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I.

APPROACHES & MECHANISHS FOR DEVELOPING m 700D PROCRSSING
INDUSTRIES . -

By Ravi Avasthi

INTRODUCTION o

In the first flush of their desire to industrialise and catch wp with the
industrialised West, many developing countries launched strategies and
adopted policies which favoured large-scale and capital intensive industries.
This climpte of openion may now ‘said to have uidergone a sea change. While
the relevance and importance of large-scale industries, where economies of
scale are of greatest economic significance, are recognised and must
continue to be emphasised;, it is now accepted that small-scale industries

bave a very significant role to play in the economic development of these
countries. :

This acceptance of the role of small-scale industries in the planned .

economic development of the third world arises from the recognition that
labour intensive small-scale indusiry development can play s sig'nificu;t
part in making & dent in solving the problem of unemployment. It over-
comes t0 some extent, t0o, the universal problem 6f shortage of capital

" and foreign exchange endemic in the third world. The possibility of

dispersal of small-scale wnits in rural, semi-urban and urban areas

seeas also to afford a chance that problems of regional balance and
over-crowding in wrban areas may be pore amenable to solution if a policy
of planned small-scale development is made an integral part of the deve-
lopmeny process.

While it is true that this acceptance has made the task of promnrtion of
small-scale industries somewhat easier than before, it is far from the
case that the battle has been won., It is still true that tne dasic infra-
structure that is essential for their promotion has not been put into
place in many of the degeloping countries.

In this paper, after discussing the availadble approaches and recognised
strategies for the development of small~-scale food processing indusiries,
& twofoid task has been updciukcn. In the first part 1 sddress myself
to the would be entrepreneurs who would like to go into production on a
snall-gcale because the resources they command or hope to command are
snall. Here the main thrust of my argument is to highlight all the
possible pitfalls that can destroy sn entrepreneurs’dream and land him
into bankruptcy and ruin,
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In the secoad part I have givea an outline of the various imstitutional
and pvlicy mechanisms that India has developed over the yesars to ensurs
that small-scale food industries can play their role effectively and
officiently. It is my hope that this will be found useful by those
whose job it is to promote small-scale industries in Nalaysia.




2. APPROACHES AND STRATECIES .

Small scale food processing imdustries can play a key role im the induws-
trialisation of most developing coumntriss. It has desn established that
they generally use more labour in relation to capital than large industries.
They can be established rather quickly, require shorter gestation period
and need smaller markets to be ecomomical. They stimulate the growth of
industrial entreprencurship and promote a more de-centralised pattera of

. ownership and location. They can raisqtapital more easily and provide a

E reduction of financial risk through d:lversificntion.‘ i -

Small scale opei-ations are appropriately suited to a wide variety of .

_ projects especially connected with food. They enable optimum wtilisation’
of necessary inputs as determined by local conditions of nppl; and demand
and produce goods at a ra{e and of a quality appropriate to market
requiresments. ’ . ' ) -

“\

A wide range of food products can be manufactured in the small-scale sector.
The technologies are simple. The technicians can be guickly trained t5
operate the machines, The projects can be set up even in rural areas with
basic infrastructure.

There seems now a greater appreciation, in Malaysia, of the important roie
that small industries can play in its economic and industrial development.
These industries have also been accorded prio;'ity in Malaysia®s Industrial '
- Waster Plan (1986-1995). With a view to further provide impetus to the
growth of bumiputra-based small scale food processing industries in rural
wcreas, as envisaged in the New Economic Policy (I97I), the lursa.ry Yactory
‘Scheme is a novel action oriented development,
While the need for action to promote bumiputra dased industrial development
has beern well recognised, one of the major constraints in accelerating the
industriwliiation process is the difﬁcul‘.&y the 'scheme’ faces in the
search for technology and industrial knmow=how. Otiler equally difficult
areas are finance, marketing (and export), supply of rav materials, technical
training, selection of right type of machinery and equipment, linkage with
large scale industries (sub-cr.ntracting), etc.




Development of Small scale food processiag imdustiry:s wodus operandi

How a developing counify like Nalaysia is to develop its smell scale food
processing inustrial sector is of couirse a decisiom to be taken by the

| Eonment and concerned imstitutions in the context of its endowment of
natural and human resources and its economic and social objectives.

Policy measures to encourage technological choices have to 'b; adopted.,
Promotion of appropriate technology in the food industries can be viewed

as one element in the industrialisation strategy. The removal of cxict.ing
bia‘a in favour of "turnkey® technology and large scale industries in

tariff policy, banking and financial practices, and vocational training
are but a few areas to look into.

Industrial Policies:

Processing industries based or agriculture and fisheries are central
points in the economics of many developing countries. In the process of
industrialisation due attention should be given to the small scale
enterpri-r :s. In a number of countries food processing activities are
very often carried on in small-scale enterprises. Actually, food
processing of almost all kinds caw make a significant contribution to
employment and income generation. Close t; their raw material supplies
of agricultural produce, food processing activities can also aignent

supplies of processed food in such areas. This can also. slow the
migration of distressed and jobless people to the towns. A policy of
growth and continued self reliance will promote small-scale rather than
large scale food processing. Such policies include greater emphasis by
the banking system on sxaller industrial loans, which should be supported
by extension services.

Ir many developing countries lai'ge scale enterprises tend to benefit from
the sustomary frame worl: of import substituting industrialisation, wiib -
easy access to large bank loans st rath;r low rates of interest, the
duty-free importation of machinery, unimpeded access to foreign techno-
logy, and often & monopoly in the domestic market. This sort of environ-
ment for industrisl growth is as likely to retard the growth of seall
firms as it is to strengthen the position of large ones. Nodern machiner)
is implicitly given preference over tocﬁnologiu more appropriate to the
humapn resource endowment and the needs of the people for dasic products.
It ic }';:mo common that large modern fond factories displace existing
ssallescale food processing uni’s and thus diminish the over-all %wol
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of employment. ?ill aow the large modera feod processing factory has

had every fimancial incentive and preference in many developing countries.
Now the current should flow strongly the other way, in favour of small
factories.

-~ 2.1.2 -Appropriate technology:
PO A technological search and appraisal wnit or cell for food processing

industries under the Ninistry of Trade and Industry can play an important
role.v Such a unit could examine and svaluate the aprropriateness of the
prosect, the product and the proposed technology to provide information

on altem_tive technologies and would make pusitive and specific n:gges‘timu’i

to serve the broad economic ard social objectives, with a view to deve-

loping small-scale food processing enterprises where advisable.

2.1.3 Science and Technology:

The government encourages or gets involved in greater extent in generating
new relevant technologies suitable for small scale food processing
factories or in adapting the existing ones in other developing countries
to the real needs of the country. A few examples of locally developed
fo_od-procening technologies with considerable potential are:

-~ Sugar confectionery - Rice mills

- Open-pan sugar plants - Pruit & vegetable preservation
-~ Biscuits and Bread production - Jce candy

-~ QGari production from Cassava - Jeat products

- Hammer mills for flour - MNilk ané Dairy products

- Pastas production ~ Chewing gum

- Edible oils expelling -~ Carbonated beverages

« Animal ard poultry feed mixing - Alcoholic beverages

- Pish meal - Spices, etc.

In the generation and adaptation of techmology, the growith of domestic
capital goods sector, establishment of local and regional research
institutions and the reorientation and strengthening of education and
training programmes play bighly significant and positive roles. In
certain countries research institutions do exist but they have few links
with local industrys it may, therefore, be necessary to reorient them

in the .ppropriatoldircction.




2.2

The above discussions have so far emphasised §or setting wp strong
gﬁvorn-ontal strategy for technology search and appraisal, to constamtly
keep in touch with technological developments and the sources of supply
of appropriate and relevant technologies. The nmew direction of the
country must be towards cheaper products, more labour - intensive
techniques, smaller and more dispersed plhnto; and better use of indi-
genous materials and capital goods industry.

Characteristics of food processing industries:

For the development of small-scale food processing industries one must
take into account verious aspects of production, the handling of raw
materials and certain zocial factors. Processing plants can never operate:
effectiveiy unless full participation of the primary producers in the
entire chain of operations is ensured, from raw material production to

the processing plant. There is a need to coordinate raw material
planning owing to their perishable nature. MNost of the raw materials

are produced in areas with a predomining rural population. The successful
development of processing industries demands close relationship between
the primary producers and the processing plant. In many developing
countries such relationship does not exist or is poorly developed hence
Government should coxncern itself more actively with this problem.
Production methods and processes need adaptation to meet specific reguire-
ments of industrial processingj; for example:

Food processing, particularly canning, is expanding in many countries;
a processing plant requires readily available raw materiecls. An ’
adeguate supply at a reasonable price and reliable deliver‘es can hardly
be zssured under the conditions of agricultural production prevailing
in many developing countries. Variation in yield owing to poor quality
seed, unfavourable deather, diseases ani so on ofter restrict the
availability of fresh proluce. To be sure of his suprly, the processcr
sbould be in a position to contract with farmers or be permitted to
acquire land on which he can grow proluce specifically required for
processing.
Nodern food processors are not prepared to accept whatever raw materisl
is offered b& the farmer. %Yo sccelerate the development of food processing
industrics {he primary producer should be given guidance. Technical
servicss .nd:fscilitio- for small scale food industries should be created.
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2.3

2.3.1

Incentives should de given, for instance, guarantees for the oontimwows
delivery of rav materials to the industiry at reasomable prices. This may
in turn depend on tke availability of adequate facilities for storage,
processing, packaging and distribution. These lack in many developing
countries, and, as a result, the percentage of waste and losses, especially
in the perishable food sector, is very high. '

Supporting and related industries including utiiization of waste material:

The establishment of food processing industries invariably leads to the
development of supporting and related types of industries. Equipment and

machinery for handling, processing, storing, packaging and a great variety.
of other products should be manufactured for use in the processing industry.

) Local workshops should be set up for repair and maintenance.

Industrial development, especially in rural areas, also requires adeguate
supplies of water and electricity; housing and roadsj suitable transport
faciljities including refrigerated transport for perishable food; improved
fara services and market structures; co—operatives and credit systems;
and greater managerial competence. The role co-operatives can play in
the development of small-scale food processing industries can not be
stressed strongly enough.

A few examples may be given to show how such supporting and related
industries may be established.

— A slaughter-house always produces some waste such as condemned meat,
hooves, claws, intestines, blood, bones and other offal, the disposal
of vhich is often a serious problem. Consideration should, therefore,
be given to the utilization of waste and by-products. If these are
available in sufficient quantity, a small dehydrator or disintegrator,
either to manufacture bone, dblood or meat meals seperately, or to
make a mixture, which, in turn, can be used as chicken feed.

« Processed oil=bearing fruits or seeds leave as residue g presscake
containing some 0il, all the rest of the fruit or seed being mostly of
fibrous nature. BEvery effort should be made to have these presscakes
used in the immecdiate area of the oil expeller, or to see hew other or
by-products could be added to set up a feed—mix plant. Converted
animal offal from neighbouring slaughter bouse, dran from rice mills
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or from a pincapple-canning plant, or other dried residwes of vog‘-
table origin can thea be comdined, so that thare is little or mo loss.

- The principal material obtained from coconut is edible.oil. There are
also valuable by-products — coir, fidbre and kernel meal or flour. The .
coir can be converted into yarn which in turn may de spun into ropes,
plaited or woven into carpets. The fibre to make brushes, and ground
kernel can be wsed as & filler in plastic production. Similarly the-
fibre extracted froa the icuvcn of the pineapple car be made into &
fine cloth. '

2.4. The Plant:

For a number of food industiries elaborate plants are not required, and '
4 : indeed are not advisable. Some machinery fabricators today also produce

such equipment and machinery that are suitable for small-scale processing
plants. .
It is necessaty to determine the viability of i:e processing unit. Thi;
requires somewhat detailed project imdentification, ~hich will greatly
differ uit? respect to the raw matérial to be brocessed. The viability
determination will be a part of the Project Report as described under
para 3.3. To reduce risk as far as possible, expert advice will éften

be necessary in selecting the eqﬁipnent and mackinery and the technolo=-
- gical process.

It is econorical and often technologically necelléry to estadblish a food
proéesling industry close to the source of.the,raw material, specially
when infrastructure is under developed. Through a small sized food
processing plant; in the initial stages of development, modern but
appropriate technologies can be demonsirated; e:perience gained in the
bandling of raw matericls and in the production processing, packaging,
distribution and marketing of the end products the required contact

- established between farmer and processors in-plant training provided for
technical anc managerial personnels and a favourable investment climete
created, which will meke it possible to set up local farmers' co~operatives
and credit unions. Once experience has been gained in managing and
operating the first or say pilot plant successfully, duplication or
enlargement of such plants is relatively easy.




Other essentisl steps would bde to improve transport imclwling refrige-
rated transport, cold storage, marketing and distribution facilities.
Establishaent of a practical qulit.y control laboratory either in the
plant or ar a pert of ‘common-service-facility®' is important for

developing and maintaining standards subject to continuous review and
improvement.

So far this paper bhas atisspted to show that the small-acale foof pro-
cessing indusiry can de ;;eunncnt feature of the industrial scene
in a developing countxy; Wmat £t is able to adjust itself to ever
changing conditions an#f to siese opportunities as they arise; that

it offers grut scope foF specialised operations and customer urnce;
that it can and should be appropriate yet modern.




3. NECRANISNS
3.1 Introd=action

The small-scale food industries (SSIs) sector, in many developing countries
such as Repudblic of Korea, Taiwvan province of China and India, has been a
dynamic one with a large group of motivated people who have forged their
enthusiasm and skills, faced odds with grit and determimation and have
proven their capabilities to themselves and the world. It is now hoped
that this can be repeated in NMalaysia too.

The following 'brief®’ is meant for you — the new entrepreneurs — who have
decided boldly to enter this challenging sector, io be on your owm, to

provide employment to few others and in the process to contribute to the
nation's industrial progrese. ’

The quickness with which an enterprise establishes itself and matures to
success s directly proportional to the intellectual effort that precedes
it; having a careful feasibility analysis and a planned project approach
positively help to overcome future pitfalls. |

This chapter hopes to help you in this process; to give you broad guide-
lines on time tested approaches in setting up your unit and the incentives
and special facilities which may be, rather should be,sffered by banks,
financial institutions and the government to the small-scale food
industries in Malaysia.

PART ONE

3.2 What project should I have?

3.2,I Project ideas could originate from various sources or due to different
reasons like the success story of a friend/relative, experience of others
in manufacture/iale of product, demand for certain products, chances of
producing a substitute of an article imported for which there is good

demand etc., and of course the motivation, background and skill of the
entrepreneur and bis associates.

3,2.2 One major aspect while choosing a project idea should be to ascertain
the extent of the marketability of the product proposed to be manufactured,
its gencral use, 1ndus§ricl which use it, its end use and its dbuyers.
You should, therefore, study the demand and supply of the product over
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3.2.3

3.2.4

the last fou years to estimate its future demand Based ea the past tread.
¥hile doing o it would be necessary to take isto comsideratien the
anticipated changes in food habits, technology and levek of incomes of
the people. If the product propoced to be manufactured has market
throughout the country, the study should take imto account the demand
and supply of the product for the whole country. However, if the market
for the product would be confined to oneftwo states/or a particular
region the study may be confined to the concerned states/region. Nany
units function as ancillaries to major industries. 1In such case, their
fortunes being very closely dependent and linked to that of the'pdreut
upit®, it is very imsportant that det-ilcd‘unalyti. are made on various
areas before the decision to become an ancillary is mede; i.e. aress g
like, wil.. tae unit be totally dependent om the parent wnit? the

potential for reasonable profit and future growth, the experience of

similar ancillary uwnits, whether there are any probless in obtaining
payments or supportive know-how, whether the investment in fixed assets

will be such as to facilitate easy branching off into a new product line

in case the ancillary arrangement does not yield iaticipcted benefits etc.

An import-substitute product, basically, should have a good market in -
view of fhe general policy to encourage indigenmous production. It
would, however, be necessary to have a clear idea of the governments®
import policy, present demand, the landed price of the imported iteam and
how your price will compare with it, quality difference, etc.

In order to arrive at reasonable estimates of the future demand and
supply for a product, information relating to the capacity of existing
units manufacturing that product, the extent of their utilisation, the
capacity of the units that have al;eady been granted licences but are
in the process of being established, import and export potentiality of
the product etc. should be takem into consideration.

A SSI unit generally enters the market which is localised and already
has existing manufacturers. The success of the asew unit in competing
with the existing manufacturers would depend on a cosbination of its

capability to identify and spproach its targeted customer group and

its marketing features like price, quality, delivery schedules, sales
promotion etc.
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3.3.1

3.3.2

Preject Beport
Preparation of a Project Report:

a) Many emtreprencurs, despite their eathwsiasm and 9kills, overleok
planning aspect which at times, becomes a major weakness. In this
connection it would be extremely wseful if you sat down and wrote
all necessary details relating to your project and its components,

after identifying the product you propose to manufacture and its
market potential.

b) If necessary, the assistance of experts from Bank Pesbangunan
Malaysia Berhad (BPNB), Small Esterprise Division (SED) of the
Kinistry of Trade and Industry, Nalaysian dgricultursl Research
and Development Institute (WARDI), Standards and Industrial Research
Institute of Nalaysia (SIRIN), Porestry Research Imstitute of
Nalaysia (FPRIN) and other available consultancy houses may be used
for the purpose. The report should estadblish the technical and
economic feasibility of the project and its growth plans.

Technical Peasibility:

Although under the ‘Nursfry Pactory Scheme®, the location, land and
buildings are already predetor-ined and provided for, dbut if you were
to grow out of the scheme, or plan establishing the project on your
own you should keep the following in minds

a) Location: You should select the location for the unit taking into
consideration the proximity of source of raw material, skilled
labour, market and other infrastructural facility. Perhaps the
government .may announce certain incentives for prosoting industrial
units in backward areas,

b) Land and Buildings Pactory buildings can be either rented or owned.
Investment in land and building is better avoided in the initial
stages to avoid the locking up of funds., It is advisable to go for
industrisl sheds in developed aress or indusirial estates on rent/
lease., 1If the factory building is proposed to be constructed, you
should ensure that the land is free from encusbrances and it can bde
used for industrial purposess if not, the competent authority should
be spproached for this purpose. While comstructing the factory

building, you should ensure that sdequste provision is made for
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ths Putwre reguirensats. There may de sertaia licsnces and eles~
reaces required to e obtaised wnider law Befors a wait can W
estadlished, like registratiom certificates, no cdbjection cartifi-
cates for having indwstrial she@s in specified areas (Betropolitan
srep/agricultural ares, etc.). It would de advisable to get ie
tonth with local awthorities and obtain the licences/clearences.
While deciding wpon the size of factory buildiags, adegwats provision
sust de sale for future expansion.

rocess: You will have to decide on the nnm
m»hmptu whether it is Dased on the existing techhb-
1ofy oF atw tecimblogy and whether the lother is infligeabus o> the
mow=how Sas 1o be imported. If you are new satrepremmer, it is
DELLEF that tested technologies are wsed. While aiopting wewf
isporied techrology, the position relating to copyright/reyalty,
etc. should be verified.

3:3.3 Sechinery and Equipment

s)

You should properly assess the requirements of -achincry/oquimt,
spare parts, tools etc and decide upon the proper sise of the plant

and machinery and its usefulness for the purpose it is bought for.

b)

You should remesber that once fixed assets are acquired, it would

be very difficult to change them. Careful thought should, therefore,
be given before deciding upou them. The machinery items should be
necessary and adeguate, witk no flamboyant investment. Sometimes

other units in the neighbourhood » ~ have idle machine capacity

which can bé used by you for some of your operations, thus avoiding
additional inveit-ent in machinery. Likewise it is sometimes

cheaper and convenient to have some componenis bought out instead

of buying fresh equipment and making them on your own. These points
may be kept in mind while deciding on investment in plant and equipment.

To bhave some idea of costs and quality on your own, the names of
various suppliers or manufacturers of the required uchinéry may be
ascertained and guotations obtained, 7You should decide whether the
raquired machinery is to be bought directly or on hire-purchase
basis on which BPXB may like to help., However, if any items of
macbinery are to be imported, you should apply for import licence,
if the import of those items of machinery is allowed under the
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Goverament®s import policy. While selecting the plaat and sathinery
you Bust ensure that the same has hinisan Wreakiowns and Spare parts
requirements.

into consideratiom the existing market, the future meeids, nininwe
cost of production and the break-even capacity of the plant.

ts The layswt of the plant should be such as to him ate

i) Optiswm output,
ii) Safety measurss, , A
iii) Making preduction contrel and supervision easy,
iv) Reduce travel distance of men and material in process.

3.3.4 Rav Wateris)

3.3.5

3.3.6

a) You should ensure that the type of raw meterial required will generally
be availedle in the quantities desired at fair prices and when wanted.

b) Where any items of raw materials, chemicals and additives and packa-
ging materials are to be imported, you should ascertain whether under
the Government®s import policy those could be imported.

Dtilities

You should ensure that the foilowing utilitiel/icrvices are available
adecuatelys

s) Power
b) Water of good quality
c) Dieposal of waste and effluent.

Hanpower needs:

You should determine the manpower needs on the basis of the total project.
The requirement and availability of the skilled, semi-skilled and
unskilled labour and manzgerial personnel should be properly assessed.
While the unskilled labour may be available everywhere, skilled labour

is not available easily and may have to procured from nearly

places, which is costlier, or trained, which is time consuming.

14




3.3.7 Zoonsmic Pupaibidity

e) Barksting: You should have a vlear idea regarding the size of the
market for the product in the region proposed to e covered, likely
growth of market, the customers, Bmjor competitors im the field,
their price, quality of their product amd their marketing strategies.
After analysiag thssts fattors, you should develop a suitable sarketing
strategy, coveriag the product miz, prics, quality and the sales
prosotich metholde.

n Ao ¢ !@I‘iﬁ.‘l‘ ke projections for profitability
Or'i.’eriil .f tiib. Iiifi%ibility of a wnit @epenids wpen the cost

of the projest, Tinsn cbet of operations and sales

revenwe. The i@tilﬁivil ’bink -8 ihat quantws of sales at which a

unit is just able to recover all expenses, i. e.. it neither sarns

a profit nor incurs a loss.

¢) Working Capitals The working capital reguirements may be computed
taking irto account the following: '

i) The minimus stocking period Jor raw materials, finished goods azd
stores taking into account the availability of raw materials, the
lead c¢ime required in obtaining them, advance to be paid to
suppliers, guantum required for ensuring continuous production,
off-take schedule of customer requirements and the average value
of stock~in-process.

ii) Percentage of credii sales to total sales, the average period
taken for bills to be realised.

iii) advances reéeived from customers and credit in purchases.

d) The total cost of the project can be coﬁputed as under:

1) The cost of fixed assets proposed to be acquired.
ii) Total working capital requirements (ror the first year of production)

1i1) Preliminary and pre-operative expenses. Provision should be made
for escalstion of costs.

¢) FPollowing are the sources for meeting the above costs of the projects

i) Your own capitsls seed capital assistance from State Goverament/
autbority.




11) Loans/deposits from your friends/relatives, which can %o held
for long periods, say three years.

1i1) Nedium term loans (for fized assets) from the banks/ters
lending institutions,

iv) Working capital loan from the commercial bank.

v) Credit on purchases.

vi) BPNB bill discounting for purchase of machinery on deferred
payment guarantes.

3.3.8 Organisation

The project report should include s write up on the organisation set-up
in your unit and the methods proposed for monitoring performance.

3.4 Some important featurea t, be observed in running a small-scale
food industry:

3.4.1 The planning in key areas like sales, production, and finance plays a
very vital role. You should, therefore, draw an annual plan right in
the begining to include:

i) Sales plan: indicating the volume of sales expected with product-
wise break-up, ‘

_ii) Production plans based on the sales plan. This would also give an
indication of the capacity utilised.

iii) Purchase plan: not only to ensure smooth flow of materials required
but also to give you an idea of cost of materials.

iv) Expense budgets to take into account wages to the labour, rent of
premises, administration costs, selling and distribution expenses
and other overheads.

v) Profit plan: based on the level of sales expected to be achieved
in the year.

3.4,2 Such an annual plan will ..lp you in identifying the area(s) where things
can go wrongs whether there is a need to recast the plan completely or
it needs a slight modification.

3.4.3 1t is necessary ':that thc_ unit is geared fp generate internal surplus st
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the earliest so that the oquity base is streagthened. Per youwr wait
to run om profitadle level and generate imtermal surplus efficieatly, it
is necessary to handle the problems det.ilod below.

3.5 The common probleas and pitfslls seen in SSI units are:
3.50! Production e

i)Not having a fAlly=developed product or project idea at the start of
operations Fusulting ia idle production capacity and depletion of
funds even Before going im for commercial production.

ii)Poor material planning resulting in under wtilisation of capacity
as also, mhortage of Wprking capital. It is important that the right
material is bought at the right time and in the right gquantity.

e

iii)Lack of production planning and cortrol leading to inefficient wti-
lisation of labour, machires and raw maierials resulting in lower
profitability. If proper control is not exercised over productionm,
the delivery schedule might not be met.

iv)Break-down of plant and machinery resulting not only in costly
repairs but also in holding up of production.

v)Lack of quality control, harming tne units® reputation. If the goods
are sub-standard, these may have to be ivithdrawn and reprocessed or
these may be totally scrapped. In either case, there will be loas
of money and materials.

3.5.2 Karketing

i)Inadequate, assessment of demand for the product and the time it would
take to build up a market, You should not go by hearsay in these
respects but should study the features of competition in the market
and plan the production accordingly.

ii)A poor quality product = Do not sacrifice on the quality as bhaving

‘bought the product and found it unsatisfactory, no one would purchase
it again.

113)Booking large orders at fixed prices in an inflstionary market should

be avoideds a price escalation clause may be inserted in the order form.
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iv)Avoid sole dependence o ome or few buyers for the product.

v)Poor marketing strategy: you should study the marketing strategy
adopted by others in the same field to i-provg upon certaian aspects
10 gain an edge over thea.

o ?

3.5.3 Pinance

i)Lack of financial planning: you should work out the amount of funds
needed for acquiring fixed assets for the level of operations planned
and decide uporn the sources from whiclx these funds would come. You
should encure that the level of production and sales you have planned
is above the break—-even point because otherwise your unit would be
incurring losses.

2

- ii)Absence of proper accounting system: in the absence of proper accoun-
ting or information system you would not kmow how your unit is faring.
You should remember that it is more expensive in the long rum mot to
have a proper accounting system. The accounting system followed should
be such as would provide all f:’u;ancial infomtiou whenever required.

jii)Diversion of funds into unproductive uses: funds for development or
expansion must come out of equity and funds should not be drawn for
non-productive uses. Further do not use working capital funds for
investment in plant and machinery which should be purchased either

- out of internally generated su plus or from long term finance.

iv)Poor management of working capitals e.g. carrying excess imventory,
tardy collection of bills, lack of expense control. You should
control expenses according to the level of production by means of an
expense budgst. There should be a regular follow~-up on collection
of bills to ensure that the bills are paid in time and the money is
put back into the business to 'kup it running smoothly. You should
also ensure that payments to creditors are made according to schedule
as otherwise goods may not te received from them in future and the
production may suffer.

3.5.4 Some other zitulh you should avoid ares

i)New product development or diversifications do not fritter away

internally generated surplus into new products at the cost of existing
ones. Do not divert working capital towards development expenses.




ii)Lack of proper organisation: if you do mot zllocate pesple to specific
Jobs and tell taem t0 whom thay should report, it would meither be
possible to trace failures in operations aor rectify them. To function
effectively you must have an organisation of the right size and manned
by the right people.

iii)Poor industrial relations: unhealthy working counditions, poor wages,
no incentives for better production and mot looking after workers®
safety could lead to industrial unrest and low productivity. If you
look after the workers interest, they would certainly look after your
wnit's interest,

T THO

3.6.2

3.6.3

Incentives and Institutiomal Support

The strategic role of small scale food processing industries in the
overall economic developmeni of a number of developing countries, such
as India and Nalaysia, has been emphatically recognised in their
pational policies and reflected in their five year plans. With a view
to ensuring adequate flow of funds, the small scale food industries
sector is normally recognised as a priority sector. Perhaps it would
be a good idea to see what has been done to successfully develop

small scale food industries in some other developirng countries. To

my mind, India is one country in Asia where the small scale sector has
continued to play a vital role in the fulfilment of its socio-economic
objectives. I, therefore, would like to discuss the facilities offered
and mechanism adopted there; all or some of which might be found useful
for adaptation in Malaysia too.

Definition

Smzll Scale Pood Industries in India have been defined as industrial units
engaged in nnufcctnring/procening/prcnrution activities with original
hw'ntucnt in plant and machinery not exceeding US$ 300,000. A few years
ago a small scale industiry was one which would employ less than 50 paid
full time employees.

Various Agencies Supporting SSIs

Prior to 1949, financial assistance to small scale unit was granted
mainly by State agencies. Thersafter specialised institutions like




State Fimanzial Corporatioas (SrCs), Fational Small Industries Corporation
(¥SIC), State Swall Industries Corporations (SSICs) and State Directorates
of Industries wers set up to meet the credit requirements of Small Scale
Industries. Froc 1956 commercial banks have been extending various types
of credit facilities in ar intensive manner. At the apex level, a SSI
Board, headed by the Development Commissioner(SSI) oversees the establish-
ment and healthy growth of SSI units.

'3.6.4 Why registration?

3.6-5

T

Registration with State Directorates of Industries helps a wnit to obtain
all facilities and assistance from Government. Registiration of small
scale wnits is done in two stages (a) Provisional registration and

(b) Registration.

Provisional registration enables the units to apply for and obtain faci-
lities such as sheds or construction of sheds in industirial estates, water
and power comnections, financial assistance, machinery on hire-purchase
etc. from Central/State Government Organisations. Provisional registration
is granted at the District Industries Centre (DIC) level within a period
of seven days after receipt of applicatior. After the unit has taken all
steps to commence production, it can apply for permanent registration.

Extension services of SIDO

Small Industries Development Organisation (SIDO) acts as a policy formu-
lating, coordinating and monitoring agency for the development of small
scale industries at national level. It provides a wide 'range of extension
services through its net-work of Small Industries Service Institutes(SISI),
Testing Centres, Process-cum-Product Development Centres, Central Tool
Rooms, Central Ingtitute of Hand Tools and Production Centres. Each of
these Institutes is fully eguipped with technical officers, workshop and
testing facilities to provide technical and other assistance to small
scale food units in the area of their location.

i) Economic Informations Industry prospect sheets, area survey rcporti,
project profiles, feasibility study reports are brought out by SIDO
which provide information on the scope for development of various
industries.

15) Technical Assistances SIDO provides technical consuliancy on the model




s

and desiga of technical rrocesses, wse of modern machines and equip-

ments, preparatioa of desigas, lay-out of machinery and assistance
on all aspects of production.

iii) Quality Improvesents and Testing: With a view to improving the guality

iv)

of products being manufactured in the small scale sector, Testing
Centres and Stations have been set up in the area of concentration of
specific groups of industries to provide specialised testing facilities
for a particular product or industrv-group.

Industrial Hanagement & Training: SIDO offers consultancy services

in the field of techno-managerial, marketing, guality comntrol,
production, finmance, labour laws, etc. and wndertakes special -trair"ng
prcgra—es, in-plant studies, open house discussions and seminars.

A panel of consultanis consisting of reputed engineers, technologists,
scientists etc. on every branch of technology has been drawn up for
such jobs or projects where expertise is not available with SIDO.

In backward areas, the small scale units can avail of the services

of these consultants and the entire expenditure is borne by SIDO.

In other areas the units have to bear 75% of the cost whilé the rest
is borne Y; Small Industries Development Organisation.

3.6.6 Development Programmes

i)

ii)

District Industries Centres: The District Industries Centres Prograame

was launched in 1978 to provide a focal point for the promotion of
Small, Tiny, Village and Cottage Industries and to provide services
and support to the decentralised irndustries sector under one roof.

Incentives in Backward Areas: The Government has provided several

incentives to enable entrepreneurs to establish industrial under-
takings in backward areas. These include concessional finance,
out-right subsidy upto 25% of fixed capital investment, preferential
treatment in licences, transport subsidy upto 75%¢ of the transport
cost of industrial raw materials and finished goods in the selected
areas.

iii) Entrepreneurial Development Programmess The implementation of sn

Entrepreneuriul Development Programmes and creation of awareness in
people towards setting up of s small scale industry are two important
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slements for indwstirial develepacut and reduction of wnewploymeat.
A number of entrepreasurial development programmes are, therefors,
being organised by SIDD through Small Industries Service Institutes ‘
and their branches with the help of the State Directorate of Industriesy
State Financial Corporations, Commercial Banks and other development
agencies for the benefit of different target groups comsisting of both
skilled/semi~skilled and educated/uneducated persons. These progra- |
mmes are organised for engineering and mon-engineering emtrepreneurs. |
Entrepreneurial Development Trogrammes for non-engineers incluie 'onen,f
rural artisans, technicians, weaker seetions of the society, educated '
unemployed and the plgsically handicapped.

iv)Ancillary Development amd Sub-gontrasting Exchanges: Under the ancil-
lary development programme, individual items are identified for
ancillarisation and small scale industries are assisted for securing
sub~contract jobs with a view to providing them effective marketing
support. As a part of this programme sub-contracting exchanges
promote ancillarisations they act as an information-house for matching
the requirements of medium/large undertakings looking for sub-
contractors with small scale units desirous of securing orders from

medium/large undertakings.

v) Modernisation Programmes: The modernisation Programme envisages
upgradation of obsolete technology of small scale industry through
jdentification of their input needs in rural, urban and backward

areas of the country. The main objectives of the programme ares

- a) Improvement in production technology
b) Product Development Design
c) Testing, Design and Quality Control
d) Machinery ani equipment
e) Selection of proper raw material . .
f) Application of improved management technologzy. ‘

Under the Modernisation Programme seminers, ipduafriaikclinics,
industrial workshops, modernisation‘aouiqe' and study visits are
organised, : ‘

vi) Government Stores Purchase Programmes TheNationad Small Industries
Corporation verifies the competence of small scale units for
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executing Goveraneat orders and enlists them for participatioa ia
Governaeat Stores Purchase Programe. A number of items are reserved

for exclusive purchase, some items for purchase upto 75% and others
for purchase wpto 50% of the requirements from small scale industrial
units by the Government purchasing agencies. A price preference
extending upto I5% is given to smell scale uwnits over medium/large
scale wnits.

0

vii) Aggistanee to Young Engineers: Under the Assistance to Young Engineers

Programme training is provided-through specific agencies to unemployed {
) engineers. The programme envisages financial assistance to trained
' engineers in the form of subsidy on interest payable on loans taken
by them from banks/financial institutions for acgmisition of fixed

‘assets. The quantum of subsidy is the difference between the interest

i “at the rate of 7% per annua and the normal rate charged by the banks/

financial institutions on the loans so advanced. The scheme has been

O

further liberalised to cover non-trained engineers subject to
certain conditions.

viii) Industrial Estates: The facilities being provided by the State-

Governments to entrepreneurs in the Industrial Estates include built-up
factory sheds, power and water facilities, roads, godowns, workshops,
common facility services etg.

o ix) Reservation of Items for Production: With a view to giving protection

to small scale units, a number of industries have been reserved for

exclusive production in the small scale sector. 1In food sector

these ares Ice Cream, Pickles & Chutneys, Vinegar, Rice & Pulse

. ¥illing, Bread, Biscuits, Confectionary (except Chocolates), Rapseed,
Kustard, Sesame & Groundnut oil except solvent Extracted, Sweetened
Cashewnut Products, Pouliry Peed, Ground and Processed Spices,
Tapioca Sago and Plour etc.

x) Export Promotions Small Industries Developmeni Organisation provides
export marketing information, export consultancy and organises
training courses and seminars for promoting exports from small
scale sector.

Trade delegations and study teams are sponsored from the small scale
sector to help them develop contacts with foreign buyers. Under this
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xii)

programme 60% of the expenditure imcurred 2y trade delegations amd
teams on admissidble items is met by the Ninistry of Coamerce wnder
the Narketing Development Assistance Scheme.

Under the advanced licencing scheme small scale units are able to

import raw materials, components, spares etc. required for export

production without payment of customs duty and with/without having
export orders im hand.

Similarly, under the Imprest Licencing Scheme, small scale wnits can
obtain licence for import, outside the duty exemption scheme. Other
facilities provided to small scale industries under the Import and
Export Policy through Ministry of Commerce are as follows:

a) Import Replenishment under the scheme of Registered Exporters;
b) Cash Compensatory support;

c¢) YOO% export—oriented units;

d) Duty drawback;

e) For recognition as export houses in small scale sector minimus
limit prescribed by select products and non-select products is
equivalent to US$ 600,000 and US$ 2.3 million respectivelys

f) Supply of export credit st concessional rates etc.

Seed/Margin Money Scheme: The objective of the Margin Money Scheme

is to assist the State Governments to reduce the incidence of sick
units and thereby ensure better utilisation of installed capacities
in small scale sector.

Kational Small Indusiries Corporations National Small Industries

Corporation promotes small scale industriee by providing supply of
machinery on hire-~purchase, enlistiment of small scale units for

participation in the Government Stores Purchase Programmes, distri-
bution of raw materials, marketing of small industries products and

extension of marketing assistance at institutional level and providing

prototype development and training facilities through Prototype
Development—-cum=Training Centires.

xiii) Self-Employment Schemes The schems provides nlf-uiblonent opportu~

nities to educated unemployed youth who are matriculate, are within
the age group of 18-35 years, and do not belong to affluent section

24




of the society. Eligible youth are provided & composite loan of

US$ 3,000 to set wp small indwstry, without offerimg any mergin or
security. The government assistance in the fors of capital subsidy
to the extent of 25% of the loan contracted is provided to such youth.

3.6.7 ~ Pinancial Assistances

A net-work of State Financial Corporations, National Small Industries
Corporation, State Small Industries Corporations, Commercial Banks,
Cooperative Banks and Regional Rural Banks provides financial assistance
to small scale units. Industrial Development Bank provides re-finance

-to the industrial loans advanced by these institutions to 2mall scale
sector.

i) State Pinancial Corporations (SPCs): State Pinancial (:orpofa'tions
grant term loans for the purchase of land, construction of factory
premises and purchase of machinery and equipment for the setting uwp
of new industries or for expansion or modernisation of the existing
ones. SFCs generally prescribe a margin of 25%¢ and allow an initial
holiday of two years for the loan repayment (ihis period can be
increased to five years in backward areas).

-B ii) National Small Industries Corporation(NSIC) and State Small Industries
Corporations ‘SSIC:[ s NSIC and SSICs supply machinery on hire-purchase
basis to small scale and ancillary industries, the value of which
should not exceed US$ 300,000 and US$ 350,000 respectively, inclusive

of the value of machinery and equipment already installed. The

| payment for the machinery and equipment is made directly to the
suppliers., The hire purchase value is generally recovered in I3
half-yearly instalments and a rebate of two per cent allowed if the
instalments are paid before the due date. While NSIC supplies both
imported and indigenous machinery, SSICs supply only indigenous
machinery.

iii) State Directorates of Indusiriess State Direciorates of Industries
sxtend assistance ranging between US$ 800 to U3$ 4,000 for the
construction of factory premises, purchase of machinery and equipment
and working capital. These loans are repayable in five to seven years.
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iv) Cosmercial Banks: Commercial Banks provide short term and mediwm term
financial assistance. The short tera credit facilities are granted
for working capital requirements of the units like those for raw
materials, goods—-in-process, finished products, bills receivables and
book debts. The medium Term loans are granted for the acquisation
of land, constructiom of factory premises, purchase of machinery and
equipment and operative expenses. These loans are generally granted
for periods ranging from five to seven years. They also establish
letters of credit on bebalf of their clients favouring suppliers of
rav materials/aachinery (both domestic and foreign) which extend the
bankers® assurance for payment and thus help their delivery. Certain
transactions, particularly those in contracts of sale to government
departments, may reguii: guarantees being issued in liem of security/
earnest money deposits for release of advance money, supply of raw
materials for processing, full payment of bills on assurance of
performance etc. Commercisl banks issue such guarantees also.

v) Industrial Development Bank (IDB): The industrial Development Bank,
the apex developmental body for smell, medium and large industries,
extends assistance to SSI units through two major schemes:

8) Bills Re-discounting Scheme, under which the manufecturers of indi-
genous -achinery/capital equipment can offer deferred payment
facilities to their buyers (the period of such payment being not
less than six months and not more than five/uven years), the relati
bills, accepted/guaranteed by the buyer and/or his bankers, can be
discounted by the manufacturer with his own bank to reslise the
cost of machinery immediately. The latter, in turn, re-~discounts
the bills with IDB ard obtains the amount paid. Subsecuently he
takes them back before their due dates and presents them for
payment before the buyer/his guarantor.

b) Refinance Scheme, under whick IDB refinances eligible term loans
granted by banks to the SSI borrowers.

The Industrial Dnclopﬁent Bank and some commercial banks have promoted
State Technical Consultancy Organisations to extend consultancy
sssistance to entrepreneurs.

26




vi) Natiomal Bank for Agricultuwral and Reral Development (NABARD): The
National Bank for Agricultural and Rural Development was set uwp in
1982 to provide re-fimance assistance to State Cooperative Banks,
Regional Rural Banks and other _upprwel institutions for all kimds of
production and investment credit to small scale industries, artisanms,
cottage and village industries, handicrafts and other alljed activities

vii) Specialised Institutions: Technical assistance and guidance in a wide
_range of subjects is provided through specialised institutions and
experts available with different development orgenisations.

3:6:8 Piscal Incentives

-

a) Concessions under income tax laws

i) Investment Allowance: An investment sllowance of 25§ of the actusl
cost of the new plant and mechinery installed by a small scale -
industrial wmmit is alloved as deduction subject to certain comditio:
including the requirement of the creation of a reserve of not less
than 75% of the allowance. An investzent allowance is allowed at
the higher rate of 35% to the users of know-how developed within
the country.

4

ii) Amortisation of certain Preliminary Expensess Certain preliminary

expenses like expenditure incurred on preparation of feasibility
report, market survey etc, legal charges for drafting agreemert,
printing expenses of the memorandum and articles of association,
registration fees of the company, exvenses on public issue of
shares or debentures of the company etc. are allowed for amorti-
sation subject to the condition that the aggregate amount is not
to exceed 2.5% of the cost of the project. The amoritisation is
alloved against the profits in ten equal instalments over a pesriod
of ten years.

.4i1) Additional Depreciation for New Plant and Machinerys In addition
t0 the normal depreciation sllovance, an additional deprecistion

at the rate of 50% of the normel deprecistion sllowance is allowed
in respect of new wachinery or plant installed, subject to certain
conditions.




iv) Tax concession ix respect of awly set wp smll scale indwstrisl
Undertakings im rural arcas: A deduction equal to 20% of the
profits derived from a new small scale wndertaking set wp in rural
area is allowed while computing the taxable income subject to
certain conditions. This deduction is admissidble for a period of
IO years and is available in addition to the normal deductions
under the Income Tax Act.

v) Tax Holiday for New Indusiries: A deduction egual to 20% of the
profits derived from a new industrial wndertaking is allowed for
the purpose of deteramining the taxable income for the first eight
assessment years (in backward areas this period is IO years). This !

s concession available to all the new industrial wundertakings
irrespective of their location. While this concessions is not
avuilu'ble t0 the large and medivs industries in the non-priority

sector, an exception has been made in the uie of small scale
industries. .

b) Concessions under Excise Tariffs

The salient features of a new scheme of Excise concessions for small
scale wnits ares

i) Exemption/Preferential Rates
Value of clearance

Rate of duty
in a year
-~ Upto US$ 125,000 Pully exempt*
- Above US$ 125,000 and Kormal duty reduced by IO
upto US$ 625,000 percentage point subject to
’ a minimum duty of 5%
ad=-valorem.

~ Above US$625,000 and
upto US$ 1.3 million Formal duty.

1i) Eligibilitys The above scheme would apply to 211 uniis whose
clearances in the preceding financial year did not exceed US$ 1.3
million and which are registered as SSI units with the State
Directorate of Industries. Howevers

*1n case of units which produce more than one article falling
under different tariff headings, the limit of exemption can
go upto U88$250,000, |




3.7

a) waits whose value of cleararances ia the preceding fimancial
year 4id mot exceed US$ 62,5003 or .-

.

») is not likely to exceed US$ 62,500 during the curreamt yearj or

¢) which have been availing of the various exemptions for the
small sector,

wvould be exempted from the conditions regarding registration as
SSI wnits.

jii) 211 these wnits whose value of clearances do not exceed US$ 85,000
" will not be reguired to obtain a Central Excise Licence.

¢) Incentives and concessions provided by state governments, local
governments and their agencies:

The primary responsibility for executive action in regard to the
development of small industries and the implementation of the programme
of assistam;e is that of the state governments and their agencies.

To attract the promotion of small scale industries in their States,
they offer numerous incentives and concessions to the entrepreneurs,
besides those of the Ceniral/Fedral Government and organisations.
These include cash subsidy, sales tax incentive, exemption from
payment of electricity duty, concessional power tariff, water
subsidy, loans for purchase of Diesel generating sets, Octroi exe- -
mption, exemption from Stamp duty, subsidy on preparition of feasi-
bility study, subsidies for prévention and control of water pollution,
for the purchase of testing equipment, marketing assistance, alloiment

of land/shed in industrial areas, loans for working capital, subsidy
for housing of workers etc.

Legal Requirements

In their paper 'The case for Labour Intensive Industries in Malaysia’,
Chee Peng Lim et al pointed out that the efficiency of small scale
industries was not up to the mark due to certain opcrationai inadoqui-
cies vis-s-vis legal requirements.

A number of countries have several acts relevant to the operations of a
factory. Their provisions ensure smooth operation of the plants and prov
better environment and working conditions. Some of them ares
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1) Pactories Act: The Pactories Act lays down the minimum health

measures and welfare measures which are to be adopted. They
safeguard the safety and the general welfare of the workers.

. Certain restrictions on the working hours as well as age of
employees and their fitness to work are also imposed. The act
imposes criminal liability on the occupier or the manager of the
factory for certain acts of commission or omission.

i1) Payment of Wages Act: This Act seeks to regulate the timely
payment of wages to persons employed in the indusirial establishments.

iii) Payment of Bonus and Grat\_l,itz Acts:t The Acts define the minimum

bonus and gratuity payable to the eligible employees.

iv) Bmployees Provident Pund Act: This Act details the extent of contri-

bution to be made, eligidbilityfor membership, duties and responsi-
bilities of the employer and penalties levied.

v) Employees State Insurance Act: This act gives a list of obligations

on the part of the employer and rates at which premia is mabh
for the insurance coverage of employees.




.

A close examination of the policy recommendations made Wy Ali and
Salleh (DWIDO Report) with regard to the "Nursery Factory Scheme®
will reveal that most of the problems im the Pengkalan Chepa project
arose due to certain weakmesses. MNajor constraints of merketing,

rav material procurement, fipancial and techanical services, mamagerial
training, plant efficiency, linkages etc. could be avoided.

At the end I hope the above compendium of approaches, strategies and
mechanisas adapted and followed in a developing country can defimitely
help in developing and sustaining the smell scale food industry
sector. Owing to the besic weakness and handicaps of small-scale
industry and the shortage of instituwtional agencies to provide the
services and facilities needed, the Covernment in Nalaysia may wish
to0 assume certain special responsibilities for its development.

The most important contribution the Government can mske is to adopt
those policies and programmes which will facilitate the healthy
growth of enterprises in this sect?r.
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