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Abstract

This paper has analysed development and financial, with
special reference to working capital management, performance
of the selected food-processing industries. It prioretizes
these industries for their development based on these
performance criteria. It also discusses strategy for
accelerated development of these industries. Food-
processing industries selected for the study are foodgrains
milling, edible oilseeds processing, sugarcane processing,
and milk processing. The paper also discusses the rationale

for selection of these industries. -



DEVELOPMENT OF FOOD-PROCESSING INDUSTRIES

Bhupat M. Desai
N.V. Namboodirix*

Introduction

This is a study on formulation and application of criteria
for the development of food-processing industries. Two purposes
behind this are: (a) to prioretize various basic food-processing
industries for their development, and (b) to draw broad policy
implications for the development of these industries in future.
Food-processing industries selected for the study are foodgrains
milling, edible oilseeds processing, sugarcane processing, and
milk processing. In the next section rationale for selection of
these industries is discussed. 1In the third section criteria for
prioretizing these industries are conceptualized. Fourth section
discusses the results, while fifth section discusses strategy for
accelerated development of the selected food-processing

industries. The last section summarizes the study.

Rationale for Selection of Food-processing Industries

The four selected food-processing industries still occupy a
dominent position in all food-processing industries. These

industries account for over 71 percent of output, and capital

* Professor and Research Associate, respectively, at the
Indian Institute of Management, Ahmedabad.
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employed in all food-processing industries in the organized
sector. Their share in value added was close to 60 percent.
Similarly, their share in working capital and employment was over
65 percent.

Another reason 1is that these four industries produce
products for mass consumption. Moreover, the incremental demand
for their products is very large especially from low and middle
income classes in both rural and urban areas. Thus, their
development would contribute to human welfare.

Third, the development of these industries would relax wages
goods constraint to economic growth by enhancing supply of their
products which enables promoting larger employment-oriented
growth. Four, these food*pfdcessing industries unlike others
are relatively more labour intensive. This suggests that
development of these industries would generate employment
opportunities. Since these industries tend to be in rural areas
these opportunities would be available to the rural sector where
they are needed most.

Fifth, these four food-processing industries through their
high raw material intensity are intimately dependent on the
performance of the agricultural sector which provides their raw
material. Development of these industries therefore provides a
forward linkage to this sector.

Sixth, these 1industries being highly working <capital
intensive require larger such capital than fixed capital on a

continuing basis. Financial institutions thus have a clear and
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sustained clientle from these industries.

Seventh, these food-processing industries have achieved
growth rates which are much higher than the growth rates of the
industrial sector. In the Fifth Five Year Plan period output and
value added of these industries grew at the rate of 12 and 11
percent, respectively. The corresponding growth rates in the
Sixth Five Year Plan were 9 and 16 percent.

Notwithstanding the importance of all of these, it 1is
expected that as per capita real national income increases, the
percentage share of food-processing industries in the value added
from manufacturing industries would declipe. But this has not
occured in India, despite a rise in per capita real national
income at the rate of 3.6 percent during 1974-1978. This
suggests that until growth in per capita real national income
attains a certain threshold, the share of food~procesing
industries in value added from all‘manufacturing industries would
not decline. And this threshold may be beyond 3.6 percent
achieved in the past. Since these industries are critically
dependent on agriculture, this sector itself has to also grow at
certain threshold rate. And this rate is also higher than 4.7
percent which was achieved during the Fifth Plan period. Thus,
agriculture’s accelerated growth is essential. It is so because
growth of agriculture relaxes raw material constraint. It also
simultaneously relaxes demand constraint by placing purchasing
power in the hands of those whose income elasticity of demand for

the products of these industries is high. Moreover, Engle’s Law
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states that consumers’ budget share on food decreases only when

growth in per capita income is above certain minimum. It appears
that this minimum has not been attained in India. This Law
further states that the absolute amount of food consumption
increases. Thus, development of the food-processing industries
under study would contribute to human welfare and rural led

employment-oriented economic development.

Criteria for Development

Unlike other industries food-processing industries are raw
material, labour and working capital intensive. It is therefore
essential that suitable criteria related to these three resources
are formulated to develop understanding on these industries.
Four different criteria may be formulated. These are -

1. Potential for resource use

2. Efficiency in resource use

3. Efficiency in liquidity and solvency management

4. Liquidity and solvency cushion management

Each of these is elucidated in what follows. First criterion of
potential for resource use addresses the question of what is the
intensity of resource wuse 1in these ind&stries. Resources
considered are raw material, labour, and working capital. Raw
material intensity is defined as material consumed to total
inputs. Labour intensity is defined as mandays/emoluments to

Rs.1000 of total capital. And working capital intensity is

defined as working capital to total capital.
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The second criterion of resource use efficiency is an
important indicator of management performanée of any industry.
Two types of indicators are considered. One of these is partisl
factor/resource productivity. And the other is profitability of
all resources used. Four types of resources  are considered;
namely, raw material, labour, working capital, and total capital.
Partial productivity/efficiency is measured as value of output
per unit of these resources. The underlying question is how much
output is produced from every unit of these resources.

To examine profitability four indicators are considered.
These are (a) net profit to value of production/sales, (b) net
profit to equity (Return on Equity i.e.‘ROE), {(c) net profit to
total capital (Return on Investment i.e. ROI), and (d) net
operating surplus to total capital (Surplus on Investment i.e.
SOI). The fourth indicator is utilized to analyse the influence
of interest and other employees ekpenseS»in reducing net profit.
If ROI is negative or very low and if SOI is positive or very
high, then it can be concluded that these two types of costs have
reduced the net profit. Furthermore, between these two types of
expenses if the share of interest costs is very high and if the
unit is efficient in working capital management, then the low net
profit is largely due to high interest rates for external funds.

Rationale for the third criterion of liquidity efficiency
management lies in the fact that the food-processing industries
are working capital intensive. Hence, efficient use of this

capital 1is Dboth necessary and desirable. While this is
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important, long run considerations also require understanding of
how efficient is the industry in its management of fixed assets
and related long term resources. This, thus, requires studying
efficiency in solvency management.

Liquidity efficiency is examined by studying five financial
ratios, namely, inventory, receivables, cash, and payable
turnover ratios and operating cycle ratio. While first four of
these five are self-explanatory, the fifth one needs to be
explained. Operating cycle ratio is given by 365 divided by the
length of the operating cycle which normally consists of four
stages, namely, inventory of raw material, book debt, finished
goods inventory, and trade credit. Not onlf‘this ratio needs to
be studied, but these various“stages of operating cycle must be
understood. The 1latter 1is because it provides a basis to
determine working capital requirement and also to ascertain which
of the four stages contribute maximum in the length of the
operating cycle. Understanding of both of these is important for
any financial institution which  finances food-processing
industries.

Efficiency in solvency management can be measured as net
sales to each: (a) net assets, (b) net worth, and (c) net fixed
assets.

The discussion so far has addressed to the issues of
efficiency. A study of the indicators related to this 1is
absolutely necessary to understand the management performance.

Often financial institutions, however, pay inadequate attention
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to this and overemphasis security criterion. While such practice
is undesirable, it 1is necesary to study security-oriented
criterion. This needs to be studied for the utilization of both
short-term as well as long-term resources. For this purpose
fourth criterion of liquidity and solvency cushion management is
identified. While the former is measured by current and quick
ratios, the latter is measured by debt to equity, debt to net-

worth, net fixed assets to fixed debt, and net fixed assets to

net worth ratios.

Analysis of Results
At the outset it may be mentioned that the above criteria

are applied by utilizing data from three different sources.
These are: large scale sample survey data of the Annual Survey of
Industries (ASI), small scale sample survey data of the Reserve
Bank of 1India (RBI), and the data from unit/micro level case
studies. Thus, sample survey as well as case study methodologies
are employed.

ASI data perhaps covers ‘various forms of industrial
organization--proprietorships, partnerships, private and public
limited companies. RBI data are on public and private limited
companies. And the case studies are exclusively on cooperatives.
Further, while the ASI data are on foodgrains milling, sugar,
vanaspati and other edible o0ils industries, and dairy products,
the RBI data are for only three product categories--foodgrains

processing, sugar, and edible oils including vanaspati. The case
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studies are on rice, edible o0ils, and dairy products. ASI data
refer to an average of 1980-81 to 1984-85, while RBI and case
studies data refer respectively, to an average of 1978-79 to
1980-81 and 1984-85 to 1986-87. Three or five years averages are
utilized Dbecause industries under study are subject to
fluctuations on account of their dependence on agriculture for
their raw materials. This lack of uniformity in years covered
was unavoidable as the collection of data on common years was not
feasible. Despite this limitation, a comparison of different
basic food-processing industries would be useful in two respecté.
One, it would form a basis to validate the results based on
large, and small samples,'and those based on micro-level case
studies. And two, it would also make possible understanding
development of a given type of basic food-processing industries
under different settings. Indeed, these two are the primary
concern rather than making projections or developing norms for
financial performance of these industries.

Results on each of the four criteria are discussed first and
then all the four <criteria are simultaneously applied.
Prioretization among the selected food-processing industries is

derived on the basis of simple rank each industry obtained for

the criteria under study.

Priorjty based on Potential for Resource Use : Table 1 provides

the results. According to ASI data, edible oil industry is most

raw material intensive, followed by grain mills, dairy products,
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and finally sugar. RBI as well as case studies data, however,
show that grain mills are most raw material intensive, followed
by edible o0il mills.

The above finding for ASI data also holds for identifying
potential for working capital use (Table 1). Both RBI and case
study data reveal that edible o0il industry is most working
capital intensive, followed by sugar/dairy products and then
grain mills.!

As regards potential for labour use both ASI and RBI data
show that it is the maximum in grain mills, followed by sugar,
edible o0ils, and dairy products in that order of importance
(Table 1). The case studies, however, show that dairy industry
is most 1labour intensive, followed by rice milling and then
edible o0ils. Since ASI data permit examining this intensity as
mandays of employment per Rs.1000 of total capital, results based
on éhat data may be considered more acceptable.

Considering all the three resource intensities
simultaneously, Table 1 gives an average of ranks based on all
the three indicators by adding the rank for each industry in each
of the three data sources divided by 3. Based on this, grain
mills may be accorded the highest priority for development. This

may be closely followed by edible o0ils, then sugar and lastly

dairy products.

t Lower working capital intensity of OILFED is because of
recent fixed capital investment for plant expansion.
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Table-}

Raw Naterial, Morking Capital and Labowr Intensilties

ASI RBi Case Studies
Dairy Braim Svgar, Hydro- Braia Sugar Edible Dairy Rice Edible  Edible
Products Mills bBur &  generated Mills [72) & Vanas- Products (MCRB)  Dils Oils
Details 12943 [7269) Khand- Vanaspati  [24] pati {08) £13  I13 {GROFED)  (DILFE
sari & other Dils {1} ($}]
123334} Edible 133}
Oils
(25581
1. Raw material
intensity {1)
Materials B4.3 8.9 5.3 Bs,5 89.8 83.6 7.3 B1.1 93.3 83.2 81.}
consused to  {3) {2) {4) i {1) i3 i2) {3 tn 2) 13)
total
inputs
2. Norking
capital
inten-
sity {X)
net/qross LN 43.8 3.8 S5 4.7 548 HM.B 8.3 n 45.8 3.3
working {3) {2) )] {1) {3) 12) i) 12) (1 13
capital
to net/
gross
total
capital
3. Labowr
inten-
sity
sandays/
esolu- 17.9 2.0 2.3 18.9 13 11 817 8.5 38.2 0.3 15.8
aenls to 4 i 12) {3) 1) {2) (3) i i2) 13) 1))
Rs, 1388
of total
capital
Average Rank 3.3 1.7 3.3 1.7 1.7 2.3 2.3 2.0 1.5 2.8 3.3
Legends b5 * Dudhsagar Dairy i.e. The Mehsana District Cooperative Milk Producers’ Union, Bujerat
NCRD s The Muluknoor Cooperative Rural Bank, Andbra Pradesh
BROFED = The Gujarat State Cooperative Dilseeds Orowers’ Federation
BILFED = The Madbya Pradesh Cooperative Dilseeds Growers' Federatjon

Figores in [ ] are sasple sizes, while figures { ) are ranks
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Priority based on Resource Use Efficiency : Table 2 gives the

results. It reveals that sugar mills were the most raw material
efficient, followed by grain mills, and dairy products/edible
oils, according to the ASI data. In RBI data, sugar mills retain
this rank but grain and edible o0il mills interchange their
positions. According to case studies, edible o0il mills are most
raw material efficient, followed by dairy products and then rice
mills (Table 2).

As regards working capital efficiency, ASI data reveal that
edible o0il mills are most efficient, followed by grain miliis,
dairy products and sugar in that order of importance. According
to RBI data, however, grain mills are most efficient, followed by
edible o0ils and then sugar (Table 2). Case studies show that
dairy products are most efficient, followed by edible oils.

Labour efficiency was highest in edible o0ils, followed by
dairy products, then grain mills and lastly sugar, according to
ASI data (Table 2). When labour productivity is compared from
RBI data and case studies, it shows that labour employed in
edible o0il mills is most productive, followed by that in grain
mills and then sugar/dairy products.

Capital efficiency was highest in edible o0ils, followed by
grain mills, dairy products and then sugar, according to ASI data
(Table 2). But RBI data reveal that grain mills were most
capital efficient, followed by edible o0ils and then sugar. Case
studies show that edible o0il mills were most capital efficient,

followed by dairy products and then rice mills (Table 2).
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Table-2

tFigures in parantheses are ranks)

Dairy Bbrain  Sugar,

Products Nills Bur &

(291) 17259) Xhand-
sari
{23311

Hydro-
generated
Vanaspati
¥ other
Edible
Dils
[2448]

brain
MNills
{241

1. RESOURCE EFFICIENEY

{a) Raw material
efticiency
{ratio)
Value of
output to
material
tonsused

Norking
capital
efficiency
{ratio)
Value of
output to
net/gross
working
capital

{b}

{c) Labour
efficiency
{ratio)
Total
output to
esolusents/
mandays

{d) Capital
efficiency
iratio)
Total
output to
total
capital

232.8

1.48
i)

1.28
{2)

5. 19
K]

5.48
{4)

12.85
2

1.9
3)

2148
{3}

183.8

{2) )

5,58
12)

.29
%)

5.1}
{3)

1.19
13)

13.52
1)

538.5
i1)

9.37
1)

.14
{3

7.42
1)

32.5
¥

3.53
tH

Sugar
{723

1,57
{1

5.13
{3)

1.9
{3

Edidle

b Vanas-
pata
Dils
£33}

1.27
12)

77
{2)

35,86
i1

2.89
{2)

Bairy
Products
%) {1}

3.38
i1

41.93
(4)

Y7
12)

e e e kR A o i B i = " o o A > P 4

Rice Edible  Edible
iNCRE) 0ils Bils
[13 (BROFED)  {DILFEM
{1} i1
1,19 1.32 1,32
(3) 1) {1)
na 2.82 1.88
{2) {3)
47.85 55.94 45.75
{2) {1) {3)
1.73 4.25 | K1}
{3) (1) {4

-

contd..



Table-2 ({contd.)

13

RBI Case Studies
Dairy Brain Sugar, Hydro- brain Sugar Edidble Dairy ire Fdible  Edidli
Products Mills Bur &  generated Midls {723 & Vanas- Products - iRB)  {ils Dils
Details (2911 [72591 Xhand- Vanaspati  [24] pati (s) 11} 11} {GROFED)  {DILFE
sari & other Dils 1 [1)
123311  Edible [33]
Dils
{2458)
2. PROFITABILITY
{a) Net profit
asalof 8.3 1.4  -1.89 2.2 .28 b4 LS ] 3.89 -2.% 5.4
value of 3 {2) ) iy i {3 {2) {2) in {4) {3
production/
sales
{b) Net profit  na na na na 38.94 -5.88 25.88 2.8 m -14.47 -3. 18
as a 1 of i {3) {2) i {3 {2)
equity {RDE)
{c) et profit
s a1 of LY .05 -3.82 28.4 26.55 -5.83 1.2 2.18 .79 -i33 -3.48
total {3) 12} {4 {1 th {3 {2) {2) t i4) {3)
tapital
RG]
fd) Net operating
surplus as B.8% 19.27 14,38 35,91 3.2 37.94 2.3 b.bb na pa 1.59
a lof total (4) {2) t3) thH {2 {1) {3) {2) i
capital SD})
Average Rank kW 2,14 342 LA LS 2.5 2.8 2.0 2.0 .29 2.58

Legends as in Table ).

Figures in I ) are sasple sizes, while figures { } are ranks.
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So far partial resource efficiency is considered.
Efficiency of all resources may now be studied. This is given by
net profit each to value of production/sales, equity, and total
capital. According to ASI data, net profit to value of
producticn/sales was the highest for edible oil mills, followed
by that for grain mills,'dairy products, and then sugar industry
(Table 2). Grain mills and edible oil mills interchange their
ranks as per RBI data. Case studies reveal that rice mill is the
most efficient, followed by dairy products and then edible oils
(Table 2). Considering return on equity (ROE), grain mills are
most efficient, followed by edible o0ils and then sugar according
to RBI data. Case studies show that dairy products had the
highest RCE, followed by edible oils. Results on return on
investment (ROI) for the four food-processing industries covered
under ASI are same as those based on net profit to value of
production discussed earlier (Table 2). This is also the case
from RBI data as well as case studies.

Considering operating surplus on investment (SOI) from ASI
data, edible o0il mills and grain mills retain their ranks, but
the ranks of dairy products and sugar interchange. According to
RBI data, SOI was the highest in sugar mills, followed by grain
mills and lastly edible oils. But, according to case studies
edible o0il mills had the highest SOI, followed by dairy products
(Table_2).

These findings reveal that the relative ranking of the

selected food-processing industries 1in three different data
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sources differed to some extent. Hence, the priority among them
may be determined by applying all the eight indicators
simultaneously. For this purpose average of ranks based on all
the eight indicators is computed in Table 2.

According to ASI data, edible o0il mills may be accorded the
highest priority, followed by grain mills, dairy products and
lastly sugar (last row in Table 2). The first two of these four
industries interchange their priority in RBI data. Case studies
show that grain mills may be accorded the highest priority,
followed by dairy products and then edible oils. Two of = .e
three data sources indicate that grain mills be accorded the
highest priority, followed by edible o0ils, then dairy products,
and lastly sugar.

Priority based exclusively on SOI indicates that sugar mills
improve their position over dairy in ASI data, while they improve
their position over both grain and edible o0il mills in RBI data.
But their efficiency in working capital use is least satisfactory
as compared to the remaining food-processing industries. Hence,
higher interest rates may be responsible for lowering the ROI of
grain mills, edible o0il mills and to some extent dairy-products
(see case study result on dairy products in Table 2). Interest
rates on loans could be lowered especially for grain mills and

edible o0il mills which have better working capital management.

Priority based on Efficiency in Ligquidity and Solvency Manage-

ment : This could be studied from RBI data and case studies only
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as ASI did not give the required data for this analysis. Five
different indicators for examining liquidity efficiency are
inventory, receivables, cash, and payable turnover ratios, and
operating cycle ratio, as mentioned earlier. Table 3 gives the
results on these.

Three of these five ratios, namely, 1inventory turnover,
payable turnover, and operating cycle ratios show that grain
miils were the most efficient, followed by edible oils, and then
sugar, according to the RBI data. Case studies show greater
diversity in ranking of the food-processing industries based on
liqudity efficiency related indicators (Table 3).

Simultaneous application o¢of all the five indicators is
attempted by computing average of ranks for these industries in
Table 3. This shows that grain mills be given the highest
priority, followed by edible oils and then sugar as per RBI data.
Case studies on the other hand show that dairy products was most
efficient in managing liqudity, followed by edible oils (OILFED),
rice and then edible oils (GROFED) (last row in the first part of
Table 3).

Discussion so far has addressed to the issue of efficiency
in the use of short term assets and liabilities. Efficiency in
the use of long run assets is also important. Three indicators
for this are net sales to each: (a) net assets, (b) net worth,
and (c) net fixed assets. The results given in Table 3 show that
edible\oil mills are most efficient, followed by grain mills and

then sugar industry, according to thé RBI data. This is so on
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Details

§. EFFICIERCY 1N

LIGIDITY
NANABENENT

{a) lnventory
turnover
ratie

{b) Receivables

tornover
ratio

{c) Cash
turnover
ratio

{d) Payable
ternover

ratio

{e) Operating
tycle
ratio

iy iy iy

hverage Rank

RRI Lece Studies
frain  Sugar Edible Bairy Rice Edible Edible
Nills ¥ Vanas-  Products  {MCRB) bils Dils
pati {bs) {BROFEDY  {DILFED)
oils
18,66 2.8% 7.3 b.84 2.65 4.07 8.34
{1) (3} {2) {2) {4) {3} {1)
53.19 112,88 33.29 22,88 9.9 18.39 18.52
{2) 4} {3) {1) )] {3) 12)
b6.31 17.85  B9.2% 2.8 41.8B} 22,64 9.5
(2) (3 {)) {3) 1) {2) %)
38,57 5.9 144 49.53 89.3% §.15 25.13
i1} 3) ¥3] {2} {1 {4) {3)
22,18 4.bB 10.43 b. b4 .25 4,48 7.93
i1 {3) {2) {2} {4) {3 (1)
1.4¢ 2,48 2.8 2.8 2.58 3.8 2.28

17

Table-3

Liquidity and Solvency Managesenl Efficienties

tFigures in parantheses are ranks)

Desirable Roras

No specific nore, but the higher
this ratio the sore sales are
produced and hence sore liquid
is the enterprise

121}

No specific nors, but the higher
this ratio the sore efficient
is the cash manageaent

Mo specific mors, but the higher
this ratio the sore efficient
is the use oi sundry creditors

Nora for vegetable and hydro-
geneated oils is &4.89%¢

VIRRAM SARABHAI L1BR ALY

INDIAN NSV I UE OF MAN AGEMEN "

VASIKAPUR, AAMEDABAD- aaqaysg

Contd....



Table 3 fcontd.)

—————— e = 2t = s e e
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881 Case Studies
""""" - - mmm e m o s Desirable Noras
Details Grain  Sugar Edible Dairy Rice Edible Egible
Milis ¥ Vanas- Products  {NCRB) Dils Dils
pati \GROFED)  (DBILFED)
oils
2. EFFICIENCY IN
SOLVENCY
MANAGEXENT
{a) Net sales 8.92 4.77 11.79 5.3 na IR 1.8 2t}
to net i2) i3) t4) i1 i) 3
assels
ratio
{b) Net sales 9.53 B8.59  14.38 5.78 na 9.89 1.74 B:1
to net 12) {3) {1 {2) {1 {3}
worth ratio
ic) Net sales 17.84 5.21 17.88 £1.78 na 9.53 1.55 8:}
to net i1} {3) {2) {1) {2) {3)
fixed
assets ratio
Average Rank 1,67 3.38 1.33 1,33 na 1.87 .R
¥ See feport of the Study Group to Frame Guidelines for Follow up of Bank Lredil,

Reserve Rank of India, Boabay, 1975,

Legends as in Table 1.
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the basis of two of the three indicators, namely, net sales to
net aésets, and net sales to net worth ratios. Case studies show
that the dairy unit is the most efficient, followed by edible oil
units on the basis of net sales to net asset and i.ct :>1rs to net
fixed assets ratios. Finally, considering the average of ranks
based on all three indicators, RBI data show that grain mills are
most efficient, followed by edible o0ils and then sugar. Case
studies, however, show that a dairy unit is most efficient,

followed by edible o0il units (last row in the second part of

Table 3).

Priority based on Ligqudity and Solvency Cushion Management @

Again, this could be studied from RBI data and case studies. RBI
data show that grain mills had the maximum cushion to meet their
current and quick liabilities. Next in rank was edible oils,
followed by sugar mills (Table 4). Case studies on the other
hand show that edible o0il units have the maximum cushion. The
next rank is obtained by the dairy unit if the cushion is
assessed to meet only current liabilities. But this unit has the
least cushion if quick liabilities are to be honoured.

As regards solvency cushion, RBI data reveal that this was
maximum for sugar, followed by edible o0ils and then grain mills
based on debt to net worth and net fixed assets to net worth
ratios. Case studies show that edible o0il units are most
solvent, followed by dairy products considering debt to egquity

and debt to net-worth ratios. The results on the remaining two



29
indicators, however, show exactly the reverse ranxks. Finally,
the average of ranks based on all four indicators shows that
sugar industry be accorded the highest priority, followed by
edible o0ils and then grain mills as per the RBI data. But case

studies suggest that a dairy unit is most solvent, followed by

0il mills (Table 4).

Priority based on all Criteria : Since many of the indicators

studied so far have bearing on each other it would be useful to
prioretize the food-processing industries by simultaneously
considering all the four criteria and indicators related to them.
For this purpose average of ranks based on all the indicators is
computed and this rank is utilized to prioretize these industries
for their development. Wherever necessary, other considerations
are also taken into account.

According to ASI data, edible o0il mills may be given the
highest priority as they have the highest rank of 1.4. This is
followed by grain mills with a rank of 2, then dairy product
units with 3.1, and lastly, sugar units with 3.4 rank. RBI data
reveal that the highest priority be accorded to grain mills which
have a rank of 1.6. Next in importance is edible o0il mills with
a rank of 1.9 and lastly, sugar with a rank of 2.4. Case studies
on the other hand show that the highest priority be accorded to
dairy product units which obtained a rank of 1.9. Next priority
be given to rice mills which have a rank of 2.3 and then edible

0il units which have a rank of 2.42 for GROFED and 2.44 for
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OILFED. But, considering the ©percentage distribution of
frequency with which these four food processing 1industries
obtained the first rank on various indicators rice mills get the
highest ©priority, followed by dairy products, edible oils
(GROFED) and edible cils (OILFED) in that order of importance.

The preceding shows that the priority from the three data
sources do not converge. Therefore, other considerations need to
be taken into account. This is discussed in what follows.

Policy priority may be first accorded to the grain mills,
followed by edible o0ils, sugar and lastly, dairy products. There
are several reasons for this. One, grain mills including rice
mills get the first priority according to RBI data and case
studies, both of which unlike ASI data permit application of more
comprehensive criteria. Two, edible o0il mills receive second
priority 1in RBI data which facilitated more comprehensive
performance analysis with a much higher average rank than from
the case studies. Moreover, two case studies on edible o0il units
are for those which are in the initial stage of their development
and hence their potential performance is yet to be adequately
realized. Three, sugar industry may be given a higher priority
than dairy products because in RBI data its rank is higher than
the rank of the 1latter in ASI data. Moreover, percentage
distribution of frequency with which sugar industry obtained the
first two ranks on the seven common indicators was higher than

for dairy units in ASI data which are drawn from a large sample
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survey.? Four, scarcity of supply of products from grains,
edible oils, and sugar mills is much more than from dairy units.
The above suggested priority among the four «<eolected food-
processing industries is also Jjustifiable on .une around of
reducing trade and balance of payments deficits. This is because
the country would save foreign exchange through reduction or
complete elimination of imports of products produced by these
industries, besides enhancing their export potential. Five, the
above suggested priority is also consistent with the rural-led
employment-oriented economic development that would get induced
by the development of food-processing industries discussed at the
outset of this paper. What may constitute the basic strategy for

the future development of these industries is the concern of the

next section.

Strateqy for Accelerated Development of the Selected Food-
processing Industries

The discussion in the preceding sections can form a Dbasis
to identify broad policy package that the Food- processing
Ministry and the other concerned ministries can consider for
adoption. This package can include (a) 1location of the
food-processing industries under study, (b) public investment

(both capital and current including subsidies) and institutional

2 These seven indicators are raw material and labour
intensities, raw material, labour, and capital
efficiencies, net profit to value of output, ROI and

SOI.
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finance to develop these 1industries and their backward and
forward linkages, and (c) forms of industrial organization
that could be encouraged for these industries.
As regards the location policies, the selected
food-processing industries tend to be located nearer their raw
material and hence in rural areas. This in turn implies that

such industrial location would be Dbeneficial to the management

performance and developmental concerns alike. The former
because it would improve efficiency in raw material
procurement as well as in sales/marketing operations. The

management of these industries will havé better knowledge about
the availability and price of raw materials and also because
large part of incremental future demand for their products would
arise in the rural areas. While the latter facilitates
fulfilling one of the developmental concerns, there will be

other concerns that could also be satisfied from such location

encouraging policies. This 1is the concern of generating
productive employment in rural areas and diversifying
occupational pattern of the rural populace. Possibilities of
fulfilling these concerns are high because the selected

food-processing industries are labour-intensive.

This suggestion about the rural-led industrial location
policy is based on the study of the organized sector. But it
need not be competitive to the decentralized sector of the
food-processing industries. In order to realize this,

conscious policies for involving the latter sector in ancillary



25

activities 1like subsidiary processing, repairs and other
services especially trading/marketing of the product produced by
the organized sector of the food—-processing industries may be
evolved. Such food-processing and agricultural c¢rowth would
pave the path for rural-led economic development. Such
development moreover cannot be sustained if policies conducive
to accelerating growth in the primary food commodities produced
by the farmers are not pursued.

As regards public investment and institutional finance
related policies it may be first stated that tax concessions,
and revenue subsidies may be kept to a bare minimum not only for
these basic food processing industries gut also for the so
called non-conventional food-processing units. Further, public
as well as private investment together with a small fraction of
capital subsidy may be encouraged to modernize processing
technology in those basic food-processing where the technology
is obscelent. Public investment could also be relatively more
encouraged in rural roads, transportation and electricity.

On institutional finance our suggestions are two fold.

One, the interest rate may be reduced especially for those basic

food processing units which show high performance in their
efficiency in working capital management. What is emphasized
here is that the financial institutions could follow more

flexible and differential interest rates for their 1loans to
food-processors as is the case for loans to rural households.

In this context it is also important to consider lowering
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interest rates on both banking and non-banking deposits, and
refinance. This 1s because lower lending rates in isolation of
revision in deposits and refinance rates would jeopardize the
viability of financial 1institutions and also to some extent the
profitability of basic food-processing and other industries who
rely not only on institutional finance but also on deposits from
their shareholders and the public at large. Moreover lower and
differential interest rates would improve the 1investment
climate. But, one may argue that the lower and differential
deposits rates may discourage financial savings in the form of
deposits. This, however, does not necessarily hold as in the
early stage of development the preferences for such form of
saving is relatively low among all classes except to some extent
urban middle and upper income classes. Also supply response of
deposits to interest rate is comparatively low in the early stage
of economic development.

Our second suggestion 1is that institutional finance be
vigorously promoted for these basic food-processing industries,
and especially for grains and edible o0il mills which have much
lower access to bank credit than sugar and dairy industries.
Moreover, such bank credit may be officially defined as
‘indirect’ rural credit. Since these industries are highly
working capital intensive RBI and other apex level term lending
and refinancing institutions may consider extending temporary
credit fécility to the field-level financial institutions. This

is because both commercial and cooperative banks do not have
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adequate loanable funds at the time at which demand for working
capital 1loans especially in the rural sector arises. To a
large extent, this is due to the fact that the time at which
this demand arises does not match well with the time at which

these banks can mobilize deposits.

We finally turn to the discussion on forms of industrial

organization that may be encouraged for the development of
foodgrains, edible oilseeds, sugarcane and milk processing
industries.

Considering the results on efficiency in various inputs,
liquidity, solvency, operating «cycle and profitability
management, it is found that for two of the four food-processing
industries, cooperatives do not have an advantage over other
forms of organizations (Tables 1 to 3). This conclusion 1is
derived on the basis of percentage distribution of number of
times these various forms of organizations achieved first two
ranks on the above mentioned efficiency criteria. In the case
of grain mills non-cooperative form of organizations achieved 81
percent as against 50 percent for <cooperative. The
corresponding percentages for edible o0ils were 90 and 49. Only
in the case of dairy-product this percentage was in favour of
cooperatives; 87 as against 17. Similar comparision for sugar
could not be made as the case study did not include the
cooperative form of organization. Such a situation may also
arise due to government controlled environment under which most

of these industries operate and where cooperatives enjoy lesser
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degree of freedom to manage environment. Public policy under
these conditions may have to be more clear on this 1issue.
Wherever genuine bcttom-up rather than top—down
cooperativization in the selected food-processing industries
emerges it should be encouraged. Moreover, tax concessions,
revenue subsidy and other such policies should be kept to a bare
minimum for all forms of industrial organization for these
industries. Such neutral approach will encourage more
competitive environment for the development of these industries.
Lastly, all the various forms of industrial organization in
these food-processing units must be encouraged to link their raw
materials procurement through the existing“ vast network of
primary agricultural cooperative societies. This has several
advantages. One, this wvast net-work would be more fully
utilized. It can become more viable through increased scale of
its operations, besides developing backward linkings for
transfer of technology. Two, food-processing industries would
secure farmer producer cooperation in matters of quality and

adequacy of supplies and thus reduce their cost of procurement.

Summing-up

This paper has analysed development and financial, with
special reference to working capital management, performance of
the selected food-processing industries. Unlike many recent

studies this study is concerned with those food-processing
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industries whose products are for mass consumption instead of
consumption by relatively better-off. These industries are
foodgrains milling, edible oilseeds processing, sugar factories
and dairy products. These industries account for more than two-
thirds of output from capital and labour employed in all food-
procesing industries in the organized sector alone. Accelerated
development of these industries would contribute to economic
growth as they would relax wages goods constraint.

Based on criteria and considerations related to both
development and financial performance, the study found that the
order of priority among these four food-processing industries for
their development be the same as stated above. The analysis
suggests: (a) location of these industries be encouraged in rural
areas from where basic raw materials, labour, and incremental
demand would emerge; (b) encouragement of public and private
investment especially for modernization of processing technology,
besides public investment in rural roads, transportation, and
electricity; (c) improving access to and lower interest rate on
institutional finance especially for grain and edible o0il mills
which are more efficient in working capital management; and (d)
more directed public policy towards the form of industrial
organization—-cooperatives and noncooperatives—-for development
of these industries. The study also stresses that since these
industries are directly dependent on agriculture, its sustained
development 1is central to their performance. And for this,

strengthening backward and forward linkages for transfer of new
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technology by institutional system for agricultural deveIOpment

is essential.
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