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INTRODUCTION

In July 1977, an aide-memoire was signed by the Executive Secretaries of the
Economic Commission for Latin America (CEPAL) and the Economic and Social Commission
for Asia and the Pacific (ESCAP) calling for interregional co-operation between the
two Commissions in the field of transnational corporations. In that aide-memoire,
the Executive Secretaries agreed to launch an interregional research project on the
impact of transnational corporations on primary commodity exports from developing
countries. Based on appropriate provisions incorporated into the understanding, the
Economic Commission for Africa (ECA) joined the project in early 1978.

It was agreed at that time that the three regional Commissions, together with
the United Nations Centre on Transnational Corporations in New York (UNCTC), would
co-operate in the conduct of in-depth country case studies on the impact of
transnational corporations on the export of primary commodities from selected
developing countries. To prévide a common focus for the country case stﬁdieé, a
general conceptual framework was written focusing on (i) factors determining the
relative bargaining positions of host governments and transnational corporations and
(ii) the resulting distribution of gains between the host country and the
transnational corporation.l/

The conceptual framework for the case studies has been kept wvery broad in order
to accommodate the multivaried conditions which exist amdng primary commodity export
industries in different coumtries. It is therefore meant to apply to the various
forms of transnational corporation involvement in such industries, from the
traditional major direct equity investment by cme or more transnational corporations
in production, transformation and trade of primary commodities, to the newer forms of
licensing agreements, joint-ventures, trilateral arrangements, production-sharing
agreements and so forth. It is also meant to apply to negotiations and renegotiations
associated with the nationalization of a foreign direct investment already operating

in a host country.

1/ See, "Transnational corporations in export-oriented primary commodities: a
study of relative bargaining positions and distribution of galns" CEPAL/CTC Joint
Unit (Santlago, Chile, 30 August 1977) and the modified version "Transnaticnal
corporations in export oriented primary commodities: A general conceptual framework
for case studies", Joint ESCAP/CTC Unit on Transnational Corporations, Working Paper
No. 1, New York, September 1978. /The ultimate



The ultimate aim of the case studies carried out according to the conceptual
framework, and indeed of the whole interregional project, is to provide host developing
© country governments with an, input of objectively derived material with which they can
evaluate existing TNCs involvement. and agreements with them and realize their
potential for- increased bargaining capacity towards THCs, as well as, ascertain the
relative advantages and disadvantages of policy options at their disposal. “To this .
end, an interregional expert grouwp meeting was convened at ESCAP headquarters in
Bangkok in October 1979 to review the case studies up to that point completed by the
three regional Commissions. The meeting suggested the most important policy issues anc
further areas of research in the in‘terregional project and the integration of the
case studles from each region into global commodity.and sectoral studies to be
presented at an 1nterreg10nal semlnar in New Yok (November 1982) on transnatlonal
corporations and primary commodity. exports, 2/ .

.In addition, in its last three ordinary sessions (1975, 1977 and 1979) CEPAL
adopted individual resolutions on co-cperation among developing c;qmtmes and among
developing regions of different geographical areas.3/

Following the conceptual and institutional framework indicated above CEPAL,
through its Joint Unit with the United Nations Centre on Transnationgl Corporations,.
has been concerned with this subject-over the last few years. Case étudies had been
accomplished-on TNCs involvement in seven commodities in the different cowntries of
the region {bauxite in Jamaica, copper in Chile and Peru, tin in Belivia, cotton. in
Mexico, bananas in Honduras and Panama, coffee in Colombia and sugar cane and its use
for energy in Brazil), applying the common methodology of the interregional project
and taking into account the specific problems and needs of the region and the selected
countries. _ . :

The results of the -studies on copper and tin had been presented to the seminar
on Alternative Approaches to Negotiating with Foreign :Investors and Transnaticnal
Corporations in the Copper and Tin Industry, organized by CEPAL in Santiago, Chile,

2/ See, "Report of the Interregional Expert Group Meeting on Transnational
Corporations in Primary Export Commodities', Bangkok, 8-15 October 1979 (CTC/ESCAP/
PEC/2) and UNDP, Proyecto de los Gobiernos de Bolivia, Brasil, Colonbia, Chile,
Honduras, Jamalca, México, Panami y Per@i, sobre el “Fortalec;mlento del poder de
negociacidn de los Gobiermos Hufspedes en sus tratos con las.empresas transnac1cnales
dedicadas a la exportacidn de productos bésicos (RLA/BO/OlB/A/el/O?)

_ 3/ See CEPAL .resolutions 363 (XVII) adopted in Guatemala .and 387 (XVIII) adopted
in La Paz, :
' C /9-12 December



9-12 December 1981, with the participation of high-level officials of the public and
private sectors and representatives of foreign enferprdses from Bolivia, Brazil,
Chile and Pery 4/ and to the seminar on Policies and Negotiations with Transnational
Corporations in the Mining and Metallurgical Industry of Bolivia, organized by the
United Nations Centre on Tramsnational Corporations and CEPAL in co-operation with the
Ministry of Mining and Metallurgy of Bolivia, in La Paz, 17-22 May 1982, with the
participation of high~level officials of the public and private sectors of this
industry. Finally, a similar seminar is envisaged for the export-oriented tropical
products (banana, coffee, cotton and sugar cane) to take place in Panana in |
co-operation with the Union of Banana Exporting Countries (UPEB) and the Govermment
of Panama. ‘

In the forthcoming phase of the Interregional Project in CEPAL the commodity
and sectoral studies, integrated for the three developing regions, will be '
accomplished for banana, sugar came, tin and minerals.

This study contains an analysis of the bargaining position and distribution of
gains in the banana industry of the Union of Banana Exporting Countries (UPEB),5/
with particular attention paid to the cases of Honduras and Panama. Chapter I contains
a summary of certain aspects of the historical dimension of the structural and
sociopolitical changes which took place in the industry during the second half of the
1970s and, in particular, the original strategies of the monopolistic transnational
corporation (hereinafter TNC) United Fruits (United Brands since 1970) and of the new
post-war strategies which gave rise to the oligopoly fofmed by United Fruit and
Standard Fruit (Castle and Cooke since 1865) gf and Del‘Monte; On the basis of a
historical analysis and the joint approach taken in the interregional project, as
described above, an attempt will be made in chapter II to evaluate the bargaining
capacity and distribution of gains between the three North American TNCs and the
Central American countries .at the beginning of the 1870s. The outlines presented of

the strategies followed by the transnationals which dominate the banana industry serve

4/ See, Report of the Seminar quoted above (E/CEPAL/R.306, Restricted,
February 1982)

5/ Established in September 1974 by Colombia, Costa Rica, Honduras, Guatemala
and Panama, with the Dominican Republic, Nicaragua and Venezuela joining later (1976,
1979 and 1982, respectively). Hereinafter the expressions "Central America” and
"UPEB" are used 1ndlscr1m1nately to refer primarily to the member countries of the
organization which are located in the Central American Isthmus (i.e., including the
Republic of Panama).

6/ Hereinafter the terms "United Fruit" or "United Brands” and "Standard Fruit"

or “Castle and Cooke™ are used indiscriminately. /as a



as a frame of reference in appraising the subsequent changes in the balance of power -
between the two parties.zj These changes are considered in the first part of the
study (chapter III) in which consideration is given to the new export tax on bananas,
the strengthening of thé public sector and the creation and achievements of the
organlzatlons for co-operat:u.on and homzontal integration (UPEB and COMUNBANA
(Multinational Banana Marketing Corporatlon)) Finally, in chapter IV, consideration
is glven to the barga.m:mg position and distribution of gains between the TNCs and
UPEB at the beglnnlng of the 19805, as a result of the application of new government
policies as from 1974 8/ In the evaluatlon of the renegotlatlon between Panama and
United Brands which toock place in the first half of 1981, an attempt is made to prove:
some previously established hypotheses on the new factors in the negotiating position
of the banana produ01ng countrues relating to the creation of UPEB. This final
chapter also sets out some conclusions drawn from the study and alternatives for
actlcn by the UPEBR countries and other exporters of tropical products of the region.g/
The study was prepared in the Joint CEPAL/CTC Unit on Transnational Corporations
on the basis of a number of studies previously carried out by CEPAL, FAO, UNCTAD and
lother organlzatlons and authors 1nterested in the toplc.lO/ The critical mass of data
for the study was, however, obtained thanks to the generous co~operation extended to
the Unlt by the UPEB secxetarlat, COMUNBANA, the National Banana Council of the
Republz.c qf Panama and COHBANA of Honduras.ll/ In any case, the views expressed in
this restricted document are, at this phase ‘of the interregional project, the sole
responSLblllty of the Unit and do not necessarlly reflect those of the organizations

reférred to or CEPAL.

7/ See Qutlines 1 and 2 on pp 27 and 28,

8/ Year of the Declaration of Panama which resulted in the new policies, _
especnally the tax policy, and the creation of UPEB., It has been possible to maintain
the historical continuity of the amalysis, and of the quantitative analysis in
particular, only to the extent that suff1C1ent statistical data has been made
available.

8/ These alternatives were formulated in co—operatlon w1th the UPEB authorltles
within the integrated study on bananas (including the experiences of South-East Asia
and the Pacific and Africa), for which the joint CEPAL/CTC Unit is responsible.

10/ See the selective bibliography contained in Anmex .2 to this study.

11/ The Unit is particularly grateful to Dr. Carlos M. Zerdn, Executive Director
of UPEE, and to his predecessor, Mr. Abelardo Carles; Mr. Francisco Rodriguez, the
General Manager of COMUNBANA; Mr. Euclides Diaz, Executive Secretary of the National
Banana Council of Panama, and Mr. Juan R. Ramos, Marketing. Manager of COHBANA, and

his predecessor, Mr. Carlos M. Zacarias.
: , /1. THE



I. THE HISTORICAL DIMENSION OF THE NEGOTIATING POSITIONS OF THE TNCs AND
. - THE COUNTRIES OF CENTRAL AMERICA AND THE DISTRIBUTION
OF GAINS BETWEEN THEM

To understand the main changes in the bargaining positions of the transnational
corporations and the countries of qutrallﬁﬁeriéa-énd the distribution of. gains
between them in.the seccnd_half ofkthe 19?0s, ip is useful to consider some
historical aspects of fhe situation which led up to the creation of UPEB and the
banana policies inaugurated in 1974, To this end, here in the first part of the
study we will attempt to summarize the strafégies of the three bigpest transnationals
and describe the source of their bargaining power in Central America which resulted
- in a deep-seated imbalance in the distribution of gains of the industry.

1. United Brands: source of its bargalnlng power and lnltlal
growth strategles

The beginning of the expansion of the banana industry in‘Centrél America in the
first half of this century and its position in the market of the western hemisphere
are related to the establishment of the United Fruit Company (United Brands since
the merger of the United Fruit with AMK in 1970). This banana trangnational was the
first to achieve full vertical integration of the 1ndustny, from the’ preparation of
the land and cultivation of bananas to retail trade in the consumer centres. Its
monopolistic position, the availability of capital for ‘investment 123/ and efficient
technology and administration were the factors which made it possible to evolve
strategies adapted to the peculiarities of the industry -félatively high perishability
of the fruit meaning that the period between harveét and'consumption can be no longer
than 4 to 5 weeks; high production and ecocnomic risks in view'qf the possibilitj of
plant damage or destruction from diseasg, windsa hurricanes and floods; price
fluctuations and the fact that banana can be peplaced by other fruits to cope with
price-demand elasticity in consumer markets. o |

On the other hand, the original United Fruit strategy in'thé bapéna industry
to some extent represents an "historical model” of vertical.integratiOQland
monopoligtic domination of the industry which had to be combated later both by

12/ In the mid-1950s, the average cost of establlshlng a modern banana
productlon unit covering some 20 thousand acres was US$ 20- 25 million, or between
US$ 1 000 and US$ 1 250 per acre planted in bananas {see The Marketing and
Distribution System for Banana, (TD/B/C.1-162), 1978).

/the competing



the competing tranSnatignals'(Castle and Cocke and Standard Fruit (its banana
division) and Del Monte) and by the producer countries desiring to achieve bigger
gains for their economies.

(a) The origin and establishment of the monopoly

The Latin American banana exporting industry began about three decades prior to
the establishment of United Fruit in 1899 through infofmal agreements between the
plantation owners and the shipping companies of the United States which had surplus
space in their vessels. The sale ﬁf bahanas on the United States market turned out
to be lucrative and by the end of thé‘céhtury more than 100 firms were exporting
this commodity. .

Like the majority of banana exporting companies, the United Fruit 6o. began with
a merger between.the commercial interests and maritime-transport interests of the
United States and production interests in Latin America. The Boston Food Company,
the‘firm which gave rise to United Fruit, imported bananas using the surplus freight
capacity in its schooners, which piied:between Jamaica and Boston. Business was so
good that the transnational corporation opened the first banana purchasing office
in Jamaica in an atfempt to ensure @ more regular supply from the plantations. With
the object of increasiﬁg supplies, the company expanded both production and its
marketing activities in Jaméica, Cuba and Santo Domingo, opening more purchasing
offices and establishing its own plantations. In the United States, the
transpational corpofations established banana ripening and marketing activities
in cities in the interior, controlling the rail or truck transport from the Atlantic
ports to the consﬁmer centres.

Once the Boston Fruit Company was established in the Caribbean, it merged with
a banana exporting company with headquarters in Costa Rica which also operated in
Colombia, Panama and Niéaragua. This company not only had banana plantations but
shipped bananas in its own steamers to New Orleans and other cities in the south
of the United States. The merger resulted in the United Fruit Company which was
incorporéted in New Jersey in 1899 and would combine the old banana plantations in
the Caribbean with tﬁeinew ones in Central America. This led to the domination of
the growing United States market in bananas and provided greater security for the
transnational éofporétion in that the production risk was spread out bver a ﬁumber

of Caribbean and Central American countries.

/During the



‘During the first half of the century, the TNC gained virtually full control over
the banana industry of Central America and the maritime transport, ripening and
marketing stages in the United States. According to the data available for 1961,
United Fruit controlled some 147 000 hectares of farmland in the producing countries
of Latin America {Colombia, Costa Rica, Ecuador, Guatemala, Honduras, Jamaica, Panama,
the Dominican Republic and others). Thirty-two per cent of this land was devoted to
the cultivation of bananas, and 17% to other crops (sugar cane, cocoa and oil palm)
while over half the land in the hands of the TNC was used for other purposes, mainly
as a reserve, resulting in the under-utilization of farmland. In the same countries,
the transnational also controlled over 1 700 kilometers of railways and electric
tram systems in the production units (see table 1).

In 1950 the TNC also controlled 80% of retail banana sales in the United States
while the remainder was divided between the Standard Fruit Company and small
exporters. The latter, moreover, were highly dependent on the surplus banana
production of United Fruit.

Let us now look at United Fruit's original strategies with regard to its
backward" linkages, or its supply lines in the typical case of Honduras.

(b} Entry into Honduras

The cultivation of bananas in Honduras began in the second half of the last
century in the islands of the Bahia and other parts of the northern coast exploited
by national growers. Towards the end of that century, foreign investors entered
upon the scene and owing to advantageous concessions granted by the governments of
that time and by developing transport, particularly rail transport, succeeded in
gaining control not only over marketing but also over the transportation and
cultivation of bananas in a relatively short period of time.

(i) Objectives and strategies 13/

In April 1911, when bananas already constituted about #0% of the total exports
of Honduras, the CUYAMEL Fruit Company obtained a concession from the Government of

that period for the cultivation of bananas and construction of a railway in the

13/ See Charles David Kepner and J. Henry Soothill, The Banana Empire, A Case
Study of Eccnomic Imperialism, Russell and Russell, Division of Atheneum House
Incorporation, New York, 1967, and Franklin D. Parker, The Central American
Republics, Royal Institute of International Affairs, Oxford University Press, 1271.

/Table 1
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Table 1

UNMITED FRUIT: LAND AND RAILWAY HOLDINGS IN 1961

t

g -Acres Miles
Countries Bandnas - Sugar- Cocoa 011 Grasslands > fopal Railways Tram-
a/ . cane - palms  urban, etc. = b/ lines
Colombia - ) : 3 452 3452 _ |
Costa Rica : 25 232 29 270 11 529 26 945 92 976 - 246.12  141.58
Dominican Republic = - 2 338 5 ' 4861 7199 - 52,69 |
Ecuador s 4 634 502 § 052 13 188 60.31
Guatemala i 23 691 - 651 ©29 881 54 223 +181.06 16.86
Honduras | - 26 212 » 5 277 58 335 _ 89 82u 358.79 . 3.30
Jamaica . . o339 . 6 143 851 7333 1.40
Panama . = - " ; 32 987 5 u4’ _31-685 . 70 133 230.78 8.85
Others ; . 2879 1285 1389 23'42b 29 673 59.38
Total 1961 - | 118312 . 6 13 . 27 221 18 846 187 479 368 001 1 O71.84  290.28
Total 1960 © . 134 593 5853 © 37 760 19077 200 937 1398 220 240,55

1 089.62

Source: United Fruit data.
a/ Includes leased land.

b/ Includes 27.88 miles in_-‘use but not 6wned.:



vicinity of the port of Tela on the country's northeérn coast. In May 1913, after
this concession had been cbtained, the Tela Railroad Company, a subsidiary of United
Brands, was formed. . ' .

The objectives and purposes laid down in the concession made it easier for the
TNC to establish bargaining power later in the Central Amebican countries.

"{a) To engage in any or all of the businesses conducted by entrepreneurs
engaged in shipping, by land and sea; 14/ planters; farmers; traders; builders;
contractors; importers and exporters; dock supervisors or any other business ...

which may directly or indirectly increase the value of any of its rights or
properties; ' :

(b) To acquire, boristru’ct, possess, maintain and exploit railways, wharfs,

bridges, viaducts, telegraph and telephone lines, telegraph stations and any other
means of rapid communication in the Republic of Honduras; ) '

(c) To lease or otherwise acquire movable or immovable goods, concessions,

rights, exemptions or privileges created by the company which may directly or
indirectly serve the purposes of the corporation; '

(d) To sell, allocate and transfer or otherwise arrange to invest, trade and
negotiate with regard to effects, objects and merchandise and real estate and movable
goods of all kinds and description, and especially ‘land, buildings, roads, raz.lways,

waterways, canals warehouses, electric power infrastructure, ...

(e) The private property of the shareholder shall in no way be lisble in
'respect of the payment of the corporation’s debts." ‘ .

Thus, back at the beginning of the century, the big power objectives of Unlted
Fruit were set forth, Its future competitors <Standard Fruit and Del Monte~ for the
most part clearly followed the objectives and strategies of the pioneer corporation,
with a few modifications which will be considered below.l5/ : .

The basic condition of the contract between United: Fruit- and the govemment :
was that for each kilometer of raiiway constructed by the TNC, it would acquire the

right to receive a certain amount of adjacent land, which would be given over to

14/ our underl:.n:.ng. ' S C
15/ See chapter 2 in this part of the study S -

/the cultivation



the cultivation of bananas.l16/ "In-addition, authorization was given for the free use
"of the wood, stones, lime, sand, etc., found on the vacated land or ejidades”, and
also "of the driving power of the water, of the natural rivers or streams in a
50-kilometer radius of the railway", and it was given the right to construct and use
telegraph and telephone lines.

The terms of the contract between United Fruit and the government, whigh were
laid down in a decree,‘gavg the incentives for the expansion of the TNC by providing
for true tax immmity, providing for ther“construction of a wharf and railway in
return for which the government concedes, for a period‘of 60 years, the iméortation
free of customs duties and any kind of fiscal and municipal, maritime and land taxes
established or which might be established, of machinery, carriages, tools, rails, rail
ties and anything which may be necessary to equip, maintain, exploit and operate the
wharf, train, its branch lines and the various appendages to which it will give rise'.

An example of the imbalance in the bargaining power between the TNC and the
Central American governments of the period is the tax renegotiation of 1832. At the
beginning of that year, the government increased the tax on the useldf river water for
the irrigation of bananas from US$ 3 to US$ 10 per hectare a year, which represented,
approximately, 2.5 US cents Per bunch of bananas exported. The measure gave rise to
furious protests from United Fruit, which threatened to raise the maritime tramsport
and rail rates and lower the wage scale of its Honduran employees. In March 1932,
the Congress adopted an amendment to articie 48 of the law on the use of the country's
water, stipulating that the tax would return to US$ 3 per hectare, or about 1 US cent
per bunch of banana. In addition, it guaranteed the immmity of transnaticnals from
any other tax, contribution or restriction, whether national or departmental, on the
use of water for the next 25.years.

(ii) Social and political aspects’

It goes without saying that the incipient economic power of United Fruit in
the Central American countries also extended to the realm of social and political
relations at both the domestic and the international levels. For example, the

16/ This substantial provision in the concession was met mainly through the
dispossession (sometimes by force) of the native producers (see the bibliography
referred to above).

/famous letter
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famous letter of a high official of the TNC reveéls (in rather crude terms) the
political objectives of the transnationals in the Central American countries:17/

- To obtain implacable contracts in order to avoid competition from other
firms and/or to overrule them and make them receptive to the rules laid down;

- To impose the commercial philosophy of the firm on the country and, in
parficular, to make use of its unscrupulous political leaders by offering them
posts and titles; ' ‘

~ In general, all the corporation's strategies nust sirengthen its power and
further its progress, impose its discipline and methods of work, but at.the same
‘time it must operate in such a way as not to expose its ambitions for dominance.

Finally, the ties between the mother country of the transnational and the
"banana republic” of that day and age can be illustrated with a quotation from the
statement made by President Theodore Roosevelt on 6 December 1904,18/ in which he
said that the interests of his country.and those of its neighbours to the south
were really identical. They had great natural wealth, and if law and justice reigned
within their boundaries, they would be certain to‘achieve prosperity. So long as
they obeyed the basic laws of civilizéd society, they could rest assured that they
would be treated courteously and sympafhetically by the North Americans. ‘ The United
States would only interfere as a last resért and then only if it were clear that
their inability or laék of will to do justice in their country and abroad was in
violation of the laws of the United States.

The turbulent political history of Central America in this century shows that
the objéctives referred to above are not confined to the realm of declared
intentions. Since our study is fbcused on the economic aspects of bargaining power
and on the relative costs and benefits, this parenthesis has been opened only to
acknowledge the importance of their projection into the political sphere. - '

(iii) Economic domination

At the beginning of the 1970s, i.e., on the threshold of the profound changes

in the banana policies'of the Central American governments, the Honduran banana

17/ Letter from H.V, Rolston to Luis Melarra, Manager of the Company in San
Pedro Sula, first published in the review Vanguardia of 20 October 1848 in San
Pedro Sula, Cort&s, Honduras, and reproduced in the Tegucigalpa newspaper El Guia
on 26 May 1975. Only the political goals of the TNC revealed in it are summarized
here,
18/ See C.D. Kepner and J.H. Soothill, op. cit.
/industry and
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industry and much of the economy of the country were dominated by two United States
transnationals -United Brands and Castle and Cooke. The available data reproduced
in table 2 shows that these companies' holdings included over 140 000 hectares of
the country's farmlands, only a small proportion of which (about 10%) was devoted
to the cultivation of bananas. Most of the land was held in reserve and was not
cultivated at all. This was the result of the abandonment of plantations affected
by plant diseases and also because the system of extensive irrigation required the
inundation of large surfaces of unused land to prevent a surplus of water on the
cultivated land,

The THCs dominated the entire banana marketing sector, including the marketing
of bananas from associated producers; the railways, manufacturing plants, etec.,
which increased their bargaining power and was the basis of a profound imbalance in
the distribution of gains. In chapters II and III of this historical recital, we

shall analyse these aspects in greater depth.

2. New TNC strategies in the postwar period

At the end of the 19505,'various factors were responsible for curtailing the
monopoly of United Fruit in the banana market in the western hemisphere. These
included the Panama disease, which affected the Central American plantations, and
the various strategies'of the transnational corporations to cope with the risks and
reduce the costs of the.industry; the anti-trust legislation and the efforts of
the United States Govermment to increase the competition in the banana market and,
finally, the fact that the peoples and governments of Céntral America were beginning
to become aware of the unedual distribution of the gains derived from the preduction
of bananas.

The reaction of the transnational corporations to these events varied
considerably depending on their economic power, the position tﬁey held in the
market and the approach taken in their individual strategies. There follows a
discussion of the main bhanges which occurred in the years 1950 and 1960 which led
to the establishment of an oligopolistic banana market dominated by (in addition
to United Fruit, which previously had the monopoly) two newcomers to this in&ustry
-Standard Fruit (later Castle and Cooke) and Del Monte. We shall look first at the

implications of the social pressure on the TNCs in the typical case of Honduras.

/Table 2
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Table_2

HONDURASs CONTROL OF THE COUNTRY'S ECONOMY.BY UNITED BRANDS AND
CASTLE AND COOKE AT THE BEGINNING OF THE 1970s

Indicator . _ Pericd Unit

1. United Brands

Land holdings - total . 1972 Thectares 76 400
- Cultivation of bananas: holdings = 1972 hectares 8 420
- Cultivation of bananas: associated

producers ' 1872 ‘ hectares ‘ 2 968
~ Railway holdings ‘ : 1961 . . miles 359

- Ownership of industrial plants
(crates, banana purde, oils,

plastics) : 1972 units 5
2., Castle and Cocke .
Land heldings - total 1972-1973 hectares 65 280
- Cultivation of bananas: holdings 1872-1973 hectares 6 092a/
~ Cultivation of bananas: associated - -
producers 1972-1973 hectares _ 2 790
Participation in industrial plants 1972 percentage
of capital
- Butter and Atlantida soap o _ - 8l
~ Qil containers _ ‘ 59
- Carboard packing boxes : - 100
- Plastiecs = - - S < - 100
= Brewery _ B4
- Industrial containers : 85
- National real estate company 54
3. Exports X _ ) _
United Brands : - . 1973 .. percentage of 46
L 4
Castle and Cooke 1973 the country’s 54

total

Source: UNCTAD, The Marketing and Distribution System for Bananas (TC/BJC.l/lGQ),

1968, pp. 22-25 and CEPAL, Transnational Corporations in the Banana Industry
of Central America (E/CEPAL/L,203), 1979, pp. 78-73.

/(a) Reaction
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(a) Reaction of the THCs to the social préssure in Honduras 19/

.At the beginning of the 1950s, the banana transpationals emplbyed close to
35 000 people in Honduras, i.e., close to 5% of .the economically active population
and 20% of the country's wage earners. The initial expansion of the companies in the
sparéely settled aﬁeas with an'ﬁﬂhééifhy climate forced them to hire workers in the
Caribbean islands, Mexico and other parts of Central America, paying them wages which
wefe sufficiently remumnerative to attract a migratory flow. This led to the
establishment of the elite of banana labourers, who, up to the 1950s, earned daily
wages three times higher than workers in other rural areas. This relatively
privileged position and the concentration of labourers on extensive bapana
plantations made it possible to create a labour organization in Honduras which was
still very strong in 1954.

The establishment of the labour organizations in the two transnational
corporations (CITRATERCO on the United Fruit .plantatiohs and SUFRAETCO on ’chbse of
Standard Fruit) was the result of a prolonged strike in 1954 which led to a
substantial rise in wages (from 0.87 to 4.08 lempiras a day).20/ The transnationsl
responded to this political pressure by reducing employment considerably -from
35 000 employees in 1953 to 15 000 in 1960- and the number of employees now stands
at about 18 000. This reduction in the labour force was made possible by the
abandonment of the plantations affected by diseases, the creation of the associate
producers system and, primarily, by the substantial increase in the productivity of
labour due to technological changes which will be analysed below.

These changes in strategy have also been furthered by the disputes between the
companies and the peasants, who in the 1860s tried to occupy the reserve land to
ensure their livelihood through the production of cereals, etc.. The government of
the period reacted to these Qccurrences.by declafing the.fifst land reform act in
1962 which primarily affected the wnused land of the transnationals. A coup d'Etat
paralysed the land reform, but in any case the companies felt the need to diversify
their means of controlling the production of bananas, primarily through the system

of associated producers.

19/ See Daniel Slutzky and Esther Alonso, lLes transformations récentes de
1l'enclave bananilre au Honduras, CETRAL (mimecgraphed document), 1979.
20/ Cne lempira = 50 United States cents.

/(b) Increase
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(b) Increase in the productivity and profitability of the industry due to
technological change

From the point of view of the transnationals,'thé social and political pressure
can them was accompanied by greater 1iabilities in the banana trade and an increase
in the cost of labour, a situation which was aggravated by the effects of the
diseases to which the Crops . were subject and a reduction of the real prices of
bananas on the world markefs, particularly in the 1960s. The transnationals reacted
by introducing the Cavendish, a new variety of banana, which not only was more
resistant to the diseases but also made it possible to intensify production with a
larger number of plants per hectare. In addition, the new system of packing in
boxes helped to decrease the losses of produce. The results, in the case of
Honduras, may be seen in table 3. Between the pebidds 1950-1954 and 1970-1374,
production, expressed in number of baoxes per hectare, increased 2.6 times over and
labour productivity, 3.9 times over, which resulted in a cut in the number of
perscns employed per hectave from 1 5u4 to"l 036, i.e., by cne~third. As for the
strategies of the biggest competitors in the industry -United Brands and Standard
Fruit-, they differed substantially, at least in the early stages of dealing with
the growing liabilities of the bamana trade. _ |

United Fruit, with its large landholdings in Central America and control over
transport and the United States"mafket (80% in 1950), was able to absorb the
high costs generated by the disease more easily than ité emerging competitor,
Standard Fruit (9% of the market in 1950), or the local producers. The strategy
initially followed by United Fruit was to continue using the same production
technlques as before but to switch to new land periodically. o

This approach, however, also made Unlted Frult less flex1ble than its
competitors which were struggling to achieve greater participation in the market.

On the other hand, the competing transnational corporation, Standard Fruit,
tried to strengthen its position on the market by using a new variety of banana
which was resistant to Panama disease and yielded more fruit. This scolution was
attractive in that it did not entail the expense of moving the plantations to other
land. The new variety was, however, highly delicate by cowparison with those
cultivated formerly and ité use therefore entailed highér losses in maritime

transport as well as rejection on the market due to the poor quality of the fruit.

/Table 3
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Table -3

- HONDURAS: INTENSITY. IN PRODUCTIVITY OF THE BANANA INDUSTRY
{1950~ 1974) ' ;

e o . 1960-1964 |
Indlcator_ - 7 1950-195% - Anpnual “averages - 1970-1974
Boxes per hectare | o 1,181, - . 2.208
Boxes per labourer - - - 852 . 1030 o 2131 .

Labourer per hectare ' '~ .- 1584 1137 - 10836,

Source: Daniel Slutzky and Esther Alenso, op. cit.

For this reason, the plantlng of 1 new varletles of fruit also necessitated the use of
a new t@chnology for packzng it: it was packed in boxes in the produc1ng cotntry
1nstead of be1ng shlpped in bunches. .

The success of the programme adopted by Standard Fruit in the marKet of the ©
Unlted States forced Unlted Frult to follow the same course later. - By the mid-1960s,
both banana corporatlons were u31ng 31milar technolog;es however, the initial
advantage obtalned by Unlted Pruit was partly respons;ble for undercutting the
monopoly p051t1on formerly malntalned by Unlted Frult ‘whose part1c1pat10n in the -
market of the Unlted States fell from 80% in 1950 té 45% in 1970. R

The new technology used in packlng thé bananas also requlred investments in the
construction of box factorles. Both Standard Fruit and United Friit had built
thelr own box factorzes (cartoneras) in Honduras énd Panama.

(c)_. The associate producers Aprogramme

The introduction of the assac1ate producers programme changed the way in
whlch the banana 1ndustry was organlzed Actually it ‘occurred "as a reaction on the
part of the transnat;onals to the criticisms of their power in the Central American
count:aes and also as a means of transferring the production risks and social
expenses to the produc1ng country In this connexion it should be noted that the
labourers worklng,in the banana enclaves enjoyed 11V1ng econditions: which were
considerably better than those of other workers in the’ rural sector of Central
America. The transnational corporations provided their labourers not only with

g /higher wages
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higher wages by comparison with the vest of the agricultural sector but also with
housing, education and free medical attention which, although below the levels
requirved in the industrialized countries, represented a considerable improvement over
the conditions which prevailed outside the plantations. In addition, the ownership
of sérvices-and ships by the companies greatly reduced the multiplier effect in the
16¢al economy. This aspect of the operation of the transnational corporations was
very much in their favour in that it reduced the risk of labour unrest and ensured

an enclave labour forece which depended on the success of the operations of the firms.

Under the associate producers' programme, the transnational corporations sold
or leased the banmana plantations to local producers partially freeing themselves
not only from the risk of production (diseases, natural disasters, market price
flucfuations, etc.) but also from the social expenses described above, . This
strategy also made it possible to stand up against the anti-trust legislation of
the United States Government (see the following part) and to deal with the
criticisms levelled at the producer countries for permitting the foreign domination
of their natural resources.

The associate producers weve kept dependent on the transnational corporations
in that the latter controlled the production inputs and services (technical
assistance and eredits) and through long-term contracts in which the TNCs set the
purchase price of a given grade of banana. No quantity was specified, however, so
that the foreign countries could decide how much to purchase and reduce their
purchases in periods of surplus supply. Since they retained control over the .
marketing, transport and the United States' market, the local producers and third
party companies could not purchase the surplus fruit and increase the competition.

In Honduras, the associate producers' system was begun in 1952 with the
leasing of approximately 20 hectares of banana holdings to cach of the "old ‘faithful®
workers chosen by the company. A token rent of 1 lempira a year was paid, but, on
the other hand, the producer was under obligation to sell fhe Fruit exclusively to
the transnational for the price determined by it, giVing it a discount of 30% on
the purchase price to cover the development expenses of the plantation, relating to
land preparation, irrigation, canals, and drainage, etc. On the other hand, the
company took responsibility, with no cost whatscever for the producer,for Fumigating
the plantations and transporting the fruit to the packing centres. The irrigation
punps and facilities, means of transport andlcentres where the fruit was packed

remained in the hands of the transnational.
/As was
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As was foreseen, a number of Central American countries opposed the transfer of
the plantations. of -the transnational corporatione to the national producers on érounds
that the foreign companies themselves should go on bearing.the risk inherent in the
industry. and providing social services for the labour force. The assoc%ate'producens'
system has, however, been applied to the TNCs in all the Central Ameficen countries.iI
which the banana industry is dominated by the three North Amerlcan THCs, Towards the
end of the 19702, United.Brands and Standard Fruit together controlled 85% of the o
area planted in bananas in Honduras, with 57% of the total planted under dlrect ,
ovmership and 28% in the hands of associate producers, The percentages relatlng “to
United Brands.in Panama were 87% of the total, 67% owned directly and 20% in the hands
of associate producers (see tables 26 and 29 below). o | C

The final conclusion must be that the llnks of assoc1at10n between the ndtlonal
producers .and the TNCs as described above constitute a klnd of unllateral and A
virtually exclusive dependence of the former on the transnatlonals. Thus, there is
no justification for calling them "independent producers” as they are often referred
to in the literature and statistics on the subject. Natlonal producers become
independent -of the TNCs only if the State and the organlzatlons dlrected or
supported by .it succeed in, replacing or llmltlng the power of the TNCs 1n the ‘
industry's dec:.s:l.ve ties with regard to technology, financ:.ng a.nd marketlng of
bananas. -We.shall return to the bargaining power of both partles under th;s new
type of contract later on in this study, We shall now look at the reaction of
the TNCs to-the anti-trust policy, which occasioned anothe:o iinpoftent chan.'ge in their
new postwar strategy. | ' A

(d)  Anti-trust legislation of the United States and the reaetlon of the
transnational corporations

Another 1mportant well—sprlng of change in the banana industry, in addition
to the new strategles of the tranSnatlonal corporatlons which ‘emerged in response to
the productlon rigks, was the anti- trust leglslatlon and the efforts of the
Government of the Unlted States to 11m1t the moncpoly control of United Fruit over
the marketing of bananas in that country. These gave rise to the signing of the
Consent Decree of 1958 under which United Fruit was ochbligated to hand over to a
new independent company 25% of its western hemlsphere property in the -form of
plantatlons and facalltles in the producing countries and the transportation and -
marketing of bananas in. the Unlted States. ' The banana transnational reacted by -

introducing 1ts own strategies in both the producing countrles of Central America -

and the domestic market of the United States. '
/(i) In
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(i) In the producer countries

As mentioned above, the Consent Decree required United P'ruit to hand over to a
new independent company approximately 25% of its operations in the western hemisphere.
In 1967, after prolonged litigation, the company came up with a plan to transfer its
Panama division, which was accepted by the Department of Justice of the United States.
The Government of Panama, however, opposed the transfer, and United Fruit suggested as
an altermative the sale of its possessions in Guatemala to Del Monte Fruit
Corporation.

The latter was a diversified company which specialized in canned and other
food. Although the Del Monte corporation steood to profit by extending its
activities to new spheres of interest, its main motive in acquiring the banana
operations of United Fruit in Guatemala was to block a previous purchase bid by
that company. Del Monte also bought a small banana company in Costa Rica.

On purchasing the banana operations of the United Fruit in Guatemala in 1970,
Del Monte became an important exporteb of bananas and began to expand vertically
to marketing activities in the United States, where, in 1975, its participation
amounted to 17% of total banana sales (see table 5). Integration with distribution
services was achieved by purchasing a number of air and road transport companies.

(ii) In the market of the United States

Under the new terms of operation in conformity with the principle of
independence between the banana companies and the intermediaries, United Fruit
employed two main strategies: the first consisted in establishing a close
relationship between technical assistance and influence in the distribution of
bananas, which was made easier by the strong existing links between the operations
of off-loading the fruit dockside and marketing it in the retail sales centres. The
second strategy, which complemented the first, was to use registered trade marks
for hiéh-quality bananas with the objective of winning the loyalty of the consumer.

The first strategy consisted in establishing relations of dependence with the
intermediaries through technical studies, research, publicity and sales promotion
and by providing free assistance in such activities as the construction and .
renovation of ripening rooms, staff tfaining, the maintenance of warehouses and
retail distribution and sales studies. This informal type of vertical integration
enaﬁled United Fruit to retain a considerable degree of control over the retail

distribution and sale of bananas in the United States.
/Under the
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Under the second strategy, in 1964 United Fruit introduced the "Chiquita" trade
mark in an effort to differentiate its product from that of étandard Fruit and
independent merchants. The transnational hoped that in this way it couid ensure. a
stable market for its exported fruit and pass on the higher costs resulting from the
‘new productlon technology to the consumer, .

In the 1970s both stratégies -technical assistance-to the 1ntermed1ar1es amd
the differentiation of products in marketing ("Dole Fruit” in the case of the
Standard Fruit) had become common, and they made less of a contribution to controlling
the market. In any case they also helped to strengthen the oligopoly in the banana
market by inéréasing'the“barriers erected against the entry of new competitors into.
the industiy.’ L
(e) Diversification of activities and markets ‘ o ,

In the foregoing part of this historical recital, we draw attention to the

strategies adopted by the transnationals to achieve the vertical integration of
the industry, i.e., its domination from the bamana plantations to retail trade in
the United States. The banana transnationals, however, like their countgpparmsiin
other activities, have expanded hovizontally over the past twoudecades,-diverﬁifging
their éct1v1tles in the markets. Among the specific reasoms for this kind. of  -
expansion, we may mention the bigger competition whlch occurred ‘when Unlted Brands
and Del Monte entered the Central American industry and the-Unlted States market,
turnlng the former monopely of United Brands into an oligopoly of three large -
banana transnationals. Other reasons are related to the risky nature of .the banana
business due to the occurrence of diseases on the plantatlons, natural d;sasters, _
price fluctuations on world markets, etc. Finally, and in. 1nst1tutlonal terms, the
political pressure applied by governments in both the producer countries and"thg -,
host country of the transnationals (the anti-trust legislation and measures) wag
also very influential. We shall go on to look-at the horizontal expansion of. the
companies 'ds reflected in some of the ways in which they diversify their sectoral |
activities in the producing countries and at the geographical diversification
associated with the expansion into markets outside the United States..

(i) Producer cowntries. L

As indicated above, only some of the farmland owned by. the transnatlonals Was

planted in bananas, with large areas held in reserve. In the 1nterest of . the TNCS

themselves but also under pressure from local peasants and governments, someﬂ,_

/diversification was
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diversification was being achieved by the introduction of new crops both for export
and local consumption. These included cocoa, African palm for the production of food
oil and grains and livestock, which were first introduced to feed the labourers
employed by the TNC but were later also produced for the market outside the
cdfporation's orbit. These products provided a base for the expansion of the food
industry and in particular the vegetable-oils and margarine industry. As may be
seen in table Y4, only 28 of the total number of 74 establishments owned,by the
United States transnationals in Costa Rica, Guatemala, Honduras, Nicaragua and
Panama belonged to the industries associated with bananas and cther agricultural
crops and only 10 to the vegetable-oils and margarine industry (5 of them in
Honduras). As an import substitution measure, nine new plants for the production
of cardboard boxes and plastics (half of them also in Honduras) have been
established. Finally, in the field of services such as communications and
information, maritime and air tramsport and banks and commerce, some 20
establishments served not only the banana industry but the vrest of the economy as
well. In particular, mention should be made here of the 11 maritime transport
establishments in Panama which clearly originated in the tax and customs duty
advantages offered by that country's free trade zone. It is also probable that the
tapriff advantages of the Central American Common Market constituted one more

reason for this kind of expansion.

The diversification of the activities of the three transnationals does not
mean that the encléve characteristic of the banana activity in Central America or
the decisive importance of bananas in the economies of these countries and their
links with the transnationals and their world stratégies have changed.2)/ On the
contrary, the creation of new economic activities, primarily related to the banana
and agricultural industry, increased the bargaining power of the transnationals
both economically and éécially (managers and technicians associated with the’

transnationals).

21/ It cannot be overlooked that although we are dealing in this study
with banana transnatiopals, it actually relates to larger corporations in the
food industry, only a small part of whose income is derived from the banana
sector (see table 7). /Table 4
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Table 4 .
UPEB COUNTRIES: ESTABLISHMENTS OWNED BY THE THREE BANANA . TNCs
I (Sumber of establishments in 1976)

‘Costa Rica Guatemala Honduras Nicaragua Panama Total

1. By cofporationsr o
United Brands 8

7 13 - 3 3 3u
Del Monte . 5 2 0 0 1w 18,
Standard Fruit | 0 i8 1 - 22
R 9 L s 0w om
2. By type of activity '
Bananas, othér égriT L - :
cultural crops o8 B 18 . 1 1 - 28
Vegetable oils and =~ ' o ,
margarine .. - o2 - 2. 5 1 - © 10
Cold storage plants - ..~ . = = 1 7 - - 1
Breweries e e - l 1 T e - |
Cardboard boxes o . . . - ' A
and plastics i 1 5 1 .1 8
Communications and T - : ' o
information 2 1 1 1 1 6
Maritime and air ' . ‘
transport - . S -, - 1 - 11 12
Banks and commerce . - . 1 . - 2 - - 3
Steel . » o~ 1 - -
Unidentified -~ . 2 - 1 - -3
Total O 3 R U

Source: See Dbnald Cactillo, as referred to in Annex 2 {(selected bibliography).

/Table 5
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Table 5

WORLD BANANA MARKET AND ITS DOMINATION BY THE BIGGER TNCs

' Federal
Indicator Year World al. USA Japan Repg?llc France Italy
Germany
Imports (thousands 1960 3 758 41 1 12 g 2
of metric tons and 1968 S5 235 30 11 11 8 6
% of world total) 1974 6 ubhs 27 15 10 8 5
United Br'ands (%) 1950 75 80 s s [ XX 'D;- ade
© 1870 31 45 11 10 12 L5
1875 28 36 14 o0 15 43
CaS‘tle and COOke (%) 1950 - g PR s see es e
1870 15 37 15 13 - 23
1875 21 g . 38 16 - 28
Del Monte (%} ! 1950 - - Yy s e e 'Y L]
1970 3 8 7 Y - -
1975 12 17 32 10 - -
3 USA TNCS ' 1950 75 89 e "o LY N ] aee
1970 50 S0 33 27 12 68
1975 BL -~ 91 BY. 36 15 71
NOboa (Ecuador) . 1950 - - ass vee san ree eve
19870 5 es's . 4o .. 8. - 10
1975 11 e .9 6 - 15

Source: See Annex 1 (statistical annex).

a/ Excluding the socialist countries in so far as data on the participation of
corporations is concermed.

/(ii) Consumer
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{ii) Consumer markets

Thé'géographical diversification of the sales of three United States
tranSnatlonals 1n the period 1950 1975 is portrayed in table 5, in whlch we can
see that in the period 1960-197u over 70ﬁ of the increase in world’ banana imports
is accounted for by the change 'in position of the largest consumers of this fruit

_ . .which are now the United States, Japan, the Federal Republic of Germany, France and

Italy (65% of ‘the world market in 1974), While the participation of the United States
declined during this period from 41% t§ 20%, that of Japan,in particulap, rose from
1% to 15% and that of Italy, from 2% to 5%. , . a '

In the same table we see how this change in the conposition of banema imports
was ﬁrcjected in the expansion of the three transnationals into the 1eadlng markets
and, in particular, those which changed the most in their relative position. First,
in the market of the United, States, the former monopoly of United Brands, reflected
in its share of 80% in 1950, was replaced by the oligopolistic domination of thlS
market, the United Brands and Castle and Coocke competitors accounting for 38% and
Del Monte for 17% of the United States market in 1975 while the share of the former
monopoly fell to 36%, i.e., smaller than the share of Castle and Cocke. In the
emerging market of Japan, the three lhited States companies increased their joint
share during‘the firét five.§ears of the 1970s from 33% to 84%, in accordance with
the biggef'growth rate of the two competitors of United Brands. Similarly, 43% of
another expanding market -that of Italy- was dominated in 1975 by United Brands
and 28% of it by Castle and Cooke, i.e., a combined share of 71%.

‘Tn the same table it may‘befseen that the biggest oligopolistic concentration
of the three United States transnationals was reflected in the market of the United
States itéelf; where they had a share of 90% in 1970, i.e., nearly twice the
average world concentration, the concentration in the ﬁuropeén market and ‘that of
Japan being much smaller.

In the latter country the situation changed radically in the first five years
of the 1970s when the percentage of concentration became almost the same as that

for the United States market.

/Another interesting
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Another interesting feature is the emergence of independent corporatiocns among
the Latin American producers and, in particular the national private firm, Noboa, in
Ecuador, In 1970, this firm controlled 5% of the world market, a share which more
than doubled over the next five years when the firm attained a higher position in the
markets of Japan, the Federal Republic of Germany and Italy. During the first five '
years of the 1870s, however, this national firm was displaced in the Japanese market
by the three United States transnationals although it increased its share of the
Italian market. ‘ .

From the foregoing analysis it may be concluded that in the first half of the
1970s, i.e., prior to the big changes in the b%naﬁa pbliéy of the Central American
countries, nearly two thirds of the world market was stiil'dominated by the oligopoly
composed of the three United States transnationals. On the other hand, the power of
competition between them differred substantlally, partlcularly in the United States
market. The greater expansion of the Furopesan markets and the market of Japan was
obviously related to the anti-trust measures of the United States government, which
excluded the transnationals from retail trade. In Eurcpe there were also independent
enterprises, including some four Europeén Firms specializing in maritime transport
and in the marketing of bananas. - . '

Among the independent producers, the Ecuadorian firm Noboa standé out in that
its role in the world market in the mid-1970s was coﬁparable'to that played by the
United States corporation Del Monte. In any case, from the point of view of the
bargaining power of the Central American producers, the changes referred to were-
responsible for the maintenance of the barriers against the enfry of independenf"
banana producers on the United States market and for the inerease in their
participation in the other leading world markets.

Finally, the diversificafion'of the world banana markets and their increasing
oligopolistic domination by the transnationals has also been accompanied by a
diversification of sources of supply from the producing countries, also with the
objectives of decreasing the risks inherent in the banana tradé and increasing the
power of the transnationals vis-3-vis the various producmg countries. We shall

return to this poznt in the following chapter.

/11. BARGAINING
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| 1I. BARGAI IWG CAPACITY AND DISTRIBUTION OF GAINS
' . AT THE BEGINNING OF THE 1870s

The foregoing analysis provides us with a summary of the main factovrs in
the bargéiniﬂé cébaciéy‘of the banana transnationals and the Central American
'producefé‘and'enablés us to see the mutual distribution of gains at the beginning
of the 1970s, i.e., prior to the dispute and renegotiation which took place in :
the middle of that decade.

1. Power of the TNCS )

:In Qutlines:1 and 2 an attempt iz made to sketch the main transnat10nal
strategles which throughout this century have constituted their power to control
or: own and hold property including intangibles in the varlous spheres in which
they operate in-both the Central American producing countries and the consumer.
market in the United States and the main strategic changes after the War, On the
eve of the renepgotiation, the vertical 1ntegrat10n of the 1ndustry had been )
accomplished: the transnationals dominated the productlon and marketing of bananas
in the Central American countries and the economic and soczalulnfrastructure
related ‘to this industry. The new post-war strategies did not diﬁinish thé power
of the transnationals. [The technological chénges, thé new associate producers
system and- the transfer. of ownership within the oligopoly resulted in (fpr the
companies primarily) a considerable increase in.producfivity énd préfitability of
their activities with. fewer of -the liabilities attached.tb the_natuvgsof the ?anana
trade and to the emerging and increasing politigai pressufe.exerted on the o
transnationals., ‘ . . ‘ ‘ o ) ,‘ ‘

In the .United States market, the former total monqpély held by UnitgdlBrands
was replaced by the oligopoly which included another two big transnationgis in the
food industry of that country and by new methods of maintaining indirect-contnoi |
over the transport, ripening process and retail trade of the fruit (to combat‘the
anti-trust legislation and measures of the Government). .Pinallj, the transnafionals
diversified their sales, managing to secure a high degree of control over néwll
markets in Europe and Japan. This extension of the oligopolistic power in wdrlé
terms increased the barriers against the entry of the independent Central American

producers, = .-

/OUTLINE 1
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OUTLINE 1

BANANA TRANSNATIONALS: ORIGINAL STRATEGY FOR VERTICAL INTEGRATION
AND OLIGOPOLISTIC DOMINATION OF THE INDUSTRY

Sphere of action

A,

B-

Producer countries

1.

2,

s,

Agricultural
plantations
(including
non-banana
plantations)

Production and
general
infrastructure

{a) Transport

{b) Communications

{c) Comstruction
(d) Energy
(e) Social works

Intangibles

Consumer country (USA)

Property ownership or holding (including'intangibles)

1.

2,

3.

Transport and
ripening

Commerce

Intangibles

Cultivated land and reserves (including non-
agricultural lands); ‘ ' ‘
Waterfront property;

Irrigation systems;

Buildings, workshops, warehouses, etc.;
Production inputs (seeds, chemicals, tools and
utensils, etc.);

Means of transport on the plantation (including
tramvays, fumigation aircraft, cables, etc.).

'Railways, including immovable property and movable

equipment, ete.;
Roads, highways and other land and waterways,

‘including the motor force provided by them; canals;

trains; bridges and viaducts, etc.;

Wharfs, including the immovable property and loading

equipment, relating to them,

Stations, telephone switchboards and lines and
wireless statioms.

Equipment and materials.
Motor resources, transmission plants and lines.

Dwellings, shops and warehouses, schools, medical

"centres and hospitals, etc.

Capital, technology, administration, concessions,
exemption rights and privileges, etc.

Maritime lines, insurance, wharfs and equipment;
trucks and ripening rooms.

Centres, wholesale and retail establishments and
marketing equipment.

Capital, transport technology and administration,
ripening and marketing including quality control
and advertising.

/OUTLINE 2
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OUTLINE 2

BANANA TRANSNATIONALS: NEW STRATEGIES FOR PIVERSIFYING ACTIVITIES
IN REACTION TO POLITICAL AND PRESSURE .(BARRIERS)
AND PRESSURE FROM COMPETITORS

T

Field of action Strategy changes B

A. Producer countries

1., Banana plantations (a) Production techhologl .
' ::(i).Introduction of a new more resistant and
productive variety;

(ii) Pécklng fruit in boxes (and importing cor
-manufacturing such boxes);

(b) Ownersh;p and control

(i) Associate producers: leasing or selling land;
Technical assistance, sale.of inputs and
services, etc.;

Captive marketing clauses;
©Transfer bfjsocial works to the public sector:

(ii) T™C oligopoly: transfer in response to the
. antitrust legislation of the USA,

2. Banana‘exports - " Geographical diversification of sources of supply.
3. Manufactures and, . “'Horlzoﬁtal ‘growth;
other sectors " Pood industry;

Other manufactures and services.

v

B. Consumer countries

1. Unlted Brands in, (&) Ownership and control (antitrust legislation)
the USA ' a ) '

(i) Transfer of transport, ripening and trade
facilities to independent intermediaries;

:{ii) Indirect control over them through technical
~ assistance, trade marks and commercial
advertising.

» o : - -~ (b) Herizontal growth in other 1ndustrlal and
LG commercial activities.

2. World marketing - (a) Diversification of ("non—tradltlonal‘)
- consumey markets-

{b) Horizontal growth of oligopoly of the three
United States TNCs towards Europe and Japan
(including marketing);

{c¢) Sourcing and marketing zones.

/2. Bargaining
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2, Bargaining capacity of the Central American countries

The integral power of the TNCs over the banana sector in Latin America is
responsible for thé lack of capacity on the part of the governments-fo bargain
with the transnationals. The importance of this external unilateral link was of
course greater in the countriés whose économic development. depended on a high
degree of banana production and export. On the other hand, the share of the
Central Amerxcan producers 1n the world food market in general, ‘and 'in supplylng
the three United States. TNCs, 1n partlcular, represented a large potential in
favour of their bargaining capagity.. We shall now briefly consider each of
these factors., -

(a) Dependence of the banana sector

In spite of the diversification shown in the structure of exports from
Central American countries since the 1960s, the economieg of these countries,
particularly those of Costa Rica, Honduras and Panama, remain very dependent‘on
banana exports owing to the big share of banana production in the economy of these
countries and the big role played by banana exports in their total-expoﬁts.

In 1973, the banana expofts of these three countries represented 5.9%, 10.4%
and 4,3%, respectively, of the gross domestic product and 26.3%, 35.9% and 46.3%,
respectlvely, of thelr exports (see table 6). In'the oaee of'Panema, the share"
of bananas in exports would be 56.3% if the value of petroleum derlvatives were
excluded from total exports. The same year (1973) the banana sector in those
countries directly employed close to 53 000 peoble -a very large number for a
single product. “The labour employed in the banana ihdusfrﬁ in Costa Rica, Honduras
and Panama ‘represented, respectively, 3. 8% 2 6% and 2.1% of the economically
active populatlon and 10.4%, U, 7% and 7, l% of total farm employment.

This dependence of the Central American economles on a single export
vesulted in an imbalance in the bargaining power in favour of the transnatlonals
which dominated the banana industry, Of course, the power imbalance also
appeared in the social and political spheres where what were insultingly known as

the "banana republics” of the period depended unllatevally on the transnatlonals
and their host country.

/Table 6
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Tahie 6
RELATIVE SHARE OF BAMANA EXPORTS IN THE GROSS DOMESTIC PRODUCT
AND IN THE TOTAL VALUE OF EXPORTS OF THE UPEB COUNTRIES
{IN PERCENTAGES)

- (Average for fhe_ggriod 1973 and 1877)

Share of banana exports in

‘ Countries . _
Gross domestic product Total value of exports

Colombia 0.8 2.4

Costa Rica 7.0 . 24,3
Guatemala 1.0 o 3.7
'Honduras ' 8,2 23

Panama T 3.3 : 42,0
Dominican Republic ' 0.05 ©0.24

Source: UPEB, on the basis of national data.

(b}  Position in the world market
On the other hand, a potentially very important factor in bargaining

capacity was present -the position of the Central American countries in the world
banana market both in generai ferms and with regard to the supply of the individual
transnationals, The first aspect is analyzed in table 7. |

In the mid-1970s, Latin America dominated over half the world production of
bananas and nearly three-fourths of their marketing at world level. Four Central
American cquntfies (Costé Rica, Guatemala, Honduras and Panama) accounted for
35% of world expérts, other big exporters being Ecuador with 17% and Colombia
with 4.5%.22/ - -

22/ The significant difference between the world marketing and production
shares in the case of the Central American countries is due to the fact that
in these countries local consumption is much lower than in African and Asian
countries.

/Table 7
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Table 7

LATIN AMERICA: POSITION IN WORLD BANANA PRODUCTION

AND EXPORTS, 1974-1976

Export value, 1974-1976

Production in 1975

'Percentage share of

Producer countries ' o ‘Millions Total
_ Thousands % of Us$ ' World

of tons (annual orl . exports

. average) exports of the

erag ' country

World {excluding R . .

socialist countries) 34 209 100.0 788,2 100.0 rew
Developed countries 639 2 - 55,0 7.0 cee
Developing countries 33 570 - 98 733.2 93.0 coe
Latin America- : 18 570 52 -586,0 - 74,3 evs
Costa Rica 1121 -3 129.6 lG.H 25,6
Guatemala 520 2 ~ 18,8 2.4 2.9
" Honduras . BB2 2 72.3 - 9.2 23,1
Panama - 989 3 58.9 7.2 23.6
Total for four countries 3 482 10 279.4 35,4 cas
Colombia 1 050 3 35.1 4,5 2.3
Ecuador _ 2 Suy 7 130,5 16.6 12,4
Africa and Middle Fast 4 010 11 54 - . 6.8" ces
Asia : 12 950 36 93 11.8 ves
Philippines R A & 4 64.7 8.2 2.6

Source: CEPAL, on the basis of estimates made by the United Nations Centre for
Transnational Corporations in Transnational Corporations in Food and Beverage

Processing (ST/CTC/18), United Nations, New York, 1961,

/{c) Position



(¢) Position in the supplying of the TNCs
It goes without saying that the dependence of the three United States

banana transnationals on Latin America in general and the Central American
‘countries in particular was greater than the share of those countries in world .-
imports. In 1973, the banana trade conducted by United Brands, Castle and Cooke
and Del Monte was almost totally dependent on fruit of Latin American origin
-{93%, 99% and 100%, respectively) (see table 8), For their part, the Five
countries which later on comprised UPEB (Colombia, Costa Rica, Guatemala, Honduras
and Panama) were in the same year very important for the banana activities of
those companies, supplying them with about 82%, in the case of United Brands,

73% in the case of Castle and Cooke, and 100% in the case of Del Monte. Honduras
" led, providing United Brands with 22% of its supplies and 49% of the supplies of
Castle and Cooke. United Brands, on the othér hand, depended on Panamanian |
bananas for one-third of its suppiies. Apart from the five Central American
countries which later formed the membership of UPEB, the most important exporting
country was Ecuador, which provided 11% of the supplies of United Brands and

26% of those of Castle and Cocke. '

To understand the economic import of the high share of the future UPEB
countrles in the supply of the three transnationals, let us lock at the 1mportance
of the banana trade for their global objectives and strategies. As indicated
above, these are important countries in the Uﬁited States food industry of whose
diversified activities bananas represent only one aspect. Actually, in 1973
the share of bananas in the total sales of United Brands was 2u4%, in those of
‘Castle and Cooke, 29% and in those of Del Monte, 7% (and, morecver, pineapples
are included in the latter case), On the other hand, the data available on the
sectoral origin of the profits show that in the same year (1973) 40% of the total
profits of United Brands were derived from the hanana trade (or nearly twice
the share of bananas in total sales). The analogous figure for Del Monte was 17%
in respect of profits by comparison with 7% in respect of sales (including
pineapples). As is clear from the same table (B8}, the rate of profitability of
the banana trade in 1976, in comparison with sales was, in the case of United

Brands, five times higher than that for other foods.

/Table 8
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THREE USA~BASED TNCs:

Table 8

IMPORTANCE OF THE LATIN AMERICAN BANANA PRODUCERS

Castle and Cooke

Indicator United Brands Del Monte
: 1970 1973 1976 1970 1973 1976 1970 1973 1875

l. Total sales (millions of dollars) 1 38y 1 842 2 277 5093! 649 ~ 850 753a/ 1 043&/ 1 430&/

- Bananas (%) 27 ¢ 24 28 29 29 - 30 ab/ Ta/ 12b/

- Other foods (%) 65 68 60 42 46 53 83~ 78 77
2. Total profits (millions of dollars) res 58 56 e 71 B8 62¢c/ 90 . 124

- Bananas (%) = . 82 40 62 76 76 §b/  17b/  26b/

- Other foods (%): 41 16 83 78 77
3. Profits/sales (%) 3 "2 11 10 - 9a/ 9a/

- Bananas (%) 6 5 Y 11 9 i l6a/b/ lSa/b/

-~ Other foods (%) 2 1 - %a/~  8a/
4, Qrigin of bananas (%)

- Colombia 8 3 13 tes - .re ves - “vs

- Costa Rica 19 . 20 ere PP - 12 cen cuse 46 ess

- Guatemala 10 o P ‘e - “os cee 54 ves

- Honduras 24 - 22 49

- Panama 36 - 33 s e C- .o cee e e

- Total UPEB 97 82 72 cus 73§j s Ceee 100 ras

~ Ecuador 1 11 15 26 -

- Total latin Amerlca 98 93 87 “es - 99 - can 100 vae

~ Others e/ 2 13 ves 1 .o ces - vee

7

Sources UPEBR, Estudic sobre empresas transnaCLOnales, May 1977,

a/

Total earnings and their distribution.
Including pineapples,

1971.

Including Nicaragua - 12%.

Philippines:

L% in 1973 and 9% in 1976,
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From the preceding analysis some tentative conclusions may be drawn on the
bargaining capacity of both parties in the mid-1970s, First of all, it seems
obvious that while the transnationals dominated the banana industry in Central
America, that industry was of great importance for the transnationals and their
global profits. Of course although advantage should have been taken of this
potential interdependence between the two parties as a real factor in the
bargaining capacity of the Central American producing countries, there had first
to be political will on the part of the governments to use it to promote greater
gains for their economies and second the Latin American producing countries had
to be as unified as possible in order to confront the transnationals with joint
and mutually co-ordinated action.

On the other hand, from the point of view of the banana companies, the
cbjective was to owvercome or at least reduce the unilateral dependence on the
.Central American banana sector by identifying sources of supply in other
geographical areas. As may also be observed in table 7, United Brands actually
showed a tendency to diversify its sources of supply by buying fruit from Ecuador
and other countries outside the region, in particular the Philippines. It was,
however, difficult for the TCs to cut or reduce substantially their links with
the region because of the high investments made in this area, lower transport
costs, traditional brand names, etc. These factors determined the attitude taken
later by the transnationals and, in particular, by United Brands in its efforts
to defend the positions it had established in Central America, resorting in
particular to tactics aimed at dividing the producer countries in their political
action and positions, particularly in producer countries of utmost importance,

such as Honduras and Panama.

3. Distribution of gains

In view of the unequal bargaining capacity, the tramsnational corporations
appropriated the majority of the gains derived from the industry. The links with
the national economy and the tax income obtained by the recipient governments
were relatively insignificant. It was only initially that the establishment of
banana plantations resulted in some development of the countries' economic -
infrastructure, as reflected, for example, in the construction of railways and

port installations. For that reason, the producer countries depended almost

/exclusively on
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exclusively on fiscal measures to obtain greater gains from the operation of
transnational enterprises in their economies,

In this part we shall be examining the small amount of data available for
the period around the beginning of the 1970s, i.e., prior to the establishment
of UPEB, At least, they serve to illustrate the unequal distribution of gains
by showing the lack of impact had by taxes and other components of the value
returned from exports, the margins of the final price of bananas and the constant
decline in the real prices of this fruit,

{(a) Taxation of the TNCs

Even since the end of the past century, the banana sector has been developed
with a great deal of support from the governments, which conceded a wide range
of privileges and exemptions to the TNCs. These privileges were granted in
contracts entered into between the governments and the corporations which offered
to further the development of the activity. The contracts were later raised to
the category of laws for adoption by the legislative bodies of the respective
countries, The contracts with the TNCs ran for long periods from 58 to 99 years
(see table 9). Their operative part referred to an exemption which, from the
taxation point of wiew, would be given to the banana sector both during the
period of its development and when production and exportation were in full swing.
Practically all the contracts entered into during the first decade of this century
guarantee the banana sector exemption from any tax or contribution, whether
national or municipal, already established or to be established, during the term
of the respective contract. The only tax paid by the transnationals up to the
end of the 1940s was an export tax paid at an infinitesimal rate of 1-2 cents
per bunch of bananas exported. Consequently, in that period the tax instrument
was employed only to stimulate the development of the banana sector and in no
wise as a mechanism for transferring resources to the public sector.

In the postwar period and particularly towards the end of the 1940s,
governments began to be concerned to tap some resources by applying the tax
instrument to the banana sector., The obligation to pay some of the established
taxes, such as the tax on profits, consular duties, import duties on some products,
etc.,, began to be introduced in the contracts. There was still an express

agreement concerning either the rate of the tax accepted when exemption from

/Table 9
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Table 9

CENTRAL AMERICA TAX POSITIONS OF: THE CONTRACTS BETWEEN GUVERNHENTS
AND BANANA COMPANIES PRIOR TO:THE WAR AND "CHANGES®
: INTRODUCED LATER )

Indicator” - ~ Costa Rica - - " .Guatemala. . Honduras - . Panama

1. Coﬁﬁany o . United Fruit .+ United Fruit " sStandard Fruit - United Fruit

2. Opiginal date

of the comtract’ - 1830 - 1924 o 11810 - 1997
3. Duration.(yéérs) E! o 58 - - 70 _ ‘99 o . 59
L, Export téx per : e . . . ) |
hand (US cents) = 1 (1910) ©T1 (1924) . 2.25 (1819) ' -1 (1927)
. ' 2 (1930) 1.5 (1938) - - : . 2 (1934)- &
"2 (19u9) : g :
5. Tax on profits (3) 15 (1949) : 30 (1956) .- © 15 (1949) - 15<(1950)

" 30 (1954) - . : .30 (1955) . . 30. (19583

6. Import duties and : . B 5 . .
cther taxes ' . Tétal exemption . Total exemption Total exemption " Total exemption

7. Foreign currency . - S S ,
regulations Local payments only . Neme - ' ' None B . None

Source Frank Ellls, Expeort Valuation and Intra-Firm Transfers in the Banana Export Industry 1n Central America,
Institute of Development Studies, Sussex University, 24%.February 1978
a/ After subsequent exten31on.
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the general rules applied or it was stipulated that the tax woul be paid on the
basis bf_the general regulations and rates in effect at the time the contract

was signed, it being undénstood, however, that they could not be increased during
the time of the contract. On the other hand, up until the 1970s many of the

tax incentives were maintainsd, some ‘&s a means of furthering the development of
the banana sector and others. as left overs from past decades, which it was not.
possible to get rid of entirely. It was, however, clear in that period that the
governments were beginning to be interested in tapping resources from the
activity by means of taxes.

In any case, until the new export tax was put into effect in 1374, the
Central American governments tapped only a small part of the income which the
TNCs derived from the banana sector. According to the estimates contained in
table 10 and on the basis of data from United Brands itself, in the period
1870-1973 the public sector in Costa Rica, Guateﬁala, Honduras and Panama were
syphoning off only about 3-4% of the sales income and 39-57% of the profits made
by the banana industry in those four countries. A ' | A
(b) Other compénents of the returns on banana exports

' 'Apart from the taxes paid by the transnationals to the government, the

local expenses of the companies comprise the largest part of the returns on banana
exports, For the period under review here, we have no direct data on the local
expenditure of the transnationals in the Central American countries nor on their
payments to the exterior., Some approximate figures in this connexion are provided
by the calculations whicﬁ appear in table 1l for the case of Honduras in the
period 1970-1874, In this table the respective values of banana exports
conducted by the companieé are compared with the returns to the economy of the
country expressed in terms of the amount df foreign exchange which entered the
country through the transnatipnais to cover their local egpenses.ggf In the table
it may be seeﬁ that during fhg first half of the 1970s, oniy 54% of the value

of banana exports returned to the country to cover the local expenses of the

23/ Since there is a fixed rate of exchange between the Honduran lempira
and the United States dollar (1 lempira = US$ 0,50) and there is no parallel
exchange market in the country, the data of the Banco Central de Honduras
can be considered to be relatively reliable for calculating this part of the
returns. ' ' -

/Table 10
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Table 10

COSTA RICA, GUATEMALA, HONDURAS AND PANAMA: SHARE IN THE INCOME
OF UNITED BRANDS (1970-1973)

Indicator Unit 1970 1972 1973
1. Income from banana sales - total Millions of US$ 380 451 450
From the four countries a/ - Millions of US$ . 338 4ol 355
Percentage . 89 89 79
2. Profits of the banana division Millions of USS = ... 35 26
From the four countries a/ Millions of USS aee 31 21
Percentage 89 89 79
3. Payments made by the TNC to the. ‘
governments of the four countries Millions of USS$ 14 12 12
Compared with: |
Income from sales (= 100) - 4 3 3

Profits (= 100) cas 3 57

Source: See table 8.

a/ Estimation on the basis of data from the TNC regarding the origin of the
marketed fruit. ' ' '

transnationals. This rate would be sipnificantly lower if we had the data needed
to adjust the external expenses of the transnationals, i}e., payments of dividends
and interests, payments for technical services and administration and, finally,
receipts through the import of inputs for the production and marketing of bananas.
This input import data is particularly important because fertilizers, inputs for
disease control, plastics and corrugated cardboard for the production of boxes
are all imported from the host country of the transnationals,2u/

The major share of the local expenses of the transnationals in Honduras
in the period under review related to salaries and wages which represented, on
average, about 37% of the total value of the exports. Secdndly, the taxes paid
to the tax office represented about 6% of the value of the exports. The remaining

% related to other local expenses of the companies,

24/ See the study by Frank Ellis referred to in table 10.
/Table 11
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Table 11

HONDURAS : ESTIMATED RETURNSON BANANA EXPORTS BY THE TNCs {(1970-1974} -
’ . ) ‘ ) 1970=197u
Indicater E Univ 1970 1971 1872 1973 1374 Annual
: . ’ averags
1. Banana exports
(a) Volume - . Millions of boxes . 40.6 53,4  46.6  45.4 35,3 b3
(L) Total value a/ Millions of dollars 71.3 . 92.0 81.¢° BO.2 79.7 81.0
{2} Unit value : Dollars/box 1,76 1.72 1.76 1.77 2.26  1.83
2. Returns b/ : Millions of dollars 38,3 45.9 . 43,5 42,6 49,0 43.9
Export value = 100  Percentage 7. 53,7 9.8 53,1 53,1  61.5 54,1 .
3, Distribution of returns e
s ‘ : . Do 1
{a) Taxes : . Millions. of dollars o897 3.8 4,9 5.3 6.3 5.0
Export value = 100 =~  Percentage = .= . 6.9 . 3.9 6.0 6.6 7.9 - B.2
(b) Salaries and wages Millions of dollars . 34.6 37,4 37.5 37.1 38.2 37.0
Export value = 100 - Percentage = | - - 40,6 . 40,6 45.8 46,2 K7.9 45,7

S

Source: CEPAL calculations on the basis of the study by FranK:Ellis, Expart Valuation and Intra-Firm Transfers
in the Bapana Export Industry in Central America, mimeo, Institute of Development Studies, February
1978, : ) o ’ ‘ .

a/ IMFdata (Internmational Financial Statistics), May 1978.

E] Data from the Banco Central de Honduras, Departamento de Estudios Econdmicos. -

v
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The returns from the exports also showed a downward trend in the long term.
This is apparent from another study by Frank Ellis according to which the share
of salaries and wages in the total value of banana exports declined between the
periods 1950-1954 and 1970-1873 from 54.7% to 37.1%.25/

(e) DMargins of the final price of bananas

The distribution of gains from the banana industry between the producer
countries and the transnational corporations may also be assessed in breoader terms
using the final, or retail, price of the fruit, rather than the 