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AGRO-PROCESSING INDUSTRIES:
FOTENTIAL., CONSTRAINTS AND TASK AHEAD *

U. . Srivastava +

an  aorp-industry is an enterprise that Drocesses DIO~Mass.
1.e. =soricultural raw materlals. whloch incliude aroung  end tree
crons as well as livestock and fisheries, to create edible or
usanle forms. improve storage and shelf life, c¢reate easily
transportable . forms, enhance nutritive valus. and extract
chemicals Tor other uses.

Az the products of agro industries are both edible and non
edible. the agro-—industries can be classifed as agro-Ttood
industries vor mereiv food pvoé9551nq industries; and agro-non-
food industries.

The agro-industry provides the cruciai farm—industry linkage
which helps accelerate agricultural development by creating
backward linkages (supply of credit, inputs and other production
enhancement services) and forward linkapes (processing and
marketing). adding value to the farmer s produce, generating
emplovment opportunities, and incr?asing the farmer s net income.
This in turn motivates.the farmer for better productivity éhd
further opene up possibilities of industrial developmant. The

* kevnote paper to theme Il {Agro-processing Industries;) at the
Golden Jublee Conference of Indian Society of Agricultural
Economics., Dec 4-7, 1989. ) :
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aqrb-industry cenerates new demand on the farm sector for more
and different aoricultural outputs which are more suitable for
RProcessinG. An agro—-processing plant can open up new corop  and
livestock opportunities %o the farmer and thus incresse the farm

income and emplovment rAcstin. 15g1:).

Derived from the raw material processed. by them, Aoaro
Industries disnlay' unigue characteristice seasonality,
perichabilityv, and variabilityv (Srivastava, 19811. The ground and
tree crops, fisheries, and livestock underoo a reprodugtive
cvele. Therefore, agro—-industriss have to procure raw materials
only in  the. season tor there are wide TFluctuations in . the
availability between the seasons)., while the processing
operations continue for a longer period:and the._demand for the
products is round the year. The raw materials processed by the
agro-industries are often perishable (at least in the 'faad
processing industries), and therefore greater speed in handling,
storage, and processing is required. Unlike as in the case of
non—agro-industries, the raw materials obtained and processed by

the aaro-industries are often of varving guality.

These characteristics make the procurement sub svstem for raw
materials the crucial determinant of the performance of thase
enterprises. Agro-industries are amenable and more viable to be
located nearer to the source of raw material allowinog a spatial
distribution aof industries (reducing the regional disparities in
industralization). Agro industries also have a large export

potential.
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Thie paper analysees the present situation of the aoro-
industry and i1dentifies i1ssues for discussion. The paper 186
divided into four parts. Fart 1 presents the ways of aasessihg
the available aoro processing potential. Fart I1 presents a
profile of the aoro processing industryv and the recent trends in.
indis. Fart I1I1 analvses the constraints in acéeleration of
production and exports of agro—-based products. Finally, Part IV

sums up the analvsis and presents issues for discussion.

I

POTENTIAL FOR AGRO-FROCESSING

The potential for agro—processing can be viewed in two ways:
i. The degree of processing of primary raw material, and Z.

Degree of processing of 211 the by—-products under the commodity

system.
,ﬁ-grce ot Processing

The deatree of processing of various raw materials varies from
cleaning and grading of apples to milling of paddy and cooking,
mixing and chemical alteration that creatr instant and ready to
eat foods .KTable 1), 1t mey be noted that as the
transformation of raw materials moves from Category I to IV, the
value added as well as the price of finished products also
rises. « For example7 the shrimp exports from India have been
pnormally in the block frozen form (after being deheaded, deviened

and shelled). Movre recently'the effort has been to export the

shrimp after processing it through instant guick frozen (IBF}



Table i

Categories of Rgro-Industry by
Levels of Transformation Frocess

L 11 111 IV
Manuwal-— rlectanical+ Mechanical- Chemical#
Merhanicalx Chemicasl»

Tvpes of Frocvessing Activity

Cleaning Ginning Cooking Texturization
Grading Milling Fasteurization Ehemical
Cuttinog Canmnino alteration
Mixing Dehvdration
Fregring
Weaving

Extraction
Assambl v

Illustrative Froducts

Fresh Cereal Dairy products Instant foods
fruits Grains Fruits and Textured
Fresh Meat venetables a vegetable
- vegetables Spices Meats Froducts

Eggs Animal Bauces Tvres

feeds Textiles &

Jute garments

Cottan 0il

Lumber Furniture

Rubber Sugar

Beverages

¥ This classiftication has been added by the author
Source : Austin, p.4
method. These exports are expecced to fetch S0% to 704 higher
value than in block frozen form (Srivasteve.et. al. 1989,
Similarly. tea exported in branded tea packets fetches addit:ional
value. By the Hhigher degree of processing in leathEﬁ is
illvstrated in Table . Subseguent secondary and tertiary

processing oFf semi—finished leather raises the value of index to

SO0,

I:
L]

we move Trom the preliminary dearee of processing to  the
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transtoraation g to be e‘n:cmrgaed i the light of the oresent
fable o

Theoretical Value Accrued to Hides and Skins

When Processed into Different Stages .

(Value 1n Rs, Crores:

Availanie value value of Value of Value 1f all Value if 73
{1986} (at Mati-  semitan- finished finished of the finished
{Million onal Frices) ned leat- leathers leather leather is conv-

fieces) ners 15 converted erted into

into products products

Value addifion (1 (150! (223) {300)
index
S
Cattle hides 2 172 90 474 GhS 743
Buffalo hides 1é 134 201 iz 5710 3
Boat skins 7S 375 563 843 1875 1405
Sheeo skins 71 1555 233 a9 FIE] 582
Total 2257 1287 1928 4285 3213

Source: K. Seshagiri Rac. “India & Leather Inoustry - lis Potentialities
and Frobless®, in Srivastava and Vathsala o.243



transTormation is to be encouraged in the light of the present
hioher deoree oOf processing,. capital investment. technologial
complexity and manacgerial requirements aleso oo up. Therefore, it
.has to. be examine& for sach commodity as to what level 6f
tranetormation 12 to be encourgaed in the light of the present
status and protfile of the 1ndustry, technology options available,
investment required, purchasing power of the target group 1n the

domestic market. ang specification of the international markets

tSrivastava., [FB%.

Degree of Frocessing of All the By-products
The acro-industrial potential becomes manifold when the
processing possibilities of the entire commodity system are taken

into account (Sah and Srivastava 1985): For example, a farmer

e

cultivgtee a paddy plant, andthese plants produce the following &
straw (about S50% by weight), husk (about 10.5% by weight), bran
(about 3.5% by weight), rice kernel (about 36% by weight). A
recent study ( GBGaikwad 1986 and Gaikwad % Gupta _1?37¥ “Elij
indicated that with an initialinvestment of RE.VE to I croreé,
each block of 10,000 hectare under{paddy crop with two paddy
seasons in a vear and 4 MT/ha ofproduction has a potential of
supporting a complex of processing industries (rice mills,
solvent extraction blaﬁt for rice bran oil, processing of husk
for a vériety of products, and straw paper/board mills). This'
vields 1074 net value added on the raw material price. Such

evercises can be done for all commodity by—product svstems.

Similarly in animal based products we get the following -raw

materials : meat. blood. bones., hides, skins, clue stock, horns



and hootfs, wool, hair, feathers, glands and casings {Mann, 1978%
Bhat, Menon and Srivastava. 198%9). Frocessing of all these raw

materials opens up large value addition possibilities., In remote

trural areas. the farmer have been been able to recover only hides
and stins, and the opportunity for proceessine of other by-’

products ie lost. .

Ev—producte influence the 5rice of meat (main product) and
the price naid teo the oroducer for the livestock depending upon
the extent of utilizration of all the potentiai. For example, 150
deep sea trawlers at Vishakapatnam throw 1,30,000 tonnes of fish
back into sea (Srivastava, et.al., 1989). for economic reasons.
The fish hold of trawler is 40 tonnes. The ratio of fish .prices
to prawn prices is 4 1@ 50 to &0. Therefore, every trawler pré*éri
to keep thé hold empty for prawn catcheé; exceﬁi"for the fish
caught in the last fish haul on the return trip. Prawns catch is
not more than 10 tonnes. Had this fish cqught been brougﬁt_ to‘
'shorg and pﬁacessed into edible products Iiké fish _k;eﬁa; 
sausages, fish cutléts, and fish balls high value producfs could
have been produced and the overall value added ftrom the activity
would have gone up substantially. Technology exists at least"bn

pilot scale %o achieve the high value product. (Bovindan, 1985,

Srivastava gt al. 198%9).

11

ABRO-PROCESSING INDUSTRIES
PROFILE AND RECENT TREND IN INDIA:

Frofile:

In India substantial portion of net value added from THE



agro-ingustrv is detrived from unregistered and cottage s&cale
units., Onlv 4Z.6%4 of value added. as shown 1n Table I, was
derived by the tregicstered units 1n 1986—-87. Batween 1970-71 and
1986-87. the percentane share of unregistered units 1n value
added haz gone up from 47.8 to $7.4. This is contrarv to the

usual aobservatinns on the process of industralization.

Net Value Addition from
Registered and Unregisterd Unite

1970-71 2.2 47.8

1980-81 4,9 S50.1 _ ’
19684-85 1.3 4e.7 v!"nm SARANNAT LINRARY
1985-86 4z2.7 55,3 - s AN INSIXTUTF OF MANAGEm
198&-87 4. 6 =7.4 -aSTRAFUR. ANMEDA RAD-S3005¢

—— . — —— A U T e e Sl S S S S e Bt A Y YRS TP e b o i A e b ke WS S S —

Note: - These units includes commodities like *food products,
beverages, tobacco and tobacco products, textiles, wood
and  wood products — furniture and fixtures, paper and
paper products and leather and leather and fur products.

Source:Central Statistical Organisation National Accounts
Statistics - 1980-81 to 1986-87, New Delhi, 1989.

For example, agro foéd processing. industries in the ccttage'
and unorganiﬁed sector include 79,000 rice hullers, 2,66,000
flour uhakkis,- 10,000 .dal mills, 2,220,000 o0il mills, 50,000
bakeries, 5,000 pasta goods units, 15,000 traditional food units,
and 2,000 poha making units. In all these cases, B84 to 90Z of
the total value added comes Ffrom - only ﬁrimary processing.
Secondarv and tertiary processing account for only a very small
portion of the net value added (G0Ol, Ministry of Food Frocessing

Industries Documents).



as shown by the énnual Survey of Industries 1985-B&6. agro
PrOCess1ng units accounts for Z9% of all factories, 12% of all
fixed capital, 234U of working capital, and 15% of the total
capital employved in the industry in the organized sector. This
15% of capital investment éenerates oY, of total emplovment, 26%

of output, and 21% of net value added (Table 4).

The fiued capital-investment per factory is only Re.18 lakhs
1F tie tot=zl saro-Dased iRpdustries ac compared to the averags
fived capirtal investment of és.Bé lakhs per factory in the nan-
agro;based industries (fable 5. This indicates tnat bulk ot the

unite in the agro—-processing sector are very small and that they

were set up mainly for primary product processing.

Other observations on the profile of agro industires visa-vis
non agro industries are as follows
i. The working capital as a percentage of the tatal capital

employed is about 48 in agro industries as compared to about
28 non—agro-industries.

k2

. The ratio of fixed capital to net value added is 1.4 for the
total agro besed industries as compared to Z.9 for non agro
industries.

. Capital-labour ratio is only 0.25 in the total agro-bawmed
industries as compated to 1.1 in the non agro industries
indicating the labour intensive character of the agro—based
industries,

i

4, Capital productivity of agro based industries is almost
double (0.7 that of non-agro-based industries (O.35),

5. Labour productivitvy in agro based industries ie less than
half of the labour productivity in non agro based industries.

6. However, ithe share of total emoluments in the value added is
57% in agro-based industries as compared to only 43% incase
of non-agro—-based industries.

+. The ratio of net value added to total output is only

marginally lower than that of the non-agro~based industires.

9



Taple 4. Key Variable of Agro Industry in Relation to Total Industry

Description No. of Fixed Working Invested Total Tatat  Taotal Value ot Net Value
Factories Capital Capital Capital Persons Esolu Inputs Output Added
taoloved ment
{Number} {ks. {ks, (Rs. (Number: (Rs. (Rs. (ks. (Rs.
takhi  lakhi  lakh) lakh} lakh} lakh} Takh)
N FC W K L 11,8 1 ] NVA
1.Agra Food 18179 230568 2R5S4er SZIGI0 1023424 79227 1172811 1981136 194301
Industries
2010 lon-F a0 P Wi 42414 ISfeel  BIGUTS 177950 199687 11ESIIR 156770 2575954
Industries -
3. Total Agro- IR4T7 FBBB2  A37123 1336005 2764540 2789046  2I5BIS0  J1AE906 4992245
industries
4. Non Agro- 61375 S30647 2169534  FATS1Te 4BI906T B2F207  6BF06BY BBLAL34 1834382
Industries
3 Total 101016 4008524 2802657 8811181 7584007 1108113 9248819 12015540 Z32eoh7
Industries -
! _ _ —
&. % #Agro Food 18.00 194 1019 5.92 13.52 719  12.68 13.16 8.3
Industries '
to total
Industry
1. % Agro Non- 21,04 1.7 12.95 %.24 .9 18.02  12.82 1309 12,81
Food
Industries
to Total
Industry
8. 1 Total 39.04 11.63 2.7 15.16 %4 2B.17 5% 26,21 21.14
faro- ~
Industries
to Total
Industry
Mote: 1. It includes manufacture of food products (200 to 219) and sanufacture of beverages
(29 to 2200
2. It includes smanufacture of cotton textiles (230 - Z31), wool, silk and synthetic fibre

textiles (240,241 & 749, jute, hesp and eesth. textiles (230-257 & 2591,
products
products,

Source 3

10

wood and wood
(furniture and fixtures, paper and paper products {280-281), leather and leather
and rubber and rubber products (300 - J02)

801, Central Statistical Organisation Annual Survey of Industries - {985-86.
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Tabie

Key Structural and Technical Ratios of Agro Industries

Lode Descrintion of industry  Fixed “ of Work  Fixed Lacital Caoital Labour Snare of  Net Value

No faoital ino Capita! Capital Labour  Froduct- Froduct- Emoluments Added to
per to tnvested /het  Rstio 1vity ity 1n value  Total Gutput
Factorv  Lanital Vaiue fdded
kz.iakh rdded
P FOARL FLog Bvedt RGL EML/NUA NVA/D

f
* .
-2l Total foro-tased Food - 13.0UB 4.7 13 ER VRO N 7 0. 1874w duiT . Golelbbe

Industriez

B
* ) .
71t0 3 . Total Aoro-based Non-Food 21,732 ALI9 1550 0.265 G.6M 0712 08701  0.190085.
‘Industries o
A+ Total Aoro-Besed Industries 17.721  47.68 LAS 0,252 0704 G780 0.5665 0.154328
c Non horo Industries Bo2d  78.9 289 1101 035 0.3006 0.4520  0.20885
A+B+C Total Industries’ 5,490  31.80 2582 0.792 0387 0.7 04762  0.19363

# As per the details explained in the footnote of table 4,

Source : 601, Central Statistical Organisation, "Annual Survey of Industries - l‘iﬁﬁ-aﬁ';
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The agro-i1ndusteies at present nave been contributing betwaen
TEL amd 40 of totai e-ports (Table e Buld ot the evpoprte are
=111 eaccounted for by primarv commodities. For sxamoie, S0 of
leather euports are 1 the form of semi~finished leather, instead
of valuse adoed proguctsE. Similar 18 the case o7 various prnuucﬁs
from soro bazed food commodities as well as auro-paspd-non-Tood
commodities. as 1n almost all commodities. there 1s @ supply
consEtrarnt sirer  mectins  the oeEeos of  domestioc mErbEt. ths
emphasis has to De pleced on larger wnat value reailzation by

als pﬁ:*ég;ﬂ prndus e,

P

s =
wor

erporting  valus soded, brend
Kecent Trends

The process of agro-based industria}jzation is-already on in
this countrf in-response o increasiﬁéraemandt?bﬁ vaﬁxous' aaro
basea products for direct ‘consumption, industrial use, and
export. There is already a shift from the early mechanical
engineering based agro-industries to chemi;al based industries.
For evample, in addition to traditional agtro-industries (rice
mills, sugar mills, cotton ginning, SpinNing and weaving
factories, jute factories, oil millé, etc.,) in recent years many
mEw  darao  tnduskries nave been established plants _for salvent
extraction for ollseeads. modern dairies for producing
bﬂtﬁleﬁ milk, butter., theese. chocalate, milk pawder; etc.,
factories for producing a variety of paper and boards from paddy
ctraw., bDaggases, ODansNa stems Tor producina alconol. acetone,
acetic acid and other chemicals from molasses and Cassava, for

producing medicines from medicinal plants, roots and tubers, far



prnaucing starch, glucose and variety of products from maize and
CASSaVAa, for fruit and vegetable products, fish land meat
pboducts. wines for export and man—-made fibres from fTorest
plantations. Fresh water, coastal, and deep sea fishery
industries are cetting increased attention (Gaikwad, 1986, pp &5-
6o .
Table &
Expnrt. of Agro-based Commodities from India

Walue e, Crore:

__.._...___......—._..—..-.—__._...—-__...._._.__....__._-....._.——.....——_—-—-.-.—__--.—_—.........——......-.......—...—.—.-—.—_...

Commodities 1985-86 i986-87 198788

T Toval faro-based Exports 4308.8  4943.87  5511.80
Total Exports 10894, 6 12452. 40 15741.20

% of Aoro based Exports to I5.5% o IF.HR% . IS5.0%

Total Export

A 7o . B P BT e o S Lo S W B 4T e v bl LML S S e e i b i AL S v T e S S e T T S e SN S S i 5 TR ok e e

Monthly statistics of Foreign Trade of India vol. I
March 1984, 1985, 1986 & 1987. ’ '

Note : Total Agro-based commodities include agro—based—food
commodities (Coffee, Tea, Cashew, Kernals, Spices, Sugar and
Molasses, FRice, Fish and Fish Freparations, Meat and Meat
Froducts, Fruits and Vegetables and Others) and Agro-non-food
commodities (Dil Cakes, Tobacco, Raw Cotton, Cotton Yarn and
Fabrics., Coir Yarn and Jute manufacturers, Leather and Leather
Froducts, Natural Silk and Wool and Woolen textiles).

During last six years, there has been a significant increase
in investment in plant and machinery for mechanized and highly
automated production of paste products: instant nondles,
vermicelli, and ready to fry snacke. These products have been
backed by intensive advertising and promotion. Similarly some

ma jor investments are in process in fruit and vegetable

industries, biscuits and confectionary industries, and ofther

13



gerack foods. Some maior 1nvestments have been made even in

setting up of inteurated paddyv-rice processing complexes.

The trends in the growth of agro-processing can be summed up

ac follcws:

1. Bv-product processing of major agricultural commodities has
opened up the vast potential of agro-industrial growth in
rural aress in recent vears,

2 The degree of processing has been'“considerably intensified
and modernized by the growth of processed food induetry which
1s based on cooking, miving, end chemical alteration
producing a textured vegetable food.

3 The developmant of aoro processing industries has attracted
higher capital investments, enhanced technological
complexities, and managerial requirements. Many companies
have also found the agro-processing and -processed food, as .
lucrative avenues for diversification. ~. '

in agro based non-food sector more investments have been made

to improve the product designs and product diversification -inte

more value added products. It is this trend of converting the

potential of processing of main products as well as by products
which has to be accelerated in future vears (Srivastava and S.
Vathsala, 198%9).
III

CONSTRIAINTS IN ACCELERATION OF _

PRODUCTION AND EXPORTS OF ABRO BASED PRODUCTS
The constraints on acceleration of production for domestic
market or exports can be identified from the svetems framework
right from the input supply to farmers and production of raw

materials to output processing and marketing (Figure 1).

!
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The 1nout supply and production system exerciees the major
constraint on processinge and marketing of products (kulkarni and
Srivastava. 198%). Similarly the functionina of the processing
syvstem and the policy environment also exercises a trestrictive
influence on the development ot marhkets (both domestic and
internatiﬁnali for the value added and processed aoro-based

productes.

Constraints of Raw Material Supply

Irn India one of the maior problems in agreo processino is  the
inadequacy and suitability of raw materiale. The vields per
hectare are much lower than the world average. Thirty per cent of.
“our fruits and vegetables are getting lost in the process of

handling and marketing. At the same time therfe . is under-

utilization of the existing capacity.

Recaﬁtxy Chadha (1989) has.observed the following constraint§ 
on the fruit and .veqetable processing industriess i. .'noﬁ
availability or paucity of processing varigeties of fruite and
vegetables, 2; shotrt periods of raw material. availability, and73y

eucessive costs of raw material.

Another estimate recently illustrated the gsituation 8%
follows: If we consider an increase in yield of only S04 (as
againét the order of magnitude of increases possible), it would

1
lead to 1) a minimam gtoss value of output of Rs. 1Z2,000/ha (four
times the average aross value of output in agticul ture), =) a
minimum net income of Rs.3,000/ha (four times the average in

apriculture), and 3) & minimum employment of 3500 mandays/ha

16



tthree times that in soriculture) (Frahlad in Erivastave and

Vathsala, 198%).

The above situation obtains despite the fact that onlv 1.5%

ot the fruits and vegetables are being processed 1in India.

r

Simiiar gituation obtains 2ven in agro-hased-nan—¥opd
commodities. For example. CLKI survev made the following two
obsgerveationg on the svailabilifty of rsw marerialse

1. énnually India i losing 5 million hides and ¢ million skins
together valued at Fs.3I9 crores due to non-recovery for a
et of FrE2EonE.

2 [f all the carcasgses=s avallable in the countrv are recovered
angt converted into economic praducts. the additional value
would be Fs.584 crores. Seshagliri Fao 1n Srivastavae 2nd
Vathsala (Eds.?». 198%), i

~

. : .
Theze observations indicete the mead for ‘the industry to

‘develop appropriate linkages with primary producers  tor
productivity enhancement and increased availability of raw
materials, Johl 1198%) obsgrved:

1. To proouce guality procesz=ed prodicts at laow cost, ﬁrccessing
plants shoulo produce/acquite seede of apptropriate varieties,
distribute these seeds to the producers themselves and gnter
into definitive contracts with the farmesrs for buving the
produce at remunerstivorcompetitiverinrentive prices. . '

2. Froovcers chould be helped by the procesesing plants  in
racpect o tnput supplies, evtension of modern production
techology and gQuality control,

Constraints on Prncessiﬁg and Marketing

The concstraintes 1n processing and marketing relate to

technology, market devetopment, and financial aspects.

Technology : As substantial partion of preduction takes place 1n

cottage and small sector, the technoleogy i often obzolete

17



‘Srivaestava, Faper presented at NABARD Seminat, 1989} and gives
sub-optimal vielas, energy over dtilization, lack of scale
economies  1n  production. and 1ncreased marketing costs 01,
Minstry of Food Frocessing Industries Documents). For example,
there is a difference of at least 4 % vields 07 rice betwaen
hullers and modern rice mills, In livesttock pPDducts, slaughter
houvszes are evtremelv obsolete, wnhygenic, ard unequipped Toe
recovering  the by—-products. Az the units are very small, they
fiavae wery lictle surolue in modern equinment to mabte nigh quality
products and processing of by-prodgucts for exports. The new
technologies availabie ha;e been desianed to ancresse the
recoveries throuoh Such processes 3 & reverse osmOsls, counter
current extraction, etc. Investment is required in balancing
egquipment and improved technology at seve:gl'Hey‘atages in agro
food brocessxng industries —sterilising,.'concenfration,- and
packaging. 1n exports, international standards are very e%hctingg
parficularly where mixing, homogenizing, déacriditing, ‘_gnd
pastuerisation are involved. Ferhaps, ways have to be found to‘
integrate by various processes of mergers, amalogation, etc.)
smaller wnits with larger and more madern units where smaller
unitg can supply intermediate producte for final conversion into
end-products. Also, more and more integrated agra-processing

complexes need to bg encouraged which can serve as an anchor for
forging forward and backward linkages. This question assumes
gpeci1al  significance in the context of our exportes to unified
Europe atter 1974, The kind of technology and prodoct
Eoﬁhieticatimn required may come from larger companies (Magee,
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Marketing: Value added products from intensive processing reguire
larger expenditure on marktet development. This problem i1g further
compounded because processed and packaged products 1n India
become extremely erxpensive. Normally it 1€ expected that the cost
ot processed products must be such that these can be sold at  the
lower prices than thoze of the fresh corresponding products at
least 1n  the off /lean seasons., Therefore, a large number of
urnlte have to be enabled to  Join toosther  to Dr&mcte the
products. Fackaging material manufacturers, for example, do not
cater to small orders from such wnite or charge highet pricesg
;

than for larger units because of scale. If the 851 and cottage
scale units have to keep large inventory of packaging materials,
the . cost of packaging., which 15 already-ﬁ?gh, wi'tl | further 'go
upon ;SriQastava. t al.. India Fisheries SectDP_ Study; 19693

AFEDA, 1989

Financial and Fiscal Constraintn‘The fixed capital per factory
is relatively very small but the working capital is substantialiy
larger for agroﬂinduétries than for non—agro—1ndustries.
Therefore, agro-industrial units not only reguire term 'cépital
for modernization and rehabilitation but also face a higher rate

of 1nterest on working capital Trom commercial banke.

Therefore, the working capital needs; both in teerms of cost
as well as margin money (for core working capital), will have to
be looked at differently than for non—aoro industries. An

analysis of sick units in agro-processing sector indicates that

in a large number of cases, cost and management of working
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capital has really brought the sickness.

In India, the processed/pactaged food producte have been

considered luxury items, and therefore, they have been subJiected

to high tax incidence at various sfages of processing. Various

studies (GO1, Mimistry of Food Frocessing lndustries Documents,

1985) have shown that the 1ncidence of taxes amounts.to 3I0% to
0% of ev—factory cost. The taxes and the packaging cost together
processed products. Foe

constitute the bullk of the price of

illustration, the element of taxes in green peas and tomatoes are

indicated in Table 7.
' Table 7

Cost Components in Whole sale Frices

L P — e - ————

Green Feas ) Famato
Sr. Fost Mod- Complete Fost Mod- Complete
No. Cost Items vat-Situ - Exemption vat-Sito Exemption of

of all taxes

Ll e e L S ——— —— ——

all taxes -

43. 25

1 Raw Material 43,25 23.27 22.89
2 Processing Charges 20.16 20.16 11.12 -11. 10
Breakage Loss . AR
% Fackaging FE.07 62.00 21.39 20.52
Total 15%.48 125.41 55.78 54.51
1 Interest 15% 11.96 9. 41 2.51 2.45
2 Selling Expenditure - 25.72. 20,23 8.75 B.52
2 Excise on Finished 19.72 - &.71 -
Froduct
4 (5T 4 % B.&7 - 2.95 -
Total 225.55 155,05 76.70 &65.48
1 Average Freight 12400 2.00 4,00 4,00
2 Token Dutwv 19, 00 - &. 46 -
3 BET &% 20,52 - . F6 -
* +

Wholesale Price of 277.07 167.05 94,12 &2.45
Manufacture .

GDI, "Working Group on Food Frocessing and Fost Harvest
Technology for VIII Five vYear Flan" Draft Report, p 48,
* Element of tawx is 40% + Element of taw is 27%

Sources

20



The processed products, therefore, have to be made cheaper s0O
that they acquire a large consumption base in the oJdomestic
marktet, Taration policies on processed products ana custon duties
oan plant and machinery need to be thraoughly examined (601,
Ministrv af Food Frocessing Industries Documents, 1989).

IV
ISSUES FOR DISCUSSION

In th; initial stages of growth Agro-processing is  contfined
orly  to primsry pyrocessing of main product #nd velue addition
frrom secondary and tertrary processing of all the by-~producte has
only a emzall]l comtribution n wvalue addition. With the
development, availability of technology and opening up of
markets., by-products processing becomes much larger component to
the value addition, generation of sanployment, éﬁé net ;:Ebmes 'uf'
the producers as well as processors, |

VTheré is an ihmense-patential far accelerating the agro-
processing for domestic as well as expﬁrt markets (B. R; Shah ihﬁ
- SBrivastava and 8. vathsala (Eds.>, 1989). But this patential
will be realised only by strengthening the backward linkage for
increasing the vields of crops and livestock, supporting
investments in more recent technologies and balanicng equipment,'
streamlining the tax etructure on  finished products, and

|

developing the market for processed and value added products.

The following major issues, therefore, need to be discussed -

i. In view of this, World PBsnk has recent ly initiated
comprehensive Sector Studies on  the following to identify
project ideas for India: i) Fisheriesy ii)  Edible OQilss ii4)
Fruits and Vegetables: ivy Sericulture; v) Meat and Meat
Froductes; vi? Leatheri wvii) Fackaging.
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ang reseatched,

1. Organizational Fatterns for Agro-Frocessing: ~t the primary
processing stage where raw material accounts for the bulk of
cost. the farmer s interests have to be sateguarded. Thus in  all
sUCh agro— processing enterprises twhether in private, public, or
cooperative sectors. this appropriaste backward linkteage has to be
gncouraned and nurtured (even attimes of falling prices). In view
a2f  this. cooperative AGroTOrocessing compleres acquire special
sianificance. The Tarmsr processing enterprises have been
obsetrved to grovide adeguate incentivies TOt lncreasing
production. In higher levelzs of protessing and processing of

some of the bv-progucts, where the welightage of the raw material
s smalier, porhaps  this guestion j= not Vet amportant.,

Z2. R & D Inputs and Technology Upgradation: Large number of units
reagulrs technoiloov uporadation. But adequate level of technology
and balancing equipment 1s nor #lwave avallable, 1t iz MECesSEarY
to further liberalise the import of technology in selected areas,
Darticalarly packsaging and machinery for food processing. Folicy
1seUues on  1mport of technology. i1te adaption, and 1ndegenization
need to be discussed. Freferential treatment to the developments

of packaging industry also needs to be oiven-attention.
- \\._

3. Market Development: As the trend for producing and exporting
more value added products acclerates it will be necessary to
promote and establish Indian brands in national as well as
international markets. Several Successful efforts have already
beén made by agro-based units. The recent effort of the Tea Board
to promote Darjeeling tea and tea bags is one such example. . The
Marine Export Development Authority has also taken up the -
promotion of products for direct consumer sale in the importing
countries. Therefore, the role of various export promotion
agencies in developing international markets need to be examined
{Jasol, 1989).

4. Need for Concessional Finance and Larger Margin Money for
Working Capital: As the uvnits are small, cost of term capital is
higher and altso working capital has to be rajised from commercial
banks at 1B4 rate of interest. More liberal financial assistance
needs to be devised for accelerating production of agro-based
products,

i’
¥

9. Tax Incidence: With the creation of a seperate Ministrv of
Foon Frocessing Induetries., the need for acceleration for . agro
food  industriesz has been recognized. It is 1n this context that
the high tax i1ncidence on Praoceszing Tood products and their
adverse effect on market development has to be discussed

&. Linkage of Agro-industry with Flanning for Agro-climatic

Regions: The Flanning Commission has demarketed 15 dgro-
climatic regions: Western Himalavan region, FEastern Himalavan
region, Lower Gangetic region, Middle Gangetic Flain region,

22



region, Lower Gangetic region, Midole BGangetic Flain region,
Upper Gangetic Flain region. Trans-bangetic Flain region, Eastetrn
Flateawy and Hill region, Central Pleteauw Hill recion, Westeern
Flateau and Hill region, Southern Flateau amd Hillws, East {oast
Flain and Hill region, West Coast Flain and Ghat region, GUujarat
Flain and Hill region, Western Dry region and Island region. The
gquestion to be digcussed i€ as to how a linkage of agro-
processing activities is to be brought about with the crop and
livestock specializstions. location and capacities will have to
be linked with economic zongs and emerging wrban demand centres,

7. Strengthening of the Data Base: As the bulk of the units are
1n cottasge and small scale sector, the dats base on their working
it not very strong. There is large time lag In the availlability
of even limited deta. For the orpanized sector. the annual Survey
ot Induetries 1g & weey loportanit and comprehnensive souerce: but
here acaln 1z the timeg lag in the publication of data and
sometimes the data is not made asvailable by the units surveved.
Therefore, the wave of upgrading the dats bage and puotiing all
the available information for policy and planning purposes
without any timelag need to be examined,

- B. Need for Further Ressarch: As the bulk of thé 'units  in agro
processing sector are small and data base véry weak., it s
necessary to prepare comprehensive case studies of selected units
in each major subsector so that the prablems at what is called
the cutting edge level are understood and recommendations for
policy formulation can be made. In this context, there is also a
need for comprehensive industry studies for varicus agro-based
subsectors. These studies also should make inter~firm comparison
within the industry. We should also examine the possible of
networking of various institutions involved in the study af agro
‘processing sector, :
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