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ABSTRACT

The paper discusses in detail the importance of agro based industries. This whole debate of the agro based
industries can be traced back to the economic development of the developing economies around the world.
India has been basically an agriculture driven economy, the story of the development of the other agriculture
driven economies suggest that they stated their development story with the view of also taking agriculture
growth into account. They led to the path of development i.e. industrial sector and services sector but also took
along agriculture with itself. This step was taken to make the growth process inclusive, that is development of
all the sectors composing the economy at that point in time. But in india the growth process has not been
inclusive that is, the urban centers has marched ahead while the rural sector stays behind. The development of
industrial sectors has been centralized along the urban areas. This imbalance has led to a flourishing urban
centre and a ruining rural centre. Now this imbalance has led to the problem of migration, unemployment in
rural centres, underemployment in rural centres, acute poverty. So to tackle this problem of rural distress
industrialization of rural india is a necessity and along with it growth of agriculture is also required. To tackle
this dual problem the development of agro based industries is a necessity. Now there are several aspects
involved in the development of an industry, | am taking into account the problem of economic viability of such

rural units.

1. INTRODUCTION
1.1 Definition of Agro Based I ndustries

TheFamine Enquiry Commission (1944) said that
agro based industries arethose which not only assist
intheindudtridization of thestate, but dsothosewhich
areinvolvedinsupplying thefarmswith agricultural
Inputs, besides handling the products of thefarms.

The National Council of Applied Economic
Research (1965) has defined agro based industries
asthosewnhich either useagricultural raw materiasor
makethingsthat farmersneed for their agricultural
needs. They include not only seeds, fertilizers,
implements, plant protection chemicalsetc., but also
the repair and servicing of farm implements or
mechinery.

1.1.2 Brief and Salient Featuresof Agro Based
Industries:

Thefeaturesof agro based industriesare;

1) Developing countries like India which are
agriculture driven economies integrating
agriculturewithindustriesisaprerequisite,

2) Agro basedindustriesprovide new avenuesof
employment at a small capital cost. Agro
industries provide better employment
opportunitiestolabor during off season.

3) A low import element of capital structure of
agro based industries reduces the need for
foreignexchange.

4) Agrobasedindustrieshelpsininfrastructural
development.
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1.2 Types of Agro Based I ndustries
Agro based industries can beclassified into four

types.

e AgroProduceProcessng Units. Theseunitsdo
not produce anything new they just processthe
raw material so that it can be preserved or
transported at lower costs. E.g. Ricemills, Dal
millsetc

e Agro Produce Manufacturing Units: These
units produce anew product taking agriculture
produce asthe major raw material. Thefinished
goodsareentirely different from the major raw
materials. E.g: Sugar Factories, Bakeriesetc.

e Agro Inputs Manufacturing Units: The
industrial units that produce goods for the
mechanization of agriculture or to increasethe
productivity of agriculture come under this
category. E.g. fertilizers, insecticide, pumpsetsetc.

e Agro Service Centers: Agro Service Centers
are workshops and service centers that are
involvedin repairing servicing pumpsets, tractors
Etc.

Astherearemany typesof agro based industries
asdiscussed abovewewill definefor our research
work Agro based Industriesasonly thoseindustries
that take major raw material from an entirely new
product or processthe agro produce so that it can be
transported at lower cost. In the current study we
havetaken only two types of agro based industries
into consderationtheseare:

a) Agro Produce Processing Units
b) Agro Produce Manufacturing Unit

1.3 How to define Economic Viability

a) Economicviahility meansthat thered returnsfrom
operations, relativeto the asset value and labor
inputs, are competitivewith other small business,
career, or investment aternatives.

(28]

b) Ableto sustain operation on the basisof current
and projected revenues equal to or in excess of
current and planned expenditures. In other words,
anactivity that can support itsdlf financialy. It can
be applied to any economic unit, from asingle
project to abusinessto acountry.

Todiscusseconomic viability infurther details
wemust takeinto cons deration thefollowing points:
e Financingof business: InRural Indiathemain

problem hasbeen of financing aparticular business

asthepeopleareilliterateand their creditratingis
very low, thereforethe banksand other non banking
finandd inditutionshesitatein giving loanstothem.

Thebasicreasonfor thisisin therecent past there

have been a large number of cases of default

reported intherural areas(Gill, 2004), (Chadda,

1996). Thereisafurther need to bring awareness

inthe people about how to strategically usethe

fundsthat are given by theingtitutionsto start the
business, and they must betaught not to usethat
fund for personal uses. Also they must keep the
record of financial transactions made by them
during business(S, 1998).

¢ Interest being charged: Also apoint of major
concernisthat theinterest charged by banksand
nonbankingfinancid inditutionsarevery high(RM,
2008). Thereasonsfor thisis:

a) Thecredit rating of rural peopleisvery low

b) The cost of going to theinteriorsand providing
sarvicesisvery high

Asthe above problemsarethe point of concern
sothereisaneedtolook intoit and thelocal bodies
and government must try tolower theinterest ratefor
loansgivento rural people (Venugopal, 2006). As
theinterest ratesare high thereisaproblem that the
breakeven in the business gets delayed. Also a
completely new gtructureof providingloantotherurd
people should be developed (Siddhu R S, 2004).
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e Capital Structure: In a business the capital
structureof anenterprise playsavery crucid point
indetermining itseconomic viability. Thereare
basically threetypesof capital involved

a) Money invested from onesown pocket,

b) Money taken through deb,

c) Capita generated through floating of shares.

Inthisscenario generdly only twotypesof capital
aregenerated mainly Cepital through onesown pocket
and debt capital areonly used. Thebiggest drawback
of this system is whether you have profit in your
business or not you haveto pay theinterest to your
debtors. My suggestionisaplatform should be created
for agro based industriesand other rura industriesso
that they can register their company and take capital
frommarket through shares. But careshould betaken
because share holdersarethe ownersof thecompany
sothey sharethe profit made by the company. Soin
the capital structure abalance should be maintained
between equity and debt capital (Ranga, 2005).

e Typeof business: Thetypeof businessisvery
important because in agro based industries the
production isseasona sothebusinesstypeto some
extent isal so seasonal . Astheworking increases
to a great extent during harvesting time (Das,
2009).

e Quantity of Production/ Economiesof Scale:
Thequantity of productionisof primeimportance
becauseitisthe price of the product that draws
theattention of the consumer. Therura agro based
industries hasto compete with big playersinthe
sector like Dabur etc. Sothereisaneed that either
agro based industriesincreasetheir production to
reach economiesof scaeor thegovernment should
intervene to give some support to agro based
industriessothat they can stand inthe competition.

e Raw Material Procurement: The cost of
procurement of raw material isvery lessfor agro

1)
2)
3
4)
5
6)
7)
8)
9

based industries because the major raw materia
i.ethefarm produce isavailable nearby and in
abundance. Sotheraw materid ischegply available
and al so the transportation cost isvery low. To
lower the cost for procurement the people
producing the same product should form groups
and placetheorder for raw material so that they
arein abetter position to bargain because of more
guantity and the transportation cost gets reduced
sgnificantly.

Trainingbeingimparted torun thebusiness:
Thetraining that is being imparted to the rural
peopleto runthe businessisgenerally done by
nonbankingfinancid inditutionsbeforegivingthem
loans. They aretrained in soft skillsto run the
business, but amajor initiative by the government
isneeded in order to increasethe frequency and
effectivenessof training. Industry expertsneed to
be called so that the rural people know the cost
effectivewaysof production (Goyal, 1996).

Proximity tothefeeding areas. Thisisalsoa
major challenge because asthe distance between
manufacturing and feeding area increases the
trangportation cost alsoincreases. Sotheindustry
must be set up so that thefeeding areasarenot far
away.

Inlight of the above discussion to check the
economic viability of theagro based industrieswe
would collect information from agro based
industriesabout following variables:

Capitd

Reserve Funds

Equity

Net Profit

Borrowings

Current Ligbilities

Totd Ligbilities

Totd Inventory

Agro Produce Inventory
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10)
11)
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15)
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17)
18)
19)
20)
21)

Current Assets

Net Working Capital
Fixed Assets

Total Assets

Opening Stock (Agro Raw Materid)
Opening Stock (Total)
Total Sales

Saleof By products
Total income

Total purchase

Total Expenses

Net Worth

To study theeconomic viability after collectingthe
above datafrom agro based industries someratios
will be used to get a correct picture of economic
viability of theindustries. Theratiosthat will beused

ae

1) Test of liquidity: Theliquidity ratiosareused to
measure the ability of an enterprise to meet
immediate cash obligations. Theratiosunder this
head are:

e Current Ratios Theformulafor currentratiois;
Current Asset/ Current Liabilities.

e Acid Test Ratio: Theformulais: Quick Assets/
Current Liabilitiesand formulafor Quick Assets:
Current Assets- Inventory.

[30]

Liquid Assets to Total Assets Ratio: The
formulaisLiquid Assets Total Assetstheformula
for Liquid Assets= cashin hand + Cash At bank+
Inventory+ Bills+ AccountsRecel vablet+ Deposits
In Bank withdraw able on demand.

Inventory ratio: Inventory / Net working capital
the formulafor Net Working Capital= Current
Assets- Current Liagbilities.

2) Test of Solvency: The solvency ratios would

reflect medium term and long term solvency
position, indicating itsability to meet mediumand

long term obligations. Theratiosunder thishead
ae

Total Liability to Owned Fund ratios: Total
Liability/ ownedfunds.

Fixed Assets to owned Funds Ratios:
Depreciated value of fixed assets Owned Funds.

Debt Equity Ratios: Long term Borrowings/
(sharecapital+ reserves).

3) Test of Turnover: Theturnover ratiosindicate

theeffectivenesswith which different assetswere
utilisedinthebusiness. Turnover meansthenumber
of times the asset flows through the firms
operationsintoitstotal sales. Theratiosare:

Inventory turnover ratios Annua Sales/ Average
inventory and theformulafor averageinventory=
(opening stock+ closing stock)/2.

Total Assetsturnover ratios: Total salesin a
given period of time/ total assetsinagiven period
of time.

Working Capital turnover ratios: Total Sales/
Tota Working Capital.

4) Test of Efficiency and profitability: Test of

efficiency indicatesthe utilisation of capital and
incomewhereastheprofitability test aremeaningful
measures, which can be used to diagnose the
financia status and the overall efficiency of a
businessorganisation.

Efficiency of capital ratios: Thisratio analyses
theefficenciesof factoriesto capitd utilisation. The
ratiois: paid up sharecapital/ Annual salesvalue.

GrossRatio: Thisratiotellshow efficiently the
companiesgrassincomewasutilisedi.e. through
Total expenses/ grossincome.
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5) Test of Financial Strength: Thisratio ascertains
thereal worth of the company.

o Net Capital Ratios. Total Assets/ Total liabilities,
greater theratios, thebetter itis.

e Equity Capital Ratios: This ratio includes
composition of owners equity. The formulais
OwnersEquity/ Paid up share capital.

2.EMPLOYMENT POTENTIAL

The potential on agro based industriesto create
employment can becategorizedintwo different forms
one is direct employment and the other indirect
employment i.e. through forward and backward
linkeges.

1) Direct Employment: In the case of direct
employment, employment isgenerated in different
agro based industries in the area. It has been
observed that one agro based industry employ up
to 5 peopleinafloor mill unit.

2) Indirect Employment: It is generated by the
forward and backward linkages in the agro
industriessector like:

e Agriculture: As the demand for agriculture
produce will increase dueto the devel opment of
agro based industries, it would also result in
increase in the number of people involved in
agriculture astherewould beareadily available
market to sall their produce. So therewould bean
Increaseintheemployment in agricul ture sector.

e Supply Chain management: The process of
purchasing the raw material for agro based
industriesalso can employ people. To procurethe
raw materid theagroindustriesproducing thesame
end product formagroup and procureraw materia
in a large batch size. A group formed for the
procurement of raw material comprisesof experts
inquality checking etc. So agroindustrieshelpin
creeting employmentinthisfield.

e Marketing of Product: Marketing of product
plays avery important rolein every industrial
devel opment or anew product launch. Sincewith
the help of marketing the producer informstheend
consumer that, this particular product with these
qualities are available in the market and my
company producesit, soyou can buy thisproduct
(Pandita, 1997). Also the products producedin
the agro based industries haveto competewith
theproductsof big industriesalso. So marketing
playsamajor roleinthesdling of product. Inmany
rural areas where a number of agro based
industries exist, marketing of products is
outsourced to government agencies or private
entities, which market their product (Gunasekaran,
2006).

e Sdling: Selling isthe key of all business. All
businesswork on theline of making profit and
profitiscalculated on the number of unitssold of
aparticular product. Asweknow, sellingisonly
possiblewhen:

1) People seethe product availablein the market,
then peopletend to buy the product.

2) SadesAgent tellsthe customer that the particular
product isuseful and should buy the product.

Inagro based industries, s ncethe manufacturing
isdoneinrural areas. So, peoplearerequiredto
takethe product in theurbar/ rural market so that
customer buysthe product. So, thereisaneed of
asalesteam sothat it can sell the product.

e Training : In order to run an agro based unit
proper traininginsomeskillsisrequired. Training
need to be giventotherura peopleabout how to
read and write, how to best utilizetheloan given
to them, how to handle the machinery?Alsothe
knowledge about the government schemesare
availablein the area etc. Thereisaneed for a
training ingtitute or government training centersso
that proper training can be given to the needy
(Kumarargj, 2007).
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Transport: Inanindustria areaneed of trangport
cannot be underestimated. As we know
transportation isneeded for raw material aswell
as finished goods. So, employment is also
generated inthetransportation area(singh, 2004).

Infrastructure Development: The first and
foremost criteriafor agro based industriesor any
other industry is to flourish in infrastructure
development (Das, Electricity and Rural
Development Linkages, 2007). It will provide
employment to many, so that road, electricity,
water, rail transport can be made available for
industriesto grow (Ragu, 2008)

After theabovediscusson, theeconomicviability
can be measured taking following variablesinto
congderation:

Capacity of theunit
Productioncycle

By products
FeedingAreas
Training Being Imparted
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