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Course:
AG-MKT - 01.413 Marketing Agricultural Products and Services

Unit 2:
Marketing and Promoting Agricultural Products and Services
Lesson 6:
The Agricultural Products Distribution System 

Georgia Performance Standards:
AG-MKT-7 (a-c)
Academic Standards:




ELA10RC4, SSEIN1
National Standards: 



ABS.05.01.02.a


Objectives: 

1.   Compare different market channels for agricultural products and services.

2. Describe the effects of trade agreements on agribusiness decisions. 

3. Investigate systems for storing and transporting agricultural products.

Teaching Time:

Grades: 9-12

Essential Question: What roles do market channels, trade agreements, and systems for storing and transporting agricultural products in agribusiness?

Unit Understandings, Themes, and Concepts:  Students will gain an understanding of how agricultural products are distributed and how these distributions affect price.
Primary Learning Goals:  Students will be able to compare market channels, describe the effects of trade agreements, and investigate systems for storing and transporting agricultural products.

Students with disabilities: For students with disabilities, the instructor should refer to the individual student's IEP to insure that the accommodations specified in the IEP are being provided within the classroom setting. Instructors should familiarize themselves with the provisions of Behavior Intervention Plans that may be part of a student's IEP. Frequent consultation with a student's special education instructor will be beneficial in providing appropriate differentiation within any given instructional activity or requirement.

Assessment Method/Type:

____ Constructed Response

____ Peer Assessment

_ __ Combined Methods


____ Selected Response

____ Informal Checks


____ Self Assessment

References:

Materials and Equipment:

Eraser board






Handout 

LCD Projector






Computer

POWERPOINTS:



AG-MKT - 01.413  2.6 Product Distribution

Web Resources:

http://www.fao.org/DOCREP/004/W3240E/W3240E09.htm
http://www.investopedia.com/articles/economics/08/tariff-trade-barrier-basics.asp
Additional Web Resources:
Georgia Performance Standards:
             AG-MKT-7 (a-c)
AG-MKT-7. Students will explore the channels of distribution of agricultural products and services.


a.
Compare different market channels for agricultural products and services.


b.
Describe the effects of trade agreements on agribusiness decisions. 


c.
Investigate systems for storing and transporting agricultural products.

Academic Standards:




ELA10RC4, SSEIN1
ELA10RC4    The student establishes a context for information acquired by reading across subject areas.

SSEIN1      The student will explain why individuals, businesses, and governments trade goods and services.

Teaching Procedure

Lecture Notes: Lesson 2.6, Objective 1:

1. Compare different market channels for agricultural products and services.

Now that you have learned about marketing techniques, it is time to brush up on the different channels for marketing.

http://www.fao.org/DOCREP/004/W3240E/W3240E09.htm
Channel decisions in relation to marketing strategy

Decisions relating to the channels of distribution for a product or service are part of the strategic marketing plan. In that plan, the target market will have been specified along with target levels of market share, market coverage, customer service and so on. The channels of distribution used by an organization must be capable of assisting in reaching these targets. Moreover, the establishment of a distribution system can take a long time, perhaps several years, and so decisions about the channels of distribution cannot be taken lightly, and have to be taken with a view to the longer term since it is not usually that easy to switch between channels.

A distribution channel may be defined as:

“…the set of firms and individuals that take title, or assist in transferring title, to a good or service as it moves from the producer to the final consumer or industrial user.”1
The importance of channel decisions has not always been recognized. For a long time, marketers only gave thought to appropriate channels of distribution after the product had been developed. However, Bennett2 claims that:

“… in today's competitive and increasingly global marketplace, managers plan for product distribution as they plan their products.”

The same author goes on to state that:

“Modern distribution systems are based on strategic planning, adhere to the marketing concept, focus on target markets, and are consistent and flexible.”

Strategic planning: Distribution channels must be compatible with the strategic marketing plan. If, for instance, a skimming strategy has been adopted or the product requires technical sales support, then mass marketing is probably inappropriate. Alternatively, if large volume sales are required in order to achieve particular profit targets, then selective distribution would be inappropriate.

As new products are introduced, existing channels have to be reassessed since they may not be the right channels for the new product. In some cases, a company will decide not to launch a new product because it does not fit in with existing distribution channels and existing strategy. A few years ago Ciba, the Swiss chemicals company, was looking for new growth opportunities in the animal health market. Sales of its animal health and hygiene products for farm animals were beginning to plateau and the company considered diversifying into products for domesticated pets. The biggest barrier for Ciba was the differences in the distribution systems for the two markets. Ciba's strategy in the agricultural market was to deal with a small number of relatively large wholesalers, who then sold on to smaller wholesalers and agricultural merchants. This was a cost-effective distribution system for Ciba. However, the distribution system for health and hygiene products for pets is altogether more fragmented and would have involved dealing with very large numbers of very small independent stores. Ciba simply did not have the staffing levels to cope with a large number of accounts. Moreover, Ciba would have found the costs prohibitive since each store ordered very small quantities.

Another consideration is the stage of the product's life cycle. It can happen that as the product proceeds through its life cycle the appropriateness of the distribution channel can change. When developing the strategy, thought should be given to how the needs of the product might differ over its life span.

An organization’s distribution strategy is often interconnected with its promotional strategy. As figure 9.1 illustrates, the distribution system can be depicted as a channel through which products and services move from producer to end user. If the agribusiness concerned believes that its product(s) can be meaningfully differentiated from others on the market, then it may elect to direct the greater part of its promotional effort towards end users. This is termed a pull strategy, whereby the objective is to create such a strong preference for the product among end users that the resulting demand pulls the product through the channel of distribution. Where the product is perceived by end users to be a commodity (or one where there is little difference between brands) then the channel strategy of the agribusiness may be to target much of its promotional effort on intermediaries. If intermediaries can be persuaded to stock the product, in preference to those of competitors, then when customers visit a sales outlet and ask for a product by its generic name it is the product of the company which is supplied. This is termed a push strategy. In practice, the promotional strategies of most agribusinesses will be a combination of pulling and pushing the product through the channel of distribution, but there is likely to be more emphasis on one or the other.

Figure 9.1 Push and pull strategies
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Adherence to the marketing concept: Agribusinesses which themselves have adopted the marketing concept often experience a problem when their products and services have to be delivered to the end user through intermediaries who are more sales than market-oriented. This should be one of the primary criteria when selecting distributors, i.e. the degree of market orientation. In many cases, the producer or supplier will find it difficult to find market oriented intermediaries and in these instances will have to embark on training and education programmes.

Target marketing: Another important criteria on the selection of distribution channels is the extent to which these focus on the specific market segments that the producer or supplier wishes to penetrate. For example, Sri Lanka's Farm Service Centres distribute a wide range of agricultural inputs to smallholders but do very little business with plantations and estates. Therefore, Farm Service Centres would be the wrong type of outlet to handle, say, coconut or tea harvesting equipment since these crops are mainly grown on large estates or plantations.

Thus, it can be seen that channel decisions are central to the organisation's overall marketing strategy. Bennett2 puts it succinctly when he makes the point that:

“Channels are interlocking, highly interdependent, and often complex. Effective distribution is not a patchwork quilt of randomly selected channel members; rather it requires a carefully planned network whose members have clearly assigned functions. The flow of products from manufacturer to wholesaler to retailer to the final buyer depends on systematic, strategic planning and management.”

The value of middlemen

There are many functions to be carried out in moving the product from producer to customer. Those functions each require funding and, often, specialist knowledge and expertise. Few producers have either the resources or the expertise to carry out all of the necessary functions to get a product/service to the ultimate user. A middleman's remuneration should depend upon the number of marketing functions he/she performs and, more especially, by the efficiency with which they are performed.

The advantages of using middlemen as opposed to marketing direct to end-users can be demonstrated very easily. The efficiency of most marketing systems is improved by the presence of effective intermediaries. This is illustrated in figures 9.2 a and b. These show that an intermediary between a number of producers and consumers reduces the number of transactions and thereby procurement and selling costs and time are all reduced. 
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A middleman's existence is justified just so long as he/she performs marketing functions which others cannot or will not, or can perform his/her marketing functions more efficiently than can the producer and/or alternative intermediaries. Gaedeke and Tootelian3 cite three additional reasons why middlemen are commonly employed by producers:

A. intermediaries provide wider market exposure

B. few producers have sufficient capital to market direct and

C. producers can usually earn a higher return on investment by employing available capital in activities other than those of direct marketing.

All too often, in developing countries, middlemen are dismissed out of hand as parasites. The argument made is that it is the producer who, by the sweat of his labour, provides the physical commodity and it is he/she who deserves to gain most from marketing transactions in that product. When it is observed that marketing costs are sometimes four or five times the price paid to the farmer, a sense of injustice can arise. However, the value, if any, that the intermediary adds to the product, by virtue of the functions performed, must be taken into account. McVey4 states that:

“You can do away with the middleman but you cannot do away with his functions.”

In other words, those functions have to be carried out by someone and the expense and risk of doing so has to be met. The real question is not whether middlemen are needed but whether the middleman's remuneration is commensurate with the levels of risk carried and the services provided in the form of marketing functions performed. Furthermore, intermediaries can only be justified if they can perform these functions more efficiently and effectively than the other actual or potential market participants.

Key decisions in channel management

There are a number of key decision areas pertaining to the appointment of intermediaries. These include: price policy, terms and conditions of sale, territorial rights and the definition of responsibilities. In addition, a choice has to be made between extensive and intensive coverage of the market.

Price policy: List prices, wholesale/retail margins and a schedule of discounts have to be developed. These have to reflect the interests of the intermediary, as well as those of the producer/supplier if lasting alliances are to be formed with channel members.

Terms and conditions of sale: In addition to price schedules the producer/supplier must explicitly state payment terms, guarantees and any restrictions on where and how products are to be sold. If the product enjoys a sizeable demand then the producer/supplier may evaluate intermediaries on the basis of performance criteria such as the achievement of sales quota targets, inventory levels, customer delivery times, etc. Intermediaries whose performance is below target may have their right to handle the product withdrawn.

Territorial rights: In the case of certain products, distributors will be given exclusive rights to market a product within a specified territory. This happens, for example, with agricultural equipment. In deciding upon the boundaries of territories the manufacturer or supplier has to strike a balance between defining territories which are sufficiently large to provide good sales potential for distributors but small enough to allow distributors to adequately service the customers within the territory.

Definition of responsibilities: The respective duties and responsibilities of supplier and distributor have to be clearly defined. For instance, if a customer experiences a problem with a product and requires technical advice or a repair needs to be effected, then it should be immediately clear to both the supplier and the distributor as to which party is responsible for responding to the customer. In the same way, the agreement between the producer/supplier and the distributor should clearly specify which party is responsible for the cost of product training when new employees join the distributor or new products are introduced.

The intensity of distribution i.e. the total proportion of the market covered, will depend upon decisions made in the context of the overall marketing strategy. In simple terms there are two alternatives: skimming the market and market penetration. These strategies were described in the previous chapter. It will be remembered that a skimming strategy involves being highly selective in choosing target customers. Normally, these will be relatively affluent consumers willing and able to pay premium prices for better quality, sometimes highly differentiated, products. It will also be recalled that a penetration strategy is one where the decision has been made to mass market and the object is to make the product available to as many people as possible. The decision as to which of these is adopted as with immediate implications for distribution strategy. Three principal strategies these being; intensive, selective and exclusive distribution.

Extensive distribution: Those responsible for the marketing of commodities, and other low unit value products, are, typically, seek distribution, i.e. saturation coverage of the market. This is possible where the product is fairly well standardised and requires no particular expertise in its retailing. Mass marketing of this type will almost invariably involve a number of intermediaries because the costs of achieving extensive distribution are enormous. In developing countries, the decision to sell commodities nationwide has, in the past, been more often politically inspired than the result of commercial judgments. Many marketing boards, for example, have discovered just how great a financial burden pan territorial distribution can be and have found their role in basic food security incompatible with the objective of breaking even in their finances. In fact, except in social marketing of this nature, it is rare to find organisations which try for 100% distribution coverage. It is simply too expensive in most cases. Where commercial organisations do opt for extensive distribution, channels are usually long and involve several levels of wholesaling as well as other middlemen.

Selective distribution: Suppliers who appoint a limited number of retailers, or other middlemen, are chosen to handle a product line, have a policy of selective distribution. Limiting the number of intermediaries can help contain the supplier's own marketing costs and at the same time enables the grower/producer to develop closer working relations with intermediaries. The distribution channel is usually relatively short with few or no intermediaries between the producer and the organization, which retails the product to the end user.

Selective distribution is common among new businesses with very limited resources. Their strategy is usually one of concentrating on gaining distribution in the larger cities and towns where the market potential can be exploited at an affordable level of marketing costs. As the company builds up its resource base, it is likely to steadily extend the range of its distribution up to the point where further increases in distribution intensity can no longer be economically justified.

Exclusive distribution: Exclusive distribution is an extreme form of selective distribution. That is, the producer grants exclusive right to a wholesaler or retailer to sell in a geographic region. This is not uncommon in the sale of more expensive and complex agricultural equipment like tractors. Caterpillar Tractor Company, for example, appoints a single dealer to distribute its products within a given geographical area.

Some market coverage may be lost through a policy of exclusive distribution, but this can be offset by the development and maintenance of the image of quality and prestige for the product and by the reduced marketing costs associated with a small number of accounts. In exclusive distribution producers and middlemen work closely in decisions concerning promotion, inventory to be carried by stockists and prices.

The details of an exclusivity agreement can have important ramifications for both producer and distributor. Some involve tied-agreements where an enterprise wishing to become the exclusive dealer for a given product must also carry others within that agribusiness's product line. For instance, a chemicals manufacturer could have a fast selling herbicide and will tie the exclusive distribution for such a product to a slower moving specialist product like a nematacide.

Agribusinesses which are considering becoming involved in exclusivity agreements need to be aware of their legality. In some markets, exclusivity agreements are either prohibited altogether or are restricted in some way because they are judged, by regulatory authorities, to lessen competition in the marketplace.

Types of distribution system

Direct marketing systems: Where distances between producers and consumers are short, direct transactions between the two groups can take place. Farmers who elect to market their products directly have to trade off the benefits of doing so against the time they are away from farming activities. In the case of industrial markets, direct transactions are common where there are a relatively small number of customers (e.g. equipment designed for abattoirs).

Retail institutions: The retail sector includes a wide range of outlets such as merchants, equipment dealers (in the case of farmers), department stores, supermarkets and smaller grocery stores. They are characterised by their dealing with the end user of the product or service.

Wholesalers: Wholesalers make marketing systems more efficient by buying a variety of products, in fairly large quantities, and selling these items on to other businesses who require relatively small quantities of a variety of goods. Wholesalers may service consumer and/or industrial retail outlets. For instance, fruit and vegetable wholesalers often sell to both grocery stores (consumer) and hotels, hospitals, schools, prisons, etc. (industrial). Some wholesalers offer a full-service i.e. they perform all the distribution functions such as selling, pre-delivery inspection (in the case of machinery), technical advice, extension of credit, storage, and delivery. Other wholesalers provide only a limited service. An example would be cash-and-carry wholesalers who require customers to collect the goods and to pay cash. Patrons of cash-and-carry wholesalers are usually compensated for the lower service levels by lower prices.

Sales agents and brokers: Sales agents and sales brokers are distinguished from the other types of channel member already described in that they do not take title to the goods. The role of agents and brokers is to facilitate distribution by bringing buyers and sellers together. Sales agents often have close relations with particular growers/processors/manufacturers and contract to sell on their behalf in return for a commission. Some agents negotiate sales for a number of non-competing clients, whilst others handle sales for only one client and usually have the exclusive right to do so, within a specified geographic area. In many respects the sales agent behaves as though he/she were an extension of the client's own sales organisation. Brokers, on the other hand, earn a commission for informing buyers of possible sellers and informing sellers of possible buyers. Clients use the services of a broker intermittently since their supply of the product to the market is intermittent.

Whilst figure 9.3 is helpful in structuring a discussion on the different types of distribution system, it is an oversimplification and this has to be recognised. For instance, whilst sales agents and wholesalers are categorised separately in this diagram, they often operate together. This is common in fruit and vegetable wholesale markets where sales agents sell produce, on a commission basis, on behalf of growers.

Case 9.1 Marketing Small Ruminants In Indonesia   The village collector is a key figure in the marketing system since 50% of the animals are handled by him. He usually lives in the locality and provides several services vital to the effective operation of the marketing system. He bears at least part, and often all, of the risks inherent in trading by taking legal title to the animals. If an animal cannot be sold on a particular day or has to be sold at a low price then these costs are borne by the village collector. He also helps finance trade by paying the farmer 50% of the agreed price immediately and the balance after the next market day. The village collector also meets the transport costs. He increases the efficiency of the marketing system since unit transport costs are lower when several animals are transported to market. In Indonesia, most ruminants are farmed by smallholders who usually have a single animal to sell at a given time. Sometimes the village collector performs a storage function too by holding animals until market prices are acceptable.     Smallholders have alternatives to selling to the village collector. There is usually more than one village collector and also sedentary and itinerant “blantiks” or livestock traders who intercept farmers enroute to the market and strike a deal. Sedentary traders work a single market whilst itinerant traders trade in several markets. Neither the sedentary nor the itinerant trader is as familiar to the farmer as the village collector.     Another player in the marketing system is the “makelar” or broker. There are 2 types of brokers; the commission broker and the floor-price broker. Commission brokers charge a fixed selling fee. If the animal remains unsold then the farmer pays nothing to the commission broker. Floor-price brokers agree a price for the animal with the farmer. The broker then attempts to sell the animal above this price. If successful, he keeps the difference between the floor-price and the actual price as his margin. Unsold animals remain the property of the farmer.     The system serves producers well. Smallholders' supplies are erratic in that they send animals usually one at a time at irregular intervals to the market. However, since 1 in 5 rural households keeps sheep and/or goats there is, in aggregate, a stable supply to the market. The market itself is stable in that demand is fairly constant throughout the year except during periodic religious feasts when demand and prices can increase substantially. Thus the village collector makes an important contribution to the marketing system for small ruminants. He buys, taking title and, of course he sells. He also helps perform other marketing functions, including assembling, finance, transportation, storage and risk bearing. In addition when he fattens the animals he adds value to the product.     Itinerant and sedentary traders represent an alternative marketing channel for smallholders. The itinerant traders perform a similar range of marketing functions to those undertaken by the village collector. Their only disadvantage is that they are not generally as well known to smallholders as the village collector. Sedentary traders actually have more in common with brokers than with either village or itinerant traders in that they act more as an agent than a buyer. The sedentary trader offers fewer services to the farmers and therefore his margin tends to be lower than that of other types of trader. Arguably, brokers perform only two functions, i.e. selling and market intelligence. However, their existence does extend the level of competition in the system. The low level of services offered by brokers perhaps explains why 80% of the farmer's trade in small ruminants is through traders5.

Auctions: Auctions are frequently used to transfer ownership of agricultural commodities. The system involves bringing prospective buyers and sellers together under the auspices of an independent auctioneer. The auctioneer is an employee of the organisation managing the auction market. Neither the auctioneer nor his/her employer participates in buying or selling the commodity on their own account. The auction company makes its profits from facilitating the purchase and sale of the commodity. The auctioneer invites bids for specific lots with the produce being sold to the highest bidder. Two distinct methods of auctioning may be employed: upward bidding and the Dutch method (or clock auction). The upward bidding method is where the auctioneer declares a starting price for the lot and prospective purchasers offer increasing amounts until a point is reached where no further bids are received because no one is willing to go beyond the value of the last bid. The Dutch method traditionally makes use of a clock that moves in a downward direction. The auctioneer displays an opening price on the clock and invites bids. If no bids are forthcoming then the auctioneer causes the clock hand to display decreasing prices. At the moment a bid is made the clock is stopped and the sale is made.

Auction selling makes prices transparent since all of the buyers and sellers present hear the bids and are therefore aware of prevailing price levels.

Vertical marketing systems: This is a system in which the producer(s), wholesaler(s) and retailer(s) act as a unified system. Usually one channel member owns the others, or has contracts with them, or has franchises with others in the channel. The argument for vertically integrated marketing systems is based upon increased efficiency of the system by the removal of duplicated services. They also achieve economies through size, bargaining power and reductions in potential conflicts of interest. In some instances there is a physical coming together of operations and enterprises such as when an abattoir and packhouse physically integrate to provide slaughter, processing, packing and cold store services within a single enterprise. On other occasions the integration has no physical dimension. Examples include:

Franchisers operate by vertically linking several levels of the marketing system. Thus Coca Cola ‘wholesales’ its syrup concentrate (product) to franchisees who carbonate and bottle and distribute the brand (processing, packaging and physical distribution) to consumers who have been targetted by Coca Cola's heavy advertising (promotion).

In many parts of the world agricultural equipment manufacturers supply machinery (product) to appointed distributors who are given exclusive rights to sell and maintain their whole goods and parts (physical distribution and service) within a specified geographical area. The manufacturer will often provide sales support (promotion) to authorised dealers. In return, these independent distributors agree to abide by the manufacturer's decisions regarding pricing, service levels, stockholding policy and a wide range of other terms and conditions.

Small scale retailers have responded to the competitive advantage of supermarkets by voluntarily integrating their buying and/or wholesaling and marketing operations. This has enabled them to achieve lower operating costs and to offer consumers lower prices than they otherwise could. Some of these organisations, such as SPAR enjoy a high profile among consumers across a large number of countries around the world.

Horizontal marketing systems: Channels can also develop into horizontal marketing systems in which two or more companies, at the same channel level, cooperate to pursue marketing opportunities. The basis of the marriage is that in combining resources and expertise the partners can achieve some goal that individually they could not. Thus, for example, a seed company and a grain merchant might set up a joint venture to offer farmers a complete package where he buys certified seed from the new enterprise which guarantees to buy his/her grain crop at prevailing market prices.

Strategic alliances of this type are likely to increase in the future. In newly liberalised markets they can be especially useful in protecting local agribusinesses whose low level of capitalisation, outdated technology and inexperience of operating within a competitive marketplace makes them vulnerable when foreign competitors with better resources enter their market.

Marketing to middlemen

No matter how well a product meets the needs of customers, without effective and efficient distribution it is unlikely to succeed in the marketplace. However, it would be misleading to suggest that producers or suppliers were entirely free to choose which organisations should form the channel for their product (s). In reality, the distribution strategy adopted by most producers more often reflects what is possible rather than what is ideally desired. McVey4 underlines the point when he states that:

“The middleman is not a hired link in a chain forged by a manufacturer, but rather an independent market, the focus of a large group of customers for whom he buys.”

Case 9.2 Dealer Relations At Caterpillar 


Caterpillar Tractor Company has 230 dealers in over 140 countries handling its range of agricultural, construction and marine machines and engines. Having this extensive and high quality distributive system recognised both by the company, and the end-users of its products, as giving Caterpillar a strong competitive advantage.     Caterpillar pursues a dealer policy with the twin objectives of assisting in strengthening the profit performance of these independent businesses and enabling them to deliver an outstanding level of service to their customers. The implementation of this policy is evident in the terms and conditions applied to the sale of parts and equipment, the heavy investment in the parts supply system, the commitment to product training and the encouragement given to dealers to diversify their businesses. Terms and conditions of sale: Caterpillar operates a sale-or-return policy for all products and parts. This encourages dealers to carry the full product line and to enhance customer service levels by holding a very large number of parts in stock. Parts supply system, the heavy investment which Caterpillar has made in both computerising its inventory management system and in maintaining extensive parts inventories helps further improve customer service levels. Caterpillar dealers around the world are able to give fast parts delivery to their customers on any item. Almost all dealers in North America, Latin America, Europe and the Middle East can directly access Caterpillar's computerized inventory management systems and those of other dealers.

Activity: Lesson 2.6, Objective 1:

The students will write a few sentences on what they feel is the most effective and least effective market channel for agricultural products and services.

As a visual, the students could prepare a Venn diagram fro the marketing channels.

Lecture Notes: Lesson 2.6, Objective 2:

2. Describe the effects of trade agreements on agribusiness decisions. 

http://www.investopedia.com/articles/economics/08/tariff-trade-barrier-basics.asp
The Basics Of Tariffs And Trade Barriers

by Brent Radcliffe 

International trade increases the number of goods that domestic consumers can choose from, decreases the cost of those goods through increased competition, and allows domestic industries to ship their products abroad. While all of these seem beneficial, free trade isn't widely accepted as completely beneficial to all parties. This article will examine why this is the case, and how countries react to the variety of factors that attempt to influence trade. (To start with a discussion on trade, see What Is International Trade? and The Globalization Debate.)

What Is a Tariff?

In simplest terms, a tariff is a tax. It adds to the cost of imported goods and is one of several trade policies that a country can enact. 

Why Are Tariffs and Trade Barriers Used?

Tariffs are often created to protect infant industries and developing economies, but are also used by more advanced economies with developed industries. Here are five of the top reasons tariffs are used:

D. Protecting Domestic Employment - The levying of tariffs is often highly politicized. The possibility of increased competition from imported goods can threaten domestic industries. These domestic companies may fire workers or shift production abroad to cut costs, which means higher unemployment and a less happy electorate. The unemployment argument often shifts to domestic industries complaining about cheap foreign labor, and how poor working conditions and lack of regulation allow foreign companies to produce goods more cheaply. In economics, however, countries will continue to produce goods until they no longer have a comparative advantage (not to be confused with an absolute advantage).  
E. Protecting Consumers - A government may levy a tariff on products that it feels could endanger its population. For example, South Korea may place a tariff on imported beef from the United States if it thinks that the goods could be tainted with disease. 
F. Infant Industries - The use of tariffs to protect infant industries can be seen by the Import Substitution Industrialization (ISI) strategy employed by many developing nations. The government of a developing economy will levy tariffs on imported goods in industries in which it wants to foster growth. This increases the prices of imported goods and creates a domestic market for domestically produced goods, while protecting those industries from being forced out by more competitive pricing. It decreases unemployment and allows developing countries to shift from agricultural products to finished goods.  Criticisms of this sort of protectionist strategy revolve around the cost of subsidizing the development of infant industries. If an industry develops without competition, it could wind up producing lower quality goods, and the subsidies required to keep the state-backed industry afloat could sap economic growth. 
G. National Security - Barriers are also employed by developed countries to protect certain industries that are deemed strategically important, such as those supporting national security. Defense industries are often viewed as vital to state interests, and often enjoy significant levels of protection. For example, while both Western Europe and the United States are industrialized, both are very protective of defense-oriented companies. This can be seen in the special treatment of Boeing (NYSE:BA) by the United States and Airbus by Europe. 
H. Retaliation - Countries may also set tariffs as a retaliation technique if they think that a trading partner has not played by the rules. For example, if France believes that the United States has allowed its wine producers to call its domestically produced sparkling wines "Champagne" (a name specific to the Champagne region of France) for too long, it may levy a tariff on imported meat from the United States. If the U.S. agrees to crack down on the improper labeling, France is likely to stop its retaliation. Retaliation can also be employed if a trading partner goes against the foreign policy objectives of the government.

The next section will cover the various types of trade barriers and tariffs.

Types of Tariffs and Trade Barriers

There are several types of tariffs and barriers that a government can employ:

· Specific tariffs

· Ad valorem tariffs

· Licenses

· Import quotas

· Voluntary export restraints

· Local content requirements

Specific Tariffs - A fixed fee levied on one unit of an imported good is referred to as a specific tariff. This tariff can vary according to the type of good imported. For example, a country could levy a $15 tariff on each pair of shoes imported, but levy a $300 tariff on each computer imported.

Ad Valorem Tariffs - The phrase ad valorem is Latin for "according to value", and this type of tariff is levied on a good based on a percentage of that good's value. An example of an ad valorem tariff would be a 15% tariff levied by Japan on U.S. automobiles. The 15% is a price increase on the value of the automobile, so a $10,000 vehicle now costs $11,500 to Japanese consumers. This price increase protects domestic producers from being undercut, but also keeps prices artificially high for Japanese car shoppers.

Non-tariff barriers to trade include:

Licenses - A license is granted to a business by the government, and allows the business to import a certain type of good into the country. For example, there could be a restriction on imported cheese, and licenses would be granted to certain companies allowing them to act as importers. This creates a restriction on competition, and increases prices faced by consumers.

Import Quotas - An import quota is a restriction placed on the amount of a particular good that can be imported. This sort of barrier is often associated with the issuance of licenses.  For example, a country may place a quota on the volume of imported citrus fruit that is allowed.

Voluntary Export Restraints (VER) - This type of trade barrier is "voluntary" in that it is created by the exporting country rather than the importing one. A voluntary export restraint is usually levied at the behest of the importing country, and could be accompanied by a reciprocal VER. For example, Brazil could place a VER on the exportation of sugar to Canada, based on a request by Canada. Canada could then place a VER on the exportation of coal to Brazil. This increases the price of both coal and sugar, but protects the domestic industries.

Local Content Requirement - Instead of placing a quota on the number of goods that can be imported, the government can require that a certain percentage of a good be made domestically. The restriction can be a percentage of the good itself, or a percentage of the value of the good. For example, a restriction on the import of computers might say that 25% of the pieces used to make the computer are made domestically, or can say that 15% of the value of the good must come from domestically produced components.

In the final section we'll examine who benefits from tariffs and how they affect the price of goods.

Who Benefits?

The benefits of tariffs are uneven. Because a tariff is a tax, the government will see increased revenue as imports enter the domestic market. Domestic industries also benefit from a reduction in competition, since import prices are artificially inflated. Unfortunately for consumers - both individual consumers and businesses - higher import prices mean higher prices for goods. If the price of steel is inflated due to tariffs, individual consumers pay more for products using steel, and businesses pay more for steel that they use to make goods. In short, tariffs and trade barriers tend to be pro-producer and anti-consumer.

The effect of tariffs and trade barriers on businesses, consumers and the government shifts over time. In the short run, higher prices for goods can reduce consumption by individual consumers and by businesses. During this time period, businesses will profit and the government will see an increase in revenue from duties. In the long term, businesses may see a decline in efficiency due to a lack of competition, and may also see a reduction in profits due to the emergence of substitutes to their products. For the government, the long-term effect of subsidies is an increase in the demand for public services, since increased prices, especially in foodstuffs, leaves less disposable income. (For related reading, check out In Praise Of Trade Deficits.)

How Do Tariffs Affect Prices?

Tariffs increase the prices of imported goods. Because of this, domestic producers are not forced to reduce their prices from increased competition, and domestic consumers are left paying higher prices as a result. Tariffs also reduce efficiencies by allowing companies that would not exist in a more competitive market to remain open.

Figure 1 illustrates the effects of world trade without the presence of a tariff. In the graph, DS means Domestic Supply and DD means Domestic Demand. The price of goods at home is found at price P, while the world price is found at P*. At a lower price, domestic consumers will consume Qw worth of goods, but because the home country can only produce up to Qd, it must import Qw-Qd worth of goods.
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When a tariff or other price-increasing policy is put in place, the effect is to increase prices and limit the volume of imports. In Figure 2, price increases from the non-tariff P* to P'. Because price increases, more domestic companies are willing to produce the good, so Qd moves right. This also shifts Qw left. The overall effect is a reduction in imports, increased domestic production and higher consumer prices. (To learn more about the movement of equilibrium due to changes in supply and demand, read Understanding Supply-Side Economics.)

Tariffs and Modern Trade

The role tariffs play in international trade has declined in modern times. One of the primary reasons for the decline is the introduction of international organizations designed to improve free trade, such as the World Trade Organization (WTO). Such organizations make it more difficult for a country to levy tariffs and taxes on imported goods, and can reduce the likelihood of retaliatory taxes. Because of this, countries have shifted to non-tariff barriers, such as quotas and export restraints. Organizations like the WTO attempt to reduce production and consumption distortions created by tariffs. These distortions are the result of domestic producers making goods due to inflated prices, and consumers purchasing fewer goods because prices have increased. (To learn about the WTO's efforts, read What Is The World Trade Organization?)

Since the 1930s, many developed countries have reduced tariffs and trade barriers, which has improved global integration, as well as brought about globalization. Multilateral agreements between governments increase the likelihood of tariff reduction, and enforcement on binding agreements reduces uncertainty.

Conclusion

Free trade benefits consumers through increased choice and reduced prices, but because the global economy brings with it uncertainty, many governments impose tariffs and other trade barriers to protect industry. There is a delicate balance between the pursuit of efficiencies and the government's need to ensure low unemployment.

Activity: Lesson 2.6, Objective 2:

Students will define tariff and explain why tariffs and trade barriers are used.

Student will identify the benefits of free trade and the effects of tariffs and barriers on agribusiness.

Students will explain why countries have changed to non-tariff barriers.

Lecture Notes/Activity: 2.6, Objective 3:

3. Investigate systems for storing and transporting agricultural products.

Students will focus on an agricultural product and present an oral presentation on its system for storing and transporting the product.

A food product is suggested.

Summary                                                                                                        

Evaluation

Written test

Daily Notes

Class Participation

Individual Learning Assignment

Group Learning Activity

Presentation Learning Activity

Individual Learning Activity

Lesson:
The Agricultural Products Distribution System

Assignment:
Choose one of the topics below and research it. Write a report on your findings that answers the question or explains the concept and shows why it is relevant to your life.

1. Identify different market channels for agricultural products and services.

2. Describe the effects of trade agreements on agribusiness decisions. 

3. Identify systems for storing and transporting agricultural products.

Minimum Requirements:

1. Paper must be typed in 12 point font and at least one page in length. The paper may be double-spaced. 

2. At least two credible references must be properly cited.

3. All work must be original. No plagiarism! Any use of  

another’s ideas without giving credit will result in a zero.

4. Papers will be graded on content (amount of good information, accuracy, etc.) and mechanics (grammar, spelling, and punctuation.)

Due Date:

Points/Grade Available:

Individual Learning Activity Rubric

	Content - offers current information on the topic chosen, thoroughly covers each aspect of the question, and demonstrates understanding and mastery of the lesson. The paper should include information and issues of state and local importance.
	35 pts.



	Critical Analysis - logical process of analyzing and reporting information that examines and explains the topic selected. The paper should go beyond simply listing facts and must include why the concept is relevant to the student’s life. 
	25 pts.

	Organization- The paper should have an orderly structure that demonstrates a logical flow of ideas.
	15 pts.

	Mechanics- spelling, grammar, punctuation, font size, double spacing, citation, etc. Essentially, the paper should meet all specifications and be executed following rules of proper written English.
	15 pts.


Group Learning Activity

Lesson: 
The Agricultural Products Distribution System

Assignment: 
Choose one of the topics below and research it. With your group, prepare a presentation to teach the class your concept.

1. Identify different market channels for agricultural products and services.

2. Describe the effects of trade agreements on agribusiness decisions. 

3. Identify systems for storing and transporting agricultural products.

Your presentation should include the following:

1. A lesson plan outlining exactly what your group will teach and how the information will be taught

2. A Power Point of at least twelve slides

3. Notes containing the information the class will be responsible for (these can be printed and given to the class, written on the board, or part of the Power Point). A copy of the notes will be turned in to the instructor.

4. Some type of interactive activity for the class (game, problem solving activity, interactive model, etc.)

5. Your group must also prepare an assessment for the class. This assessment can be written or oral, but should show the instructor that the class understands and has retained the material being taught.

Due Date:

Points/Grade Available:

All work must be original. No plagiarism! Any use of  

another’s ideas without giving credit will result in a zero.

Group Learning Activity Rubric
	Lesson Plan – The group submits a thorough, detailed lesson plan highlighting the content and organization of their lesson.
	10 pts.

	PowerPoint – The group presents a Power Point of at least twelve slides that contains information and pictures vital to the lesson with additional information or examples for enhancement.
	20 pts.

	Interactive Activity – Some type of interactive activity is used to help teach the lesson. The activity should contribute to the mastery of content and involve the entire class in some way.
	15 pts.

	Assessment – A fair, thorough assessment is prepared and administered based on the information presented to the class. Poor grades on the assessment by a few members of the class are excusable, but if the entire class has difficulty, the points awarded in this category may be lowered at the discretion of the instructor.
	   15 pts.

	Content – The group should cover the concept (within reason) in entirety. The group may study actual lesson plans to help decide what should be emphasized.
	    25 pts.

	Overall Effect – The group is prepared, enthusiastic, and interesting, and the lesson flows smoothly. 
	    15 pts.


Presentation Learning Activity
Lesson:
The Agricultural Products Distribution System
Assignment:
Choose one of the topics below, research it, and prepare a presentation that answers the question or explains the concept and shows why it is relevant to your life.

1. Identify different market channels for agricultural products and services.

2. Describe the effects of trade agreements on agribusiness decisions. 

3. Identify systems for storing and transporting agricultural products.

Minimum Requirements:

Oral Report Option

1.   Write a paper on one of the topics and orally present your work to the class.

2.   Paper may be double-spaced and should be at least one page in length, resulting in a two to five minute presentation. 

3.   At least two references must be properly cited. 

4.   The presentation of the report will be graded secondary 

      to the content of the paper.

PowerPoint Option

1. Presentation should be at least ten slides in length

2. Presentation should include at least four photos.

3. Presentation should be two to five minutes in length.

4. Grammar and spelling will be graded by the same standards as any other written assignment.

5. At least two references must be properly cited.

Poster Option:

1. Prepare a poster that answers/explains one of the topics. You will present your poster to the class.

2. Your poster should include both text and graphics that help communicate your research.

3. At least two sources of information should be properly cited on the back of the poster.

4. Neatness and appearance of the poster will be graded.

5. Poster presentation should last two to five minutes.

Due Date:

Points/Grade Available:

For all presentations: All work must be original. No plagiarism! Any use of another’s work or ideas without giving proper credit will result in a zero.

Presentation Learning Activity Rubric

	Content- offers current information on the topic chosen, thoroughly covers each aspect of the question, and demonstrates understanding and mastery of the lesson. The presentation should include information and issues of state and local importance.
	40 pts.

	Critical Analysis/Organization – The presentation shows a logical process of analyzing and reporting information that examines and explains the topic selected. The presentation should go beyond simply listing facts and must include why the concept is relevant to the student’s life.
	20 pts.

	Presentation – The student makes a genuine effort to present, not just read the material. The student should present with confidence using techniques like eye contact and voice inflexion to make his or her point. Although content takes precedence over presentation, the experience of successfully presenting in front of a class is part of the basis of this assignment.
	25 pts.

	Mechanics- spelling, grammar, punctuation, font size, double spacing, citation, etc. Essentially, the presentation should meet all guidelines set forth and should be executed in proper written English. For the poster, this includes neatness and appearance.
	15 pts.


Teacher Notes

Essential Question: What roles do market channels, trade agreements, and systems for storing and transporting agricultural products in agribusiness?
Vocabulary

Distribution channel

Quota

Tariff

Lesson Evaluation

1) What term is the following quote describing? “…the set of firms and individuals that take title, or assist in transferring title, to a good or service as it moves from the producer to the final consumer or industrial user.”
List two distribution strategies.

2)

3)

What are two reasons producers employ middlemen?

4)

5)

What are three key decisions in channel management?

6)

7)

8)

9) What is a tariff?

10) What is a quota?

Lesson Evaluation Key

1) Distribution channel

2) Push strategy

3) Pull strategy

4) Answers will vary

5) Answers will vary

6) Price policy, terms and conditions of sales, territory, etc.
7) “”

8) “”

9) a tax, should expand upon definition

10)  a limit or level of production
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