attention to the economic situation of Spain before the process
ofjoiningtheEC.
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Thereisagroupofproducts,witharelativecompetitive position
because of comparative production advantages (olive oil, wine,
fruit, and vegetables). Domestic prices were lower than in other
Europeancountries.Becauseofcertainproblems withproductionin
the past, cooperatives and other producer organizations are important. Associations of first and second degree,with vertical integration of production and marketing, do control agreat percentage of
themarket.
For other products (cereals,milk)the situation isdifferent. With
relatively high production costs and structural marketing problems,
the possibility to compete is very low. Only geographical advantages may allow them tosurvive bymeans ofsellingtheir products
atthedomestic market.
Poultry and hog sectors are well organized both in production
and marketing. Vertical integration accounts for a great part of
business (up to 80%),including contract farming, where input and
output prices are negotiated for certain periods of time. However,
they do have disadvantages in comparison with other European
entrepreneurs.Compound feed ismoreexpensive(sometimes upto
20%) because of higher cereal prices and lower use of substitutes.
Themarketingchannels aresimilartoother European countries.
Cattle is a problematic sector because of comparative disadvantages inproduction costs.Traditionalmarketingchannelsfrom rural
markets to community slaughterhouses havechanged, giving more
importance toprivatefirms.
With respect to 'cash crops' (sugar, tobacco,oilseeds) thetransformation process hasstimulated enlargement ofenterprises,sometimesresulting inageographical monopoly.
Marketing channels were controlled inthepast either by private
or bystatecompanies and open competition wasvery low.Technicalandorganizational innovation inthemarketingchannelisnecessaryinmostsectors.Foreigncapitalmaychangethesituationinthe
near future.
Oneaspectweshouldconsiderinthischapter isthe performance
of the Spanish Administration. The bureaucracy has been suffering
under averycontroversial transformation. Ontheonehand thereis
a 'decentralization activity' as a consequence of the new regional
administration process (the 'Autonomias'). Thus, the regions now
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have some administrative responsibilities, formerly performed by
the National Administration. On the other hand there isa 'centrifugal process' towards theECAdministration inBrussels.Asaresult
many entrepreneurs are disoriented, and try to adapt to the new
situation, while facing high competition and lack of adequate information.
The Treaty of Spains' integration in the EC has been another
point of friction in the Spanish food industry. As a consequence of
political and economic pressures, some sectors, such as fruit and
vegetables, have been, in their opinion, discriminated in favor of
others.After theSpanish integration inthe EC,agreements withthe
USA, some Latin American and Eastern European countries, allowed imports of agricultural products atverycompetitive pricesin
the Spanish market, without adequate information for theentrepreneurs.
Spanish farmers should trytoorient their production towards the
changing needs of consumers in the European market, and to provide adequate raw products to food processors. A good qualityprice ratio and integration through contractual arrangements may
diminish price instability in the future. Following this, one of the
solutions is to encourage vertical contracts,especially for products
not subject to the Common Agricultural Policy (CAP). Accordingly, it is estimated that more than one hundred thousand farmers
signed contracts underthe FarmContract Law in 1987.
Different forms of ownership in the food sector may facilitate
the performance of the integration process:joint ventures, international licensing, franchising, and management contracts.
CONCLUSIONS
Agricultural marketing in Spain is becoming the cornerstone in
the evolution process of agrofood sector. Within a transforming
economy, markets are being forced towards more dynamic action.
However, the market structure is still inadequate, with a predominance ofsmalltraditional enterprises.
Competition is becoming one of the most important instruments
inthechanges,although itmaybeasourceofdiscrimination.Thus,
open competition exists in the markets for final products (food for
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direct consumption) but not in the input sector (energy, labor, financingfacilities, etc.).
Changes maybemoreradicalinthenearfuture, especially inthe
marketstructure,because further concentration inthe food industry
anddistribution systems can beexpected.
The performance of different sectors has been very uneven.
Farming has been strongly dependent on CAP (Common Agricultural Policy) regulations. Food industry is suffering very strong
competition. Distribution has been the most dynamic sector, with
very liberal regulations for setting upnew enterprises, capital market,innovation and otheractivities.
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Characteristics
ofAgricultural Marketing
inHungary DuringtheFormation
ofMarketEconomy
József Lehota

SUMMARY.Although thecentral planning system of theHungarian economy changed after 1968, there was not any considerable
decrease of state interference nor was there any significant increase
in the role of the market. It was the system of state interference
whichchanged:insteadofdirectmethodstheemphasiswasprimarilyputonindirectmethods(pricesubsidies,taxes,loans).Theroleof
themarketcontinuedtoremainof secondaryimportance,whichwas
mainlyindicatedbythelowlevelofmarketcompetition.Inaddition,
theeconomicsystemfundamentally affected agricultural marketing.
The role of the market started to be valued significantly from
1989-1990. In this article I shall describe the initial situation of a
market-oriented economy as well as the major trends and the first
stepsof thenewprogramme.

INTRODUCTION
Although the central planning system of the Hungarian economy
changed after 1968, the role of the market continued to remain of
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secondary importance,whichwasmainly indicated bythelowlevel
ofmarketcompetition.Inaddition,theeconomicsystem fundamentally affected agricultural marketing.The role ofthe market started
to bevalued significantly from 1989-1990.
THE CHARACTERISTICS OF FOOD CONSUMPTION
The level of foodstuff consumption in Hungary is relatively favorable from the point of view of dietetics.The energy content of
food consumption is 14,100 KJ/person/day (1989). Protein consumption is 106g/person/day (60 g of it is animal protein),carbohydrate consumption is 400 g/person/day and fat consumption is
150 g/person/day. The division of food consumption according to
groups of products is as follows: meat and meat products 78 kg/
year,milk anddairy products 189kg/year,eggs 19.5kg/year,vegetable and animal fat 37 kg/year, cereals 109 kg/year, sugar 39 kg/
year,potatoes53kg/year,vegetables and fruits 155kg/year.
The annual increase in food consumption per capita (in terms of
expenditure) varied between 1.5 and 3.3%/year between 1951and
1975. From 1976 onwards the rate of growth significantly decreased (1976-1980: 0.1%/year, 1980-1985: 1.0%/year). Since
1988thevolumeof food consumption hascontinued todecrease.
The amount spent on provisions accounts for 1/3 of individual
expenses, disregarding spending on stimulants (at 1989 prices).
Spending onprovisions makesup29.9%oftotalexpensesinhouseholdswithonewageearner,and39.8%inhouseholds with pensioners.
Retailersplaythemostimportantroleassourcesofacquisitionof
foodstuffs (1989:64.4%).Local markets have a share of 8.1% and
the share of companies, institutions and other sources is 10.4%.
Seventeen and one-tenth percent of food consumption comes from
self-production.
The most important factors influencing food consumption inthe
future willbe:
• The 1.2% decrease in the population of Hungary since 1981
due to adecreasing birth rate and an increasing death rate.In
1989theHungarian population was 10.6million.
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• The age structure ofthepopulation which shows thattheproportion of people over 60 is increasing (1960: 13.8%, 1989:
18.7%), and the proportion of people under 29 is decreasing
(1960:50.2%, 1989: 40.4%).
• The growing proportion of urban population (1960: 51.3%,
1989:61.9%).Thirty-one andnine-tenthspercent ofthepopulationliveinthetenlargestcitiesofHungary,including19.4%
in Budapest. However, 57.5% of small villages have fewer
than 1000inhabitants (their proportion of thetotal population
is7.6%).
• The decrease in the average size of family households, from
3.1 persons in 1960to2.8persons in 1989.
• The increase in the proportion of one-person households
(1960: 14%,1985: 20%).
• Duringthelastfew decades,withtheincreaseintheemployment
of women, the proportion of households having two or more
wage-earners likewise increased. This process has stopped for
thetimebeing.
• Thedifferentiation of theincomeofthepopulation isrelatively low. The poorer 30% of the population earned 17.4% of
incomes, the middle class, about 40% of the population,
earned 36.1%and the wealthier class (30.0%) 46.5% of incomes (1987).
• The equipment of households is favorable particularly with
regard tonumbersofrefrigerators (104units/100households),
the numbers of deep freezers are moderate (44 units/100
households), but in the area of microwave ovens and other
kitchen equipment numbers were very low in 1990 but have
risen sharply inthe lasttwoyears.

EXPORTING AND IMPORTING AGRICULTURAL
FOODSTUFFS AND THE EFFECT
ON THE HUNGARIAN ECONOMY
The export of agricultural and food-products has traditionally
played an importantrole intheforeign tradeturnover. Itconstituted
21.6% of the total export between 1976-1980, 22.3% between
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1981-1985 and 20.8% between 1986-1990. Up to 1991 the clearance of export accounts was characterized by two systems: one
conducted in convertible currencies and the other in roubles. The
clearance with the ex-Comecon countries was partly done in dollars, partly in roubles (the proportion of clearance in dollars was:
31.5% between 1976and 1980,28.6% between 1981and 1985and
26.4%between 1986 and 1990).
Theproportion of agriculturalexports tototalexports was 32.1%
in 1990. Unprocessed or semi-processed food products accounted
for arelatively high share (primarily inroubleclearance).
The major features of the export of agricultural and food products are as follows:
• the volume and structure of exports are basically determined
bydomesticproduction.Since 1976,which markedthestartof
a decrease in rate of domestic food consumption, the role of
exports has continuously increased. This increase is not explained by a development in marketing strategies, it is rather
theresult oftheavailability for export of adomesticsurplus.
This process was reinforced by the increase inour obligations
concerning loan repayment to the ex-Comecon countries,primarily the Soviet Union (according to some contracts, e.g.,
food for energy).
• Hungarian agricultural andfood products areexportedtosome
96-98countries.Duringthe last few decades tworegions have
assumed a determinant role: first, the EEC countries. At the
beginning of the 1970s markets in EEC countries predominated and from the mid-70s the proportion of exports to exComecon countries wascontinuously growing. In 1982nearly
2/3of agricultural and food product exports wereaimed atthe
Soviet Union.
In 1990 the two regions accounted for nearly identical proportions of Hungarian agricultural exports.Among EECcountries our
most important markets are in Germany, Italy, France,the Netherlands and Belgium, and among non-EEC countries, Yugoslavia,
Switzerland and Sweden. Among the ex-Comecon countries our
main partners are the Soviet Union, Czechoslovakia, Poland and
Rumania. The share of non-European countries is low: North and
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SouthAmerica6%,Africa 0.5%,theMiddleEast2%,theFarEast
1%.Theconcentration ofexports isrelatively strong.Theshareof
CR-4(Soviet Union,Germany,Italyand Yugoslavia)is56.9%,the
CR-8 indicator (the above countries, plus Austria, Rumania, the
USAandFrance)is72.3%.Since 1991exportstotheex-Comecon
countries, primarily the Soviet Union, have significantly decreased.
• The export of agricultural and food products includes nearly
600products.Inourmost importantexport marketsthechoice
of goods shows considerable diversity. Exports to theex-SovietUnioncomprise 16%ofourproducts,toGermany60%,to
Italy 36%, and to Yugoslavia 34%. In the two main regions,
the choice of products and their level of processing show a
significant divergence. The EEC countries import from Hungary primarily highly-processed, and processed products as
well as special products (e.g.,processed feathers, goose liver,
seed grain, honey snails,etc.). In exports to the ex-Comecon
countries the proportion of traditional, slightly-processed
mass-products dominates. In recent years 80% of the exports
to the Soviet Union were composed of five products (1989:
wheat, beef-cattle, sugar, butter, 1990: wheat, beef-cattle,
pork,chicken).
Between 1976and 1980theproportion of imported agricultural
products and foodstuffs was 8.3%,between 1981 and 1985 itdecreased to 6.5% and between 1986 and 1990 it rose to 7.2%. If
industrial equipment necessary for the production of the agricultural and food industries is also included, the proportion of the
import will be 15-16%.As a percentage of all imports the rouble
clearance import increased from 14.1% between 1976and 1980to
18.9% between 1986 and 1990.Twenty-nine and nine-tenths percent of the imports were agricultural products and 70.1% were
foodstuffs.
IntheHungarian economyfood self-sufficiency has beenacharacteristicfeature for alongtime.Therefore, importscan bedivided
intotwo major groups:productsthatcannot beproduced inHungary (tropical fruits, spices, sea fish, fish meal, seed grain, breeding
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animals), and products that cannot be profitably produced (soya,
riceandotherprotein feed).
Recently, the role of the so-called variety enlargement import
products has strengthened. It has appeared mainly in the field of
beverages, tobacco products and the confectionery industry. The
bulk of the imports of these agricultural products is composed of
raw coffee, cocoa (40.3%), fresh vegetables and fruits (23%) and
cereals(19.3%).Amongfood products,vegetableoilproductsdominate, mainly soya groats (42.8%), beverage and tobacco products
(21.1%) and meat,poultry anddairyproducts(18.8%).
In 1987 the progressive liberalization of the import sector was
undertaken. The range of liberalized products in the Hungarian
economy sharply increased from 42%in 1989to80%in 1991.The
proportion of liberalized agricultural products was 36%and thatof
food industry products was 60% of the total 1990 turnover. As a
resultofnegotiations withtheEECandGATTfurther liberalization
can beexpected.

GOVERNMENT POLICY FORMATION
Although Hungary abandoned its traditional system of central
planning in 1968,the establishment of areal market economy was
slow.Stateinterference intheeconomyremained considerable.The
main forms of interference included the central control of both
producer and consumerprices inthefood industry sector,thewidespread system of subsidies to producers, the processing industry
and consumers, strong centralization of incomes through the tax
system,andthestatesystem ofcredit financing.
The comparison of agricultural producers' input and consumer
prices in the EEC and Hungary is as follows according to S.
Mészâros and M. Spitalszky (1991): in 1989 the prices of certain
Hungarian-produced products were similar to those of the EEC
(pork 94%,of EEC prices mutton/lamb 79%).In the second group
of products (rice, beef, milk, eggs) the Hungarian prices were
51-60% of the EEC prices while in the third group the difference
wasthelargest.Herethepricesof Hungarian-produced cerealproducts were only 37-42% of the EEC prices. The low prices of
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Hungarian products are the result of relatively low agricultural inputprices.
TTiefoodstuff pricesforHungarianconsumerswereonly 15-52%of
the average EEC prices (1987, based on a comparison including 7
products).The biggest divergence appeared in theconsumer pricesof
beef,milk,cheese,thesmallestdifference wasintheconsumerpriceof
sugar.Ofcourse,there areseveral otherdivergences in the pricesystem of the EECcountries and Hungary, which will not bedealt with
here.
In 1988 the net PSE index of Hungarian agriculture was + 18%
and in 1989 it was - 3 % , which was considerably behind the EEC
average.Thestructure ofthesubsidysystems ofHungarian agriculture (E.Borszéki, 1991)significantly differs from the subsidy systemoftheEEC.ThePSEindicesofproducts in 1980werebetween
-108 and + 50%, in 1985 between -80 and +57% and in 1989
between-117 and59%.
Heavily subsidized products include the following: sugar (up to
1988),poultry,pork,eggs and mutton. Inplant production thePSE
index ofcereals isnegative. Onthe basis of thedata of 1986and
1988 the subsidy level of pork, poultry, eggs was higher than in
theEEC.
Thethird area of state interference isthetaxsystem. InHungary
the rate of depletion of company incomes is high by international
standards. Varioustaxes makeup62.4%oftheGDP inthe average
of the national economy (1989) (É. Borszéki, 1991). The rate of
taxation on the food industry is higher and that on agriculture is
lowerthan theaverage.
Parallel with the formation of a market economy, the system of
state interference has also to be changed. The elaboration of the
system of agricultural regulation iscurrently beingundertaken and
itisexpectedtobeintroduced in 1992.
Initially,this agricultural regulation will apply to cattle and pigs
for slaughter, cereals, and milk. The most important areas of agricultural marketregulation willbethe following:
• priceand competition regulations,
• quantitative regulation of agricultural production,
• export and import regulation,
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• the CR-4 index was between 30 and 50% in the conserve
industry (canning andcooling industries).
The wholesale and retail of agricultural products and provisions
werecharacterized bythe following:
• therelatively sharpdivision of profiles (wholesale trade-retail
trade,domestictrade-foreign trade),
• thedominanceof operations according totheprinciple of area
division,
• thelackofvarietyinmarketingand inchannelsofdistribution.
The wholesale marketing of agricultural products was basically
carried out by food processing plants of state-run and agricultural
large-scale companies.
In food processing the dominant state-run food-industry companies collected and processed agricultural products or passed them
on to other state-run food-processing plants basically according to
the principleof adivision structure.
In the wholesale marketing of potatoes, vegetables and fruits,
excluding thecanningandcooling industries,specialized wholesale
companies (county companies of ZÖLDÉRT) as well as ÂFÉSZ
(271 General Consumers' and Marketing Co-operatives) played
significant roles. There were also special wholesale companies,
e.g., inthecollection of sowing seed,tobacco,wool andsheep.
In recent years there has been a significant increase inthe numberofprivateenterprises specializing inthewholesale marketingof
agricultural products.Their market share is continuously growing,
but itisstillrelatively low.
In the purchase of products of small-scale farms (vegetables,
fruits, potatoes,pigs,rabbits,etc.)inadditiontoÂFÉSZCo-opsand
agricultural co-operative farms played an important roleaswell.
The wholesale food trade is partly conducted bythe food-industry companies (the baking, milk, meat, poultry, beer and distilling,
wine and tobacco industries). The marketing of other products is
conducted by companies having functions of wholesale trade and
which were organized according to the principle of area division
(grain, canning, vegetable oil, sugar and confectionery industries).
State-run food-industry companieswerealsoinvolved in marketing
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theproductsof otherfood-industry companies.Therewere separate
wholesale companies for certain products orareas,e.g., inthecase
of the meat and poultry industries,andthe products of the tobacco
industry.Inrecentyearsprivateenterpriseshavebeenestablished to
deal with the wholesale marketing of foodstuffs, but their market
share isstilllow.
State-run companies,co-operatives, and private retail firms also
take part in the retail marketing of foodstuffs. The state-run retail
trade is also formed according tothe principle of area division and
hasoperated foralongtime,e.g.,KÖZÉRTcompaniesin Budapest,
country retail companies in country towns. In villages and smaller
townstheroleofÂFÉSZCo-opswasdominant intheretailtradeof
foodstuffs. Although this principle of areas division has recently
become less important, itsinfluence canstillbefelt.Thenumberof
nationalcommercial chains islow intheretailfood trade (SKÂLACOOP,Csemege-Meinl as well asthe Budapest KÖZÉRT Company operating throughout thecity).Thenumber of food retail shops
was 22,537 in 1989,with 50.5%of them being under private ownership. The proportion of private retail outlets in the turnover of
retail foodstuff is 7.2%. The number of private retail shops has
considerably increased since 1989, but predominantly small-sized
shopshave beenestablished withalimited variety ofgoods.
Privatization has started in the case of both the state-run food
industry andthestate-run wholesaleandretailfood trade.
In the privatization process there are no limitations on the
amount of domestic orforeign capital.Between 1980and 1988the
major forms of cooperation between domestic and foreign food-industry companies were in the purchase of licenses. At the end of
1990therewere 130joint venturesemployingforeign capitalinthe
state-run food industry,78inagricultureand 1,661 ininternaltrade.
In 1991thisprocess accelerated,inthefirstsixmonths 69additional ones wereestablished inthe food industry,42in agriculture and
1,123 ininternaltrade.
Inthe food industry the participation of foreign capital has been
considerable in the sugar and confectionery industries, but joint
ventures arealsobeingsetupinthevegetable oil,beer and tobacco
industries. The establishment ofjoint ventures operating with for-
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eign capital has likewise started in the wholesale and retail food
trade.
MARKET ORGANIZATION
In the state-run food industry and the wholesale and retail food
trade,thehorizontally organized monopolyorganizations,operating
according to the principles of area division, were dominant for a
longtime.
Thewholesale andretail food-processingactivities of agricultural large-scale plants, and the role of the co-operative and private
retail trade have been continuously increasing. The principles of
area division have declined in importance but they have notdisappeared.
Tocounterbalance this monopolisticsituation thestatecontrolled
both the producers' prices of agricultural products and those of the
food-industry's products aswell astheprofit margins of thewholesale and retail food trade. Despite the gradual liberalization, the
marketing of nearly 2/3 of agricultural products and foodstuffs was
conducted until 1989 at centrally determined and controlled fixed
prices. There were fixed profit margins both in the wholesale and
retail trade. Administrative regulations also played an important
role in the wholesale and retail food trade. The liberalization of
prices and the cessation of market obligations had become general
by 1990.
Duetothesecharacteristics therewasanabsence inHungary ofa
considerable number of market organizations which are typical of
developed market economies. Because of the special features of
agricultural co-operative farms, the traditionally known marketing
co-operatives did not exist.The ÂFÉSZCo-ops and specialgroups
of agricultural co-operative farms were similarto marketingco-operatives.
These groups absorbed the small-scale producers. In 1987 2,681
special groups were in operation. Each group conducted thesaleof
products of79part-time small-scale producers.
The groups primarily specialized in the sale of certain products,
e.g.,rabbitmeat,grape,fruit, vegetable,andotheragriculturalproducts.These special groups purchased brood animals,feed, artificial
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fertilizers, herbicides, pesticides,machinery and other materials as
well.
Currently, the horizontal marketing organizations of agricultural
producers (organizations similar to marketing boards) donot exist.
Horizontal organizations which are now being formed are mainly
producers' associations.
Although at present the role of market organizations is not substantial (e.g.,auctions,wholesalemarkets),they areimportant from
the point of view of the fixing of the prices of agricultural producers.Sales atauctions areextremely low (e.g.,thesaleof racehorses
and brood animals). Wholesale markets exist in two areas: in the
sale of fruit and vegetables and inthesale of flowers, both located
in Budapest.
InHungarywholesalemarketsarethetypicalmarketingchannels
of small-scale firms, especially in vegetable and fruit marketing.
Although the price forming and information roles of wholesale
markets currently exist, functions of standardizing, quality control
and promotion have practically notyetbeen realized.
The Budapest Commodity Exchange Ltd. was established in
1989,which resulted inthe liberalization ofgrain prices.Duringits
first year of operation the BCE dealt with cereals, and from 1992
hasexpanded itsscopetoincludethemeatsectoraswell.Presently,
wheat, maize, rye, barley, sunflower and pigs are products quoted
ontheCommodity Exchange.
Currently, the functions of Agricultural regulation and intervention are not yet operational, but the Commodity Exchange still
playsan important role inpriceformation and price information. In
1990 the turnover of cereals on the Commodity Exchange was
equalto 1-1.5%ofthetotalturnoverofcereals.

THE BASIC FEATURES OF AGRICULTURAL
MARKETING
Due to the absence of a market economy and strong state intervention we can only talk about the most elementary features of
agricultural marketing.Theestablishment ofamarketeconomyand
the reduction of state intervention has only a very short history.
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Previously,theagricultural and food industriesweretotallyproduction-oriented.
Quality only became more important inthe 80s when Hungarian
exports begantohave problems with sales abroad.
The low level of competition was seen particularly inthelackof
product differentiation and innovation. In agriculture the application of new species and technological innovation was accelerated
after the 60s. Development was considerable in grain, sunflower
and sugar beet production, on one hand, and in poultry and pig
breeding, on the other hand. It was less important in vegetable and
fruit production aswell as inthesheep breeding branch.
Inthe food industry from an international perspective,therewas
little product development. (Mrs. G. Vârhelyi, A.Tükrössy, 1989;
P.Gergely, 1988).Inthemid-80s theaverage ageof products inthe
state-run food industry was 22 years,with the proportion of products introduced before 1950 being 26%. The proportion of new
products (1-6years)was 15%.Theproportion ofnew productswas
even more unfavorable in the return from sales (0.3-0.5% on the
basisoftheaveragereturn of 1982-87).Thesituation wasrelatively
more favorable in the confectionery, distilling and tobacco industries.Theproportion of R+Dexpenses asapercentage of profit was
only 4.6%(26%ofthe industrial average).
Theuseof brand names for Hungarian agricultural products was
minimal, in the caseof foodstuffs certain brands dating backtothe
pre-war period survived (Hertz, Pick, wines, drinks). Few new
products were given brand names, except in the case of licensed
products and in branches where import competition was strongest.
Here industrial brands were dominant, commercial brand names
wereless significant.
Quality regulation and control of agricultural products and foodstuffs isbasicallycentered onstandards.Thefoodstuff law includes
the general regulations of food production, storing and marketing.
Quality control, also centered on standards, has a vertical aspect.
Elements ofhorizontal standardization covercertaincomponents of
human and animal hygienic, chemical-microbiological contamination.
Standards of agricultural products cover sensory qualities (e.g.,
size, weight, taste, ripeness, homogeneity) as well as qualities of
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ingredients (e.g.,milk fat, milk protein,dry material,sugar and oil
content) andmicrobiological qualities.
The quality control of agricultural products is supported by the
registration system of brood animals and by animal and plant hygiene control. Standards relating to agricultural products are primarily produceroriented.Duetotheprevailingfixedpricesystema
tightrelationshiphasnot beenformed betweenprice andquality.
The quality control of provisions isalsobased onstandards.The
quality control ofsensoryfeatures,macrocomponents,isregulated,
but there is a lack of control of micro components (amino-acids,
sebasic acids, vitamins, etc.) as well as of that of microbiological
components.Thepresentsystem ofqualitycontrol isbasicallyfinal
product oriented.
Themost important currentchanges inthequalitycontrolsystem
of agricultural products and provisions are as follows: firstly, the
strengthening of horizontal regulations by the elaboration of
Hungarian food legislation. Secondly,the adaptation ofour quality
regulation system to that of moredeveloped countries,primarilyto
that of the EEC. Thirdly, the strengthening of consumer oriented
attitudes towards quality control. Fourthly, the improvement of the
technical conditions ofqualitycontrol.
Thepricesystemofagriculturalproductshasbeenbasedon fixed
orcontrolled prices for alongtime.In 1986therewerefixedprices
for wheat, milk, cattle for slaughter, red pepper spice; there were
controlled prices for maize, sunflower, apples, pigs for slaughter,
potatoes, vegetables, fruits and poultry for slaughter. The fluctuation of fixed and controlled prices depended on the decisions of
state authorities since market influences had very little effect. A
smaller differentiation of prices occurred depending onquality and
demand. The food-industry producers' prices and consumers'
prices were similar to agricultural producers' prices. Price liberalization occurred atthe end of the 80s and atthe moment the prices
of agricultural products arefreed. Withintheframework ofagricultural market regulations (expected sometime in 1992),anew price
systemwillbeintroduced regulatingthemostimportant agricultural
products.
Between 1980 and 1989 the farm price index was 160.3%, the
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non-farm price index was 165.4% and the consumer's food price
index was206%.
Another important feature of agricultural marketing was thelow
number ofmarketingchannels.Thiswas relevant for bothdomestic
and export marketing. In 1986therewas only onemarketing channel (P. Tomcsanyi, 1988) in the marketing of wheat, sugar beets,
sunflower, cattle for slaughter, milk and seasoning paprika. In the
marketing of other products the number of channels was low.The
administrative limitationsonthechoiceof marketingchannelshave
been stopped, butarealmulti-channelled marketingsystem hasnot
yet been established.
Competition, among home-produced products, import competition,andpromotion systems arerelatively under-developed because
of the administrative limitations of marketing channels and the
price system. In Hungary the proportion of the amount spent on
display advertising is0.13%of GDP(1990),which isonly20%of
theWest-European average.
The amount of display advertising expenditure was US $2/person, which was only 1.3% of the West-European average. There
was an even less favorable situation in the case of agricultural
products and foodstuffs. In advertising the estimated share of the
mediaisasfollows:theproportion ofnewspapers is25-30%,thatof
television is20-25%,thatofbrochures,leaflets andcompanypublications is20-25%,thatofstreetposters is5-10% andthatofradiois
3-5%. In the case of foodstuffs there was stronger promotional
activity in industries where there was stronger competition. Dueto
the lack of co-operative agricultural marketing bodies advertising
activity of this kind is completely non-existent. During the past
couple of years the advertising market has become more livelydue
tothewidespread emergence ofjoint ventures and foreign advertisingagencies.
CONCLUSION
Thefirst phase intheformation of amarketeconomy hascaused
radical changes, which can be seen on one hand in the freeing of
prices,farm andconsumer prices,as well asthedecreasing of food
subsidy,and ontheotherhand inthestrengthening ofdomesticand
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import competition.This processhasbeen accompanied by significantchanges inagriculturalandfood industrymarkets:thedecrease
in domestic food consumption, the loss of some traditional export
markets, and the opening of some new ones. Besides market factors,significant changes havebeentakingplace inthe privatization
of state farms and food industry companies: in the restructuring of
old-fashioned co-operatives andintheformation ofnewfarmstructures.
These changes have led to a quick and significant reduction in
thebargaining power of agricultural producers.Tochangethissituation,twofactors areessential:first,thestrengthening ofthemarket
orientation of agricultural producers, in part through the formation
of marketing organizations, for example marketing boards and cooperative marketing organizations;second,bythestate'sroleinthe
formation ofamarketsupportsystemandbytheoperation ofsubsidysystems.
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