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Lecture Notes.




Marketing of Agricultural Commodities

________________________________________________________________________

Marketing: All activities involved in the production and flow of goods and services from point of production to consumers. 

Marketing Involves: Non-agricultural Marketing; Agricultural Marketing; Agribusiness Marketing

Non Agricultural Marketing
All activities involved in the production and flow of non-agricultural goods and services from point of production to consumers.

Agricultural Marketing (or Agri-marketing)

Views of Agricultural marketing
Farmers, food processors, wholesalers and retailers all view agric. and food marketing from different perspectives. As students in farm (or agric) marketing includes any of the following:

- A farmer looking for where and when to sell his crops,

- A Missouri rancher monitoring livestock prices on a computer

- A food processor packaging California oranges

- A transporter hauling Kirksville cattle for slaughter

- An ASU student pushing a cart at the grocery store picking and choosing  food products.

- Paul Armah buying a ‘drive through’ hamburger from McDonald.

All these can be considered as aspects of  agric. and food  marketing.

Farm Marketing Defined: It is the connecting link between farm producers and consumers. This link involves two activities, physical distribution and economic exchanges.

1) Physical Distribution: Concerned  with the physical handling, processing, and transfer of raw and finished goods as they move from farmers to consumers.

2) Economic Exchange: Concerned with the exchange and price-setting processes in the system.

Food Marketing Channel.

The food marketing channel is also called the food marketing system because it consist of  various firms and functions that together form an industry. It is also called the food distribution system.

- From farmers, farm products are usually sold through Assemblers and Brokers

- Assemblers and Brokers distribute or sell to Food Manufacturers and Processors

- Food Manufacturers and Processors distribute to Wholesalers, Brokers and Chain Warehouses

- They in turn sell to Grocery stores, Specialty Food Stores, Restaurants and Institutional Markets.

- These then retail to the Consumer.

This  Farm/Food Marketing Channel or food marketing system consists of many firms (middlemen) and numerous marketing functions.


  AGRICULTURAL MARKETING DEFINITION

Agricultural Marketing may be defined differently by different people.

a. Consumers: To them agric mkg. may mean a shopping trip to the supermarket.

b. Farmers’ Definition: Farmers may associate agric marketing with the loading of hogs into pickups to the market.

c. Food middlemen:  To retailers, wholesalers and processors, it is a process for gaining competitive advantage over rivals, improving sales and profits. 

As could be seen, each group has only a partial concept or view of the agricultural marketing process.

Defined: For our course we will define agricultural marketing as the performance of all business activities involved in the flow of food products and services from the point of initial agricultural production until they are at the hands of consumers.

This definition has many implications.

1. Farm gate:  First because no product should ever produced unless it has a market, this definition implies that marketing begins at the farm gate. This also involves commercial production - i.e. farmers must produce products they can sell but not what they like. The farm gate is now very ambiguous because currently farmers are performing many of the traditional food marketing functions while some middlemen  perform some farming functions.

2.  Interdependence:  Interdependence between farmers, middlemen and consumers.

3.  Decision making: It also implies  decision making process. All business activities in the marketing system are involved in decision making. e.g. what is the correct price?, should we sell now or store for later?. The effectiveness and quality of decision making influences the efficiency of  the food marketing system.                                                                                                                                                                                                                                                                                                                                               

4. Inclusion of Farm Supplies: The farm input supply industry is the resource base of the food industry. This definition also treats the farm input marketing as part of the marketing system.

5. Conflicts in the food marketing system: Consumers are interested in lower food prices while farmers want higher possible prices for their pdts. On the other hand food marketers seek to earn the greatest possible profit. The definition implies that the food marketing system reconciles these conflicting demands.

Agri-Marketing Technology: Agricultural marketing that emphasizes the use of technology in the process of marketing food and fiber

Agribusiness Marketing

Is the marketing of supplies and services to the farm producer. Its a blend of agricultural and non-agricultural marketing. Agribusinesses perform the functions of adding utility or value to the raw farm product to enable consumers the preferred product (FORM), in the right place (PLACE), and at the right time (TIME).

AGRICULTURAL INDUSTRY

The agricultural industry includes all the system that produce and supply humans with food and fiber. It includes 3 major areas:


1. Non-farm agribusinesses provide the inputs (supplies, services, and equipment)   

               that agricultural producers need (INPUT SECTOR).


2. Farmers and ranchers that produce crops and livestock (FARM SECTOR)

3. Processors and distributors that transform and distribute the crop and livestock        

    products to ht consumer in the desired form (AGRIBUSINESS SECTOR).

AGRIMARKETING FUNCTIONS

There are two main agrimarketing functions. 

I. Planning What to Produce: Are those functions that occur before the product leaves the farm. A farmer cannot be successful unless there is a demand for what is produced. This function involves studying the climate, soil capacity, equipment, labor and government programs, regulations and market outlets. The goal is to produce the crop that will result in the greatest returns to the farmer.

II. Marketing Functions: A marketing function may be defined as a major activity performed in accomplishing the marketing process. Apart from the on the farm function of planning what to produce, there are 3 major functions in this process:

a. Exchange functions:  
i.  Buying (Assembling)

ii. Selling

b. Physical Functions:

i. Storage & Packaging

ii. Processing





iii. Transportation & Distribution

c. Facilitating Functions:
i. Standardization (grading & quality)


     ii. Risk Bearing





iii. Market Intelligence (Ads & promotion)

      

                        iv. Financing

1. The Exchange Functions: Are those activities involved in the transfer of title of raw and processed agricultural products and services (food & fiber). It involves. buying and selling. Here price determination is always considered.

a. Buying (Assembling) function: Involves the activities associated with finding out sources of supply, assembling products and purchases. Assembling involves delivering the farm produce from several farmers to a central location into a larger lot to enable other functions in marketing to occur - i.e. massing quantities of farm products & includes vegetable packing sheds, grain elevators, livestock sale barns etc.

b. Selling function: Selling occurs in several ways in agricultural marketing and includes selling of supplies and services to farmers, selling of farm produce to assemblers & processors; selling of food & fiber to consumers. All these involve price acceptance and merchandising ( i.e. display of goods, decisions on place and time to approach customers, promotion of goods, ads. package ).

2. Physical Functions: Are those activities that involve handling, movements, and physical change of the product. They are involved in creating utility or adding value to the farm produce by solving the problems of when, what and where in marketing.

a. Storage & Packaging Function: Making the good available at the desired time through packaging and storage. Attractive packages and labels may be used to promote consumption and product itself may be stored to protect quality and extend shelf life - e.g cucumbers may be preserved by pickling, packaged in attractive labeled jars, and stored in protective warehouses until delivered to supermarkets. Agricultural products may be stored on the farm or in elevators before processing - referred as raw storage. Storage protect the product from damage or deterioration. After processing, products are stored in many locations such as warehouses, distribution centers, retail stores etc. (Identify state grown products that are packaged, labeled and stored to extend shelf-life).

b. Transport & Distribution Functions: Making the good available at the proper place. Involve various types of transportation such as trucks, railroads, and ships. Include shipping, crating and loading. Appropriate transportation methods must be selected to maintain the quality of the product, e.g. freshly picked beans are kept cool in refrigeration before delivered to processing plants. 

c. Processing: Making the product in the desired form. Includes all manufacturing activities such as converting animals into meat, fresh tomatoes into canned and frozen tomatoes, wheat into flour and finally into bread. The nature of the product as well as consumer demands influence the extent of processing that occurs.

3. Facilitating Functions: Are the grease that makes the wheels of marketing process turn. They are the functions that make possible the smooth performance of the exchange and physical functions.

a. Standardization (Grading and Quality) Is the establishment and maintenance of measurement of quality and quantity which makes selling and pricing possible. Grading involving sorting product attributes into uniform categories. Most agricultural products have uniform grade standards, e.g. eggs, apples, cotton, wheat, fruit & vegetables.

b. Financing (Capital): Is the provision of capital (money) to carry out the various aspects of marketing. Any where in take marketing process where delay takes place (such as storage, transportation, manufacturing) someone must finance the holding of goods.

c. Risk Bearing: Accepting the possibility of loss in the marketing of a product. There are physical and market risks. Physical risks occur from destruction or deterioration of the product by fire, accident, wind, cold or heat. Market risks occur because of changes in the value of the product - such as price changes. In general risk bearing may be insurance provision in case of  physical risks or utilization of futures in case of price risks, but the entrepreneur may also bear risks in terms losses etc.

d. Market Intelligence (Advertising and Promotion): Is the function of collecting, interpreting and dissemination of market information. For example, an efficient pricing mechanism depends on well-informed buyers and sellers. What to buy and sell, when to store and how much, where to transport etc. require good market information.




MARKETS

Definition: An area for organizing and facilitating business activities and for answering the basic economic questions of what to produce, how  much to produce, how to produce and how to distribute production. Thus a market may be defined by:

a. A location (e.g. Kirksville market)

b. A product (e.g. the grain market)

c. A time (e.g. August soybean market)

But the most observable feature of a market are its pricing and exchange process (economic). Markets join or link together the various components of the food industry - the farm supply sector, the farm sector, the food marketing system and the national economies.


FOOD MARKETING IS PRODUCTIVE
1. Parasitic view: Many people view business activities in the marketing system such as grading, transporting , storing, credit provision and title transfer as ‘parasites’ on farmers or unproductive. For example farmers accuse middlemen of excessive profits. But remember, a farmer who produces hog in Kirksville does not produce pork or sausage in New York. Many things must be done before the New Yorker can get his pork, sausage or utility/satisfaction from the farmer’s hog. 

2. Utility view: Economist define production as the creation of utility. Utility is classified into: Form, Place, Time and Possession Utilities.

a.  Form utility: Both the farmer who produces the hog and the packer who slaughter and cuts them to pork, ass form utility, i.e. they change the form of raw material into something useful.

b. Place utility: the railroad and truckers add place utility by moving the pork from Kirksville to wholesalers, retailers and to consumers in New York.

c. Time utility: The packers may freeze and store some of the pork and supermarkets may also hold inventory for future. These are time utilities.

d. Possession utility: Commission agents normally seek out packers who need the hog and help transfer the hogs from the farmer to the packer. A wholesaler also seeks out a retailer who will formally sell the hog to the consumer. These people are said to add possession utility.

As can be seen, all individuals involved in moving the product to the right place, at the right time and in the right form in order to produce the final utility to the consumer are productive.

CONSUMER AND THE  MARKETING CONCEPT
Consumer the Ruler: Since the food marketing system has the ultimate goal to satisfy the consumer, the consumer is the ruler of the marketing system. If firms and farmers fail to recognize the preferences of consumers they may produce goods and services that nobody wants. The firms or farmers will then not be able to sell and will not be able to attain goals of profitability and will eventually go bankrupt.

Consumer Sovereignty: The act of directing all marketing activity towards the satisfaction of the consumer is call the doctrine of consumer sovereignty or  the consumer is ‘King’. The consumer exercise their sovereignty over the food industry by their dollar voting. Thus consumer preferences and dollar votes are a powerful  influence on food producers and marketing firms. For example consumers may prefer brown sugar over white sugar despite the industry’s insistence that brown sugar is nutritionally better. We will have white sugar instead.

This is not to say that firms always follow the whims of consumers. Through advertising, packaging, product design and other marketing strategies many firms have educated and influenced and persuaded consumers in their buying decisions. To the extent that these efforts are successful in altering preferences and changing consumer decisions, the consumer loses a degree of sovereignty.

Marketing Concept: Consumer sovereignty is recognize in the market place through the implementation of a business philosophy called Marketing Concept. The philosophy holds that the most important function of and industry or firm is to satisfy the consumer at a profit, and that this goal directs all other company activities including production, finance, packaging etc. towards satisfying the consumer.

























