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Foreword

The importance of micro, small and medium enterprises (SMEs) in contributing to food security and
nutrition and to the well-being of Asian economies cannot be overstated. Formal and informal SMEs
together account for 60 percent of gross domestic product (GDP) and for more than 90 percent of
employment in both developing and advanced economies. In Asia-Pacific, SMEs account for over
97 percent of all enterprises and employ over half of the workforce.

The Food and Agriculture Organization of the United Nations (FAO) has been providing support to micro,
small and medium food processing enterprises since its inception in 1945. This support has taken the
form of technical assistance and advice to member countries to support livelihoods development in the
context of value chain development. Equally important, FAO supports the generation and documentation
of knowledge on the experiences of different countries and regions of the world in agro-food processing.

This publication provides status reports on agro-industrial policy measures for micro, small and medium
food processing enterprises (MSMFEs) in nine Asian countries at different levels of development –
Bangladesh, Bhutan, China, Indonesia, Malaysia, Philippines, Republic of Korea, Sri Lanka and Thailand. The
studies were commissioned by the Food and Agriculture Organization of the United Nations, Regional
Office for Asia and the Pacific (FAO-RAP) during the period 2010–2012. Key issues highlighted in these
reports were discussed during a Regional Workshop to Promote Agro-industrial Policy Measures for Micro,
Small and Medium Food Processing Enterprises in the Asian Region convened by FAO-RAP in 2013.
Participants included 21 representatives from the public and private sectors, as well as from academic
and research institutions, representing 15 countries in Asia. Representatives came from a diversity of
backgrounds including food science, food policy, environment, agri-business and finance.

This publication includes an overall analytical review of the key issues and policy recommendations
based on the findings and deliberations of the regional workshop and the nine country reports. It is
hoped that the information documented in this publication provides a useful basis for countries in
developing and upgrading their policies on micro, small and medium food processing enterprises.

Hiroyuki Konuma
Assistant Director-General and

FAO Regional Representative for Asia and the Pacific
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POLICY MEASURES FOR MICRO, SMALL AND MEDIUM FOOD PROCESSING
ENTERPRISES (MSMFEs) IN THE ASIAN REGION

by
Rosa S. Rolle

FAO Regional Office for Asia and the Pacific

1. Introduction

The importance of Small and Medium Enterprises (SMEs) in the well-being of Asian economies cannot
be overstated. SMEs play an important economic role in virtually all countries across the region. Formal
and informal SMEs together account for 60 percent of gross domestic product (GDP) and for more than
90 percent of employment in both developing and advanced economies.

In Asia-Pacific, SMEs account for over 97 percent of all enterprises, employ over half of the workforce
and contribute significantly to economic growth, with SMEs’ share of GDP ranging from 20 percent to
50 percent but only accounting for 35 percent or less of direct exports (APEC, 2014). Many countries, and
particularly developing Asian countries, owe their resilience to SMEs which provide a major source of
employment. Between 50 and 90 percent of the workforce in many economies across the region is
employed by SMEs.

“SMEs are a source of employment, competition, economic dynamism, and innovation, they stimulate the
entrepreneurial spirit and the diffusion of skills. Because they enjoy a wider geographical presence than big companies,
SMEs also contribute to better income distribution.”

Supachai Panitchpakdi, Secretary-General of UNCTAD, 2006

The food value chain is comprised of SMEs, both as suppliers and value adders (storage, processing,
distributors etc.). Micro, small and medium food processing enterprises (MSMFEs) constitute a major
segment of the SME sector and are the subject of this paper.

This paper documents key findings of country reports prepared for and discussions held during
a Regional Workshop to Promote Agro-industrial Policy Measures for Micro, Small and Medium Food
Processing Enterprises in the Asian Region convened by FAO in 2013. The paper also documents
recommendations for addressing challenges to MSMFE development in the region. Concrete
recommendations for the sustained development of MSMFEs in the Asian region are also proposed in
view of their significant contribution to food security, employment and economic stability.

2. Micro, small and medium food processing enterprises in Asia and the Pacific region

Micro, small and medium food processing enterprises, or MSMFEs, play an important role in the survival
and development of countries at different stages of development across the Asian region. They employ
a majority of the workforce in all countries, with employment in the sector averaging approximately
90 percent. MSMFEs also play a critical role in socio-economic development through their contribution
to food security, poverty reduction in urban and rural areas, their income generating activities and their
contribution to exports.

MSMFEs have the advantage of producing foods that are culturally accepted across the region. They
continue to provide the poor with an affordable source of food and contribute significantly to nutrition.
At the same time, they are heavily reliant on labour and absorb a significant proportion of the unskilled
labour force in the region, while making a substantial contribution to employment. They, however, tend
to work in isolation with limited interaction with other MSMFEs or institutions in their surrounding
environment.
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MSMFEs have been traditionally characterized on the basis of their level of organization (formal or
informal), scale of operation (micro, small, medium and large), level of technology (appropriate,
intermediate and high) as well as on the basis of their location (rural vs. urban) and level of value added.
Trends in the region highlight an emerging scenario wherein MSMFEs might be better characterized as
being either Modern or Traditional MSMFEs on the basis of their target and market (Table 1), level of
technology and innovation, and ability to conform to food safety requirements.

Table 1.  Modern vs. traditional micro, small and medium food processing enterprises

Modern MSMFEs Traditional MSMFEs

Market driven Produce largely to meet the food security needs of
mass markets

Invest in product, process and packaging innovation Limited capacity to invest in upgrading processing
operations

Conformance to food safety and quality standards Often do not conform to food safety standards

The developmental status of the MSMFE sector varies widely across the region owing to many factors
– political, literacy levels, status of economic development, target market and poverty and levels of
intervention and support from national or even regional governments and the international community.
They nevertheless possess a number of key strengths which allow their continued survival. These include
their rapid decision-making ability, flexibility in production and planning; limited investment and capital
requirements; and ability to make use of local labour and capacity to create jobs, improve livelihoods and
business activity, while making use of indigenous raw materials and technologies and contributing to
reducing post-harvest losses. An analysis of the strengths, weaknesses, opportunities and threats faced
by MSMFEs as compiled by the Regional Workshop to Promote Agro-industrial Policy Measures for Micro,
Small and Medium Food Processing Enterprises in the Asian Region is summarized in Table 2.

Many models exist at the national level across the region for promoting MSMFE development. These
include technology and business incubators, agro-industrial parks and packaging development centers,
the use of ICT in marketing, as well as models of joint action such as clusters and cooperatives and
linkages between MSMFEs and large agri-business.

Table 2.  Analysis of the strengths, weaknesses, opportunities and threats faced by MSMFEs

STRENGTHS

● Rapid decision-making ability.

● Flexibility in production and planning.

● Limited investment and capital requirements.

● Availability of local labour, raw materials and
indigenous technologies.

● Ability to minimize PHL and production losses.

● Capacity to create jobs, enhance livelihoods
and business in rural areas.

● Ability to keep sustaining the economy in
times of crisis.

● Ability to produce a wide-range of products
that are locally accepted.

WEAKNESSES

● Lack of policy and infrastructure support.

● Fluctuation of quantity and price of raw
material and discontinuous supply.

● Low efficiency and productivity due to limited
access to technology support.

● Inadequacy of appropriate knowledge and skills
(technical, management).

● Limited financial support and finance access.

● Inefficient market/limited access to market and
marketing support.

● No division of labour.

● Not much experience-sharing among MSMFEs.

● Lack of knowledge about food laws and
regulations.

● Weak linkages and networking on marketing,
financial, technical and institutional issues.

● Limited capacity to undertake R&D.
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3. External forces that currently shape MSMFE development in the region

Food systems across the region are currently in a phase of change brought about by changing economic
and demographic trends. The MSMFE sector is, however, being shaped by a number of external forces.
These are described below:

Urbanization – The Asian region is rapidly urbanizing. As of 2011, approximately 43 percent of the
region’s population lived in cities. The poor are, however, urbanizing at a more rapid rate than the
population as a whole and poverty is increasingly becoming an urban issue. The traditional MSMFE sector
is a major source of food for the rural and urban poor. Special attention must, therefore, be paid to
ensuring support to the traditional MSMFE sector.

Changing consumer lifestyles and preferences in urban centers – Growth in per capita incomes,
changing lifestyles and an increasing number of women in the work place is bringing about change in
consumption patterns and shopping habits in urban centers across the region. With their increasing
incomes, consumer demand for traditional foods that are safe, of good quality and which are
conveniently packaged is increasing. As consumers in urban centers become more aware and educated,
they are also more concerned about nutrition, health and wellness.

Consumer tastes in urban centers are also changing, and with their busier lifestyles, with less time
available for food preparation, their demand for food that has a reasonable shelf-life is growing. These
changing demands pose major challenges for MSMFEs who must strive to improve and innovate in their
processing and packaging operations and upgrade the quality and safety standards of their products
in order to position their products on supermarket shelves and compete with imports.

An evolutionary trend is already becoming evident within the MSMFE sector in order to respond to
consumer and market demand for traditional foods of good quality, that are properly packaged and
which are safe. Modernization of systems is taking place, though to a limited extent, to assure the
competitiveness of outputs of that sector on local and in international markets.

Globalization or trade liberalization – has led to a significant increase in the variety of food products
available to consumers across the region. With changing consumer taste in urban centers, globalization
is also forcing MSMFEs to modernize their processing operations in order to survive competition in local
markets and to take advantage of the windows of opportunity opened by trade liberalization. Increased

OPPORTUNITIES

● Expanding domestic and export markets.

● Increasing availability of ICT, product and
technological innovations.

● Increasing middle income class, leading to high
purchasing power.

● More market opportunities for processed
products due to the change in lifestyle in cities
(women working, less time for cooking)

● Greater export opportunities.

● Growing consumer demand for culturally-
accepted food.

● Agro-food parks and business incubator
development.

● Increasing PPP arrangements

● Exchange of resources (business and
technology)

THREATS

● Climate change affecting raw material supply,
cultivation and cultivation patterns.

● Unreliable supply of raw materials.

● Limited availability for credit loan schemes.

● Frequent changes in politics resulting in
changes in priorities in development policy.

● Technical barriers to trade.

● Open market: more competition from regional
and global companies.

● Unsustainable consumption patterns.

● Compliance to food safety regulations.

Table 2.  (continued)
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travel in the region is also creating market opportunities for ethnic foods in international markets. At the
same time, the growing number of tourists who visit the region also increasingly demand locally
processed food products that are safe and of good quality as souvenirs.

All of these changes being brought about by globalization necessitate that countries recognize the need
to adjust to the rules and requirements of other countries and economic blocks, and to adhere to
international trade standards such as Codex, ISO, HACCP and regulations (WTO), in order to survive and
maximize opportunities presented by a globalized trading environment. Compliance with safety and
quality requirements and meeting volume requirements of export markets, however, poses a major
challenge for many MSMFEs.

Countries have recognized that globalization is an opportunity that must be met with preparation,
concerted action by all relevant stakeholders and long-term vision. This hugely expanded market – the
global community of consumers of food products – requires many things before the producers and
marketers can benefit. These include efficiency in the production and delivery of goods; sufficient capital/
resources on the part of every element of the value chain, particularly producers; appropriate/modern
equipment and facilities; improved skills; and high quality products that conform to safety standards and
packaging, and rules and regulations that allow trade facilitation and market access.

Developments in information technology – have leveled the playing field between MSMFEs and large
enterprises and have reduced the role of the middleman in the supply chain. Information technology
also facilitates access to market information and serves as an excellent mechanism for product marketing.

All of the countries highlighted the critical role of information technology in all aspects of the work of
MSMFEs – starting from production to marketing and sales. Information technology is required by
MSMFEs to fast-track each process and ensure accuracy at every step of the chain. Participants in the
workshop also identified the increasing availability and affordability of ICT as a key opportunity for
MSMFEs.

Environmental and sustainability concerns – The need to preserve natural resources and optimise the
use of inputs is increasingly focusing attention towards sustainability and the use of processing
technologies that can assist in preserving the environment while delivering social and economic benefits.
Few MSMFEs in the region, however, pay attention to addressing environmental and sustainability
concerns in their operations. Issues of sustainability apply along the whole food chain and warrant
greater attention to upgrading the quality of equipment used in food processing operations, maximising
efficiency in processing operations, increasing the efficiency of water and energy use in processing
operations, while reducing and/or preventing waste.

4. Critical issues for MSMFEs

Government support – is pivotal to MSMFE development in many countries across the region.
Governments across the region provide support to the sector primarily through the development and
implementation of appropriate policies and by providing an enabling environment. All countries
highlighted the need for governments to strengthen the enabling environment in the areas of access
to finance, infrastructure, advisory support, support for research and development, and technical and
training support.

Countries also highlighted the critical need for an articulated vision that is translated into rational and
supportive policies and programs (e.g. law, master plan, fund, etc.) for the continued growth,
development, long-term competitiveness and sustainability of their MSMFEs.

The need for policies and programs to improve infrastructure, access to indigenous and low-priced raw
materials, as well as financial support and credit, were highlighted by all countries as key areas requiring
governmental support. Countries also emphasized the requirement for greater cooperation between
government and farmer-operated cooperatives to assure the supply of raw materials. The establishment
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of linkages and networks with various stakeholders such as chambers of commerce, food associations,
academic and research institutes, development agencies, and consumer groups, was also prioritized.

All countries aspire for MSMFE-friendly regulations that facilitate the ease of doing business, more
leniency in the requirements for start-up businesses such as registration and licensing, as well as tax
incentives and subsidies, as appropriate.

Assuring food safety and product quality – With growing consumer education and awareness on food
safety issues and in order to enter into modern trade, MSMFEs must comply with stringent national and
international standards and guidelines. While market oriented MSMFEs are able to comply with food
safety requirements, traditional MSMFEs lag behind in terms of improving their capacity to comply with
food safety requirements.

Human resource capacity – The level of skill and capacity in food processing in MSMFEs across the
Asian region is, in general, still low owing largely to a shortage of trained and skilled labour. This low level
of formal education in food processing not only reduces the ability of MSMFEs to innovate, but
considerably reduces opportunities for accessing credit to upgrade food processing enterprises. Many
traditional MSMFEs in fact suffer from a state of inertia and do not see the need to change the status
quo, having been routinely conducting the same processing operations for generations.

MSMFEs also suffer from a dearth of skilled managers to guide enterprises toward feasibility and
profitability. In many instances, competent and skilled workers are attracted to larger food processing
companies that offer better compensation than MSMFEs.

Markets and marketing – MSMFEs are plagued with a number of problems along the supply chain,
which negatively impacts on their market opportunities. Unstable supplies of raw materials poses a major
constraint to MSMFE growth. Poor quality packaging also reduces the quality and competitiveness of
their products on local and international markets.

Price fluctuations and the unreliability of local and foreign markets also pose major constraints for
MSMFEs. Moreover, few MSMFEs invest in long-term planning in the marketing of their processed
outputs.

Access to finance – Access to finance is critical if MSMFEs are to improve the quality and
competitiveness of their outputs. Poor and/or limited access to finance across most countries poses
a serious challenge for MSMFEs. Many MSMFEs resort to borrowing at usurious lending rates in order to
access financial resources.

Access to suitable levels of technology – Across much of the region, relatively little attention is paid
to technology development that is geared toward meeting the needs of MSMFEs. Much of the
technology used for processing by SMEs is still at the bottom end of the technology gradient. In many
cases this is due to the absence of modern technology suited to their specific processing applications
and/or to their limited access to finance to upgrade their equipment requirements. Quite often, this
technology is locally fabricated and is inefficient in use with no maintenance support. Some imported
technology such as canning, freezing, pasteurization and sterilization is used in the production of
conventionally processed foods.

All countries highlighted the need for technology of an appropriate level that is suited to the needs of
MSMFEs. Appropriate levels of technology must synchronize with the skills of the local labour force and
their ability to sustain its operation.

Few countries invest in research that is targeted to meeting the technological requirements of MSMFEs,
and relatively few MSMFEs invest in higher-end new and innovative technologies such as microfiltration,
controlled fermentations or in innovations in food packaging.
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Innovation – Relatively few MSMFEs engage in research and product development targeted to
addressing changing consumer demands – e.g. demand for low fat, low sugar, etc. Little attention is paid
to research designed to address product, process and packaging innovation in line with growing and
changing consumer demand trends in the region.

Few countries have invested in redesigning and upgrading small-scale processing equipment that is
suited to the requirements of MSMFEs. In situations where prototypes have been developed, they have
not been transferred to the private sector for use.

Networking – MSMFEs often work in isolation and are weakly linked to research institutions. Relatively
few engage in networking with other MSMFEs or with larger agri-businesses and consequently miss out
on learning opportunities. Few participate in trade fairs and exhibitions to promote their outputs.

Models of success have, however, been achieved where MSMFEs work together and in partnership with
larger agri-businesses. The One Tambon One Product model (OTOP), is an example of one such model
that has been successful in Thailand. Scope, therefore, exists for sharing and exchange among and across
countries.

OTOP

One Tambon One Product (OTOP) is a local entrepreneurship stimulus of the Royal Thai Government, which is aimed
to support the locally-made and marketed products of each Thai tambon (sub-district). It encourages village
communities to improve the local products’ quality and marketing, selecting one superior product from each tambon
to receive formal branding as its “starred OTOP product.” It provides both local and national stage to promote these
products.

Linkages and collaboration – With increasing demands and growing sophistication of urban and
international consumers, there is a growing interest in the development of partnerships and
collaboration between MSMFEs and larger agri-business entities. Considerable opportunity exists for
MSMFEs to improve their operations through such linkages. Such arrangements can also guarantee the
market for MSMFEs in schemes such as contract processing. This, however, necessitates a supportive
enabling environment.

5. Policy recommendations

Prioritize the MSMFE food processing sector

● Given their critical importance for nutrition and health, for the creation of entrepreneurs, for
equitable growth of economies, food MSMFEs should not be considered within the generic
context of SMEs, but warrant a specific focus by governments in the region.

● Develop a statistical database on MSMFEs to guide policy development within the sector.

● Align development within the MSMFE sector with country growth strategies.
● Develop and implement policies to support continued growth, long-term competitiveness and

sustainability of MSMFEs.

Strengthen human resource capacity development in the MSMFE sector

● Strengthen educational institutions (public and private) to support human resource capacity
development in support of MSMFE development.

● Provide vocational training to MSMFEs.
● Support continuous training and capacity building to improve knowledge and skills of relevance

to sustainability principles in MSMFE operations.
● Establish networks for information and technology exchange.

● Promote knowledge sharing and exchange through South-South collaboration.
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Support research, development and innovation in MSMFEs

● Create awareness among MSMFEs on the need to innovate and utilize appropriate levels of
environmentally sound technologies that reduce drudgery, increase efficiency and assure the
quality and safety of their outputs.

● Provide support to research and development including the establishment of a fund to support
work on product development, packaging innovation, and processing equipment.

● Establish innovation centers designed to nurture the development of MSMFEs.

● Promote the development of effective branding and packaging.

● Promote linkages between MSMFEs and universities/research institutions.

Provide an enabling environment to support MSMFE development

● Support training and capacity building across a range of specializations and programs that meet
the needs of MSMFEs.

● Establish business and technology incubators/agro-industrial parks to nurture the growth and
development of MSMFEs.

● Promote cluster approaches to improve linkages between MSMFEs and large agri-businesses.
● Facilitate MSMFE access to finance.

● Provide assistance and support to MSMFEs in identifying market opportunities.

● Promote contract farming as a way of increasing clean\safe sourcing of raw material inputs for
MSMFEs.

● Infrastructure development to support MSMFE operations and ensure access to technology.
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POLICIES AND STRATEGIES FOR THE DEVELOPMENT OF SMALL AND
MEDIUM SCALE FOOD PROCESSING ENTERPRISES

IN BANGLADESH

by
Indrajit Roy

Independent Consultant

1. Introduction

Bangladesh is a South Asian country bordered by India on all sides except for a narrow strip on the
southeast where it is bordered by Myanmar and on the south where it is bordered by the Bay of Bengal.
It is the world’s largest delta situated at the confluence of the three mighty river systems – Ganges,
Brahmaputra, and Meghna – that drain into the sea flowing through a vast catchment area of 1.72 million
km2, 93 percent of which lies in the upper riparian countries – China, Nepal, Bhutan, and
India.1 Bangladesh is a parliamentary democracy, a country of 147 570 km2 land area and inhabited by
142.32 million people2 with extraordinary resilience and capability to rebuild life following frequent
environmental disasters. The tropical monsoon is the dominant feature of the country’s climate with
about 80 percent of the annual rainfall typically occurring in the monsoon period from late May to
mid-October.

Bangladesh is a low-income country but has set sights on graduating into the ranks of the middle-
income economies in 2021.3 Despite persistent chaos in the political system, the presence of a vibrant
non-state sector remains a beacon of hope for the nation. It is represented by strong civil institutions
including world class think tanks, citizens’ anti-corruption bodies, a lively free press and an expanding
culture of investigative journalism, a community of NGOs with a global outreach, and an emerging
entrepreneurial class poised to take Bangladesh into the big league of the global economy.

Bangladesh enjoyed an annual growth of GDP in excess of 6 percent per annum since 2004 except for
a slight decline to 5.7 percent amid the global economic recession in the fiscal year 2008/2009. The
economy rebounded in the post-recession period and grew at 6.1 percent in 2009/2010. The country’s
GDP in 2010/2011, provisional estimates suggest, stood at BDT7.87 trillion (USD111.69 billion) growing
at 6.7 percent annually.

As a result, per capita GDP rose to BDT53 236 (USD755)4 in 2010/2011 from USD392 in 2004.5 The
incidence of poverty declined from 25.1 percent in 2005 to 17.6 percent in 2010, daily per capita intake
of food increased by 5.5 percent, and standard of living in terms of non-food indicators also increased
significantly.6 This was also reflected in the country’s performance on meeting its MDG goals. It has been
ranked as eleventh in a list of top 20 performers in making the most progress overall in meeting the
MDGs based on aggregation of rankings of the annual rate of progress for selected MDG indicators.7

Bangladesh’s strong growth and gains in poverty reduction have also drawn the attention of the
international community. The Goldman Sachs investment Bank mooted the concept of Next 11(N11) in

1 Fazlur, R. 2010. Development of Eco-efficient Water Infrastructure in Bangladesh. Paper presented at the third regional
Workshop on Eco-efficient Infrastructures in Asia and the Pacific, 23–25 November 2010, Bangkok, Thailand.
2 Bangladesh Bureau of Statistics. 2011. Population and Housing Census, Preliminary Results, July 2011.
3 Board of Investment. Bangladesh Government Vision 2021, (available at http://boi.gov.bd).
4 BDT (Bangladesh Taka, the exchange rate used in this paper is 1USD=BDT70.51).
5 Bangladesh Ministry of Finance (MOF). 2011. Bangladesh Economic Review, (available at http://www.mof.gov.bd).
6 Bangladesh Bureau of Statistics. 2011. Preliminary Report on Household Income and Expenditure Survey (HIES)-2010,
June 2011.
7 Overseas Development Institute. 2010. Millennium Development Report Card: Learning from Progress, (available at
http://www.odi.org.uk/resources/download/4908/pdf ).
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2005 to include Bangladesh and ten other economies as a grouping of countries with growing consumer
markets and significant industrial potential.8

Sectoral contributions in the country’s 2010/2011 GDP were 19.9 percent for agriculture, 30.3 percent
for industry, and 49.7 percent for the service sector. In the industry sector, manufacturing accounted for
17.6 percent of the GDP with large and medium enterprises contributing 12.5 percent and small
enterprises 5.1 percent (MOF, 2011).

2. Review of SMFEs and their contribution to development in the country

The draft National Industrial Policy (2010), prepared by the Bangladesh Ministry of Industries (MOI), has
standardized the definition of industry size categories by removing ambiguities and harmonizing the
approaches followed by different financial and regulatory institutions in defining industrial enterprises
in the country.9

Small industries in the manufacturing sector are defined as those that have fixed assets excluding land
and buildings worth BDT5 million to 100 million or employ between 25 and 99 workers. The
corresponding figures for small industries in the service sector are BDT0.5 million to BDT10 million or
10 to 25 workers.

Medium industries in the manufacturing sector are deemed to comprise enterprises that possess fixed
assets excluding land and buildings worth BDT100 million to 300 million or employ between 100 and
250 workers. In the service sector, criteria for qualification as a medium enterprise are fixed at an
investment of BDT10 million to BDT150 million in fixed assets excluding land and buildings or
employment of between 50 and 100 workers.

The policy also formalized the size category of micro-industries and cottage industries in manufacturing.
Investment criterion in fixed assets other than land and buildings is set at BDT0.5 million to BDT5 million
or employment of 10 to 20 or a smaller number of workers for micro-industries. The corresponding
figures for cottage industries are less than BDT0.5 million or employment of up to nine workers including
household members.

According to the survey of manufacturing industries (2005-2006),10 the latest available official statistics
on industrial enterprises in Bangladesh, there were 8 729 food processing enterprises in the country. They
constituted 25.1 percent of all manufacturing establishments, 15.5 percent of gross output, 9.2 percent
of employment in the manufacturing sector, and 6.5 percent of manufacturing value addition. The
contribution of the food processing industry to the country’s GDP in 2005-2006 was 7.1 percent
(Table 1). The update in the number of enterprises has been reflected in discussions on relevant
segments of the food production and processing sector.

Small and medium enterprises (SMEs), as defined by employment size in the industrial policy, constituted
about 51 percent of all manufacturing establishments. If micro-industries are added, then the aggregate
share of micro, small and medium enterprises (MSMEs) stands at about 95 percent (Table 2). Judged by
the average number of employees per establishment, it can be assumed that small and medium
enterprises constitute over 95 percent of the food processing industry in the country. They evolved
strong linkages to the local production sector and created potential for processing, value addition and
export. The major backward linkage industries spurred by the food processing industry are feed mills,
ice plants, hatcheries, net factories, home-based bamboo screens, mats, and basket making.

8 Media, E. The Next 11 Emerging Economies, Euromonitor, 4 Feb. 2008 (available at http://www.euromonitor.com/
The_Next_11_emerging_economies).
9 Ministry of Industries, Government of the People’s Republic of Bangladesh. National Industrial Policy 2010 (draft),
(available at http://www.moin.gov.bd/).
10 Bangladesh Bureau of Statistics. Survey of Manufacturing Industries 2005-2006.
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Rice milling accounted for the largest share of establishments (44.3 percent) and employment
(24.3 percent) with 19.8 percent share in manufacturing gross ouput in the food processing sector.
Manufacturing of food products constituted 20.8 percent of establishments and contributed 13.1 percent
to manufacturing gross output. There were 108 (1.2 percent of the total) fish and seafood processing
enterprises in 2005-2006, mostly in the medium to large category and export-oriented, that produced
15.7 percent of the gross output.

Table 1.  Manufacturing industries in food production and processing in Bangladesh

Industry
Number of Gross output Total persons Gross value

establishments (000 BDT) employed added (000 BDT)

Processing of fish and seafood 108 46 470 531 15 563 2 267 662

Processing of fruits and
vegetables

13 1 213 849 758 137 404

Edible vegetable oil except
hydrogenated oil

274 18 488 113 7 386 6 189 052

Hydrogenated vegetable oil 7 849 462 394 102 285

Food manufacturing 440 67 554 960 24 819 8 873 230

Manufacturing of dairy products 92 6 879 139 2 915 1 306 474

Grain milling except rice mill 241 11 962 792 5 811 1 155 818

Rice milling 3 870 58 713 481 82 559 443 859

Manufacturing of bakery
products

1 142 13 160 575 29 783 5 190 651

Manufacturing of sugar 21 7 545 807 155 515 2 835 770

Cocoa, chocolate, and
confectionaries

94 844 984 1 410 294 729

Manufacturing of noodles,
couscous

23 136 938 565 48 608

Manufacturing of gur 13 21 564 198 11 063

Tea & coffee processing 139 10 976 128 25 576 6 783 406

Tea & coffee blending 7 3 267 284 752 1 027 383

Refining of edible salt 261 1 339 128 8 910 321 844

Manufacture of other food
products n.e.c.

115 1 517 253 2 186 736 977

Manufacture of other food
products

1 815 38 809 660 84 895 7 250 430

Soft drink and mineral water 27 3 381 760 15 012 720 189

Beverage manufacturing 27 3 381 760 15 012 720 189

Total food processing 8 729 296 515 168 340 019 46 417 023

All industries 34 710 1 912 048 000 3 705 884 718 239 000

Share of food processing
industries, (percent)

25.1 15.5 9.2 6.5

GDP in 2005-2006 4 157 279 000

Share of food processing 7.1
In GDP(percent)

Source:  Survey of Manufacturing Industries, 2005-2006, Bangladesh Bureau of Statistics
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Bangladesh with a population of 142.31 million posseses a huge domestic market for processed food.
Its close proximity to and better connectivity with seven northeastern states of India with another over
70 million homogeneous people in terms of food habit and culture and progressively deepening trade
and transit ties with India present tremendous potential for expansion of its market for processed food.

In the public sector, entrepreneurship development for SMEs was pioneered by the Bangladesh Small
and Cottage Industries Corporation (BSCIC). It focuses on entrepreneurship development by providing
pre- and post-investment counselling on a day-to-day basis to small-scale manufacturers and producers,
providing infrastructure facilities by establishing industrial estates and extending credit facilities to the
entrepreneurs from its own funds and also through banks and financial institutions. As of August 2011,
there were 74 BSCIC industrial estates established on about 740 hectares of land in six administrative
divisions of the country. A total of 9 523 industrial units have been established in these estates. The
government agencies responsible for promotion of large and medium enterprises are the Board of
Investment (BOI) and the Bangladesh Export Promotion Zone Authority (BEPZA) for industries established
in the EPZs.

In 2003, the government created a Small and Medium Enterprise Cell (SME Cell) in the Ministry of
Industries (MOI) to provide a focal point for implementing policies and interventions that selectively
provide for SMEs in Bangladesh. The government also instituted an SME Taskforce. A comprehensive SME
policy strategy was formulated in 2005. The government’s sustained focus on accelerated development
of the SME sector was reflected in the establishment of an SME Foundation (SMEF) in July 2007 as a
registered joint stock company with representatives from both the public and private sectors.

The SMEF is entrusted with the task of implementing the government’s SME policy strategy, providing
business support services to SME entrepreneurs and proper guidance for establishing new SMEs,
conducting training programs to create skilled labour for different SME subsectors based on their
demands, supporting SMEs in marketing their products and promotion of services, and bringing women
entrepreneurs into the mainstream of development and helping them to achieve economic self-
sufficiency.

The draft National Industrial Policy (2010) recognizes SMEs as vehicles for enhancing the standard of life,
economic growth and poverty alleviation of the common people. The government’s policy statement
with regard to SMEs focuses on its primary role of facilitator removing policy obstacles and neutralizing
market failures. The key aspects of the policy are to sustain dynamism in the SME sector through
motivation, loan allocation, and training of entrepreneurs, encouraging women entrepreneurship in SME
by creating a low interest-bearing reserve fund for loan disbursement to women entrepreneurs, and
preferential treatment of SMEs dealing with information and communication technology in keeping with
the government’s vision of digital Bangladesh.

The potential of SMEs for the creation of employment and the reduction of poverty as well as various
avenues for tapping into this potential are highlighted in the government’s Poverty Reduction Strategy
Papers - Unlocking the Potential: National Strategy for Accelerated Poverty Reduction Phase I (2002–2008)

Table 2.  Manufacturing industries ranked by employment size and ownership

Employment Number of Ownership of establishments
size establishments Government Private Joint venture

10 to 19 15 172 9 15 148 15

20 to 49 11 416 3 11 363 50

50 to 99 2 901 13 2 834 53

100 to 199 1 458 15 1 423 20

200 to 499 2 142 14 2 079 50

Total 34 710 119 34 374 216

Source:  Survey of Manufacturing Industries (2005-2006), Bangladesh Bureau of Statistics
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and Moving Ahead: National Strategy for Accelerated Poverty Reduction Phase II (2009–2011). The
government’s National Sustainable Development Strategy (2008) has identified promotion of growth of
small and medium entrepreneurs (SMEs) as a strategy of economic growth sustainability. Bangladesh
Country Investment Plan (CIP) for agriculture, food security and nutrition also stresses the importance
of SMEs as a key driver of economic growth. This document resulted from wide discussions and
deliberations that took place in the Bangladesh Food Security Investment Forum (May 26-27, 2010) and
was endorsed by the government in June 2010. Program six in this document focuses on promoting and
supporting the development of small-scale processing units and off-farm activities by: (1) assisting the
development, access to advice, credit and market of small-scale processing enterprises particularly
suitable to rural women; (2) providing business, technical and managerial advice, business planning for
non-farm activities; and (3) mentoring of rural entrepreneurs (access to technical support, credit and
markets).

The country’s central bank, Bangladesh Bank, drew up an action plan in 2010 emphasizing the
development of women’s entrepreneurship. The plan focuses on (i) mobilizing resources for boosting
access to SME financing (ii) guiding SME sector financing through different banks and non-bank financial
institutions (iii) creating SME support centers as a one-stop facility for promoting SME entrepreneurship,
and (vi) promoting women’s entrepreneurship.11

International development assistance played a significant role in accelerating the process of enterprise
development in small and medium industries. The USAID supported the Agro-based Industries and
Technology Development Project (ATDPI, 1996–2000 and ATDPI, 2001–2005) that promoted private sector
enterprise development in horticulture, agro-processing, poultry, fishery, and the shrimp industry. More
recently, the USAID is implementing a five-year project (2008–2013) – Poverty Reduction by Increasing
the Competitiveness of Enterprises (PRICE). The project focuses on alleviating constraints hindering the
competitiveness of the aquaculture, horticulture, and leather products sectors. PRICE works throughout
the value chain in these three target sectors to improve competitiveness and enhance the global
competitiveness of Bangladesh’s small and medium enterprises.

Under the Small and Medium Enterprise Sector Development Program (SMESDP), an ADB-assisted
technical assistance (TA) project implemented by the MoI, a Small & Medium Enterprise Web Portal
(SMEWP) and Small and Medium Enterprise Helpline Centres were established that started operating in
twenty-five districts of the country. Katalyst, a five-year project (2004–2009), funded by a consortium of
donors contributed to increasing the competitiveness of small and medium enterprises in selected areas
and sectors in Bangladesh with the goal of developing more effective markets for business services in
the economy.

The South Asia Enterprise Development Facility (SEDF), managed by the International Finance
Corporation (IFC) in partnership with DFID and NORAD, in the first phase (2002–2008), contributed to
enhancing performance, competitiveness and growth of SMEs by helping SMEs access finance, sustain
their value chains and operate in a better business environment. Another ADB-supported Small and
Medium-sized Enterprise Development Project (2009–2012) focused on accelerating the development
of SMEs, especially those in rural and non-urban areas by improving their access to medium and
long-term credit.

In the private sector, Trade and Industry Associations (TIAs) have been established in almost all sectors
of food production, processing, and marketing. Chambers of Commerce and Industry (CCIs) are present
in almost all districts. NGOs are important in organizing small-scale entrepreneurs, farmers and fishers,
especially in rural areas and especially women. Among the TIAs, the Bangladesh Agro-processors
Association has a membership of 109 enterprises involved in production, marketing, and export of
vegetables, fruits, frozen beans, snack food, paste, sauces and beverages. The Bangladesh Frozen Foods
Exporters’ Association (BFFEA), established in 1984, is a grouping of 96 industrial enterprises involved in

11 Bangladesh Bank. 2010. Action Plan to Support the SME Centres, Women Entrepreneurship and One-stop Facility,
(available at www.bangladesh-bank.org/aboutus/dept/SME/actionplan.pdf ).



13

the production, processing and export of frozen foods, notably shrimp and fish. The Bangladesh Marine
Fisheries Association is an organization of eighteen trawler-owning companies that have deep-sea fishing
operations. The Bangladesh Fruits, Vegetables, and Allied Products Exporters’ Association has
a membership of 108 enterprises involved in the production, marketing and export of fresh vegetables
and fruits. Other industry organizations are: the Horticultural Export Foundation; the Bangladesh Shrimp
and Fish Foundation; the Bangladesh Salted and Dehydrated Marine Foods Exporters’ Association; and
the Tea Traders’ Association of Bangladesh.

These organizations provide a platform for entrepreneurs in relevant industries to access resources for
information, training, and networking with prospective buyers. The Federation of Bangladesh Chambers
of Commerce and Industry (FBCCI) is the apex body of the country’s trade bodies representing
245 members, of which 70 are CCIs and 175 TIAs. It plays an influential role in promoting dialogue and
partnership with government and civil society to shape investment and policy discourse in relation to
sustaining dynamism in growth and the contribution of the private sector to the national economy. In
addition, representatives of the business community sit on many committees set up by the government
and their representatives are included in government delegations abroad. The community’s clout and
its ability to affect policy changes are reportedly greater than at any time in the past.

Fresh and processed food constitutes a major export item with its share in the country’s total export
earnings ranging between 6.4 percent and 6.9 percent during the period from 2008/2009 to 2010/2011
(Table 3). The export of all food products in 2010/2011 was worth USD1 470.25 million, a record
41.3 percent increase compared to 2009/2010. The major boost in export income came from a surge in
exports of frozen shrimp and fish, fruits, vegetables, spices, dry food and other manufactured food.
Historically, the processed fish and shrimp industry was the forerunner in unlocking the tremendous
potential for the emergence of an export-oriented food processing industry in Bangladesh. During the
15-year period from 1995/1996 to 2009/2010, revenues from the export of shrimp and fish grew at an
annual compound growth rate of 15.8 percent.

Category of
products

Table 3.  Export of frozen food and agroproducts (in million US dollars)

Year

2008/2009 2009/2010 2010/2011

Amount Percent Amount Percent Amount Percent

All products 15 565.19 100.00 16 204.65 22 924.38

Frozen food 464.79 2.99 445.18 2.75 625.04 2.73

Frozen fish 80.51 0.52 89.12 0.55 133.53 0.58

Shrimp 375.04 2.41 348.28 2.15 477.83 2.08

Others 9.24 0.06 7.78 0.05 13.68 0.06

Agroproducts

Tea 12.27 0.08 5.65 0.03 3.20 0.01

Vegetables 41.77 0.27 46.84 0.29 71.73 0.31

Fruits 16.73 0.11 17.37 0.11 37.68 0.16

Spices 4.99 0.03 6.94 0.04 9.24 0.04

Dried food 19.45 0.12 20.95 0.13 29.37 0.13

Others 55.08 0.35 52.5 0.32 68.95 0.30

Total 1 079.87 6.94 1 040.61 6.42 1 470.25 6.41

According to the data provided by the Export Promotion Bureau, the number of different enterprises
currently involved in the export of processed food stands at: 134 for shrimp and fish; 44 for fresh fruits
and vegetables; 33 for tea; 16 for processed fruit and fruit juice; 10 for bakery products mostly biscuits;
5 for dry food, mostly puffed rice, cereal snacks, and potato chips; 5 for dairy products mostly condensed
milk; 5 for meat and meat products; 4 for sugar; 6 for soft drink; 6 for spices; and 8 for other manufactured
food products.
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Despite consistent growth of the country’s GDP over the last five years, investment remains virtually
stagnant at about 24 percent of GDP since 2003/2004. In 2009/2010, investment constituted
24.96 percent of GDP of which 20.19 percent came from the private sector. This trend significantly lags
behind the estimates of the Ministry of Finance that projects an increase of private sector investment
between 30 and 32 percent of GDP so as to deliver 8 percent growth of GDP by 2013 as targeted in the
government’s “Vision 2021”.

Currently the private sector accounts for about 79 percent of total investment. Steps are, however,
underway to attract both local and foreign investment to raise the investment profile that exists as of
now. The government’s export policy (2009–2012) has identified agroproducts and agroprocessed
products as one of the eight designated highest priority sectors. This entitles the sector to receive a range
of benefits and facilities: (a) project loans at reduced interest rates; (b) income tax exemptions; (c) possible
financial benefits or subsidies consistent with WTO Agreement on Agriculture, and Agreement on
Subsidies and Countervailing Measures, including concessionary rates for utility services such as
electricity, water and gas; (d) export loans with soft terms and at reduced interest rates; (e) air transport
facilities at concessionary rates; (f ) duty draw back and bond facilities; (g) facilities for setting up of
backward linkage industries including infrastructural development; (h) expansion of institutional and
technical facilities to improve and control the quality of products; (i) assistance in product marketing;
(j) assistance in searching for foreign markets; and (k) necessary initiatives to attract foreign investment.

In addition, the export policy announces additional incentives for the frozen food industry. These include:
(1) provision of venture capital; (2) initiatives for establishing a “seal of quality organization” to ensure
the quality of shrimp and shrimp products; (3) establishment of an accredited testing laboratory to
ensure the high quality of products and SPS-related standards; (4) development of a traceability system
for all the steps from hatching to production of fish, processing and packaging; (5) expansion and
consolidation of the markets for frozen food by exploring markets abroad, organizing single country
frozen food fairs, arranging and participating in international trade fairs at home and abroad;
(6 ) establishment of a monitoring cell to control the quality of exportable shrimps; and (7) pre-release
inspection by customs authorities of imported fish feed to ensure absence of contamination by
prohibited substances and safety of use.

The Industrial Policy 2010 envisages a number of measures to boost investment in the private sector.
These are: (a) setting up of special economic zones (SEZs); industrial park and high-tech park; and private
sector export processing zones (EPZs); (b) simplification of customs procedure in handling imported
machineries and equipment, tax exemption and tax holidays, expansion of export credit supply scheme
for export-oriented and export-linkage industries; (c) policy advocacy and lobbying by the government
to ensure access to Custom Duty and quota free market for the country in the multiple trade system
under WTO.

3. Status of food processing in the country with a specific focus on SMFEs

The food processing industry in the country is extremely diverse in its use of technology, the quality of
its products and its processing, preserving, marketing and distributions systems. This includes the
processing of fish and sea foods, the processing of fruits and vegetables, the manufacture of dairy
products, the manufacture of processed food including bakery products, sugary and non-sugary snacks,
grain milling including rice milling, carbonated and non-carbonated drinks, fruit juices and other
beverages, blending of tea/coffee, and various other food items.

Processing of fish and seafood

Enterprise development in Bangladesh’s fish and seafood processing industry is mostly export-oriented.
The bulk of the national aquaculture production is consumed domestically, mostly in fresh form.
Processing involves the use of simple preservation techniques to prevent spoilage during handling
and transportation from the point of catch/production to the point of sale at retail market outlets. In
2010/2011, exports constituted 1.9 percent as evidenced from the export of 58 877 tons of frozen shrimp
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and fish12 out of a total production of 3.1 million tons (MOF, 2011). Yet it ranks in importance and
contribution to export earnings next only to the ready-made-garments (RMG), the country’s flagship
export industry.

In 2010/2011, the revenue from the export of frozen shrimp and fish stood at USD611.36 million
contributing 2.7 percent to aggregate export earnings of the country. Of this amount, shrimps
constituted 78.2 percent and fish 21.8 percent. As evident from data in Table 3, the growth performance
of the sector remains dynamic with a record 39.8 percent annual increase in growth of export revenues
compared to USD437.40 million in 2009/2010. This boom in export earnings, as the data from the Export
Promotion Bureau show, was because of expansion of market share in existing markets and gaining
access to new markets, product diversification, more value addition, and better commodity prices.

There are at present 148 fish processing plants in the country, of which 88 are licensed by the
government for export.13 Seventy five plants are approved for export to the European Union, of which
46 are situated in the Khulna Division, 23 in the Chittagong Division and six elsewhere in the country.14

Besides, there are 182 modern trawlers or fishing vessels, with very limited onboard fish processing
facilities operating in the deep sea.15 One hundred and thirty four enterprises are listed as exporters by
the Export Promotion Bureau.

In the decades since the 1980s, shrimp/fish processing plants were established at an accelerated pace
in a narrow geographical zone along the coastal estuarine belt in southern and southwestern parts of
the country. This triggered the process of seasonal conversion of rice fields into shrimp ponds in the
surrounding areas and the emergence of organized shrimp farming as a network of suppliers to
processing plants. The number of shrimp/prawn farms is estimated at 202 000, of which 186 000 have
been registered.16

These farms vary widely in size from as low as 1.29 ha to as large as 36.5 ha, and are owned and operated
individually or as a group enterprise. The average productivity of shrimp farming is low, 150 to 200 kg/
ha compared to 4 to 7 t/ha in Thailand, the leading shrimp exporter in the region. The technology used
is traditional extensive or improved extensive. Semi-intensive production technology is practised in less
than 20 percent of the shrimp/prawn farms. The stocking density in shrimp/prawn farms is low (2 to 15
post-larvae per square metre), compared to international practices.17

In contrast to shrimp/prawn and brackish water aquaculture, where private sector entrepreneurship
played the key role in stimulating growth of the industry, commercial-scale operations in freshwater
aquaculture were facilitated through public sector investment involving large-scale project assistance by
bilateral agencies such as the Danish International Development Agency (DANIDA), the United Kingdom’s
Department for International Development (DFID) and multilateral support from the Asian Development
Bank (ADB) and the World Bank. These projects focused, among others, on improving the productivity
of small-scale freshwater pond aquaculture through development and dissemination of improved
extensive and semi-intensive carp pond polyculture technology.

Enterprise development was supported through the diffusion of knowledge, boosting farmer-to-farmer
contact, capacity development of seed producers, and effective engagement of non-government
organizations in provision of training and input supply. These investments led to the emergence of at

12 Export Promotion Bureau, (available at http://www.epb.gov.bd).
13 Bangladesh Frozen Foods Exporters Association (BFFEA), (available at http://www.bffea.net).
14 Country Bangladesh Section Fishery Products, (available at https//webgate.ec.europa.eu/sanco/traces/output_
BD_en.pdf ).
15 Opportunities in Food Processing in Bangladesh with Special Focus on Fishery, (available at http://www.ambdhaka.um/
dk/FoodprocessinginBangladesh/Summary_des).
16 European Commission DG (Sanco). 2011: Final Report of an Audit carried out in Bangladesh, 24 March –2 April 2011,
(available at http://ec.europa.eu/food/fvo/act_get pdf ).
17 Alam S.M.N. and M.J. Philipps. 2004. Coastal Aquaculture Systems in Southwestern Bangladesh. Asian Fisheries Science,
17: 175–189.
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least 500 small enterprises along the Dhaka-Mymensingh corridor of the country with productivity
reaching 10 to 15 t/ha. Such enterprises employ 2 to 4 persons/ha.18 A total of 5 440 export-oriented
aquaculture farms have been identified but their registration with the DOF is pending (EC, 2011).

The fish processing industry has stimulated growth of backward linkage industries, small-scale and micro-
enterprises. These are nurseries and hatcheries, feed mills, ice mills, processing units for value added
products, numerous small-scale traders, merchants, input sellers, and fry collectors along the value chain.
There are at present 982 finfish hatcheries for freshwater species, of which 120 are government-owned
and 862 are privately-owned.19 There are 140 shrimp hatcheries including 60 for seawater shrimp and
80 for freshwater prawn,20 126 feed establishments (including importers, producers, stores and retailers)
licensed by the DOF, and more than 0.4 million shrimp fry collectors along the coastal zone of the
country. About 1 million people are somehow involved in backward and forward linkage activities of
shrimp aquaculture (BSFF).

According to the Bangladesh Frozen Foods Exporters Association (BFFEA), the assortment of processed
fish products that Bangladesh exports are broadly classified into ten categories: frozen shrimp and prawn;
frozen fish; fresh and chilled fish; frozen fillets and steaks of fish, sharks’ shells, skates and rays; shark fins
and fish maws; salted and dehydrated fish; dry fish; live crabs and tortoises; fish meals and crushed; value
added shrimp and fish products.

The processing of fish involves primarily the application of preservation techniques in order to retain
quality and increase shelf life. It also means adding value to produce a wide variety of products.
A number of technologies are used to preserve fish based on temperature control using ice, refrigeration,
or freezing, such as instant quick freezing (IQF). Other technologies are based on inhibiting microbial
activity through controlling water activity. These are sun-drying, dehydration, salting, smoking, and freeze-
drying. Often a combination of methods and techniques are used in fish processing – sorting, dressing,
cutting, eviscerating, skinning, pre-cooking, breading, blanching, and filleting.

Large fish is frozen whole (using IQF method), or frozen headless and gutted (belly-clean) or after being
processed as slices, fillets or steaks (using IQF method or block frozen). Small fish are whole block frozen.
Large whole frozen fish or blocks are wrapped with polyethylene sheets or put in polyethylene bags and
then packed into a master carton wrapped with hessian cloth. Chilled fish is mostly sold as whole gutted
headless fish, also some in fillets, sticks or mince block form. Packaging is generally 5 to 20 kg fish packed
with 20 percent flaked ice or 1 percent (200 g) dry ice in styrofoam boxes in sizes according to the
customer’s specifications.21 A large number of export processors are now producing increasing amounts
of value added products that have contributed to an increase in export revenues. These are peeled and
deveined, peeled but not deveined, and butterfly cut shrimp, individually quick frozen, cooked and
semi-cooked.

In 2010/2011, fish and shrimp products under 57 different export categories, as opposed to 48 in
2009/2010, were exported to about 60 countries in the world. The European Union was the largest
destination (contributing 60.1 percent of export revenue) with the United Kingdom’s share of
14.3 percent, followed by the United States (14.3 percent), India (9.2 percent), the countries in the Near
East (3.9 percent), Japan (2.7 percent), ASEAN countries (2.7 percent), and China (1.9 percent).22

18 Asian Development Bank. 2005. An Evaluation of Small-Scale Freshwater Rural Aquaculture Development for Poverty
Reduction. pp. 47–50.
19 Department of Fisheries (DOF), Ministry of Fisheries and Livestock, (available at http://www.fisheries.gov.bd).
20 Bangladesh Shrimp and Fish Foundation (BSFF), (available at http://www.shrimpfoundation/org/index?
phpscript=statistics).
21 Ahmed, H. 2007. Pre- and Post-harvest Handling and Processing Procedures for the Production of Safe and High Quality
Fresh Fisheries Products in Bangladesh. Final Project Report, The United Nations University, Reykjavik, Iceland.
22 Compiled from Export Statistics provided by the Export Promotion Bureau Bangladesh, (available at http://
www.epb.gov.bd).
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The key constraint to boosting the output of Bangladesh’s shrimp industry is the low productivity of
shrimp/prawn farms. As a result, the supply of raw materials to processing plants remains low creating
a large deficit in meeting the demand. This has led to severe underutilization of the installed capacity
of shrimp/fish processing in the country. In 2010/2011, only 19.6 percent of the total capacity could be
utilized. The major factors causing low productivity of shrimp farms are: limited supply of good-quality,
particularly disease-free post larvae (PL) for seeding the shrimp ponds; unavailability of quality fish feeds;
and also inadequate technical knowledge and skills of shrimp farmers. The government policy
discourages harvesting of shrimp fries in the wild out of concern for irreversible depletion of natural
stocks. But the alternative option – production of PL in hatcheries and nurseries is not keeping pace with
the growth of demand and often hatchery-bred PL is of inferior quality.

Food safety and quality continue to remain important elements in industry development. Existing
regulations in this field trace their origin to European Union and USFDA regulations as they are the major
consumers of Bangladesh’s exported fisheries products. Pioneering attempts at developing product
standards, regulations, and inspection protocols in the country’s fisheries sector were launched by the
FAO in the early 1980s. In 1983, the Bangladesh government promulgated a Fish and Fish Product
(Inspection and Quality Control) (FIQC) ordinance and in 1985 upgraded the inspection laboratory and
its personnel under the Department of Fisheries (DOF). FAO initiated a project in 1996 to assist in the
preparation of a fish safety and quality control program for the shrimp and fish establishments in
Bangladesh, based on the Hazard Analysis Critical Control Point (HACCP) approach.23

The major boost to strengthening quality systems for the fish processing industry came in the wake of
the ban the European Union slapped on imports of Bangladeshi fishery products in 1997 because of
serious lapses in infrastructure, sanitation, hygiene, and process control that European Union inspectors
revealed in several shrimp processing plants in the country. The ban jolted the shrimp industry, triggered
a significant contraction of the country’s export revenues and sent an unmistakeable signal to the
industry for a major overhaul of its food safety and quality control systems. The ban was lifted following
an investment of about USD18 million that the government, industry, and the development partners
made in plant upgrades, laboratory and personnel upgrades, and employee training programs. The
legal and regulatory framework was also revamped by introducing FIQC Rules 1997 that require the
HACCP-based food safety system in shrimp processing plants, including annual testing for chemical
residues.24 These FIQC rules were amended in 2008 to include requirements for traceability.

Corrective actions initiated since then were followed through in subsequent years. Multilateral
development assistance channelled through the public sector institutions and private sector industries,
associations, and cooperatives focused on continuous improvement of the national capacity for
processing, manufacturing, and exporting a variety of fisheries products in conformity with
internationally accepted food safety standards and business practices. The Agro-based Industries and
Technology Development Project (ATDP), the major USAID initiative to stimulate private sector growth
in a range of industries and implemented in two phases (1996–2000; 2001–2005), provided a major boost
to quality improvement. The project established a modern laboratory in the private sector equipped with
polymerase chain reaction (PCR)-based molecular screening technology for detection of white syndrome
white virus (WSSV), a major cause of mortality of post-larvae (PL) used in seeding the shrimp ponds. It
also conducted demonstrations of improved production practices and HACCP training for different
stakeholders in the shrimp and fish industry. The project also invested substantial resources in attempting
to introduce a shrimp certification scheme – the shrimp seal of quality (SSOQ).25

The European Union and NORAD under their multisector Bangladesh Quality Support Programme
(BQSP), executed by UNIDO (2006–2009), strengthened the capacity of the Fish Inspection and Quality

23 Food and Agriculture Organization (FAO) of the United Nations. 1996. Preparation of a HACCP-Based Fish Quality
Assurance Programme, TCP/BGD/4555.
24 Cato C.J. & Subasinge, S. 2003. Food Safety in Food Security and Food Trade, Case Study: The Shrimp Industry of
Bangladesh, (available at http://www.agecondearch.umm.edu/bitstream/16555/1fo031009.pdf ).
25 USAID/Dhaka. 2005. An Evaluation of the Bangladesh Agro-based Industries and Technology Development (ATDP II),
Prepared by Development Associates Inc. Arlington, VA, USA.
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Control (FIQC) wing of the Department of Fisheries by establishing three new modern laboratories; by
training laboratory personnel; and by improving environmental practices including waste management.26

A follow-up second phase project (2010–2014) is now in implementation to build on the lessons and
experiences learned in the first phase (DOF).

The USAID’s ongoing assistance to the fish and shrimp industry, as part of its approach of private sector
enterprise development, is provided through the PRICE project (2008–2013). The project assisted the
government’s FIQC laboratories so that consignments can be tested and screened for chemical residues
accurately before export. PRICE arranged five training programs for 100 FIQC trainees in compliance with
European Union food safety requirements. It assisted seven shrimp processing plants to increase their
capacity to adopt GMPs, follow HACCP procedures, and substantially boost in-house laboratory
capacities.27

These efforts are being undertaken to address ongoing concerns in relation to aquaculture food safety
and quality control in the country. The suppliers of raw materials often resort to malpractices such as
injecting shrimp with banned drugs and chemicals while they hold the product in storage in depots and
sub-depots. These drugs include chloramphenicol, tetracycline, oxytetracycline and nitrofuran
metabolites, malachite green/leucomalachite green and crystal violet/leucocrystal violet. The presence
of banned chemical residues in processed fish products has also been reported to result from the use
of imported fish feed. The processing plants have laboratories to test the levels of bacteria and salmonella
before export, and these factors are under control. The FIQC is in charge of testing fish products going
to the market. There is no government or private system to monitor the production at farm level and
to test chemical residues in the product before going to the market.28

This has prompted the government to launch a series of legislative initiatives. In the revised FIQC Rules
(2011), the government has widened and specified the regulatory requirements for follow-up
investigation of the national residue control program and pre-export non-compliances, final
disposition of non-compliant consignments originated from pre-export testing. The proposed Fish Feed
Rules 2011 require operators to ensure that feed does not contain certain listed banned and harmful
substances. In addition, any importer or feed producer must obtain a test report from a recognized
laboratory stating that the feed or ingredients do not contain any of the listed banned or harmful
substances. The proposed Rules also forbid commercial feed producers from manufacturing medicated
feed. The scientific laboratories in the country responsible for conducting tests on processed fish
products are scheduled to get accreditation from a reputed accreditation body before the end of 2014
targeting ISO 17025.

The private sector also extended its cooperation in strengthening the control and regulatory framework.
The Bangladesh Shrimp and Fish Foundation (BSFF), an umbrella organization representing the interests
of the fish processing industry, assisted the government in drafting a non-binding voluntary code of
conduct for key segments of the shrimp industry value chain, namely shrimp hatchery, shrimp farm,
shrimp depot (assembly points), ice plants, fishing boat, fish carrier transport van/vessel, and shrimp/fish
feed mill. The code of conduct was formally launched in March 2010 with the expectation that concerned
stakeholders in respective segments of the industry will adhere to the principles and procedures laid
down in the code.29 The BSFF is also currently implementing a project funded by Katalyst to develop an
operational pilot-scale traceability system to facilitate an industry-wide traceability system.

26 Building Trade Capacity UNIDO in Bangladesh: Enhancing Export Competitiveness through Quality Support Program,
UNIDO South Asia-In Action, 2008, Vo. 2, No. 4.
27 USAID/Poverty Reduction By Increasing the Competitiveness of Enterprises (PRICE) Project. Quarterly Progress Report,
January-March 2011.
28 Private Sector Development Program in Bangladesh: Assessment of Business Conditions and Sector Potentials, (available
at http://www.landsider.no/Pagesfiles/18354/NORAD_report_BMMP.pdf ).
29 Department of Fisheries/Bangladesh Shrimp and Fish Foundation. 2011. Code of Conduct for Selected segments of the
Aquaculture Industry in Bangladesh, p. 31.
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In contrast to the export-oriented segment of fish handling and fish processing, there is little capacity
to ensure food safety and quality of fish and fish products sold in the domestic market. An overwhelming
quantity of fish is transported to distant markets and urban centers in primitive packaging and
inadequate ice-refrigeration exposing consignments to microbial spoilage and deterioration, and then
unloaded, handled, and sold in retail markets with minimum basic sanitary facilities. A recent study has
documented the malpractice of treating fish with formalin, a carcinogenic chemical posing a serious
public health hazard, in samples of fish sold in domestic retail markets.30 Adding formalin extends the
shelf-life of fish transported and held in storage without adequate refrigeration. The DOF is currently
implementing a development project to create capacity of DOF and other stakeholders to detect
formalin in fish and create mass awareness among fish traders and consumers about the health hazards
posed by consumption of formalin-treated fish.

The complex fish marketing system with numerous actors in the chain from the point of production to
consumption creates loopholes for contamination and adulteration of fish with unauthorized and
banned chemicals. Four categories of markets are involved in the distribution of fish in the country,
namely primary markets, secondary markets (assembly markets), higher secondary markets (wholesale
markets) and central markets. A fish farmer receives 56 percent of the price paid by the final consumer,
in other words 44 percent of the retail price is taken by the various intermediaries.31

To improve marketing in the shrimp sector, PRICE assists groups of farmers to organize synchronized
harvesting and bulk supply of shrimp to depots. The scale enhances their bargaining strength, price and
profitability. The project also helped to diversify export markets by facilitating participation by nine
representatives from five shrimp processing plants to attend the Dubai Gulf Food Fair that led to forging
linkages with new buyers in the Near East and elsewhere. In the public sector, the National Agriculture
Technology Project (2008–2013) has developed common interest groups (CIGs) among primary
producers to improve market linkages.

The physical facilities for unloading, storage, and handling of fish in wholesale and retail fish markets are
mostly dilapidated with poor hygiene and sanitation. There are currently no standard practices for
handling, washing, sorting, grading, cleaning and icing of fish. The DOF is currently implementing
a USD1.2 million project for establishment of fish marketing facilities in Dhaka metropolis to meet HACCP
standards in fish landing, marketing, and distribution.

Public sector investment in upgrading physical facilities, laboratory and scientific human capacities and
extension services remains crucial in generating technical knowledge and its dissemination to industry
and farmers. At present, about 20 development projects involving an investment of USD59.84 million are
under implementation by the Department of Fisheries. In March 2011, a USD3.2 million new facility –
Shrimp Research Centre went into operation.32

The private sector is also actively engaged in sourcing, adapting, and disseminating improved technology.
An FAO/UNDP project “Empowerment of coastal fishing communities for livelihood security”, completed
in 2007, developed and disseminated a range of low-cost improved technologies – quality dried fish
through improved drying techniques, quality dried fish using a low-cost solar fish dryer, and reducing
post-harvest losses through improved handling.

PRICE in partnership with the World Fish Center (WFC) launched the Greater Harvest and Economic
Return from Shrimp (GHERS) initiative aimed at increasing productivity of farmed shrimps. The concept
embraces three categories of improved farming, namely closed system pond technology, modified

30 Yeasmin T., Reza, M.S., Khan, M.N.A. Shikha, F.H. & Kamal, M. 2010. Present status of marketing of formalin-treated fishes
in domestic markets at Mymensingh district of Bangladesh. Int. J. Bio Res. 1(4):  21–24.
31 FAO. 2005. National Aquaculture Sector Review Bangladesh, (available at http://www.fao.org/fishery/countrysector/
naso_bangladesh/en).
32 Compiled by the author from the Revised Annual Development Program (RADP) 2010-2011, Planning Commission,
Government of Bangladesh, (available at http://www.planncom.gov.bd/radp_2010_2011.asp).
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traditional technology and traditional best management practices. A contract farming scheme with the
use of quality inputs, principally virus-free screened PL, was followed to strengthen the value chain and
enhance dissemination of improved technology. The project also addressed a large gap in technical
knowledge and skills by training 15 235 shrimp farmers on improved management and 4 479 workers
on improved production practices.

In August 2010, IFAD approved a new USD500 000 project to be implemented in partnership with WFC
to promote two innovative technologies: (i) improved carp-prawn polyculture that also includes nutrient
rich small fish in ponds; and (ii) improved wetlands management systems, specifically designed to
increase the production of small fish species.33

Clearly Bangladesh’s processed fish and seafood industry is at a crossroads now. Although the
opportunities are immense, particularly the target of achieving USD1 billion exports of fisheries products
is within reach in a few years, there remain significant constraints. The most worrisome is low utilization
of existing processing capacities in shrimp plants. This can be overcome by diversifying into processing
of a variety of fish and value-added products through additional investment in modern machinery and
equipment, acquisition of improved technologies, and training of employees for enhancement of
knowledge and skills.

There are vast opportunities for the growth of small and medium enterprises in shrimp/aquaculture
farming, the development of nurseries and hatcheries, fish feed manufacturing and marketing, and small-
scale low-cost processing based on drying, dehydration, and salting. These opportunities can be suitably
tapped by building on existing cooperatives, associations, and other organized groups of fishers along
with knowledge, skills, and market linkages created through a large number of donor-funded projects
in the aquaculture sector over the past decade.

Processing of other frozen products

This is a relatively new segment of the frozen food industry targeting the domestic market of the higher-
income urban middle class and the export market dominated by the expatriate Bangladeshi and South
Asian community.

The products in this category include a wide variety of pre-cooked ready-to-serve delicious snack foods
manufactured on the basis of recipes fitting the diverse taste of Bangladeshi and South Asian cuisine.
The list includes roti (tortillas), chapatti, tanduri-nan, paratha, singara, samosa, chop, puri, spring rolls
stuffed with a variety of vegetables, spices, and breaded meat fillings, pitta breads made from rice flour
with coconut, milk and sweet fillings. These are vacuum-packed in plastic bags in different pack sizes
based on the number of pieces and weight per packet and refrigerated requiring cool chain
transportation and storage until consumption. The raw materials are procured through a network of local
suppliers and contract growers. The key players in this sector, such as Pran Foods and Eurasia Foods, are
HACCP and ISO-certified and follow internationally accepted food safety standards.

Processing of dairy products

Milk production in Bangladesh draws its strength from 16.98 million small-scale farm households.34 They
own milk cows as part of their farming systems and as an option for income generation and livelihood
security. The poorer households, often landless and without assets, produce milk for economic return on
surplus milk usually owning up to three cows. The market-oriented producers are linked to milk
processors through cooperatives or associations, or individually by milk traders/middlemen. Initially, they

33 International Fund for Agricultural Development (IFAD). 2011. Results from IFAD’s Bangladesh Country Program: In
Making a Difference in Asia and the Pacific, Special Issue: January 2011.
34 Bangladesh Bureau of Statistics. 2010. Report of the Household-based Livestock and Poultry Survey (HLPS), 2009,
(available at http://www.bbs.gov.bd/).
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start with one animal but have potential to grow, with ownership of 20 or more milk cows with a larger
proportion of crossbred species.35

Enterprise development in small-scale dairy production targeting this segment of milk producers was
the focus of public sector investment and donor-supported projects involving the assistance of DANIDA,
ADB, and FAO over the past decade. Major activities focused on provision of veterinary care, artificial
insemination services for breed development, provision of subsidies and credit for purchase of animals,
farmers’ training on improved dairy practices, development of market linkages for access to quality inputs
and better services, and organizing them in community-based organizations (CBOs), cooperatives and
associations to enhance the scale of economies in business operations. These efforts created conditions
for transforming a segment of subsistence smallholder milk producers into small commercial dairy
farmers.

To help facilitate this process within a regional approach, FAO recently launched a USD7.2 million
Smallholder Dairy Development Program36 to be implemented in Bangladesh, Myanmar, and Thailand.
The expected outcome is increased productivity and improved market access of smallholder milk
producers to be achieved through adapting and demonstrating successful complete cow-to-consumer
dairy chain models.

The animal resource base for milk production in Bangladesh, although one of the highest in cattle
densities, ranks lowest in productivity. Milk yields are extremely low: 200 to 250 litre during a ten month
lactation period in contrast to 800 litres for Pakistan, 500 litres for India, and 700 litres for all Asia.37 This
explains a somewhat sluggish growth in milk production, 4.7 percent per annum from 2.12 million tons
to 3.09 million tons over the period 2000–2009.38 This was also accompanied by rising imports of dry
milk powder because the increase in domestic production was too inadequate to meet the yawning gap
between demand and supply of milk. In 2008, the total import of whole and skimmed milk powder was
30 099 tons, worth USD116 million, equivalent to 280 532 tons of liquid milk and accounted for
9.3 percent of domestic milk production. In terms of availability per capita per day, even the combined
supply of domestic production and import could provide only 62 ml as against the recommended intake
of 250 ml. This illustrates the scale of demand-driven challenges facing the country’s dairy sector.

Large enterprises in Bangladesh’s formal “organized” dairy sector are represented by 14 establishments
that are engaged in processing liquid milk and manufacturing milk products using modern technology
and marketing them through their distribution outlets throughout the country. The key player in this
segment of the dairy industry is Bangladesh Milk Producer’s Cooperative Union Limited (BMPCUL) that
sells its product under the brand name “Milk Vita”. It has 66 percent market share of processed liquid milk.
It collects milk from more than 100 000 smallholder members affiliated with some 1 200 primary village
cooperatives.39 It has three dairy plants, manufacturing facilities, and 16 chilling centers. The Union
collects about 200 000 litres of milk per day, of which 160 000 litres is sold as liquid, and the balance is
converted into a variety of processed milk products.

BRAC, a leading NGO, runs the second largest milk processing facility under the brand name Aarong with
32 percent market share of liquid milk in 2010. It has a dairy plant, 100 collection and chilling stations
located in 25 districts. It collects about 102 000 litres of milk daily through commission agents who
deliver milk to the chilling centers. About 65 percent is sold as pasteurized liquid milk and the rest is

35 Hemme T., Garcia, O. & Khan, A.R. 2002. A Review of Milk Production in Bangladesh with Particular Emphasis on Small-
scale Producers, Pro-Poor Livestock Policy Initiative. PPLI Working Paper No. 7.
36 Smallholder Dairy Development Program in Bangladesh, Myanmar and Thailand. ”A Glass of Asian Milk a Day for Every
Asian Child”, (available at http://dairyasia.org/projects).
37 National Livestock Development Policy 2007, Ministry of Fisheries and Livestock.
38 Author’s calculation based on FAOSTAT, Database of the Food and Agriculture Organization of the United Nations,
(available at http://www.faostat.fao.org).
39 FAO/Animal Production and Health Commission for Asia and the Pacific. 2009. Smallholder dairy development: Lessons
learned in Asia, Bangkok, pp. 8–17.
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processed into a variety of milk products.40 Pran Dairy Ltd. has a plant with 85 000 litres processing
capacity, a chilling center, and nine farm coolers. Milk is collected from the company’s contract farmers
by vendors, who deliver it to the farm coolers.41 The company is currently implementing a USD15 million
project with assistance from the IFC that will upgrade and modernize milk processing machineries,
processing and packing lines and elevating milk processing capacity to 150 000 litres per day.42 Aftab
Milk and Milk Products limited, a relatively new starter in the dairy industry, has a modern milk
pasteurization plant with the capacity to process and pack 1 500 litres per hour. The total amount of milk
processed per day in the country’s 14 large dairy enterprises is 384 000 litres, which constitutes only
4.4 percent of national milk production.43

The informal dairy sector is unorganized and is represented by an estimated 200 000 manufacturers and
vendors of a variety of sweet products. Eighty-one percent of milk produced domestically is processed
by this sector. Individually, they process between 80 and 1 600 litres of milk per day, which they procure
through traditional milk collectors (known as the community of goala). They generate about 500 000 jobs
per year. The value addition in production of these sweets is extremely high. It can be four times higher
than the farm gate price with additional input of sugar, the value of which is less than milk solids. Better
technologies can improve the quality of these products, help to produce them on a relatively large scale,
substantially increase their shelf life and generally help the unorganized sector grow by providing better
returns to milk producers.44

In the formal sector milk is processed and packaged into a variety of products. These include pasteurized
liquid milk, condensed milk, dairy-based fruit drink such as strawberry-flavoured yogurt drink, ice cream,
skimmed milk powder, full cream powder milk, butter, ghee, flavoured milk, yogurt fortified with vitamins
and minerals.

Thermal processing using both “high temperature for a short time” (HTST) pasteurization (product shelf
life of up to three weeks in refrigerated storage) and ultra high treatment (UHT) sterilization (with aseptic
packaging product shelf life of up to nine months and not requiring refrigerated storage); chilling;
homogenization; lactic acid fermentation; blending with additives, evaporation, are key technologies
applied in milk processing and manufacturing of dairy products. Processed milk is packaged in bulk in
polyethylene bags, laminated pouch packet containers of different sizes, paper boxes, and tin containers.

Food safety and quality control is a major issue of concern in the dairy industry. There is little demand-
driven pressure on the industry to focus adequately on this issue because of its orientation primarily to
the domestic market. The laws and regulations are weak and inadequate and are designed primarily to
meet country obligations under sanitary and phytosanitary (SPS) and technical barriers to trade (TBT)
regulations in the framework of WTO. The government’s key policy document in this sector, the Livestock
Development Policy announced in 2007, reiterates its commitment to developing the capacity of the
Directorate of Livestock Services (DLS) through institutional reform to address SPS and HACCP
requirements.

At present, the resources of the DLS, in terms of technical, managerial, and operational capabilities are
extremely inadequate to undertake inspection, testing, and control functions to satisfy HACCP-based
food safety requirements. At the industry level, there is little effort to create incentives for primary milk
producers to invest in quality. At the collection centers, milk is not tested for fat and solid-not-fats (SNF)
contents and the farmers are paid the same price regardless of quality. At every stage in the milk supply
chain except the processing plants, there is scope for adulterating milk, usually by adding water, with the
results that at the end of the chain milk solids need to be added to adhere to Bangladesh Standards and
Testing Institution (BSTI) standards (World Bank, 2008).

40 BRAC Dairy: A BRAC Social Enterprise, (available at http://www.brac.net/content/brac-dairy).
41 Pran Dairy, (available at http://www.pranfood.net).
42 PRAN-Summary of Proposed Investment, (available at http://www.ifc.org/ifcext).
43 See http://www.aftabmilk.com).
44 World Bank. 2008. High-value Agriculture in Bangladesh: An Assessment of Agro-business Opportunities and Constraints.
Bangladesh Development Series Paper No. 21, pp. 81–91.
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These standards are already liberal with 3.5 percent fats and 8 percent SNF. Milk quality is also
compromised because of time lag and absence of temperature control in transporting milk procured
from primary producers to nearby collection centers with chilling facilities. No standard operating
procedures in compliance with GMPs are followed in handling and transportation of milk up to
the processing plants. In the informal milk processing sector, even basic hygiene and sanitation is
non-existent. There is no standard GMP procedure for employee personnel practices, cleaning and
sanitation, receiving, handling and processing of raw material, and storage and distribution of finished
products.

Milk processing plants equipped with modern processing and packaging lines have in-built mechanisms
of process control, and have in place food safety systems based on HACCP and GMPs. Some have
certifications from competent accreditation bodies, for example, BRAC dairy became ISO 22000 certified
in 2011.45 The need to compete and capture a greater share of the market, where middle class urban
consumers is becoming increasingly quality conscious and willing to drink locally produced pasteurized
milk has prompted large milk processors to adhere to internationally accepted standards of food safety
and quality control.

The opportunities for development of SMEs in the dairy sector lie in organizing milk collectors and
scaling up their operations by improving capacities including modern facilities for testing milk quality,
cool storage; cool-chain transportation, and contractual arrangement with large milk processors for the
supply of raw material at prices matching quality against benchmarks. Opportunities also exist in
supporting development of small-scale commercial dairy farms from among smallholder milk producers
by facilitating their access to improved breeds of animal, quality inputs including feeds and fodder and
credit, better veterinary and AI services, improved marketing including contractual supply to milk
collection centers. There is also plenty of space for the development of SMEs in manufacturing of
improved animal feeds and the provision of low-cost para-veterinary services.

Poultry farming

Poultry farming ranks top among the country’s food industries in its potential to spur development of
small and medium enterprises, create employment opportunities, and contribute to poverty alleviation.
The sector has experienced dramatic growth since the early 1990s that witnessed sustained investment
in the development of smallholder livestock production systems through donor-supported projects
involving the assistance of DANIDA, FAO, ADB, IFAD, and DFID. These projects implemented between 1992
and 2010 covered 263 subdistricts of the country and involved 1.54 million farmers as beneficiaries.46

Working in close collaboration with NGOs and capitalizing on their organizational skills and service
delivery models, these projects facilitated upgrading of many subsistence-oriented poultry farmers to
small-scale commercial operations. BRAC, the country’s major NGO, successfully elevated a significant
proportion of the beneficiaries of these projects to commercial producers and integrated them as
suppliers under a contract farming scheme in its commercial poultry enterprise.

In Bangladesh, poultry rearing is based on both traditional and commercial systems. The traditional
system uses local breeds and scavenging and semi-scavenging methods of rearing involving the use of
family labour and is geared toward meeting household consumption needs and generation of income.
About 55 percent of households in the country report owning poultry and only 0.44 percent reported
having improved breeds (HLPS, 2010). The commercial system, as defined in the National Poultry
Development Policy, refers to rearing under confinement (on floor or in cage) of 100 or more exotic
species of broiler and layer birds for commercial purposes.

Commercial operations significantly expanded over the past decade and now account for 60 percent of
the supply of poultry meat and 50 percent of eggs in the domestic market. The production of eggs in

45 “Aarong Milk gets ISO: 22000 Certification”, (available at http://www.brac.net/node/1008).
46 Raihan S. & N. Mahmud. 2008. Trade and Poverty Linkages: A Case Study of the Poultry Industry in Bangladesh, (available
at www.cuts-citee.org/pdf/TDP-Book-Volume-1.pdf ).
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shells, at 0.22 million tons in 2009, grew at an average annual rate of 3.5 percent over the period 2000
to 2009. The production of poultry meat increased to 0.18 million tons growing at an average annual
rate of 5.6 percent over the same period.47 The demand for poultry products (eggs and meat) is also
growing rapidly. Between 2005 and 2010, per capita daily consumption of eggs and of meat increased
from 5.2 g to 7.25 g and from 8.4 g to 19.07 g respectively (HIES, 2010). This translates to an annual
production requirement of 0.38 million tons of eggs and 0.99 million tons of meat indicating ample
scope for the demand-driven expansion of the country’s poultry industry.

The industry expanded at an average 5.9 percent rate between 2000 and 2009. The total poultry
population was estimated at 245.30 million in 2009 and total investment in the poultry sector was valued
at USD2.12 billion. About 5 million people are directly and indirectly employed in the poultry sector.48

The growth of the SMEs in the poultry sector was impressive. In 2005, there was about 130 000 SMEs with
an average of 1 000 birds. The outbreak of highly pathogenic avian influenza (HPAI) in the country, first
detected in February 2007, took a heavy toll on the SME segment of the poultry industry contracting
its size down to 75 000 in the middle of 2011 as estimated by the Poultry Industries Protection National
Council.49

In addition to SMEs, there are about 40 large commercial farms with an average of 10 000 birds. Several
farms ranking top in this category – BRAC Poultry, Aftab Bahumukhi Farm Limited (ABFL), Kazi Farms,
Paragon Poultry – have integrated commercial production of broiler and layer chickens with production
of improved genetic stock (GP, Parent stock/DOC), and manufactured feed for meeting their own demand
and sale in the market. This segment of industry also experienced a significant growth. There are now
eight grandparent stock farms and 123 parent stock farms in the country. Whereas a number of farms
import day-old-chicks (DOC) as parent stock, the share of locally produced DOCs has gone up from
2.5 percent in 2003 to 47 percent in 2005. At present, weekly production of DOCs of broiler and layer
chicken has exceeded the demand as estimated by industry insiders.50 The feed industry has also grown.
Currently about 54 medium and small feed mills produce about 4 000 tons of feed per day (World Bank,
2008).

Estimates indicate that about 80 percent of broiler birds are produced by SMEs and only 20 percent by
large integrated commercial operations (World Bank, 2008). Major integrated commercial producers such
as BRAC and ABFL use the contract growing system. In many cases this involves a buyback guarantee
and provision of key production inputs – DOC, all vaccines, medicine, feed, and technical supervision at
regular intervals.

In Bangladesh, poultry meat is consumed mainly by slaughtering bought live animals on the spot in the
open market or at home. The market for dressed or processed poultry is very limited and the potential
for expansion depends on the consumption preference of richer urban consumers shifting to the
convenience of processed poultry and the demand coming from emerging fast food chains. Two large
producers – BRAC Poultry and ABFL – have started producing processed poultry on a limited scale.
BRAC’s facility currently processes about 5 000 birds per day and it recently signed a contract for supply
of processed poultry to KFC food chain outlets in the country. A seasonal surplus of production with
depressing effects on prices is likely to stimulate further expansion of the market for processed poultry
products. In fact, greater processing of poultry products is a basic precondition for balancing the huge
price fluctuations experienced in the industry.

The marketing system in the poultry industry is complex and involves many intermediaries outside the
contract growing system. Typically it involves broiler/egg producer-trader-wholesaler-retailer-consumer.
Profit margins are quite low for small and medium producers of commercial broilers and eggs and this

47 Author’s calculation based on FAOSTAT data.
48 National Poultry Development Policy. 2008, (available at http://www.mofl.gov.bd).
49 See http://www.worldpoultry.net/background/bangladesh-poultry-production-in-rapid-decline-8761.html.
50 Meat Trade News Daily, 29 May 2013. Bangladesh – poultry imports, (available at http://www.meattradenewsdaily.co.uk/
news/260511/bangladesh___poultry_imports.aspx).
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segment of the industry tends to bear the greatest share of business risks than other stakeholders, at
least among the non-contract producers.

Food safety, biosecurity and quality control are major issues of concern in Bangladesh’s poultry industry.
The urgency of addressing these issues adequately has been driven home by the outbreak of HPAI. To
protect a booming industry from the disaster caused by HPAI and contain its fallout, the government
quickly moved to implement targeted initiatives under a World Bank-funded USD2.2 million avian
influenza preparedness and response project (2007–2012) and developed a strategy and guidelines for
compensation of farm losses incurred because of HPAI. But its capacity to address larger issues of safety
and quality remain poor and inadequate.

Existing rules, regulations, and standards are weak and institutional capabilities to undertake the
necessary inspection, testing and control functions are limited. As a result, basic public health, food safety
and environmental safety issues are ignored in the operation of live bird marketplaces in metropolitan
and urban centers where poultry birds are held in extremely unhygienic conditions in close proximity
with other food commodities, slaughtered and dressed on the spot, and the wastes are not properly
disposed. The control of quality is poor for practically all inputs including day-old-chicks, feed, vaccination
and medicine. There is no trustworthy and independent system of verification of the quality of
domestically produced or manufactured feed.

The National Livestock Development Policy, adopted in 2008 specifies a number of regulatory steps to
address many of these concerns. This includes a requirement for environmentally-sound waste disposal
methods in project plans for establishment of poultry farms and hatcheries and criteria for maintenance
of isolation from populated areas in the establishment of breeding farms. The policy requires local
government authorities, including city corporations and municipalities, to implement specific measures
to improve biosafety and waste management in live bird markets. To contain disease outbreaks and
strengthen biosafety, it recommends authorities to discourage selling live birds in retail market outlets
under city corporations and municipalities and instead encourage the selling of dressed poultry through
cool chain storage and transportation. The policy has also specified standards for quality control of key
production inputs, namely day-old-chicks, poultry feed, and poultry vaccinations and medicines. The
policy has laid down a broad regulatory framework and more specific legislation is required to establish
benchmarks and performance standards, a balanced set of incentives for attracting investment, and
punitive measures for violation and non-compliance to promote a healthy private sector driven market
for inputs and service delivery.

Apart from the ongoing incidence of HPAI, there are a number of obstacles to sustained growth of SMEs
in the poultry sector. Technical knowledge of intensive poultry production including production
technology and methods, nutrition, water quality, and biosecurity is inadequate leading to inefficiencies
and higher costs. There is a lack of effective technical advisory services to address specific problems
farmers encounter in production and management. Farmers under the contract growing system receive
technical assistance from the contracting company. Others have to rely on limited advice from input
sellers. The extension service provided through the public sector Directorate of Livestock Services (DLS)
is mainly focused on provision of veterinary health care and diagnostic services. The capacity of DLS to
provide competent expert service to solve practical problems of poultry producers is extremely limited.
Training for poultry producers is inadequately funded and their access to finance and credit is limited.
The profitability of poultry SMEs is also coming under stress because of falling prices of eggs and broiler
chickens and increasing prices of poultry feed in the wake of the HPAI outbreak.

Processing of vegetables and fruits

Horticultural production in Bangladesh recorded significant growth over the period 2000 to 2010.
Production of fresh vegetables rose from 0.59 million tons in 2000 at an average annual rate of
6.2 percent to 1.146 million tons in 2010. Production of potatoes increased at a much faster rate at
11.98 percent per annum from 2.98 million tons in 2000 to 7.01 million tons in 2010. Total domestic
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production of vegetables and potatoes was 8.16 million tons in 2010.51 Consumption of vegetables,
keeping pace with the increase in production, rose from 157g/capita/day in 2005 to 166.08 g/capita/day
in 2010 (HIES, 2010). Growth in fruit production was more robust at 13.1 percent per annum, reaching
3.63 million tons over the same period.52 Per capita consumption of fruits also rose from 32.5 g/day in
2005 to 44.8 g/day in 2010.

In Bangladesh, fruits and vegetables are consumed mostly in fresh form. A small amount of domestic
production of fruits and vegetables is processed into a variety of microbiologically stable products with
extended shelf life. The key technologies used are freezing, thermal processing followed by aseptic
packaging in sterile containers, drying, dehydrating, and fermentation. Vegetables are usually blanched
before freezing, whereas fruits can be frozen fresh. Thermal processing is widely applied in the production
of jam, jellies, sauces, canned and bottled fruits and vegetables. Fruits and vegetables are dried using
simple sun and solar drying and modern technologies such as freeze drying and spray drying.
Dehydration treatment involves introducing vegetables and fruits into brine solutions or aqueous
solutions of high sugar content. Fermentation is used in the production of a range of pickled fruits and
vegetables – achars, chutneys, etc.

Minimal processing is now increasingly applied to preserve freshness, aroma, texture and colour of fruits
and vegetables while enhancing the storability of the product. This involves an integrated approach of
handling, processing, packaging, and distribution of raw fruits and vegetables with application of good
manufacturing practices and HACCP-based food safety control procedures.

The export trade of vegetables and fruits is rapidly expanding. In 2010/2011, Bangladesh exported
110 650 tons of vegetables, 9.65 percent of domestic production, valued at USD74.22 million.53 This was
a significant increase compared with vegetable export revenues of USD41.77 million earned in
2008/2009. Of the total exports, fresh vegetables with minimum processing (chilled) accounted for
74.3 percent, vegetables processed with the use of preservatives 24.4 percent, freezing 1.1 percent and
drying 0.2 percent. The export of fruits was 44 948 tons, 1.24 percent domestic production, and valued
at USD42.02 million compared with USD16.73 million in 2008/2009. Fresh fruits comprised 94.4 percent
of total exports, frozen fruits comprised 0.004 percent and processed fruits – jams, jellies, marmalades
and sugar preserved fruits – comprised 5.5 percent.54

There are, now, 108 enterprises, affiliated with the Bangladesh Fruits, Vegetables, and Allied Products
Exporters Association (BFVAPEA), that are engaged in production, processing, and marketing of
vegetables and fruits. The Export Promotion Bureau maintains a roster of active exporters: 44 companies
that export fresh fruits and vegetables; 12 companies that export jam and jelly; 2 that export canned fruit.

The supply chain of fresh horticultural produce in Bangladesh is underdeveloped, fragmented, and poorly
managed. The focus on quality control along the chain from production, post-harvest handling, storage,
transportation, processing, packaging, and marketing of commodities is grossly inadequate. There is little
direct linkage between primary producers and exporters and so the reliance on middlemen and traders
as suppliers of raw materials is overwhelming.55

The bulk of the exporters are small and medium enterprises that for the most part target the ethnic
segment (expatriate and immigrant community of Bangladeshis) of overseas markets, which is far less
demanding on quality than consumers in mainstream supermarkets. This is evident from the pattern of
selling in overseas markets. Although the export destination of Bangladesh’s fruit and vegetable products
spreads to 35 countries, the United Kingdom and the Near East remain the major buyers. In the Near East,

51 Author’s calculation based on Bangladesh Bureau of Statistics and the Department of Agricultural Extension (DAE) data.
52 Author’s calculation.
53 Export Promotion Bureau data, (available at http://www.epb.gov.bd/).
54 Author’s calculation based on Export Promotion Bureau data.
55 Akmal, H. 2004. National Case Study on Environmental Requirement, Market Access/Entry, and Export Competitiveness
in Horticulture in Bangladesh, A study undertaken for UNCTAD, Geneva.
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the major market outlets are Saudi Arabia, United Arab Emirates, Kuwait, Qatar, Bahrain and Oman. These
are all countries that hold the highest number of ethnic Bangladeshis.

This group of exporters fills the orders on short notices by arranging procurement of produce through
middlemen and traders. The latter, in turn, buy in rural wholesale markets from small-scale farmers who
sell the surplus of their household production of vegetables and fruits grown with little concern for
quality, particularly pesticide application. Transportation is usually arranged in conventional trucks and
upon arrival in designated locations the produce is cleaned, sorted, graded, and repacked in bamboo
baskets or secondhand cartons.

However, systematic efforts are in place in both the public and the private sector aimed at creating
capacities for quality control and improved supply chain management of high value agricultural
products. The USAID-funded ATDPII (2001–2005) project assisted several private sector organizations,
such as Eurasia Food Processing and BRAC, to source, market, and air freight fresh fruits and vegetables
for foreign markets. The project has trained farmers on production and post-harvest management of
vegetables. It has assisted BRAC to arrange for European Union Retail Parties Good Agricultural Practices
(EUREGAP) to certify BRAC’s co-operating farmers, with attention to pesticide use and other farming
practices.

Under the nationally executed World Bank-funded National Agricultural Technology Project (2008–2013),
about 4 000 farmers were trained in high value commodity production and marketing. These farmers
were organized in about 160 common interest groups (CIGs). Over 500 of CIG members adopted
improved post-harvest technologies disseminated under the project. The Horticultural Export
Development Foundation (Hortex), a non-government business service provider in the horticulture
subsector, has developed a modern packaging and palletization system with the use of locally
manufactured international standard cartons. It also maintains a fleet of three reefer trucks that
manufacturers and exporters can rent for cool chain transportation of their products and produce.

In the short to medium term, however, the prospects for greatest value addition in the horticulture sector
lie within the nation’s domestic markets. A World Bank study suggests that gains from improving post-
harvest technology and market infrastructure, as well as addressing basic productivity issues at the farm
level, will have a far wider impact in the domestic market rather than the export market. It calculated
an annual loss of 2 million tons assuming 26 percent, a very conservative estimate, of national production
of vegetables and fruits lost at different stages of post-harvest operations (World Bank, 2008).

Processing of spices

Spices are widely consumed in Bangladesh as a seasoning and flavouring agent in the preparation and
processing of different foods and culinary items. Some of the main spice crops grown are onion, chili,
garlic, turmeric, ginger, cumin, coriander, cloves, cinnamon, and bay leaf. Domestic production of these
crops rose rapidly from 48 000 tons in 2000/2001 at 14.5 percent annually to 140 113 tons in 2009/2010.56

The processing of spices involves grinding seeds and other non-leafy plant parts into powder,
pulverization and sealing into laminated pouches or cartons of different pack sizes. Modern processing
technologies use cryogenic grinding that reduces the material to particle sizes, which is difficult to attain
with ambient temperature grinding in conventional grinding plants. The dry, cold, inert atmosphere
generated by a liquid nitrogen vapor blanket or circulation in the grinding chamber minimizes thermal
reaction with the material and reduces the loss of volatile compounds from spices during processing.

The major food processing companies – Pran Foods, Square Consumer Products, ACI Foods –
manufacture a range of processed spice products and market under brand names. The products are basic
spices such as chili powder, turmeric powder, cumin powder, coriander powder and mixtures of spices
such as curry powder and other special-purpose powders tailored for flavouring specific recipes of fish

56 Author’s calculation based on BBS/DAE data.
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and meat-based local cuisines. The major brands are Radhuni, Pure, and Pran. Locally produced branded
spices are also exported. In 2010/2011, Bangladesh exported 3 628.98 tons of processed spices valued
at USD9.24 million up from USD4.99 million in 2008/2009.57 Six companies are listed as exporters by the
Export Promotion Bureau.

Rice processing

Rice processing is the largest food processing industry in Bangladesh. Over the last three decades there
has been sustained long-term growth in rice production that led to the emergence of the country as the
fourth largest producer of rice in the world. In the past decade production of paddy rice increased from
37.6 million tons in 2000 to 47.7 million tons in 2009 at an average annual rate of 3.0 percent.58 The
demand for rice in the years ahead is set to remain strong fuelled by population and per capita income
growth and hence there will be a substantial domestic market for increased production.

Almost all of paddy rice produced annually, barring the amount farmers save for seed and sell to
government procurement programs, is processed for the production of edible rice. The technology for
processing 90 percent of paddy rice in the country consists of parboiling followed by milling, and the
remaining 10 percent is dry milled.

Parboiling is a three-step process: soaking the paddy in cold water for typically 24 to 48 hours until the
kernel is saturated; then boiling the soaked paddy at 100ºC for typically one hour to obtain 80 percent
gelatinized starch; and finally sun-drying the boiled paddy until the moisture content is reduced to
14 percent.59 Milling is the process of removal of husk and bran layers from the kernel and production
of an edible white rice kernel free of impurities. In an ideal process this will result in 20 percent husk,
8 to 12 percent bran depending on the milling degree and 68 to 72 percent milled rice or white rice
depending on the variety. Total milled rice contains whole grains or head rice, and broken grains. The
by-products in rice milling are rice husk, rice germ and bran layers, and fine broken grains.60

In the rice industry, milling recovery is the term used to express efficiency of the milling operation. It
refers to total milled rice obtained out of paddy, expressed as a weight percentage of milled rice
(including broken) obtained from a sample of paddy. Milling recovery is affected by variety, moisture
content, pre-treatment such as parboiling, and milling equipment and methods. The maximum milling
recovery is 69 to 70 percent depending on rice variety, but because of grain imperfections and the
presence of unfilled grains, commercial millers are happy when they achieve 65 percent milling recovery.
Some huller rice mills have 55 percent or lower milling recovery.61

Rice milling in Bangladesh is almost fully mechanized. Depending on the level of technology used,
milled rice in Bangladesh is of five distinct classes: husked rice (also known as brown rice, hulled rice);
under-milled rice; medium-milled rice; well-milled rice; and extra well-milled rice. There are about
100 400 registered small and large rice mills in the country. The small huller type mills in rural areas
process about 16 tons of paddy per week. Large huller and rubber roll mills process about 30 metric tons
of paddy per week per unit. Fully automatic rice mills with modem in-built parboiling units process about
200 metric tons per week.62 According to Bangladesh Rice Mills Association, there are now about
600 automatic and semi-automatic rice mills in the country.63

57 Export Promotion Bureau data.
58 Author’s calculation based on FAOSTAT data.
59 Miah M.A.K., Haque, A., Douglass, M.P., & Clarke, B. 2002. Parboiling of Rice. Part II: Effect of hot soaking time on the degree
of starch gelatinization. International Journal of Food Science and Technology, 37: 539–545.
60 A Consumer’s Guide to Rice – International Rice Research Institute, (available at http://www.irri.org/knowledge/rice-
today).
61 Nurul Afsar A.K.M., Baqui, M., Rahman, M., & Abdur Rouf, M. 2001. Grades, Standards, and Inspection Procedures of Rice
in Bangladesh. FMRSP Working Paper No. 20, Ministry of Food/International Food Policy Research Institute.
62 Bangladesh Rice Foundation, (available at http://www.ricefoundation-bd.org/).
63 The Daily Star, 9 November 2013. Sown & Reaped. Rice mills going automatic, (available at http://www.thedailystar.net/
newDesign/news-details.php?nid=206220).
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About 40 000 rice mills have their own parboiling units with a capacity of processing 7.5 to 16 tons of
paddies per batch (three days). The majority of these rice mills are small-scale enterprises employing
between 13 to 26 persons per mill, with an average of 17.75 persons, of which 28 percent comprises
women. The employment generation potential of this segment of the rice processing industry is
estimated at 1.8 million, of which 0.5 million are women.

The rice processing industry has also tremendous potential for spawning SME development in backward
linkage industries in the energy sector, particularly in fabrication, installation and servicing of improved
furnaces and vessels used in rice parboiling. Apart from edible milled rice, rice processing yields vast
amounts of biomass energy resources in the form of husk and bran mixtures. A conservative estimate
would suggest production of about 13.5 million tons of rice husk assuming 45 million tons of paddy rice
is processed annually. About 87 percent of this biomass energy resource is consumed in rice parboiling.
Husk consumption in traditional parboiling systems varies from 60 kg to 200 kg per ton of paddy
parboiled.64

Increasing energy use efficiency in rice parboiling by replacing primitive steam vessels and furnaces with
improved field-tested designs has the potential to achieve about 50 percent savings in husk used in
parboiling and thus stimulate alternative uses of surplus husk. The environmental benefits are also quite
substantial. Improved parboiling technology has been shown to reduce CO emission from burning rice
husk from more than 10 000 ppm to a very low 1 000 to 500 ppm.65

System loss in rice processing can also be reduced by replacing old Engleberg type mills with a rubber
roller system. A pilot project on the installation of a rubber roller system in a rice mill in northern
Bangladesh demonstrated that from an input of 700 kg paddy, the output was 471 kg under rubber roller
milling compared to 459 kg under Engleberg type huller and broken percentage of rice was 2.5 percent
lower in the improved milling system.66 This is a significant untapped potential. If implemented industry-
wide, a 2 percent increase in milling outturn would be translated into an additional production of about
1 million ton of rice and better returns to rice millers.

The government has also provided policy support to rapid replacement of Engleberg type hullers. The
Ministry of Food and Disaster Management, in its internal food grain procurement policy 2010,
announced an incentive of 20 percent additional allotment of purchase limit to those millers who have
adopted a rubber sheller and a rubber polisher in their rice mills.67

It will also assign priority in procurement to those rice mills who have installed a metred and certified
steel boiler equipped with a 40 feet high chimney in their parboiling systems and installed a rubber
sheller, a rubber polisher, and a sorter in their rice mills. The government has also made it mandatory for
all rice mills to install a rubber sheller and a rubber polisher by 2014 in order to continue to qualify as
a supplier of rice to government procurement centers.

Quality control in rice processing is mainly concerned with standardization of grades of milled rice for
the purpose of internal and external trade. In Bangladesh, standard specification for grades on milled rice
was introduced by BSTI in 1986 and includes the following quality parameters to be applied to a specific
lot of milled rice: moisture content in the grain; percentage share of head rice; big broken grain; broken
and small broken grains; damaged grain; contrasting varieties’ chalky/immature grain; paddy; foreign
matter; and degree of milling. BSTI has also specified GMP procedures for production and handling

64 Dasgupta, N., Baqui, M.A., Dhingra, S., Raman, P., Ahiduzamman, M. & Kishore, V.V.M. 2003. Benefits of Improved Rice Husk
Combustion, Bangladesh. Department for International Development Project No. R7659, Knowledge and Research
Programme.
65 Baqui M.A., Ahiduzamman, M., & Rahman, M.M. Experiences in Installation and Operation of Energy Efficient Rice
Parboiling Systems, (available at http://www.Iged-rein.org/archive).
66 Ministry of Public Administration, Bangladesh and DFID, United Kingdom. Managing at the Top 2, (available at
www.matt2.org).
67 Internal Foodgrain Procurement Policy. 2010, (available at http://www.fd.gov.bd/images/smilies/internal
percent20policy.pdf ).
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of milled rice; packing and labelling of containers taking into account the Codex Alimentarius
Commission’s standards. BSTI standards serve mostly as a benchmark and they are not enforced by law
and rarely followed in domestic markets (Nurul Afsar, A.K.M. et al. 2001).

The Directorate General of Food (DGF), under the Ministry of Food and Disaster Management, has
formulated its own “Fair Average Quality (FAQ)” standard that it enforces in its procurement of rice from
farmers and millers. The FAQ is very similar to BSTI standards and includes the following parameters:
moisture content; big broken; small broken; admixture of other varieties; damaged grain; dead grain;
discoloured grain; chalky grain; paddy; foreign matter; underboiled; and milling degree.68

The institutional capacity for quality control in the rice industry is mostly limited in the public sector and
is mainly concerned with procurement, inspections, testing, handling, transportation, long-term and
short-term storage and marketing of rice that comprise stockpiles of strategic grain reserve. The
government maintains this reserve through its annual procurement from the domestic market,
commercial imports, and external assistance targeted to vulnerable groups through food aid.

The DGF maintains a countrywide network of modern warehouses of different capacities – central
storage depots (CSDs), local storage depots (LSDs), central and regional laboratories for analytical testing,
and grading, and a cadre of administrative and technical personnel to undertake inspection, testing, and
control responsibilities.

The government is currently implementing five large infrastructure projects at a cost of USD1.36 billion
to reconstruct and refit with ancillary infrastructure existing warehouses, construct new food warehouses
with larger storage capacities, and build a concrete grain silo with modern ancillary facilities at Mongla
port in the south of the country.69 Upon completion of these projects, the DGF’s capacity to handle
management and quality control of public sector food grain operations will be greatly enhanced.

Whereas the DGF is able to apply quality standards through its internal procurement program at
administered prices, no such mechanism exists in the private sector at other levels of procurement and
marketing. Efforts in quality control in the private sector are fragmented and extremely inadequate. There
is no effective mechanism for involving key private sector stakeholders (for example, Bangladesh Rice
Mill Owners’ Association, Bangladesh Rice Merchants’ Association, Bangladesh Rice Exporters’ Association)
in designing a National Grain Standard for uniform application to all levels of procurement, trade, and
marketing and a code of good manufacturing practices for processing, handling, storage, transportation,
packaging and labeling of milled rice. An appropriate structure of incentives for investment in quality,
regulatory oversight for compliance through inspection and testing, and capacity building through
upgrading infrastructure and training in the private sector will be the keys to bringing the entire rice
industry under effective quality control.

Bangladesh exports a limited number of rice products and these include milled rice, paddy, brown rice,
rice flour, and broken rice. Export volumes increased from 700 tons in 2000 to 8 810 tons in 2008.70 The
export of milled rice was 5 445 ton in 2008, of which 2 992.9 tons (55 percent) were fine aromatic rice
worth USD3.92 million.71 The remainder comprises medium varieties (Pajam and Minicate varieties). Most
of the fine rice is sold in individual packs in Near Eastern countries, United Kingdom, European Union,
United States, and Canada targeting the niche ethnic markets in these countries. Medium varieties are
marketed to the European Union and United Kingdom and sold in bulk (sacks). There is a substantial
possibility for small and medium scale enterprise development in the export-oriented fine and aromatic
rice industry. This can be done through the promotion of contract farming of specialty rice in the
northwestern part of the country within integrated commercial operations linked with improved milling

68 Internal Foodgrain Procurement Policy. 2010. Food Division, Ministry of Food and Disaster Management. pp. 4–6.
69 Compiled by the author from the government’s revised annual development programme, 2010-2011, (available at
http://www.planncom.gov.bd/).
70 FAOSTAT data.
71 Bangladesh Agro-Processors’ Association, (available at http://www.bapabd.org).
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using multistage automatic rice mills, and adoption of good manufacturing practices for handling,
sorting, grading, packaging, and labeling of the finished product.

The traditional rice marketing system of Bangladesh is dominated by many intermediaries. They are
locally known as Faria (small traders who buy paddy from farmers in village markets) and Bepari (large
paddy wholesalers who buy from Faria). These two categories are primary-level market participants.
Paikar (rice wholesalers) and Aratdar (rice commission agents) are terminal market operators. Millers are
secondary market agents that operate between paddy Beparis on one side and Pikers and Aratdars on
the other. During the harvest season, farmers can also sell directly to government procurement centers.72

Apart from private sector stakeholders, the government remains a key player in the rice marketing
system because of the strategic role of rice in maintenance of food security at household and national
levels. In recent years the government has moved to step up its footprint in the rice industry. This was
prompted by extreme volatility of rice prices in international markets, spiraling prices in domestic rice
markets in 2007/2008 and little availability of rice for international trade because of the ban on exports
that many rice exporting countries imposed to address their own shortfalls. Despite a brief decline in
2009, rice prices continue to remain at high levels and there is little sign of prices reversing back to
pre-crisis levels. Technological changes in rice milling are also occurring because of the introduction of
large automatic rice mills. It may trigger localized shortfalls in rice supply and speculative increases in
rice prices because of movement and storage of large amounts of paddy from outside the command
area of these mills to meet the demand for processing in these mills.

The government uses a range of regulatory controls and policy measures to intervene in the rice market
with a focus on correcting market imperfections, creating a pro-poor bias in availability of rice for
consumption and placing rice in the larger context of implementing the National Food Policy (2006) and
operationalizing the Country Investment Plan (2011) for strengthening national food security.

The government intervenes in the rice market through buying foodgrain from domestic producers for
building up its stockpiles of grain reserve and selling rice from this reserve at administered prices so that
these prices are fair to primary producers and affordable to consumers. It also resorts to large-scale
commercial imports as needed to replenish its reserve. The government tailors its grain reserves to
conduct its social safety net operations by creating rural employment in the lean season through food
for work and test relief programs, providing food assistance to the ultra-poor, women, and other
vulnerable groups, and selling food at low prices under ration cards to low and limited income persons.
The government also exercises vigilance on the movement and availability of foodgrain in the market.

The Ministry of Food and Disaster Management issued an executive order in May 2011 to amend the
Control of Essential Commodities Act 1956.73 The amendment imposed restrictions on both physical
quantities and duration that essential foodgrain and foodstuff (paddy/rice, wheat, sugar, edible oil, and
pulses) can be held in storage at any level of market operations – wholesale, retail, import or milling. The
Ministry also adopted in 2008 a policy for rapid and smooth movement of food grain and foodstuff to
ensure availability of and access to food as stipulated in the National Food Policy. The movement policy
focused on streamlining the Ministry’s logistic resources to optimize its operations through the least cost
route, least cost mode of transportation, and least cost combination with the use of movement
programming software.74 To step up this effort, a DGF-proposed the USD4.6 million “Expansion of Digital
Public Food Distribution System”, which is in the pipeline for approval by the government.

There is also a concerted focus on increasing institutional capacity to exercise effective regulatory
oversight and undertake cross-sectoral initiatives to strengthen national food security. The Ministry of
Food is currently implementing a National Food Policy Capacity Strengthening Programme (2009–2012)

72 National Food Policy Capacity Strengthening Program, FAO/Food Planning and Monitoring Unit supported by European
Union and USAID.
73 Essential Commodities Act, 2011, (available at http://www.mofdm.gov.bd).
74 Movement Policy, 2008, (available at http://www.mofdm.gov.bd).
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at a cost of USD10.3 million funded by the European Union and USAID and technical assistance provided
by FAO. The project will strengthen the capacity of the ministry’s Food Planning and Monitoring Unit
(FPMU) to conduct effectively its surveillance, forecasting, monitoring, planning, maintaining and sharing
data and information with other government agencies to undertake programs and initiatives aimed at
strengthening national food security.75

Milling other grains

Wheat processing has emerged as an important segment of the food processing industry because of
expanding demand for bread, baked goods, and other wheat-based processed food products. The use
of wheat grains as poultry feed is also expanding. Against the backdrop of a rapid decline (7.3 percent
annually) in the domestic production of wheat from 1.84 million tons in 2000 to 0.97 million tons in 2011,
commercial imports of wheat grain increased at 5.0 percent annually and reached 3.8 million tons in
2010/2011 with the private sector accounting for more than 70 percent of the imports.76 This suggests
a rapid increase in demand for wheat grain coming from wheat processing and animal feed
manufacturing industries.

The consumption of wheat (per capita per day) more than doubled from 12.08 g in 2005 to 26.09 g in
2010 (HIES, 2010). This alone would have required a supply of 1.35 million tons leaving a shortfall of about
0.5 million tons in domestic production. The demand of wheat as poultry feed is also projected to
increase to about 0.15 to 0.17 million tons between 2010 and 2015.77 Imports used to account for about
45 to 58 percent of the total supply of wheat at the beginning of the past decade; its share now stands
at over 80 percent to meet the increase in demand from wheat processing and poultry feed industries.

Wheat grain is milled to produce different products – whole wheat flour (atta), refined wheat flour
(maida), semolina (suji), and bran. There are two types of flour mills in Bangladesh – old type chakki mills
concentrated in rural areas and modern roller mills in urban centers catering to a large-scale commercial
demand. A chakki mill is a micro-enterprise, basically a two-person operation with a simple electricity-
operated grinder. The milling capacity is about 2 tons of wheat per day and produces only wholewheat
flour (atta). There are thousands of such mills in the country. Roller mills are industrial-scale and are the
main sources of processed wheat products for urban consumers. There are about 260 roller mills in
Bangladesh, most of which are small to medium enterprises. A typical roller mill has a milling capacity
of 50 to 150 tons of wheat per day and employs over 50 workers.78

The roller mills are of various designs and origin. Some are old dating back to the 1960s and imported
from the United States and the United Kingdom. Some are locally manufactured copying the design of
the original imports but incorporating imported rollers. More recent mills are of Japanese and Swiss
manufacture. Very recently several state-of-the art large flour mills, manufactured by Buhler company
Switzerland, have been established and employ over 300 workers and have a processing capacity of as
much as 175 000 tons of wheat per year.

These mills produce various grades of maida (refined wheat flour) estimated at 75 to 80 percent of flour
production; atta (wholewheat flour) at 20 to 25 percent; semolina (suiji) and bran. Bran is added to maida
to make atta, and excess bran is sold for cattle feed. Mills with more sophisticated equipment often make
two or three grades of maida – with the whitest going as their premium quality – whereas other mills
make two grades of atta. Atta produced by roller mills is different from that produced by chakki mills in
that it normally contains less bran. It also varies in nutritional content, depending on the extraction rate.
Roller-mill production is estimated at about 48 percent of the wheat flour consumed in Bangladesh.

75 National Food Policy Capacity Strengthening Program, (available at http://www.nfpcsp.org/agridrupal/).
76 Author’s calculation based on FAOSTAT data.
77 Islam K.M.N. 2001. Demand for Poultry Feed: Implications for Wheat and Maize Production in Bangladesh. FMRSP Working
Paper No. 31, Ministry of Food/International Food Policy Research Institute.
78 USAID/MOST. 2003. Wheat Flour Fortification Program in Bangladesh, (available at http://www.a2zproject.org).
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Most mills package a significant amount of their product in large (25–75 kg) burlap gunny sacks. These
are sold to bakeries and to small vendors who re-sell in bulk to consumers, small bakeries, and restaurants
from stalls at traditional markets located throughout urban and nearby rural areas. Several large flour
mills with modern technology have conspicuously targeted upscale urban consumers by establishing
brand names and adopting good manufacturing practices in processing, packaging, and labelling. They
package products in food grade HDPE airtight containers with printed labels containing the brand name
and promotional information in smaller stock keeping units, typically 2 kg, 1 kg, and 500 g. The major
brands in the country’s flour market are ACI, Fresh, Ifad, Pusti, Shwad, Fauji, and Teer. The market for
premium-grade and packed flour and semolina is estimated at nearly 0.5 million tons.

The entire flour mill industry in Bangladesh is in the private sector. The government’s intervenes in the
wheat grain market through internal procurement and selling wheat at administered prices from its
Public Food Distribution System. The distribution channels in the flour market appear to vary depending
on mill size and business management capabilities. Some smaller mills sell most of their flour directly
from the mill door to established customers. Larger mills have established networks of dealers
responsible for selling and delivering to their own customers (market stall owners, small shops,
restaurants), although these mills still wholesale directly to larger accounts on their own.

Wheat flour is processed into dough and mixed with other ingredients in upscale food manufacturing
to produce noodles, pasta, couscous, and baked products such as bread, biscuits, wafers, cakes, and
pastries. There were an estimated 1 142 bakery manufacturers in the country in 2005/2006 that employed
about 29 783 persons with a gross output of USD188 million (SMI, 2005-2006). Eleven manufactures have
export-oriented operations. The export of bread, biscuits, wafers and other baked products in 2010/11
constituted about 5 351.3 ton valued at USD8.96 million. Twenty-three industries produced pasta,
noodles and couscous worth USD1.96 million. The export of these items in 2010/2011 was valued at
0.92 million.79

Maize is the third most important cereal in Bangladesh’s grain industry after rice and wheat. It is used
primarily as a feedstuff in poultry, cattle, and fisheries production. Demand for maize in the country
remains very strong because of its expanding use as animal feed particularly in the poultry sector. Annual
consumption of maize grew at 22.7 percent annually since 2000 and stood at 1.46 million tons in 2008.80

Although domestic production rapidly increased from a low base to about 1.0 million tons in 2009/2010
in response to growing demand, commercial imports constitute about 25 to 30 percent of the supply
of maize grain in the domestic market.81

Expansion of maize cultivation in Bangladesh in a brief span of time was driven by concerted efforts at
enterprise development in maize production, processing and marketing to support an expanding poultry
feed manufacturing sector. The focus of these initiatives was on scaling up maize production through
organizing small-scale maize producers in cluster areas in the northwestern part of the country into
contract growing schemes linked with large-scale maize traders and producers. Many of these small-scale
maize producers graduated from various maize-related projects implemented with support from DFID,
Winrock International and Katalyst targeting livelihood security and income generation for resource-poor
farmers living in marginal environments.

A USAID-funded project ATDPII (2001–2005) provided a substantial boost to establishing a contract
growing system and providing business development services, including sourcing appropriate maize
processing equipment. This endeavour was highly productive and done in collaboration with DOEL
Agro-Industrial Complex, a private sector company that doubled its maize output by expanding the
number of its contract growers from 349 to 2 000 between 2003 and 2004.

79 Estimated from the Export Promotion Bureau’s data.
80 Calculated from FAOSTAT data.
81 Overview of Maize Cultivation, (available at http://www.katalyst.com.bd/op_Maize.php).



34

Public sector backstopping came through development and dissemination of improved maize varieties
and seeds, maize-based cropping systems, production and post-harvest technology, provision of farmers’
training on improved maize cultivation practices, and promotion of diversified uses of maize. Several
large-scale projects in the public sector – Crop Diversification Program, Northwest Crop Diversification
Project, and Integrated Maize Promotion Project – were implemented from the mid 1990s to support
private sector capacity building in maize cultivation. International technical assistance from the
International Maize and Wheat Improvement Center (CIMMYT) was made available under a USAID-grant
project implemented between 2002 and 2007. CIMMYT worked in partnership with four government
organizations in the national research and extension system, two NGOs, a private entrepreneur, and eight
private seed companies. This endeavour resulted in development and release of high yielding hybrid
varieties of maize, distribution of seeds to partners for multiplication and provision of training to farm
families on maize cultivation practices across 35 districts in Bangladesh.82

Several partners, such as the Supreme Seed Company Limited and LalTeer Seed Limited are scaling up
their capability by initiating their own programs of breeding high-yielding varieties of maize in
collaboration with CIMMYT and the national research system in efforts to establish their own brands in
the market. In the NGO sector, BRAC has an advanced maize breeding program integrated with CIMMYT’s
international hybrid testing program through which it developed and released two hybrid varieties that
are now widely cultivated.83

Post-harvest processing of maize begins with drying and shelling of maize grains. At farm level, sun-
drying for two or three days under protective cover is the most prevalent practice. Farmers cannot hold
maize in storage for long since with sun-drying it is difficult to achieve moisture reduction to the required
10 to 12 percent level. Shelling is done manually, which is an expensive labour-intensive operation or
using sheller machines that farmers can rent for a fee depending on their availability. There are about
12 000 hand-driven maize shellers and 2 000 power-driven maize shellers in the country.84

The maize marketing system is entirely in private hands. The government doesn’t control maize prices
through its internal procurement program. A number of intermediaries dominate the market outside the
contract growing system.

Small traders buy maize from farmers in village markets and sell them to wholesalers (Paikar). The latter
sell to commission agents of feed processing enterprises or wholesale directly to feed processing
plants.85

Industrial maize milling in Bangladesh is based on dry milling that converts maize into grits, corn meal,
and corn flour. The process flow of dry milling entails the following steps: cleaning, conditioning,
de-germinating, drying and cooling, grading and grinding, sifting and classifying, purifying, drying, and
packaging. Almost 95 percent of maize is milled for animal feed and only 5 percent is used as flour. Maize
flour mixed with wheat flour is used in baking tortillas (chapattis). Most of the maize milling capacity in
the country is installed in the feed mills supplying poultry feed.

The quality of maize seed as production input is controlled by the government’s Seed Certification
Agency. Quality control in the private sector is voluntary and in the absence of feed analytical
laboratories it is difficult to independently verify the safety and authenticity of nutritional claims printed
on the labels of packaged feed.

82 Khatun, F. & Meisner, C.A. 2005. Success Story of Maize Production in Bangladesh, (available at http://www.rwc.cgiar.org/
RSCRTCC/2005/Sessions/Firoza_consort.pdf ).
83 FAO. 2010. Plant breeding and seed systems for rice, vegetables, maize and pulses in Bangladesh. FAO Plant Production
and Protection Paper 207, pp. 35–40.
84 Yusuf Ali, M., Waddington, S.R., Hodson, D.P., Timsins, J. & Dixon, J. 2008. Maize-rice cropping systems in Bangladesh: Status
and research opportunities. No. 56106, Maize Production Systems Papers from CIMMYT: International Maize and Wheat
Improvement Center.
85 Abdur, R. 2010. CLP Market Assessment – Maize, (available at http://www.clp-bangladesh.org/).
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The major constraints impeding the sector’s growth are: a) low productivity because of lack of access to
improved production technology and quality inputs including credit and finance; b) low quality of maize
because of inadequate post-harvest facilities including drying and storage; c) high dependence on the
poultry industry making it vulnerable to market shocks in that industry; and (d) inadequate efforts to
promote maize processing for other uses such as edible oil, starch, corn meal and flour.

Processing of oilseed and manufacturing of edible oil

Processing of oilseed is a fast growing sector in the country’s food processing industry. Oilseeds are
processed to manufacture edible oil and animal feed, particularly soybean meal for poultry feed. Two
local companies also produce soymilk and soy protein-fortified nutrition biscuits from soybean.

The annual per capita consumption of edible oil increased to 9.4 kg in 2010 from 6.6 kg in 2000 and the
current demand for edible oil in the country is estimated at about 1.40 million tons. The major crops used
for extraction of edible oil grown in the country are mustard/rapeseed with about 60 percent of domestic
production, soybean 17 percent, groundnut 13 percent, sesame 9 percent, and linseed 1 percent.86 The
total production of edible oilseeds in the country was 0.348 million tons in 2009 increasing at
2.35 percent annually from 0.306 million tons in 2000.87 This growth in oilseeds production was
equivalent to about 0.104 million tons of edible oil, far too low to come anywhere close to meeting the
demand.88

The import of edible oil and oilseeds has steadily increased to close the deficit between demand and
supply from local production. The import of edible oil including refined rapeseed oil, crude palm oil and
soybean oil increased at 2.63 percent annually from 1.07 million tons in 2000 to 1.27 million tons in 2009.
The import of oilseeds – rapeseed, soybean, mustard, and groundnut – widely fluctuated in response to
prices in international markets and was 0.36 million tons in 2009. The share of palm oil in imports rose
at a much faster rate, 4.53 percent per annum, and contributed 69 percent to total imports and soybean
oil (crude, degummed) had a share of about 30 percent. The total supply of edible oil in the market was
1.49 million tons in 2009 in which the share of domestic production was only 7.02 percent. The import
of soybean meal climbed to 372 596 tons in 2009 increasing at 15.3 percent annually since 2000 to cater
to the rising demand for poultry feed.89

Palm oil remains the highest consumed edible oil in the country catering to 59 percent of the demand
in 2009, followed by soybean 30.3 percent and mustard/rapeseed 7.2 percent. Imported palm oil is made
up of three categories (crude palm olein; crude palm oil; and refined, bleached, deodorized palm oil) with
various levels of saturated fatty acid composition. Loose oil (oil sold to consumers from open bulk
containers) occupies about 75 percent of the market share, whereas the bottled edible oils make up the
remaining 25 percent. Palm oil dominates in the loose oil market, but soybean oil leads in the bottled
oil market.90

The oilseed processing industry in Bangladesh is composed of oilseed crushing and extraction units and
crude oil refining units. According to a survey of manufacturing industries (2005/2006), there were
274 such establishments in the country. Currently there are 86 registered edible oil refineries in the
country. Most of them are small-scale processing units with capacity ranging from 30 tons to 60 tons per
day with the total annual refining capacity of over 3.5 million tons.91

86 Lutfor, R. 2010. Agricultural Research Priority: Vision 2030 and Beyond, Sub-sector: Pulses and Oil Crops, (available at
http://www.barc.bgd.org/).
87 Author’s calculation based on FAOSTAT data.
88 Based on average 30 percent oil extraction from the grains.
89 Author’s calculation based on FAOSTAT time-series data.
90 Malaysian Palm Oil Council (MPOC): Edible Oil Industries in Bangladesh, (available at http://mpoc.org.bd/
edible_oil_industry_in_bangladesh.php/).
91 Bangladesh: One of the biggest markets of edible oil. Blitz, 6 (40) Dhaka, October 5, 2011.
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Oilseeds are processed using mechanical expellers, solvent extraction technology or a combination of
both. Expeller presses range in capacity from less than 1 to over 50 tons per day. The newly installed
edible oil refineries are medium to large scale industrial operations with state-of-the-art machinery
imported from Switzerland, Germany and Italy and based on solvent extraction technology. They are
equipped with dry fractionation plants and programmable logic controller (PLC) systems with processing
capacities ranging from 400 to 1 000 tons per day. The currently active 18 refining units produce about
one million tons of refined edible oils annually of which about 65 to 70 percent is refined palm olein
and super palm olein and the rest refined soybean oil. Several oil refineries have also integrated
operations for crushing soybean seeds to produce soybean meal and crude degummed soybean oil.
Soybean meal is used as raw material for the production of poultry feed in their sister plants. The
by-products of oilseed processing are rich in protein and are an important source of cattle feed.

Most Bangladeshi importers import refined edible oil in steel drums and a few import in polyethylene
terephthalate (PET) bottles. Crude edible oil is imported in bulk tankers and after unloading at the
Chittagong port, the shipments are routed to refineries at Chittagong and Dhaka, where crude oil is
converted to good quality edible oil through several steps of physical and chemical treatment, filtration,
and fractionation that remove impurities such as free fatty acids, gums, dirt, shell, moisture and impurities,
trace metal, and oxidation products.

The finished product is designed for sale as bottled product, packed in pouches, food grade PET bottles,
bags in boxes, and tin containers in different consumer pack sizes ranging from 200 millilitres to 8 litres
under different brand names with printed label affixed on the container. The product targeting rural
consumers is packed in bulk drums for distribution and sale as loose oil in rural market outlets. The major
brands in Bangladesh’s edible oil market are: Rupchanda, Fresh, Teer for soybean oil; Meizan, Super Pure,
Natural, Lucky, Shakti, Hilsha for palm oil; and Fresh, Teer, Radhuni, and Pure for mustard oil. Bangladeshi
branded edible oil is also exported. In 2010/2011, Bangladesh exported 1 877 tons of rape and mustard
oil and 607.7 tons of sesame oil valued at USD4.8 million.92

Food safety and quality control in manufacturing and marketing of edible oil in the country is the
responsibility of the Bangladesh Standards and Testing Institution. It has developed standards for edible
palm oil, soybean oil, and mustard oil. All refineries are required to obtain certification of BSTI for
marketing of their products.93 But the capacity of BSTI to enforce its standards through inspection of
facilities and conducting random checks is limited. Occasionally, BSTI officials acting on media reports
conduct market surveillance and regulatory inspection with support from law enforcement agencies and
initiate legal procedures against violators of food standards.

At the industry level there are efforts for voluntary conformance to international standards driven by
intense competition among producers to establish brand names and capture a larger market share for
their products. Some industries, for example the Meghna Group producing Fresh brand of edible oil, are
ISO 9001:2000 certified.94 All major producers have explicit quality policy for producing good quality,
wholesome and nutritious edible oil.

The government exercises control on the quality of imported crude oil through provisions of import
policy (2009–2012)95 that require importers to submit samples of imported RBD palm oil to the BSTI/
Bangladesh Council for Scientific and Industrial Research (BCSIR) for performance of purity test and
produce a certificate of radioactivity levels in the consignment issued by a competent authority of the
exporting country. However, control of food safety after breaking the seal of large bulk drums for sale
as loose oil in retail outlets is virtually non-existent. Ideally in a HACCP-based food safety system, this is
a critical control point (CCP) meaning loss of control at this point will result in occurrence of a hazard
that seriously endangers public health. But there is no effective control at this step, and, as a result,

92 Estimated from Export Promotion Bureau’s data.
93 Product List under Certification Marks Scheme, (available at http://www.bsti.gov.bd/cert_mark_productlist.html).
94 See http://meghnagroupbiz./index.php?option.
95 The Import Policy Order 2009–2012, (available at http://www/mincom.gov.bd/acts.php).
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adulteration with prohibited substances and misrepresentation through blending costlier soybean oil
with palm oil and selling at exorbitant prices has become widespread.

The marketing of oilseeds involves a number of intermediaries. Small traders (Faria) buy oilseed grains
from farmers in village markets and sell to wholesalers (Paikar). They in turn sell to large commission
agents (Aratdar) who have supply contracts with oilseed crushing mills and refineries.

The Government intervenes in the edible oil marketing through a combination of its internal revenue
and tax policy and regulatory control to ensure the smooth supply of food essentials, including edible
oil, and combat spiraling of consumer prices. It has recently reduced VAT on imported crude oil to check
upward pressure on retail consumer prices and controlled movement of refined edible oil along the
supply chain by limiting duration and the size of the stock that can be held in storage for refined
soybean oil and palm oil at all levels of market participation – wholesaler, retailer, and importer. It has
also sought to address inefficiencies in the supply chain by requiring oil millers to appoint distributors
throughout the country.

Import substitution of edible oil by boosting local production of key oilseed crops including mustard and
rapeseed, groundnut, soybean, and sesame is an avowed policy goal of successive governments.
Intensification of oilseed production in a technology mission mode within a framework of ongoing and
upcoming crop diversification projects and ancillary development of SME services for better marketing
and processing of locally grown oilseeds is currently a top national priority.

Production and processing of edible salt

Crude salt production is a farming activity concentrated in the coastal areas of southeastern Bangladesh.
It covers a land area of about 28 340 hectares and involves more than 50 000 farmers. The technology
of salt production is based on the solar evaporation of seawater trapped in salt beds. The quality of crude
salt varies depending on the substrate used for collecting deposits of sediments in the salt bed. When
the substrate is soil, the salt produced is black and of inferior quality because it contains a substantial
proportion of mud (10 to 20 percent) and other impurities.96

This method of production is traditional and less expensive but it involves substantial additional cost in
downstream processing. When a polythene sheet, a gradually expanding innovation in the production
method, is used as a substrate, crystallizing salt particles remain physically separated from soil particles
and the salt produced is white and is of better quality. The yield is also 30 percent higher than the
traditional method and its market price is also higher. Of the total crude salt produced in the country,
black salt accounts for about 50 percent; white salt (polythene sheet) 30 percent, and light white
20 percent (improved traditional).97 Crude salt is processed in salt refining industries into three end-use
categories: edible salt for human consumption; common salt as ingredient in poultry and cattle feed; raw
material in industrial manufacturing.

The current demand for edible salt in the country is estimated at 0.881 million tons and the total salt
demand is 1.368 million tons. The domestic production generally keeps pace with the demand although
it fluctuates considerably in response to abnormal weather conditions and natural disasters affecting the
coastal areas. Between 2007/2008 and 2009/2010, salt production was in the range of 1.22 million tons
to 1.707 million tons and in 2010/2011, it dropped to 0.964 million tons.98 Edible salt is not imported
except following poor salt harvests. But there is illegal crossborder smuggling of relatively cheap non-
iodized salt from India and Myanmar. The government announced a National Salt Policy in March 2011
in an effort to steer long-term development of the country’s salt industry and instructed concerned
authorities to initiate proposals to implement policy recommendations. The policy includes measures

96 Centre for Environmental and Geographic Information System. 2007. GIS-based Salt Industries Information System in
Bangladesh, Dhaka, Bangladesh.
97 National Salt Policy 2011, (available at http://www.moind.gov.bd).
98 Statistics on Salt Production, (available at http://www.bscic.gov.bd/).
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discouraging salt import, fixing a fair price of salt, providing farmers and mill owners’ loans on single digit
interest, developing a buffer stock of salt for price stabilization, increasing salt production through
technical assistance to the farmers, collection and preservation of information related to salt and
providing farmers with infrastructural assistance during natural calamities.

There are 300 salt refining industries in the country of which more than 50 percent are SMEs.
Approximately half a million people are employed in the production, sale, processing and marketing of
salt in the country. The Bangladesh Small and Cottage Industries Corporation (BSCIC), a public sector
organization under the Ministry of Industry, is mandated to develop and promote quality salt production
and processing in the country.

It does so through capacity building in the private sector by demonstrating improved methods of quality
salt production, providing training to salt growers, motivating them to adopt improved methods of salt
production, and organizing salt production in new areas along the coastal zone. All domestic salt
industries are registered and licensed with BSCIC. The BSCIC keeps a record of operating salt factories
and wholesalers in the country using a Web-enabled GIS-based Salt Industries Information System
installed at its head office in Dhaka and in its nine regional offices.

The salt supply chain from producers to consumers involves salt growers who produce crude salt in
clusters of salt beds and transport it to adjacent processing mills. Then processors refine the crude salt
and add potassium iodate to produce food-grade salt fit for human consumption. The mill owners market
the finished product through their network of distributors and wholesalers who in turn sell to retailers
for sale to consumers. There are more than 150 wholesalers appointed by salt mills throughout the
country.

Processed and iodized salts are packed in different consumer packs with labels affixed that contain the
following information as set in BSTI and BSCIC standards: name and address of manufacturer, license/
registration number, “iodized salt”, iodine level, net weight, maximum retail price, manufacturers’ trade
mark, date of manufacture, expiry date, and educational message.

The key food safety issue in manufacturing of edible salt is its fortification with iodine to combat the
iodine deficiency disorder (IDD), a major public health concern in Bangladesh. The legislative support to
universal salt iodization in Bangladesh was provided in 1989 when the government passed the Iodine
Deficiency Disorders (IDD) Prevention law making it mandatory that all edible salt be iodized. The law
prohibits the production, distribution, marketing and selling of non iodized salt in the country, and
stipulates that all salt for human consumption must contain 45 to 50 ppm of iodine at the time of
production and not less than 20 ppm iodine at the time of retail.

The salt by-law of 1994 describes the procedures for packaging of iodized salt, inspection procedures
and the role of Salt Committees, which are appointed by the government to monitor the implementation
of the law and penalize the violators.99

The BSCIC, in its effort to ensure industry compliance of the law, has implemented a USD8.7 million
“Control of Iodine Deficiency Disorder through Universal Iodization of Salt” project between 2000 and
2010 with UNICEF’s technical assistance. The project established 267 salt iodization plants (SIPs) in
267 salt mills throughout the country and the new mills established SIPs on their own initiatives. It also
distributed the chemical input – potassium iodate to salt mills for iodization of edible salt. A cost-sharing
scheme for potassium iodate was established between the Salt Mill Owner’s Association and BSCIC to
ensure the sustainability of salt iodization in Bangladesh, wherein the private sector gradually increase
its contribution to the financial cost of potassium iodate from 25 percent in 2001 to 100 percent in 2003.
This means that all costs of potassium iodate are now covered through a revolving system, without any
addition external resources input (NSEID).

99 Current Iodine Nutrition Situation in Bangladesh. Network for Sustained Elimination of Iodine Deficiency (NSEID),
(available at http://www.iodinenetwork.net/countries/Bangladesh.htm).



39

A comprehensive monitoring and control of quality of edible salt procedure was developed with
UNICEF’s assistance and is in place now. This is effectively linked with the private sector’s own quality
control mechanisms. BSCIC inspectors analyze salt samples from each salt factory twice a month. The
International Council for the Control of Iodine Deficiency Disorders (ICCIDD) provides independent
monitoring of salt quality by conducting a salt factory survey twice a year. In addition a specialized
Intensive Monitoring Team from BSCIC visits each factory every day for one month, two or three times
a year, for daily monitoring of salt quality. The findings from the biannual salt factory survey and Intensive
Monitoring Team are disseminated to factory owners. Sixteen salt factories have invested in salt-testing
laboratories, which they use to test the iodine concentration of each batch of iodized salt produced. The
Salt Committees at the district levels are also responsible for making spot checks on salt factories,
wholesalers and retailers.

Quality control of crude salt production is hindered by lack of credit and loans for farmers to purchase
polythene sheets at the beginning of the production season. Additionally large-scale commercial
production of polythene sheets faces difficulties because of the government’s policy of discouraging
plastic bags for the sake of the environment. The new Salt Policy (2011) includes provision for supply to
salt farmers of eco-friendly and biodegradable polythene sheets at a low price. Although quality control
has been strengthened through regular supervision and monitoring, some salt factories, particularly
smaller factories, have not complied with the salt iodization at all, or at an optimal concentration level.
Law enforcement has been handicapped because of low availability of mobile courts in each district and
because of the low penalty for non-compliance with the law. Consumer demand and proper
understanding of the importance of salt iodization has increased, but there are still a significant
percentage of households who do not perceive its importance and who are not sufficiently motivated
or empowered to demand iodized salt.

Processing of sugarcane and manufacturing of sugar and sugar-based processed food

Sugarcane is the main sugar producing crop in Bangladesh currently grown on 0.16 million hectares of
land. About 51 percent of the crop is grown within the command areas of sugar mills and 49 percent is
grown outside the mill zone areas. Production of sugarcane in the country has declined at 0.23 percent
annually since 2000 and was 7.1 million ton in 2009.100

Sugarcane processing in mills is directed at the production of cane sugar (sucrose) through the
sequential steps of: mechanical crushing of cane and extraction of juice; clarification of extracted juice
with heat treatment at 95ºC and addition of lime and often a small amount of soluble phosphates;
centrifugation to separate the clarified juice from insoluble precipitates; pre-heating of the clarified juice
in heat exchangers followed by evaporation in vacuum pans for crystallization of sugar; drying; cooling;
and packaging of the finished product.

Other products of the processing include bagasse, molasses, and press-mud. Bagasse, the residual woody
fibre of the cane, is primarily used as fuel for the boilers in the generation of process steam. Molasses is
used as a sweetening agent or processed to produce liquor and alcoholic drink. One public sector sugar
mill is equipped with a distillery plant for processing molasses into a variety of alcoholic and liquor
products with annual production capacity of 2.8 to 3.0 million litres. A new facility has been added in
this mill to produce organic bio-fertilizer from press-mud. A new development project is also in the
pipeline for manufacturing of biofuel (ethanol) from molasses in this mill.101 In the private sector, the
Bangladesh Sugar Refiners’ Association is also building a manufacturing plant for production of ethanol
biofuel.102

100 Author’s calculation based on sugar statistics maintained by the Bangladesh Sugarcane Research Institute, (available
at http://www.bsri.gov.bd/).
101 Compiled from the revised annual development program (2010–2011), (available at http://www.plancomm.
gov.bd/).
102 Bangladesh looks to supply sugar to GCC, (available at http://www.gulfnews.com/business/general/bangladesh).
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The principles of mechanical crushing followed by thermal processing of extracted juice are also applied
in the processing of sugarcane in artisanal cane crushing units that consist of three metal rollers driven
by either animal or diesel power. The extracted juice is filtered through a cloth to remove any solids and
impurities and then heated in large pans over simple furnaces using bagasse as fuel. Heating is continued
for 2 to 2.5 hours till the juice attains a temperature of 118ºC. Properly concentrated juice is taken out
of the fire and allowed to cool and solidify in moulds of different shapes and sizes and then stored in
earthen pots, wooden boxes, or in metal drums. The product thus produced is known as jaggery or more
commonly as gur. It is cheaper than white sugar and easily available to the local people.103 There were
13 industrial units engaged in gur production that employed 198 people and had a gross output of
Tk. 21.6 million (SMI 2005-2006).

The sugar industry of Bangladesh is the second largest agroprocessing industry in the country and
contributes significantly to the rural economy, employment generation, industrial growth and the GDP.
More than 0.6 million farm families are dependent on sugarcane cultivation and about 5 million people
are employed in production, processing, marketing and trade in the sugar industry. The industry is made
up of 15 large sugar mills run by the state-owned Bangladesh Sugar and Food Industries Corporation
(BSFIC), six private sector sugar refineries, and a large number of cane processing micro-enterprises in
rural areas.104

The bulk of the domestic production of sugarcane is processed into gur in micro-level processing units.
In 2009, 68.9 percent of sugarcane was processed into gur and only 16.7 percent was available for
industrial processing in sugar mills; the remaining 14.4 percent was saved as seed and consumed as raw
juice drink (Bangladesh Sugarcane Research institute). Domestic production of both sugar and gur
declined between 2000 and 2009 – at 2.83 percent annually for gur and 1.45 percent for sugar.105 The
average annual production of gur over the period 2000–2009 was 359 000 tons. The average annual
production of sugar was 136 800 tons against the annual demand of 1.2 to 1.4 million tons. Increasing
the volume of commercial imports of raw and refined sugar closed the growing gap between demand
and supply. Imports now constitute more than 80 percent of the total market supply of sugar. The
combined supply of sugar from domestic production and imports grew 17.2 percent annually since 2000
and in 2009 constituted 1.49 million tons.106

The total crushing capacity installed in the public sector sugar mills is 21 044 tons of cane per day (TCD)
and the annual capacity of sugar production is 0.207 million tons. The average sugar recovery from cane
crushing is about 8.0 percent. Because of the unavailability of adequate raw material for processing,
capacity utilization of the public sector mills was on average 66 percent during the period from 2000
to 2009.107 The private sector refineries have much higher sugar production capacity. The City Sugar
Industries Limited, for example, has a capacity of producing 50 000 tons of refined sugar per day
compared to 20 320 tons per year in a public sector sugar mill. The Bangladesh Sugar Refiners Association
facilitates imports of raw material into the country for processing into white refined sugar. Brazil has been
one of the top sources of raw material. In 2009, Bangladesh imported 1.29 million tons of raw sugar.

Food safety and quality control in operations of the public sector sugar mills is implemented by the Cane
Development and Research Division of the BSFIC through a system of monitoring, inspection and review
of technical specifications and calibration of processing and laboratory equipment, the quality of seeds
and cane varieties proposed for cultivation in mill zones, and disease and pest control programs. The
finished product specifications conform to standards for sugar and refined sugar defined in relevant BSTI
standards. In addition, private sector sugar refineries have their own quality control systems; some have

103 Rao, J.M.K.V., Das, M., & Das, M.K. 2007. Jaggery – a traditional Indian sweetener. Indian Journal of Traditional Knowledge.
6(1): 95–102.
104 Rahman M. & Mondal, R.I. 2010. Agricultural Research Priority: Vision 2030 and Beyond, (available at http://
www.barc.bgd.gov/).
105 Author’s calculation based on BSRI data.
106 Author’s calculation based on FAOSTAT data.
107 Bangladesh Sugar and Food Industries Corporation, (available at http://www.bsfic.gov.bd).
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implemented international food safety standards, and are ISO 9001 certified. In BSFIC mills sugar is
packaged in large PP woven bags with an inner liner. Private sector refineries package sugar in small
consumer pack sizes in addition to bulk packaging and sell sugar under brand names. The private sector
has developed a substantial capacity for export of refined sugar. In 2010, Bangladesh exported refined
sugar worth USD104 496 and 85 tons of molasses worth USD160 thousand.108 The recent transit
memorandum of understanding between Bangladesh and India has opened up considerable
opportunities for the export of sugar to the northern states of India and Nepal.

The public sector sugar mills procure sugarcane from cane growers in the mill zone areas through
a system of permits. In order to eliminate the influence of middlemen restricting farmers’ direct access
to mills under the traditional procurement system, the government has recently introduced an electronic
system of issuance of permit (e-purjee) whereby the permit is downloaded in farmers’ mobile phones.
This ensures farmers better farmgate prices, and saves time and cost in making extra visits for making
procurement arrangements. The mills sell the finished goods through a network of distributors. The
government intervenes in the sugar market through regulation of the Essential Commodities Act that
has fixed the amount and duration of the stocks of refined sugar that can be held in storage at wholesale,
retail, and import level. It also imposes administered prices on the retail sale of refined sugar to keep the
prices affordable for ordinary consumers by selling sugar from its stockpiles or undertaking large-scale
commercial imports. The government also slaps tariffs and duties on imports of raw sugar to protect the
domestic sugar industry. The decline in domestic production of sugar results from both inefficiency in
manufacturing in public sector mills with ageing machineries and equipment and stagnation in
sugarcane cultivation in mill zone areas in the face of an overall declining trend in sugarcane cultivation
areas. Access to adequate raw material is a major constraint to full utilization of currently installed
processing capacity in the sugar industry. It should be noted that the BSFIC has been incurring
losses since 2001/2002 with only 2005/2006 an exception. Its loss in 2009/2010 alone constituted
BDT1.69 billion (USD24 million).109

Sugar is used as key ingredient in manufacturing of chocolates and confectioneries. There are
94 enterprises in the country manufacturing these items and some industries also produce for export.
In 2010/2011, Bangladesh exported about 551 tons of confectioneries and chocolates valued at
USD350 thousand. The major export destinations were United Arab Emirates, Australia, United Kingdom,
India, Pakistan, Saudi Arabia, Thailand, United States.110

Processing of tea

Tea production is an important sector of the national economy. It employs directly about 118 000 people
most of whom are women and an additional 0.8 million people depend on its manufacturing, marketing,
distribution, and support industries. Tea is a traditional export commodity. Thirty-three companies are
listed by the Export Promotion Bureau as active exporters of tea. The tea industry also generates internal
revenues of about Tk. 800 million as value added tax and various other taxes.

Tea is grown in 163 tea gardens (estates) concentrated mainly in the hilly zones of the northeastern part
of the country. There are five distinct categories in the management of these gardens: Sterling companies,
National Tea Company Limited, Bangladesh Tea Board, Bangladeshi Private Limited Companies, and
Bangladeshi proprietors. The tea gardens are categorized according to their production capacities:
Category A includes the four foreign-owned companies – James Finlay, Duncan Brothers, Deundi Tea
Company and the New Sylhet Tea Company – which own 27 gardens and have the highest productivity;
Category B includes companies owned by the Bangladesh government, Bangladeshi tea companies, or
Bangladeshi individuals; Category C includes small and low productive estates with the lowest wages
and the worst working conditions. There are 116 tea processing factories in Bangladesh, most of which

108 Estimated from Export Promotion Bureau’s data.
109 Compiled from statistics provided in Bangladesh Economic Review 2010, (available at http://www.mof.gov.bd/).
110 Estimated from Export Promotion Bureau’s data.
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are small and medium scale enterprises. The majority of tea plantations have their own on-site tea
processing plants.111

Tea production in Bangladesh remains mostly stagnant. The harvested area under tea has increased at
only 1.13 percent since 2000 and now constitutes 54 106 ha (Bangladesh Tea Board). Growth in
production was sluggish, 1.27 percent annually and in 2010 constituted 60 620 tons. Strong growth in
the supply of tea in world markets in the face of sluggish demand has resulted in long-term price
declines that have negatively impacted on Bangladesh’s tea exports. Since 2007 exports of tea steadily
declined from 10 790 tons to 1 160 tons in 2010. The share of tea in national export revenue dwindled
from 1 percent in 2007 to 0.01 percent in 2010. The growth in internal demand in the context of stagnant
domestic production is one reason for decline of exports. The growth in internal consumption of
tea remains robust at an annual rate of 3.9 percent per annum since 2000 and in 2010 accounted for
96.4 percent of the domestic production of tea.112

The legislative support for the promotion of the tea industry in the country was provided in the Tea
Ordinance that the government promulgated in 1977 providing for the establishment of the Bangladesh
Tea Board (BTB) and for levying a cess on tea produced in the country. BTB, a public sector autonomous
organization with representation from the private sector, is responsible for exercising regulatory control
over all aspects of the country’s tea industry – tea cultivation and its promotion, sale, and export – by
granting licenses to planters, manufacturers, and other dealers engaged in the tea industry, providing
assistance in the establishment of new tea gardens and improving the productivity of existing gardens
and the quality of tea, and requiring tea estates to register with the board.

Apart from the BTB, other players in the industry are the Tea Traders Association of Bangladesh,
Bangladesh Cha Sangsad (Tea Council), and Bangladesh Cha Sramik Union (Tea labourers’ Union).The
Bangladesh Tea Research Institute (BTRI), a component organization of the National Agricultural Research
System under the administrative control of the TBT, is responsible for development of improved varieties,
seed propagation techniques and production practices for increasing production and quality of tea in
the country.

The tea processing plants use the cut, tear, curl (CTC) method that involves various key processing steps,
namely plucking leaves and their handling – withering, rolling, fermentation (leaf oxidation), drying,
sorting and packaging. All tea processing plants are well equipped with CTC machineries. Quality systems
based on international food safety standards, such as ISO 9001 are in place for foreign-owned companies
and all local major producers that sell tea under brand names. The major established tea brands in the
country are Lipton Taaza, Finlay, Mirzapore Ispahani, National tea, etc. These companies sell their tea
products through their network of distributors throughout the country.

Tea is processed and graded into a variety of finished products – bulk and instant CTC black tea, packet
tea, and green tea. Tea is packaged in different pack sizes and airtight packing containers for protection
of freshness and aroma – laminated pouch, double chamber tea bag, food-grade jar, “bag-in-bag” tea bag
etc. Marketing of tea is based on sale through auctions. Manufactured tea from the estates is sold to
buyers in bulk through Chittagong auction. The buyers then sell it in the local market or export either
in bulk or in packets. Some of the teas are also sold at estate level with prior permission of the
Bangladesh Tea Board either directly to overseas buyers or to the internal traders. The Tea Traders
Association of Bangladesh organizes the weekly tea auction in Chittagong through the appointed tea
brokers of Bangladesh Tea Board.

The prospect of export-oriented growth of Bangladesh’s tea industry remains bleak in the context of
continuing decline in prices driven by strong competition from new entrants, particularly African
producers, into the tea market. The strong growth in domestic consumption of tea is likely to emerge
as the key driver of further expansion of tea production in the country.

111 Bangladesh Tea Board, (available at http://www.teaboard.gov.bd/).
112 Author’s calculation based on Bangladesh Tea Board data.
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Manufacturing of processed dry snack foods

A significant part of agroprocessing in Bangladesh is concerned with production of a wide range of dry
food widely consumed as breakfast cereal and snack food. These items are puffed rice, flattened rice,
potato flakes, potato chips, Bombay Mix (locally known as chanachur and consisting of a mix of spicy
dried ingredients including lentils, chick peas, groundnuts, flour noodles, flaked rice, fried onion), fried
peas and lentils, chapatti mix, preparation of ready-to-use mixes of dried vegetables and meat, drink
powder etc. Puffed rice, locally known as muri, is produced by exposing grains to a very high steam
pressure released rapidly that causes the grains to burst open. It is also traditionally produced by frying
rice on heated sand in ovens. Flattened rice, locally known as chira, is produced by applying pressure on
rice grains through rollers. The key process steps in the production of snack foods are boiling, frying, and
drying.

Dry food constitutes a major item in Bangladesh’s export of processed food with its share steadily
increasing. In 2010/2011, the total export revenue earned from this sector was USD29.37 million, up from
19.45 million in 2008/2009. Eleven establishments are registered with the Export Promotion Bureau as
active exporters under this category. The key industry players are Pran Foods, Bombay Sweets and
Company, ACI Foods, Square Consumer Products, BRAC Agro-fresh Limited.113

The BSTI under its compulsory certification mark scheme has developed standards for chanachur (mixed
spicy cereal snack), chips/crackers. The major export-oriented facilities are equipped with modern
processing lines and follow quality control procedures consistent with international food safety
standards. The safety of processed dry foods manufactured in micro and small enterprises in the informal
sector is poorly controlled. Food authorities with support from law enforcement agencies occasionally
undertake inspection of such facilities, but food adulteration with the use of prohibited substances and
unhygienic practices of handling remain widespread.

Manufacturing of soft drinks and beverages

There were 27 establishments engaged in manufacturing of drinks and beverages in the country with
gross output of Tk. 3,381.8 million (USD49 million) and employing 15 012 people (SMI, 2005-2006). The
estimated production of soft drinks in 2009/2010 was 37.6 million dozens of bottles.114 Nineteen
companies are at present manufacturing and marketing carbonated soft drinks.

The key players in the beverage industry are Transcom Beverage Limited, Tabani Beverage Limited
(a state-owned enterprise), AM Beverage, Suncrest Beverage industries, Partex Beverage, Pran Foods, and
Akij Food and Beverage Limited. Some of them are contract manufacturers and distributors of global
brand soft drinks.

Transcom has the exclusive license for manufacturing and marketing in Bangladesh of the Pepsico brand
products: Pepsi Cola, 7 Up, Mirinda Orange, Mirinda Lemon Slice, and Soda. It has three modern bottling
plants in the country and has the largest share of the carbonated soft drink markets. Two companies
share the license for production and marketing of Coca Cola brand products in the country: Coca Cola,
Sprite, and Fanta. Tabani Beverage is designated for Dhaka and Rajshahi regions; AM Beverage Industries
for the rest of the country. Partex Beverage is the franchisee for RC (Royal Crown) products: RC Cola, RC
Orange, Upper 10, and RC Lemon. Al-Amin group, a recent entrant into the soft drinks market, has started
production of Double Cola, a US brand product.

Other companies manufacture a wide range of private label products. Pran Foods produce Maxx cola,
Cloudy Lemon, Cloudy Lime, and Power Drink. Akij Foods produces Mojo brand Cola, Lemu brand Lemon,
and Speed brand energy drink. The key processing steps in manufacturing of carbonated soft drink are
water purification – carbon dioxide and carbonation – adding of flavouring syrup, and finishing. The

113 Data compiled from Export Promotion Bureau.
114 Industrial Production Statistics, November 2010, (available at http://www.bbs.gov.bd/).
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finished product is hot-filled in PET bottles of different pack sizes. The contract manufacturers follow
process control, standard operating procedures, and quality control systems specified by parent
companies. Other major producers have implemented quality control systems consistent with
international food safety standards.

Besides carbonated drinks, a variety of juices are also manufactured. These include orange juice,
grapefruit juice, pineapple juice, apple juice, mango juice, banana juice, guava juice and fruit juice cocktail.
The major juice brands are Pran, Danish, Vita Fresh, and ACME. Juice processing is based on UHT
pasteurization, hot-filling, and aseptic packaging in tetra packs and PET bottles of different pack sizes.
Juices are also packaged in tin containers. Exports account for a significant share of sales of domestically
produced soft drinks and juices. Twelve companies are listed as active exporters of fruit juices and
six companies as exporters of soft drinks by the Export Promotion Bureau. In 2010/2011, Bangladesh
exported 5 551.78 tons of carbonated drink worth USD4.79 million and 19 837 tons of fruit juices worth
USD16.42 million.115

4. External forces that shape the SMFE sector in the country

Environmental issues

Environmental issues rank at the top of the external factors that shape the development of small and
medium food processing enterprises in the country. Expansion of shrimp culture along the coastal belt
by submerging rice fields with sea water has led to increased levels of soil salinity that threatens the
sustainability of crop production systems. There are at present very few crop varieties that can withstand
higher levels of soil salinity. A portion of mangrove forests has also been cleared to pave the way for the
construction of shrimp ponds. The current low-density semi-intensive shrimp production systems involve
minimal use of chemicals and the effluents can be kept within environmentally sustainable limits
provided this technology is consistently promoted.

Despite the increasing use of hatchery-bred post-larvae for seeding the shrimp ponds, the reliance on
fry caught in the wild is still overwhelming, leading to a steep decline of coastal stocks of seawater prawn
and other marine aquatic resources that are also caught and wasted in the process of catching shrimp
fries. The shrimp processing plants were established with little consideration for the availability of
adequate raw material within their command areas and as a result many function much below
their installed capacities. Bangladesh’s semi-intensive shrimp production system with involvement of
small-scale shrimp farmers can be turned into a comparative advantage over other competitors in the
global market by keeping the environmental impacts within sustainable limits through appropriate
policies, technology development, and training of stakeholders in the shrimp industry.

Because of its geographical location, frequencies of hazards arising from drought, flood and other natural
calamities are on the increase in Bangladesh. The surface water of the country is being polluted through
capricious disposal of untreated industrial effluents and municipal wastewater, runoff pollution from
chemical fertilizers and pesticides and oil and lubes spillage in the coastal area from the operation of
sea and river ports and ship wreckages. Now in Bangladesh, the presence of high-level arsenic
contamination in groundwater is a national problem especially at Chadpur, Shatkhira, Noakhali, Comilla,
Gopalgonj and some other districts (Ministry of Finance, Bangladesh Economic Review 2010).

Globalization/trade liberalization

In the 1990s, the Bangladesh government made a concerted move away from highly protectionist,
inward-looking import substitution policies to a liberal trade-oriented policy aimed at integration into
the global economy through introducing fundamental changes in international commerce and finance,
reducing transportation costs, modernizing telecommunications technology, and lowering policy barriers.
Tariffs were significantly reduced and rationalized, with average unweighted customs duties falling from

115 Estimated from Export Promotion Bureau’s data.
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100 percent in 1985 to roughly 13 percent in 2008. Similarly, maximum tariff rates declined from
350 percent in 1990 to 25 percent in 2008. Trade-related quantitative restrictions, which covered
21 percent of HS 4-digit tariff categories in 1990, have been virtually eliminated, and import licenses are
no longer needed. Additionally, foreign exchange regime liberalization has resulted in a unified exchange
rate and the removal of most foreign exchange restrictions. The establishment of preferential trade access
afforded to developing countries, and multilateral agreements eliminating quotas and reducing tariffs,
have helped open markets and expand trade opportunities for Bangladesh.116

Information technology

Bangladesh’s entry into the information superhighway through submarine cable and optical fibre
network has vastly extended the global outreach of the country’s businesses and industries. More than
400 ICT companies are now active in the country employing more than 12 000 professionals. The major
export market for ICT services from Bangladesh is United States, Denmark, United Kingdom, Japan and
Australia.117

The ICT sector is now poised for rapid expansion with the government’s announcement of a National
ICT policy in 2009 to implement its vision of “Digital Bangladesh 2021”.  The policy has 10 broad
objectives, 56 strategic themes and 306 action items to be implemented by 49 Ministries/Divisions/
Departments either in the short term (18 months or less), medium term (5 years or less) or long term
(10 years or less). Meanwhile some immediate action items have been implemented. Steps have been
taken to introduce e-governance, e-commerce, and e-banking in the country. Major ministries, divisions
and departments have already launched their websites. Now mobile phones can be used to pay
electricity and gas bills, reserve railway tickets, and transmit advanced information about impending
disasters.

Software applications and IT-related services are also available in the field of custom business
applications, contract programming services, web content development, Internet-e-government software
tools, data conversion and transcription services, call centers and Business Process Outsourcing (BPO)
services etc. (Ministry of Finance, Bangladesh Economic Review, 2010).

Health and safety issues

Work-related accidents and diseases continue to be a serious problem in Bangladesh. The ILO estimates
that every year in Bangladesh 11 700 workers die from work-related accidents, 24 500 die from
work-related diseases and 8 million suffer work-related injuries, many of which result in permanent
disability.118 Based on newspaper reports, the Bangladesh Occupational Safety, Health and Environment
Foundation estimates that at least five workers are killed and 20 are critically injured in their workplaces
every day. About 8 000 industrial accidents, including 20 to 40 fatal accidents, are annually reported to
the Department of Inspection for Factories and Establishments under the Ministry of Labour and
Employment (MOLE).119

Bangladesh’s existing Labour Law (2006) requires owners of industries and businesses to provide
adequate facilities and implement standard operating procedures for sanitation and cleanliness,
hazardous waste disposal, preventive maintenance of machineries and equipment, health and safety of
workers including first-aid measures, and employee compensation for illnesses and injuries suffered in
workplaces. To bring about a more focused approach on the issues of occupational safety and health
(OSH), the ILO under its Decent Work Country Programme (2006–2009) and in cooperation with the WHO
provided technical and financial support for the formulation of a national OSH policy.

116 USAID. 2010. Bangladesh Economic Growth Assessment, pp. 16-17.
117 UNICO International Corporation; Software/ITES Industry in Bangladesh, February 2008.
118 International Labour Organization, Bangladesh Decent Work Country Programme, (available at http://www.ilo.org/
wcmsp5/groups/public).
119 Bangladesh Occupational Health, Safety, and Environment Foundation, (available at http://www.oshebd.com).
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Following an ILO subregional tripartite workshop on OSH in 2007, the Government constituted a National
Council for Industrial Health and Safety, which is responsible for developing and implementing the
national OSH policy. A Government Technical Committee on National OSH Policy, headed by the MOLE,
prepared a draft of the policy in 2008 and is currently seeking input through workshops in each of
Bangladesh’s six divisions and at the national level. The revised draft will be submitted to the OSH
Council. To inform the ongoing process to revise the Labour Act, the ILO and the WHO are supporting
a study that will compare the Labour Act with the ILO’s OSH Conventions. The ILO will conduct activities
to promote Bangladesh’s ratification of the ILO Occupational Safety and Health Convention, 1981
(No. 155) and other OSH-related Conventions.

5. Government policy and legal frameworks

The legal framework of Bangladesh is not supportive of creating the enabling environment for
agrobusinesses to remove impediments to growth and lower the costs of doing business. Current legal
procedure has loopholes that allow one to adopt delaying tactics and, as a result, the court faces a big
backlog of cases. Existing labour laws are inadequate to discourage politicization of labour relations,
which has been a major deterrent to investment.120

The World Bank in its Doing Business (DB) 2012 report121 ranked Bangladesh 122nd out of 183 countries
by the ease of doing business index. The country slid by four ranks compared to the 2010/2011
assessment. The DB index is based on average performance on ten activities: starting a business, dealing
with construction permits, getting electricity, registering property, getting credit, protecting investors,
paying taxes, trading across borders, enforcing contracts and resolving insolvency. The ranking on each
activity is the simple average of the percentile rankings on its component indicators.

Enforcement of contracts is very weak in Bangladesh. On average, the process requires 41 procedures,
1 442 days, and costs approximately 63.3 percent of the value of the contract. Bankruptcy proceedings
are relatively cumbersome in the country. To close a business requires four years and the recovery rate
of firms that file to close their business is estimated at 25.8 percent. Bankruptcy law has recently been
enacted but its implementation is yet to be tested. Registration of property is also burdensome. It
requires, on average, 8 steps, 245 days, and costs 6.6 percent of the total property value, which may pose
a hurdle to entrepreneurs seeking to use property as collateral for loans.

The country ranked dismally at the bottom (182nd) with respect to the getting electricity index. It requires
7 steps, 372 days, and 3 526 percent of per capita income to get access to electricity. There are areas in
which Bangladesh’s performance was better. The country ranked 86th in starting a business; 82nd in
dealing with construction permits; 78th in getting credit. Its performance was better in protecting
investors, 24th compared to India’s 46th. With regard to copyright protection Bangladesh is covered by the
TRIPS agreement, but local firms lack the knowledge of their rights and obligations. The Ministry of
Industries has recently prepared draft legislation “Geographical Indication Act 2011” to strengthen IPR
protection.

The legal framework is an essential prerequisite for fostering competitiveness in national economies. The
World Economic Forum (WEF) defines competitiveness as the set of institutions, policies, and factors that
determine the level of productivity and uses the Global Competitiveness Index (GCI) as a comprehensive
tool to measure macroeconomic and microeconomic foundations of national competitiveness. A total
of 111 indicators are used to measure GCI. These are grouped under 12 pillars that are aggregated into
three categories – basic requirements, efficiency enhancers, and innovation and sophistication factors
– defining the competitiveness of the economy.

120 Bakht Zaid. Development of SME Sector in Bangladesh, (available at http://www.newagebd.com/newspaper1/special/
36625.html).
121 World Bank/The International Finance Corporation. 2011. Doing Business 2012: Doing Business in a More Transparent
World.
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The WEF in its 2011/2012122 report ranked Bangladesh’s performance on GCI as 108th out of 142 countries
and assigned a score of 3.7 on a scale of 1 to 7. It was a downgrade by one rank compared to the
2010/2011 GCI assessment. Bangladesh’s rank on basic requirements (institutions, innovation, macro-
economic environment, health and primary education) was 112; on efficiency enhancers (higher
education and training, goods market efficiency, labour market efficiency, financial market development,
technological readiness, and market size) 99; and on innovation and sophistication (business
sophistication and innovation) 113.

Despite an overall low ranking on GCI, Bangladesh exhibited a higher competitive edge on
several component indicators: strength of investor protection (rank 20); gross national savings as percent
of GDP (33); business impact of rules on FDI (25); agricultural policy costs (13); hiring and firing practices
(20); financing through local equity market (22); domestic market size index (41); state of cluster
development in business (45).

The annual DB and GCI assessments provide important feedback to ongoing public-private initiatives to
focus on weaknesses so as to improve Bangladesh’s ranking in inter-country comparisons of competitive
business-friendly environments. One such initiative is the Bangladesh Investment Climate Fund (BICF),
a multi-donor advisory facility, established in 2007 to advise the government on creating a better
business operating environment that would design and implement business-friendly policies, laws, and
regulations and strengthen institutions that implement them. The other is the government’s Regulatory
Reform Commission (RRC) established to review and recommend elimination of redundant regulations
and streamline the existing regulations (USAID, 2010).

Policymaking is a key tool to address shortcomings in the regulatory framework. The major policies
relevant for small and medium food enterprise development in Bangladesh are: National Agricultural
Policy (NAP) 2010, and National Industrial Policy (NIP) 2010. The NAP envisages the government’s support
for private entrepreneurs and farmers in sourcing technologies and creating conditions for expanding
local and overseas markets for agribusiness opportunities. The NIP envisages tax holidays for newly
established industries in agroprocessing and reduction and exemption on special cases of VAT for agro
and fisheries and dairy industry. It also outlines a broad framework of institutional support, refinancing,
and other incentives for development of SMEs.

To simplify administrative procedures with regard to starting a business and getting access to physical
amenities, the NIP pledges the government’s commitment to establishing, operating, and sustaining
a highly professional One-Stop Service Centre under the management of the Board of Investment (BOI).
The Centre will be responsible for relieving prospective domestic and foreign investors from
time-consuming bureaucratic tangles in getting access to electric power, gas, water, and telephone. It will
be staffed with a specialized Environmental Protection Unit with responsibility for providing approval
certificates to industries that conform to environmental standards. The real challenge, however, lies in
implementing the NIP through developing specific administrative procedures and methods involving greater
interagency and interdepartmental cooperation.

In Bangladesh existing food safety laws and regulations for the most part are outdated and their
enforcement responsibilities are scattered over 11 ministries and departments. This makes coordination
extremely difficult and effective enforcement of regulations weak. The country’s progress toward
following through FAO’s 2004 recommendations for a comprehensive food safety policy and
strengthening institutional mechanisms for enforcement remains inadequate.123 As described elsewhere
in this paper, major agro- and food processing companies and exporters have implemented modern food
safety systems in their export supply chain and have received HACCP and ISO certification.

These efforts need to be mainstreamed in the entire domestic food supply chain. The government is
currently implementing a European Union-funded three-year (2009–2012) project “Improving Food

122 World Economic Forum. 2011. The Global Competitiveness Report 2011-2012, Geneva, Switzerland, pp. 110–114.
123 See http://www.fao.org/docrep/meeting/006/ad730e/ad70e00.htm.
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Safety, Quality, and Food Control in Bangladesh (IFSQFCB)” under the Ministry of Health and Family
Welfare with FAO’s technical assistance.124 The goal of the project is to develop food safety policies and
strategies, a preventive approach to food safety management, food inspection and enforcement services,
food analysis capability and capacity. In order to make the outputs of project-based food safety initiatives
sustainable, there is need for a comprehensive institutional approach backed by national food safety
legislation, laws, and regulations for quality control of all types inputs including agrochemicals, feed, and
medicine.

Such an approach should ideally result in a unified food law with responsibility for enforcement
delegated to a single administrative authority. India overcame the same problems that Bangladesh
currently faces with respect to food safety by passing an integrated food law, “the Food Safety and
Standards Bill 2005” in August 2006. The bill unites diverse legislation under a single umbrella law and
creates a Food Safety and Standards Authority of India responsible for enforcement of the law (World
Bank, 2008). Such an approach provides a durable institutional basis for a modern and dynamic food
safety control and administration system capable of meeting the present and emerging challenges in
supplying safe raw and processed food for domestic consumption and export as the food processing
industry matures and increasingly participates in international trade in food and feed substances.

6. Status of national institutional infrastructure

Technology and innovation

Bangladesh boasts a significant scientific research capacity consisting of research institutions, laboratories
and universities engaged in research, innovation, and technology development. The key institutions
engaged in industrial technology development with applications in agroprocessing, food processing and
preservation, food and animal feed manufacturing are the Institute of Food and Radiation Biology under
the Bangladesh Atomic Energy Commission, the Bangladesh Council for Scientific and Industrial Research
(BCSIR) with its network of nine research laboratories and institutes including the Institute of Food
Science and Technology, the Institute of Appropriate Technology under the Bangladesh University of
Engineering and Technology (BUET), and the Bangladesh Industrial Technical Assistance Centre (BITAC).
Agricultural Research Institutes are engaged in the development of post-harvest processing, storage, and
processed food manufacturing technologies.

Agricultural mechanization units of the agricultural research institutes are also actively involved in design
and development of a range of post-harvest processing, milling, thermal treatment and storage
technologies. There are more than 40 000 small and medium-sized light engineering workshops in the
country, a considerable technical support base for fabrication and manufacturing of locally developed
and designed production and processing machineries and equipment.125

Bangladesh has a fairly developed infrastructure for agricultural research. The National Agricultural
Research System (NARS) is a publicly-financed system of six research institutes concerned with
crop-related research, and one each concerned with soils, livestock, fisheries and forestry research with
a countrywide network of 23 research stations, 70 substations and 13 specialized research centers with
an exclusive focus on selected commodities. These institutes are under the administrative control of the
Ministry of Agriculture, the Ministry of Fisheries and Livestock, the Ministry of Environment and Forests,
and the Ministry of Commerce with their own budget and policy-making boards. An apex institution, the
Bangladesh Agricultural Research Council (BARC), coordinates, monitors, reviews, and evaluates research
in component research institutes.

At the time of writing this paper, the total manpower in the NARS was 5 856 including 1 514 trained
scientists against a sanctioned staff of 6 890 including 1 913 trained scientists. The concept of integration

124 See http://www.bdsafety.org/inner.php?SubMenuld=23.
125 Kabir, W. & Ahmed, S. 2005. Status of Research and Development Institutes of Agricultural Engineering in Bangladesh.
Paper presented at the 4th session TC/GC meeting of APCAEM held during 21–24 November 2005, New Delhi, India.
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of the agriculture research institutes into a system under the leadership of BARC is yet to deliver the
desired effectiveness and efficiency in research and technology development because of failure to
produce a suitable mechanism for BARC to exercise meaningful administrative and financial control over
the NARS institutions that with varying levels of autonomy in decision-making remain under effective
administrative control of their respective parent ministries. This brings to the fore a crucial issue of
governance in NARS with respect to fostering effectiveness and efficiency in the system, namely that
inserting an umbrella organization at the top for coordination with little meaningful integration at the
bottom backed by adequate administrative reforms is unable to produce the desired results.

Agricultural research is also conducted in agricultural universities, agriculture and life sciences faculties
of regular universities, and in the private sector. Academic research is poorly integrated with the
mainstream research system. More recently, several seed companies have initiated their own programs
of scientific breeding in partnership with international agricultural research centers.

The publicly-funded extension service in the agriculture sector is also involved in technology
development and innovation through testing, refinement, adaptation, and transfer to primary producers.
It is comprised of the Department of Agricultural Extension (DAE), the Department of Fisheries (DOF),
and the Directorate of Livestock Services (DLS). The DAE under the MOA is responsible for transfer/
extension of crop-related technologies. It employs some 24 000 staff with a total field-level staff of
10 280 sub-assistant agricultural officers. The DOF under the MOFL is responsible for extension, training,
conservation, and enforcement in the fisheries sector. It employs a total staff of about 5 000 including
1 553 professionals, 2 000 sub-professionals, and 2 000 support staff. The DOF facilities include three fish
inspection and quality control stations, a marine fisheries station, a fisheries training centre, two farms,
and 77 hatcheries. The DLS, also under the MOFL, is responsible for the provision of animal health,
training and extension services in the livestock subsector. It employs about 8 428 staff including about
1 500 technical staff and 3 500 sub-technical staff. The DLS facilities include five laboratories, three
training institutes, one cattle breeding station, and seven farms.

The private sector in Bangladesh is steadily emerging in the role of extension service provider (ESP). The
key players are major NGOs such as BRAC, Proshika, and Caritas. BRAC now has a broad-based extension
program involving 250 agriculturists and 8 903 agricultural extension workers in 64 districts of
Bangladesh. Through its 136 320 village organizations, 500 000 small and medium farm families receive
regular advice and services in agricultural activities.

The private organizations have started to feature only recently as ESPs and are largely composed of input
supply companies producing and/or marketing seed, irrigation/farm equipment, fertilizers, pesticides,
hatcheries, feed and veterinary products. Extension advice is usually tied with product sale. These
organizations, with some exceptions, e.g. pesticide companies, provide minimal after sale support.

The level of government funding for agricultural research is low despite increases in recent years. Total
spending for agricultural research as a share of agricultural GDP was 0.80 percent in 2010/2011
compared to 0.22 percent in 2004/2005. But agricultural research is receiving a lower priority than it
actually deserves in the government’s spending portfolio for the Ministry of Agriculture. In 2010/2011,
only 38.9 percent of resources under the government’s annual development program earmarked for the
Ministry of Agriculture was allocated to NARS institutions compared to 62.7 percent allocated to the
Department of Agricultural Extension. The reverse should have been the case as this would have allowed
SARS to step up efforts toward building an indigenous research and technology base to support rapid
growth in the agro-industrial sector.

Significant capacities for innovation and dissemination of agricultural technologies have been developed
in the private sector. The key players in this field are large seed companies with a sprawling program of
crop breeding in cooperation with international agricultural research centers, large NGOs, for example
BRAC, and industry organizations, particularly the Horticulture Export Foundation, Bangladesh Shrimp
Foundation and Bangladesh Frozen Food Exporters’ Association.
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Commercially-oriented research and development

The BCSIR has so far innovated 908 process technologies of which 273 are concerned with processing
and manufacturing of food and animal feed including drinks, beverages, and carbonated drinks from
locally produced raw materials. Of these technologies 70 are patented in Bangladesh and licensed for
commercial production.126 The Bangladesh Agricultural Research Institute has developed 14 post-harvest
processing, storage, and processing technologies of fruits and vegetables for extended shelf life.127 But
the indigenous technology base for agroprocessing, food processing, and food manufacturing is not
adequate to meet the growing need for innovative process, storage, transportation and packaging
technologies for a rapidly expanding food processing industry in the country. Sourcing the global market
and facilitating access to innovative technologies is one way to meet the technology needs in enterprise
development.

For small and medium enterprises, the SME foundation and BSCIC promote access by assisting
companies in sourcing innovative technologies, and creating institutional links with foreign companies
for technology transfer and capacity building. The new industrial policy envisages a number of measures
for accelerating industrial technology development. These include government’s support for university,
technology institutes, laboratories, and private sector investors to establish Technology Incubation
Centres (TIC) to facilitate development of technology entrepreneurs and allocation of space for successful
entrepreneurs in the high-tech park equipped with all infrastructural facilities. Other measures include
steps toward protection of intellectual property rights consistent with the TRIPS agreement of WTO to
encourage innovation and transfer of modern technologies.

Financial and fiscal systems

The financial system of the country is dominated by commercial banks. Four state-owned commercial
banks (SCBs) hold 28.6 percent of deposits and account for 46.8 percent of bank branches operating in
the country.128 There are also five publicly-owned specialized banks or development financial institutions
(DFIs) that manage extensive subsidized credit programs characterized by a high-ratio of non-performing
to total loans (24.6 percent) and low levels of efficiency. Additionally, a dynamic group of 39 privately
owned commercial banks (PCBs) including nine foreign-owned banks has expanded activities. These
banks generally have a lower level of nonperforming loans (2.4 to 3.7 percent), higher efficiency and have
experienced the fastest growth in the banking sector, benefiting from the liberalization of the sector in
the 1990s. The assets of these banks constituted 64.5 percent of the total banking sector assets in 2010.
There are also 29 non-bank financial institutions (NBFIs) and 298 microcredit organizations licensed by
the Microcredit Regulatory Authority (MRA).

SME loans account for roughly 18 percent of total credit in Bangladesh. In September 2009,
approximately BDT 425 billion in SME loans was outstanding. The bulk of SME loans are from the public
sector banks often under mandated and subsidized credit programs, as is the case for agriculture. The
Bangladesh Bank refinances a considerable proportion of this SME lending. Privately owned banks also
account for about a quarter of these loans, whereas nonbank financial institutions account for 14 percent
(USAID, 2010).

The IMF in its Financial System Stability Assessment in 2009 highlighted the steadily improved soundness
of the country’s financial sector since the 2003 assessment. Nonperforming loans in the banking system
have decreased steadily since 2003 and the stated capital position of the banks has strengthened. Among
the weaknesses and vulnerabilities identified, the major ones related to loan classification, provisioning,
and uneven capital in the banking system. The stress tests conducted suggest credit risk continues to
have a larger impact relative to other single factor shocks129 (IMF).

126 See http://www/bcsir.gov.bd/accepted.php.
127 See http://www.bari.gov.bd/index.php?option=com_advanced.
128 As of June 2010, Bangladesh Bank, (available at http://www.bangladesh-bank.org).
129 International Monetary Fund. 2010. Bangladesh Financial System Stability Assessment 2009, IMF Country Report
No. 10/38, Washington, D.C.
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The National Board of Revenue (NBR) is at the apex of the country’s fiscal system. It is responsible for
mobilizing domestic resources through the collection of import duties and taxes, VAT, and income tax
for the government. The NBR administers the excise, VAT, customs and income tax services with its
sanctioned staff capacity of 3 434 officers of various grades and 10 195 support service personnel.130

Between 1982 and 2010, the total revenue as share of GDP increased from 6.5 percent to 11.2 percent
and tax receipts as share of GDP rose from 5.5 percent to 9.4 percent. The tax-GDP ratio is significantly
low compared to the average 12 percent share of tax revenue in GDP in South Asian countries.
Notwithstanding various fiscal reforms of the recent past, the Bangladesh fiscal system continues to suffer
from weaknesses, namely a low level of revenue mobilization, regressive nature of taxation, high tax
incidence, low tax base, high degree of tax evasion, limited administrative capacity, resource constraints
(human and logistics), and cumbersome legal procedures.131

Human resource capacity

The national capacity for human resources development in Bangladesh draws its strength from the
public sector education system. Government spending in the education sector in 2010/2011 was BDT
98.24 billion, which constituted 7.43 percent of the national budget.132 To achieve its goal in the
education sector, the government has adopted policies – the Non-Formal Education Policy of 2006, the
National Training Policy of 2008 and the National Education Policy of 2010.

The Ministry of Education (MOE) with its constituent technical and administrative departments is
responsible for administration of the public sector education system. In addition, the University Grants
Commission (UGC), a statutory apex body, provides regulatory, technical, financial, and quality control
oversight of the public sector university education system, one of the highly subsidized higher education
systems in South Asia. The UGC has also brought under its regulatory oversight the sprawling network
of private universities to ensure appropriate infrastructure, faculty strength, academic curriculum, and
quality of education.

There are at present 31 publicly-funded universities in Bangladesh including 16 specialized universities.
Four are agriculture universities, six are science and technology universities, five are engineering and
technology universities, and there is one veterinary and animal science university.133 The Directorate of
Technical Education (DTE), under the MOE, is responsible for training and skills development in a variety
of modern industrial technologies and professional trades through its network of 122 Technical and
Vocational Education and Training (TVET) institutes. The TVET system is comprised of five institutes
offering degree programs, 49 institutes offering diploma courses, and 68 offering trade certificates.
In addition the DTE provided technical assistance in introducing professional trade courses in
500 privately-run secondary schools, 200 higher secondary schools, and 300 self-supported private skills
development centers.

Besides the Ministry of Education, there are other organizations involved in the development of human
resources capacity. These are other public sector organizations belonging to different ministries,
commercial training institutions in the private sector, NGOs, particularly BRAC running a five-tier system
of non-formal schools and training programs, and institutions managed by industry where training is
delivered in the workplace, including apprenticeships.

In the agriculture sector, training for officers, extension staff and farmers is conducted by the National
Agricultural Training Academy and 11 training institutes under the DAE, 8 training institutes under the
DOF, and 3 training institutes under the DLS. Training for scientists in NARS is conducted by BARC within

130 See http://www.nbr-bd.org/
131 Rahman, M. 2010. Fiscal Reforms in Bangladesh: Evolution and Future Initiatives. Paper presented at the Workshop on
Collaborative Research on South Asia Tax Systems. Singapore, 8-9 August, 2010.
132 Compiled from Education Budget, (available at http://www.moedu.gov.bd/).
133 See http://www.ugc.gov.bd/
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a framework of strategic planning for human resources development for agricultural research. Training
for senior-level management in public administration, banking and finance are conducted by the
Bangladesh Public Administration Training Centre, Bangladesh Institute of Management, and the
Bangladesh Institute of Bank Management. The Small and Cottage Industries Training Institute (SCITI)
conducts training courses for management in the small business sector.

To modernize the country’s human resources development capacity in keeping with the rising demand
for sophistication, specialization, quality and relevance of technical education to industry needs, the
government has formulated a National Skills Development Policy (2009) with assistance provided by the
ILO and the European Union. The policy proposes a three-pronged approach for building the country’s
skills development system: the National Technical and Vocational Qualifications Framework (NTVQF);
Competency Based Industry Sector Standards and Qualifications; and the Bangladesh Skills Quality
Assurance System.

The government’s ongoing policy initiatives and structural transformation of the education sector is
driven by the need to address the puzzling reality of the country’s education system. The design of the
courses and curricula in the technical stream of specialized university education is heavily oriented
toward acquiring traditional scientific knowledge rather than acquiring practical skills with a problem-
solving approach for effective performance in challenging workplaces in a modern industrial setting. The
result is an abundant supply of university and college graduates, but few with the right skills and
knowledge to work in highly-demanding and performance-oriented jobs in the private sector. And the
shortage of a quality labour force limits the performance of the public sector, too. The private sector
seems to fill the gap by hiring expatriates, whereas the public sector does not have that option. Major
businesses, particularly export-oriented firms hire expatriates for high-level management and technical
positions. As many as 200 000 professionals from Pakistan, India, and the Philippines fill senior
management or technical jobs in Bangladesh (USAID, 2010). The private sector shrimp hatcheries seem
excessively reliant on foreign experts and the lack of qualified technicians in the poultry sector is also
a major drawback in terms of delivering effective services to SMEs.

The draft National Industrial Policy recognizes the contemporary challenges in developing a skilled
workforce to fuel the country’s economic growth. It recommends a seven-point strategy for investment
in skills development, including a Corporate Leadership Development program to foster and nurture
a corporate and entrepreneurial culture. It also envisages making the training activities under the
different ministries focused on human resources development in the industrial sector more dynamic and
effective.

Marketing strategies

The agricultural marketing system of Bangladesh serves over 10 million farm households widely
dispersed throughout the country. Farm households are small in size and have very small quantities of
marketable surplus. The farmers generally sell their produces from their homes or in the nearest rural
primary/assembly markets. Marketing of the agricultural products in Bangladesh typically involves
a number of intermediaries such as small traders, assembly traders, wholesalers/commission agents,
retailers and consumers. The participation of a large number of marketing agents makes the marketing
system competitive for most commodities.

Marketing strategies are focused on improving market infrastructure, building market-related knowhow,
exploring overseas markets for promotion of exports, and providing institutional support and incentives
to local entrepreneurs.

Market-related know-how involves building capacity for market research and intelligence, development
of market information systems and effective value chain linkages among commercial stakeholders such
as farmers, traders, processors, and business service providers. The Department of Agricultural Marketing
(DAM), the public sector agency responsible for providing agricultural marketing services, is engaged in
developing a user-friendly web-enabled information system to collect commodity prices from local retail
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and wholesale markets on a daily basis, compile, process, and analyze data to make short-term and long-
range price forecasts and trends and make the information available for use by farmers, traders,
government officials and other stakeholders.

For small farmers with limited access to computers and the Internet, the DAM has developed a mobile
phone-based agricultural market information system (AMIS) in cooperation with a local software
company with assistance provided by SIDA and a Swedish university. From the AMIS server, data is
transmitted to a wireless carrier and delivered as SMS to phone users. There are now 16 million mobile
phones in operation and these are being increasingly used in rural villages. There are now 122 000 village
cell phone women who have the potential to connect poor farmers to a market price information system.

Industry organizations, such as Hortex Foundation, BAPA, and BFFEA support export-oriented food
enterprises with market research to identify particular segments/niches of the export markets so that
they can tailor product quality for a particular group of customers and design a promotional strategy
for that group. Value chain linkages often do not exist or when they do, the management of value chain
linkages is poor. Contract farming is one way to strengthen market linkages by directly entering into
contract with the purchaser to produce and supply agricultural commodities at predetermined prices
in return for production support (input supply, technical advice, and credit). There are already many
successful examples of contract farming in Bangladesh.

Safety, quality and consumer protection

The Bangladesh Standards and Testing Institution (BSTI), under the Ministry of industries, is the public
sector agency tasked with setting standards, issuance of certification marks, conducting surveillance and
testing across multiple industry sectors. It enforces conformance to safety and quality standards through
undertaking inspections and surveillance operations with the help of mobile courts consisting of
magistrates and law enforcement personnel from general administration to dispense on-the-spot
penalties for non-compliance and gross violation of safety laws. To enhance the capacity and capability
of BSTI, the new industrial policy envisages extending its institutional coverage in different areas,
developing its technical capacity, and appointing more skilled professionals in different technical
activities. In the agriculture sector, the government’s initiatives in quality assurance will be reflected in
promotion of GAP in production and supply chain management, compliance with SPS measures during
production, processing, and marketing, and strengthening quarantine services to meet the needs of both
domestic and export markets (NAP).

Apart from the BSTI, there are other public sector organs belonging to eleven different Ministries that
conduct standard setting, certification, and control functions with respect to specific segments of the
food production and processing industry. In the private sector, many processors and entrepreneurs have
adopted modern proactive food safety and quality control systems based on GAP, GMP, and HACCP in
their export supply chain and have ISO certifications.

Bangladesh Accreditation Board (BAB), a statutory body established in 2006, is the national authority for
accreditation in Bangladesh. It is responsible for upgrading quality assurance infrastructure and
conformity assessment procedures in Bangladesh and enhancing the recognition and acceptance of
products and services in international, regional, and domestic markets. To step up efforts on
enhancement of quality and product standardization, the new industrial policy requires the Ministry of
Industry and the National Productivity Organization (NPO) to actively promote the adoption of ISO
standards of certification particularly the ISO 9000 family of standards for quality management of the
enterprises.

Bangladesh adopted the Consumer Rights Protection Act in 2009. The stated purpose of the law is to
protect the rights of consumers and take necessary preventive measures against actions that violate
consumers’ rights. The law provides for the establishment of a National Consumer Rights Protection
Council chaired by the Minister in charge of the Ministry of Commerce as a policy-making body to
provide guidance and coordinate all activities to protect consumers’ rights, and District Consumer Rights
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Protection Committees chaired by the District Commissioner. The law also envisages the establishment
of a National Consumer Rights Protection Directorate led by a Director General with adequate
administrative authority including the authority to issue arrest warrants in order to implement the
provisions of the law.

The rights of the consumers to be protected under the law include: (1) the right to be sheltered against
the promotion of merchandise and services that pose a risk to life and possessions; (2) the right to be
informed about the quality, quantity, energy, purity, standard and price of goods and services so as to
protect the consumer against unfair trade practices; (3) the right to have access to a mixture of goods
and services at competitive prices; (4) the right to be heard and to be confident that consumers’ interests
will receive due consideration at correct forums; (5) the right to seek out redress for inequitable trade
practices/restrictive trade practices or unprincipled operation of clients; (6) the right to consumer
edification. In the private sector, the Consumers’ Association of Bangladesh is the national organization
tasked to create mass awareness and protection of consumers’ rights.

7. Status of industrial infrastructure

Power, transport, and communication

Electricity generation in Bangladesh significantly lags behind the demand and is a major constraint
on accelerating the country’s economic growth. The contribution of electricity to GDP in 2009/2010 was
1.32 percent, almost the same as it was in 2002/2003 (1.30 percent) despite a 3.96 percent annual
compound growth rate in electricity generation between 2001 and 2010.134

Currently, 49 percent of the total population has access to electricity and per capita generation is only
236 kWh, which is very low compared to other developing countries. As of June 2011, three utilities in
the public sector had an installed generation capacity of 3 534 MW (53 percent) and five utilities in the
private sector 3 193 MW (47 percent) with a total installed capacity of 6 727 MW. The actual generation
of power was in the range of 4 600 to 4 900 MW against a peak demand of 6 000 MW (with so-called
demand side management) and up to 1 000 MW of load shedding during hot summer days. The network
of transmission lines is 8 500 km and that of distribution lines 270 000 km.135 In addition to the power
system’s limited coverage, load shedding and erratic power supply was found to reduce industrial output
by about USD1 billion and GDP growth by about 0.5 percent a year.136

To bring about sustained improvement in the power sector, the government has drawn up an ambitious
mix of policy, incentives, and security mechanism for attracting private investment including FDI
alongside assistance from the country’s development partners. The government’s medium term
economic targets (2013) envisage boosting electricity supply to 7 000 MW and long-term economic
targets (2021) to 20 000 MW. At present, 26 power generation and four transmission projects are at
different stages of construction to fulfill the targets of power generation and extension of power
coverage.134

The shortages of electricity supply are not only because of inadequate technical capacity for power
generation but, to large extent, also because of poor governance of the power sector resulting in poor
quality of power supply, weak financial management and regulation, and large payment arrears of the
power utilities. The Bangladesh Power Development Board (BPDB), the main public sector agency in
power generation, is a loss-making enterprise with a growing trend of annual increase in losses. It
incurred a loss of BDT14.15 billion in 2009/2010. The total debt service liabilities of the six government
and semi-government utilities in the power sector to the government constituted a staggering
BDT421.72 billion (USD6.02 billion) as of 30 June 2010.137

134 Author’s calculation based on data from the Bangladesh Power Development Board, (available at http://
www.bpdb.gov.bd).
135 Azad A.K. 2011. Bangladesh’s Power Sector: Investment Opportunities, (available at http://www. usea.org/USEA_Events/
Bangladesh_Briefing_July_2011).
136 Economic Policy Paper on Cost of Doing Business in Bangladesh, (available at http://www.dhakachamber.com).
137 Statistical Appendices, Bangladesh Economic Review (2010), (available at http://www.mof.gov.bd/en/index.
php?option=com_content&view=article&id=229&Itemid=1).
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The well-known “system loss” plaguing the power sector results primarily from theft of power from the
national grid through illegal connections and underbilling facilitated by collusion between utility
employees and consumers. The official data indicate that the system loss has decreased from
28.4 percent in 2000/2001 to 15.9 percent in 2009/2010 because of improvement in the management
of the power distribution system. Yet the existing system loss is a substantial drag on government
finances, draining funds away from other uses that could accelerate growth and poverty reduction. To
deal with erratic power supply from the national grid many businesses are forced to install their own
power generators, but at great expense. On average, these generators cost more than USD20 000 to
purchase and 50 percent more per kWh to operate than the price of power from the national grid.135

The road transportation network in Bangladesh consisted of 20 948 km of paved roads as of 2010 built
by the Roads and Highways Department (RHD) under the Ministry of Communication. This included
3 478 km of national highway, 4 222 km of regional highway, 13 248 km of feeder roads. To connect the
road network interrupted by the river system, the RHD operates 153 ferry boats at 60 transfer points.138

The Local Government Engineering Department, the public sector agency responsible for rural
infrastructure development, has built a network of 64 691 km of unpaved and 70 622 km of paved rural
roads including 9 82 658 km of bridges and culverts as of 2010.139 The Bangladesh Road Transport
Authority (BRTA) is the government’s regulatory agency responsible for issuance of vehicle registration
and fitness certificates, driving license, improvement of road safety and performance of other control
functions as per the Motor Vehicle Ordinance.

The existing road infrastructure and management of vehicular traffic has reached its limit in
accommodating a rapid increase in passenger and freight traffic in recent years. To build additional
infrastructure, the RHD initiated in 2009/2010 a total of 119 investment projects at a cost of
BDT23.1 billion. The other major infrastructure project is the construction of a 6.15 km long bridge across
the river Padma at a cost of USD2.97 billion.140 When completed, the bridge will connect 19 districts of
the southwestern part of the country with the eastern part, including the capital, leading to the
development of an integrated transportation network in Bangladesh.

Inadequate transport infrastructure, inefficient traffic management, and a swelling population created
a nightmare for road traffic in the capital city Dhaka in recent years. Navigating through the traffic
gridlock in the city and moving people, goods, and services to reach destinations on schedule has
become a herculean task. In efforts to improve the situation, the government has created the Dhaka
Transport Coordination Board (DTCB) to improve transport infrastructure facilities and traffic
management and prepare a long-term transport development plan. As part of this effort, the
government has completed preparations for the initiation of a 26 km long Dhaka Elevated Expressway
project on public-private partnership basis that will be implemented through build-operate-transfer
principle. A feasibility study is being conducted to build a metro rail system in Dhaka city.

The Bangladesh Railways (BR), a government agency under the Ministry of Communication, is responsible
for running and maintaining the railroad transportation system in the country. The rail infrastructure
currently consists of 2 835 route km of railway tracks, including 659 km of broad gauge tracks, 1 801 km
of metre gauge tracks, 375 km of dual gauge tracks, 279 diesel locomotives, 1 455 passenger coaches,
31 other coaches, and 8 992 wagons.141 Despite the cost-effectiveness and environment-friendliness of
rail transportation, poor governance, political meddling in its affairs and underinvestment in the past
rendered the BR a loss-making enterprise. Notwithstanding a modest increase in passenger traffic in
recent years, the volume of freight traffic has recorded a negative growth.

To modernize railway communication, the government has approved 28 new projects in the past two
years including five projects for expansion of rail network by 454.6 km to connect the emerging growth
centres and the Mongla sea port, and 12 projects against an Indian credit line for beefing up the rail

138 Department of Roads and Highways, Ministry of Communication, (available at http://www.rhd.gov.bd/).
139 See http://www.lged.gov.bd/).
140 Calculated from the revised annual development programme (2010-2011).
141 See http://www.railway.gov.bd/).
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infrastructure through procurement of locomotives, coaches, different categories of railway wagons,
construction of additional bridges, modernization of the signalling system and maintenance workshops.
The government has also plans for doubling Dhaka-Chittagong railway corridor connecting the capital
with the main port city.

The government with technical assistance from ADB is engaged in transforming the BR into a profitable
market-oriented enterprise though administrative, managerial and financial reforms. As part of this effort,
the Bangladesh Railway Authority (BRA) has been formed and the workforce has been trimmed from
58 000 to 28 282. Other steps include growing involvement of the private sector in different activities of
rail management, traffic fixation on commercial principles, and closure of loss-making functions and
services. Bangladesh signed the “Intergovernmental Agreement on the Trans-Asian Railway (TAR)
Network”. Steps have been taken to establish the Trans-Asian Railway Network and regional/subregional
connectivity in Bangladesh.

The country’s water transportation system is comprised of inland water transportation, maritime
transportation, and handling of incoming and outgoing cargo through the seaports. The Chittagong Port
Authority (CPA) is responsible for administration and management of the Chittagong port, the main
seaport that handles about 92 percent of the country’s maritime trade. The average turnaround time of
vessels in the port was 5.15 days in 2009/2010 compared with two days in Bangkok and one day in
Singapore; waiting time of ships 2.75 day, and service time of ships 4.78 days.142 Against this overall
performance, a recent research study aimed at evaluating operating performance of 69 major Asian
container ports ranked the Chittagong container port as the most efficient one with a super-efficiency
score of 0.219 and assigned it the topmost rank among the top twelve performers.143 This finding comes
as a surprise to local businesses that usually complain about delays and cargo handling inefficiency at
the Chittagong port. But it is likely that recent efforts in automation, infrastructural development and
port management are producing results in terms of overall performance improvement. The Bangladesh
Shipping Corporation is the state-owned organization responsible for providing shipping services for
international sea trade. It operates a fleet of 13 vessels shifting 6 to 7 percent of the country’s exports
and imports.

The Bangladesh Inland Water Transport Corporation (BIWTC) is the largest commercial service-oriented
inland water transport authority in the public sector operating 189 river transportation vessels and
providing ferry services.144 The Bangladesh Inland Water Transport Authority (BIWTA) is the regulatory
government agency responsible for providing infrastructure facilities for river transportation,
development of waterways, maintaining navigability and providing essential services in 6 000 km of
waterways in the monsoon and 3 800 km in the dry season. The government’s major investment projects
to upgrade inland water transport infrastructure include: capital dredging for 53 river routes, introduction
of circular waterways around Dhaka city; construction of an inland container terminal to ease congestion
at Chittagong port; and rehabilitation and reclaiming of the Buriganga and Turag rivers flowing around
the city of Dhaka from widespread human encroachment and environmental pollution.145

Bangladesh’s air transportation infrastructure is comprised of three international and five domestic
airports. The Civil Aviation Authority of Bangladesh (CAAB), a public sector organization under the
Ministry of Civil Aviation and Tourism, is responsible for building and maintaining airports, controlling
air traffic and air navigation, installing telecommunication services and providing other facilities for the
passengers. Biman Bangladesh Airlines, popularly known as Biman, is the state-owned national carrier
that operates a fleet of 12 aircrafts flying passengers and cargo to 18 destinations in Asia and Europe.146

142 Chittagong Port Authority. 2011. Port Performance Indicators, (available at http://www.cpa.gov.bd/).
143 Muniswami, S. & G. Singh. 2011. Benchmarking the efficiency of Asian container ports. African Journal of Business
Management, Vol. 5(4): 1397–1407.
144 See http://www.biwtc.gov.bd/function.php
145 See http://www.biwta.gov.bd/
146 Ministry of Civil Aviation and Tourism, (available at http://www.mocat.gov.bd/).
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In the private sector there are ten airlines that operate flights in domestic, regional, and international
routes. Biman subsidizes the export of fresh and processed food by offering a special inducement price
(SIP) to local agroprocessors and exporters in airfreight.

The Bangladesh Telecommunications Regulatory Commission (BTRC), an independent statutory body
established under the Telecommunications Act 2001, is responsible for regulating the development of
the telecommunications sector in the country. The Bangladesh Telecommunications Company Limited
(BTCL) is the provider of telecommunications services in the public sector and is operating the
international telecommunications system. Bangladesh has formally been connected with the information
super highway through a submarine cable since May, 2006. International voice circuits have been
increased by more than 200 percent. An international private leased circuit has been opened with the
cooperation of different companies. BTCL has an Internet connection with Singapore, France and Italy
through 12 X STM-1. The router capacity of BTCL has been enhanced through upgrading the digital data
network. Access networking through copper cable, optical fibre, x-DSL, and Wi-MAX is being processed
to bring broadband connectivity and other facilities of the submarine cable system to the door-step of
the subscribers.147 The mobile phone sector is served by five private companies – Grameen phone, Robi,
Banglalink, Airtel Bangla, Citycell – one state-owned company – TeleTalk.

The number of mobile subscribers in the country as of 2010 was 68.6 million and fixed phone subscribers
1.10 million with a total of 69.7 million people having access to telecommunications services. Between
2005 and 2010, mobile phone services expanded at an annual rate of 43.9 percent pushing the
availability of telephone lines to about 47.8 for every 100 people in the country.148

Water

Basic infrastructure for the supply of piped water to the majority of the population, businesses, and
industries is in place. Furthermore, sanitation and stormwater drainage are in place in four major cities
and their suburbs. Water Supply and Sewerage Authorities (WASA), public sector utilities under the
Ministry of Local Government, Rural Development and Cooperatives, are responsible for water supply in
the cities of Dhaka, Chittagong, and Khulna. Water is supplied from both groundwater and surface water
sources. In the city of Dhaka, water supply by Dhaka WASA is heavily dependent on groundwater (about
88 percent of the supply as of June 2011) and four surface water installations including one water
treatment plant play a secondary role (12 percent of the supply). Groundwater is abstracted from
586 deep tube wells (DTWs).149 There is little progress toward developing bulk supplies from surface
water systems as proclaimed in the National Water Management Plan (2004) to meet the rising demand
for water in the Dhaka metropolitan area because of rapid population growth and industrialization.

Dhaka WASA provides safe water supply to about 75 percent of the population in Dhaka. The number
of people who receive piped water in their homes is estimated to be 5.5 million, of which 75 percent
obtain 24-hour supply and 25 percent an intermittent supply. Another 500 000 have access to piped
water via stand posts. An additional 3 million people who live in slums obtain the bulk of their supply
of water from the DWASA pipe network.150 Close to three million people who live in large private
apartment blocks, commercial entities and industries derive water from their own DTW-based systems.

There were about 654 privately-owned DTWs in operation in 2010 which pay WASA a fee. Other
important water infrastructure includes embankments for protection from floods, sewerage of waste
water, and drainage of stormwater. Flood protection embankments, polders, and dykes are built and
maintained by the Bangladesh Water Development Board and Local Government Engineering
Department, two major public sector institutions tasked with the construction of physical infrastructure
impacting water resources and related environmental management.

147 Transport and Communication Sectors, Bangladesh Economic Review (2010), (available at http://www.mof.gov.bd/en/
index.php?option=com_content&view=article&id=229&Itemid=1).
148 Bangladesh Telecommunication Regulatory Commission, (available at http://www.btrc.gov.bd/).
149 MIS Report, Dhaka Water Supply and Sewerage Authority, (available at http://www.dwasa.org.bd/).
150 Asian Development Bank. 2005. Technical Assistance to the People’s Republic of Bangladesh for preparing the Dhaka
Water Supply Project, TAR: BAN 39405.
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In other parts of the country, the Department of Public Health Engineering (DPHE), under the Ministry
of Local Government and Rural Development, is responsible for the provision of water supply and
sanitation services in cooperation with other organs of the local government – city corporations and
municipalities in cities and towns and union councils in rural areas. Water is supplied through small-scale
piped water systems and hand tubewell-based potable drinking water systems. The NWMP has set the
goal of bringing piped water supply to 90 percent of households in towns and to 40 percent in rural
areas by 2025 with increased private sector participation in water supply systems.

The major issue in water supply infrastructure, particularly in Dhaka city, is overexploitation of
groundwater that has caused severe groundwater mining and continuous falling of groundwater levels.
Because of the falling water tables and erratic electricity supply, the existing DTWs cannot operate at
their full capacity leading to serious water shortages in the dry season. The quality of water is poor
because of cross contamination of water resulting from leaks in old distribution lines with wastewater
coming from old and dilapidated sewerage pipes and storm drains. The efficiency and profitability of
WASA as a service providing organization is seriously constrained because of unauthorized connections,
leaks in the system, inadequate operation and maintenance, poor quality of metering and meter reading,
and underbilling.

To improve infrastructure and management in water supply, the government undertook
16 infrastructural projects that were at different stages of implementation during 2010/2011, including
eleven projects by Dhaka WASA; four by Chittagong WASA, and one by Khulna WASA at an investment
cost of BDT 76.2 billion. The development partners in the existing water sector development projects are
the ADB, the World Bank, and DANIDA. These projects were concerned with: construction of water
treatment plant for surface water systems; rehabilitation and expansion of water supply lines with
improved monitoring system for water quality; enhancing the policy framework for improved physical
condition of the water supply system; installation of stormwater pumping stations; rehabilitation of
canals to help improve drainage and minimize urban flooding; rehabilitation, repair, and expansion of
the sewerage network and treatment plant to help improve the urban environment; improving drainage
and minimizing temporary urban flooding; construction and rehabilitation of sewerage network; and
construction of sewage treatment plant. In addition, eight investment projects were under
implementation during 2010/2011 by DPHE at a cost of BDT243.65 billion. These projects were concerned
with water supply and sanitation in other cities, towns and pilot projects for supply of piped water in
rural areas.151

In relation to infrastructure development for meeting the growing demand of water by industries, the
National Water Policy envisages zoning regulations for location of new industries in consideration of fresh
and safe water availability and effluent discharge possibilities. The new Industrial Policy considers
instituting a land-satellite based system to map the land and water terrains in Bangladesh with a view
to deciding allocation of land and water resources for industrial projects and to monitor land and water
use.

Land

Land is a scarce resource in Bangladesh and competition for access to it is intense among its users – crop
production; fisheries and livestock; housing and settlement; building of physical infrastructure such as
roads, highways, bridges, embankments; and commercial activities including industries and businesses.
The total land area of the country was 13.02 million hectares in 2009, of which the agricultural area
accounted for 9.15 million hectares; arable land and permanent crops 8.55 million hectares; fallow land
0.61 million hectares; forest area 1.44 million hectares, and other land 2.42 million hectares.

The Ministry of Land is in charge of land administration and land management in Bangladesh. It is
responsible for land acquisition, collection of land development tax, conducting land surveys, overseeing

151 Compiled from the revised annual development program (2010-2011), (available at http://www.planncom.gov.
bd/).
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land use planning, implementing land reforms; and managing government land development
programs. The Department of Land Registration under the Ministry of Law, Justice, and Parliamentary
Affairs records land transactions and collects the immovable property transfer tax. The Capital
Development Authority (RAJUK) is responsible for development, planning, and land use management in
Dhaka city.

The government introduced a land use policy in 2001.152 One of the major objectives of the policy is to
introduce the concept of land zoning to ensure the best possible use of land according to its suitability.
The policy also seeks to introduce legislation to ensure compliance of zone-specific use of land upon
completion of the task of assignment of different activities to specific land zones. Currently a land zoning
project is under implementation in 19 districts of the coastal area to designate land zones for shrimp
culture, agriculture, forestry and livestock, nature reserves and industrial development.

The complex and multilayered land administration in the country makes acquisition of land one of the
greatest hurdles for prospective entrepreneurs to establish their businesses and industries. As stated
above, registration of property by businesses involves eight procedures, consumes 245 days and entails
6.6 percent cost of the property value. Being aware of this reality, the government institutions responsible
for promotion of industrialization – the BSCIC, the Board of Investment, the Bangladesh Export Processing
Zone Authority (BEPZA) – have assumed the responsibility of land acquisition and other support
measures to ensure investors have instant access to suitable land plots and other physical amenities. The
Ministry of Industries introduced in 2010 regulatory guidelines to streamline the procedures for allotment
of industrial plots to prospective entrepreneurs in new or existing BSCIC estates.

Environmental protection

The concern for environmental protection lies at the core of Bangladesh’s physical existence as a state
because of the uniqueness of its exposure to natural calamities and man-made environmental
degradation. It deeply permeates the national consciousness and, in response, successive governments
have developed a fairly robust institutional mechanism to deal with environmental issues originating
from its own national boundaries as well as those emanating from its obligation as a signatory of various
environment-related laws, treaties, and conventions.

A top-level two-tier Designated National Authority (DNA) is in place to approve projects funded from the
Clean Development Mechanism (CDM) established under the Kyoto Protocol with a view to reducing the
emission of greenhouse gases (GHGs) along with facilitating adaptation mechanisms. The first tier of the
DNA is the National CDM Board consisting of five members: the Principal Secretary to the Prime Minister
as Chair and Director General, the Department of Environment (DOE) as the Member-Secretary. The
second tier is the 22-member National CDM Committee chaired by the Secretary, Ministry of Environment
and Forests and Director (Technical), Department of Environment as the Member-Secretary. Until now,
National CDM Committee has approved eight projects for implementation.153

A sound policy framework is in place to address environmental issues. The government’s various policies
for natural resources management, namely National Land Use Policy, National Water Policy, National
Environmental Policy, National Environment Act and Rules, and National Forestry Policy, have a focus on
environmental management in implementing sectoral initiatives.

Bangladesh as a signatory of the United Nations Framework Convention on Climate Change (UNFCCC)
and the Kyoto Protocol prepared and submitted the National Adaptation Programme of Action (NAPA)
in 2005 as a step towards implementing the decisions adopted by the Conference of Parties to UNFCCC.
This was followed by the adoption in 2008 of the Bangladesh Climate Change Strategy and Action Plan
(BCCSAP) to address environmental issues in the broader context of climate change over the next ten

152 Ministry of Land. 2001. National Land Use Policy (2001), (available at http://www.minland.gov.bd/policy/
NationalLandUse/pdf ).
153 See http://www.cdmbangladesh.net/dns_structure.htm/
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years. The plan envisions a financing need of about USD5 billion during the first five years through 2014.
The government has established a Climate Change Fund (CCF) from its own resources with an initial
capitalization of USD45 million. To complement this initiative with a matching fund, the development
partners have agreed to establish a multidonor trust fund (MDTF) for climate change. The latter will be
administered by the World Bank with an initial contribution of about USD100 million.154

The Department of Environment (DOE), the government agency for environmental management, is
implementing a number of projects to control air pollution. Under the Air Quality Management Project
(AQMP) funded by the World Bank, the DOE installed five continuous air-quality monitoring stations
(CAMS) in the country’s four major cities. With the World Bank’s financial assistance, the DOE is
implementing a five-year (2009–2014) coordinated project “Clean Air and Sustainable Environment” at
a cost of BDT4.45 billion with participation of the Ministry of Environment and Forest, the Dhaka City
Corporation, and the Dhaka Transport Coordination Board.155

The environment component of this project is aimed at strengthening DOE’s capacity and capability to
effectively address air pollution issues and demonstrate the effectiveness and efficacy of new approaches
for reducing air pollution emissions through application to the brick-burning industry and transport
sector. The transport component focuses on national capacity building through technical assistance and
demonstration initiatives in urban transport in Dhaka with an emphasis on reducing conflict between
motorized and non-motorized transport and traffic congestion. It also focuses on strengthening
institutional, policy, and regulatory framework for public transport and helping mainstream environment
considerations into urban transport-related decision-making.

The DOE has established the mechanism for issuance of environmental clearance certificates and this
has been introduced for new industries or projects after assessing the project area and pollutants to be
emitted or discharged by the industries or projects to be set up. For highly polluting industries,
environmental clearance is given after setting up an effluent treatment plant (ETP). Steps have been
taken to set up ETPs for the existing industries with the support of the Chamber of Commerce and
Industries and the concerned sector-associations.

Mindful of the challenge to control environmental pollution caused by manufacturing industries and its
disastrous impact on public health, the new Industrial Policy envisages focused efforts in implementing
the Environment Protection Act 1995 and other relevant legislations in consultation with the MOEF, major
stakeholders, and regulatory bodies. The policy considers provision of incentives by way of tax and duty
concessions in order to encourage SMEs and other large industries to adopt environmentally-sound
manufacturing processes and practices so as to protect land and water resources. It also envisages
proactive steps by the Board of Investment to encourage investors from developed countries to invest
in greenhouse gas emissions reduction projects under the Clean Development Mechanism.

8. Analysis of constraints and strategic priorities for enhancing competitiveness in
SMFEs

Opportunities and growth prospects of small and medium food processing enterprises in specific
commodity areas have been discussed in detail in previous sections. In this section we examine those
issues in a broader perspective to identify strategic areas where investment, policy support, research and
technology transfer will help improve competitiveness of these enterprises.

Modernizing food safety and quality control

The issues of food safety and quality control clearly rank top as new technologies and trade policies open
up more opportunities for expanding the market for processed food. The responsibility for food safety
control in Bangladesh as described in Section five is split among various government ministries and

154 Environment Sector, Bangladesh Economic Review (2010), (available at http://www.mof.gov.bd/en/index.
php?option=com_content&view=article&id=229&Itemid=1).
155 Department of Environment website at http//www.doe-bd.org/
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departments. The interdepartmental coordination in enforcement of food safety laws and regulations is
poor and ineffective. The existing food safety control agencies have to rely on the assistance of law
enforcement agencies in the form of mobile courts to launch surveillance and impose sanctions on
violators of food safety rules. The effectiveness of this approach is constrained by shortages of trained
manpower and is largely reactive, acted on particularly in response to revelations in national media of
instances of food adulteration and outbreaks of food-borne illnesses.

The lack of a proactive approach to quality control for meeting standard specifications and ensuring
safety for human consumption along the entire food supply chain is conspicuous. Many entrepreneurs
and businesses have adopted modern food safety systems based on proactive and preventive
approaches – HACCP, GMP, and GAP – for their export supply chain and have ISO certifications. Private
sector investment in quality control is driven by the need to conform to safety and quality standards that
would enable them to target the upstream niches of overseas markets for their products, for example,
frozen shrimp and fish.

Quality control in the domestic supply chain doesn’t have the same focus and, in fact, lack of effective
institutional control has led to rapid deterioration of food safety because of widespread use of prohibited
chemical substances including carcinogens in food processing and manufacturing of processed food.
Failure to adequately address food safety and quality concerns not only poses a significant public health
hazard but also ruins consumers’ confidence in the safety of processed foods and this in turn inhibits
expansion of the domestic market for processed food.

The government’s current initiatives in upgrading human resources and technical capacities for providing
expanded testing and control services and capacity building in the private sector for quality control
functions, modernizing quality assurance infrastructure through strengthening national accreditation
bodies should be focused on devising suitable mechanisms for improving its food control functions.

The present effort centred on strengthening the Bangladesh Standard and Testing Institution will
produce additional technical capacities and extend its outreach. But it will be far short of the need to
exercise a professionally-focused control and regulatory oversight of an expanding food production and
food processing industry. In fact, the challenge of food safety and quality control in the context of a rising
demand for a variety of processed food from a rapidly urbanizing middle class and increasing trade of
raw and processed food in regional and upstream markets is so vast and complex that it is hardly
possible to address it in the institutional framework of BSTI with its current mandate extended over the
entire industry.

Instead, the goal should be seeking better coordination of inspection, testing, and control functions of
different public sector institutions in the agriculture and food sector. Ideally, this can be achieved by
merging the existing laboratories, testing, and inspection services in crop agriculture, fisheries, and
livestock subsectors under a single autonomous authority for food safety administration with adequate
trained staff and logistics. This should be supported by revamping the legislative framework, for example
by repealing outdated laws and enacting a unified food safety law encompassing all aspects of food and
animal feed production, veterinary drugs and medicine, processing, packaging, and labelling. There
should be adequate provisions in the law to confer sufficient authority on the Food Safety Administration
to carry out its functions, including the authority to impose penalties and sanctions.

The establishment of a single food safety administration will provide a substantial boost to
competitiveness of SMFEs by providing them with guidance and technical assistance in gap analysis and
implementing modern structured approaches to food safety and quality – GAP, GMP, and HACCP – and
accord them recognition for compliance which would enable them to prepare for third-party certification
and gain access to upper segments of the export and domestic markets. It will also create a single
national focal point for diplomatic negotiations with foreign counterparts and international rule-making
and standard-setting agencies for enhancement of food safety. A nationally focused and proactive
approach to food safety will contribute to building trust, enhancing the brand image and will help
businesses to reposition themselves to the highest segment of overseas markets in terms of price and
quality.
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Improving the enabling environment for doing business

The strategic priority in this area is to continue reforms aimed at eliminating inadequacies in
infrastructure, simplifying administrative procedures in meeting regulatory requirements and accessing
necessary services, and promoting good governance that would allow entrepreneurs to lower the cost
of doing business.

In an executive opinion survey based on a sample of 69 firms, of which 38 were SMEs, conducted as part
of the World Economic Forum’s global competitiveness report (2011-2012), 21.8 percent of the
respondents ranked inadequate supply of infrastructure as the most problematic factor in doing
business, followed by corruption (18.5 percent) and inefficient government bureaucracy (17.3). Policy
instability, access to financing, and inadequately educated workforce were identified as other major
constraints.

Streamlining administrative procedures

In the World Bank’s latest Doing Business assessment, Bangladesh was ranked 122nd overall out of
183 economies in the world by how easy it is for a local entrepreneur to open and run a small to
medium-size business when complying with relevant regulations in ten areas that affect the life cycle
of a business. This performance points to a rather difficult business environment leading to increased
costs of doing business. Bangladesh’s performance was even worse in terms of getting electricity (ranking
182), enforcing contracts (180), registering property (173) and trading across borders (115).

The logistics time and costs for Bangladesh to import and export are higher than regional comparators
– India, Pakistan, Viet Nam, and Thailand. According to USAID’s TCBoost Trade Facilitation calculator,
a five-day reduction in export processing time could increase Bangladesh’s GDP anywhere from
USD2.4 billion to USD3.8 billion annually (USAID, 2010). Lack of significant progress with respect to power
generation and distribution is particularly frustrating, despite improvements in other areas. For example,
between 2008 and 2012, the number of procedures in starting a business was reduced from eight to
seven, the number of days to wait from 74 to 19, and the cost (percent of income per capita) involved
from 46.2 percent to 30.6 percent through introducing and further enhancing an online registration
system and by eliminating the requirement to buy adhesive stamps and by making lawyers’ involvement
in company registration optional. In registering property, there was no change in the number of
procedures between 2008 and 2012, but the time was reduced from 425 to 245 days and the cost
(percent of property value) from 10.3 percent to 6.6 percent through reforms at the Municipal Deed
Registry Office and reducing the property transfer tax to 6.7 percent of the property value.156 Further
reform in regulations that constrain ease of doing business will also contribute to growth and
competitiveness of small and medium food processing enterprises.

Tailoring policy incentives to growth in productivity and competitiveness

As discussed in Section 2, the Export Policy (2009–2012) has designated agroproducts and agroprocessed
products as one of the eight highest priority sectors. This entitles the entrepreneurs in this sector to
receive a range of benefits including bank loans at reduced interest rates, income tax exemptions,
concessionary rates for utility services such as electricity, water, and gas, and air transport at
concessionary rates. Many processing plants use this incentive framework to finance or reduce taxes on
other businesses (World Bank, 2008). This perhaps explains the establishment of new shrimp processing
plants despite shortages of raw material resulting in underutilization of the installed capacity for
processing. In 2010/2011, only 19.6 percent of the total capacity could be utilized.

The concessionary air transportation provided under the Special Inducement Price (SIP) offered by the
national flag carrier Biman, according to a World Bank study, is actually acting as a disincentive for
vegetable and fruit exporters to use carriers other than Biman and creating a bias against market

156 World Bank/The International Finance Corporation. 2011. Doing Business 2012: Doing Business in a More Transparent
World, pp. 33–74.
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development in destinations not served by Biman. SIP can be replaced with an equivalent increase in
the export subsidy to shift exporters’ attention from securing cargo space on Biman to other measures
to improve overall movement of exports, and also explore sea freight as an alternative to air freight
where appropriate.

There is growing evidence that many policy incentives offered in the form of tax benefits, cash subsidies
for export, duty-free import of equipment and machineries, and concessionary bank loans for beefing
up growth in agrofood and agroprocessing are no longer producing the desired outcome. Rather than
increasing competitiveness, they are distorting the production environment and stifling growth. This calls
for periodically reviewing the effectiveness of policy support measures and, where necessary, making
necessary changes in the way of these measures are administered.

Upgrading infrastructure

According to World Bank’s 2010 Logistics Performance Index (LPI), Bangladesh ranks 79 out of
155 countries. This is an improvement from its overall rank of 87 on the 2007 index, but trails significantly
behind India (47), and Viet Nam (53). The LPI is an aggregate qualitative evaluation in six areas of business
logistics, namely customs, infrastructure, international shipments, logistics quality and competence,
tracking and tracing, and timeliness. Bangladesh performed poorly, particularly in customs (ranking 90),
and logistics quality and competence (ranking 96), although its performance was better in international
shipment (ranking 61) and infrastructure (ranking 72).157 The development of a multimodal transport
network consisting of roads, railways, ports, and inland waterways is vital to increasing the
competitiveness of SMFEs through a reduction of trade costs and increasing trade efficiency. The
government has undertaken a significant number of infrastructure projects with participation by major
international development partners. But immediate upgrades in rail and road connectivity are required
in the Dhaka-Chittagong transportation corridor that accounts for 16 percent of the area of the country,
50 percent of the population, 57 percent of the nation’s economic activity, and two-thirds of the country’s
exports and imports.

Power generation and distribution remain major bottlenecks and agrofood processing firms
(manufacturing firms in general) have consistently rated electricity outages as the most serious
constraint. The number of electrical outages in a typical month in 2007 was 101.6 with an average
1.1 hours duration that cost the businesses 10.6 percent loss of annual sales.158 There is also a serious
gap in effective transportation of perishables to reduce post-harvest losses and protect product quality.
This relates to construction of packing houses, chilling centers, cold storages, and cool chain
transportation system consisting of reefer vans and refrigerated containers. For exports of fresh produce
by air freight, there is a pressing need to upgrade offloading and cool in the cargo shed at the country’s
major international airports.

Efficient and competitive markets are essential for the promotion of SMFEs and significant upgrades in
market infrastructure are needed. There are about 16 476 markets in the country, of which 2 050 are
designated as growth centers and 392 are notified markets. Many of these markets need significant
improvements in infrastructure to provide adequate space, protective cover, and storage facilities for
highly perishable fruit, vegetable, fish, and animal products. A large part of the marketing problem,
however, stems from how markets are managed. Responsibilities for day-to-day market operation, fee
collection, and infrastructure maintenance are split among different entities. In general, there is no
relationship between fees collected from a market and services provided to traders. A review of relevant
marketing legislation, including leasing policies and how market revenues are used, is required to identify
areas for reform.

157 Logistics Performance Index, (available at http://www.info.worldbank.org/etools/tradesurvey).
158 World Bank/International Finance Corporation. 2007. Enterprise Surveys: Bangladesh Country Profile 2007, pp. 13–15.
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Improving workforce quality

The supply of adequately trained professionals, technicians, and workers in a range of skills and practical
knowledge relevant to the needs of the private sector food industry is a major concern that is widely
shared in different branches of the industry. Among the business executives surveyed by WEF for the
2011/2012 global competitiveness report, 6.2 percent ranked an inadequately educated workforce as
a constraint on doing business. As discussed in Section 6, the reliance on foreign experts is most acute
in the shrimp industry and the provision of advisory services to SMEs in the poultry sector is also
constrained by shortages of skilled technicians. The science and technology stream of university
education in the country is not focused on producing graduates with skills that meet the needs of
industry. The strategic priority in this area is to undertake periodic review of the curricula and the courses
offered with participation of industry organizations to ensure they promote practical knowledge so that
graduates are better prepared to meet the needs of the private sector.

Apart from formal degrees, the universities should also be able to design continuous learning programs
to be offered at flexible schedules for people seeking to change professional track or acquire new skills.
The government’s ongoing reform for transforming the technical and vocational education system
should also be replicated in the university education system. The goal should be tilting the focus from
creating an elite class of people educated in science and technology looking for a career in academia
and general administration to producing professionals equipped with necessary skills and practical
knowledge capable of making a living by selling these in competitive markets. The revamping of the
university education system will also create opportunities for the government to create necessary
infrastructure for introducing new progressive methods and approaches for skill development. Skill
development programs should also focus on training for workers and farmers. India’s experience of
overhauling its management, science and technology education system and making it work for
producing a skilled workforce to fuel its economic growth can serve as an example for Bangladesh
striving to stimulate same dynamism in its economy setting a target of 8 percent GDP growth by 2013
and 10 percent by 2017.

Promoting good governance

Corruption remains endemic in Bangladesh and it exacts a heavy toll on the development efforts. In
Bangladesh, an investor often has to find ingenious and resourceful ways of negotiating the dense set
of regulations and bureaucratic entanglements despite apparently straightforward procedures
proclaimed in the government’s policies. Bangladesh continues to remain at the bottom end of the
Corruption Perception Index of Transparency International. In the Global Competitiveness Report
2011-2012, business executives ranked corruption as the second-most significant constraint on doing
business after inadequate supply of infrastructure.

The most rabid form of corruption that farmers, traders, transporters, and businesses encounter is the
system of illegal tolls and levies exacted from them anywhere in the supply chain – in assembly and retail
markets, on roads and highways, in ports and railway stations. Then there is need for informal payment
for routine handling of export shipments at Chittagong port and Dhaka international airport. These
facilitating payments along with informal road tolls add costs to businesses that have to be shared by
primary producers and consumers. Annually they eat away a substantial portion of the nation’s GDP and
negatively impact on consumers’ welfare. In the framework of ongoing initiatives in fighting corruption,
to accelerate enterprise development in the food industry the government should undertake immediate
time-bound short-term steps to eradicate the system of informal road tolls and payment of speed
monies.

Access to credit

SMEs encounter great difficulties in mobilizing fixed and working capital because of the reluctance of
banks to provide loans to SMEs. Banks are reluctant to lend to SMEs because of high processing and
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monitoring costs of loans to SMEs.159 In the World Bank’s 2007 Enterprise Survey, bank financing
for investment was available only to 18 percent of SMEs. Internal financing accounted for investment in
77.6 percent of SMEs. Of the firms surveyed, 42.5 percent identified access to finance as a major
constraint. Other studies estimate that there is demand for roughly BDT200 billion in additional SME
credit and that SMEs in specific industries have less than 10 percent of the funds employed coming from
credit, whereas the rest comes from their own and family funds.160

A World Bank study estimates that only 7 percent of the one million potentially eligible small and
medium businesses have access to bank credit. Bank procedures for lending to SMEs are too complex.
On average it requires a bank 29 steps, 9 staff, 50 documents, 9 meetings with the borrower, and 20 hours
of borrower time leading to a total approval time of 30 to 80 days once all the documents have been
submitted. In addition, borrowing from banks involves high transaction costs beyond interest payments.
For a BDT 0.3 million loan, the borrower must pay, on average, an additional 6.6 percent for legal fees,
collateral registration, and documentation.161

The Bangladesh Bank undertook a significant step in 2009 to enhance access to finance by SMEs by
creating a separate department “SME and Special Programmes Department (SME&SPD)” and announced
several refinance funds under which a refinance facility at cheaper interest rates is provided to banks and
financial institutions to encourage them to offer SME financing. One such facility is the “Refinance
Scheme for Agro-Processing Industries” created from its own fund under which BDT1.25 billion has been
disbursed till June 2010. The other facilities are the Small Enterprise Fund (SEF), Enterprise Growth and
Bank Modernization Programme (EGBMP) supported by IDA, and the ADB Fund. A total of 42 banks and
FIs have signed participation agreements with Bangladesh Bank for financing the SME sector under these
schemes.162 Although these initiatives are a significant step toward alleviating the constraint on SME
financing from the supply side, the banks should be encouraged to implement additional measures to
simplify loan disbursement procedures making it easier for SMEs to access these funds and develop
suitable financial products attractive to SMEs.

Strengthening knowledge and technology systems for agro-food and agro-processing

The status of research, technology development and dissemination in agriculture and food processing
has been discussed in Section 6. The availability of a fairly developed national research infrastructure is
a solid foundation to build on new opportunities and engage a broad range of stakeholders including
scientists, farmers, NGOs, businesses, and entrepreneurs. A major constraint is inadequate funding of
agricultural research, although after years of neglect it is picking up. But it is still low compared to most
developing countries and receives less priority in government spending in the agriculture sector, where
the majority of budgetary resources is spent on agricultural extension programs. Redressing this
imbalance would be key to acknowledging the importance of upstream knowledge and advanced
technology for supporting future growth and boosting competitiveness in food production systems.

The government also spends from its science and technology budget to support research in food
product development, processing, and preservation technologies in industrial research centers and
laboratories. The lack of a suitable institutional mechanism for effective coordination of these two
streams of funding is a constraint to the effective utilization of resources and the development of
a framework for fostering a long-term focused approach to research and technology development for
an emerging agrofood sector. The concept of agrofood in Bangladesh is a relatively new one linked with
the emergence of a retail food sector, growing sales of food packaged in brand names in different
consumer packs, and value addition through processing and the growing export of processed food. The

159 Rahman, K.A. 2010. Development of small and medium scale enterprise in Bangladesh: prospects and constraints,
(available at http://ssrn.com/abstract=1583707).
160 Ahmed, M.U. 2009. Role of Institutional Financing in the Development of Small and Medium Enterprise (SMEs) in
Bangladesh, pp. 27–30 in the brochure SME Financing Fair 2009, Dhaka, December 8-9, 2009.
161 Ferrari, A. 2008. Increasing access to rural finance in Bangladesh: the forgotten “missing middle”.  World Bank, pp. 49–52.
162 Bangladesh Bank. 2010. Annual Report for 2009-2010, pp. 83-84.
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agriculture research institutes in Bangladesh are at an initial stage of crafting a coherent response to
technology needs for a fledgling agrofood industry.

A strategic priority for NARS institutions would be to reassess the balance in resource allocation for
commodity and non-commodity research and seek avenues for strengthening their institutional
capacities for undertaking research in such areas as post-harvest management, development of
technologies for processing and value addition, storage and transportation, packaging, and other topics
that would support the growth of the agroprocessing industry.

These efforts can be scaled up through upgrading existing relevant non-commodity-related research
units and functions into an autonomous institute of agroprocessing within the framework of NARS.
Initial steps in these directions have been taken by the Bangladesh Agricultural Research Council and
in its recently launched Strategic Plan “Agricultural Research Vision 2030 and Beyond”,  it conducted
a long-term priority setting exercise for allocation of research resources.163

In vegetable and fruit production, it assigned high priority to: the development of appropriate packaging
and transportation systems for local and export markets; the development of preservation technologies
for extended shelf life; and the standardization of post-harvest handling, packaging, transportation, and
storage techniques for selected fruits. Other high priority researchable areas include processing of
different spices for powder and paste and design of packaging materials, rice milling for higher recovery,
and diversified utilization of rice by-products.

Improving market linkages

Promoting contract farming

Contract farming is an operational arrangement that allows firms to participate in and exert control over
the production process without owning or operating the farms, leaving production responsibilities with
growers who own or lease the land.164 For the producers, the benefit of having a prior agreement lies
in having access to a predetermined price for their produce, quality inputs and technical advice, and
often credit. By eliminating the intermediaries in the marketing chain, contract farming reduces
transaction costs and improves returns for farmers.

In Bangladesh, the economic reform processes created enough encouragement for private enterprises
and NGOs to set up contract farming ventures mainly in the case of poultry, dairy and high value
vegetables.165 BRAC, a leading NGO, has developed a “centralized limited management contract” model
with a verbal or unwritten contract. The supply chain starts from the production of high value vegetables
through contract farmers and ends in exporting to the major supermarkets of the world. The gross
margins, net returns and partial budgeting analysis showed that the contract growers significantly
benefited much more than the non-contract growers.166 In the private sector, companies like Pran and
ABFL introduced contract growing system in their poultry and high value vegetable production
systems.164 Future expansion of contract farming in the country will depend largely on improving
enforceability of contracts which is clearly a challenge now because of weaknesses in the judicial system
that allow both producers and purchasers to breach the terms of contract. The NGO model that relies
on existing trust and uses less rigid and semi-formal mechanisms for building contractual relationship
holds the best promise for the expansion of contract farming.

163 Bangladesh Agricultural Research Council. 2011. Agricultural Research Vision 2030 and Beyond. Research Priorities in
Bangladesh Agriculture, Dhaka, Bangladesh.
164 World Bank. 2005. Revitalizing the Agricultural Technology System in Bangladesh, Bangladesh Development Series Paper
No. 7, Dhaka, pp. 72–80.
165 Mandal, M.A.S., Bairagi, S.K. & S. Rahman, S. 2005. Vertical Integration in Bangladesh
Agriculture: The Case of Contract Farming for High Value Food Products. Bangladesh
Journal of Political Economy. Vol. 22, No. 1 & 2: 1–12.
166 Hasan M.R. & Mondal, M.A.S. 2011. Contract Farming for Production and Export of Vegetables in Bangladesh. P. 144.
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Improving value-addition and supply chain

In Bangladesh, the unit cost of processed food in dairy, poultry, fruits, and vegetables is higher than in
neighbouring India because of high overhead costs. Bangladesh’s competitiveness in export markets is
also constrained by inefficiencies in the supply chain, which for many commodities is underdeveloped,
fragmented, and poorly managed. Significant research and extension effort is needed to identify and
eliminate weak linkages in the value addition and supply chain in selected vegetables, fruits, poultry and
the dairy sector.

Improving market-related know-how

This essentially refers to developing capacities for market research and market information systems so
that farmers, traders, processors and exporters can access market information in real time. In the
preceding section we explored the strategies pursued by the Department of Agricultural Marketing
(DAM) in upgrading market-related knowhow through the introduction of Internet and mobile phone-
based market information dissemination systems.

In view of the rapid expansion of the mobile phone market, particularly in rural areas of the country,
a key priority should be to examine options for increasing the efficiency of SMS-based market
information systems through improving the content of messages, timeliness, and service delivery in
cooperation with mobile phone service providers. The efficiency of the Internet-based system is
constrained by inadequacy of supporting infrastructure and trained manpower at district units of the
DAM to collect market data from local retail and wholesale markets, compile and transmit to central
processing units at the headquarters so that the web content is updated in order to have value for use
in real time.

A strategic priority should be to invest in market research capacities, which are almost non-existent now,
with a focus on undertaking studies and assessment of regulatory regimes in prospective markets. Such
research should be able to produce quality data and information that would help exporters gain access
to upstream markets in East Asia, Australia, the European Union, and North America.

Private sector capacity building

Despite the presence of industry and trade organizations and associations in all sectors of food
production and processing in the country, their activities are heavily tilted toward lobbying with
concerned government agencies and exerting organized pressure to create a framework of incentives
and concessions that mostly subsidize their operations and act little to improve their competitiveness.
A strategic priority in private sector entrepreneurship capacity building will be to help industry and trade
associations to redirect their focus to in-house capacity building for undertaking significant
responsibilities for market research, market promotion and quality compliance.

9. Summary and conclusions

This paper explored the current state of development of small-and medium-scale food enterprises in
Bangladesh. It examined the government’s current policies for agro-industrial development with a focus
on small and medium enterprises. For all of the major segments of food production and processing
industry, the existing scenario was discussed in detail with regard to production and demand,
technologies for processing, potential for export, issues affecting food safety and quality control. The
external policy environment, institutional infrastructure including physical infrastructure, technology and
innovation, human resources, finance and fiscal systems affecting capability of enterprises in doing
business, and their growth potential and competitiveness were examined in detail.

The study highlighted several areas where investment is necessary and where a range of policy initiatives
should be introduced to overcome the existing constraints and stimulate a sustainable growth
momentum in small and medium-scale food enterprises in Bangladesh.
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POLICIES AND STRATEGIES FOR THE DEVELOPMENT OF SMALL AND
MEDIUM SCALE FOOD PROCESSING ENTERPRISES IN BHUTAN

by
Sonam Tobgay

Independent Consultant

1. Introduction

Bhutan is a small, landlocked, mountainous kingdom situated on the southern slope of the eastern
Himalayas measuring a total land area of 38 394 square kilometres with a population of 695 822
estimated for 2010, (Bhutan at a Glance, 2010, NSB). The physical terrain is among the most rugged and
mountainous in the world with elevations varying from about 100 metres above sea level in the south
to more than 7 500 metres above sea level in the north. The country’s GDP has been estimated at
USD1 265 million at 2009 prices with per capita income at USD1 852 and is experiencing a growth rate
of close to 12 percent (Royal Government of Bhutan, 2009, Royal Government of Bhutan, 2010). However,
the economy is heavily reliant on capital-intensive investments such as hydropower plants and
commodity exports (electricity) and lacks broad economic development with an equal distribution of
welfare. The country’s growing dependence on the power sector without commensurate expansion of
the manufacturing sector could lead to Bhutan being dependent on the export of a single natural
commodity and thus there is a fear of the “Dutch disease” (see Box 1).

Box 1.  THE DUTCH DISEASE

High reliance on the export of a single commodity has prompted some to worry about the occurrence of the
“Dutch disease”, which has afflicted many resource rich countries. A country is said to have developed the Dutch
disease when an income windfall (from increased production of a commodity, or a surge in foreign aid or
investments) is spent on non-traded goods pushing up demand and causing the currency to appreciate, thereby
making the other exports less competitive and reducing revenues from other sectors. Such a phenomenon has
led many to conclude that it is a curse to be resource rich.

See: Corden, W.M., 1984.

A least developed country, Bhutan has been ranked 132 out of the 182 countries on the United Nations
Human Development Index with life expectancy of 69 years, and adult literacy rate recorded at close to
60 percent. Poverty continues to prevail at 23 percent (Royal Government of Bhutan, 2008). The
government is pursuing policies designed to address issues and concerns related to household food
security, quality of health facilities, quality of education and skillful employment, public transportation
systems and road networks and income disparity.

Table 1.  Percentage share subsector contribution to real GDP

Sectors 2000 2006 2008 2009

Agriculture 12.7 9.9 9.1

Livestock 7.4 6.5 5.5 18.7

Forestry and logging 6.6 5.9 4.4

Wholesale and retailing 4.5 5.9 5 N.A.

Transport, storage and communication 9.1 10.3 9.9 10.06

Construction 14 15.2 11.5 19.85

Finance, insurance and real estate 7.1 8 9.3 8.34
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Governance system

Bhutan, best known for its fiercely protected environment, maintains 72.5 percent forest cover, has
recently transitioned into a parliamentary democracy ushered in under the enlightened and benevolent
leadership of the fourth King, His Majesty Jigme Singye Wangchuck. Under the new system the nation
is primarily governed by the Parliament of Bhutan comprising the King, the National Assembly and the
National Council.

The nation is guided under the leadership of His Majesty the King as the head of State and governed
primarily through a parliamentary democratic system established in 2008. Cabinet Ministers are the
heads of ministries, who oversee that policies are formulated and developmental programs are carried
out. The legislative setup comprises the National Assembly who are directly elected by the people of their
respective 47 constituencies across the country. The main functions of the National Assembly are to
enact, amend or repeal laws, endorse appointments of senior government officials and approve the
national budget and the Five-year Plan cycles. The National Council comprises representatives who are
directly elected by the people from 20 districts with an additional five nominated as eminent persons
by the King. The main functions of the National Council are to ensure that the government safeguards
the interests of the nation and fulfills the aspirations of the people through public review of polices and
issues, bills and other legislation, and scrutiny of state functions.

The country’s distinctive approach to development is guided by the overarching philosophy of gross
national happiness (GNH), based on equitable and sustainable socio-economic development,
preservation and promotion of cultural values, conservation of the natural environment, and
establishment of good governance. The GNH development philosophy emphasizes the importance of
balancing material, spiritual, emotional and cultural wellbeing as elements that together bring happiness
to the individual and the nation at large. The country is administratively divided into 20 districts and
205 blocks or geogs as shown in Figure 1.

Source:  National Land Commission

Figure 1.  Administrative map of Bhutan
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Climate and agriculture in Bhutan

Bhutan’s climate is as varied as its altitudes and, like most of Asia, it is affected by the monsoons. Western
Bhutan is particularly affected by monsoons that bring between 60 percent and 90 percent of the
region’s rainfall. The climate is humid and subtropical in the southern belts whereas the central belt
enjoys a temperate climate with an alpine climate in the northern regions. The southern foothills are
mostly covered by dense and thick deciduous trees whereas the inner regions are dotted by an infinite
variety of plants, flowers and trees including birch, pine, chestnut, and oak. Apples, peaches and plums
are also grown in the fertile valleys. The northern part is the habitat of coniferous trees and other alpine
flora such as magnolia, rhododendrons, birch, fir and spruce.

The agriculture sector dominated by livestock rearing and animal husbandry provides livelihoods to
about 67 percent (RGB, 2007) of the Bhutanese population and contributes 18.5 percent to gross
domestic product. This raises concerns for hidden unemployment and low productivity in the agricultural
sector. Hydropower and the construction sector’s GDP share were 19.85 percent and 12.55 percent
respectively. Similarly, the steadily expanding manufacturing sector comprising cement, wood and
agriculture industries jointly stood at 8.19 percent share of the GDP (Royal Government of Bhutan, 2009).

Agriculture is practiced on a meagre 8 percent arable land with the remaining area under deep gorges
and high mountains. Agriculture in Bhutan is popularly referred to as the Renewable Natural Resource
(RNR) sector, and includes crop production, livestock rearing and animal husbandry, forest resource
utilization and horticulture. The RNR sector has largely been for subsistence and has not been market-
driven, not yielding adequate surpluses for processing, and coupled with the low yields of crops.
A majority of farmers continue to survive on subsistence farming dependent largely on the vagaries of
the weather. With an average landholding size of 0.89 hectares (Tobgay and McCullough, 2008),
subsistence farmers continue to be the backbone of the food system in the country. With improved roads
and marketing infrastructure provided by the government, modest marketable surpluses are seen in
commodities such as potatoes, chilies, apples, areca nut and mandarin oranges. Agro-processing is limited
to cottage scale fruit processing industries, tetra pack milk (UHT treated), processed cheese and yogurt,
bottled honey, bottled water, alcoholic beverages, canned mushrooms, confectionary products, and tea
sachets.

Labour and employment

Although provision of gainful employment is the highest priority of the government, there is a serious
mismatch between skill levels and market demands. The growing number of Bhutanese joining the
labour force do not possess the necessary skills or the experience required for specialized occupations.
For example, the private sector requirements today are mainly for low skilled manual labour and highly
skilled technically competent labour, whereas the school-leavers possess few specialized skills and are
averse to manual jobs. In addition, youth expectations about income are also not matched by the types
of jobs available. The expectations and preferences are based not on skill levels but on a sense of social
status derived from the level of education achieved and degree of literacy attained. Each year about
4 000 students are entering the job market and an estimated 93 000 people were looking for jobs over
the period of 2008 to 2013 (Royal Bhutan Government, 2002). The government’s target is to bring down
the unemployment rate from 4 percent in 2009 to 2.5 percent by the end of 2013. With the
unemployment rate of 3.3 percent, and the anticipated slow growth in the public sector, there is an
urgent need to rapidly create new employment opportunities.

Because of heavy reliance on raw material imports from India, the promotion of capital-intensive
industrial sectors and a high percentage of low-cost Indian workers employed in the booming
construction sector, the impact of the quickly expanding industrial sector on employment, in particular
in rural Bhutan, has been limited. Against this background and the World Bank estimates (Royal
Government of Bhutan, 2002) indicating that between 2005 and 2010 approximately 65 000 persons will
enter the labour market, the development of more labour-intensive domestic resource-based businesses
is needed to cope with the anticipated labour force. Labour-intensive businesses can be found in
manufacturing, tourism and services.
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2. Review of small and medium food processing enterprises in Bhutan

Food processing industries in Bhutan are essentially agro-based enterprises revolving around traditional
and indigenous food types. Small and medium food processing in Bhutan is characterized by traditional
food processing practices constituting as high as 90 percent of the subsector in the rural areas of the
country. Usually they are family owned, employing three to five workers and cater for household
consumers and the domestic market. This industry is characterized by manual and batch type processes,
labour-intensive, with minimal mechanization. The main food processing industries in Bhutan, especially
the rural-based food processing industries, are rice dehusking mills, flour mills, dairy farms, poultry, bakery
and confectionery, cheese making and homemade pickles. These backyard enterprises produce their
products mainly for the local markets, and a few products are also exported. Equipment is fabricated
using local raw materials and the overall result is rather low productivity and efficiency. Upgrading of
these enterprises offers a window of opportunity in local markets where the economy is growing. A few
export-oriented food processing industries are located in the southern belt of the country, capitalizing
on cheap imported labour and easy access to raw materials.

The overall potential of agrofood processing in Bhutan is seen in high value niche areas capitalizing on
the country’s clean environment, fresh water resources and organic origin. However, there are a number
of constraints that limit the further development of small-scale food processing in the country. Starting
and developing a small business in a developing country is no easy task. Entrepreneurs face many
challenges, especially with the erratic input supply, high and inadequate transportation costs, access to
finance, inadequate cold storage facilities, and unreliable markets. The subsector also suffers from
shortage of trained, skilled labour and technical competence in agriculture, especially in the traditional
food industry sector. This, coupled with poor management, leads to inefficiency and poor
competitiveness. Labour costs have also risen markedly resulting in higher production costs for labour-
intensive operations. Moving the operation to lower labour cost areas such as in the southern belt of the
country, or automation, is the response of modern food companies. Currently, the country has only four
small-scale food processing industries, namely Bhutan Agro Industries Limited (BAIL) – a government
owned corporation, Bhutan Dairy and Products Limited, Zimdra Food Products Ltd., and Bhutan Fruit
Products Ltd., all operated by private entrepreneurs.

Policy environment

Although there is no specific policy dedicated to small and medium food processing enterprises, the
government has realized the importance of Bhutan’s micro, small and medium enterprise (MSME) sector
for broad based economic growth, employment, and poverty reduction. This has prompted accelerated
creation of new businesses, and the growth of existing MSMEs through establishment of new institutions,
markets and policy support. A recent initiative is the cost sharing facility provided by the Department
of Cottage and Small Industries where the government provides 50 percent of the cost of the enterprise
in addition to technical backstopping and administrative support.

Profile of food processing industries

Since agriculture is the primary producing sector of the country with 69 percent of the population
dependent on subsistence farming, food processing is mainly home-based for self consumption aside
from a few small processing factories located in the southern belt of the country. Food processing
enterprises in Bhutan are limited to micro, small and medium scale, exhibiting certain characteristics that
distinguish them from their large-scale counterparts. They are usually organized as a backyard family
business, or have a single proprietor and are found in both rural and urban areas, although some
businesses have already been relocated to industrial areas. Many micro and small-scale food enterprises
operate under a simple organizational structure, consisting of the owner as the manager and sometimes
assisted by a few workers. The products are generally relatively cheap and marketing is done directly or
through retail agents.
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Food processing in Bhutan is focused on a few products as discussed below

Milk and dairy products

Two principal tetra pack milk brands in the country are Zimdra and Dugyul produced by private
entrepreneurs. Dugyul is owned by Bhutan Dairy Limited and the company purchases milk from
a government-owned farm located in the southern part of the country and also from other milk
cooperative societies in the locality. A large amount of fresh milk is also imported across the border in
tanker containers from the Indian towns of Bihar and Kolkata. Small farmer groups owning few milking
cows distributed across the country collect fresh milk and retail it through various milk processing units.
The milk processing units also produce cottage cheese balls and unsalted butter with proceeds being
ploughed back to the farmer groups. In addition, the Ministry of Agriculture and Forest with support from
its development partners has started producing yogurt and operates a small retail outlet branded as
Farm Fresh. Similarly, home based gouda cheese and unsalted butter is processed in Bumthang with
a 1 000 litres per day capacity but currently operates at 500 litres per day. The main input is cow’s milk
purchased locally from the Brown Swiss government farm. The main markets are domestic customers and
travelers who pass through the valley either en route to eastern Bhutan or returning to Thimphu the
capital city after visiting other eastern districts.

Butter and cheese

Processing of butter and cottage cheese or datse is done at farm level in the traditional way to extend
the shelf life of milk. It is practiced by all the farmers with no or little access to milk marketing. Depending
on the quantity of milk available, milk is stored from one to three days before churning. The most
widespread churner is a piston churner curved out of a large log. Depending on the temperature,
30 minutes to 1 hour is required to churn a 1 kg of butter. Once the small butter grain has coagulated,
the buttermilk is drained into a container and the butter is washed with fresh water prior to letting it
freeze naturally. The buttermilk is heated until the cheese formation starts to appear. Once the cheese
particles flocculate, heat is reduced and the cheese is manually squeezed into small balls by pressing
between the palms to extract the excess whey. If consumed fresh, as soft cheese, it is called datse and
is served best with a mix of chilies called ema datsi’– a local delicacy. Datsi is generally sold in balls of
150 gm to 200 gm but can also be sold in blocks of 500 gm to 1 kg in the southern part of the country
(Samtse) and in eastern Bhutan (Trashigang). The fresh cheeses are dried and sold as hard cheese, chugo,
or left fermented and sold as fermented cheese, Yeatpa.

Butter and cheese are traditionally wrapped in rhododendron and banana leaves as effective packaging
materials. In central Bhutan, butter is sold in phok of 1.75 kg, a practice probably inherited from the
pre-modern taxation system. To extend their shelf life, the products are not packed immediately after
processing. The cheese balls are kept in whey and butter is stored in sealed bamboo containers. Herders
store butter in hide bags weighing 10 to 14 km over a period of six months at their summer grazing
camps prior to bringing it to the urban markets.

Yak cheese

Yak cheese is the popular name for a cheese produced from yak and yak cattle-hybrid milk. Yak cattle
can graze pastures at altitudes from 6 000 to 18 000 feet above mean sea level. Approximately 4 000
people are directly dependent on the industry for their livelihood. Yak cheese can be made into both
hard and soft cheese. Cheese production requires only a limited investment in equipment. The major
equipment required are a 300 litres copper pot, a milk separator, milk cans, cheese hoops, cheese cloth,
brine tank, various tools and shelter.

Fresh yak flat cheese is used mainly when preparing a traditional delicacy called chugu-margo, however,
it is also used as a necessary ingredient when preparing other dishes like the morning porridge or thuem
especially during religious festivals. The product is normally sold fresh with consumers slicing them into
bite sizes for future use, however, with modern refrigeration technology, the shelf life can be increased
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to facilitate fresh consumption. On the other hand, chugo or dried cheese is cut into cubes and stringed.
Yak chugo varies in quality depending on the type of ingredients used, the method of drying leading
to the level of moisture content resulting in the level of hardness and its chewable nature.

Bakery and confectionary

The production of cakes and pastries is limited to 37 micro bakery outlets distributed across the country.
With a fledgling market, bakery entrepreneurs are experiencing high growth rates with products such
as cakes, pastries and biscuits. Healthy profit margins characterize the bakery industry and a reputation
for reliability and quality has driven growth, at least in terms of the number of establishments. Whereas
cakes and pastries cater to the affluent consumers, biscuits are a mass-consumption product with
a domestic market share estimated at 70 percent.

Fruit and vegetable processing

Fruits and vegetable processing is spearheaded primarily by Bhutan Agro-industries Limited (BAIL) and
Bhutan Fruit Products Limited (BFPL). BAIL with plant capacity of 4 800 metric tons (single shift) has
witnessed an unprecedented growth of 14.6 percent in 2009 with profits of 4.56 million ngultrums. Sales
have hit record heights of 66 million ngultrums as against 55.6 million in 2008 (undated report from BAIL
management). Processed product lines include canned fruit juices and squash, jams and marmalades,
peach and apricot halves, cordials, pickles using assorted fruits and vegetables, bottled asparagus and
mushrooms, and bottled water. BAIL started partnerships with farmers through contract farming for high
value cash crops covering an area of 311 acres, and involving about 400 farmers. Under the contract, the
farmers are provided interest free loans in kind such as planting and fencing materials, payable after five
years, which was deducted from the value of the crops supplied to the factory. Over the last 15 years,
the company has procured about 3 963 metric tons of fruits and vegetables valued at 25 million
ngultrums from the farmers in western and central Bhutan, including orange fruit pulp from the
Integrated Food Processing Plants (IFPP) at Dagapela, Goling in Zhemgang and Pema Gatshel.

Bhutan Fruit Products Limited is a private company located in the southern part of Bhutan. Neighbouring
India supplies most of its raw materials through imports across the border. Cheap procurement of inputs
including labour, is capitalized from India. Food processing product lines include fruit juices and squash,
cordials, jams and marmalades, pickles, and bottled water.

Honey

Honey production is more pronounced among Bumthang and Tsirang farmers in Bhutan. In both areas
production is organized through farmer groups and associations. The Bumthang Bee Keepers Association
(BEKAP) pays 123 ngultrums a kg for honey purchased from BEKAP members. The association, in the first
harvesting season, produces yellow golden clover honey from mixed flowers, white transparent spring
honey from white clover and dark black buckwheat honey from buckwheat as well as cream honey and
crystal honey. Dark buckwheat honey is produced only during winter. Bee keeping with the European
species of honeybees, Apis mellifers, was first introduced to Bumthang by a private beekeeper in 1987.
Total honey production was estimated at 16 000 metric tons in 2010.

In 2009, the total honey collected from Tsirang was estimated at 150 kg. In a year, a farmer earns an
average of 40 000 ngultrums, depending on the season. Apis cerana being the main honey produced by
the farmer groups is of good quality. Bio-Bhutan an upcoming community-oriented enterprise,
successfully integrated with upstream production, supports and provides a ready market for honey by
buying in bulk volumes at farm level. It is later packed into sizable bottles and marketed. Bio-Bhutan
works with a total of eight farmer groups in six districts in line with their goal to improve income and
employment opportunities for rural communities( and to contribute to the sustainable use of natural
resources.
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Beverages – tea, beer, spirits

Alcoholic beverages are generally categorized under beer, whisky, brandy, rum and vodka produced by
the Army Welfare Project – a government-owned company whose proceeds are used to support military
welfare. The distillery produces 18 established brands and has recorded sales of 234 million ngultrums
in 2004 (Project report titled Comprehensive Development Strategy, 2004). In addition, a local liquor
popularly known as ara is produced and mostly consumed in the rural areas by farmers. Ara is made from
a variety of raw materials such as wheat, barley, millet and rice. Herbal tea in sachets is produced in
modest quantities by the Institute of Traditional Medicine – now known as Menjong Sowa Rigpa
Pharmaceuticals, a government-owned processing facility.

Meat

Meat processing in Bhutan is confined to home-based production of major traditional products such
as sausages (juma), dried strips of beef (shakam), and wind dried sliced pork popularly known as
phasha-sikam is processed for domestic markets. Most of the country’s demand for fresh meat is
imported from India on a daily regime with meat vans plying the Phuentsholing-Thimphu highway at
life-threatening speeds. Currently, there are no registered or licensed enterprises in the meat subsector
employing modern commercialized processing facilities.

The main ingredients used in making sausages are fresh animal blood, minced meat, wheat or rice flour,
spices and other condiments. The ingredients mix is encased inside animal intestines. Upon completing
the pouring of ingredients into the intestine casings, segments are made by tying knots leaving about
20 centimetres gap, traditionally, hemp cords are used to tie the segment knots. It is then put to boil for
about an hour and hung dry to freeze for later consumption. The process also increases shelf life and
facilitates storage. Once dried, sausages can be stored for more than six months. There is increasing
demand for sausages (both yak and regular beef flavours) in urban towns from wholesale and retail
outlets such as restaurants, hotels, local bars and eateries. Sanitized packaging and convenient quantities
has sparked further increase in demand. The quality of yak sausages far outweighs that of beef or pork
sausages and has proven a price leader in the market with people willing to pay a higher price for quality
and availability. However, premium quality in terms of ingredient mix and taste determines the success
of the product.

Likewise, fresh yak meat is supplied during the winter months between November and January by the
highland nomadic herders. Some meat is cooked fresh whereas most of it is wind dried and stored for
later consumption. Yak meat is of higher quality especially as the animal feeding on natural alpine
grasslands produces a tasty lean meat. Standard chopped sizes and an attractive arrangement inside
plastic packing has prompted demand for the meat for personal consumption, fulfilling the desire for
convenient shopping and cooking. Currently, the yak beef sector is constrained by inadequate
infrastructure, an inadequate marketing system, the prevalence of animal diseases, inadequate feed
resources, especially during winter months, weak livestock farmers’ organizations and inadequate
technical support services. Similarly, dried beef bones or ruto are now processed into chewable bite size
and packed into standardized packages of 0.5 kg to 1 kg and sold at retail prices through the farm shop
or other commercial outlets. Ruto is a necessary ingredient used in preparing Bhutanese dishes and goes
well with all kinds of vegetables, especially when preparing hot beef broth and other traditional meals.
Because of the strong flavour, ruto has an added advantage over other meat types and easily fetches
premium prices for the value added services.

Dried fish or dosem

A small community in western Bhutan continues the ancient tradition of baking fresh water trout by
placing the whole fish between two hot stone plates. The practice has been legalized recently with the
government empowering communities by providing ownership to local streams and rivers. Sustainable
fishing is allowed at seasonal intervals with communities engaging in the baking process whereby the
women gather wood and water whereas the men go out fishing. A treasured delicacy popularly known
as dosem continues to be prepared employing indigenous methods and fetches a premium price of
1 000 ngultrums a piece.
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Rice

Rice milling in the country was initiated by the government through the formation of farmer’s
cooperatives such as the Chuzergang Rice Milling Cooperative. This is probably the only cooperative
operating at a commercial scale incorporating a brand name and packing the rice in various weights
ranging from 10 to 25 kg. In contrast to the past, when paddy was de-husked using hand pounding with
indigenous implements, the small-sized motorized hullers are now for milling. Choro Tsongdrel Tsogpa
– a private owned milling enterprise exports milled red rice in modest quantities to markets in the United
States of America and Europe. In 2010, close to 42 metric tons of semi-milled red rice was exported worth
a total value of USD 42 000 to the two markets mentioned (Royal Government of Bhutan, 2010).

3. Critical issues and considerations for sectoral development

Technology in the SMFE sector

Food processing enterprises in Bhutan encounter problems with technology, particularly with the
application of the knowledge or methods of operating the software part of the system. It is important
to point out that technology is not simply the importation of a new technological system in a country
or the contractual agreements for supply of technology, but is also linked to the country’s existing
socio-economic environment. The process of technology transfer in the country, thus, must be seen
within a larger framework, which takes into account the historical and socio-economic context because
technology is applied in a productive system, in which hardware interacts with knowledge. Furthermore,
a social structure and organization appropriate to the level and characteristics of the technology used
are also considered. Without each of these three components, imported technology cannot be absorbed,
diffused and assimilated into the system efficiently.

Bhutanese entrepreneurs are no exception to the common characteristics of entrepreneurs in developing
countries, where more attention is given to the hardware part than to the conditions required to ensure
the efficient use of the technology. SMFE entrepreneurs are not in a position to pay for technology
assessment and also lack knowledge about the trends in technological change. Even if they could afford
to do so, there is a lack of appropriate mechanisms and human resources required for this purpose. It is
therefore necessary for the government to have an appropriate system in place to provide technology
assessment and matchmaking services to the industries and entrepreneurs.

The country does not have a technology transfer policy to facilitate the effective incorporation of the
imported technology into the socio-economic environment of the country. Adaptation of imported
technology and innovation of new technology is not happening in the Bhutanese industrial sector
because of the lack of research and development facilities. Technology developed in foreign
industrialized countries is, in general, created at a higher level of development, with different economies
of scale, and often with different technological requirements. It thus becomes necessary for a recipient
country to adapt the imported technology to avoid the negative effects on employment, cultural
patterns and habits, and effects leading to increasing dependence on imported raw materials and spare
parts. Thus, there is also a need for appropriate mechanisms for technology adaptation, reproduction/
modification, innovation and absorption, which, in the long run, help to build the nation’s own
technological capability. Technology development and transfer mechanisms are needed for continuous
innovation at the firm level. But SMEs do not have technology creation mechanisms because of limited
resources, therefore, it is necessary for the government to build the required technology infrastructure.

It is also important to point out that there is a lack of clear provision for training of technical people from
the industries leading to inadequate expertise to handle and maintain the technology. This has led to
dependency on foreign experts through visiting consultants even to run and maintain the machinery,
but this is not affordable for most SMFEs. One of the appropriate measures for resolving this problem
is to ensure that training programs for skilled workers and technicians are included in the technical
contracts. Often production operations are jeopardized because of delay in procuring spare parts of
machinery imported from foreign countries or suppliers. Moreover, rapid obsolescence of the imported
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machinery further makes it increasingly difficult to obtain spare parts. One of the best ways to resolve
such problems is to develop an indigenous technological capability to absorb and adapt the imported
technology rather than to look for short-term solutions.

Environmental issues

Sound conservation ethics and far-sighted conservation leadership, underpinned by age-old traditions
and a way of life that revere nature, have influenced Bhutan’s approach to the management of the
environment. This has an affect also on the small and medium food processing industries in the country
with insignificant environmental issues in terms of pollution of any kind both to the natural and
sociocultural environment. Most processing factories are located in the southern belt of the country and
diligently adhere to strict environmental standards set out by the National Environment Commission –
a government policy and regulatory authority. Environmental sustainability continues to remain a high
priority for the Royal Government of Bhutan. For instance, the Constitution of the Kingdom of Bhutan
reinforces the country’s longstanding commitment to environmental conservation with Article 5
mandating the government to: protect, conserve and improve the pristine environment and safeguard
the biodiversity of the country; prevent pollution and ecological degradation; secure ecologically
balanced sustainable development; and ensure a safe and healthy environment. It further stipulates that
the government shall maintain at least 60 percent of the country under forest cover for all time.

However, in the face of the new development needs of a modernizing and growing population,
environmental management is becoming increasingly challenging and, hence, more crucial than ever
before. Forest fires, overgrazing, and unsustainable use of timber, fuelwood, and non-wood forest
products continue to persist, whereas new environmental problems such as industrial pollution, solid
waste and climate change have emerged in the country in recent times. Furthermore, the country’s
transition from a subsistence economy to a market economy is translating into more infrastructure
development, rapid urbanization, and industrial expansion. Being potentially environmentally intrusive,
these activities can have costly adverse impacts on the environment if necessary safeguards and
mitigation measures are not adequately and timely employed.

Health and safety issues

Food safety and quality in terms of hygiene and safety are ensured through the food inspectorate system
managed by Bhutan Agriculture and Food Regulatory Authority (BAFRA). Compliance and enforcement
are carried out through the implementation of the Food Act Bhutan, 2005. Two major food processing
companies namely, Bhutan Agro-industries Limited and Bhutan Fruit Products Limited follow Total
Quality Management (TQM) and best practices in terms of food safety along the processing floor, starting
from procuring quality raw materials until the final product. Strict benchmarks on quality control with
physical and sensory, and microbial quality checks are frequently administered for raw materials,
ingredients, production processes, water quality and packaging materials. Both the companies have
Hazardous Analysis of Critical Control Points (HACCP) certification. Other informal home-based food
processing enterprises are kept under the surveillance and advice of authorities such as BAFRA and also
the Public Health Department of the Ministry of Health. Being small in nature and a majority of them
home-based, enterprises are also not able to maintain product consistency because of the lack of trained
manpower, technology and absence of appropriate testing and quality control measures.

Globalization and trade liberalization

Globalization or trade liberalization has had little impact on the SMFEs in Bhutan. Despite the
government’s policy on 100 percent equity ownership to outside investments through the Foreign Direct
Investment Policy 2010, the sector has been largely under national ownership and domestic in nature.
This is partly attributed to the competitive nature of the industry with the high costs of raw materials
and long distance transportation both for inputs and output markets. For instance, most small enterprises
are not able to maintain price competitiveness as they purchase raw materials in small quantities and
cannot avail themselves of bulk discounts. Furthermore, because of small volumes of purchase,
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processing enterprises are often discriminated against when there is a shortage of raw materials.
Therefore, enterprises must build up their competitive edge by improving operational efficiency and by
adopting strategies to ensure flexibility in response to externally induced changes. It is essential for firms
to market products that have consistently good quality and are competitively priced to break into new
markets and obtain high sales levels.

In terms of trade, Bhutan is party to a free trade agreement with India and is a member of the South
Asian Free Trade Area (SAFTA) and the Bay of Bengal Initiative for Multisectoral Technical and Economic
Cooperation (BIMSTEC). With the liberalization of markets, there is an increasing trend towards outward-
oriented policies, with export markets seen as an important source of economic growth. However, to take
advantage of these opportunities, SMFEs must be able to participate in productive activities in which
they have a competitive advantage. This implies access to well-organized marketing, distribution and
post-harvest systems, effective market information and technologies that allow them to be competitive
in price and quality. India is by far the most important trading partner of Bhutan with 80 percent of all
exports from Bhutan destined for India. The most important reasons for this situation are geographical
proximity, the free trade agreement between the two countries and the financial and technical assistance
India provides to Bhutan. Bangladesh is the second largest export market for Bhutan, with a share of
about 4 percent and Japan is the second largest source of imports, also with a share of 4 percent.
Agricultural exports are confined to potatoes, oranges and apples for the Bangladeshi and Indian
markets.

The country is limited to a handful of mini-supermarkets in the capital selling mostly imported packaged
and processed products. Whereas 90 percent of the population are consuming primarily straight from
the farm produce, the urban population is beginning to depend on processed products. However, since
most families have one spouse staying at home, fresh produce is still preferred, although it requires more
time dedicated to processing it at home.

4. Status of government policy and legal frameworks

The government is strongly committed to the growth of the private sector. Whereas several institutional,
policy, and labour constraints remain, the government has been active in privatizing state-owned firms,
promoting institutional and legislative reform, and upgrading domestic skills. Both small and medium
food processing enterprises have received equal attention in terms favourable credit, technical assistance,
supply chain development among other government supports designed to promote their development.
The following are the existing legal frameworks that govern small and medium food processing
enterprises in the country.

Legal and policy instruments for agroprocessing and industrial development include regulation of
technology transfer and industrial ownership, fiscal incentives for research and development, as well as
training, financing of operations through risk capital contributions, commercial protection and foreign
investment regulation. Some of the important instruments are described below.

Bhutan Vision 2020

Private sector development has been given priority by the government since the Sixth Five Year Plan
(1987–1992), and Vision 2020 envisages the private sector as the main engine of the nation’s future
economic growth. The private sector is expected to play an increasing role in fostering economic
development and as a source of employment, especially for the youth. The Bhutan 2020 – Vision for
Peace, Happiness and Prosperity is a 20 years perspective strategy document outlining policy and
programme support towards small and cottage industries comprising agrofood processing. It aims at
enlarging access for small-scale producers to technology, credit and markets so as to enable them to
produce profitably for the domestic market.
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Tenth Five-year Plan Document 2008–2013

The plan supports agro-industrial development with the focus on sustainable industrial development of
micro, small and medium enterprises (MSMEs). This has prompted the establishment of new institutions
such as the Department of Cottage and Small Industries (DCSI) and the Agency for Promotion of
Indigenous Craft, both of which are housed in the Ministry of Economic Affairs. Subsequent
developments include the establishment of the Private Sector Development Committee (PSDC) to
coordinate the MSME development program implementation with other government ministries and
agencies wherever necessary. The overall policy framework and actions aim to strengthen the business
environment through: (a) better business laws and regulations; (b) simplification and acceleration of
business formalization removing unnecessary requirements for both business registration and licensing;
and (c) increasing accountability and administrative efficiency of regional trade offices.

The Food Act of Bhutan 2005

The Food Act of Bhutan 2005 is the legal framework for protecting, regulating, processing, and trading
food in the country. The National Food Quality and Safety Commission formulates policies to maximize
industry development and fosters trade. The Bhutan Agriculture and Food Regulatory Authority (BAFRA)
is the implementing agency for the legal framework through a national food inspectorate system. The
inspectorate oversees and ensures food safety and quality parameters in the country of both
domestically produced foods and imported foods. Bhutan food standards are aimed to be in compliance
with Codex Alimentarius food safety and quality standards both for domestic and imported food
products. The import of genetically modified food items are prohibited in the country. BAFRA also
provides quarantine and certification systems preventing the entry and establishment of pests and
diseases, and controlling the spread of pests and diseases to prevent genetic resources erosion.

Given that food safety issues are multifaceted and multidisciplinary, the country has been successful in
integrating efforts among and between agriculture, industry and health authorities ensuring that quality
issues are resolved successfully. Monitoring food quality and safety has become more important both
in the domestic and export market. Bhutan has prioritized food safety and quality in order to prevent
the adulteration of foodstuffs and to safeguard the rights and well-being of the consumers by effective
implementation of the Food Act of Bhutan 2005, thus retaining the standard of quality for food products
during production, processing, import and export. BAFRA also provides laboratory services for food
quality control, import/export trade and industrial output. There is a central food laboratory located in
Yusipang authorized to investigate the quality and safety of food products in accordance with the Food
Act of Bhutan 2005 and regulations. The laboratory has the capability to analyze all major food
commodities, has facilities for monitoring pesticide residues, heavy metals, mycotoxins, and undertakes
microbiological analysis. Among other equipment, the CFL is equipped with an atomic absorption
septophotometer, a flame photometer, a UV septophotometer, a becquerel monitor for gamma radiation,
a pH meter as well as equipment for conducting thin layer chromatography.

RNR support for agro-industrial and food processing

The renewal natural resource sector implemented by the Ministry of Agriculture and Forest has instituted
the National Post-Harvest Center (NPHC) since 1997 to institute appropriate post-harvest production
technologies. NPHC also promotes improved inputs and packaging materials, refrigerated vehicles and
cold storage warehousing in addition to enhancing home-scale food processing. The organization has
provided technical inputs in the areas of pickling and jam making, and increased food shelf life by
introducing frying and drying as two primary food processing techniques that are easily adoptable by
farmers. Under the Rural Enterprise Development Program (REDP), NPHC has set up an integrated food
processing plant in Dagapela, Zhemgnag and Pemagyaltshel. Farmer groups and cooperatives are
engaged in orange pulp making in these three districts and each has received significant technical
backstopping and other support from the NPHC. The Center also introduced drying technologies that
use simple locally available raw materials and affordable capacities by the rural people.
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MANUFACTURING SERVICES

Foreign direct investment policy 2010

The Foreign Direct Investment Policy 2010 places priority on agrobased industrial policy providing
74 percent foreign equity as a way to stimulate the rural economy or 25 million ngultrums for the
manufacturing and service sectors. Sectors that are included in the priority list comprise organic farming,
agroprocessing, poultry, horticulture and dairy. The policy has been adopted to achieve economic
self-reliance by the year 2020 and employment up to 97.5 percent over the same period. Sectors such
as agroprocessing, organic farming, dairy and horticulture are being opened to 100 percent foreign
ownership. However, the policy also adopts a negative and prohibited list. The negative list includes
media and broadcasting, wholesale, retail and micro trade, mining for sale in raw form, hotels below three
stars, general health services and industries that do not meet the certificate of origin requirements.

The FDI policy clarified some industry ambiguities and undoubtedly prompted sectoral diversification
and privatization, but the industry sector continues to be heavily concentrated on a narrow range of
products. It is highly dependent on expatriate labour and is restricted by the small, fragmented domestic
market and a narrow range of readily accessible export markets. It is also limited by inadequate and
expensive transportation and constrained by national sensitivities concerning resource exploitation,
especially in tourism and logging and by caution regarding foreign investment and foreign labour. The
main challenge facing the government is how to realize its commitment to private sector activity in the
face of such constraints.

The Foreign Direct Investment Policy defines a foreign investor as “an individual...who is not a Bhutanese
subject; or a company incorporated or registered in a country other than Bhutan”. It defines foreign direct
investment (FDI) in Bhutan as “any activity for the purpose of generating revenue in industry and includes
any company in which a foreign investor owns or beneficially holds a minimum of 20 percent and
maximum of 70 percent of the equity of the investment”. For an FDI venture, the minimum project cost
should be US$1 million in the manufacturing sector and US$0.5 million in the service sector. These
thresholds aim to protect cottage industries and small enterprises.

The sectors open to FDI are as follows:

MANUFACTURING SERVICES

Mineral processing Tourism including hotels

Agriculture and agro-processing Transport services

Forestry and wood-based industries Roads and bridges

Livestock-based industries Business infrastructure

Light industries including electronic industries Information technology

Engineering and power intensive industries Financial services

Housing

Economic development policy 2010

The Economic Development Policy 2010 is the apex policy for economic development of the country
and is the guiding document for all ministries and agencies to stimulate the growth of the economy.
The policy provides the basis for government intervention to enhance the productivity of the economy
as a whole. Wherever necessary, policies, laws, rules and regulations are harmonized or amended in line
with the provisions of the Economic Development Policy. A broad range of economic opportunities has
been identified in natural resources, tourism, culture, handicrafts, textiles and agro-produce.
Agro-processing and food processing enterprises are listed under “prioritized areas of opportunities”
under Chapter 6 Article 6.2.2 of the Economic Policy document. The policy also provides incentives such
as rent free for three years as part of the business incubation period for cottage and small industries and
a tax holiday for ten years.
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The Economic Development Policy 2010 also states that the government shall promote cottage and
small industries (CSI) to generate employment, support equitable distribution of income and bring about
balanced regional development. The Department of Cottage and Small Industries has been created
mainly for the promotion and development of these industries.

Cost sharing facility and business development services

As most of the industries are still at the infant stage in Bhutan, the Ministry of Economic Affairs has
initiated the Cost Sharing Facility (CSF). The newly established Department of Cottage and Small Industry
under the Ministry of Economic Affairs is implementing the CSF project, funded by the Asian
Development Bank. The objective of the project is to improve the overall performance of micro, small
and medium enterprises through the provision of Business Development Services (BDS). BDS are those
services that help entrepreneurs to overcome their weaknesses and improve their overall business
performance and growth. The project aims to facilitate the provision of BDS to the micro, small and
medium enterprises in the manufacturing and service sector, by co-financing projects of successful
applicants at a flat rate of 50 percent of the total cost of BDS. The program is expected to operate for
a period of three years.

Draft MSME policy

The draft MSME policy is intended to define and develop a reasoned set of policy statements to foster
the mobilization of input supplies, entrepreneurship and innovation for the benefit of the MSME sector
in Bhutan. The policy was drafted in response to the challenges of globally integrated markets, emerging
technologies and the competitive differentiations they are conferring on Bhutan’s trading partners, the
growing incorporation of knowledge in production networks and the growing importance of energy-
efficiency and “green” technologies. The draft policy also emphasizes that MSMEs receive all legitimate
support from the government and ensure that MSMEs become and remain learning, resilient, dynamic
and outward-looking enterprises.

Environmental policies and associated frameworks

The National Environmental Protection Act (NEPA) 2007 lays down the principles and directives for the
protection of environmental quality and the maintenance of forests, biodiversity and ecosystem integrity.
Salient features include the right to environmental information and citizen participation in environmental
management, and provision for establishment of an Environmental Tribunal as a quasi-judicial authority
with the power to hear, investigate and make decisions on environmental disputes. NEPA 2007 also
enhances the legal status of the National Environment Commission as an independent, apex government
entity for decision-making on all matters related to the environment and its management. The
implementation of NEPA 2007 is taking place in general through the enforcement of other environmental
laws such as the Environment Assessment Act 2000, Forest and Nature Conservation Act 1995 and their
supporting regulations. The Water Act, which regulates environmental discharge limits to regulate air and
water pollution by industries and vehicles, has been revised and enhanced based on an analysis of data
accrued from industrial environmental monitoring and vehicular emission tests.

The Bhutan Environmental Outlook 2008 (RGB, 2008) provides an assessment of the environmental
conditions and trends in the country and responses of the country to the environmental challenges,
based on the “pressure-state-response (PSR)” model that is internationally used for reporting the state
of the environment. Some 80 measurable indicators have been used to describe the PSR state of the air,
water, land, and biodiversity environments. These indicators effectively serve as baselines for
environmental monitoring and planning. Examples include the enactment of the Waste Prevention and
Management Act, incorporation of the Polluter Pays Principle in NEPA 2007, and preparation of the
National Action Plan to combat land degradation.
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5. Status of industrial institutions

Existing scenario

The industrial food processing sector in the country is characterized by a lack of modern infrastructure
and equipment coupled with inadequate transportation, poor distribution, inadequate cold storage and
freezer capacity, lack of professional and business-scale operations.

Industries are classified by the Ministry of Economic Affairs solely in terms of size of input capital, as
shown in Table 2.

Table 2.  Classification of industries based on capital input

Classification Input capital in US$ Input capital in ngultrums

Cottage 22 000 Less than 1 million

Small 22 000 to 0.22 million 1 million to 10 million

Medium 0.22 million to 2.2 million 10 million to 100 million

Large 2.2 million or more More than 100 million

Source:  Department of Industries, Ministry of Economic Affairs.

The cottage scale firms including micro enterprises (largely comprised of small family run businesses
such as restaurants, tea stalls, rice mills) comprise almost 90 percent of the firms. Most of these enterprises
are sole proprietorships with limited scope for growth because of both demand and supply-side
constraints. The medium and large industries, which include distilleries, agroprocessing units, cement,
ferro silicon, calcium carbide, airlines, telecom, hydro electricity. have either been established by the
government or are still government-owned corporations.

SMEs in Bhutan, as of June 2010, account for some 99 percent of all formal-sector enterprises in Bhutan,
going by the number of licenses that have been issued (see Table 3). No firm estimate is available of the
percentage share of employment and value-added of Bhutan that is accounted for by the SME sector.
The common presumption is that the SME sector accounts for over two-fifth of Bhutan’s value-added and
a larger share of its employment outside of agriculture.

The industrial sector in Bhutan comprises mining, manufacturing, wholesale and retail trade, and other
services. Until recently, the industrial sector played a relatively small role in economic development. The
mining sector is gradually gaining momentum with a significant number of mineral deposits including
limestone, coal, graphite, gypsum, slate and dolomite. The manufacturing sector is dominated by a small
number of major operators such as Penden Cement Authority Limited (PCAL), Bhutan Board Products
Limited (BBPL), Bhutan Carbide Chemicals Limited (BCCL), Bhutan Ferros Alloy Limited (BFAL), and Bhutan
Agro-industries Limited (BAIL). In addition, there are numerous cottage and backyard-scale operators.

Table 3.  Number of licenses issued by the Ministry of Economic Affairs

Compound
Size 2003 2005 2007 2008 2009 2010 annual

growth rate

Micro 4 945 6 941 14 165 15 359 17 110 17 832 20.11

Small 588 678 1 815 2 054 2 118 2 208 20.8

Medium 36 62 112 128 131 137 21.04

Large 43 57 85 91 113 117 15.4

All 5 612 7 738 16 177 17 632 20 294 20 294 20.4

Source:  Author’s compilation from existing reports and interviews.
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Currently there are three industrial estates in Bhutan located at Gelephu, Samdrup Jongkhar and
Phuntsholing. The Gidakiom Industrial estate is being developed with assistance from the Government
of India. The significant factors that have contributed to the relatively slow pace of industrial
development are a weak entrepreneurial orientation, high transport costs, low levels of human capital,
lack of technological development, small domestic market, an underdeveloped infrastructure and lack
of a resource inventory. There are also policies that influence the industrial development and the
trade-offs between economic growth and environmental concerns regarding the exploitation of natural
resources and access to imported skills and the need to develop the indigenous labour force. The lack
of competition between the financial institutions has also restricted access to investment. The Industry
Department under the overall guidance of the Ministry of Economic Affairs is responsible for all industrial
activities in the country. The Department has an Industrial Licensing and Monitoring Section, Industrial
Estate Development Section, Essential Oils Development Unit and four Regional Trade and Industry
Offices at Thimphu, Phuntsholing, Gelephu and S/Jongkhar. Besides governmental support to
industrialization, Bhutan Chamber of Commerce and Industries has a leading role in the promotion of
industrial activities as well.

Table 4.  Number of industrial establishment by sector, 2005–2009

Industry Type 2005 2006 2007 2008 2009

PRODUCTION & MANUFACTURING 985 1 133 1 254 1 389 1 565

New registration 99 135 116 133 173

Existing establishments 886 998 1 138 1 256 1 392

SERVICES 6 753 13 597 14 923 16 253 17 907

New registration 1 366 1 479 1 263 1 331 1 626

Existing establishment 5 387 12 118 13 660 14 922 16 281

CONTRACT 9 519 9 775 10 084 10 431 10 845

Existing establishments 207 269 307 347 410

New registration 9 312 9 506 9 777 10 084 10 435

ALL SECTORS 17 257 24 505 26 261 28 073 30 317

Source:  RGB, 2010, p. 112.

Table 5.  Number of industries by type, Bhutan, 2005–2009

Type 2005 2006 2007 2008 2009

Production & manufacturing 985 1 133 1 254 1 389 1 565

Agrobased 181 199 207 217 252

Forest based 414 470 517 574 651

Mineral based 80 91 110 144 163

Others 310 373 420 454 499

Contract 9 519 9 775 10 084 10 431 10 845

Services 6 753 13 597 14 923 16 253 17 907

All industries 17 257 24 505 26 261 28 073 30 317

Source:  RGB, 2010, p. 114.

The government has major instruments to support agrofood industrial promotion through legal, fiscal
and institutional arenas. The legal framework encompasses laws on land ownership, regulation of
associated ministries, review of laws to remove inconsistencies and limitations to development. The
association of primary and agrofood processing products comes under various forms of legislation,
whether they be defined under landowners, agricultural associations, agro-industry enterprises or
consumer associations. At the fiscal and institutional level, the Ministry of Agriculture and Forests, through
its National Post Harvest Center undertakes programs and policies that impact on the technology
support areas.
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Revenue and gross value added for Bhutanese SMEs

The results of an analysis of preliminary data generated by an enterprise survey commissioned by the
Royal Government of Bhutan are reported in Tables 6 and 7. Data from 189 MSMEs from eastern and
central Bhutan have been used here. Gross value added is defined as annual revenue net of the value
of all intermediate input including recurrent expenditures on utilities and communications costs.
Following international best practice, gross value added is taken here as a measure of firms’ output.

Gross value added per enterprise by the SMEs in Bhutan during 2010/2011 is estimated to be
1. 36 million ngultrums (Table 6). During the same period, annual revenue per enterprise is estimated to
be 4.9 million ngultrums. That said, important variations set various sector-groups apart from each other.
For instance, the construction sector, which accounts for about 24 percent of the sample of enterprises
overall, registers an average revenue per firm that is almost three times the size of the average value of
revenue per firm. Clearly, the construction sector is one of the drivers of revenue-generation according
to this sample.

Table 6.  Revenue and gross value added per enterprise of SMEs in Bhutan, 2011

Broad sector
No. of enterprises Revenue per Gross value

in each group enterprise (‘000 Nu) (‘000 Nu)

Agroprocessing 23 1 376 285

Other PAM 60 1 981 577

Construction 45 14 478 5 021

Services 44 2 072 798

Trade 10 2 490 276

Other 7 1 778 454

All activities 189 4 923 1 631

Source:  Enterprise survey conducted for the MoEA by Pohl Consulting & Associates, April-May 2011.

Table 7 presents revenue and value added on a “per-employee” basis. Value added per employee overall
is found to be 159 thousand ngultrums during the period of recall for the survey. The corresponding
revenue per employee overall is found to be 480 thousand ngultrums. On average, Bhutanese SMEs
generate gross value added of 33 ngultrums per year out of every 100 ngultrums worth of revenue.

Table 7.  Revenue and gross value added per worker of SMEs in Bhutan, 2011

Broad sector
Average no. of Revenue per Value added per Value added as

employees per firm employee employee percent of revenue

Agroprocessing 3.3 326 68 21

Other PAM 13 203 59 29

Construction 9 762 264 35

Services 9.7 323 125 39

Trade 6.7 1 245 138 11

Other 4 127 32 25

All activities 7.6 480 159 33

Source:  Enterprise survey conducted for the MoEA by Pohl Consulting & Associates, April-May 2011.
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Institutions and other players

Bhutan Agriculture and Food Regulatory Authority (BAFRA)

Among others, BAFRA is responsible for ensuring compliance on food safety and quality standards and
is the main regulatory body in the country for setting up an effective surveillance mechanism, developing
regulations and ensuring safe food. BAFRA undertakes market inspections, industry inspections as well
as import inspections so that safety is ensured. It has been very difficult to set monitoring indicators to
determine the effectiveness of the implemented programs. The authority at present is facing serious
constraints in terms of human, financial and infrastructure capacities and lack of effective coordination
among and between stakeholders. Officials of BAFRA monitor and regulate activities starting from
imports, domestic processing and other links in the value chain.

National Post-harvest Center (NPHC)

The National Post Harvest Center, established in 1997, is a government organization with a mandate to
minimize food loss and maximize food products from agriculture resources through research and
development of appropriate post-harvest technologies. The NPHC provides assistance to farmers and the
private food processing enterprises on scientific methods of food preservation using simple tools,
equipment, and methods. Among other mandates, the NPHC promotes improved input facilities such as
packaging materials, refrigerated trucks, home-scale processing, and helps establish viable small-scale and
community level food processing enterprises to enhance rural incomes.

Bhutan Development Bank (BDB)

Bhutan Development Bank provides both industrial and agricultural lending, including microcredit. The
government’s current mandate requires Bhutan Development Bank to operate as a development bank
to promote the expansion of economic and social development through accelerated industrial and, in
particular, agricultural development in rural areas. Given the dominance of agriculture in Bhutan’s overall
economic development, BDB plays a continuing role in financing agriculture, including micro-finance, in
addition to industrial activities. Considering 70 percent of the population is dependent on agriculture
and livestock, BDB caters to this market segment through the agriculture and animal husbandry loan
schemes using either the small individual loan scheme or the commercial agriculture loan scheme or the
group guarantee and lending scheme.

Department of Agriculture Marketing and Cooperatives

The former Agriculture Marketing Services has now been upgraded to a newly established Department
of Agriculture Marketing and Cooperatives (DAMC). Among other mandates, DAMC is responsible for
facilitating the efficient marketing of RNR products including processed food products. The department
is currently lacking adequate market infrastructure in terms of qualified human resources, infrastructure
and well-developed market linkages. Lack of well functioning farmer groups and poor access to markets
has perpetually deprived commercialization of agriculture and livestock products except for few
household level weekly vendors. DAMC is stretched over facilitating marketing of all RNR products
ranging from cereals, non-wood forest products, horticulture products, mushrooms, livestock products,
including fish and poultry products.

Development partners

Development partners like the Danida (Danish Assistance to Bhutan), European Union, Government of
India, Food and Agriculture Organization, International Livestock Research Institute (ILRI) have been
providing resources towards the development of the processing industry. They have been providing
assistance in terms of funding and technical assistance in different interventions implemented in
programs to achieve the set objectives and propel the economy of the country into sustainable growth.
It is therefore expected that development partners will continue to support the development of the
processing industry.
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Coordinating mechanism

Successful development of the processing industry/improved performance of the food processing
industry will depend on both vertical and horizontal coordination. This includes the coordination with
other agricultural sector related ministries, institutions, development partners, agencies and other
stakeholders such as farmers and their associations. Some of the instruments that will be used to ensure
participation of all stakeholders, are laws and regulations, stakeholder fora, research findings, available
technical support services, early warning system, different professional fora and marketing systems.

6. Status of industrial infrastructure

Road network

Road transport is the dominant mode of transportation for passengers and freight within the country
and to the neighbouring states of India. The country’s vehicle fleet has increased significantly from about
13 600 at the end of 1997 to over 58 511 vehicles as of first quarter 2011, amounting to the ratio of one
vehicle per 11 people or 88 vehicles for every 1 000 people (Kuensel, September 17, 2011). Bhutan has
a total road network of 4 393 km, with Phuentsholing as the main point of trade with India. All 20 districts
are connected by motor roads with districts further connected to the block villages through farm roads
with 53 percent of farmers within one hour walking distance from the nearest motor road (RGB, 2009).
Major SMFE have adequate access to road transport, although the distance of raw material input has
become a major cost component of the business. The leading SMFEs maintain their own standing fleet
of trucks for purposes of procurement and distribution.

Regardless of its efforts to construct new roads, Bhutan still suffers significant difficulties in connecting
scattered villages into a road network. According to the recent Population and Housing Census Survey
2005, 21 percent of Bhutanese households live one to four hours walking distance from the nearest
all-season road and another 21 percent live more than four hours walking distance away. In addition, the
country’s terrain of rugged mountains and steep slopes means the costs of transporting goods between
Bhutan and India are high and account for a significant proportion of total production and marketing
costs.

Power supply or energy requirements

Hydroelectric power has long been a very important aspect of Bhutan’s economic development as
a low-cost energy source supporting more capital-intensive industries such as mining, cement,
ferrosilicon, small and medium agroprocessing and calcium carbide production. Bhutan’s steep
mountains, deep gorges and fast-flowing rivers create abundant hydroelectric potential, which the
government began to develop in the early 1960s. The major expansion of hydroelectric facilities
started in 1975 on the Wang Chhu river between Thimphu and Phuntsholing, known as the Chhukha
Hydro Power Corporation Ltd., which helped to boost the nation’s fledgling industrial development. The
336-megawatt Chhukha project came online in 1986 and was synchronized with the Indian grid that
same year, and additional capacity became available in 1988. Besides the Chhukha project, the
government installations include seven mini-hydroelectric plants, each averaging 7 350 kilowatts
capacity; twelve micro-hydroelectric plants, each averaging 340 kilowatts capacity and eight
diesel-powered generating stations, each averaging 6 000 kilowatts capacity.

Production facilities

Existing SMFEs have imported new technology in terms of the processing facilities with BAIL having
installed a canning line – a Danish technology that controls natural biochemical processes to protect
against microbiological spoilage and improve sensory taste. The enterprise also has a Gable Top Filling
machine with a capacity of 3 000 packets an hour allowing the packing of fruit juices using the latest
available technology and producing about seven different product lines. The enterprise is housed within
a 1.5 acres total land area. Similar production facilities in the assembly floor have been purchased by
Bhutan Fruit Products Limited. Bhutan Dairy and Agro Products Limited has invested close to 95.7 million
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ngultrums or roughly USD200 000 as total investment cost, acquiring state of the art storage tanks, boilers,
and compartmentalized cooling chambers. The newly installed tetra-packing machine produces
5 000 litres of processed milk for daily sales. The enterprise acquires about 200 litres of raw milk from
the national jersey breeding center located in Samtse district and gets an additional 1 500 litres through
local collection from the outskirts and peripheral Indian border towns. Bhutan Dairy and Agro Products
Limited is the country’s first UHT facility producing UHT-treated milk and mango juice, both packed in
Tetra Brik Aseptic packages.

Water supply system and the environment

All SMFEs operating at a commercial scale have steady and continuous water sources and supply through
pipe-in facilities with upstream reservoir tankers. Strict safety and quality standards are maintained at
the source with regular maintenance of the pipe-grids connected to the main hose. Potable water
facilities are provided at the initiatives of private entrepreneurs and not from the municipality. All factory
floors are adequately connected to water taps and shower bays with sunken drainage systems for
discharge purposes. However, it must be noted that there is no treatment of daily volume discharge from
cleaning the raw materials and other uses. The pretreatment of food processing wastewaters is
commonly associated with discharges in open drains after undergoing waste treatment near the plant.
The degree of pretreatment required of the food processor is determined by the specified discharge
limitations defined by the National Environment Commission employing specific legal instruments such
as the Water Act and the Environmental Protection Act. The limitations focusing on wastewater
characteristics will pose either a hazardous condition for the waste treatment plant authorities
(City Corporations/Municipal Offices) or will be responsible for detrimental influences on the waste
treatment system’s operation and waste removal efficiencies.

Labour force

The country’s population is scattered throughout a rugged and mountainous terrain. A majority of the
population lives in the eastern part of Bhutan whereas the SMFEs are located in the western part and
southern belts of the country, creating internal migrations. All kinds of industries in general have no
comparative advantage in labour intensive industries, whether skilled or unskilled. There is a dearth of
skilled and high-skilled labour and SMFEs are no exception. Whereas Nepal, India and Bangladesh are
exporting labour, Bhutan need to import. The three SMFEs combined employs 144 employees only.

There is insufficient cost competitiveness in most sectors including SMFEs leading to curbing exports
resulting from high production costs. The government and other stakeholders need to pay attention to
two major cost factors compromising Bhutan’s competitiveness: labour cost versus productivity and
transportation costs. Unit labour cost is high, salaries are relatively high compared to labour productivity
that is relatively low. Bhutanese labour productivity is overall lower than imported Indian labourers,
particularly in the SMFE sector. Indians who come to Bhutan to work in the factories usually possess some
experience.

Table 8.  Electricity tariffs in Bhutan

Wheeling
Customer category

As of 1 July 2011
(Nu kWh) until 30 June 2012

0–100 kWh (Nu/kWh) 0.85

Low voltage 101–300 kWh (Nu/kWh) 1.54

300+kWh 2.04

Medium voltage
Energy charge (Nu/kWh) 1.71

Demand charge (Nu/kW/month) 105

High voltage
Energy charge (Nu/kWh) 1.54

Demand charge (Nu/kW/month) 105

Source:  www.bpc.bt
Note:  1 USD is equivalent to 47 ngultrums (Nu)



90

Capital

Lack of capital is a major obstacle to enterprise expansion and export growth. Credit facilities are limited
with banks only extending credit on collateral of land and buildings, without recognizing designs,
inventory, export management capability, experience, etc. This makes access to finance critical in Bhutan.
The Bhutanese banking sector comprises only six banks. All of them are heavily secured with high
interest rates and the collateral required is huge. For example, for a 1 million ngultrum loan, the collateral
required amounts to 2.5 million ngultrum.

7. Analysis of constraints and strategic priorities

Bhutan’s food processing industry faces many impediments. Raw materials are uncompetitive because
of low crop yields, low productivity and high transport costs. Value-adding activities are hampered by
the lack of scale, old technology, inadequate packaging, lack of branding and costly freight. Management
lack the skills and experience to offset these higher costs through innovation and marketing.
Government support is provided in the areas of high-value, low-volume products (mushrooms, essential
oils, fruits and vegetables, herbs and traditional medicines) in niche markets, based on such competitive
advantages as Bhutan’s biodiversity, organic production methods and the range of microclimates.

The establishment and successful operation of small-scale food processing enterprises face several
constraints. Some of them are listed below.

Insufficient supply of good-quality raw materials

Vegetable and fruit production in Bhutan is mainly on a small scale. Mixed cropping is practiced, and
farmers grow crops mainly for personal consumption. There are usually insufficient vegetables and fruits
for processing. Small and medium processing enterprises lack a proper post-harvest handling system and
fruits are seasonal and perishable and grown in scattered pocket farms, resulting in inefficient collection.
Since production is on many small, scattered farms, collection is not only inefficient but entails high
transaction costs.

Low level of technology and management

Small-scale food processing enterprises in the rural areas generally use traditional methods of processing
such as pickling and snack food production. This is because of supply and financial constraints, which
means that they cannot afford sophisticated machinery, and a lack of technical information. Most
small-scale food enterprises are managed by home-owners who do not know modern techniques of
management, including bookkeeping and maintaining proper records, and they lack innovation and
creativity. Entrepreneurs with an elementary school education tend to be less receptive to new
technologies compared to their counterparts who have a college education. This has made it difficult to
transfer new technology and improve productivity.

Competitive market

Many small-scale food enterprises are processing much the same type of products, such as pickles, dried
minced meat pickles, chilies and condiments, potato chips, beverages and bakery products. These are all
items that require a low initial capital investment and a low level of technology. Because of the number
of firms involved, they face stiff competition in terms of their market share. However, some enterprises
are able to expand their enterprises because they are innovative and have an aggressive market strategy.

Quality control gaps

The product quality of small-scale food enterprises is inconsistent because of a lack of facilities for quality
control or awareness of the need for these, and because of poor manufacturing practices. Dominated
by rural players at backyard scale, an integrated GMP-HACCP system is non-existent let alone accredited
to ISO and HACCP standards. The HACCP system is a valuable tool to diagnose pertinent hazards and
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their ramifications and a means of initiating preventative and proactive quality control measures in the
food industry. However, it should not be conceived as a panacea for addressing all issues relating to food
safety and quality control operations.

Lack of small-scale food processors’ associations

There are no associations of small-scale food processors, or if such an association exists it is inactive and
non-functional. The lack of any organization to safeguard the interests of its members has led enterprises
to compete among themselves for the same market share by lowering their selling prices.

Food packaging

Food packaging is packed in low-quality packaging material with rather unprofessional packaging design
and brand.

Poor infrastructure

Establishment of basic infrastructure such as roads, water supply and power is recognized as essential
for the growth of small and medium food processing industries. Bhutan’s rugged terrain presents many
topographical challenges. Thus providing little alternative to road transport improvements that would
allow a maximum tonnage of 8 to 10 metric tons and speeds of up to 40 km per hour when plying on
steep and narrow road terrain. The closest port in Kolkata (a border town in India) is located about
950 kilometres from Phuntsholing. Druk Air the national carrier is limited by cargo space with the
frequency of flight schedules dependent on weather conditions. Railways and water transport are absent.
Furthermore, selected post-harvest facilities like cool stores and drying facilities as well as farm-to-factory
roads, although important, are often deficient for the proper delivery of raw materials.

A consistent supply of quality raw materials for agro-processing industries is lacking with inefficient
handling and transportation systems. This situation can improve when a mutually beneficial and stable
relationship between the producer and processor develops and matures, whether in contractual or other
forms. Moreover, this would allow a continuous effort to increase production and productivity of food
and fibre crops and improve the quality of their products as well as increase production of other food
and commercial crops, fruits and vegetables, meat, poultry and dairy, oilseeds and plantation crops.

Lack of access to both domestic and foreign markets

SMFEs face several problems related to the physical distance between source of raw materials and
potential markets. This has been exacerbated by limited transportation facilities and constrained by high
costs as a result of low passenger and freight volumes. SMFEs face greater challenges in developing
export markets as they lack information on market opportunities and do not have sufficient financial
resources to exploit these markets effectively. For these small firms market identification, promotion and
development are based on personal contacts and information gathered from informal sources. Small
food processing enterprises are not able to establish credibility and enter into the international supply
chain, as large firms are not willing to commit themselves to small and unknown companies coming from
a developing nation in South Asia.

Strategic actions

Like other businesses, SMFEs will develop and grow only if the overall economic environment is
conducive for business. From the discussion above, it is evident that the private sector in general and
the SMFEs in particular in Bhutan face numerous obstacles arising from structural and locational
constraints. Therefore, the creation of an enabling policy environment for the private sector development
that captures the long-term national interest and a leadership that can take bold and decisive action are
urgent as the benefits of boosting the private sector will have very significant long run social, economic
and political benefits.
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The inadequate access to finance from banks is a major constraint. The establishment of a credit
guarantee scheme can open a new avenue for more small enterprise development. The availability of
resources should be enhanced, but not at the expense of making the firms dependent on concessional
financing that could jeopardize the financial viability of the firms in the long run and could also
compromise their competitiveness.

At the enterprise level, to overcome constraints related to product development and marketing it is
important to improve the access of potential entrepreneurs to business development services. Currently,
the Department of Cottage and Small Industries offer Business Development Services (BDS) such as the
Cost Sharing Facility grant but are largely based in the capital, thereby effectively excluding those living
in other parts of the country. At the same time the merits of provision of BDS by a government agency
should also be assessed in terms of economic cost and practical feasibility. Other modes of delivering
BDS through non-government organizations and business associations could be considered to meet the
needs for smaller groups of people outside Thimphu.

8. Conclusion and recommendations

It is envisaged that cottage and small-scale food processing enterprises will continue to play an
important role in the Bhutanese culture and rural economy. To maintain industrial growth, the
government has various policies and incentives, applicable not only to food processing but to other
industries also. Many government agencies such as the newly created Department of Cottage and Small
Industries are also involved in supporting the development of small-scale food processing enterprises
by providing technical expertise, financial and marketing support.

Given the scenario of small and medium food processing industries in the country the following
recommendations are proposed:

1. Physical and social infrastructure need to be upgraded in various areas. Despite recent
improvements in infrastructure development, road transport urgently needs improvement. In
addition, vocational training needs to be strengthened, particularly in technical and semi-skilled
small and medium food processing occupations in which workers are in short supply.

2. Significant work is required to gain acceptance for quality control by industry. Investment in this
area would reduce costs and improve the efficiency of the processing systems and improve
quality. Therefore, quality management systems will have to start embracing the use of Good
Manufacturing Practices (GMP) and the Hazard Analysis Critical Control Point (HACCP) system as
tools to upgrade quality and guarantee food safety.

3. Considering the growing health consciousness of consumers, the ISO 22000 which integrates
HACCP with the ISO 9000 Quality Management System, is expected to become a key requirement
for doing business in the food processing sector and to achieve export competitiveness in the
long run.

4. A number of training activities should be conducted to enhance capacity building for quality
assurance services in the food processing sector. Likewise, farmers and other backyard food
processors need to be educated in food safety and quality.

5. Food legislation in Bhutan should be updated and reviewed taking into consideration the
sanitary and phytosanitary and environment-related aspects and preventative compliance to
improve food safety management.

6. Capacity building in human capital, infrastructure and laboratories needs to be carried out to
meet the emerging challenges being presented in food processing.
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POLICIES AND STRATEGIES FOR THE DEVELOPMENT OF SMALL AND
MEDIUM SCALE FOOD PROCESSING ENTERPRISES (SMFEs)

IN CHINA

by
Wu Jingxue

Chinese Academy of Agricultural Sciences

1. Introduction

Food has the prime position in Chinese people’s social lives and is the basis of many people’s livelihoods.
Ensuring that there is sufficient food is one of the government’s most important functions. The way to
realize this target is to give priority to the sustainable development of the food processing industry.
Indeed, governments at all levels are paying great attention to the development of agriculture and
the food processing industry. China’s food processing industry is developing rapidly. In 1980, the total
output value of the food processing industry was 56.8 billion yuan, which was 11.4 percent of the total
national output value of industry. In 2003, the total output value of the food processing industry reached
987.02 billion yuan, nearly ten times that of the 1980s. In 2010, the scale of the national food processing
industry expanded greatly, its output value reached 6 310 billion yuan, or 10 percent of the nation’s
industrial added value. During the Eleventh Five-year Plan period (2006–2010), the food processing
industry’s taxes amounted to 531.575 billion yuan, its realized value was 388.509 billion yuan, and its sales
profit ratio was 6.44 percent. With the development of the food processing industry, both the scale and
number of food processing enterprises increased. In 2003, the total amount of food processing
enterprises was 15 828 and 99.56 percent of them were small and medium food processing enterprises
(SMFEs). In 2009, the number of enterprises engaged in food processing reached 33 285 and according
to the national development and reform commission’s criterion, the number of SMFEs was 33 144, or
99.58 percent of food processing enterprises. In contrast with 2003, the absolute number of food
processing enterprises nearly doubled, whereas, the ratio of SMFEs only increased 0.02 percent. This
reflects the fact that many food processing enterprises were becoming larger in scale. Nevertheless,
SMFEs have made great contributions to the development of China’s food processing industry.

2. Contribution of SMEs to the development of China

Contribution to GDP

Agriculture is the fundamental industry in the national economy. Total output value of agriculture
contributes significantly to the country’s GDP. SMFEs are one of the main and most active bodies for the
production and management of agriculture. Therefore, SMFEs’ gross output value has also made a great
contribution to GDP.

First, SMFEs’ gross output value shows an expanding trend in the gross output value of agriculture. In
2003, SMFEs’ gross output value was 735.4978 billion yuan, or 42.31 percent of the gross output value
of agriculture. In the following few years, both SMFEs’ gross output value and the agricultural gross
output value showed a linear upward trend. In 2005, SMFEs’ gross output value reached to 1 237.128
billion yuan, and its ratio in gross output value of agriculture went beyond 50 percent for the first time,
reaching 55.18 percent. From 2006 to 2009, the ratio of SMFEs’ gross output value in gross output value
of agriculture was 62.94 percent, 71.18 percent, 82.04 percent, and 92.79 percent respectively.

Second, SMFEs’ gross output value also shows an expanding trend in the gross output value of industry.
During these seven years, both gross output value of SMFEs and industry rapidly enhanced, the ratio of
SMFEs’ gross output value in the gross output value of industry was maintained at about 5 percent. The
minimum ratio was 4.78 percent in 2006, and the maximum ratio was 5.96 percent in 2009. In fact the
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gross output value of SMFEs showed a trend of yearly enhancement. From 2007 to 2009, this figure was
0.25 percent, 0.42 percent, 0.41 percent respectively.

Third, the gross output value of food processing enterprises was mainly created by SMFEs. Nevertheless,
there were many large-scale food processing enterprises, such as Shuanghui, Yurun, Xinxiwang, and their
output values were very high. But, in contrast to SMFEs, the number of these kinds of enterprises was
very small. The ratio of the number of SMFEs in food processing enterprises was more than 95 percent
over the years. Food processing enterprises’ gross output value was 844.24 billion yuan in 2003,
and SMFEs contributed 735.498 billion yuan. The ratio was 87.12 percent. In 2009, gross output value of
food processing enterprises reached 3 718.02 billion yuan, and SMFEs’ gross output value reached
3 268.72 billion yuan. Its ratio was 87.92 percent, and the absolute output value of food processing
industries and SMFEs increased by 2 873.781 billion yuan and 2 533.22 billion yuan respectively. SMFEs’
contributed 87 percent to gross output value of food processing enterprises throughout the period.

Contribution to job creation

First, the number of employees in SMFEs is comparatively large and is increasing yearly. With each
increase in the number of food processing enterprises, SMFEs’ capability to provide employment is
greatly strengthened. In 2003, the number of employees in food processing enterprises was 2 827 349,
and the number of employees in SMFEs was 2 468 043. In 2009, the number of employees in food
processing enterprises reached 5 004 000 and the number of employees in SMFEs was 4 390 000. During
these years, the number of employees in SMFEs annually increased by over 400 thousand on average.
In 2008, the number of employees in SMFEs increased by 665.5 thousands over the figure in 2004.

Figure 1.  The output value ratio of SMFs industry, agriculture and industry
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Second, the ratio of the number of employees in SMFEs in the total number of employees increased
steadily. The ratio of the number of employees in SMFEs in the total number of employees was
continuously maintained above 4 percent and increased gradually. This figure was 4.29 percent in 2003,
and increased about 0.3 percent yearly from 2005. During 2006–2009, this figure was 4.29 percent,
4.4 percent, 4.67 percent, 4.97 percent respectively. However, the ratio of the number of employees in
SMFEs in food processing enterprises was maintained at about 87 percent. This figure was 87.3 percent
in 2003, and reached its highest of 88.33 percent in 2004.

Figure 2.  2003–2009 the employment situation in SMFEs
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Table 1.  The ratio of number of employees in SMFEs

unit:  percent

2003 2004 2005 2006 2007 2008 2009

Food processing enterprises
ratio of employees

4.92 4.64 4.98 4.98 5.08 5.31 5.67

SMFEs’ ratio of employees 4.29 4.10 4.24 4.29 4.40 4.67 4.97

SMFEs’ ratio of employees
in food processing enterprises

87.30 88.33 85.03 86.03 86.65 87.93 87.73

Contribution to export growth

Food is an important component for China’s import and export trade. During the Eleventh Five-year Plan
period, the total value of food imports and exports amounted to USD381.07 billion, or 3.26 percent of
the total value of national good imports and exports, and 125.9 percent higher than the Tenth Five-year
Plan period. It increased by 17.7 percent yearly on average. The total value of food exports amounted
to USD175.04 billion dollars, and was 84.2 percent higher than the Tenth Five-year Plan period
(2001–2005) (USD95 billion). SMFEs are an important component in food processing enterprises, and play
a significant role in food processing enterprises’ export trade.
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First, SMFEs’ export delivery value has increased rapidly. From the point of absolute value, SMFEs’ export
delivery value was 81.84 billion yuan in 2003, and exceeded 100 billion yuan in 2004. During the Eleventh
Five-year Plan period, SMFEs’ delivery value yearly increased about 30 billion yuan on average, reaching
208.9 billion yuan in 2009, an increase of 117.11 billion yuan compared to 2003.

Second, a great part of the food processing enterprises’ delivery value is contributed by SMFEs. Food
processing enterprises contribute a great share in terms of quantity, output value, employment and
export delivery value. In 2003, food processing enterprises’ export delivery value was 91.47 billion yuan,
and SMFEs contributed 81.84 billion yuan, or 89.48 percent. In 2004, food processing enterprises’ export
delivery value was 120.43 billion yuan, and the ratio of SMFEs’ contributions also reached its maximum
level of 91.17 percent. In 2005, the ratio of SMFEs’ contributions to delivery value reached its minimum
level of 85.58 percent. In recent years, the ratio of SMFEs’ contributions to delivery value showed a pattern
of a slow rise. From 2006 to 2009, this figure was 86.34 percent, 86.67 percent, 88.34 percent,
89.37 percent respectively. Overall, the ratio of SMFEs’ export delivery value in food processing
enterprises’ was maintained above 80 percent. This reflected the fact that SMFEs were the most
important contributors to food processing enterprises.

Table 2.  2003–2009 SMFEs’ export delivery value

unit: 10 million yuan

2003 2004 2005 2006 2007 2008 2009

Export delivery value 26 941.8 40 484.2 47 741.2 60 559.7 73 393.4 82 498.4 72 051.7

Food processing enterprises’
export delivery value 914.7 1 204.3 1 485.2 1 830.7 2 032.11 2 347.7 2 338

SMFEs’ export delivery value 818.4 1 204.3 1 271 1 580.6 1 761.14 2 074 2 089.5

Third, the ratio of SMFEs’ export delivery value in total export delivery value shows a downward then an
upward trend. In 2003, this figure was 3.04 percent, reaching its highest record for these seven years.
Influenced by the international trade situation and other factors, this figure began to drop. From 2004
to 2006, this figure was 2.97 percent, 2.66 percent, 2.61 percent respectively. In 2007, the upsurge of the
technical barriers to trade (TBT) (referred to as agricultural food security by the European Union) lead
to the drop of export delivery value, and this figure reached its lowest of 2.04 percent. And then, affected
by the pull of international market demand and the influence of the appreciation of the euro and other
currencies, the agricultural product export increased steadily. In 2008 and 2009, the ratio of SMFEs’ export
delivery value in total export delivery value began to increase, reaching 2.81 percent and 2.9 percent
respectively. However, overall, the ratio of SMFEs’ export delivery value in total export delivery value was
maintained above the level of 2 percent all the time, and its contributions to export trade were
comparatively stable.

Figure 3.  2003–2009 the ratio of SMFEs’ export delivery value in total export delivery value
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Influence of science and technology innovation

With the establishment of the socialist market economic system, the reform of SMFEs also made great
progress. Most of the SMFEs have set up a modern enterprise system, especially the private food
processing enterprises, which became the main force of agricultural food processing industry in some
regions. With the improvement of the modern enterprises system, science and technology innovation
has become an important aspect of modern enterprises’ management and gets great attention from
enterprises. Now, more than 500 key enterprises have set up R&D centers. Enterprises extensively
cooperate with research institutions, universities and colleges. These methods have greatly promoted the
enhancement of independent research capability for the food processing industry.

SMFEs also pay great attention to the application of “high-tech” or advanced technology. Advanced
technology in food preservation, especially freezing technology etc. is widely applied and greatly
promotes the enhancement of production technology in the food processing industry. Meanwhile, the
level of SMFEs’ equipment has been greatly improved. The level of equipment in dairy products, beer,
instant noodles industries conforms to international advanced level standard.

Investments in fixed assets

First, SMFEs’ accumulative investment in fixed assets has increases steadily. In 2004, SMFEs’ accumulative
investment in fixed assets was 92.011 billion yuan. In October 2010, SMFEs’ accumulative investment in
fixed assets was 491.1 billion yuan, the absolute investment value increased by 399.089 billion yuan,
433.7 percent higher than 2004, an annual increase of about 40 percent. In 2004, fixed assets investment
in the agricultural food processing industry and the food processing industry was 55.333 billion yuan
and 36.678 billion yuan respectively. The increment of fixed assets investment in the agricultural food
processing industry was obviously higher than in the food processing industry.

Second, fixed assets investment shows a declining trend. In 2004, fixed assets investment in the
agricultural food processing industry and the food processing industry increased by 38.7 percent and
25.2 percent respectively. This figure was 54.4 percent and 45 percent respectively in 2005. However, this
figure dropped to 31.6 percent and 42.6 percent respectively in 2006. In 2007, the increment of fixed
assets investment in the agricultural food processing industry was 14 percent higher than the previous
year, whereas, the increment of fixed assets investment in the food processing industry was 18 percent
lower than the previous year. In 2010, both fixed assets investment in the agricultural food processing
industry and the food processing industry showed a downward trend.

Figure 4.  2004–2010/11 the amount and increment of fixed assets investment in
agricultural food processing industry (unit: 10 million, percent)
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Contributions to regional development

During the Eleventh Five-year Plan period, under the direction of sets of regional development policies,
the regional economy of the food processing industry showed a trend of balanced and harmonious
development. The eastern region’s food processing industry continued to keep the leading position. In
2010, output value of the eastern region’s food processing industry was 3,260 billion yuan, an increase
of 173.9 percent compared to 2005 (1 190 billion yuan). In 2010, the output value of Shandong province’s
food processing industry was 1 150 billion yuan, taking the leading position in China. Relying on
agricultural resources, the middle region is trying to turn them into industry advantages. In 2010, output
value of the middle region’s food processing industry was 1 850 billion yuan, an increase of 293.6 percent
compared to 2005 (470 billion yuan). The output value of the food processing industry in Henan, Hubei,
Hunan increased by 28.8 percent, 43.2 percent and 31.6 percent respectively compared to last year. The
output value of the food processing industry in Henan was 502.066 billion yuan in 2010, maintaining the
second position since 2007. The western region has taken advantage of government policy to promote
the development of the food processing industry. In 2010, the output value of the western region’s food
processing industry was 1 200 billion yuan, an increase of 215.8 percent compared to 2005 (380 billion
yuan). In 2010, the output value of Sichuan province’s food processing industry was 397.073 billion yuan,
taking the third position in China. In terms of speed of development, during the Eleventh Five-year Plan
period, the food processing industry in the middle region developed faster than in other regions, and
the western region took second position.

3. Status of food processing industry in China

Key player in the nation’s economic development

First, the food processing industry promotes the development of the Chinese economy. For nearly
20 years, the food processing industry has developed rapidly. In 2010, the gross output value of food
processing enterprises above a designated size amounted to 5 300 billion yuan, which was an increase
of 13.1 percent on average, 1.6 percent higher than the average level for industry, and the realized profit
was 356.13 billion yuan. Thus the food processing industry accumulates capital for national development.

Second, the food processing industry has close relations with agriculture, industry, and services. The food
processing industry acts as a bridge between the agricultural industry and industry. Food processing
enterprises’ factories are usually built to integrate urban and rural areas. The rapid development of the
food processing industry will promote the development of the agricultural industry, accelerate the
growth of rural industry, advance the development of the rural economy, and strengthen the basis of
increases in farmers’ incomes. The development of the food processing industry can promote the
adjustment of the agricultural industry and the production industry, and advance the development of
other related industries. The food processing industry is a labour-intensive industry. It can employ lots
of rural labour, and promote the development of services. Third, the food processing industry has a direct
influence on the health of people’s body and mind. The food processing industry can directly affect
people’s quality of life and health, and increase farmers’ consumption by increasing their household
incomes.

Advanced technology can be applied, but does not flow freely

In the development plan of the food processing industry for the Eleventh Five-year Plan period, the
government puts great emphasizes on strengthening the food processing industry’s science and
technology innovations. In 2010, the output value of food processing industry’s new products was
275.60 billion yuan, an increase of 22.9 percent compared to 2009, or 4.37 percent of the total output
value of the food processing industry. From the perspective of profit capability of new products, the
wine-making industry, including fruit wine and health wine, has a comparatively strong profit capability.
Next is cigarette manufacturing, canned aquatic products manufacturing, rice wine and liquor
manufacturing.
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In developed countries, various types of advanced technologies such as biological technology and
electronic technology are applied in the food processing industry to enhance product quality, improve
product flavour and raise efficiency. During the transition period, the application of advanced technology
in the food processing industry also accelerates the adoption of improved food processing technology.
For example: new packaging technologies; ultra high pressure processing technology to improve product
flavour; microcapsule technology; microwave technology to keep food fresh; food irradiation technology
in food sterilization; and biological technology in genetic engineering.

The extensive applications of advanced technology play great roles in promoting the development of
the food processing industry. But, advanced technology doesn’t flow freely. According to related reports,
the conversion rate of agricultural technology in agricultural industrialization has reached 40 to
80 percent, far above other industries including the food processing industry. However, the food
processing industry, as a follow-up industry of agriculture, is still at a low level.

High level of emphasis on food safety

Food safety has a close relationship with people’s health and lives, the image of the nation and the
reputation of enterprises. It is the foundation of industrial survival. During the Eleventh Five-year Plan
period, food safety received greater attention, because of the many food safety accidents that occurred.
The Food Safety Law of the People’s Republic of China was formally enacted on 1 June 2009. Close
attention from the whole society makes most of the food processing enterprises pay more attention to
food safety, strengthens industry self-regulation, and promotes the advancement of the science and
technology in the food safety field.

Rapid development of foreign trade

During the Eleventh Five-year Plan period, the trade volume of food amounted to USD381.07 billion, or
3.26 percent of the national goods trade volume, an increase of 125.9 percent over the Tenth Five-year
Plan period. The value of food export amounted to USD175.04 billion, an increase of 84.2 percent
compared to the Tenth Five-year Plan period (USD95.03 billion). The value of food imports amounted to
USD206.03 billion, an increase of 179.8 percent compared to the Tenth Five-year Plan period (USD73.63
billion). Before 2008, the basic pattern of food foreign trade was that exports slightly exceeded imports.
The surplus was USD4.68 billion in 2006 and was USD1.67 billion in 2007. Since 2008, the amount and
value of food imports have greatly increased and the pattern of food foreign trade has been transformed
from a small surplus to large trade deficit. From 2008 to 2010, the food foreign trade deficit was
USD13.16 billion, USD9.47 billion, USD14.72 billion respectively. In 2010, the value of food imports was
USD59.86 billion, an increase of 190.8 percent compared to 2005. The value of food exports was
USD45.14 billion, an increase of 85.3 percent compared to 2005.

There are great differences in brand maturity between different food processing industries. For example,
there are many famous brands in these industries, such as dairy products, edible oils, instant noodles. In
contrast, the brand maturity in other industries is comparatively low, such as in the fermentation products
industry, salt mining, sugar, spices industry. No matter the degree of brand maturity, although there are
many famous brands in different industries, the industries still had many problems, such as counterfeit
foods, lack of standardized management, and so on. The main obstacle for enterprises wanting to export
food products abroad is lack of competitive advantages.

Urban and rural market disequilibrium

Now, China’s food processing industry pays more attention to the urban market than the rural market.
With the acceleration of urbanization, the population of urban areas is growing rapidly. Though there are
more people in rural areas than in urban areas, their incomes are comparatively low. Subsistence food
consumption hinders the development of food commercialization. Therefore, it is rational for enterprises
to put more focus on the urban market. However, it may lead to excessive development in urban areas,
and the neglect of the development of rural markets. The government has carried out a strategy of
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balancing urban and rural development, the gap between urban and rural income has been greatly
reduced and there are now opportunities to develop rural food markets. However, the present
production structure is not well adjusted to the demand of rural food markets.

4. External forces that shape the SMFEs sector in China

Sustainable development of agricultural resources

The Chinese government has always attached great importance to sustainable development, especially
since, the World Commission on Environment and Development when it was defined as development
that meets the needs of the present generation without compromising the ability of future generations
to meet their needs. In 1997, at the 15th national congress of the Chinese Communist Party (CCP),
sustainable development was considered the basis of China’s modernization. In 2002, the 16th national
congress of the CCP made the enhancement of the capability for sustainable development one of goals
for the comprehensive construction of a well-off society. Under the sustainable development strategy,
China is adjusting its strategic economic structure with new industries to provide support for
urbanization and agricultural modernization, promoting the gathering of production resources and the
shift of rural labour to urban areas to speed up industrialization and agricultural modernization. This will
create a new pattern of development with industrialization, urbanization, agricultural modernization
becoming mutually supportive and harmonious.

Great momentum to promote import and export trade

With the rapid development and globalization of the economy, China has become the most attractive
consumer market in the world. In 2010, China’ food imports were USD59.86 billion, an increase of
29.4 percent compared to 2009, 10.9 percent higher than food exports. Before 2008, the basic pattern
of food foreign trade was that exports slightly exceeded imports. The surplus was USD4.68 billion in 2006.
The surplus was USD1.67 billion in 2008. Since 2008, the amount and value of food imports greatly
increased, and the pattern of food foreign trade has been transformed from a small surplus to a large
trade deficit. From 2008 to 2010, the food foreign trade deficit was USD13.16 billion, USD9.47 billion,
USD14.72 billion respectively. In 2010, the value of food imports was USD59.86 billion, an increase of
190.8 percent compared to 2005. China’s exports were valued at USD45.14 billion, an increase of
85.3 percent compared to 2005.

Further clarification of functions between different departments

Since 1 January 2004, the state council has stipulated that the agricultural department is responsible for
supervising agriculture production, the quality inspection department is responsible for supervising food
processing, the industry and commerce department is responsible for supervising food circulation, the
health department is responsible for supervising restaurants and canteens, the food and drug regulatory
authority is responsible for supervising food safety. Moreover, food supervision information will be
published by these departments. According to the Food Safety Law and various regulations, the Ministry
of Health, the Ministry of Industry and Information, the State Administration for Industry and Commerce,
the General Administration of Quality Supervision, Inspection and Quarantine, the Food and Drug
Administration have their own specific functions.

Although recently the government readjusted and clarified the various food safety supervision
departments and their functions, there are still contradictions in the system, mostly arising from the lack
of cooperation. The food processing industry comprises the production of raw materials, the production
of equipment and technologies, and services related to distribution and commerce etc.

Many problems, such as vicious competition have caused enterprises’ losses, and seriously blocked the
development of the Chinese food processing industry. Although there is a plethora of documents
providing guidance, the lack of strong regulatory organizations and mechanisms, has resulted in the food
processing industry being inefficient and of poor quality.



102

Rapid growth of the scale of the food processing industry

The scale of the food processing industry is growing rapidly along with associated economic benefits.
In 2010, the number of food processing enterprises above the designated size (i.e. having annual sales
from its principal activity of five million yuan or more) was 41 867, an increase of 17 828 compared to
2005, or an increase of 74.2 percent. The gross output value of food processing enterprises above the
designated size was 6 310 billion yuan, an increase of 208.1 percent compared to 2005. Tax revenues
amounted to 531.575 billion yuan, an increase of 145.9 percent compared to 2005. Realized profit was
388.509 billion yuan, an increase of 215.1 percent compared to 2005. The sales profit ratio was
6.44 percent, an increase of 0.26 percent compared to 2005. The number of employees was 6.54 million,
an increase of 1.90 million compared to 2005. The food processing industry has become an important
industry providing much needed employment and improving people’s lives. The ratio of the output value
of the food processing industry in industry has risen from 8.1 percent (2005) to 9.2 percent (2010). The
food processing industry’s position as a pillar industry in the national economy has been further
consolidated. Nevertheless, further adjustment of the food processing industry’s structure is still
necessary.

Improvement in the status of food safety

In recent years, although there are still many problems, the overall status of food safety has improved.
The government pays great attention to food safety, and carries out all kinds of measures to supervise
food safety, but still there is a wide gap between the status of food safety in China and that of the more
developed countries. Many food safety accidents occurred in 2010. Contaminated milk powder was found
in Gansu province, Qinghai province, and Jilin province. It seriously damaged consumer confidence and
had negative impacts on the development of the dairy industry and the food processing industry.

Moreover, industry security is also confronted by great challenges. Soybean oil processing in the
vegetable oil industry has high degree of dependence on external sources of raw materials. In 2009, the
volume of soybean imports was 42.55 million tons, and the value of soybean imports was USD18.8 billion.
In 2010, the volume of soybean imports was 54.80 million tons, an increase of 28.8 percent, and the value
of soybean imports was USD25.1 billion, an increase of 33.5 percent. The ratio of soybean oil in vegetable
oil is about 50 percent to 60 percent. The high degree of dependence on external sources of raw
materials poses a potential threat to the country’s vegetable oil industry security. The dairy industry also
is confronted by great challenges. Contaminated milk powder accidents that occurred in 2008 caused
Chinese consumers to turn to foreign milk powder. In 2010, the import of milk powder was 0.4173 million
tons, or 67.9 percent higher than in 2009, and nearly 30 percent of national production. The value of
imports was USD1.395 billion, or 138.8 percent higher than in 2009.

5. Government policy and legal framework

Legal framework

Since China’s economic reforms, people are paying more and more attention to the legal and regulatory
system of the food industry, especially as the food processing industry is developing rapidly. Since the
1980s until now, China has established an integrated system of laws and regulations pertaining to food
safety and this provides sufficient safeguard of food safety and enhances the quality of people’s lives.
The laws include: the Food Safety Law of the People’s Republic of China; the Product Quality Law of the
People’s Republic of China; the Standardization Law of the People’s Republic of China; the Metrology Law
of the People’s Republic of China; the Law of the People’s Republic of China on Protection of Consumers;
the Law of the People’s Republic of China on the Safety of Agricultural Products; the Criminal Law of the
People’s Republic of China; the Food Hygiene Law of the People’s Republic of China; the Law of the
People’s Republic of China on Import and Export Commodity Inspection; the Law of the People’s Republic
of China on the Entry and Exit Animal and Plant Quarantine; the Frontier Health and Quarantine Law of
the People’s Republic of China; the Animal Epidemic Prevention Law of the People’s Republic of China.
The regulations include: Special Rules of the State Council on Strengthening the Supervision and
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Management of the Safety of Food and Other Products; Measures for the Implementation of the
Regulation of the People’s Republic of China on the Administration of Production License for Industrial
Products; Regulations of the People’s Republic of China on Certification and Accreditation; Regulations
for the Implementation of the Law of the People’s Republic of China on the Entry and Exit Animal and
Plant Quarantine; Regulations of the People’s Republic of China on Administration of Veterinary Drugs;
Regulations of the People’s Republic of China on the Control of Agricultural Chemicals; Rules of the
People’s Republic of China on the Origin of Export Goods; Regulations for the Implementation of the
Standardization Law of the People’s Republic of China; Measures for Investigating, Punishing and Banning
Unlicensed Business Operations; Regulations on Administration of Fodder and Fodder Additives;
Regulations of the People’s Republic of China on the Administration of the Import and Export of
Endangered Wild Animals and Plants. Divisional regulations include: Measures for the Administration of
Food Hygiene Licenses; Measures for the Hygienic Administration of Food Additives; Measures for the
Administration of the Inspection and Quarantine of Meat Products at Entry and Exit; Regulations on
Inspection and Quarantine of Entry and Exit Aquatic Products; Measures for the Administration of Food
Safety in the Circulation Sector; Administrative Measures for the Safety of Places of Origin of Agricultural
Products; Administrative Measures for the Packaging and Marking of Agricultural Products, Administrative
Provisions on the Sanitation Registration and List Entry of Export Food Manufacturing Enterprises.

Agro-industrial policy

In 2010, China kept the price of agricultural products stable, extended circulation channels, and increased
the quality of the products. The State Council proposed several policies such as “eight rules of agricultural
revitalization”, “agricultural subsidies”, “crops’ minimum purchase prices”, “grain collection and storage”,
“regional planning of planting”, “grain program for medium and long-term”, “program for forestry
revitalization”, “the rate of export rebate of agricultural products” and so on. It has improved the policy
of agriculture, but also consolidated the foundations of agricultural development, as well as promoted
the development of the agro-food industry.

The “eight rules of agricultural revitalization” is the policy promulgated by the State Council that aims
to stabilize agricultural development and increase the incomes of peasants. It includes measures to
guarantee agricultural production, especially crops, stabilize the development of animal husbandry,
support the development of leading companies and the agricultural products processing industry,
promote the development of agricultural products distribution, increase the employment of migrant
workers, improve people’s lives and infrastructure in the countryside. Moreover, it emphasizes the
importance of agricultural production, makes the direction of agricultural development clear, and
promotes the long-term sustainable development of the agro-food industry.

The program for forestry revitalization is another significant policy to help agricultural development. This
clarifies the four goals of forestry development. First, make sure that the total output value of the forestry
industry increases steadily, from 1,440 billion yuan in 2008 to 2 026 000 billion yuan in 2012, and keep
the growth rate increasing at 12 percent per year. Second, stabilize the export market of forest products;
– according to one estimation, the total volume of international trade of forest products will rise to above
USD90 billion and the total volume of exports will be more than 50 billion yuan. Third, optimize the
structure of the forestry industry, and try to increase the output of the secondary forestry industry and
the tertiary forestry industry, which focuses on ecotourism, to 50 percent and 18 percent respectively of
the gross forestry output. Fourth, support the development of leading companies, develop 100 national
forest companies and ten characteristic industrial clusters in three years, and cultivate as
a pillar industry the cultivation of forest resources, wood-based panels, biological drugs manufacture,
woody grain and oil, and biomass energy.

In 2009, based on the expanding domestic demand and to stabilize employment, the State Council
promulgated the “Notification of raising export rebate rate for some commodities”, which increased the
export rebate rate of further processing of agricultural products. The rate of canned food, juice and silk
has increased to 15 percent whereas the rate of corn, starch, and alcohol has risen to 5 percent.
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Food safety regulations

The food safety problems have caused concern all over the world. It is also a significant problem for the
Chinese government in meeting its goals of managing state affairs and bringing peace to the Chinese
people. Therefore, the government promulgated the “Food Hygiene Law of the People’s Republic of
China” in 1995, according to which, the “Food Safety Law of the People’s Republic of China” was approved
at the Seventh Session of the Eleventh National People’s Congress. This law has detailed provisions about
risk monitoring and assessment of food safety, standards for food safety, food production and
management, food inspection, food import and export, the disposal of food safety incidents, supervision
and administration and legal obligations. This law is designed to meet the demands of the current food
safety situation, and serves as a legal weapon that can contribute to the creation of a harmonious society.
In order to solve the food safety problem institutionally and eliminate the hidden damage, the Chinese
government has also enacted the “Law of the People’s Republic of China on Agricultural Product Quality
Safety”, the “Product Quality Law of the People’s Republic of China”, and the “Food Hygiene Standards”.

6. Status of institutional mechanisms

Technology (including indigenous technology) and innovation

In recent years, the Chinese food industry has been in a good situation with the support of the
government. During “the tenth five-year project”, the annual growth rate of the food industry’s gross value
was above 20 percent, whereas the annual growth rate of its sales income was 18 percent, and the
growth rate of profits (tax included) reached 17 percent. This rapid development would not have been
achieved without the help of scientific and technological innovation.

In 2002, according to laws and regulations such as “Law of the People’s Republic of China on Science and
Technology Progress” and “Measures for the Administration of the Establishment of Science and
Technology Awards by Non-governmental Sectors”, China’s National Food Industry Association
established science and technology awards, which are approved by the Ministry of Science and
Technology and aim to reward the enterprises, programs and talents that have made major contributions
in terms of scientific and technological innovations in the food industry. In order to promote the scientific
and technological progress of the food industry as well as change the way the food industry grows,
China has carried out a series of activities such as innovation-based pilot enterprises of the food industry,
which give impetus to enterprises to enhance their independent innovation capability, assists them to
establish and improve an independent innovation system, leads different types of enterprises to
make a strategy of technological innovation, explores the most effective mode of innovation and
development, as well as guides more enterprises along the road of independent innovation.

The China National Food Industry Association has proposed the Outline of National Food Industry
Science and Technology Development from 2006 to 2016 in order to thoroughly encourage and support
independent innovation and promote the food industry’s sustainable, stable and healthy development.
The outline has provided a guiding ideology, cardinal principles and a direction for the next ten years
of food industrial technological development, elaborated the contents of technological development and
proposed policies and measures aiming at promoting strategic adjustment and upgrading of the
structure of food industry and accelerating its progress toward being brought in line with international
advanced level.

In December 2005, the Ministry of Science and Technology, the State-owned Assets Supervision and
Administration Commission of the State Council together with the All China Federation of Trade Unions
started to implement the program of Technology Innovation Guide Engineering, which includes six
important items: (i) carry out a pilot program for innovative enterprises; (ii) encourage the building of
market-oriented industry-university-research alliance in several realms; (iii) optimize resources, support
original innovations and integrated innovations of strategic industries; (iv) strengthen the construction
of enterprises’ R&D institutions and industrialization base; (v) strengthen the construction of a public
service platform; and (vi) strengthen skills training and encourage technological innovation among
employees.
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Commercially oriented research and development

With the promotion of IT-based globalization, the Chinese food industry has advanced a strong demand
for independent research and development and technological innovation. The food enterprises must
update their technology with the help of technological independent innovation so as to maintain the
industry’s advantage and expand its market share. Meanwhile, only if the independent technological
innovation of the enterprise is market-oriented and maintains its lead in technology, will it realize
sustainable development and ensure enterprise competitiveness. This is the key for those enterprises
wanting to upgrade themselves and make the transition to a modern, globally competitive enterprise.
Among the many factors that influence strategic decisions, independent innovation is one of the most
significant. If enterprises expect to make the shift from relying on increasing material resource
consumption to relying on scientific and technological progress, enhancing labour quality and
management innovation, they will have to rely on autonomous innovation. The key to this lies in
knowledge strengthening and technological investment, which will provide a firm foundation for
innovation in the industry.

Under the approval of the government, the Ministry of Science and Technology of China has
promulgated the Suggestions for Allocation Systems of Corporation Innovation, which is to carry out the
National Guideline on Medium and Long Term Program for Science and Technology Development
(2006–2020), supporting the innovation and intellectual property rights of researchers. The Suggestions
encouraged companies to set up management systems of intellectual property rights and properly
benefit researchers in terms of distribution. The purpose of the Suggestions is to enhance the role of
innovation in realizing stable and sustainable development.

Development of human resources

Human resources, known as the First Resources, are the most significant strategic resources and the
decisive factors of comprehensive national power in the twenty-first century. In modern times, science
and technology have never been so powerful in terms of rapidly developing and deeply influencing the
society and economy. Therefore, the ability and efficiency of innovation and application of knowledge
and information is one of the most decisive factors in a country’s economic and social development, and
the quality of human resources are the core elements in the knowledge-based economy. Recently, many
countries have been taking positive measures to promote the development of human resources and
have achieved a certain amount of progress. However, there are still needs for improvement to satisfy
practical needs. There are problems of shortage of human resources, of unfair and unreasonable
competition among international talents, of the gap between developing and developed countries, and
of the loss of talents of the developing countries. If such problems are not solved practically, the growth
of developing countries will be inhibited.

The nurturing of talents is highly valued by the Chinese government, which has proposed and
implemented the Strategy of Invigorating China through Science and Education, as well as advocated
respect for knowledge and distinguished scientists, making human resources an important stimulus to
the sustainable development of the economy and society. The government also insists on giving priority
to scientific and educational development, promoting the integral exploitation of human resources,
reforming systems of personnel employment, creating conditions for different kinds of talents, as well
as constantly enhancing moral and intellectual levels of the nation to promote their skills and knowledge.
Consequently, China has achieved great accomplishments since reform and opening up, yet remains one
of the developing countries because of its large population, weak foundations, and unbalanced
development. Unable to meet the demands of the society and economy as yet, the exploitation of
human resources in China is falling far behind the advanced level of the developed countries. Therefore,
the government is proactively developing talent as well as exploiting and comprehensively enhancing
the basic qualities of human resources, in order to close this gap.
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Financial and fiscal systems

China is now implementing the “revenue-sharing-scheme” financial management system, under which
the range of expenditure is divided according to the authority of central and local government.
To be specific, central authority financial institutions are in charge of national security and diplomacy
the operation of state organs, the adjustment of the economic structure, regional development and
macro-control, as well as other directly supervised national level projects. In contrast, local financial
institutions are mainly responsible for the expenditure of local government operations, and local
economic and social projects.

The total government budgetary expenditure share of GDP in China is still below the overall level of the
developed countries when they were experiencing rapid growth in the sixties and seventies. More
importantly, each financial reformation since 1980 is focusing on the division of government income
rather than on substantive changes in the structure of the government expenses. Thus, the alteration is
just in the amount rather than the nature, despite the change of share of various kinds of government
expenditures, which include the decline in terms of economic construction and national defense, and
the rise of administrative, cultural and educational expenses.

This framework of non-market-oriented government expenditure is a concrete representation of the
overall way of thinking that centered on economic growth instead of social equity or environmental
protection. In the case of scarcity, it is still very unclear what the government should do, and more
importantly, what it shouldn’t do. For example, the total nominal price of budgetary expenditure of the
government in the 1990s has increased by four times yet is still in short supply. The reason for this
situation is that government expenditure is still used for projects that should have been undertaken by
the market. With limited funds, responsibilities that are or should have been assumed by the government
are especially short of investment. The absence, especially in key expenditure fields, leads to problems
of insufficient total quantity, unreasonable structure and inferior management.

Promotional strategy

A marketing strategy is a customer-oriented activity based on information on demand, purchasing ability
as well as commercial expectations. It aims at providing satisfying products and services to realize the
objectives of the corporation through coordinated methods of providing products, deciding pricing, and
ensuring distribution channels and products promotion. It is also necessary for the food industry to
develop strategies from those four aspects. The strategy of products include deciding a product name,
advertising the products, establishing a trademark, deciding appropriate packaging, ensuring consumer
convenience and positive feeling. The strategy of price includes leading the price, following the price and
selling at a low price. The channel strategy focuses on exploring and controlling end customers, as well
as fully accessing information about customers. The promotion strategy involves publicity materials, and
arranging a product display according to the principle of shelves display.

Safety, quality and consumer protection

The status of food quality safety is a significant symbol to measure the level of economic development
and the people’s quality of life. The Chinese government has always been people oriented, attaching
great importance to food safety and giving priority to strengthening food quality safety. China has
improved the system of food safety supervision, and enhanced the role of food safety laws and standards.
It has also implemented rigorous supervision of food quality safety, and actively promoted international
communication and cooperation, which has obviously enhanced the consciousness of food safety of the
whole society. The overall level of food quality in China is steadily improving as a result of the
government’s constant efforts to improve food safety.

Consumer protection movements started late in China. In 1983, the International Organization of
Consumers Unions (IOCU) confirmed the 5th of March as World Consumer Rights Day. In China, the first
consumer organization was set up in Guangzhou and was named the Consumer Council of Guangzhou.
The Consumers Association of China was approved by State Council in December 1984. After that,
consumers associations at all levels were established in succession. The Consumer Association of China
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was admitted to the IOCU in September 1987. After China entered the WTO, the protection of consumers’
rights was given greater importance. Shanghai was the first to change the name of the consumers
association to the Committee of Consumers’ Rights and Interests Protection, which better represented
the trend of the movement of consumer protection, showed the essentials and functions of the
committee and made them more clear to the consumers. As consumers protection organizations
develop, consumers’ rights and interests are increasingly protected. Meanwhile, the relevant laws and
regulations pertaining to Chinese consumers’ protection are improving, and the rights of consumers are
being given legal recognition, and are being standardized and expanded. Through the consideration of
the experience of consumer protection abroad and also the domestic situation, China has established
a legal system for protection of consumers’ rights and interests, which is composed of the Law of the
PRC on the Protection of the Rights and Interests of Consumers, the Product Quality Law of the People’s
Republic of China, the Food Hygiene Law of the People’s Republic of China, and the Anti-Unfair
Competition Law of the People’s Republic of China. This legal system effectively guarantees the
protection of consumers’ rights.

7. Status of industrial infrastructure

Power, transport and communications

In terms of electrical supply, the capacity to generate electricity is increasing at a relatively high speed,
and the electrical structure has obviously been improved. In 2008 China, as a result of investing more
in hydroelectricity than any other source of power, had a total of 90 510 000 kilowatts of newly added
power capacity. The increase of hydropower that year, including the last seven units of the Three Gorges
Dam, was 20 100 000 kilowatts, which accounted for 22.21 percent of the total invested power capacity.
Moreover, the additional wind power generating capacity reached 4 660 000 kilowatts, giving a total
generating capacity of 12 800 000 000 kilowatts per hour with a year-on-year growth of 126.79 percent.
The share of thermal power stations has continually reduced, with only four million-kilowatt units
newly added. Moreover, each thermal generating unit, with at least 600 000 kilowatts, accounted for
63.11 percent of the newly invested generating capacity. In 2009, the generating capacity in China was
more than 800 000 000 kilowatts (among which the hydroelectricity and thermal station accounted for
22.51 percent and 74.60 percent respectively), with the use of No. 6 Laxiwa Hydropower station of China
Power Investment Corporation. The grid is constantly expanding, from 6 475 kilometres of 35 000 volts
after the founding of China, to 1 250 000 kilometres. Therefore, the rapid growth of the electrical industry
has provided a firm foundation for the food industry.

From the perspective of transport, the length of railway in service was 85 500 kilometres, which was ten
thousand kilometres longer than it was in 2005. Meanwhile, the length of road was 3 860 800 kilometres,
520 000 kilometres longer than it used to be in 2005, of which 6 510 000 kilometres are highways,
240 000 kilometres longer than the situation in 2005. Besides, other means of transportation have been
greatly improved as well. For example, the range of civil aviation was 2 345 100 kilometres, together with
that of an oil pipeline 69 000 kilometres and inland waterways 123 700 kilometres, with each one of them
346 600, 25 000, and 400 kilometres longer than they used to be in 2005, respectively. Of all means of
transportation, road traffic has seen the largest increase of 520 000 kilometres, whereas the minimum
growth lies in the inland waterways. Generally speaking, rapid development of transportation is playing
a fundamental role in the logistics of the food industry.

As far as the development of communications technology is concerned, the IT-based food industry has
been ensured by developing technologies, such as data communication, Internet, wireless and optical
communication. Data communication basically includes using e-mail and visiting the websites to give
an impetus to related businesses in various domains, involving file transfer, voice mail, videotex, directory
inquiries, information retrieval, as well as intelligent telex. The Internet, as the carrier of voice, data, and
video, has become the most important information infrastructure in the modern world. The crucial
technology is becoming more and more practical, manageable, and safe. What’s more, wireless
communication is heading towards 3G and wifi/wimax, which makes voice communication possible, such
as video calls and browsing. Therefore, communications technology has facilitated online sales of the
food industry, eliminating the restrictions of cable and regions.
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Water resources

China is a country of severe water shortage problems. Although the total fresh water resources are
2 800 billion cubic metres, which accounts for 6 percent of the earth’s water resources, ranking China
fourth in the world, after Brazil, Russia and Canada. The fresh water resources per capita are only about
2 300 cubic metres, which is only a fourth of the average amount per capita globally and a fifth of that
of America, ranking China 121st on earth. That situation has made China one of the thirteen most water
scarce countries in the world. Except for the floods and groundwater in the remote areas, fresh water
availability is minimal. There is only 1 100 billion cubic metres of fresh water left, 900 cubic metres per
capita with an unbalanced distribution. By the end of the twentieth century, roughly 400 cities out of
600 were struggling against water shortage problems, 110 of which were suffering from severe scarcity.
The gross shortage of water is 6 billion cubic metres. Moreover, the underground water of most cities
in China, according to researchers, is suffering from certain degrees of point-like or planar pollution. And
the trend is accelerating. This is threatening the sustainable development the government is
implementing. Worse still, the safety and health of all citizens are at risk as well. The Ministry of Water
Resources predicted that there will be 1.6 billion people and only 1 750 cubic metres of fresh water per
capita for Chinese people. Therefore, taking water conservation into consideration, the estimated total
water usage will be 700 or 800 billion cubic metres, requiring a further 130 to 230 billion cubic metres
of water supply. However, the actual amount of available water resources is already near the upper level,
leaving the issue of water exploitation a tough one to address.

Land

The basic reality of land in China is harsh. Although there is a considerable amount of land in total, the
land per capita is much less, with few excellent or reserve land resources. According to research on the
exploitation of land, there are 122 082 700 hectares of ploughed land nationally, 11 549 000 hectares of
gardens, 235 741 100 hectares of woodland, 262 142 800 hectares of grassland, 25 520 900, hectares of
farm land for other uses, 26 015 100 hectares of residential, working and mining areas, 2 308 500 hectares
of land for transportation, 3 598 700 hectares for hydraulic engineering, and the rest being unexploited
land. Following the progress of urbanization and industrialization, national cultivatable areas are
continually on the decrease. Compared to 2004, the net decrease in 2005 was 361 600 hectares. To be
specific, ploughed land has reduced by 0.30 percent and grassland by 0.21 percent. In contrast, garden
areas have increased by 2.31 percent, woodland by 0.30 percent, residential, working and mining areas
by 1.11 percent, lands for transportation by 3.37 percent, and lands for hydraulic engineering by
0.26 percent. It’s not difficult to conclude that 138 700 hectares of ploughed land was exploited for other
uses. Besides, ploughed lands are being reduced by many means: there are 73 400 hectares of altered
yet unreported ploughed lands; 52 500 hectares of destroyed ploughed lands; 390 400 hectares of
ploughed lands that have changed ecologically; and 12 300 hectares that have reduced because of the
structural adjustment of agriculture. The only increase comes from reclaimed land, which accounts for
306 700 hectares, or 144.56 percent of construction land. Therefore, the government should earnestly
protect farmland, save the intensively cultivated land, control the supply of non-agricultural fields, and
gradually complete the system of the land market.

Environmental protection

The environment provides the basis of human existence, and thus needs to be protected. Thanks to the
government’s efforts to protect the environment, China has made substantial progress after
implementing various protective measures. However, the agricultural ecology is still threatened. Soil
erosion, water pollution, desertification, polluted farmlands, are all serious environmental problems.
Besides, regional water shortages and pollution are significantly constraining the development of
agriculture and related industries. Unfortunately, rural industrialization and the transfer of urban
industries to the countryside are the basic sources of rural pollution. Each factor addressed above has
a direct influence of safety problems and even sustainable development of the agricultural based food
industry.
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8. Constraints and strategic priorities for enhancing the competitiveness of SMFEs

Strategic priorities of SMFEs

Specialized and refined strategies

It is difficult for SMFEs to survive severe competition without specializing. In order to attain vitality in the
market-oriented economy, SMFEs need to specialize on the basis of certain features and integrate their
superior resources, through which they will benefit from economies of scale. Consequently, the
concentrated target will give SMFEs an advantage in terms of management, operations and a favourable
position in the market. In order to do that, there are several steps to take: (i) make the target market clear
through investigation; (ii) cooperate with institutions to gain access to better technology; (iii) dominate
the market by taking advantage in terms of the cost or uniqueness of products; (iv) open up more sales
channels and apply better marketing methods, for example, strengthening coordination with the sellers,
expanding the market range, adopting flexible price strategies; and (v) highlight the enterprise’s unique
operating characteristics that can form the basis of business initiatives and give a competitive advantage.

Cooperate with strong corporations

First of all, for close cooperation with big enterprises, implement coordination of franchised operations
or industrial-chain-based operations. Second, carry out joint initiatives among SMFEs, which could realize
complementary cooperation and economies of scale effects in terms of capital, technology and human
resources. Third, specialize within each SMFE and associate on the basis of their specialties to make up
for any individual deficiency. Moreover, through market research, SMFEs could also look for new
opportunities that are ignored by big companies or that are not economic for them.

Implement an IT-based development strategy

SMFEs are required to master various marketing information activities in this era of information
technology so that they can react efficiently to the changing demand of the market. First of all, to obtain
prompt information of product demand and supply, SMFEs could take advantage of all kinds of
consultative agents. Second, for productive skills and knowledge, SMFEs could offer access to seminars
and advanced studies for specialized technicians and engineers. Third, for timely information about
qualified human resources, enterprises could turn to campuses or social recruiting websites.

Establish an export-oriented international development strategy

As the major supplier in the domestic market and contributor to the international food industry trade,
SMFEs need to break new ground to succeed in international food markets. This requires seizing
opportunities in terms of technology, talented human resources and marketing, looking positively for
international participation, starting cooperative fields, as well as exploiting advanced techniques and
management skills with their own comparative advantages.

Constraints

Lack of management skills and systems

Most SMFEs in China are in the non-public sector of the economy and their development is literally
based on the “gut feelings” of their initiators. In terms of corporations’ life cycle, most of them are still in
the early stages, although some are rapidly expanding. A lot of unfavourable factors are restraining
SMFEs’ development, such as management by households with individual or joint owners, out-of-date
administrative mechanisms, traditional management thinking, and so on.

Lack of competitiveness in the market

It is through scientific optimization of various factors such as capital, techniques, and labour that
enterprises can achieve distinctive advantages as a whole. The reason why food products are weak in
competition is that SMFEs are restricted by capital and personnel factors. These elements contribute to
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low-level techniques and little innovation, especially weak research capabilities, inefficient production and
low added value of the product.

Shortage of qualified human resources and weakness in terms of lack of innovation

The reason why SMFEs lack innovation is that most of the better qualified human resources tend to work
at big companies. This has resulted in obstacles to spreading and applying new techniques and corporate
culture. To be more specific, there is a serious shortage of qualified human resources in SMFEs, especially
compound specialists. To make things worse, the existing workforce in SMFEs often leave for higher
salaries, which raises the cost of training recruits. Therefore, a shortage of qualified labour and the
instability of the existing qualified workforce directly influences companies’ abilities to manage and
innovate.

Difficulties in financing

Basically, the ratio of loaning to SMFEs is much lower than that of small and medium-sized enterprises
(5 percent). Most SMFEs, unable to find support from the national financial systems, have turned to
irregular ways of financing. According to research, the cause of difficult financing lies in SMFEs’ low
credibility, the high cost of financial management, problems related to the evaluation systems and
procedures of the bank, together with the inability of the of SMFEs to offer realistic guarantees.

9. Summary and conclusions

As has been shown above, the rapid development of SMFEs is very significant for the national economy.
In return, the establishment of related regulations, the expanding scale of food industry, and the
strengthening of the industrial infrastructure is providing a supportive external environment to the
SMFEs. SMFEs give an impetus to the growth of the national economy, exports and investment of fixed
assets. SMFEs also play an important role in realizing economies of scale effects, and provide jobs,
especially for the non-agricultural sector. Their rapid development is pushing the spread and application
of technology, and technological innovation and this contributes significantly to improving food safety.
SMFEs are driven by the healthy development of the national food processing industry. External factors
contributing to the development of SMFEs are related regulations, the division and definition of relevant
administrative authorities, as well as various exporting firms of the food industry. Besides, the rapid
expansion of electrical transportation and communications technology is providing a solid foundation
for SMFEs. However, the development of SMFEs is restricted by shortages of qualified human resources,
weakness in innovation, and difficulties of financing. Therefore, specialized and IT-based international
strategies must be implemented without delay.
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POLICIES AND STRATEGIES FOR THE DEVELOPMENT OF SMALL AND
MEDIUM SCALE FOOD PROCESSING ENTERPRISES IN INDONESIA

by
Hadi K. Purwadaria, Muhammad Firdaus and Nanik Purwanti

Swiss German University

1. Introduction

Indonesia is one of the five most populated countries in the world with about 230 million people in 2012.
With such a population, the food industry plays a significant role in food security, food resilience, and
food safety. Data related to food SMEs, however, is spread out in various ministries and unfortunately is
not consistent, not specific and inaccurate. There is no agreed upon definition of “Food SMEs” as such.
For example, the Ministry of Cooperatives and SMEs (MOCS, 2012) released data on the growth in the
number of micro and SMEs from 2006 to 2010, that showed that there were 53.8 million enterprises
comprised of 53.2 million micro-enterprises, 573.6 thousand small enterprises, 42.6 thousand medium
enterprises, and 4.8 thousand large enterprises in 2010. Thus, 98.9 percent of the enterprises were
micro-enterprises. However, there was no data on specific food micro-enterprises and SMEs (MSMEs).
The Central Bureau of Statistics (BPS, 2011) classified medium-scale and large-scale food and beverages
enterprises as one group, and listed 5.8 thousand enterprises in 2009 employing 834.3 thousand people.
However, no statistics were reported for small-scale food and beverages enterprises. BPS also analyzed
the contribution of the processing industry to national GDP, and categorized food, beverages, and
tobacco as one cluster. Data from the Ministry of Agriculture (MOA) includes farmers as MSMEs for all
sectors of agriculture covering agribusiness and agro-industry as well. Whereas BPS separated farmers
in agriculture, livestock, and fishery from the processing industry.

This background paper has been written on the basis of existing data resources some of which are of
doubtful quality. Although the authors have tried to address the specific small and medium food
processing enterprises (SMFEs), in the analysis they have at times been compelled to use data that refers
to a broader group of enterprises. In some sections, the analysis is based on the authors’ own experiences
in conducting development work for SMFEs in various regions of Indonesia.

It is also worth noting that the criteria of SMEs in Indonesia may differ from other countries, thus, for
comparison the paper makes reference to the World Bank criteria as described in Table 1. Looking into
this table, the small enterprises of Indonesia belong to the lower group of small-scale enterprises of the
World Bank’s criteria, and the medium-scale enterprises vary from small-scale to the lower group of
medium-scale enterprises of the World Bank’s criteria.

Table 1.  Criteria of micro and SMEs in Indonesia compared to the World Bank

No. Scale of enterprises
Criteria

Indonesia* World Bank**

1 Micro

Maximum number of employees 4*** 10

Maximum sales volume per year 300 million IDR USD100 thousand
(USD31.2 thousand)****

Maximum asset 50 million IDR (USD5 200 USD) USD100 thousand

2 Small

Maximum number of employees 19 30

Maximum sales volume per year 2.5 billion IDR (USD260 thousand) USD3 million

Maximum assets 500 million IDR (USD52 thousand) USD3 million
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2. Review of small and medium food processing enterprises (SMFEs) and their
contribution to development in the country

Similar to other Asian countries, SMEs in Indonesia have a strategic role to play in the nation’s economic
development. The SMEs’ role has been demonstrated in their ability to create a large number of jobs and
add considerable value to their products. From 2000 to 2008, SMEs increased the added value of their
products to 60 percent, the value of exports by 18 percent, and employment by 90 percent (ESCAP, 2012).
SMEs do not require highly educated employees, thus they help to reduce unemployment in the lower
income communities. SMEs also showed resiliency during the economic crisis in 1997-1998. Whereas
many large enterprises went bankrupt, especially those using imported raw materials, SMEs achieved
growth. Partomo (2004) stated various reasons for the success of SMEs in the face of the crisis: 1) the
demand elasticity of SME products, which are for the lower income communities; 2) SMEs mainly depend
on family or own investment so are not influenced by the interest rate fluctuations; 3) small enterprises
have the flexibility to move from one product to another product, or one business to another business;
and 4) higher qualified human resources who lost their jobs in larger enterprises during the crisis moved
to smaller enterprises thus strengthening the capacity of the smaller ones.

The growth of MSMEs from 2006 to 2010 is listed in Table 2 compared to the large enterprises. Small and
medium enterprises indicated a significant growth of 21.4 percent, and 15.8 percent, respectively, in five
years, whereas large enterprises remained almost stable.

Table 1.  (continued)

No. Scale of enterprises
Criteria

Indonesia* World Bank**

3 Medium

Maximum number of employees 99 300

Maximum sales volume per year 50 billion IDR (USD5.2 million) USD15 million

Maximum asset 10 billion IDR (USD1.04 million) USD15 million

* Government Law No. 20/2008 for Micro and SMEs, (available at http://www.depkop.go.id/index.php?option=com_
content&view=article&id=129).
** http://infoukm.wordpress.com/tag/kriteria-ukm
*** BPS
**** USD1 is about IDR9 600

Table 2.  Growth of MSMEs compared to large enterprises in Indonesia,
2006 to 2010 (MOCS, 2011)

Year (x 1 000 business units)

2006 2007 2008 2009 2010

Micro 48 512.4 49 609.0 50 847.8 52 176.8 53 207.5

Small 472.6 498.6 522.1 546.7 573.6

Medium 36.8 38.3 39.7 41.1 42.6

Total MSME 49 021.8 50 145.9 51 406.9 52 764.6 53 823.7

Large 4.6 4.5 4.7 4.7 4.8

Scale of
enterprises

The contribution to GDP from MSMEs was 58.7 percent in 2010, comprised of 26.3 percent from SMEs,
and 32.4 percent from micro-enterprises, whereas the contribution of large enterprises was 41.3 percent
(MOCS, 2011). Figure 1 illustrates the growth of GDP contribution from 2006 to 2010 based on fixed
prices at 2000. Total GDP for five years was 31 349.4 trillion IDR, where the contribution of non-fuel and
gas covered 90.5 percent (28 374.2 trillion IDR). Within this cluster, the processing industry contributed
26.8 percent (8 410.2 trillion IDR), and the agriculture sector 14.4 percent (4 533.2 trillion IDR). SMFEs were
“disguised” inside the processing industry as well as the agriculture sector.
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From a different angle, the growth of GDP for various economic sectors is depicted in Figure 2, which
shows only three sectors related to food: agriculture, livestock, forestry and fishery compared to total GDP
at a fixed price in 2000.

Figure 1.  MSMEs contribution to GDP compared to large enterprises in
Indonesia, 2006–2010
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Figure 2.  Contribution of GDP from various economic sectors in
Indonesia, 2003–2010
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MSMEs have been praised as the largest provider of jobs. Table 3 shows the total number of jobs
provided by MSMEs as having reached 99.4 millions: 93 millions from micro-enterprises, 3.6 millions from
small-scale enterprises, and 2.8 millions from medium-scale enterprises, whereas the large enterprises
only provided 2.8 million jobs.

Table 3.  Number of jobs provided by MSMEs compared to large enterprises
in Indonesia, 2006–2010 (MOCS, 2011)

Scale of enterprises
Number of employed (million persons)

2006 2007 2008 2009 2010

Micro enterprise 82.1 84.4 87.8 90.0 93.0

Small enterprise 3.1 3.3 3.5 3.5 3.6

Medium enterprise 2.7 2.8 2.7 2.7 2.8

Total MSMEs 87.9 90.5 94.0 96.2 99.4

Large enterprise 2.4 2.5 2.8 2.6 2.8
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The percentage share of job employment (Table 4) decreased in agriculture from 53.0 percent in 1998
to 43.7 percent in 2006, mostly in the agribusiness sector because the young generation preferred to go
into the services sector, e.g. trade, hotel and restaurants, that increased about 2.3 percent during the same
period. Small-scale businesses followed closely the total employment trend, however, the number of jobs
in medium-scale agribusinesses experienced an increment almost double the 2006 figure and the
processing industry remained almost stable, and the number of jobs in trade, hotel and restaurants
decreased.

Table 4.  Percentage share of jobs based on business sectors
in Indonesia, 1998 and 2006 (MOCS, 2008)

Small Medium Large Total
Sectors enterprises enterprises enterprises enterprises

1998 2006 1998 2006 1998 2006 1998 2006

1. Agriculture  58.6  46.9  9.3  18.0  12.5  1.3  53.0  43.7

2. Processing industry  8.0  9.3  48.0  40.8  60.6  77.8  13.2  13.5

3. Trade, hotel and
restaurants

 23.4  26.4  20.1  17.5  7.4  4.9  22.9  25.2

 4. Others 10.0 17.4 22.6  23.7 19.5 16.0 10.9 17.6

Exports of MSMEs, however, were still small and amounted to only 175.9 trillion IDR (15.8 percent)
compared to large enterprises which amounted to 936.8 trillion IDR (84.2 percent) in a total of 5 years
from 2006 to 2010. Figure 3 presented the development of total exports from micro, small, medium, and
large enterprises in Indonesia from the period of 2006 to 2010. More specific data for foods was found
from BPS (2011) comparing the food and beverages to other clusters such as fishes, coffee, and cocoa
(Figure 4) in 2010, and the breaking down of the food and beverages (USD2.2 billion) into meat and
processed fish (USD545 million), flour based products (USD443 million), processed fruits and vegetables
(USD189 million), candy and confectionary (USD175 million), beverages (USD73 million), by-products
(USD343 million), and miscellaneous products (USD379 million) (Table 5, and Figure 5).

Figure 3.  Total export of MSMEs compared to large enterprises in
Indonesia, 2006–2010 (excluding fuel and gas)

1 000

900

800

700

600

500

400

300

200

100

0

B
il

li
o

n
 ID

R

2006 2007 2008 2009 2010

Micro Enterprise

Small Enterprise

Medium Enterprise

Total MSME

Large Enterprise



115

Figure 4.  Export of various food groups from
Indonesia in 2006–2010 (BPS, 2011)
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Table 5.  Export of specific food products from Indonesia in
2006–2010 (BPS, 2011)

No. Specific foods
Export (Million USD)

2006 2007 2008 2009 2010

1 Fish, shrimp, shell 1 643 1 723 1 966 1 710 2 016

2 Coffee, tea, spices 921 1 034 1 453 1 253 1 429

3 Cocoa and chocolate 855 924 1 269 1 413 1 644

4 Food and beverages 1 122 1 345 1 926 1 725 2 147

Meat and processed fish 317 380 507 541 545

Flour based products 199 226 288 307 443

Canned fruits and vegetables 172 122 264 187 189

Beverages 39 41 64 53 73

Food by-products 170 322 432 247 343

Miscellaneous foods 113 160 223 238 379

Figure 5.  Export of specific food products from
Indonesia, 2006–2010 (BPS, 2011)
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Total investment in MSMEs (BKPM – Indonesia Investment Coordinating Board, 2011) was comparable
to the investment in large enterprises, reaching levels of 48.3 percent (247.1 trillion IDR) to 51.7 percent
(264.1 trillion IDR), respectively in 2010 (Figure 6). On the basis of the industrial sector (Figure 7, and
Table 6), the top total foreign and domestic investment in the period 2006–2010 was in the food industry
(23.4 percent of total investment in 12 sectors of industry), which received much larger domestic
investment compared to foreign investment. The three other major investments went sequentially to
chemical and pharmacy (19.6 percent); metal, manufacturing and electrical (17.8 percent); and
automotive and vehicle industry (13.6 percent).

Figure 6.  Total investment of MSMEs compared to large enterprises in
Indonesia, 2006–2010 (based on fixed price at 2000)
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Table 6.  Total investment of food industry in the period 2006–2010 compared to
other major industrial sectors in Indonesia (BKPM, 2011)

No.
Industrial

Foreign investment Domestic investment Total investment
sector

Business Billion Business Trillion Business Billion Percent
unit USD unit IDR unit USD from total

1 Food 383 3.1 295 38.9 678 7.0 23.4

2 Chemical and
pharmacy

306 4.5 116 14.0 422 5.9 19.6

3 Metal,
manufacturing 721 4.2 151 11.5 872 5.4 17.8
and electronics

4 Automotive and
vehicles

263 2.6 36 1.5 299 4.1 13.6

10 thousand IDR is converted to USD1
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3. Status of food processing in the country with a specific focus on SMFEs

Key players in the food processing sector are various private SMFEs and large-scale food industries.
Whereas SMFEs are mostly grown from domestic investment, large-scale food industries are dominated
by foreign investment with some domestic investment. Many national large food industries, in the last
decade, have been sold to foreign investment-based industries such as bottle drinking water, soft drinks,
fruit juice, and confectionary.

SMFEs products are listed in Table 7 and range from fermented foods (such as tempeh and sweetened
soy sauce), snack and extrusion foods (traditional, and starch based extruded products), beverages
(soft drinks, and nata de coco), processed sea foods (salted dried fishes, canned fish, and frozen fish), meat
and poultry products (traditional dried dendeng, nuggets, and sausages), dairy products (pasteurized and
dried milk, and ice cream), bakery (traditional, bread, and cookies), chocolate and confectionary (chocolate
candy, and biscuits), dehydrated and evaporated foods (instant drinks, and concentrated juice), to fruits
and vegetable products (fresh, minimal processed, vacuum fried chips, and frozen).Table 7 also classifies
the food products into the ones commonly manufactured by small enterprises, and the ones
manufactured by medium enterprises. Even though some of the food products are similar, the more
attractive packaging may distinguish the end products of medium enterprises from small enterprises.
Some specific products are manufactured only by small enterprises, whereas others are manufactured
by medium sized enterprises, especially those foods that require more sophisticated equipment that will
incur a higher investment cost, and better sanitation and a hygienic environment that can be afforded
by medium sized enterprises rather than small enterprises.

The availability of raw materials usually limits the growth of SMFEs. It is common to find that when one
SMFE creates a specific food product and successfully increases sales it will be copied by the other
enterprises until the demand for the raw materials for the product outstrips the supply. In Indonesia, the
patent has only recently been introduced and not every enterprise knows how to apply for a patent and
can afford to spend time and money to obtain it.

There is also the example of the limitation of soybean as the raw material for making tempeh. Tempeh
and tofu are common and cheap high protein foods that can be afforded by low-income people as daily
food item. Small tempeh and tofu industries exist everywhere in the villages all over Indonesia, organized
efficiently by effective cooperatives to purchase the raw materials. Indonesia imports about 1.4 million
tons of soybean per year but produces only 0.8 million tons. When this year the subtropical countries
exporting the commodity to Indonesia experienced a long drought, the world soybean production
dropped and the price soared. The small enterprises together with the cooperatives put pressure on the
government to exempt soybean from the import tax so they would not be forced to increase the price
of tempeh and tofu and allow the low-income customers to pay the same price as before.

Figure 7.  Total investment of food industry compared to other sectors in
Indonesia, 2006–2010 (BKPM, 2011).
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Traditional Indonesian foods and the current market trend have been influenced by each other for a long
time, so that the adjustment and modification of products by SMFEs has been going on smoothly. There
always has been a demand for traditional foods by traditional customers, especially for cultural events.
Extrusion foods, for example, combine fish and shrimp and cassava chips and are made traditionally by
hand. The relatively new extrusion process has been quickly adopted, and if the enterprises have funds
to invest, they purchase a simple extruder made in the village workshops to manufacture the extrusion
foods.

4. Status of national institutional infrastructure

In this section, the support from national institutional infrastructure to MSMFEs will be discussed in the
following in terms of technology, product development, finance, healthy food, and market
competitiveness. Other aspects will be described in later sections.

The technology used by SMFEs covers a range of technologies starting from indigenous technology that
has been in passed on from generation to generation to the most modern technology originating from
commercially oriented research and development, and technology imported from foreign countries in

Table 7.  Food products manufactured by SMFEs in Indonesia

No. Food groups
Example of end products

Small-scale enterprises Medium-scale enterprises

1 Fermented and Fresh tempeh (fermented soybean cake), fried Sweetened soy sauce, beer, wine
soybean based tempeh chips, canned tempeh, tofu, pickled
foods Chinese cabbages, cassava and glutinuous

rice tape, tauco (fermented soybean paste),
sweetened soy sauce, traditional wine, cheese

2 Snack and Traditional (dodol, bakpia, shrimp and fish Various extruded foods, various
extrusion foods chips, cassava chips), various nut products, nut products

potato chips, various extruded foods

3 Beverages and Soft drinks, tea and coffee in cups, nata Soft drinks and tea in cups, nata
related foods de coco, jelly drinks, drinking water, syrup, de coco, jelly drinks, drinking

traditional herbal instant drink (ginger, water, juice, concentrated juice
curcuma, rice and kencur – Kampfaeria
galanga)

4 Meat and poultry Fresh meat balls, salted duck eggs, dendeng Sausages, canned corn beef,
products (traditional dried meat) frozen meat and poultry

5 Dairy products Pasteurized milk, ice cream, yoghurt Pasteurized milk, dried milk
powder, ice cream, yoghurt

6 Seafood products Traditional dried salted fishes, smoked fishes, Canned sardines, frozen fishes,
live transportation of lobster live transportation of lobster

7 Fruits and Vacuum fried chips (jackfruit, banana, Canned fruits and vegetables,
vegetables pineapple, apple, rambutan, mango, citrus, jam and jelly, tomato and chili
products melon, watermelon, durian, mangosteen, sauce

sweet potato), fried sale (sundried banana),
dried vegetable ingredients, jam and jelly,
imitation tomato and chili sauce

8 Spices Dried spice (nutmeg, mace, cassiavera), Ready mix spices, dried spice
dried spice powder, ready mixed spices powder

9 Bakery and cookies Bakery, cookies, traditional cakes Bakery, cookies

10 Chocolate and Various chocolate products, biscuits, Various chocolate products,
confectionary traditional candy (ginger, tamarind) biscuits, candy
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the form of built-in machinery and equipment. Table 8 illustrates some examples of indigenous
technology, commercially oriented research and development from national university, and imported
technology. Figures 8 and 9 present the traditional method of processing fish extrusion foods commonly
found in small enterprises, and a vacuum fryer, which resulted from commercially oriented research from
a university (Purwadaria, 2009).

Table 8.  Examples of indigenous technology, commercially oriented research technology,
and imported technology for food processing in Indonesia

No. Type of technology resource Examples of technology

1 Indigenous technology Fish extrusion foods, cassava extrusion foods

2 Commercially oriented research Vacuum fryer, chocolate processing machinery (refiner,
conching, moulder and de-moulder, tempering cabinet)

3 Imported technology High capacity spray dryer, drum dryer, homogenizer

Figure 9.  Commercial vacuum fryer innovation from Brawijaya University
with fried citrus products

Figure 8.  Traditional technology in South Bangka producing fish extrusion foods,
which are popular local products

In fact, SMFEs will consider using domestic manufactured food processing machinery and equipment
before purchasing technology from other countries. The reasons behind this are cheaper investment and
production costs, as long as the domestic manufactured machinery is efficient and effective. Many village
workshops have been able to produce good machinery and equipment made from stainless steel and
other food proof materials. However, when there is no local production of specific machinery, and if the
cost is justified over the production capacity, the SMFEs will import technology from out of the country.
When an enterprise increases its scale from small to medium, the tendency to use machinery from other
countries is strong. Even so, the SMFEs do not purchase machinery and equipment such as turnkey plants
as do large scale industries. SMFEs tend only to seek out specific items made in other countries and use
mostly domestic machinery and equipment in their production line.Tables 8 and 9 list some machinery
for food processing available from domestic manufacturing companies and overseas companies.
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Technology and food processing machinery can be accessed by MSMFEs through various databases
available from R&D agencies of the Ministry of Agriculture, and the Ministry of Industry, and BPPT
(Agency for Technology Assessment and Application) – the Ministry of Research and Technology. MSMFEs
may find joint programs involving the universities and funded by the Ministry of Education (such as
grants for technology and science implementation in small and medium industries, or small and medium
industry development based on technology research carried out in the universities). In an effort to
develop an entrepreneurial culture in the university, the Ministry of Education along with the Ministry
of Cooperatives and SMEs have established business and technology incubators that nurture technology
based start-up companies for two to three years until they become strong independent enterprises.
Many of these business incubators are operating in the field of agro-industry and food.

Food Science, Technology, and Engineering curricula are offered in many top universities in all the
provinces of Indonesia, both in state and private universities such as Andalas University in Padang, West
Sumatera; Sriwijaya University in Palembang, South Sumatera; Pelita Harapan University, Swiss German
University, and Atmajaya Catholic University in Jakarta; Bogor Agricultural University in Bogor, West Java;
Gajah Mada University in Yogyakarta; Brawijaya University in Malang, East Java; Udayana University in Den
Pasar, Bali; and Hasanuddin University in Makasar, South Sulawesi. Most of them have education programs
at diploma, undergraduate, masters and Ph.D. levels. In providing education, the universities also carry
out research in product development, and have established accredited analytical laboratories to serve
the MSMFEs. Other than universities, accredited analytical laboratories may be found at BBIA (Agency of
Agro-Industry) of the Ministry of Industry in Bogor, or many private ones spread out in the big cities in
Indonesia.

Most financing of SMFEs comes from the owner and owner’s family throughout the career of the
enterprise. Commercial bank loans can only be applied for when the SMFEs have already been in
operation for at least one year, and good sales is a requirement. The bank will also ask for collateral in
the form of a land or building ownership certificate. In some cases, ownership of an automotive vehicle
is accepted.

The government has provided a specific loan scheme for MSMEs (micro and SMEs) called KUR (Kredit
Usaha Rakyat, Community Business Credit). KUR was launched on 5 November 2007 supported by a loan
guarantee system through two insurance agencies of public companies. KUR is available for feasible
businesses that are not necessarily bankable. The amount of loan possible for micro-enterprises is
a maximum of 20 million IDR (USD2 050) with an interest rate of 22 percent per year, whereas for SMEs
it is a maximum of 500 million IDR (USD52 thousand) with an interest rate of 14 percent per year.
In comparison, the commercial bank interest rate is 16 percent per year. The scheme is implemented by
19 government and public banks that have branches throughout Indonesia.

Table 9.  Examples of food processing machineries manufactured in Indonesia

No. Type of Processing Specific item

1 Primary processing Thresher, sheller, slicer, rice milling line, grinder

2 Preparation Mixer, expeller

3 Thermal processing Stainless steel container, steam piping system, cup filler, steam jacketed
kettle, plate heat exchanger, exhauster, pasteurizer, retort

4 Refrigeration Cooling and tempering cabinet, freezer box, refrigerated vehicle

5 Drying Flat bed dryer, cabinet dryer, tunnel dryer, circulation dryer, cross flow dryer,
rotary dryer, continuous belt dyer, oven

6 Extrusion Simple extruder, coating equipment

7 Separation Filtration equipment, column reactor, grading equipment

8 Specific processing Chocolate processing line (refiner, conching), vacuum fryer, coffee
processing line

9 Packaging Vacuum packaging, small bag packaging, sachet packaging, cup sealer
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KUR loans had accumulated to 30.9 trillion IDR in 2011 (see http://www.smecda.com/sme/KUR/
default.htm) or about USD3.22 billion. Other sources of financing for MSMEs are Corporate Social
Responsibility (CSR) from private or public companies with a maximum loan of 40 million IDR (USD4 170),
and loans from a government specific credit schemes with a maximum of 500 million IDR
(USD52 thousand). Both have a low interest rate of 6 percent per year. All of the loans require collateral
similar to commercial banks, with the exception of KUR, which accepts business assets such as machinery
as the collateral.

The education attainment level of SMFEs’ entrepreneurs varies from elementary school to university. The
current situation is that more and more university graduates are becoming entrepreneurs. When the
businesses survive and grow, it proves that the owners have entrepreneurial capability and capacity
regardless of their educational background. So far, no study has been carried out relating the education
background of the entrepreneurs to the success of the businesses and thus no data on this matter is
available. Employees of SMFEs also have various backgrounds. In general, small enterprises will start with
lower educated employees who are trained personally to use the simple technology in the enterprise.
When the need comes to adopt more sophisticated technology, the training of the employees will be
increased, and the qualifications of the recruited employees will be increased also to higher education
level.

Marketing is usually started through SMFEs’ marketing staff. When the business grows, the SMFEs may
opt to use distributor agents, however, not all of the successful businesses use this kind of marketing
strategy. Some effective enterprises encourage their own marketing staff by providing attractive
incentives such as interest-free loans to purchase a house, or a new car owned provided to the marketing
staff who reach a certain level of sales volume. Currently, marketing online using the Web, Facebook, and
Twitter has been successful in attracting the youth, especially the Y and Z generations from the middle
and higher income communities. One yoghurt industry with a chain of restaurants in malls and plazas
draw can make a lot of income in a relatively brief time, and a business involving the repackaging of
simple cassava chips produced in the villages became a medium-scale enterprise from zero in two years
by advertising online and receiving orders online, and using domestic carriers to deliver the products
one or two days after the order was placed.

SMFEs’ concern of food safety and health issues increases along with the growth of the sales volume.
When the food retail chains are permitted by the government to penetrate deeply into the villages, food
products from SMFEs will not survive without the certificate of approval of BPOM (the national agency
for food and drug control). The certificate of approval is given by BPOM in recognition of food safety
standards. The first level is PIRT (for home industry products), which requires a basic standard of food
safety, and the next level is MD (for domestic products), which is to be gained by SMFEs who want to
market their products for export. The “halal” food certificate from MUI (Board of the Indonesian Ulama)
is also attractive for SMFEs as the country has a majority Muslim population. More details will be
discussed in the next subsection.

Food enterprises’ competitiveness is regarded from many point of views but ultimately the goal is the
continuous purchase of the products by the customers. Thus, competitiveness does not necessarily mean
offering a single product that nobody else is producing (related to a patent, or geographical location),
or selling top quality products regardless of the price, or selling at the lowest price regardless of the
quality of the product. But competitiveness must always be related closely to a target market segment.
An example from a small food enterprise product is tempeh, which is a basic protein food consumed daily
by most families, poor and rich, throughout Indonesia. The competition only starts when a local market
has been saturated with a product, and the producer has to find another location to market his or her
product.

Najib et al. (2011) looked at the competitiveness of SMFEs from clustered and dispersed locations and
found out that clustered SMFEs had higher market orientation and innovation level than the dispersed
SMFEs. However, the study used small populations as samples, and it was recommended that further
research using larger samples be carried out in order to reach more robust conclusions.



122

5. Government policy and legal frameworks

The development of SMFEs as a part of SMEs is encouraged by the government. As a start-up company
the small enterprise is not required to go through the process of legal registration, but is recommended
to do so when it starts to grow. The first step of legal registration is to apply for TDP (Business
Registration), NPWP (Tax Identification Number), and then SIUP (Permission for Business and Trade). When
the enterprise has been stable and has reached a certain sales volume, it can then formally register the
company. The legal registration is generally processed through a notary for CV (Business Company), and
PT (Limited Company as the legal body), or through the government for cooperatives.

Government programs and expenditures, especially those that have been used to support the
development of SMEs, have been assessed by Tambunan (2008), who claimed that they have positive
impacts on the growth of SMEs. Tambunan further argued that SMEs in less developed countries can
survive and grow in the future since they are capable of building a niche market for themselves and
developing linkages to larger enterprises, e.g. as a subcontractor.

The government has the Ministry of Agriculture to support the farmers development, and three
ministries for the SMFEs: the Ministry of Cooperatives and SMEs, the Ministry of Industry, and the Ministry
of Trade. There are also other ministries that have an indirect relationship with the SMEs such as the
Ministry of Public Works, The Ministry of Energy and Mineral Resources, and the Ministry of Environment.
Thus, SMFEs in Indonesia cannot be only viewed from the perspective of agro-industrial policy. Adopting
a more holistic approach, the government policy puts priority in supporting:

1. SMFEs using local raw materials to manufacture local food products with advantage and
competitive capabilities;

2. SMFEs producing food products for the global market, especially specific original Indonesian
foods;

3. SMFEs that can be established in the rural areas to help promote rural development;

4. SMFEs that are capable of creating a cluster of food industries in the neighbourhood; and

5. SMFEs that are capable of providing a lot of jobs.

The policy of supporting SMFEs can be described as follows:

1. Strengthening the farmer institutions and capability in an effort to maintain a continuous supply
of raw materials for SMFEs;

2. Providing programs to guarantee export quality and certification such as GAP (Good Agriculture
Practice), GMP (Good Manufacturing Practice), and HACCP (Hazard Analysis at Critical Control
Points);

3. Facilitating a loan credit scheme that is accessible for the growing SMFEs, and stimulating large
enterprises to participate in this program through the CSR system;

4. Strengthening the infrastructure to support the SMFEs operations such as energy, water,
transportation, and shipping facilities; and

5. Promoting domestic and export products through various fora: exhibitions, trade missions etc.

The related ministries will translate the overall policy into their own tasks and functions, and make their
annual programs, hopefully coordinated so as to result in synchronized actions to leverage the SMFEs’
development.

Up until recently, the government has been most lenient with respect to the application of tax
regulations on the SMEs. However, in 2012, the government drafted a law for SME tax regulation. This
has sparked a lot of debates about when the tax should be applied. The suggestion is to exempt SMEs
with an annual sale volume of 200 million IDR or less (USD20.8 thousand) from paying tax.

Food safety is imposed and controlled by the government through BPOM, and Ministry of Agriculture
at the farm level. Training for Food Safety, HACCP, GAP, and GMP is done by the agencies, regional
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government, and the association of private food companies through universities, and NGOs. The PIRT
(Approved Home Industry) label from BPOM is mandatory, whereas halal certification from MUI is
practiced widely. SMFEs are aware that their products will have better sales if a PIRT number and a “halal”
symbol are printed on their product labels. PIRT and halal certification are easy to apply for as long as
the SMFEs meet the basic legal conditions such as a registered location, an industrial permit, and
a registered tax identity. The regional industry office provides training to SMFEs for two days prior to the
deliverance of PIRT. To further protect the consumers, an expiry date printed on the product label is
encouraged, and courses by universities are delivered to SMFEs under government programs or requests
from SMFEs. In practice, an expiry date not only protects the consumers, but also protects the SMFEs
since the sale of food products after the expiry date is a breach of the regulations and can result in
a penalty being imposed on the retailer.

The next level of qualification from the BPOM is MD – a certification required for domestic products that
are going to be exported. This qualification requires formal application submitted along with the legal
registration of the enterprise, the results of food analysis by an accredited laboratory based on SNI
(Indonesian National Standard) reference for each type of food, a flow chart of the food production
process, the plant layout with the through flow of materials, sanitation procedures, and the design of the
packaging label where the content of the food is mentioned. After a thorough inspection from the
regional BPOM office with respect to the standard requirements of GMP, and HACCP, and a site visit to
the food industry, the application will be sent to the BPOM in Jakarta for approval. Imported food
products are subjected to mandatory certification of ML, which has a similar procedure as the MD
certificate with the site visit to the plant or factory being optional. However, if the imported products
want to have halal certification, then a team from MUI is dispatched to inspect the factory in the
exporting countries and this visit is fully funded by the applicants.

Competitive issues are addressed by the implementation of Intellectual Property Rights (IPR), and a policy
not to allow monopoly, especially by a large-scale food enterprise, or a group of food enterprises.
Branding is encouraged, and registration of a food brand is facilitated with a simple procedure. Import
of wheat flour is now allowed, whereas previously, for a long time, it was manufactured domestically and
controlled by a large food group. Thus, fairer competition is facilitated. The government is also trying to
impose stricter regulations on the quality of imported fresh foods such as fruits, vegetables, and meat
to give the domestic products room for expansion.

6. Status of industrial infrastructure

In 2010 the electrical power available to the country amounted to 169.8 thousand GWH comprised of
131.7 GWH produced by public companies, and 38.1 GWH by the private sector, and the electricity
distribution network was equivalent to 48.5 thousand km. The customers receiving services included
48.7 thousand industries, 1.9 million businesses other than industry, and 39.3 million residences. Even
though the number of industrial customers was small (0.12 percent), industries consumed the largest
share of power capacity – a total of 15.6 MVA or an average of 32 KVA per customer, compared to other
businesses with a total of 13.8 MVA or an average of 7.26 KVA per customer, and residences with a total
of 33.2 MVA or an average of 845 VA per customer. The Ministry of Energy announced a strategic plan
from 2010 to 2018 (Minister of Energy Regulation No. 04, 2010) to increase the electricity availability by
8 percent per year, and the distribution network by 6 percent per year. The overall plan is to: 1) increase
the energy capacity; 2) increase the accessibility of energy for the customers; and 3) reduce the economic
price of energy for customers.

In reality, many small enterprises consider the use of generators to increase their electrical power capacity
especially in the early stages of their businesses, since the application to increase it from the grid may
take a long time. Bigger enterprises applying for a considerably larger increase of power capacity will
receive better services that point to the government priority of providing larger installments of electrical
capacity to a few customers rather than small installments to a large number of customers. However,
most medium and large enterprises will also have a reserve generator to overcome electricity disruption
because of technical problems. In some provinces, cities, and villages disruptions occur more often,
whereas in the big cities such as the capital, and provincial capitals they happen less frequently.



124

The main strategic plan for roads, water, and sanitation was decreed in 2010 by the Minister of Public
Works in the form of Regulation No. 02/PRT/M/2010, which involves regional development and cross
sector support, with development carried out in consideration of environmental and climate change, and
gender mainstreaming will be given priority. The program’s activities target:

1. road extension of 13 thousand km, and broadening the existing road for 19.4 thousand km with
a minimum 7 m wide on the inter-province main road at eastern Sumatera, northern Java,
southern Kalimantan, and western Sulawesi;

2. access road development to various seaports, and dry ports in Java, Bali, Sumatera, and Riau;

3. increasing capacity of drinking water to reach 9.47 l/s in 32 provinces, and water infrastructure
development for 4 650 villages;

4. access to bank loans for 107 drinking water public companies spread out all over Indonesia; and

5. community sanitation in 220 regions, and socio-economic infrastructure for the environment of
185 regions.

It is worth noting, though, that the road condition in some provinces is good such as in Yogyakarta,
Central and East Java, but in other provinces the condition is not good such as in West Java, and South
Sumatera, and Jambi. Most SMFEs have their own well or deep well pump to keep sufficient supply in
addition to purchasing water from public companies and/or the private sector.

To protect the environment, the construction of plants and factories of medium and large enterprises
requires prior approval from the Ministry of Environment after conducting AMDAL (Environmental
Impacts Assessment) for the area of the plant site, and an industrial waste treatment plan. Small
enterprises commonly get training and consultation from extension officers of BPOM, the Ministry of
Industry, and MOCS on plant sanitation and waste treatment.

7. Impact of rural and urban community behaviour on MSMFEs’ products

According to the Trading Economics Web site, World Bank data in 2012 (available at http://www.
tradingeconomics.com/indonesia/rural-population-wb-data.html) showed that there was a distinct
shift of population in Indonesia from rural areas to urban areas. The rural population changed from
115.44 millions before 2012 to 114.05 millions in 2012, decreasing at the rate of 1.2 percent. The urban
population increased from 117.02 millions to 120.90 millions at the rate of 3.3 percent in the same period
of time. This had a positive impact on the processed foods sector and thus on the development of
MSMFEs, since urban communities have a greater tendency to buy processed foods than rural
communities. This is supported by data published by BPS (National Bureau of Statistic) in 2003 indicating
that people with incomes higher than Rp 200 thousands per month spent 19 to 30 percent of their
income on prepared food and beverages compared to lower than 14 percent by people who have
incomes below Rp 150 thousands per month. According to the same data, rural communities comprised
about 82 percent of the population with incomes lower than Rp 150 thousand per month, whereas urban
communities comprised about 57 percent of the population with incomes higher than Rp 200 thousands
per month.

Muzayyamah (2011) concluded from her study that meat and milk were considered to be luxury foods
in the rural and urban communities in Java, whereas eggs were a necessary food. Increasing prices of
meat and milk would result in these products being substituted by eggs as a source of protein. In terms
of MSMFEs involvement, meat, milk and eggs can be processed into various end products.

Expenditure per capita for eggs and milk was 4 to 6 percent in rural areas, and 7 to 8 percent in urban
areas (BPS, 2003). One of the popular processed egg foods is salted duck egg, consumed by both rural
and urban communities, and is produced commonly in home industries since the process is simple, and
the selling price is accessible to the low income class. However, data is not available to allow
a comparison of the production of salted eggs and fresh eggs. A rough estimate is that salted egg
production is less than 10 percent of total fresh egg production. It should be noted that eggs became
a necessary food because increases in the price of eggs have always left them affordable, even by low
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income people, compared to increases in the price of meat and milk. Thus, MSMFEs working in salted
egg production enjoyed more market stability compared to meat and milk processors. Most milk
nowadays is pasteurized milk, manufactured by both MSMFEs and large companies. The average
consumption of milk in rural communities was 1.99 kg per capita per year, and in urban communities
was 13.16 kg per capita per year – almost seven times higher (Muzayyamah, 2011).

The average expenditure for meat consumption per capita was 2 to 4 percent of incomes in rural areas,
and 6 to 9 percent in urban areas. The most popular meat product produced by MSMFEs in Indonesia
is bakso or meat balls consumed with any kind of noodles such as wheat or rice noodles. Together, they
are cooked and named mie bakso and sold by peddlers going around the housing areas of rural and
urban communities. It is also available in small, medium and large and prestigious restaurants, which
sometimes sell only mie bakso. The food is consumed as a main meal or as a snack food between meals.

Utami (2004) conducted a thorough study for her doctorate degree on mie bakso as an animal protein
resource food compared to Kediri fried tofu as a plant protein resource food for both rural and urban
communities in Malang, East Java. Her study also investigated processor (MSMFEs) strategies to deal with
the fluctuating demand of the consumers. Other factors investigated were the attitudes and social norms
of rural and urban consumers towards four characteristics of mie bakso: i) sensory attributes (taste, aroma,
and texture); ii) freshness and halal label; iii) appearance; and iv) price. However, the factor that
significantly increased the intention to purchase mie bakso by urban consumers was gender: females
were much more likely to buy mie bakso than males and in fact figures show that females bought
mie bakso much more frequently than males. Surprisingly, brand image, variety, self-service, and marital
status of the prospective purchaser did not appear to influence the urban consumers when deciding
whether to purchase the meatballs.

The rural consumers neglected the taste, aroma and texture, the appearance. What was important for
them was information regarding nutrition, food quality, and halal status of the product, and
environmental factors (they were more likely to purchase in cold weather, and if they could serve
themselves). It seemed eating mie bakso between meals was considered a sign of higher social status,
similarly self-service was assumed to be something to be proud of. To maintain or to possibly increase
the consumer demand, three strategies were commonly adopted by the meatball MSMFEs, they were:
i) using machinery for meat cutting; ii) using machinery for mixing; and iii) mixing the meat with a variety
of spices and ingredients.

Hartono et al. (2011) continued the study on mie bakso at the same location at Malang, East Java, and
revealed that people with an income higher than Rp 2 millions per month purchased mie bakso more
frequently than those with an income lower than Rp 1 million per month. In contrast with this statement,
he further found that various factors were considered by all consumers in selecting mie bakso; in order
of priority these were price, food appearances, income, accessibility, and previous satisfaction. Thus,
income only came as the third consideration, even though price was the first.

Fish is another protein resource food that is commonly consumed in a more or less stable amount
(6 to 9 percent) by rural and urban communities as indicated by the BPS survey (2003). However, whereas
the type of fresh fishes (salt water and fresh water fishes) might be similar in both urban and rural areas,
the types of processed fish purchased in rural areas might be different from the ones purchased in urban
areas. Urban consumers tend to buy canned fish and smoked fish, whereas rural consumers buy more
salted fish and pindang (steamed or boiled fish packaged in traditional bamboo packaging).

One of the fish foods observed frequently in the studies was bandeng presto, a type of brackishwater fish
popular with the upper middle income level in Indonesia. The fish is cooked in a pressure cooker so it
can be eaten together with the (now) soft bones and spices, including a lot of turmeric, and candle nut
is added after cooking. The fish might also undergo a smoking process, which is optional. Tambunan and
Widiyanto (2012) found that even though the price of bandeng presto influenced the consumers
purchasing decision, it was less influential than brand image and the perceived quality of the food. Hence,
for bandeng presto, the increase in price might be insensitive to the consumer demand.
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Present Indonesian consumer pattern

Compared to 2002, the pattern of consumer spending in Indonesia has not changed drastically up to
2010. Euromonitor International (IMB-Canada, 2011) predicted that the Indonesian community would
still purchase a lot of carbohydrate (USD43.4 billion) in 2011, but less meat (USD6.9 billion), less fish
(USD17.3 billion), and less milk, cheese, and eggs (USD11.7 billion). The community is also estimated to
spend USD21.2 billions on vegetables, but much less on fruits (USD8.2 billion).

However, the retail markets in Indonesia have been experiencing significant changes. Hypermarkets,
supermarkets, minimarkets, and convenience stores (modern retailers) have been growing fast in the last
two decades. Data revealed that the groceries sold in the modern retailers achieved 43 percent of the
total sales compared to 56 percent in the wet traditional markets. Twenty years ago the groceries sold
in modern retailers would not reach over 10 percent of the total groceries sold. This phenomenon
happened because the government relaxed its policy and allowed modern retailers not only in the big
cities but also in the villages. Moreover, they are also permitted to open until very late at night,
sometimes even 24 hours, and during state holidays. Modern retailers in Indonesia will elect to open for
as much as 360 days in one year.

This present situation has transformed the habit of rural communities to shop more and more frequently
at modern retailers instead of the wet traditional markets as they appreciate the convenient environment,
and the social status associated with them. Problems arise since most of the groceries stocked in the
modern retailers come from large and multinational companies. The amount of processed food products
manufactured by MSMFEs and sold in modern retailers is estimated to be less than 5 percent. Steps taken
by MSMFEs to address this competition are: i) using more attractive packaging, and branding; ii) following
government regulations on label information (halal, nutrition, and ingredients content); and
iii) modernizing unique indigenous foods. In these efforts, MSMFEs need support from government
policy, as well as from stakeholders along the product value chain, and from international organizations
concerned for the welfare of small food enterprises.

8. External forces that shape the SMFE sector in the country

Globalization or trade liberalization has become a doubled-edged sword for the development of SMFEs,
especially for food products that will be exported. although the removal of tariff barriers allows easier
technology transfer, which in turn helps protect the environment and create products that are healthier
and safer, globalization or trade liberalization imposes stricter importing rules for food quality and safety
(these are referred to as non-tariff barriers. This requires that an accurate analysis of chemical residues
in foods is carried out quickly and also requires ecolabeling. Producers also have to provide a detailed
history of the processes undergone by the raw materials from which their products are made. Producers
in fact have to take the issue of environmental sustainability more seriously than if they were just selling
in the domestic market.

Indonesia enjoys a large domestic market of 230 million people, and at present more foods are
imported than exported. Examples of major imported foods in 2010/2011 (Lukman, 2012) are wheat
(5.5 million tons), skimmed milk (2.7 million tons), raw sugar (2.4 million tons), soybean (1.74 million tons),
corn (1.53 million tons), rice (684 thousand tons), and beef (75 thousand tons). The major food exports
of Indonesia can be classified as fresh or primary processed products: coffee beans, cocoa beans, black
tea, fruits; and processed products such as palm oil, canned pineapple, frozen fruits, frozen shrimp,
processed sweet potato. However, the food exports, excluding palm oil and frozen shrimp, have a value
of less than 500 thousand tons per year. It is also rather fortunate that the exporters are mostly large food
enterprises so they are quite prepared to deal with the so-called non-tariff barriers. Small food enterprises
engaged in exports generally send their products to importing countries that are not too strict such as
China and the Near East countries. In the future, SMFEs will have to address to the customers’ demands
for higher quality, safe and healthy foods, as well as for products that do not damage the environment
since they will face stiff competition from imported food products such as chocolate and confectionary,
extrusion and snack foods, fresh and canned fruits from China and other ASEAN countries that are likely
to be competitively priced.
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SMFEs also face competition from imported products with attractive packaging and a brand image. They
have already begun to learn that their products should have better packaging and use a well-designed
brand image to attract consumers. Thus, the demand from SMFEs will stimulate the growth of packaging
machinery manufacturers and this could be viewed as another spinoff of the development of SMFEs. For
some specific products such as canned escargot and asparagus, which are sold using foreign brands,
SMFEs function is only as a processor since all the end products must be shipped to the related country
destination, and they will be imported back to Indonesia only when there is a demand for the products.
In this situation, SMFEs obtain a limited margin determined mostly by the sole buyer whose brand is
labeled on the food produced by the SMFEs.

9. Analysis of constraints and strategic priorities for enhancing competitiveness of
SMFEs

Constraints faced by SMFEs can be listed as follows:

1. problems of fluctuating price, continuity, and on-time delivery of raw materials may limit the food
production capacity;

2. traditional technology may not be able to compete in terms of efficient production capacity and
high margins compared to fully mechanized machinery even though the investment is low;

3. the loan requirement of a minimum one year good track record, and collateral of land and
housing certificates may limit the opportunity of SMFEs to obtain loans;

4. food retail chains are allowed by the government to penetrate deep into the villages, but SMFEs’
products mostly cannot be accepted by this network;

5. competition from imported food products that have more attractive packaging and brand image
and are sold at a reasonable price;

6. the changes of food habit and pattern in the young generation force the SMFEs to reshape their
end products; and

7. non-tariff barriers imposed by importing countries are often disguised behind food safety, fair
trade, and sustainable environment issues.

Strategic actions by the government have been described and discussed in previous sections. Numerous
government agencies are involved such as the Ministry of Cooperatives and SMEs, who help with respect
to MSMFEs‘ capacity building, business restructuring and development, and with the export of food
products, the Ministry of Education provides research grants for product development, the Ministry of
Agriculture handles GAP, GPP, and GPHP, the National Agency of Drug and Food Control (BPOM) supports
HACPP training and facilitates halal food certification. Various strategies to overcome the constraints are
listed in the following recommendations:

1. SMFEs should develop links with farmer cooperatives to ensure the supply of raw materials. In
doing so, the SMFEs should consider forming alliances when the demand for raw materials by
a single enterprise is not sufficient to interest the suppliers. In such efforts, the Ministry of
Cooperatives and SMEs and the Ministry of Agriculture should improve their to support the
SMFEs.

2. The stakeholders along the value chain of the products should be convinced that SMFEs are
committed to increasing the value added along the value chain. The government should intensify
the network with the Chamber of Commerce and the food associations such as the Horticultural
Producers Association, the Horticultural Exporters Association, GAPPMI (Corporation of
Indonesian Food and Beverage Companies), and APRINDO (Association of Indonesian Food
Retailers) to help realize this.

3. A good marketing system should be developed to meet the production capacity level that
justifies adopting mechanization in preference to traditional technology. A good marketing
system needs to be developed among the marketing and distribution stakeholders. The
formation of specific cooperatives is recommended such as a Fresh Vegetables Cooperative, and
KOPTI (Cooperatives of Indonesian Tofu and Tempeh Processors) where they do not already exist.
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The joint members will create a sufficient production volume to allow for mechanization.
Programs from the Ministry of Cooperatives and SMEs in creating OVOP (One Village One
Product) also help in combining resources and make technology implementation viable.

4. Possible existing resources such as incubation programs provided by the business and
technology incubation centers in universities that have access to soft loans with more relaxed
requirements should be used and networked to prospective customers. Many business
incubators focus on MSMFEs, especially at those universities that have major agricultural faculties.

5. SMFEs should learn about and improve packaging design and brand imaging as a continuous
process. This learning program could be outsourced to the experts at a university, business
practitioners, and the Ministry of Industry.

6. Non-traditional means of promotion such as the Web, Facebook, and Twitter should be used to
advertise the products with appropriate jargon for the young generation. Training for IT-enabled
applications for MSMFEs can be accessed from programs under the Ministry of
Telecommunication, the Ministry of Industry, and business incubators in the university.

7. Training should be obtained from the government, business associations, NGOs, university
and research centers to learn about current food safety regulations and issues related to
environmental protection and sustainable business.

10. Summary and conclusions

SMFEs have contributed significantly to the nation’s economic development by contributing significantly
to the GDP, providing a large number of jobs, supporting exports, and stimulating the businesses of
farmers and machinery manufacturers. Thus, the government and other stakeholders are encouraged to
improve the policy and strategy in continuous support to SMFEs in their efforts to overcome constraints
both in the domestic and the global environment.
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POLICIES AND STRATEGIES FOR THE DEVELOPMENT OF SMALL AND
MEDIUM SCALE FOOD PROCESSING ENTERPRISES (SMFEs)

IN THE REPUBLIC OF KOREA

by
Ji-Hyeon Choi

Korea Rural Economic Institute

1. Introduction

In association with the high economic growth rate of the Republic of Korea, eco-friendly products,
a lifestyle of health and sustainability (LOHAS), a high value placed on personal wellbeing, and organic
farming are becoming a consumer trend. Moreover, because of the increase in two income households
and single households, food consumption patterns are being simplified and dining out is increasing and
the convenience food market for fast food, home meal replacements (HMR) and the food service industry
are growing significantly. As consumers can afford more, they have come to consider the qualitative
aspects such as health and safety as more important than the quantitative aspects (e.g. price) when they
select food.

The food processing industry enhances added value using agricultural products, livestock products and
fishery products as raw materials, and it contributes to the stabilization of agricultural and fishery
production through the adjustment of the demand and supply of the products. The food processing
industry also contributes to the increase in rural household incomes through the stable purchase of raw
materials produced by the agriculture and fisheries sectors. In the 1950s and 1960s, the food processing
industry of the Republic of Korea was comprised of canning, milling, oil manufacture, sugar manufacture,
noodle making and fermented Korean pastes, which mainly involved simple processing. In the 1970s,
processing technology for products such as instant noodle and raw juice was developed, and diverse
processed foods were developed, many of them high quality foods. Thanks to the increase in national
income resulting from rapid economic growth, foods were further diversified together with the growing
awareness of the importance of safety and healthiness of food in the 1990s, whereas in the 2000s the
development of functional health foods and diet foods was carried out more actively and the number
of new technologies in the food industry field grew very fast.

When the Lee Myung-bak administration was inaugurated in 2008, it decided that it was necessary to
promote the food industry. Accordingly, the Ministry of Agriculture and Forestry was given the task of
promoting the food industry and the name of the ministry was changed to the Ministry of Food,
Agriculture, Forestry and Fisheries with the food industry becoming an object of policy. Pursuant to this,
a full-scale promotion plan for the food industry was implemented with the enactment of the “Food
Industry Promotion Act” (Act No. 8796). In the Republic of Korea, 93 percent of the food processing
industry comprises business entities with fewer than ten employees, which means the majority of food
processing industries are small and medium enterprises (SMFEs). As SMFEs are vulnerable in terms of
technology, they need government support, but regulation is required from the point of view of
sanitation and safety. In this report, we reviewed the status of the food processing industry and the
changes in the external environment that the food processing industry is faced with. Under such
a situation, the pertinent laws and regulations which the Korean government applies for the
development of the food processing industry will be reviewed, the constraints on the growth of the food
processing industry will be analyzed and the strategy to intensify the competitiveness of the food
processing SMEs will be presented.
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2. Review of SMFEs and their contribution to development in the Republic of Korea

Definition and Standard of Small and Medium Enterprise

In the case of the manufacturing industry, small and medium enterprises means enterprises excluding
the large companies with more than 300 permanent employees. In the manufacturing industry,
a company with 50 to 299 full-time employees or with capital of less than 8 billion won is defined as
a medium size company whereas the company with fewer than 50 full-time employees is defined as
a small size company (Table 1).

Size and classification of SMFEs

The food industry is composed of the primary industry of agriculture and fisheries, and the secondary
industry of food processing which produces processed foods using agricultural and fishery products as
raw materials. Services such as food distribution and various food services constitute the tertiary industry.

The annual turnover of the food industry (on the basis of food processing businesses and food service
businesses) in 2009 was approximately 130 trillion won, 46.5 percent of which came from food
processing businesses. The aggregate added value of the food processing industry is 36 trillion won and
the proportion of the food processing industry out of the total added value accounts for 60.4 percent,
which means that the food processing industry has higher added value than the food service industry
(Table 2).

The share of the food industry in the whole national economy is 3.4 percent when calculated on the
basis of added value, and approximately 7.5 percent on the basis of the number of employed persons.
The share of the food processing industry accounts for 2.1 percent on the basis of added value and
0.7 percent on the basis of employment.

The food processing industry is largely classified into seven sectors of livestock processing, fishery
processing, fruits and vegetables processing, grain processing, seasoning processing, beverage processing
and miscellaneous food processing based on specific classification criteria. The classification is further
broken down into 17 minor classification items and 41 sub-classification items depending on the
characteristics of the item (Table 3).

Table 1.  Classification standard for small and medium enterprises for the
manufacturing industry of the Republic of Korea

Sector of business
Medium enterprise Small enterprise

No. of full-time employees Capital/Annual turnover No. of full-time employees

Manufacturing industry Fewer than 300 persons Less than 8 billion won Fewer than 50 persons

Note:  Based on Article 8 of the Enforcement Decree of the Basic Small and Medium Enterprise Act.

Table 2.  Size of the food industry, 2009

Unit: Million won (percent)

Category
Food processing Food service

Total
industry industry

Annual turnover 60 771 327 (46.5) 69 865 187 (53.5) 130 636 514 (100)

Added value 21 803 904 (60.4) 14 278 347 (39.6) 36 082 251 (100)

Data:  Statistics Korea. 2009. Survey on Mining industry and Manufacturing Industry; Survey on Wholesale and Retail
Businesses
Note:  Turnover and added value of the food processing industry is on the basis of those enterprises with more than ten
employees.
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Table 3.  Classification of Food Processing Industry of the Republic of Korea

Major classification Minor classification Sub-classification

Butchery business Butchery business

Livestock processing
industry

Meats processing and storage
business

Poultry processing and storage business
Miscellaneous meats processing and storage
business

Liquefied market milk and miscellaneous dairy
products manufacturing business Ice cream and
miscellaneous edible ice cakes manufacturing
business

Smoked aquatic animal meat, cooking and similar
delicatessen manufacturing business
Dried aquatic animal meat and salted products
manufacturing business
Frozen aquatic animal meat manufacturing
business
Miscellaneous aquatic animal meat processing
and storage business

Marine plants processing and storage business

Salted fruits and vegetables manufacturing
business
Miscellaneous fruits and vegetables processing
and storage business

Bean curd and similar foods manufacturing
business

Grain polishing business
Grain milling business
Mixed powder and dough for cookies
manufacturing business
Miscellaneous grain processed products
manufacturing business

Starch products and saccharides manufacturing
business

Rice cakes manufacturing business
Breads manufacturing business
Cocoa products and cookies manufacturing business

Noodles, macaroni and similar foods
manufacturing business

Sugar manufacturing business

Vinegar, fermented and chemical seasoning
manufacturing business
Natural and blended seasoning manufacturing
business
Fermented Korean pastes manufacturing business
Miscellaneous food additives manufacturing
business

Animal oil manufacturing business
Vegetable oil manufacturing business
Edible refined oil and processed oil manufacturing
business

Fishery processing
industry

Dairy products and edible ice
cakes manufacturing business

Fisheries and animal processing
and storage business

Fishery food processing and
storage business

Fruits, vegetables processing
and storage business

Miscellaneous food
manufacturing business

Fruits and vegetables
processing industry

Grain processing
industry

Grain processed items
manufacturing business

Starch products and saccharides
manufacturing business

Rice cake, bread and cookies
manufacturing business

Noodles, macaroni and similar
foods manufacturing business

Sugar manufacturing businessSeasoning processing
industry Seasoning and food additives

manufacturing business

Animal and vegetable oil
manufacturing business
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Of the total number of food processing companies as of 2010, the companies with 1 to 9 employees
accounted for 92.6 percent, whereas the companies with more than 100 employees accounted for not
more than 0.6 percent, which reflects that the food manufacturing business of the Republic of Korea
mainly consists of small companies. As to the share of food processing businesses by field, grain
processing accounts for 40.8 percent of the total representing the largest share, whereas drinks
processing business accounts for 1.6 percent of the total representing the lowest share in the industry
(Table 4).

Ice production business
Mineral water production business Miscellaneous
non-alcoholic beverage manufacturing business

Coffee processing business
Teas processing business

Soup and homogenized foods manufacturing
business
Ginseng products manufacturing business
Health supplementary liquefied foods
manufacturing business
Functional health foods manufacturing business
Lunch box and cooked foods for meals
manufacturing business
Other miscellaneous foods manufacturing
business

Drinks processing
industry

Non-alcohol drinks and ice
manufacturing business

Miscellaneous foods
manufacturing business

Miscellaneous foods
manufacturing business

Miscellaneous food
processing industry

Table 3.  (continued)

Major classification Minor classification Sub-classification

Table 4.  Number of companies by the number of employees
in the food processing business, 2010

Unit: Person (percent)

#Company
Livestock Fishery

Fruits and
Grain Seasoning Drinks Misc.

processing processing
vegetable

processing processing processing processing
Total

#Employees processing

1 to 842 2 129 3 035 20 848 6 852 572 14 727 49 005
9 persons (1.6)  (4.0) (5.7) (39.4) (12.9) (1.1) (27.8) (92.6)

10 to 252 416 242 407 198 126 237 1 878
19 persons (0.5) (0.8) (0.5) (0.8) (0.4) (0.2) (0.4) (3.5)

20 to 298 284 188 227 110 89 151 1 347
49 persons (0.6) (0.5) (0.4) (0.4) (0.2)  (0.2) (0.3) (2.5)

50 to 105 74 51 69 34 29 62 424
99 persons (0.2)  (0.1) (0.1) (0.1) (0.1) (0.1) (0.1) (0.8)

100 to 73 31 27 57 23 18 29 258
299 persons (0.1) (0.1)  (0.1) (0.1) (0.0) (0.0) (0.1) (0.5)

Over 11 1
N/A

16 2 5 1 36
300 persons (0.0) (0.0) (0.0) (0.0) (0.0) (0.0) (0.1)

Total
1 581 2 935 3 543 21 624 7 219 839 15 207 52 948
(3.0) (5.5) (6.7) (40.8) (13.6) (1.6) (28.7) (100)

Data:  Statistics Korea. 2010. Economy Census, (available at www.kosis.kr).
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The total number of employees in the food processing business as of 2010 was 249 720 persons. Looking
at the share of the total number of employees, the livestock processing business and the fruits and
vegetables processing businesses accounted for 16.0 percent and 9.7 percent respectively, which
represent relatively high shares of the total number of employees compared to the shares of the number
of companies in Table 4 (3.0 percent and 6.7 percent respectively). The share of the total number of
employees of the grain processing business was relatively low at 31.5 percent compared to the share
of the number of companies (40.8 percent). Looking at the share of the total number of employees of
the companies with more than 100 employees by the food processing business sector, the livestock
processing business was the lowest at 40.6 percent, grain processing business was 21.0 percent, fishery
processing business 18.6 percent and other processing business 10.6 percent, which represents the fact
that most food processing businesses, except livestock processing businesses, have relatively high shares
of total number of employees in the case of small companies (Table 5).

Table 5.  Number of employees by company size in the food processing industry, 2010

Unit:  Persons (percent)

#Company
Livestock Fishery

Fruits and
Grain Seasoning Drinks Misc.

processing processing
vegetable

processing processing processing processing
Total

#Employees processing

1 to 3 514 8 991 8 612 45 026 13 632 2 042 24 065 105 882
9 persons (1.4) (3.6) (3.4) (18.0) (5.5) (0.8) (9.6) (42.4)

10 to 3 589 5 421 3 320 5 425 2 603 1 716 3 270 25 344
19 persons (1.4) (2.2) (1.3) (2.2) (1.0) (0.7) (1.3) (10.1)

20 to 9 418 8 796 5 688 6 962 3 223 2 691 4 526 41 304
49 persons (3.8) (3.5) (2.3) (2.8) (1.3) (1.1) (1.8) (16.5)

50 to 7 386 5 218 3 394 4 644 2 200 1 892 4 176 28 910
99 persons (3.0) (2.1) (1.4) (1.9) (0.9) (0.8) (1.7) (11.6)

100 to 11 681 4 489 3 131 7 436 2 075 1 690 4 224 34 726
300 persons (4.7) (1.8) (1.3) (3.0) (0.8) (0.7) (1.7) (13.9)

Over 4 470
N/A N/A

9 084
N/A N/A N/A

13 554
300 persons (1.8) (3.6) (5.4)

Total
40 058 32 915 24 145 78 577 23 733 10 031 40 261 249 720
(16.0) (9.7) (9.7) (31.5) (9.5) (4.0) (16.1) (100)

Data:  Statistics Korea. 2010. Economy Census, (available at www.kosis.kr).

Of the food processing companies, the companies with 50 to 299 employees showed low share in
the total number of companies (Table 4) and the number of employees (Table 5) at 1.3 percent and
25.5 percent respectively whereas their market shares showed fairly high shares accounting for
44.9 percent of total turnover of food processing businesses. Large companies with more than
300 employees represent only 0.1 percent of the number of companies but they account for 11.6 percent
of total turnover, which reflects the market concentration of large-scale enterprises. The share of turnover
of livestock processing businesses showed the highest among the food processing businesses
accounting for 30.5 percent of total turnover. The share of turnover of fruits and vegetables processing
businesses showed the lowest accounting for 6.1 percent of total (Table 6).
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Status of exports and imports of processed foods in the Republic of Korea

Imports

Since the establishment of the WTO in 1995, international trade has increased based on the expansion
of free trade agreements (FTAs) between countries and imports of foods also show an increasing trend.
The declaration of imported foods in 2010 totaled 293 988 items, 12 905 thousand tons in weight and
USD10 358 million in value from 129 countries (on the basis of manufacturing country) including China,
Japan and the United States. Compared to the figures in 1995, they represent a 209 percent increase in
the number of imports, a 38 percent increase in weight and a 262 percent increase in value respectively
(Table 7).

Table 6.  Annual turnover by employment size in food processing industry, 2010

Unit: Million won (percent)

Turnover
Livestock Fishery

Fruits and
Grain Seasoning Drinks Misc.

processing processing
vegetable

processing processing processing processing
Total

#Employees processing

1 to 777 940 906 811 696 696 4 225 684 840 690 217 127 781 770 8 446 718
9 persons (1.4) (1.7) (1.3) (7.7) (1.5) (0.4) (1.4) (15.5)

10 to 1 320 461 781 223 415 583 1 775 675 690 098 235 182 406 248 5 624 470
19 persons (2.4) (1.4) (0.8) (3.2) (1.3) (0.4) (0.7) (10.3)

20 to 3 043 891 1 393 946 1 098 609 1 367 087 1 236 494 710 097 898 397 9 748 521
49 persons (5.6) (2.5) (2.0) (2.5) (2.3) (1.3) (1.6) (17.8)

50 to 3 506 054 975 181 581 503 1 595 294 916 083 820 720 1 055 278 9 450 113
99 persons (6.4) (1.8) (1.1) (2.9) (1.7) (1.5) (1.9) (17.3)

100 to 5 462 687 1 161 143 518 142 3 666 462 1 306 190 2 084 209 869 024 15 067 857
299 persons (10.0) (2.1) (0.9) (6.7) (2.4) (3.8) (1.6) (27.6)

Over 2 539 291
N/A N/A

3 790 766
N/A N/A N/A

6 330 057
300 persons (4.6) (6.9) (11.6)

Total
16 650 324 5 218 304 3 310 533 16 420 968 4 989 555 4 067 335 4 010 717 54 667 736

(30.5) (9.5) (6.1) (30.0) (9.1) (7.4) (7.3) (100)

Data:  Statistics Korea. 2010. Economy Census, (available at www.kosis.kr).

Table 7.  Status of food imports

Unit: Item, kg, USD

Category
Number of

Weight Value
imports items

2005 215 494 11 261 441 723 7 586 286 693

2006 238 539 11 227 512 964 7 811 984 190

2007 270 168 11 798 942 964 8 449 259 832

2008 254 809 11 731 828 599 9 860 939 224

2009 255 341 11 301 537 120 8 434 080 763

2010 293 988 12 905 439 553 10 357 748 257

Data:  Korea Food and Drug Administration. 2011. Imported Foods Inspection Yearbook.

Imported foods are categorized as processed foods, functional health foods and food additives. The
number of imports for the three categories of imported foods total 19 700 items valued at USD5.5 billion.
Processed foods accounted for the highest share of imports with 80 percent with respect to the number
of imports and 84 percent with respect to their value; food additives and functional health foods
followed in that order (Table 8).
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The value of imported foods by item is shown in Table 9. Imports in 2010 showed a 24.4 percent
increase over that in 2009, which was USD4.4 billion. The imported value of off-grade general processed
foods was USD1.9 billion, food additives were valued at USD650 million and other foods were valued at
USD500 million. As to the imports of single items, ranked in terms of value these are food additives,
alcoholic beverages, seasonings, edible oils and fats, cocoa products (chocolates) and processed fish
products in that order.

Table 8.  Status of processed foods and
food additives imports, 2010

Unit: Item, kg, USD

Category # Items Value

Processed foods 157 570 (79.7 percent) 4 636 614 641 (84.1 percent)

Functional health foods 6 555 (3.3 percent) 225 666 851 (4.1 percent)

Food additives 33 503 (17.0 percent) 653 993 564 (11.9 percent)

Total 197 628 (100 percent) 5 516 275 056 (100 percent)

Data:  Korea Food and Drug Administration. 2011. Imported Foods Inspection Yearbook

Table 9.  Processed food imports by type of food

Unit: Year, thousand USD

Category 2009 2010

Dried fish/shell fish fillets 99 327 100 557

Confectioneries 135 746 174 605

kimchi 65 645 103 143

Teas 15 664 22 218

Sugars 25 022 29 768

Sugar syrups 2 504 4 396

Bean curds or starch jellies 612 1 060

Dressings 2 544 3 508

Noodles 75 776 87 900

Breads or rice cakes 40 118 49 853

Edible oils and fats 203 750 210 500

Processed meat and egg products 34 105 51 337

Fish product 132 657 181 935

Glutinous rice jellies 44 198 41 143

Beverages 50 947 59 650

Soy sauces or pastes 13 946 12 394

Jams 7 828 7 941

Pickles 45 693 64 379

Salted and fermented seafood 8 248 14 367

Hard-boiled foods 10 584 14 730

Seasonings 163 771 226 823

Alcoholic beverages 341 326 432 860

Coffee 77 341 93 473

Cocoa products or chocolates 155 186 199 627

Foods for special dietary uses 15 468 22 107

Other foods 411 013 502 143

General processed foods (off-grade) 1 495 675 1 924 198

Food additives 550 153 653 994

Health functional foods 209 671 225 667

Total 4 434 518 5 516 276

Data:  Korea Food and Drug Administration. 2011. Imported Foods Inspection Yearbook
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Exports

The value of exports for agricultural and fisheries products of Korea grew from USD3 billion to
USD4.8 billion. As to the situation of export by item, the share of exports for agricultural foods
significantly increased whereas the share of exports for fisheries foods significantly decreased. Within
the range of agricultural foods, the share of exports for fresh agricultural foods decreased whereas there
was an increase in the share of exports for processed foods (Figure 1).

Data:  Agricultural and Fishery Products Distribution Corporation

Figure 1.  Trend of the share of agricultural and fishery products exports

Table 10.  Trend in processed food exports by major sector

Unit: Million USD, (percent)

Rate of
Category Item 2006 2007 2008 2009 Increase/Decrease

(2006 to 2009)

Noodles Total 166 179.4 200.3 207.3 (8.4) 24.9

Instant noodle 102.6 115.7 129.5 141.9 (5.8) 38.3

Liquors Total 192.6 191.6 236.1 242.1 (9.9) 25.7

Korean gin 118.7 112.4 124.1 112.9 (4.6) -4.9

Traditional wine 10.1 10.4 12.5 13.4 (0.5) 32.7

Cookies Total 205.8 225.5 246.5 249.6 (10.2) 21.3

Sauces Total 95 107.2 121.7 109.5 (4.5) 15.3

Red pepper paste 11.3 11.1 9.4 14.6 (0.6) 29.2

Soya sauce 9.2 10.7 11.7 11.7 (0.5) 27.2

Bean paste 8.9 10.1 9.1 5.6 (0.2) -37.1

Cigarettes Total 650.3 413.7 463.9 478.1 (19.5) 36.5

Miscellaneous Total 706.9 760.1 951.6 901.8 (47.7) 65.7

kimchi 70.3 75.3 85.3 89.4 (3.6) 27.2

Total 1 716.6 1 877.5 2 220.1 2 457.8 (100.0) 43.2
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As to the shares of exports for major processed foods in 2009, cookies accounted for 10 percent of the
total amount of exports, followed by liquors (10 percent) and noodles (8 percent). Sauces had relatively
low shares (approximately 5 percent), with fermented Korean pastes such as red-pepper paste, bean
paste and soya sauce accounting for less than 1 percent. The shares of instant noodle (Ramyeon) and
Korean gin (Soju) were both approximately 5 percent and the share of kimchi was approximately
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4 percent. The value of exports for processed foods in the past four years increased by 43 percent.
Recently the trend of increase in liquors and noodles was significant. Looking at the trend by item, the
value of exports for Korean gin (Soju) decreased whereas that of Korean traditional wines increased by
33 percent thanks to the result of the fever for the rice wine Maggeolli recently. Among the items in
sauces, red-pepper paste and soya sauce showed increasing trends whereas bean paste showed
a decreasing trend. Recently the export of kimchi has been continuously increasing thanks to the
influence of the “Korean wave” (Table 10).

3. Status of food processing in the Republic of Korea with a specific focus on SMFEs

Research and development on food

Currently R&D investment comprises 0.6 percent only of the annual turnover of the food industry of the
Republic of Korea as of 2009. It is necessary to increase the level of food processing technology, which
stands at the 30 to 65 percent level compared to that of advanced countries through the expansion of
R&D in the food sector. The government plans to increase the R&D budget for food processing by up
to 3 percent of the annual turnover of the industry. Core technology development areas for food
processing are low carbon processing technology, high efficiency food processing technology,
fusion/compound food processing technology, development of source technology for traditional foods
and applied products and core technologies for bioconversion and fermentation.

Table 11.  High added value core technologies for development,
with priority given to food technologies

Technology investment
Core technologies

area

Food safety quality control [1] For the food industry – high efficiency detection and control technology
[2] Discriminating technology to detect the origin of foods and counterfeit
and falsification of foods

Raw materials and materials [3] Core technology for the promotion of functionality of food materials
for foods [4] Development of foods for the prevention of diseases and the promotion

of health [5] Functional food base establishment technology utilizing fusion
technology [6] New biofood materials development technology [7] Food
substitutes materials development technology

Food processing [8] Low carbon food processing technology [9] High efficiency food
processing technology [10] Fusion and compound food processing
technology [11] Source technology for traditional foods and applied
products development [12] Bioconversion and fermentation core technology

Food distribution and service [13] Functional/intelligent eco-friendly packing technology [14] Food
machinery development technology [15] Cooking machine and industrial
dishes development technology [16] High efficiency/standardized logistics
system technology [17] Smart food distribution system technology
[18] Materials for Korean foods for export and Korean HMR development
technology

Data:  The Ministry of Food, Agriculture, Forestry and Fisheries

The government plans to support R&D for small and medium enterprises with vulnerable research
infrastructure by preparing a tailored technology development support system on the basis of the size
of demand and is implementing “revenue–value creation” of food R&D results through holding a series
of support activities. These include the expansion of support to promote utilizing the results of
successfully developed technology and its commercialization (product launching), as well as explanation
sessions for the promotion of food technology transfer and the technology trade market.
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Moreover, the Ministry of Food, Agriculture, Forestry and Fisheries plans to maximize investment
efficiency by realizing the research which enterprises are actually in need of through the establishment
of a joint R&D cooperation system between the private sector and the public sector. In this case there
will be an exemption of the R&D technology fee for those food enterprises whose annual turnover is less
than 500 million won. The government plans also to reinforce the research network between private
enterprises and national research institutes.

Linkage of food industry with agriculture and fisheries

Looking at the structure of the use of raw materials for agricultural products in the food manufacturing
industry, the industry relies on imports for more than 50 percent of major raw materials, and therefore
the linkage of the industry with agriculture is weak. Moreover, recently the proportion of imported
agricultural products in the form of 1st level processing such as simple processing, freezing and curing
as the raw materials of food manufacturing and the food materials for food service companies is
increasing.

The reason why the food manufacturing industry uses fewer domestic raw materials is because of high
prices, the difficulty of securing the required quantity and inconsistent quality. To develop domestic
agriculture and a stable supply of raw materials for the food industry, the linkages between agriculture
and food industry need to be intensified.

Production corresponding to demand

Production of functional health foods

With an aging population and the increased consciousness of the importance of well-being, the health
food and functional food markets are growing very rapidly. With growth in the aging population, thanks
to the extension of the average lifespan, dietary treatment has been emphasized as the primary
contribution to the prevention of “lifestyle diseases.” Consciousness of the importance of self-care is also
increasing as people seek to avoid the burden of medical expenses.

Launching the convenience food market

In association with increases in income and urbanization, the convenience food market is growing very
rapidly. With changes in the population structure such as the increase in the number of aged persons
and single households and the changes in lifestyle such as “cocooning” (spending more and more time
in the home) and “grazing” (eating snacks throughout the day rather than eating cooked meals made
from fresh ingredients), the consumption of convenience foods is increasing and thus the staple diet
based on grains is being replaced by processed and convenience foods.

Expansion of the production of safe native traditional foods

Because of the increase in the consumption of processed foods and the frequency of eating out, threats
to the safety of food such as “mad cow” disease and foot-and-mouth disease are rapidly diffused to the
public. Increased consumer awareness about the importance of food safety and interest in securing food
safety are leading to the expansion of traditional food markets through the promotion of the benefits
of consuming indigenous foods. Moreover, ethnic foods are being diffused as a result of the globalization
efforts of domestic food enterprises.

4. External forces that shape the SMFEs sector in the Republic of Korea

Environmental issues

Since the 1980s, the Earth’s temperature has shown a marked difference. The average temperature has
increased by 0.74±0.18ºC in the twentieth century, and in the twenty-first century it is expected that
temperature will increase by 1.1 to 6.4ºC as a result of greenhouse gas emissions. This increase will see
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the sea level rising by 18 cm to 59 cm. In the case of the Republic of Korea, the average temperature in
the twentieth century increased by 1.5ºC which is more than the average for the whole earth (including
the urban heat island effect). The higher the increase in temperature, the greater the shortage of water
in the middle latitude regions with high population densities, the more rapidly the degradation of the
ecological system, the lower the agricultural land productivity, the more frequent the damages from
flood and drought are incurred and the worse the health of mankind becomes. Accordingly, it is
necessary to build up a sustainable food chain that will contribute to enhancement of the quality of the
environment.

The quantity of food wastes generated per capita is continuously increasing because of the increase in
food consumption and the number of people eating out as income levels increase. Accordingly,
government is trying to establish a sustainable food chain.

Establishment of a low carbon food chain

Efforts are underway to reduce the environmental load associated with the import of raw materials for
food by reinforcing the linkage between domestic agriculture and fisheries and the food industry. The
government should further stimulate the consumption of low carbon type foods through expanding the
provision of carbon consumption related information such as the origin of food and the food mileage.
A carbon labeling or marking system (which marks carbon emissions on products) in agricultural and
fisheries foods should be implemented for the whole country as per the Basic Law on Low Carbon and
Green Growth.

Health and safety issues

The share of the expenses for eating out in total food consumption expenditure per household in the
Republic of Korea increased from 8 percent in 1985 to 47 percent in 2007. This is an increase of 6 times
whereas the imports of agricultural products have only doubled since 1998 and the imports of processed
foods have increased by more than 3 times. Large-scale food safety incidences have occured frequently
as food consumption has steadily increased. Cases of food poisoning increased from 2 980 persons in
2002 to 10 833 persons in 2006 whereas the number of patients per incident showed an increasing trend
from 38 persons to 42 persons for the same period. In line with the increases in eating out, the
consumption of processed foods and the imports of processed foods, the uncertainty of people with
respect to food safety is increasing. In response to this, government has presented the following strategy
to enhance food safety.

● Early settlement of food safety management system including GAP, traceability and HACCP

Continuous expansion of the production of GAP certified agricultural products and efforts to enhance
consumers’ trust in the food safety management system are necessary. Traceability will be expanded to
include eco-friendly agricultural products and the traceability system will be made more accurate and
convenient particularly through improving the information input method used by farmers. Other
measures will be the implementation of a management and supervision of the traceability system, the
improvement of the operation level of the Safe Food Company Certification Program and the expansion
of the HACCP system.

● Expansion of consumers’ participation for the enhancement of food safety reliability and
dissemination of safety related information

Prevention of food safety accidents and the enhancement of efficiency in food safety administration will
be implemented through continuous expansion of R&D for risk assessment and sharing of agricultural
food safety information between ministries of the central government, between the central government
and local governments, and between producers, wholesalers and consumers. Moreover, a system for the
expansion of food safety communications and reinforcement of information sharing with people will be
introduced and operated and will include: a Consumer Monitoring Group, a Food Safety Information
Center, a Consumers’ Sanitation Inspection Request System, a Safety Certification System for superior food
manufacturing facilities and a GMO labeling expansion and post control system.
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● Intensification of advanced monitoring function for harmful substances

Safety standards for harmful substances such as food additives, pesticide residues, antibiotics and
carcinogens will be intensified to the level of advanced countries, and harmful substances will be
intensively collected and inspected by selecting 500 items of national mass consumption foods such as
kimchi and red-pepper powder. Agricultural product safety related accidents will be prevented through
intensification of the advanced monitoring function for imported foods for further reinforcement of the
safety of agricultural products.

● Efficiency of food safety management system

The Food safety management system of the Republic of Korea has separate food risk assessment
institutions and food safety management institutions, but their organizations and functions are
overlapping. To improve the efficiency of food safety policy, currently overlapping organizations and
functions will be merged.

● Prevention of the occurrence of food accidents and reinforcement of prompt post-accident
countermeasures

Currently the government is implementing diverse policies for modernization and improvement of
school meals, e.g. by providing facilities through the establishment of a Pan Government Food Poisoning
General Countermeasure Council and intensive guidance and checking of the facilities used by
vulnerable layers in youth training camps and schools. Continuous improvement of food facilities and
the sanitation environment and implementation of a green labeling or marking system for superior
favourite foods is required and their operations need to be intensified. Various systems for the prevention
of the occurrence of food accidents and prompt post-accident countermeasures such as the Food Safety
Accident Emergency Countermeasure Group, the Prompt Inspection Order, the Recall Grade System and
the Food History Traceability Management System will be introduced soon and their operation will be
strengthened through time.

● Reinforcement of safety management for imported foods

Local food inspection institutions will be installed in the importing country so that the only products
which pass domestic safety standards will be allowed entry. Introducing a Superior Importer System will
help to stimulate the imports of superior foods by confirming and checking the sanitation level of local
manufacturers in advance. For all imported foods, inspection at the customs declaration stage will be
intensified, heavy metal inspection standards for imported agricultural products will be strengthened to
international level (Codex), and post management for quarantine and distribution stages for imported
livestock products and site sanitation inspection for fisheries product processing factories and aqua farms
in exporting countries will be intensified.

5. Government policy and legal frameworks

With the restructuring of the government organization in 2008, the existing fishing and fisheries work
of the Ministry of Maritime Affairs and Fisheries and the food industry work of the Ministry of Health and
Welfare were consolidated in the existing Ministry of Agriculture and Forestry which was expanded and
restructured and renamed the Ministry of Food, Agriculture, Forestry and Fisheries (MFAFF). After the
establishment of the MFAFF, a food industry promotion policy was implemented fully and the Food
Industry Promotion Act and the Food Safety Basic Act were enacted and a General Plan for the Food
Industry was announced. In 2011 with five policies focusing on: the stable supply of foods, securing food
safety, materialization of a sound dietary life, sustainable food chains and the establishment of
a governance system, government presented Vision 2020 – National Food System and announced the
2011 Basic Plan for Food Industry Promotion as an action plan for implementing the vision.

Basic Plan for Food Industry Promotion

The Basic Plan for Food Industry Promotion is a major policy tasked with accomplishing the vision for
the cultivation of a global food industry that leads agriculture and fisheries, and the tasks in the plan
are the expansion of infrastructure of the food industry, reinforcement of linkages with agriculture and
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fisheries, intensification of global competitiveness and provision and protection of consumer information.
Diverse tasks for action were included with each policy task. Among the action tasks, detailed tasks for
action concerning food processing businesses are as follows:

The first task is the expansion of food R&D, i.e. to enhance the current technology level of 30 to
65 percent of advanced countries to 85 percent. Tailored technology development support systems by
the size of demand will be prepared to support R&D for small companies, whose research infrastructure
is vulnerable.

The second task is the establishment of an agricultural food enterprises support center. With the
objective to cultivate 2 000 superior small and medium food enterprises with an annual turnover of more
than 1 billion won by 2017. An integrated support system will be prepared to address difficulties related
to business management for export, marketing, administration, laws and regulations and technical
information.

The third task is the cultivation of agriculture-industry-commerce fusion type enterprises. There is a plan
to cultivate 300 enterprises of such fusion type with an annual turnover of more than 5 billion won by
2017. In order to enhance the infrastructure for the promotion of the fusion of agriculture/fisheries and
small and medium food manufacturing companies, across-the-board support will be provided for the
network, supply of raw materials, product development and the product sales of fusion companies.
Assistance will also be given to help with the conversion of farmers engaged in agriculture and fisheries
to food businessmen to stimulate the food processing industry.

The fourth task is to support the expansion of exports of agricultural foods. It is planned to increase the
value of exports from USD5.9 billion as of 2010 to USD20 billion by 2017. The market for local people
will be exploited by selecting strategic items, excessive competition among exporters will be prevented
through the activation of an Export Council for each export item, and a high quality product image will
be established through the launching of brands. Moreover, information on the importing countries will
be provided to food manufacturing companies by establishing an export support information system.
Support will also be provided to establish links with buyers of export products. The cultivation of global
food enterprises will be supported through support for the overseas launching of food enterprises.

The last task is the provision and protection of consumer information. A communication system to
provide food information to consumers will be built up while reinforcing healthy dietary education by
gender and by age group. And through the expansion of an advanced safety management system called
From the Farm to the Dining Table, GAP and HACCP, safe agricultural products will be provided to people
while enhancing their trust in the country’s foods.

The Food Safety Basic Act

The Food Safety Basic Act includes the details on the establishment and implementation system of food
safety policies, emergency countermeasures and inspection for tracing, scientific food safety
management, information disclosure and mutual cooperation and consumers’ participation.
Substantively, with the Food Safety Basic Act, food related policies that were focused on food sanitation
in the past are being converted to “the securing of food safety”. This is an attempt to consolidate the old
pluralistic systems in which respective different administrative agencies regulate different individual acts
of production, processing and consumption. Under the Office of the Prime Minister, the Food Safety
Policy Committee was established to facilitate discussions among the heads of respective administrative
agencies together with external members. Moreover, an upper level screening and coordination
institution was newly established for the purpose of consolidation and adjustment of food safety policies
and certain matters subject to implementation, and thus from a procedural perspective, the food
administration system is now better integrated.

The basic purposes of the Food Safety Basic Act, which was enacted in 2008 are as follows: First, the basic
principle of food safety shall be the principle of prevention. Second, food safety monitoring activities will
be organized with the participation of people. Third, damage from the occurrence of food accidents shall
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be minimized through prompt countermeasure. Fourth, safety management for imported foods shall be
intensified. Fifth, production and distribution of counterfeit foods shall be blocked by special
administration of regulations related to food sanitation offenses. Sixth, a pan government food safety
implementation system shall be intensified.

Food safety management of the Republic of Korea is scattered by food item and by handling stage.
Safety management for agricultural, fisheries and livestock foods are under the dual control of the
Ministry of Food, Agriculture, Forestry and Fisheries and the Ministry of Health and Welfare (Korea Food
and Drug Administration) whereas safety management functions for some food items are dealt with by
different ministries depending on the characteristics of the food items. Food safety management for the
production stage is handled by the Ministry of Food, Agriculture, Forestry and Fisheries whereas the
processing, distribution and consumption stages after shipping are handled by the Ministry of Health
and Welfare (Korea Food and Drug Administration). Food safety management for livestock foods is
handled by the Ministry of Food, Agriculture, Forestry and Fisheries – from the production to distribution
stages – and the consumption stage is handled by the Ministry of Health and Welfare. Fisheries foods
are handled by the Ministry of Health and Welfare, except for the production stage and for non-simple
processing based imports. Moreover, the Ministry of Environment is in charge of water, the Ministry of
Strategy and Finance (National Tax Service) is in charge of liquors and the Ministry of Education, Science
and Technology is in charge of safety management of school meals.

6. Status of national institutional infrastructure

Ministry of Food, Agriculture, Forestry and Fisheries (MIFAFF)

The Ministry of Food, Agriculture, Forestry and Fisheries is a central administrative institution that handles
agriculture, fisheries and food industry related tasks. With the restructuring of government organization
in 2008, the existing fishing and fisheries tasks of the Ministry of Maritime Affairs and Fisheries and food
industry tasks of the Ministry of Health and Welfare were consolidated in the existing Ministry of
Agriculture and Forestry, which was expanded and restructured, and renamed as the Ministry of Food,
Agriculture, Forestry and Fisheries (MFAFF). Under the plural Deputy Minister system, two Deputy
Ministers are appointed. The first Deputy Minister handles planning and policies whereas the second
Deputy Minister is handles production areas such as agricultural and fisheries products and foods. The
Ministry is operated with three major “axles” of: the Food Industry Division, which was newly established
in order to cultivate the domestic food industry that was faced with trade liberalization such as free trade
agreements (FTA); the Agricultural Policy Division; and Fisheries Policy Division. Its major mission is to
manage the work related to “Agricultural, fisheries and livestock products, food, farmland and
hydrographical matters, promotion of food industry, development of farming and fishing villages and
distribution of agricultural and fisheries products.”

Ministry of Food and Drug Safety

The Ministry of Food and Drug Safety (MFDS, Korean: formerly known as the Korea Food and Drug
Administration (KFDA), is a South Korean government agency responsible for promoting public health
by ensuring the safety and efficiency of foods, pharmaceuticals, medical devices and cosmetics as well
as supporting the development of the food and pharmaceutical industries. The main goal is to offer
people safe foods and drugs.

The Ministry designates and administers testing and inspection institutions for food sanitation inspection,
cosmetics quality inspection and medicine quality inspection. The major work of the administration
includes: Survey and research for the safety of food sanitation; consolidated coordination of safety
management policies on foods, food additives, apparatus, containers and packing; granting permission
for the sale of medicines and clinical administration; manufacturing of medicines; licensing and filing of
export and import items; quality control and securing the safety and validity of medical items, outside
medical items, cosmetics and sanitary items; development of verification and analysis methods for quality
control of distributed medicines or medicines to be distributed; securing of efficacy and safety of herbal
medicines; establishment of specifications for herbal medicines and medicines prepared for crude drugs;
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investigation of harmful substances (pesticides residue, harmful heavy metals) contained in herbal
medicines; quality control and verification of medical equipment and screening of medical tools. The
Ministry is also in charge of radiation standards and measuring.

Korea Agro-Fisheries and Food Trade Corporation

Korea Agro-Fisheries and Food Trade Corporation is a quasi-government institution established to
stabilize the prices of agricultural, forestry, livestock and fisheries products, to promote exports, improve
distribution and develop the food industry. Major work which the corporation is performing is as follows:
Storage, handling, processing and selling of agricultural and fisheries products and the improvement of
their distribution, investment, loan and arrangement of funding and technology guidance, introduction
and arrangement of foreign technology, management guidance, survey, research and training on foreign
technology, market exploitation for agricultural and fisheries products and their processed products and
export and imports and quality control, testing and research on food processing and technical support
and service projects, purchase, storage and sale of agricultural and fisheries products for demand and
supply adjustment and price stability.

Animal, Plant and Fisheries Quarantine and Inspection Agency (QIA)

The Animal, Plant and Fisheries Quarantine and Inspection Agency is a national quarantine and
inspection institution established for securing the safety of agricultural, livestock and fisheries foods and
the improvement of the livestock disease prevention system. The division was established in June 2011
merging quarantine and inspection institutions in the three fields of livestock (National Veterinary
Research and Quarantine Service), plant (National Plant Research and Quarantine Service) and fisheries
(National Fisheries Products Quality Inspection Service). The objectives of the division are to: perform
quarantine inspections for agricultural, livestock and fisheries foods; prevent diseases in agricultural,
livestock and fisheries foods; manage sanitation matters; and provide information related to research on
veterinary and plant quarantine technology development. The major tasks that the division is performing
are as follows: inspection of agricultural and livestock products and sanitation management;
implementing preventive measures for livestock diseases; developing biological medicines; inspecting
and evaluating veterinary medicines; developing and implementing policies on the protection,
management and the enhancement of animal welfare; arranging quarantine and inspection for exporting
and imported plants; inspecting domestic plants; country of origin marking; arranging quality
certification; carrying out standard shipping specification administration; investigating the safety of
fisheries products; managing sanitation for export processing facilities; arranging inspection and
quarantine for fisheries products and testing, surveying and carrying out any research required for the
above tasks.

Korea Rural Economic Institute (KREI)

Korea Rural Economic Institute is a government-supported research institution established to contribute
to the development of the national economy and the promotion of national welfare by carrying out
comprehensive surveys and research on the development of the agricultural and forestry economy and
farming and fishing villages. Major tasks performed by the institute are as follows: surveys and research
for mid- to long-term and short-term agricultural and forestry economics planning and policy-making;
surveys and research on short-term policies of agricultural and forestry sectors; surveys and research on
agricultural food policies; surveys and research on the promotion of welfare of people in farming and
fishing villages and their social problems; research on international agricultural cooperation; research on
demand and supply trends by item through the observation of agriculture and mid- to long-term
prospective; surveys and research for the promotion of national understanding for agricultural and
forestry policies; and surveys of public opinion. Especially since the 1990s, and the entry into the age of
agricultural liberalization, the institute has been carrying out research in relation to the WTO and the
Doha Development Agenda (DDA), and in response to agricultural negotiation, and the need for policies
to prepare for FTAs, site research for the enhancement of competitiveness and the reinforcement of
multifunctions of agriculture under liberalized trade environment and research on the development of
the food industry and the promotion of food safety.
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Korea Food Research Institute (KFRI)

Korea Food Research Institute is a government-supported research institution under the Ministry of
Knowledge and Economy and was established for the purpose of assisting in the development of
agriculture, forestry and fisheries as well as the food industry, especially in developing source technology,
diffusing research results and providing technical support in the field of food. Major tasks that the
institute performs are as follows: investigating the functionality of foods and carrying out R&D for new
materials and new processes; carrying out R&D on food storage, distribution and safety technology;
carrying out R&D in relation to the globalization of traditional foods; carrying out R&D in food analysis,
information, standardization and the creation of baseline information; Fifth, carrying out the projects
entrusted by the government, civil organizations and corporations such as the support of technology
policy, technical support, test evaluation and certification, manpower cultivation and creation of
technology business; and carrying out the projects necessary for the accomplishment of the missions
of the institute. Moreover, the institute implements public support projects such as food standardization
projects, food analysis and inspection, sensory testing, industrial property rights diagnosis and evaluation,
Hazard Analysis Critical Control Point (HACCP) and sanitation education, operation of an agricultural
products distribution technique management course, holding an agriculture business start-up contest,
and liquor quality certification system.

Korea Agency of Education, Promotion and Information Service in Food, Agricultural, Forestry and
Fisheries (EPIS)

Korea Agency of Education, Promotion and Information Service in Food, Agricultural, Forestry and
Fisheries is an incorporated foundation established for the utilization of agricultural and fisheries
information through agriculture and fisheries and farming and fishing villages information projects. The
objective of the institute is to secure competitiveness of agriculture and fisheries as well as farming and
fishing villages through the implementation of future-oriented projects such as food safety information
system, which is an information system that guarantees the safety of agricultural and fisheries foods,
a traceability system which prepares a digital distribution system for agricultural and fisheries products
and an integrated production and distribution system which is a resource management system for
agricultural and fisheries business entities. Major projects which the institute is carrying out are as follows:
information service project for providing information for agriculture and fisheries as well as farming and
fishing villages, safety information project to build up a reliable agricultural product network, traceability
for agricultural products to provide reliable food information, integrated agricultural education
information project which is a future-oriented education information system, farmers information and
education project to cultivate the frontier for farming innovation, agricultural and fisheries business entity
information project for the digital management of agriculture and fisheries and imported beef
distribution route traceability system.

Korea Livestock Products HACCP Accreditation Service

Korea Livestock Products HACCP Accreditation Service is a public institution established to efficiently
perform the designated works for HACCP applicable workplaces. Major tasks that are carried out by the
service are as follows: Designation of workplaces to which HACCP is applicable, investigation and
evaluation on the compliance of the standards for HACCP applicable workplaces, survey and research
projects on the operation of HACCP, education and technology support project on livestock sanitation
and HACCP and the certification of eco-friendly agricultural and livestock products.

Korea Institute of Planning and Evaluation for Technology in Food, Agriculture, Forestry and
Fisheries (IPET)

Korea Institute of Planning and Evaluation for Technology in Food, Agriculture, Forestry and Fisheries is
a quasi-government institution established under the Ministry of Food, Agriculture, Forestry and Fisheries.
It is in charge of planning, management and evaluation works for research and development projects
in the fields of agriculture, forestry, fisheries and food science. The mission of the institute is to promote
agriculture, forestry, fisheries and food science technology for the enhancement of the competitiveness
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of agriculture, forestry, fisheries and the food industry. The major tasks which are carried out by the
institute are as follows: establishment of a comprehensive plan for the promotion of agriculture, forestry,
fisheries and food science technology and support for policy development and carrying out planning,
management and evaluation of agricultural, forestry, fisheries and food science technology and the
diffusion and promotion of the results of research and development projects and support for the
promotion of technology development manpower in the fields of agriculture, forestry, fisheries and food.
The institute is comprised of the Strategy and Planning Department, the R&D Management Department
and the Project Management Department.

Rural Development Administration (RDA)

Rural Development Administration is a government institution that is in charge of the development of
agriculture and science technology for take-off of agriculture. The area related to agricultural foods and
food processing in the administration is industrialization technology area such as industrial materials
using agricultural and livestock products. Detailed areas for R&D are converting agricultural organisms
into industrial materials through advanced fusion technology such as BT, IT and NT and functional GMO
development for the increase added value using animals and plants. For the period so far, the
administration has contributed to the industrialization through the exploration of functional materials
of silkworm, silk and bee-farming products. Recently the administration is implementing researches in
the fields such as globalization of Korean dishes, industrialization of traditional foods and the
development of traditional liquors.

7. Analysis of constraints and strategic priorities for enhancing competitiveness

Constraints

Small-scale of food manufacturing businesses

The size of turnover is small and the competitiveness of food manufacturing companies in the Republic
of Korea is weak. The annual turnover of Nestlé, the largest food enterprise in the world, is almost 63
times that of Cheil Jedang (CJ) (1.9 trillion won), the number one food enterprise in the Republic of Korea.
Their small-scale is considered to be a major cause of the shortage of global competency of Korean food
enterprises. In the case of the Republic of Korea, small food manufacturing companies with fewer than
five employees account for more than 85 percent of total food manufacturing businesses. As the
shortages of capital and manpower lead to the shortage of infrastructure such as market information,
marketing competency and professional manpower, the enterprises are locked into a vicious circle.

Insufficient investment in research and development in the field of food

Investment in research and development in the field of food was 105.6 billion won as of 2009
representing a very low share of not more than 0.6 percent of the total value of the food industry in the
Republic of Korea. Technology level of food processing in the Republic of Korea reached only to 30 to
65 percent of the level of advanced countries. Owing to the changes in the trend of consumption based
on increase in income and the diffusion of awareness of the importance of well-being, consumers prefer
more diversified and functional foods. The demand for those foods is increasing because of the shortage
of food processing technology and its development. As food manufacturing companies in the Republic
of Korea are small, they have no room for investment in research and development and also they are
in a situation in which they cannot get government support.

Difficulty in securing raw materials

The total cost for purchasing raw materials by food manufacturing companies in Korea was estimated
to be 22.2 trillion won in 2009. The amount represents 52.5 percent of total annual turnover of food
processing companies, which indicates that food processing businesses use a large amount of raw
materials. Among 34 major raw materials for food processing businesses, the imported products
whose value constitutes a large proportion of the importing enterprises total annual turnover are flour
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(85.9 percent), pollack (82.9 percent), beef (72.1 percent), sesame (70.9 percent) and peanuts
(63.1 percent) whereas for domestic products such as rice, fruits, leaf and root vegetables, laver and
ginseng the proportion of the annual turnover is small. Even though the Korean food industry shows
a high growth rate, the proportion of imported raw materials is increasing whereas the use of domestic
agricultural products is not increasing. Actually, the first reason for domestic food processing companies
to purchase imported raw materials is the high prices of domestic products (flour, corn, carrot,
red-pepper, garlic, beef, pork, chicken, pollack, squid, sesame and peanuts) whereas instability of demand
and supply and the difference in taste and quality were said to be another major reason. In order to
increase the quantity of domestic raw materials used by food enterprises despite low competitiveness
for prices of domestic raw materials (agricultural products), there needs to be incentives such as a stable
supply of raw materials, reduction of distribution costs and the enhancement of quality competitiveness.
Moreover, we can say that the growth of food industry in the Republic of Korea is attributed more to
external factors such as international grain prices, international oil price increase and foreign exchange
rate increase than to domestic internal factors such as increase in turnover and new product
development. However, enterprises are experiencing difficulties in securing the required quantity of
foreign raw materials because of the instability of foreign variables.

Strategies

Expansion of investment in research and development

Ensuring the success of small and medium food companies in the Republic of Korea, necessitates
investment in research and development. Although large corporations invest in research and
development in many cases, small and medium companies have neither the capacity to invest in research
and development, nor the facilities and manpower for product development. Government support is,
therefore required to support small and medium enterprises in carrying out research jointly with
universities. The Korea Institute of Planning and Evaluation for Technology in Food, Agriculture, Forestry
and Fisheries (IPET), which was established in September 2009, could increase its support by providing
more research funding for small and medium companies.

Securing stability in all food chains

As consumers’ incomes increase, consumers give high priority to food safety when purchasing food. In
order to supply safe foods, the food manufacturing environment of small and medium food companies
must be more sanitary, and the introduction of HACCP is essential to maintain the safety and sanitation
of food. Currently the introduction of HACCP is required only for major foods, but the number of items
for which the introduction of HACCP is mandatory should be increased continuously.

In order to secure the safety of agricultural, livestock and fisheries products, which are the raw materials
for processing, an advanced food safety management system such as Good Agriculture Practices (GAP)
should be introduced at the production stages of the products. Together with this, traceability should
be expanded fully to enhance the trust of consumers, and the safety throughout the food chain should
be secured through thorough safety management at the production, processing and distribution stages.

Reinforcement of the linkage between agriculture and the food industry

As the Republic of Korea relies on the importation of raw materials for food processing, it is important
to reinforce the linkage between agriculture and the food industry. First of all, raw material producing
areas should be expanded for the supply of necessary agricultural products through right-sizing and
collectivization. The government provides support to value adding toto agricultural and livestock
products through the enhancement of quality and brand value by establishing the Agricultural Product
Center (APC), the Livestock Product Center (LPC), the Rice Products Center (RPC) and Producers’
Processing Facilities. A plan is also required to organically link the transactions between producers’
organizations or farming association corporations and food processing companies, food materials
suppliers, distributors and food service companies.
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In order to increase the use of domestic raw materials by food enterprises, consumption of domestic
processed foods should be increased. Pertinent information on functionality, safety and nutritional quality
of domestic processed products must be provided to consumers and consumer awareness must be
raised on quality certification standards and post control standards. It is also necessary for the
government to cultivate and support the food enterprises that are jointly owned by farmers and food
processing companies or the enterprises that farmers have invested in and own the equity. The
government should also encourage local governments or regional NACF’s to coordinate and connect
with food companies and farmers.

Exploitation of overseas markets for export

Continuous efforts to exploit overseas markets are necessary. Although there are a number of products
among Korean traditional foods that have functionality and appeal to foreign consumers, the exploitation
of overseas markets is currently insufficient.

Consulting services should be provided to small and medium enterprises to help them export their
products. The establishment of a Food Enterprise Support Center could play a major role here. For the
reduction of logistics costs of small and medium enterprises, a joint logistics system could assist by
providing information on export markets. As food exports are closely related to the globalization of
Korean dishes as well, the exports of food materials and processed foods should be increased in linkage
with food enterprises and Korean restaurants launched overseas.

8. Summary and conclusions

Thanks to its rapid economic growth, the Republic of Korea is pursuing a food consumption strategy
based on high quality, diverse and simple products. Food processing businesses have grown fast as the
health-oriented consumption trend including eco-friendly products, organic farming and LOHAS has
developed together with the growing culture of well being.

In the midst of such changes in the business environment, the need to promote the food industry was
recognized as necessary for the purpose of creating high added value to raw agricultural materials.

Small and medium companies with fewer than ten employees account for 93 percent of food processing
companies in the Republic of Korea. Most food processing companies located in rural areas are
categorized as small and medium enterprises (SMEs). As the level investment in research and
development in the field of food stands at less than 1 percent, SMEs fall behind large corporations in
the development of new products, which is why they exhibit low levels of competitiveness.

Small and medium food companies are vulnerable in terms of food safety and sanitation. Consumers’
awareness on the importance of food safety is rising and the issue of food safety is an important
objective of national policy. To ensure safety throughout the food chain, the government will have to
monitor food safety management systematically from the production to processing (manufacturing),
distribution and to consumption and prepare the necessary countermeasures.

Food processing companies are experiencing difficulties in securing a stable supply of raw materials for
processing because of the instability of the international grain market and the price increase in raw
materials for domestic foods. They are faced with the task of intensifying the linkages between
agriculture and food industry to expand the use of domestic raw materials for agricultural products.

In order to overcome the factors that restrain the competitiveness of such small food processing
companies, the government should reinforce support to research and development for food processing
businesses to help the small and medium food companies succeed. In order to strengthen the linkages
between food processing enterprises and agriculture, which supplies the raw materials for food, right-
sizing and collectivization of raw material producing areas are necessary, and issues such as quality
enhancement of raw materials for processing and the coordinator role of NACF and local governments
are also important.
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The development of small and medium food companies should be planned through the expansion of
exports of processed foods. Consulting services should be provided to help the small food companies
export their products. Reduction of logistics costs and provision of market information have a significant
part to play here. Moreover, the export of food materials and processed foods should be increased by
establishing linkage with food companies and Korean restaurants overseas.
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POLICIES AND STRATEGIES FOR THE DEVELOPMENT OF SMALL AND
MEDIUM SCALE FOOD PROCESSING ENTERPRISES IN MALAYSIA

by
Fatimah Mohamed Arshad,1 Kusairi Mohd. Noh2 and Mohd. Yusof Saari3

Universiti Putra Malaysia

1. Introduction

Malaysia has undergone a transformation from a commodity-dependent economy (between the 1960s
and the 1980s) to an export-oriented economy through product diversification and industrialization in
the 1990s and early twenty-first century. The transformation is reflected in the changing role of its
economic sectors. In 1970, the mainstay of the economy, the agriculture sector, accounted for about
29 percent of the GDP and 55.7 percent of the employment (DoSM, 2012a). However, by 2010 its
contributions have reduced to 7.3 percent and 11.8 percent, respectively. Despite the reduction of its
contribution to GDP in percentage terms, the absolute value of the output has increased. The strength
of the Malaysian agriculture sector lies in its industrial crops such as rubber and palm oil, both of which
have a long history dating as far back as the early 1950s, initiated and developed by the colonial
administrators. Their efforts proved fruitful as the crops yielded good returns as industrial raw materials
for high value industrial products such as tyres (from rubber), and food and non-food applications for
palm oil. A large amount of resources, investments and supports were channeled to these sectors at the
expense of food commodities.

Malaysia’s food sector is lagging on all fronts compared to the industrial crops and other sectors such
as manufacturing and services because of policy bias and neglect. In terms of land usage, the industrial
crops accounted for 68 percent of the land use in 1970 and thus only 32 percent was planted with food
crops. However by 2010, the share of these industrial crops had increased to 84.1 percent whereas food
crops had reduced to 15.9 percent. In terms of trade, Malaysia is a net food importer of major food items
such as cereals, fruits and vegetables, beef and mutton, dairy products, sugar, food and beverages and
feedstuff for livestock. Its food trade’s deficit has widened from RM1 billion in 1990 to RM13 billion in
2011. Food commodities that show surpluses include poultry meat, eggs, fisheries and lately processed
food such as prepared foods, fruit juices and beverages. Despite the deficits, the food manufacturing
sector is a growing industry and lately received more attention in the country’s industrial plan because
of its export potentials, in particular the “halal” market and employment creation. The food manufacturing
sector is largely run by the small and medium food processing enterprises (SMFEs), which suffer many
setbacks compared to the large scale commercialized firms, as well as other types of SMEs. The SMEs in
general have shown a tremendous growth between 2004 and 2010 with an average annual growth rate
of 6.8 percent compared to 4.9 percent for the overall economic growth (SME Corp, 2012). The
productivity growth of the SME was estimated at 3.4 percent per year compared to the overall economy
of 2.3 percent. This was largely because of definitive policies by the Government through the National
SME Development Council (NSDC), which mobilizes 15 ministries and 60 agencies to support this sector.
In view of the good prospects of the sector, this paper intends to review the performance and issues
besetting the SMFEs in Malaysia and identify relevant policy options.

1 Director, Institute of Agricultural and Food Policy Studies, Universiti Putra Malaysia, Serdang 43400 Selangor Malaysia.
2 Head of the Bio-resource and Environmental Policy Laboratory, Institute of Agricultural and Food Policy Studies, Universiti
Putra Malaysia, Serdang 43400 Selangor Malaysia.
3 Tutor, Faculty of Economics and Management, Universiti Putra Malaysia, Serdang 43400 Selangor Malaysia.
The authors thank Suryani Darham and Ahmad Hanis Izani Abdul Hadi for their assistance in preparing the report.
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2. Review of small and medium food processing enterprises (SMFEs) and their
contribution to development in Malaysia

Definition of SMEs

The statistical definition of a small and medium enterprise (SME) differs from one country to another. In
Malaysia, the definition and criteria of an SME have been set by the National SME Development Council.
An establishment is classified as an SME if it meets either one of the two criteria, which are based on
the number of full-time employees and value of annual sales turnover. This definition has been
introduced in the Census of Establishments and Enterprises 2005.4 Table 1 summarizes the SME
definitions for the manufacturing, services and agriculture sectors.

Table 1.  National standard of SMEs in Malaysia

Item Manufacturing Services Agriculture

Full-time employees indicator

 Micro Fewer than 5 employees Fewer than 5 employees Fewer than 5 employees

 Small Between 5 and Between 5 and Between 5 and
50 employees 19 employees 19 employees

 Medium Between 51 and Between 20 and Between 20 and
150 employees 50 employees 50 employees

Annual sale turnover indicator

 Micro Less than RM250 000 Less than RM200 000 Less than RM200 000

 Small Between RM250 000 and Between RM200 000 and Between RM200 000 and
RM10 million RM1 million RM1 million

 Medium Between RM10 and Between RM1 and Between RM1 million and
RM25 million RM5 million RM5 million

Note:  USD1 = RM3.6 (2005)
Source:  Department of Statistics Malaysia (2006).

Profile of SMEs and SMFEs in Malaysia

According to NSDC (2005) the SMFEs refer to firms that are involved in the “manufacture of food products
and beverages” under the Malaysian Standard Industrial Classification 2000 (MSIC 2000) divisions and
description. Hence it excludes “primary agriculture”, which covers “Agriculture, Hunting and Related
Service Activities”, “Forestry, Logging and Related Service Activities”, and “Fishing, Operation of Fish
Hatcheries and Fish Farms; Service Activities Incidental to Fishing”.

There are very limited data on SMEs in Malaysia to describe the development of the sector over time
and space and hence their actual contribution to the country’s economy. Realizing this, the Department
of Statistics Malaysia (or DoSM) conducted a nationwide Census of Establishments and Enterprises
(reference year 2003) covering the main economic sectors of manufacturing, services and agriculture in
2005 (DoSM, 2006). The census was conducted to obtain a comprehensive profile of SMEs that would
provide input towards the establishment of a national SME database. The sampling frame for the Census
of Establishments and Enterprises 2005 was estimated at 1 733 550 units of establishments. However
because of non-response and establishments that were no longer in operation, only 32 percent (552 804)
of the sample responded and were identified and processed for the final report.5 The profile of the SMEs
at large may provide some broad indications of the profile of the SMFEs.

4 The Guidelines on “Definitions of SMEs in Malaysia” was issued by the Secretariat, Bank Negara Malaysia on
13 September 2005 for circulation to Ministries and Agencies as well as financial institutions.
5 The Department of Statistics Malaysia (DoSM) is currently undertaking the 2011 Economic Census which includes SMEs
and is expected to be completed by November 2012.
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In Malaysia, SMEs constitute 99.2 percent (or 548 267 establishments) of the total number of enterprises
in the country (SME Corp, 2012). The majority of the SMEs (87 percent) are engaged in the services sector,
whereas another 7 percent and 6 percent respectively are in the manufacturing and agriculture sectors.
About 60 percent of total SMEs are in the distributive trade services subsector. Most of the SMEs are
concentrated in the Klang Valley (Selangor and Federal Territory account for 35.7 percent of all SMEs)
followed by Johor (10.3 percent), Perak (8 percent) and Kedah (6.8 percent). About 78 percent of the SMEs
comprise sole proprietorships and partnerships, 21.3 percent are private limited companies, whereas only
0.2 percent are public listed companies. This is in contrast to large enterprises with the majority or
94 percent being private limited or public listed companies. In terms of size, the majority or 79 percent
of SMEs are micro-enterprises with fewer than five workers. They are predominantly in the distributive
trade services subsector (83.6 percent share of total establishments in this subsector) and the agriculture
sector (93.1 percent). The manufacturing sector has a higher proportion of large enterprises relative to
all other sectors. Micro-enterprises are predominant in the eastern and northern states, namely Kelantan,
Perlis, Terengganu, Kedah and Pahang where they make up 88 to 95 percent of all enterprises.

A total of 45 percent of the SMEs are less than five years old. Only 12 percent of the SMEs are more than
20 years old suggesting that many establishments have either exited or graduated to become larger
firms. In contrast, a total of 60 percent of the large establishments are more than ten years old. There is
a big productivity gap between the SMEs and the large firms. In 2010, SME productivity per worker was
estimated to have averaged RM47 000, about one-third of large establishments (RM148 000) (SME Corp,
2012). Internationally, SMEs in Singapore are four times more productive than Malaysian SMEs, whereas
SMEs in the United States are seven times more productive. In terms of the number of SMEs established
yearly, data show that an average of 239 372 of SMEs (or 83 percent of the total businesses) were formed
between 2004 and 2011 and can be considered robust compared to other developing countries.

As shown in Table 2, SMFEs account for only 1 percent (5 925 establishments) compared to the
manufacturing SMEs (7.2 percent). Disaggregating the SMFEs into firm size categories, most of the SMFEs
establishments are micro-scale enterprises (55 percent) whereas small- and medium-scale enterprises
constitute about 37 percent and 8 percent, respectively.

Table 2.  Profile and SMFEs contribution to output and GDP (value added) in 2003

Number of Output Value added
Output per Value added

Item establishments (RM million) (RM million)
establishment per output

(RM million) (RM million)

(1) (2) (3) (4) (5)

Total economy 552 804 992 573 386 378 1.80 0.39

Non-SMEs 4 537 611 320 226 967 134.74 0.37

Total SMEs 548 267 381 253 159 411 0.70 0.42

Manufacturing SMEs 39 373 154 743 45 760 3.93 0.30

SMFEs 5 925 41 346 7 614 6.98 0.18

   Micro 3 266 746 286 0.23 0.38

   Small 2 212 10 969 2 284 4.96 0.21

   Medium 447 29 632 5 044 66.29 0.17

Source:  Department of Statistics Malaysia (2006) and authors’ calculations.

SMFEs’ contribution to the economy

SMEs in Malaysia have evolved to become key suppliers and service providers to large corporations. Their
roles are crucial in expanding output, providing value-added activities in the manufacturing sector,
creating employment and broadening Malaysia’s output or products (UNDP, 2007). Based on the data
available, the economic contribution of SMEs, with a special reference to SMFEs, can be measured using
five main indicators, i.e. size, output, GDP, employment and remuneration (salaries and wages). In view
of data unavailability, other meaningful indicators such as external (exports) and internal demand could
not be estimated.
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In the developed economies, SMEs are the major drivers of growth. For example, SMEs comprise
approximately 97 percent of all establishments in the OECD countries and contribute 40 to 60 percent
of GDP and provide employment to 90 million people (SME Corp, 2012). The contribution of SMEs to
GDP ranges from 60 percent in China, 57 percent in Germany, 55.3 percent in Japan and 50 percent
in the Republic of Korea (Bank Negara, 2003). In Malaysia, SMEs constitute 99.2 percent
(or 548 267 establishments) from the total in the country, contribute 32 percent of GDP, 59 percent of
employment and 19 percent of exports. As shown in Table 2, SMFEs account for only 1 percent producing
a total output valued at RM41.3 billion and value added of RM7.6 billion.

Although SMEs are bigger in terms of number of establishments, their contribution to the output is
relatively lower than that of the non-SMEs. Whereas the SME’s share in the establishments is more than
99 percent, they contribute about 38 percent of total national output value compared to 61 percent of
the non-SMEs. The manufacturing SMEs account for 7.1 percent of the establishments but they account
for 15.6 percent of the total value output of the economy. The percentages for the SMFEs are 1.1 percent
and 4.2 percent respectively.

The SMFEs appear to be much more productive in terms of output value surpassing the manufacturing
SMEs. Although SMFEs account for only 1.1 percent in terms of establishments, their share of the total
output value is 10.8 percent. In terms of number of establishment, the manufacturing SMEs account for
7.2 percent but contribute about 40.6 percent to the total output value. Similarly, for all SMEs, although
they account for 99 percent of the establishments in the economy, they contribute only 38.4 percent of
the total output value. The SMFEs contribute about 4.8 percent to the total value added in the SMEs as
a group compared to the manufacturing SMEs (28.7 percent). The contribution of the SMEs to the overall
value added is about 41.3 percent compared to 2 percent by the SMFEs.

Among the subcategories of the SMFEs, the medium SMFEs are highly productive as their share of output
value is estimated at 71.7 percent although they account for only 7.5 percent in terms of the number
of establishments. On the other hand, more than half of the SMFEs are micro-enterprises (55.1 percent),
but their contribution to the total output is relatively small (1.8 percent). The small SMFEs, which account
for 37.3 percent of the establishments, contribute about 27 percent of the total output value (Table 3).

Table 3.  SMFEs contribution to employment and labour income (2003)

Employment
 Labour-output Salaries and

Wage rate
Labour

Item (‘000)
ratio wages

(RM ‘000)
productivity

(RM million) (RM million) (RM ‘000)

(1) (2) (3) (4) (5)

Total economy 5 038 000 5.08 86 075 17.09 76.69

Non-SMEs 1 815 000 2.97 44 175 24.34 125.05

Total SMEs 3 223 000 8.45 41 900 13.00 49.46

Manufacturing SMEs 760 459 4.91 11 220 14.75 60.17

SMFEs 115 626 2.80 1 495 12.93 65.85

   Micro 13 667 18.32 N.A. N.A. 20.93

   Small 55 038 5.02 N.A. N.A. 41.50

   Medium 46 921 1.58 N.A. N.A. 107.50

Source:  Department of Statistics Malaysia (2006) and authors’ calculations.
Notes:  N.A. = not available.

In terms of average value of output per establishment (column 4, Table 2), a similar observation prevails.
On average, each SMFE firm is able to produce RM6.98 million of output, which is almost double that
of the manufacturing SMEs and nine times the national value. The medium-scale enterprises are the main
generators of output among the SMFEs.
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The contribution of SMFEs to the value added or GDP, shows a different pattern than that of output. For
the total SMEs, the capacity to generate value added is higher than the output capacity. That is, their
value added share is 41.3 percent or RM159 411 million compared to output share of 38.4 percent or
RM381 253 million. On the other hand, the average value added shares of the manufacturing SMEs and
non-SMEs are relatively lower than that of output shares. A similar pattern holds for the SMFEs.
Specifically, SMFEs provide only 2 percent (RM7 614 million) of national value added compared to
4.2 percent (RM41 345 million) of its share to national output. In fact, an index for value added generation
per ringgit of output (column 5, Table 2) clearly shows that the capacity of the SMFEs to generate value
added is relatively low. This observation clearly implies that SMFEs are mostly involved in lower value
added products. The reason for this lower value added creation is that SMFEs rely heavily on imported
inputs in their production and use of this imported input generates leakage overseas. It is estimated that
about 70 percent of raw materials used in food processing are imported (Ministry of International Trade
and Industry, 1993). This is particularly true for the production of livestock animals and wheat-based
products.

Source:  Department of Statistics Malaysia (2006)

Figure 1.  Distribution of employment by category
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The SMFEs provide about 2.2 percent of total employment, which is comparable with their contribution
to value added (Table 3). Figure 1 shows the distribution of employment by three types of workers:
working proprietors and unpaid family workers, full-time employees, and part-time employees. It is
interesting to note that small- and medium-scale enterprises are the major players in the SMFEs labour
market. Full-time employees account for more than 94 percent of the employment in the said SMFEs. This
is in contrast to the micro-scale enterprises in which working proprietors and unpaid family workers
constitute about 48 percent and part-time employees dominate at 19 percent. The figures suggest that
the labour market for the micro-scale production is less formal than the small- and medium-scale
enterprises.

The contribution of SMFEs to employment is far below the contribution of total average SMEs and
average manufacturing SMEs. This can be inferred from the labour-output ratio in column (2). The labour-
output ratio indicates the amount of labour required to produce a million ringgit worth of output. The
results clearly show that for a million ringgit of output, SMFEs only require 2.8 units of labour whereas
the average manufacturing SMEs and total average SMEs need 4.91 and 8.45 units of labour. This
suggests that SMFEs in Malaysia are involved in relatively capital-intensive production activities. This
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argument is further supported by the fact that the salaries and wages component (payment to labour)
constitutes only 20 percent of total value added (whereas another 80 percent of value added goes to
capital).

Labour productivity measures how much output can be produced for a unit of labour. In practice, labour
productivity is calculated by taking a ratio between value added (monetary unit) and total number of
labour (value added/labour). Table 3 shows that SMFEs achieve the highest productivity compared
to the total average of all SMEs and manufacturing SMEs. Each unit of labour in the SMFEs produces
RM65.85 thousand worth of output. There is also a positive relationship between labour productivity and
size of firms. Larger firms tend to indicate higher labour productivity.

A major concern about wages (or more accurately labour compensation) is whether it is consistent with
the level of productivity. The relation between productivity and wages has been a source of substantial
controversy because of its inherent importance. Productivity and wages are key determinants of the
standard of living of the employed population as well as of the distribution of income between labour
and capital. Usually, the wages paid by a competitive firm should rise at the same rate as the rise in
labour productivity. To investigate this issue, we calculated wage rates that were defined as wages per
labour in column (4). Relating the results in columns (4) and (5), it shows that the wages paid by the
SMFEs are below the level of productivity in a relative measure. For example, the productivity of SMFEs
is 9 percent higher than the average manufacturing SMEs but their wage rate is 12 percent lower than
the latter.

3. Status of small-scale food processing

This section gives a short overview of the major categories of SMFEs that make up more than 80 percent
of the total number of establishments in this sector. They are mainly involved in producing fish and fish
products, livestock and livestock products, fruits and vegetables, and cocoa-based products.

Processed livestock products. Chicken meat contributes 60 percent to the total production of
processed meats. Major processed meat products are sausages, burgers, nuggets, meatballs and floss, and
canned meat. There is also an increasing trend towards the production of convenience foods, mainly
chilled and frozen foods, including pre-cooked and retort pouch products. They are produced both for
home consumption as well as exports. The export value of processed poultry meat increased from RM38
million in 1990 to RM58 million in 2006.

Processed fisheries products. The fisheries products produced include processed fish and seafood
products such as frozen and canned fish, crustaceans and molluscs, surimi and surimi products. Other
popular items that are commonly produced in rural areas are dried fish crackers, salted dried fish and
fermented fish. The total value of sales increased from RM1 billion in 2008 to RM1.2 billion in 2011 (DoSM,
2012). The value of prepared/preserved fish exports has increased from RM139 million in 2000 to RM228
million in 2008 indicating an increase of more than 60 percent. However the export of shrimps has
decreased by 23 percent from RM144 million to RM121 million during the said period (GTIS, 2009).

Processed fruits. Pittaya or dragon fruit has contributed to the manufacture of value-added products
such as juices and colouring. Fruits such as jackfruit, banana and papaya are utilized for the production
of snack foods whereas noni and roselle are used to produce health products. Canning is mainly
undertaken for pineapples and pineapple juice. Although in general Malaysia is a net importer of fruits,
there are processed products that show surpluses such as processed and preserved fruits and fruit juice.

Processed vegetables. Most vegetables are grown for fresh consumption. However, there are some
vegetables such as chili, tomatoes and peas that are processed in the form of sauces, canned or frozen.
The main problem in vegetable processing is the shortage of raw materials. For example, many small-
scale entrepreneurs in the production of chili-based products have to depend on imported dried chili
from India or China. Similarly, tomato puree, which is the main ingredient for tomato sauce is imported
from the United States of America (USA), China and Canada.
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Cocoa products. Malaysia is the largest cocoa processing (cocoa grinder) country in Asia and it is
currently ranked fourth in the world. However, there is increasing dependence on imports of cocoa beans,
in particular from Indonesia and Ghana, to support the production of cocoa. Cocoa butter is processed
for export whereas cocoa powder and chocolate are sold in the domestic market. The total sales of cocoa
products increased from RM3.7 billion in 2008 to RM4.6 billion in 2011 (DoSM, 2012b).

Cereals. Malaysia is a net importer of rice amounting to 1.85 million tonnes, which is equivalent to
30 percent of its domestic requirement. Other cereals imported include corn (mainly as feedstuff for the
livestock industry) and wheat (for bakeries). The trade data show that the exports of the “Preparations
of Cereals, Flour, Starch or Milk; Bakers’ Wares” increased from RM0.4 billion in 1997 to RM2.3 billion in
2009. The trade surplus is estimated at RM898 million. The types of products exported include
bread, pastry, cakes, biscuits and other bakers’ wares. This category of products indicates a surplus of
RM280 million. The total sales value of flour produced reduced from RM2 billion in 2008 to about
RM1.9 billion in 2011 whereas the sales of biscuits have increased from RM0.88 billion to RM1 billion in
the same period (DoSM, 2012b).

4. External forces that shape the SMFE sector in Malaysia

According to the survey carried by Bank Negara (2008), because of their small size, the majority of the
SMEs cater mainly for the domestic market. Only 8 percent of the SMEs export their products. However,
as for food products, trade data show that some products show significant growth in exports. The trade
data from DoSM indicate that the exports of food items such as fisheries products, cereals preparations
(foods), edible preparations and beverages have shown tremendous export growth. For instance, cocoa
and cocoa preparations, edible preparations has each registered an annual rate of growth of 15 percent
between 1997 and 2008 (GTIS, 2009). However in the international arena, Malaysia’s food products face
many challenges and hindrances.

Globalization opens up trade and enhances competitiveness among nations. Market liberalization, free
trade agreements (FTA) at regional or international levels have intensified not only the trade volume but
also competition. However, to struggling SMEs, globalization and trade liberalization prove to be rough
battlegrounds as efficiency and competitive edge rule the trade, traits that most of Malaysia’s SMEs and
SMFEs do not have. Globalization opens up new emerging economies in the Far East and South Asia as
well as in the ASEAN region. China has emerged as the economic powerhouse of the world with its mass
production of cheap and competitive products. At the same time India is emerging as the new ICT
superpower in the region which gives an extra edge to their SMEs. Viet Nam and other ASEAN countries
are becoming popular destinations for international Foreign Direct Investment (FDI), which further helps
the growth of their SMEs. Most of the ASEAN competitors (particularly Indonesia and Thailand) are
producing more or less similar products to Malaysia’s food products, but are labour intensive and hence
cheaper and price competitive.

The other major trade challenges that are at times insurmountable to the local SMFEs are the tariff and
non-tariff barriers set by the consuming countries, particularly in the developed economies. The strict
phytosanitary requirements for instance are a big challenge to the local SMFEs to meet because of lack
of technology as well as capital to invest in product quality and certification.

The volatility of the world economy in the last decade affected the SMEs to some extent though not as
disastrously as the other sectors, particularly the financial sector. The survey carried out by the SME Corp
and the Federation of Malaysian Manufacturers in 2008 indicated that the SMEs at large were not
seriously affected by the 2008 crisis (NSDC, 2011). However, the 2009 crisis proved otherwise, in that
about 77 percent of the SMEs surveyed stated that they were badly affected by the contraction of
demand because of the crisis. However, by 2010, almost all of them had recovered from the crisis.
Although the SMEs showed resilience during the crisis periods, what lies ahead could pose a serious
challenge to the sustainability of the SMFEs. This is because volatility is expected to be a market norm
in the future because the speed of information flow worldwide encourages speedy responses from
players creating violent price swings. As Malaysia’s SMFEs rely on imports for most of its inputs, these
price swings may affect their capacity to remain in the industry.
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5. Government policy and legal frameworks

This section looks at the government policy and the legal frameworks affecting SMEs in Malaysia. Fong
(1990) gives a brief but comprehensive evolution of the policy towards SMEs in Malaysia up to the 1980s
and concludes that a more positive assistance was accorded to SMIs by the late 1980s after a policy bias
towards larger enterprises since independence. The bias for larger enterprises in terms of investments
and employment was relaxed to promote the diversification and growth of the economy overall.

Legal framework

The Small and Medium Industries Development Corporation Act 1995 is the basic legislation affecting
SMEs. This Act establishes the Small and Medium Industries Development Corporation (SMIDEC)
(Section 3). According to Section 4, the members of SMIDEC comprise: (a) a Chairman; (b) a Deputy
Chairman who shall be a representative from the Ministry of International Trade and Industry;
(c) a representative of the Ministry of Finance; (d) a representative of the Economic Planning Unit of the
Prime Minister’s Department; (e) the Chief Executive Officer of the Corporation; and (f ) such other
members, not exceeding six, as the Minister may determine. Except for the CEO, the members are
appointed for a term not exceeding three years (Section 5).

Section 12 of the Act lists the functions of SMIDEC as to:

i. promote and co-ordinate the development of small and medium industries in Malaysia;
ii. undertake studies related to the development of small and medium industries;

iii. undertake promotional activities in the country to promote the growth of small and medium
industries;

iv. establish a comprehensive database and information system on small and medium industries
development programmes;

v. become the centre for collection, reference and dissemination of information related to small
and medium industries;

vi. provide technical support and management counseling services with the co-operation of other
agencies involved in the enhancement of small and medium industries;

vii. promote mutual co-operation among small and medium industries through amalgamation of
businesses, technical co-operation, establishment of mutual fund or co-operative enterprise and
the procurement of common equipment;

viii. encourage industrial linkages with large industries;

ix. promote human resource development in the small and medium industries; and

x. do all such matters as may be incidental to or consequential upon the discharge of its
functions, from time to time.

Another important feature of the Act is the establishment of the Small and Medium Industries
Development Fund (Section 18).

The Food Act 1983 (Act 281) is the parent legislation for food matters in Malaysia. Its objective is
“to protect the public against health hazards and fraud in the preparation, sale and use of food, and for
matters incidental thereto or connected therewith”. It is interesting to note that “food” is defined as “every
article manufactured, sold or represented for use as food or drink for human consumption or which
enters into or is used in the composition, preparation, preservation, of any food or drink and includes
confectionery, chewing substances and any ingredient of such food, drink, confectionery or chewing
substances” whereas “animal” is defined as “any quadruped or bird either domesticated or otherwise, fish,
reptile or insect, whole or part of which are used for human consumption”. Since they are defined
separately this has been interpreted as the exclusion of live animals in the meaning of food under the
Act (Ismail, 2011, p. 5).The other legislations based on the Food Act include Food Regulations 1985 and
Food Hygiene Regulations 2004.
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Agro-industrial policy

Established in June 2004, The National SME Development Council (NSDC) is the highest policy-making
body responsible for the development of SMEs in Malaysia. The objectives of the NSDC are to:
(a) formulate broad policies and strategies, as well as provide direction for comprehensive and
coordinated development of SMEs across all sectors; and (b) oversee and guide overall SME development
initiatives to ensure effectiveness in policy implementation and outreach. The NSDC is chaired by the
Prime Minister and other members who include the Ministers of the following ministries: the Ministry
of International Trade and Industry (MITI), the Ministry of Finance (MOF), the Ministry of Agriculture and
Agro-based Industry (MOA), the Ministry of Human Resources (MOHR), the Ministry of Science,
Technology and Innovation (MOSTI), the Ministry of Rural and Regional Development (MRRD), the
Ministry of Housing and Local Government (MHLG), the Ministry of Higher Education (MOHE), the
Ministry of Tourism (MOTOUR), the Ministry of Domestic Trade, Cooperatives and Consumerism (MDTCC),
the Ministry of Women Family and Community Development (MWFCD), the Ministry of Plantation
Industries and Commodities (MPIC), the Ministry of Industrial Development Sabah (MID SABAH),
the Ministry of Industrial Development Sarawak (MID SARAWAK). Non-ministerial members include the
Chief Secretary to the Government, the Director-General of the Economic Planning Unit of the Prime
Minister’s Department (EPU), the Governor of the Bank Negara Malaysia (BNM), the Director-General of
Perbadanan Usahawan Nasional Berhad (PUNB) and the Chief Executive Officer of the Multimedia
Development Corporation (MDC).

The Bank Negara Malaysia served as the Secretariat to the Council until 2009 when SMIDEC was
upgraded to an Agency in October of that year and was renamed SME Corp Malaysia. The various policies
and programs are highlighted in the SME Development Blueprints for 2005, 2006, and 2007. Recently the
Blueprint series was renamed the SME Integrated Plan of Action (SMEIPA).

Since the bulk of Malaysian enterprises are SMEs, policies with respect to SMEs must be aligned with the
country’s overall economic policies. The latest policies are elaborated in the tenth five-year economic plan
(RMK10), which incorporates the Government Transformation Program and the New Economic Model.

The RMK10 document refers to the need to develop SMEs as the engine of growth and innovation to
create domestic, regional and global enterprises (pp. 94–99). Five initiatives were outlined: (1) reducing
the regulatory costs borne by SMEs; (2) building capacity and capabilities of SMEs; (3) supporting the
creation of an entrepreneurial culture; (4) strengthening support systems for SMEs; and (5) enhancing
access to financing for SMEs.

The Government Transformation Program (GTP) refers to the New Economic Model (NEM) as the guide
to the economic strategies of Malaysia (Sect 3.2.1, p. 56).The NEM document presents a series of structural
reform initiatives (SRI) to be undertaken for the nation’s transformation to achieve the aspirations of high
income nation status by 2020. The SRIs are: (1) re-energizing the private sector; (2) developing a quality
workforce and reducing dependency on foreign labour; (3) creating a competitive domestic economy;
(4) strengthening the public sector; (5) transparent and market-friendly affirmative action; (6) building
the knowledge base and infrastructure; (7) enhancing the sources of growth; and (8) ensuring
sustainability of growth.

Even though all initiatives can affect SMEs as business enterprises, SME is specifically mentioned in SRI1
(Re-energizing the private sector) as the need to promote SME growth. Two possible policy measures
concern the provision of support for SMEs in innovative and technologically advanced areas and the
facilitation of timely access to funding for business activities (p.19).

The SME development framework consists of three strategic thrusts. The first is to strengthen enabling
infrastructure, which includes physical infrastructure such as business premises and facilities, as well as
regulatory and information infrastructure. The second is to enhance the capacity and capability of human
capital. These require upscaling of skills and knowledge and the entrepreneurial capabilities of those
involved. The final thrust is to enhance continued access to financing. The measures include the
establishment of special funds and the development of financial institutions focused on SMEs.
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In April 2011 the Cabinet endorsed the first phase of the SME Master Plan (2012–2020). Monitoring of
all SME development programs under the various Ministries and Agencies will be made more transparent
via the online Annual SME Integrated Plan of Action (SMEIPA).

Food safety regulations

Since the passage of the Food Act 1983, several regulations pertaining to food have been passed in
Malaysia. These include Food Regulations 1985, Food (extensions of the Food Act 1983 to tobacco and
others) Regulations 1993, Control of Tobacco Product Regulations 2004, Food (Issuance of Health
Certificate for Export of Fish and Fish Products to the European Union) Regulations 2009 and Food
Hygiene Regulations 2009. More recently the Food Analyst Act 2011 (Act 727) establishing the Council
of Food Analysts was passed.

The National Food Safety and Nutrition Council (NFSNC). NFSNC is the highest national advisory body
that provides advice related to food safety and nutrition in Malaysia. It was established on 21 March 2001
superseding the National Nutrition Council, which was part of the National Nutrition Action Plan in the
Seventh Malaysia Plan (1996–2000). The objectives are to ensure the health of the people by
strengthening food safety at all levels of the food supply chain in the country and to ensure Malaysians
achieve optimum nutrition status.

The NFSNC is chaired by the Minister of Health, Malaysia, with 48 members comprising 16 Secretary-
Generals of the Ministries, 25 Director-Generals of Agencies, the Attorney General and Presidents of FMM,
FOMCA, Malaysian Institute of Food Technology (MIFT), Nutrition Society of Malaysia (NSM), Malaysian
Association of Environmental Health (MAEH), and the Malaysian Institute of Chemistry. The Secretariat
is located in the Food Safety Committee of the Food Safety and Quality Division of the Ministry of Health.
The two main committees in the NFSNC are the Food Safety Main Committee and the National
Coordinating Committee for Food and Nutrition (NCCFN). The Nutrition Technical Working Group (NTWG)
is under the latter whereas the Food Analysis Committee is under the former. To date, the NFSNC has
issued the National Food Safety Policy, National Food Safety Action Plan (2006–2009), National Food
Safety Action Plan (2010–2020), National Food Analysis Action Plan, National Nutrition Policy, National
Nutrition Action Plan II (2006–2015) and the Model on National Collaboration in Food Safety along the
food supply chain.

Competitiveness issues

Numerous and diverse factors determine the competitiveness of a nation. These range from a sound
institutional environment that protects the property rights of intellectual contributions, fair and just
administrative and judicial systems free from corruption, a sound macro-economic environment for
growth to factors influencing microproductivity levels such as education and training.

The APO groups various initiatives to improve competitiveness into six areas: promotion of
entrepreneurial culture; administrative environmental framework; entrepreneurship training and
education; network and linkages for SME development; technology and ICT development; financial
support; and advancing responsible business practices.

In Malaysia, the programs affecting SMEs cut across almost all the ministries and agencies under them.
All of the programs are listed in the Annual Reports of SME Corp Malaysia. In 2011 there were
218 programs grouped into the three strategic thrust areas of building capacity and capability
(143 programs), strengthening enabling infrastructure (18 programs); and enhancing access to financing
(57 programs). The corresponding figures for 2010 were 151 total programs grouped into building
capacity and capability (81 programs); strengthening enabling infrastructure (33 programs); and
enhancing access to financing (37 programs).

More recently, SME Corp unveiled the SME Master Plan 2012–2020 with the overall vision of creating
“globally competitive SMEs across all sectors that enhance wealth creation and contribute to the social
well-being of the nation”. This vision is to be realized by increasing business formation, expanding the
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number of high-growth innovative firms, increasing productivity and intensifying formalization of the
economy. The areas of focus are innovation and technology adoption; human capital development;
access to financing; market access; the legal and regulatory environment, and infrastructure. The macro
targets to be achieved are: (i) to increase the contribution of the sector to GDP to 41 percent in 2020
(compared to 32 percent in 2010); (ii) 62 percent share of employment (compared to 59 percent in 2010);
and 25 percent share of exports (compared to 19 percent in 2010).

It highlights 32 initiatives grouped into six High-Impact Programs and four themes of (i) promote
resource pooling and shared services to overcome scale disadvantages (three initiatives); (ii) create
demand for SME products for greater market access (three initiatives); (iii) reduce information asymmetry
to enhance opportunities (four initiatives); (iv) building capacity through knowledge acquisition and skills
upgrade (four initiatives); and five initiatives for East Malaysia; and other supporting measures (seven
initiatives). All the programs within the initiatives are expected to increase business formation, expand
the number of high growth and innovative firms, raise productivity and/or intensify formalization.

6. Status of the national institutional infrastructure

Good institutional infrastructure is a prerequisite to any SME development. This section provides an
overview of the major institutions that are crucial to enhancing the performance of SMEs .

Research and development and technology

In terms of R&D, Malaysia has shown some progress. In 2006, the ratio of R&D to GDP for Malaysia was
0.6 percent and this increased to 0.82 percent in 2008, which is higher than that of Thailand
(0.21 percent), Philippines (0.1 percent) and India (0.7 percent), but lower than Singapore (2.6 percent),
United States (2.7 percent) and Japan6 (3.4 percent) (World Bank, 2012). Malaysia’s R&D expenditures are
largely generated through government budgetary allocation, which accounts for 64 percent. The three
main fields of research are information and communications technology (ICT) (62 percent), engineering
sciences (10.8 percent) and agricultural sciences (5.8 percent) (MOSTI, 2012). In 2008, Malaysia had a total
of 31 442 researchers and 40 840 R&D personnel. The total number of researchers per 10 000 labour force
was 28.5 and R&D expenditure per R&D personnel was RM148 648. In terms of research institutions, there
are 52 government agencies and research institutions, 37 institutions of higher learning and 944 private
companies. The premier research institution for food and agriculture in the country is the Malaysian
Agricultural Research and Development Institute (MARDI), which carries out R&D on scientific, technical,
economic and sociological issues related the production, processing and use of crops (excluding palm
oil, cocoa and rubber) and livestock. In general, the number of innovations resulting from R&D in Malaysia
is small and there is poor collaboration between the universities and industries and a low rate
of commercialization. In 2011, the rate of commercialization among the public universities was
about 5.1 percent of R&D grants. This is considered low as the international standard for the rate of
commercialization of R&D is 10 per cent (Chandran et al., 2009).

In terms of R&D among SMEs, the picture is not very rosy. Generally SMEs conduct very little research
or produce innovative technology. In terms of total national R&D expenditure, businesses with revenue
under RM10 million, account for only 9 percent of research expenditures. This is largely because a large
percentage of SMEs (86 percent) is concentrated in the services sector and also because of their limited
capability. According to DoSM (2006), the range of R&D investment in the Malaysian manufacturing
sector is below 2 percent. The capital intensive industries tend to have higher investment rates in R&D
whereas resource based and labour intensive sectors such as food tend to have a lower R&D investment
rate. For example, the R&D expenditure as a percentage of the total intermediate input in the food and
beverages subsector stands at 0.04 percent compared to the highest (1.13 percent) for the motor,
vehicles, trailers and semi-trailers subsectors. Only 46 percent of the firms in the food and beverages
category are involved in innovations and most of them are product and process innovations (Chandran
et al., 2009).

6 Data for Thailand, Philippines, India, Singapore refer to 2007, whereas the data for Japan refer to 2008 (World Bank, 2012).
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Generally, there are not many food processing technologies that Malaysia can be proud of with the
exception of the home grown milling and refining engineering of crude palm oil. Generally, the level of
technology in the food manufacturing subsector is less advanced than that of other countries in the
ASEAN region, particularly Thailand. There are a number of reasons for this. Fundamentally, Malaysia is
a net food importer as it is cheaper to import rather than produce locally. Hence, there is not enough
impetus or need to innovate. Secondly, the focus on the industrialization process in the 1980s and 1990s
has marginalized the food sector as few resources were channelled into R&D and relevant infrastructural
development. The agricultural and food subsectors were given a new lease of life under the RMK10 as
well as under the new Economic Transformation Plan. As R&D takes a long time to produce major
innovations, the recent re-emphasis on food is yet to see results.

Human resource capacity

In terms of labour force education and skill, Malaysia lags behind Singapore and other advanced Asian
countries. The labour force that has undergone tertiary education accounted for 23.4 percent of the total
in 2007 compared to 35.9 percent in Singapore (World Bank, 2008). Education expenditures have
averaged 17 percent of total public expenditure and about 5 percent of GDP. Primary school enrollment
is almost 100 percent and 68 percent of students attend secondary school. Only 20 percent of the tertiary
students enroll in graduate programs. Malaysia has only about 4 000 Ph.D. holders and about half are
graduates from overseas. About 27 percent of students graduating from local higher education
institutions in 2009 remained unemployed six months after completion of their studies. Of the
graduating students who were employed, 29 percent in 2006 and 33 percent in 2000 earned less than
RM1 500 per month (Malaysia, 2010). There is a sizeable gap between the competency level of graduates
and comparable international standards. It is estimated that 100 000 or 22 percent of Malaysian students
in 2009 entered the workforce directly upon completion of only 11 years of schooling after achieving
Malaysian Certificate of Education (SPM). In short, the Malaysian workforce remains relatively unskilled,
with 77 percent educated only up to 11 years of basic education at the SPM level or equivalent, and only
28 percent secured jobs in the higher skilled bracket.

The education system has failed somewhat in producing the “right” skills that match the industry needs,
resulting in a mismatch between supply and demand. This is attributed to the lack of industry
perspective in the curriculum, including up-to-date industry knowledge as well as poor linkages between
the institutions of higher learning and industry. This has affected the quality of students from universities,
colleges, technical schools and polytechnics. The jobs at the SMEs are perceived “undesirable” because
of the low wages and this has limited the size of the quality workforce available to SMEs.

The labour requirements in the SMEs sector concentrate on semi- as well low-level skilled labour because
the production processes are not capital intensive. But the supply of such workers is fairly limited
because of the stronger pull of better wages in other sectors. Hence, the SMEs have to resort to cheap
immigrant labour from Indonesia, Bangladesh and Myanmar. The agricultural sector employed the
highest number of immigrants in 2010 with about 32 percent of the total, followed by construction
(14 percent) and services (12 percent), wholesale and retail (11 percent) and accommodation services
such as hotels (7 percent) (World Bank 2013). In the absence of data, it is most probable that the majority
of the workers in the SMFEs are low-skilled workers as 59.4 percent of the businesses are micro-
enterprises (largely family run) and small-scale businesses.

In terms of productivity, sectors that have a high dependence on foreign labour have low productivity.
For example, the construction sector’s productivity is estimated as RM21 000, the agriculture sector’s as
RM26 000 and the manufacturing sector’s as RM58 000. Malaysia’s dependence on low-cost unskilled
foreign workers, has depressed wages and hampered the move of firms to higher value-added activities.
The influx of low-skilled foreign labour has doubled since 2000 to 1.9 million in 2010. The abundance
of cheap labour has discouraged moves towards automation and mechanization and innovation
particularly in manufacturing and agriculture.
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Institutions and the SME Master Plan (2012–2020)

Recently Malaysia has embarked on a number of transformation plans to create a high income economy.
Although still under the development framework of the Tenth Malaysia Plan (RMK10) (2011–2015), the
government has introduced the Economic Transformation Plan. Under both plans, SMEs remain a crucial
sector, perceived as main drivers of economic growth as discussed in Section 5.

As discussed, the SME Master plan 2012–2020 aims at increasing the contribution of SMEs to GDP from
32 percent in 2010 to 41 percent in 2020. It also aims to increase their employment share from
59 percent to 62 percent and their export share from 19 percent to 25 percent (NSDC, 2012). The National
SME Development Council or NSDC was entrusted to formulate overall policies and strategies for SMEs
and to coordinate programs across all related ministries and agencies. There are 15 ministries and more
than 75 agencies supporting the government’s SME development efforts. Each of these organizations
has been tasked with specific development objectives aimed at particular target groups. The policy focus
is to enhance the capacity and capability of SMEs towards building long-term resilience and
competitiveness. The major tasks of the council are to ensure capacity building, better access to finance
and adequate infrastructures. The other equally important functions are to ensure the legal and
regulatory environment. A total of 144 programs worth RM16 billion were proposed. As shown in
Figure 2, capacity building of the SMEs is the most import function as all the ministries and agencies are
assigned to contribute to this function. The four major ministries that will contribute extensively to the
development of the SMEs are the Ministry of Finance (MOF), the Ministry of International Trade and
Industries (MITI) and the Ministries of Industrial Development of Sabah and Sarawak. These ministries are
responsible for capacity building, enhancing access to finance as well as infrastructural development.

Note:  MOHR is Ministry of Human Resources, MOTUOR is Ministry of Tourism and Culture, MPIC is Ministry of Plantation
Industries and Commodities, MOYS is Ministry of Youth and Sports, MWFCD is Ministry of Women Family and Community
Development, MEGTW is Ministry of Energy, Green Technology and Water, MICC is Malaysian International Chamber of
Commerce and Industry, PUNB is Perbadanan Usahawan Nasional Berhad, BNM is Bank Negara Malaysia, MOF is Ministry
of Finance, MITI is Ministry of International Trade and Industry, MID Sabah is Ministry of Industrial Development , Sabah,
MID Sarawak is Ministry of Industrial Development, Sarawak , MRRD is Ministry of Rural and Regional Development, MOA
is Ministry of Agriculture and Agrobased Industry, MOSTI is Ministry of Science, Technology and Innovations and MDTCC
is Ministry of Domestic Trade, Cooperatives and Consumerism.

Figure 2.  The roles of ministries and agencies in the SME Master Plan (2012–2020)

Coordinating Agency: National SME Development Council (NSDC)
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Basically, each ministry is to enhance its functions so as to contribute to the development of the SMEs
sector. The Ministry of Agriculture (MoA) for example is expected to enhance the food industry subsector
through production incentives, strengthening producer associations, development of agriculture
entrepreneurs, expanding GAP, providing market infrastructure, providing funds for food and other
agricultural credit scheme.

A snapshot of the institutions’ roles in providing the enabling environment for the SME development
under the 10MK as well under the new master plan is depicted in Figure 3. As shown in the figure, SNDC
takes the function as the coordinator for the country’s SME development whereas the SME Corp is the
secretariat. The technology acquisition and development involve the following ministries; MYDC, MDC,
MOSTE and SME Corp. Almost all the ministries are involved in capacity building in one way or another.

Adapted from UNDP (2007).

Figure 3.  Role of institutions in enabling environment for SME development in Malaysia
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As for trade facilitation, marketing and market development, the three major agencies that are crucial
include, MITI, MATRADE and the Federal Agricultural Marketing Authority (FAMA). The agencies and
institutions that are responsible for making sure there is adequate access to finance are development
financial institutions, the Credit Guarantee Scheme, commercial banks, venture capital companies and
various ministries and government agencies. Business advisory support will be provided by SME Bank,
SME Corp, MATRADE, MARA, MDTCC, MOSTI and the Ministry of Youth and Sports (MOYS). In view of the
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significant roles played by women in SMEs, assistance is provided to them by SME Corp, MATRADE and
MTDC. The plan also provides a feedback mechanism from the various parties involved that include trade
and industry associations, Chamber of Commerce, SME associations and various ministries and agencies.
All ministries are responsible to provide infrastructures in numerous forms.

Financial system

The lack of sufficient finance and access to credit are universal problems for SMEs. In Malaysia the
problems are limited non-banking avenues, poor creditworthiness and lack of know-how and resources.
To address these issues, the Malaysian government through its agencies, offers various grants and
incentives.

About 80 to 90 percent of the total SME financing is from banks (SME Corp, 2012). SMEs accounted for
41 percent of total business financing (increased from 30 percent in 1999), and the approval rate is
85 percent (Makip, 2012). Malaysia ranked first in the World Bank’s Doing Business indicators. That is
Malaysia provides the best in terms of ease of getting credit based on institutional features and generally
adequate availability of credit through Malaysia’s banking system, good performance on legal rights and
depth of credit information indicators and a good coverage through public registries and private bureaus
(NSDC, 2012). Despite the excellent rating, there are problems faced by some SMEs. For example, some
firms reported that despite the ability to source funds, they were not able to translate them into
“innovative” ideas or products. Among the smaller SMEs, accessing funds is still a big problem because
of poor creditworthiness, weak recording of financial accounts or lack of business viability. Furthermore,
the banking institutions face challenges because of lack of expertise, particularly in emerging and
untested areas where the risks are perceived to be high.

Figure 4 shows the financial landscape for SMEs in Malaysia. SMEs have options to obtain financial
facilities from both the private and public sectors. The financial landscape is comprehensive, covering
banking institutions, development financial institutions, venture capital companies and private equities,
leasing and factoring companies, funds and schemes by the government and BNM. The financial
institutions (banking and FDIs) constituted 78 percent of total financing outstanding to SMEs in 2012
(NSDC, 2012).

Note:  DFIs – Development Financial Institutions
VC – Venture Capital. Source: SME Corp, 2012

Figure 4.  Financial landscape for SMEs
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As of 2010, the government has approved funds of RM57.4 billion to 2.2 million SMEs through 83 funds
schemes (SME Corp, 2012). About 30 percent of funds were disbursed through the nine minstries and
agencies and the balance through financial institutions. The key funds and grants include: (i) the Initiate
Financing Scheme by the MOF and Amanah Ikhtiar Malaysia to reduce the poverty rate of poor
households; (ii) financial assistance to Bumiputra SMEs; (iii) microcredit financing by the MOA;
(iv) Franchise Scheme by the MDTCC; (v) Rural Economy Funding Scheme by the MRRD; (vi) Maritime
Fund by MOF; and (vii) BNM funds such as Fund for Food, New Entrepreneur Funds, Funds for SMEs, Micro
Enterprise Funds and Bumiputra Entrepreneurs Project Fund.

The government has implemented a number of guarantee schemes to enable SMEs to have better
access to financing. These include the schemes offered by Credit Guarantee Corp. Malaysia Berhad (CGC).
Since its establishment, CGC has guaranteed about 410 000 SMEs valued at RM48 billion. Credit
Bureau Malaysia Sdn Bhd is established to provide SME credit information about ratings of SMEs,
micro-businesses and individuals. Its activities support micro-businesses and individual start-ups towards
financial inclusion in the economy. The Bureau also provides Risk Reports as well as an online data for
monitoring and evaluation of the financial situation of the SMEs. The microfinancing scheme which was
established in 2006 provides financial assistance without collateral to micro entrepreneurs, whereas VC
funds are provided to high risk and high growth sectors.

Agencies involved in marketing strategies

One of the four themes listed in the SME Masterplan concerns the creation of demand for the products
and services of SMEs. The initiatives grouped under this theme include the creation of a specific
government procurement policy for SMEs; the vendor development programs to encourage MNCs to
procure from SMEs; and the provision of financial support to enable SMEs to comply with market
standards and certification. A high impact program, Going Export (GoEx) Program, specifically provides
support for SMEs to gain access to export markets (SME Master plan, pp. 92–94).

The government agencies involved in the exports of Malaysian products are the Ministry of International
Trade (MITI) and the Malaysia External Trade Corporation (MATRADE) established by the Malaysia External
Trade Corporation Act 1992 (Act 490). The functions of MATRADE include the promotion of Malaysia’s
external trade and to formulate and implement a national export marketing strategy. MATRADE is
empowered to maintain offices overseas to facilitate its functions.

Safety, quality and consumer protection

As indicated in the above section, food safety is governed by the Food Act 1983, Food Regulations 1985,
Food Hygiene Regulations 2009, and Food Analysts Act 2011 under the purview of the Ministry of Health.
As food safety has to be considered all along the food chain, other legislations that impact food safety
issues are the Pesticides Act 1974, Fisheries Act 1985, Veterinary Surgeons Act 1974, Animal Ordinance
1953, all under the jurisdiction of the Ministry of Agriculture and Agrobased Industry, and the Trade
Descriptions Act 2011 under the purview of the Ministry of Domestic Trade, Cooperatives and
Consumerism. The Department of Standards, Ministry of Science Technology and Innovation is also
involved in the setting of general as well as specific standards for various food-related products.

Besides legislation, and this must be reviewed periodically, the food safety infrastructure includes
inspection and enforcement activities, laboratory services, certification, management of food safety
assurance and potential crisis, and education on food safety (FAO, 2004).

The Ministry of Agriculture and Agro-based Industry is responsible for enforcing food safety issues at the
farm level as required by food quality assurance schemes such as the Farm Certification Scheme, Good
Agricultural Practice, Aquaculture Farm Certification Scheme, and Good Husbandry Practice. The Ministry
of Health is responsible for the HACCP Certification Scheme. The Department of Standards Malaysia is
responsible for certification of the various ISO MS Quality Systems (ISO MS9000, 14000 and 17025).
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The Ministry of Health, Ministry of Agriculture and Agro-based Industry, Chemistry Department Malaysia,
and the Department of Standards Malaysia are involved in the setting up and certification of laboratories
to conduct analyses for the purpose of enforcement and monitoring. Surveillance, monitoring and
enforcement require analyses to test for food additives and contaminants, nutrition and claims, pesticides
residue, etc. Labeling and traceability is an important aspect of quality assurance demanded more and
more by consumers. In terms of branding the development, the National Mark of Malaysian Brand has
been developed by the collaboration between SME Corp and SIRIMQAS.

7. Status of industrial infrastructure and resources

Malaysia’s industrial infrastructure and resources are discussed in the following sections. They are power,
transportation and communication, water, land and environmental protection.

Power, transportation and communication

Malaysia is relatively secure in terms of power, particularly electricity supply for the manufacturing
industry as it has an adequate supply of energy. The sources of Malaysia’s energy are hydropower, coal
and coke, natural gas and crude oil. As shown in Table 4, natural gas and crude oil remain the major
energy supply sources with the former accounting for 41 percent of supply in 2008 and the latter
40 percent respectively.

Table 4.  Source of energy supply (ktoe)

Type 1990  Percent 2000  Percent 2009  Percent

Hydropower 915 4.5 1 560 6.1 1 627 2.5

Coal and coke 1 326 6.5 2 486 9.8 10 623 16.2

Natural gas 5 690 27.9 20 194 79.2 26 960 41.0

Petroleum products & others 3 651 17.9 1 431 -5.6 96 0.1

Crude oil 8 783 43.1 2 673 10.5 26 386 40.2

Total 20 365 100 26 913 100 65 692 100

Source:  Ministry of Energy, Green Technology and Water, 2011

Table 5.  Final energy use by sector

Type 1990  Percent 2000  Percent 2009 Percent

Agriculture  –  –  104  0.4  211  0.5

Non-energy use  908  8.6  2 250  7.6  3 868  9.5

Residential & commercial  1 648  15.7  3 868  13.0  6 337  15.5

Transport  5 387  51.2  12 071  40.6  16 119  39.5

Industrial  2 576  24.5  11 406  38.4  14 312  35.0

Total  10 519  100  29 699  100  40 847  100

Source:  Ministry of Energy, Green Technology and Water, 2011

The use of energy in the industrial sector increased from 25.4 percent of the total energy use in 1990
to 35 percent in 2009. Malaysia is estimated to hold a proven oil reserve of 4 billion barrels as of January
2011 (MEGTW, 2012). The total oil production in 2011 was estimated at 630 000 barrels per day (bbd).
Malaysian oil production has been gradually decreasing since reaching its peak of 862 000 bbl/d in 2004
because of its maturing reserves. Malaysia consumes the majority of its oil production and domestic
consumption has been rising as production has been falling. Malaysia exports about 35 percent of its
crude oil production, i.e. 234 000 bbl/d of crude oil in 2010. The Tapis blend is Malaysia’s major exported
crude oil because of its high quality and low sulphur content and it commands premium prices. In 2010,
Malaysia imported 205 000 bbl/d of lower-cost crude oil for processing at its oil refineries. Malaysia held
83 trillion cubic feet (Tcf ) of proven natural gas reserves as of January 2011, and was the fourth largest
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natural gas reserves holder in the Asia-Pacific region. Gross natural gas production has been rising
steadily, reaching 2.7 Tcf in 2010, whereas domestic natural gas consumption has also increased steadily,
reaching 1.1 Tcf in 2010, 42 percent of production. Malaysia has one of the most extensive natural gas
pipeline networks in Asia. Malaysia chooses to subsidize its fuel to the consumers (industrial and
household) in a bid to minimize the cost of production and consumption respectively. The price of the
premium RON97 is set according to the market situation. Currently the price is set at RM2.90 per litre
whereas the price of RON95 is set at RM1.90, which is about 35 percent below the market price. As for
diesel, the price is supported at RM1.80 per litre. In 2011, the Malaysian government spent a total of
RM20.4 billion on subsidies on petroleum, diesel and gas (Ministry of Finance, 2013).

Table 6.  Transportation in Malaysia

Type  1990  2000  2005  2010

Air transport, freight (million ton-km)  574  1 864  2 578  2 451

Air transport, passengers carried 10 241 500  16 560 793  20 369 086  26 255 371

Air transport, registered carrier
departures worldwide

 130 500  169 263  176 152  240 468

Liner shipping connectivity index
(maximum value in 2004 = 100) … …  65  88

Motor vehicles (per 1 000 people) … …  289 …

Passenger cars (per 1 000 people) … …  256 …

Rail lines (total route-km)  1 668  1 622  1 657  1 665

Railways, goods transported
(million ton-km)

 1 404  907  1 178  1 384

Railways, passengers carried
(million passenger-km)

 1 840  1 312  1 181  1 527

Roads, paved ( percent of total roads)  70  76 … …

Roads, total network (km) … …  98 722 …

Source:  World Bank, 2012

Malaysia’s transportation system (air, sea and land) is favourable for its manufacturing sector. As for air
transportation, KLIA (Kuala Lumpur International Airport) is one of the busiest airports in the ASEAN
region. The airport has a capacity of 40 million passengers and more than 1.2 milion tonnes of cargo
every year (MIDA, 2012). Malaysia has another five international airports located at Penang, Langkawi,
Senai, Kota Kinabalu and Kuching and 15 domestic airports. Malaysia’s major airline, MAS Airline, has
a cargo division called MASkargo, which provides scheduled freighter services from Kuala Lumpur,
Penang, and Kuching (Malaysia) to major cities of the world such as Sydney, Shanghai, Taipei, Bangkok,
Hong Kong, Manila, Jakarta, Surabaya, Tokyo, Osaka, Frankfurt, Amsterdam, and Sharjah. As shown in
Table 6, the air transport freight increased from 574 million ton-km in 1990 to 2 451 million ton-km in
2010. Among ASEAN countries, Malaysia records the second highest number of air transport registered
carriers, estimated at 240 468 carriers after Indonesia with 404 547 carriers (World Bank, 2012).

About 95 percent of the country’s trade is by sea through Malaysia’s many international ports. There are
seven major ports in Malaysia, namely Port Klang, Johor, Penang, Kuantan, Tanjung Pelepas, Bintulu and
Kuching and 24 main ports all over the country. The total throughput volume increased from 13.5 million
twenty-foot equivalent units (TEUs) in 2006 to 15.3 million TEUs in 2007. Port Klang accounts for
49.5 percent of total container throughput whereas Tanjung Pelepas accounts for 37.9 percent. Growth
is supported by enhanced port infrastructure and facilities and increased productivity and provision of
efficient port services at competitive prices. Port Klang and Tanjung Pelepas are ranked among the
world’s top 20 container ports (World Shipping Council, 2012).

The transportation on land comprises rail and road transports. Keretapi Tanah Melayu Bhd (KTM),
a corporation, which is wholly owned by the Malaysian government is the single largest railroad transport
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organization in the country. KTM has the capacity to transport several classifications of goods ranging
from grains to machinery. KTM provides land feeder services to five port container terminals (Butterworth,
Westport, Northport, Pasri Gudang and PTP), three inland ports (Ipoh, Nilai and Segamat) and four inland
container depots (three at Prai, Penang and one at Sri Setia, Selangor). Also, four freight terminal
(Butterworth, Ipoh, Padang Besar and Singapore). Its network runs the length and breadth of Peninsular
Malaysia from the northern terminal in Padang Besar to Pasir Gudang, Johor in the south and through
to Singapore. The current project of electrified double tracking projects (Seremban-Gemas and
Ipoh-Padang Besar) will provide more cargo services to the industry. Malaysia had an estimated
1 665 rail lines (total route-km) in 2010 compared to Thailand’s 4 429 km, Indonesia’s 2 270 km and
Viet Nam’s 2 347 km (World Bank, 2012).

The total network of roads in Malaysia is estimated at 92 390 km in 2004 (Index Mundi, 2012). Malaysia
is estimated to have 187 haulier companies, 819 general cargoes, 7 256 registered prime movers and
36 413 trailers in 2004 (MITI, 2008). Malaysia is well known for its well-developed highways, particularly
in Peninsular Malaysia. These facilitate distribution for the country’s manufacturing sector. These highways
link major growth centres to seaports and airports throughout the peninsula and provide an efficient
means of transportation for goods. The road density in Malaysia is estimated at 30 km road per
100 square km of land area in 2003, which ranked fourth after Singapore, Philippines and Brunei
(World Bank, 2012).

Table 7.  ICT in Malaysia

Item 2000 2011

Mobile cellular subscriptions 5 121 748 36 661 261

Fixed telephone subscription 4 628 000 4 242 896

Percent individual using internet 21 61

Fixed wired internet subscriptions 1 659 000 5 591 800

Fixed wired broadband subscriptions N.A. 2 147 800

Source:   www.itu.org

Telecomunication facilities in Malaysia are extensive and fast expanding. Its communication
infrastructures – fixed line, mobile and satellite – provide a full range of domestic and international
services encompassing voice, video, data and other advanced communication services. There are more
than 28 Internet service providers (ISPs) with a total of 5.6 million subscriptions (Table 7). The major ISPs
are TM, Maxis and Celcom with a market share of 35 percent, 19 percent and 18 percent respectively. The
country is currently being served by an infrastructure of more than 40 GB. In the MSC Malaysia (formerly
known as the Multimedia Super Corridor), bandwidths capacity up to 10 GB are provided (MIDA, 2012).
The telecommunications services cover 96 percent of populated areas. The mobile cellular subscriptions
have increased from 5.1 million in 2000 to 36 million by 2011, whereas the fixed line subscriptions have
declined from 4.6 million to 4.2 million in the said period. In terms of Internet penetration, Malaysia
ranked second (61 per 100 people) in ASEAN after Singapore (75 per 100 people) (ITU, 2012). In terms
of telephone lines, Malaysia ranked third (16 lines per 100 people) compared to Singapore (35) and
Thailand (18).

Whereas at the aggregate level, the ICT facilities are overwhelming, their application in the SMEs in
general and SMFEs in particular, is far from satisfactory. For instance, less than 20 percent of SMEs had
access to the Internet. In contrast, 85 percent or 7.6 million SMEs in the United States use the Internet
(UNDP, 2007). According to a recent survey by ACCCIM (2012), about 28 percent out of 985 respondents
reported to be involved in e-commerce. More than half (54 percent) have websites and 14 percent have
blogs. As to e-commerce, the problems faced by the respondents include poor bandwidth, high cost
maintenance, e-payment insecurity and lack of technical knowledge to handle ICT equipment. In short,
the usage of sophisticated applications such as Enterprise Resource Planning (ERP), Supply Chain
Management (SCM) and Customer Relationship Management (CRM) are uncommon because their
usefulness has not been fully appreciated (UNDP, 2007).
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Water

Malaysia’s water supply is adequate to run its manufacturing industry. Based on the National Water
Resources Study, 1982 (IWRM, 2012), the country receives about 990 billion cubic metres of water from
rainfall annually. Of this, 566 billion cubic metres flow overland as surface runoff, 360 million cubic metres
returns to the atmosphere through evapo-transpiration and 64 million cubic metres percolate to ground
water. Rivers and reservoirs provide 97 percent of the nation’s water demands. (Keizrul and Azuhan, 1998).
In 1995, the major user sectors were the agriculture sector (76 percent), industry (13 percent) and
domestic (11 percent). The agriculture sector utilized about 12.5 billion cubic metres of water (Lim
Chow Hock, 2008).

Table 8.  Water production and consumption in Malaysia
(million litres per day)

Item 2010 2011

Production 14 110 14 564

Consumption 8 972 9 164

   Domestic 5 602 5 695

   Non domestic 3 370 3 469

   Domestic (percent) 62.4 62.1

   Non domestic (percent) 37.6 37.9

Population served (percent)

Urban 96.7 96.8

Rural 89.7 90.1

Source:  www.span.gov.my

Consumers in Malaysia enjoy a 24-hour water supply and water is reliable and safe in terms of quantity
and quality. It is treated according to international standards for drinking water set out by the World
Health Organization (WHO). Table 8 shows the production and the consumption of water in Malaysia
in 2010 and 2011. The national water supply coverage in 2011 is 93.5 percent, that is 96.8 percent and
90.1 percent for urban and rural areas respectively.

Land

Malaysia has a land area of 32 855 000 ha where agriculture accounts for 24 percent of the area.
Permanent crops account for 17.6 percent of the land area. In terms of the distribution of usage, it is clear
that industrial crops still remain the dominant sector. In the 1970s, they used about 68 percent from the
agricultural land area and this figure increased over the years, estimated to approach 84.1 percent
in 2010 (Table 10). Furthermore, the land area for food crops reduced from 17.9 percent in 1990 to
15.9 percent in 2010.

Table 9.  Land usage in Malaysia, 2009 (ha) (‘000)

Item ha percent

Surface area (sq km) 33 080

Land area 32 855

Agricultural area 7 870

Agricultural area (percent of land area) 24.0

Arable land (ha) 1 800

Arable land (percent land area) 5.5

Permanent crops 5 785

Permanent crops (percent of land area) 17.6

Forest area 20 543

Forest area (percent of land area) 62.5

Source:  World Bank, 2012
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Environmental protection

The Government has embarked on a number of fiscal incentives to create “green” development to
minimize environmental damage and to foster innovations in green technology. Tax incentives were
given to companies that generate energy from renewable sources for energy conservation activities
(MIDA, 2012). These incentives include:

i. incentives for the storage, treatment and disposal of toxic and hazardous wastes;

ii. incentives for waste recycling activities;
iii. incentives for energy conservation;

iv. incentives for energy generation activities using renewable energy resources;

v. incentives for the generation of renewable energy for own consumption;
vi. tax incentives for buildings obtaining green building index (GBI) certificate; and

vii. accelerated capital allowance for environmental management.

8. Analysis of constraints and strategic priorities for enhancing competitiveness in
SMFEs

The above deliberations suggest that the SMFEs have higher potential to grow but are not able to
achieve the maximum because of a number of serious constraints. The constraints come from many
dimensions, internal and international. A vast literature has attempted to define the major challenges that
are strategically important as guidelines for policy decisions (e.g. Fong Chan Ong, 1990; JBIC, 2001; Saleh
and Ndubisi, 2006; UNDP, 2007; Alam et al., 2011). Most studies group the challenges into four major
dimensions: access to credit, technology, human capital and markets that may underlie issues such as
poor logistics, asymmetric information, structural and institutional problems. However, in view of the
complexity of the problem, this paper proposes looking at the issues from the supply chain perspective,
from farm to the user/consumer ends. This view provides a comprehensive account of issues faced
by the food SMFEs as food products are linked to the problematic agricultural raw materials,
inefficient marketing channels and generally poor logistics. A summary of the issues is depicted in
Figure 5. The issues that are challenging the sector can be categorized as production, distribution,
wholesaling/retailing and export issues. Under each subsector, a number of issues and constraints have
been listed.

Table 10.  Malaysia’s land usage, 1970–2010 (percent)

Crop 1970 1990 2000 2010

Industrial crop 68 81.3 80.2 84.1

   Rubber 58.6 44 26.1 17.1

   Palm oil 8.4 30.4 48.8 66.2

   Cocoa 0.2 6.3 4.7 0.7

   Pineapple 0.6 0.1 0.3 0

   Tobacco 0.1 0.2 0.2 0.1

Food crop 32 17.9 18.8 15.9

   Paddy 20.8 10 7.5 6.5

   Coconut 8.7 4.7 4.1 2.6

   Vegetables 0.5 0.5 0.8 1.3

   Fruits 1.6 2.7 6.4 5.5

Others 0.4 0.9 1 0.2

Total 100 100 100 100

Total acreage (‘000 ha) 3 445 6 636.30 5 368.30 6 877

Source:  DoSM (various years)
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Figure 5.  Issues faced by SMFEs
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The major challenges faced by the SMFEs are in the area of production. Production is a function of inputs
such as labour, raw material, capital, technology and entrepreneurship. Each of these factors has its own
unique issues. For example, for labour the issues are lack of skilled labour and low wage rates. Generally,
Malaysia’s SMEs face difficulty in recruiting and retaining skilled workers in the technical, supervisory and
managerial levels (SME Corp, 2012). It is also observed that there is a negative perception among the
students from institutes of higher learning on the prospects of working in SMEs in particular the SMFEs.
This limits the number of quality workers available to SMEs. SME Corp reported low utilization of training
programs because of poor understanding of the long-term benefits of capacity building of their workers.
SMEs generally perceive that training is costly, irrelevant and disrupts their operations. SMEs, particularly
the SMFEs, do not provide competitive rewards and benefits to their workers as they are constrained by
their business and economic problems. Hence, they are not able to attract and retain workers particularly
skilled workers who have better prospects in other sectors.
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Generally, SMEs view productivity improvement activities as a burdening cost rather than as a long-term
human capital investment. As such, SMEs are hesitant to invest in automation as they perceive that the
long-term productivity gains may not compensate for the high initial cost in acquiring machinery or
equipment. The lack of capital forces the SMEs to employ cheap labour that is readily available from the
foreign markets which in turn discourages them from developing new technologies and moving into
higher value-added activities. ACCCIM’s survey in 2012 indicated that close to two-thirds of respondents
(62 percent) faced labour problems. Only 26 percent of the SMEs are reported to carry out training
periodically. Those who provide training, generally only provide technical training consisting of basic,
on-the-job skills. Only 43.6 percent of SMEs provided training modules on business and management
issues (Bank Negara Malaysia, 2008).

Technological advancement and innovations among SMFEs are very minimal either by the SMFEs
themselves or from the public agencies. Most SMEs do not engage in R&D activities (R&D expenditure
of SMEs only accounted for 0.05 percent of GDP in 2006 (MOSTI, 2006)) as the capital investment is
usually beyond the means of SMEs. The reasons for not getting involved in R&D include financial
constraints, risky markets in the future, unable to understand new technology and lack of R&D personnel
(Mohd.Fauzi, 2011 and ACCCIM, 2012). Bank Negara Malaysia (2008) observed that about 52 percent of
SMEs do not have access to advisory services. Those which have access rely on the private sector. Only
14 percent sought advice from government agencies.

Lack of capital is a major stumbling block for SMEs worldwide. Malaysia has been successful in this
respect as based on the Doing Business Report by the World Bank, Malaysia has been ranked number
one for four consecutive years for “getting credit” (SME Corp, 2012). At present, banking institutions
represent 80 to 90 percent of all SME lending. The share of SME financing outstanding to total business
loans increased from 30 percent in 1999 to 41 percent in 2011. However at the firm level, the situation
may not appear as rosy as at the aggregate level. SMEs reported problems of high collateral
requirements, bank charges, bank bureaucracy, banks ignoring loan proposals, time consuming loan
disbursement, costly preparation of business plans and refusal of bank finance – all major concerns to
a majority of SMEs. Almost three-quarters of the SMEs obtain financing from banks and development
financial institutions. About 30 percent obtain from the shareholders or business owner funds and
retained earnings (22 percent) (NSDC, 2011). The avenues for non-banking sources such as venture
capital, angel investment and capital markets are not fully developed just yet.

SMEs particularly micro-enterprises also face challenges in obtaining bank financing because of poor
creditworthiness, weak recording of financial accounts or lack of business viability. Furthermore, the
banking institutions face challenges because of lack of expertise, especially in emerging and untested
areas where the risks are perceived to be high.

Lack of entrepreneurship is the biggest loophole in the development of SMFEs. Moving on to the
distribution of SMFEs products, poor logistics are very apparent, especially in terms of backwardness of
transportation and storage and exchange facilities. At the wholesale and retail level, market information
flow is a problem because of “structural distance” between production and consumption centres caused
by an inefficient marketing system. Both the wholesale and, more recently, the retail markets are highly
concentrated. In the case of retail markets, the advent of multinational companies (MNCs) through large
scale super/hypermarkets has created high barriers to entry as these retailers have their own preferred
suppliers and impose high quality standards and certifications that the SMFEs find impossible to comply
with.

The export market is equally challenging because of the intense competition from newcomers both from
the ASEAN countries (Viet Nam, Cambodia) and China and India. These new economies enjoy low costs
of production because of cheap raw material and abundant labour supply. As for domestic marketing,
most SMEs do not employ consumer oriented marketing strategies. For instance, the study carried by
ACCIM (2012) indicated that only 8 percent of the respondents focused on branding their products.
Typically, SMEs do not consider branding and marketing as a competitive tool as they lack the awareness
on the importance of such efforts. Even if they do, SMEs often have limited resources to undertake
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in-house marketing and branding activities or to employ marketing and branding consultants. With this
kind of perception and financial constraint, it is no wonder that most SMFEs failed to deliver the
“marketing utilities” demanded by the consumers – time, form, place and ownership utilities. About
60 percent of the SMEs rely on their own marketing effort to sell and only 7 percent sell through trading
companies (Bank Negara Malaysia, 2008).

In addressing these challenges, the Malaysian government has come up with the SME Master Plan
(2012–2020) to create dynamic and competitive SMEs. The government has prioritized strategic areas
that are perceived to be instrumental in bringing change to the sector, namely innovation and
technology adoption, human capital development, access to financing, market access, legal and
regulatory environment, and infrastructure.

9. Summary and conclusions

As in other economies the SMEs in Malaysia function as the major drivers that generate income,
employment and growth. In recent years, the SMEs’ average rate of growth of 6.8 percent exceeded that
of the overall economy which was 4.9 percent. Despite their favourable performance, their contribution
to output and value added are far below the optimum being constrained by numerous structural and
institutional factors. In the developed nations, the contributions of the SMEs to GDP range between
40 and 60 percent compared to 32 percent in Malaysia. One of the subsectors of the SMEs, i.e. the SMFEs
are showing some positive trends as reflected in the increase in the total output and productivity. The
trade surpluses in selected food products are growing despite the growing trade deficit for food items
in general suggesting an expansion of the sector. The performance of the SMFEs too is very much below
the optimum level because of serious structural weaknesses as well as challenges in the domestic and
international markets.

The SMFEs’ contribution to the national economy is fairly significant, contributing 10.8 percent to the
total SMEs’ output, 4.8 percent to value added and 3.6 percent to employment. The SMFEs are plagued
with problems all along the supply chain. The most serious constraint is experienced at the production
level where SMFEs face serious challenges on all types of inputs such as unstable supply of raw material,
lack of labour, poor access to capital (particularly credit), limited improvement in technological
advancement and innovations and lack of entrepreneurship. Almost all studies on SMFEs indicate that
these constraining factors are the major hindrances that may limit the growth of SMFEs, unless they are
rectified. In the distribution sector, because of the lack of finance, SMFEs are not able to invest in modern
transportation and storage equipment resulting in high post-harvest losses and inability to meet the
needs of the consumers. Similarly, the SMEs rarely invest in marketing strategies that may increase sales
and consumer acceptance.

Recognizing the strategic role of the SMEs, the government has launched the SME Master Plan
(2012–2012) to accelerate the growth of SMEs through productivity improvement and innovation.
A number of strategies and high impact programs have been identified to achieve these goals. It has
been observed that the favourable growth of the SMEs during 2004 to 2010 was partly attributed to
institutional supports, particularly the establishment of the NSDC in 2004 with much more coordinated
development programs for the SMEs. It is also envisaged that the new Master Plan (2012–2012) will bring
further progress and achievement of the SMEs.

However, to assume that all SMEs are subjected to a more or less similar path of industrial development
may be misleading as the SMFEs are unique compared to the other SMEs such as manufacturing and
services. One of the major differences of SMFEs compared to the others is that they depend heavily on
agricultural raw materials that are known to be problematic in supply. The supply of agricultural raw
materials is highly sensitive to the weather and natural hazards as proven in the 2008 food price crisis
and again in early 2009. Commodity price volatility has intensified and magnified in the last decade
because of a structural shift in the market, i.e. demand is chasing a highly constrained supply. The
problem is further aggravated by the heavy dependence on imports for almost all inputs for food
processing such as wheat, sugar, meat and preparations and fruits and vegetables. The recent hikes in
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crude oil price are also impacting the SMFEs as they have resulted in high costs of inputs and
transportation despite the fact that the prices of crude oil and diesel are subsidized by the government.
This implies that under a free market SMFEs may find it hard to survive as the costs of energy and raw
materials constitute significant components of the production costs. Hence, SMFEs may require specific
strategies to address price volatility and instability of supply both in the domestic and international
markets. In a broader context, the progress of SMFEs is a function of factors of macro-policies that are
beyond the SME framework. Much more than the other SMEs, the growth of the SMFEs is dependent on
the growth of the food sector at large, particularly the primary production sector. As summarized by
Fatimah and Amna, (2010), Malaysia’s food sector is lagging behind on all fronts because of decades of
policy neglect and limited support in terms of infrastructure, extension and R&D. Unless these issues are
addressed, the development of SMFEs will not be as intended in the blueprints of the new Master Plan
(2012–2020).
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POLICIES AND STRATEGIES FOR THE DEVELOPMENT OF SMALL AND
MEDIUM SCALE FOOD PROCESSING ENTERPRISES

IN THE PHILIPPINES

by
Larry Digal

University of the Philippines Mindanao

1. Introduction

The Philippine economy has been improving in the last decade, growing annually by 4.6 percent on
average with a marked increase of at least 5 percent from 2003 to 2007. However, it declined in 2008 and
2009 because of the world financial crisis and picked up in 2010 with an increase of 7.6 percent from
the previous year (Table 1). The main source of growth in the last decade came mainly from the service
sector, which increased annually by 5.6 percent from 2001 to 2010 compared to industry and agriculture,
which grew only by 4.2 percent and 2.9 percent respectively. Thus, by the end of last year, only the service
sector expanded its share to the country’s gross domestic product from 52 percent in 2001 to about
56 percent in 2010, whereas the agriculture, fishery and forestry and industry sectors decreased their
shares (Table 2).

The bulk of the industry sector’s output came primarily from the manufacturing subsector, which
accounts for more than 70 percent of the sector’s total output and about a quarter of the gross domestic
product. However, it grew only by 4 percent annually on average from 2001 to 2010, lower than the other
sectors such as mining and quarrying and construction. Hence, its share of the total output did not
increase in the last decade (Table 2).

However, the food manufacturing and beverages industry, which accounts for approximately 40 percent
of the total output of the manufacturing sector, expanded its volume of production faster than did the
entire manufacturing sector. Compared to 2000, the volume of production in 2010 is 36 percent higher
(Table 3). On the other hand, the entire manufacturing sector during this period declined by 8 percent.
In addition, the value of production grew even faster by 139 percent during this period (Table 4).
Compared to the entire manufacturing sector, it is the fastest growing subsector in terms of value and
second in terms of volume next to rubber products. One of the factors that explains this expansion is
the increasing demand for processed food in the local and international markets. The country’s
population, currently at about 90 million, is the fastest growing population in Asia. Moreover, the number
of dual income households is increasing so women have less time for shopping and for cooking at home.
Processed food products have higher shelf-life and are easier to cook hence minimizing the time spent
shopping and cooking. Large food manufacturing firms are expanding and developing products to cater
to increasing demand for a variety of high quality processed food products.

On the other hand, micro, small and medium enterprises (MSMEs), which comprise most of the
enterprises operating in the processed food industry, are constrained when it comes to responding to
this expanding market. This paper examines the performance of the food processing industry and seeks
to identify issues, opportunities and challenges in order to develop policies and strategies to improve
the industry. It is organized into 8 sections. Section 1 comprises this introduction. An overview of the
small and medium food processing enterprises (SMFEs) is presented in Section 2, particularly their
structure and contribution to the Philippine economy. Section 3 looks carefully at the performance of
the food processing industry and the role of SMFEs. The external forces that shape the SMFE sector in
the Philippines and government policy and legal frameworks are examined in Sections 4 and 5
respectively. The status of national institutional infrastructure and the industrial infrastructure are
discussed in Section 6. Given these discussions, an analysis of the constraints and strategic priorities for
enhancing competitiveness of SMFEs is made in Section 7. Finally, concluding comments are presented
in Section 8.
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2. Small and medium food processing enterprises (SMFEs) and their contribution to
development in the country

The National Statistics Office classifies enterprises into micro, small, medium and large enterprises based
on the Small and Medium Enterprise Development Council Resolution No. 1 Series 2003. This
classification is based on asset size and number of employees such that firms with employees below ten
and with an asset size of P3 million or less are classified as micro-enterprises. Small firms are those with
10 to 99 employees and assets of P3 million to P15 million whereas medium firms are those with 100
to 199 employees and asset size between P15 and P100 million. Large enterprises have employees of
200 or more and assets of P100 million or more.

Based on the latest survey of the establishments conducted in 2008, about 99.6 percent are micro, small
and medium enterprises (MSMEs) (Figure 1). Of this, micro-enterprises accounted for about 92 percent
of the total. Although MSMEs comprised the bulk of the establishments, they only contributed
61.2 percent of employment. On the other hand, large enterprises that accounted for only 1 percent of
the total contributed about 39 percent of the total employment generated. The share of MSMEs’
contribution to value added in 2006 is even smaller at 35.6 percent compared to 64.3 percent for large
enterprises. Thus, the value added per employee for the latter is three times that of the MSMEs
(Table 5). Labour productivity of MSMEs is about half that of large firms from 1994 to 2006 (Figure 2).
In terms of value added contribution, the contribution of large firms is 235 percent higher than that of
SMEs (Table 7).

Figure 1.  MSMEs productivity

Figure 2.  Labour productivity
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The proportion of MSMEs in the manufacturing sector is 99.17 percent, slightly lower than the average
for the entire economy. Over time, the proportion of micro-enterprises to total establishments in the
manufacturing sector has increased from 87 percent in 1999 to about 90 percent by the end of the 2006.
On the other hand, the share of large firms has declined from 1 percent to 0.8 percent during this period
(Tables 8 and 9). However, the contribution of large firms in terms of total employment in the
manufacturing sector increased from 47 percent in 1999 to about 50 percent in 2006.

Economic contribution of MSMFEs

Based on the Philippine Standard for Industrial Classification, there are ten categories under the food
processing subsector. These are: 1) production processing and preservation of meat, fish and other
seafoods, fruit, vegetables, oils and fats, including slaughtering and meat packing; 2) manufacture of dairy
products; 3) rice/corn milling; 4) manufacture of starches and starch products; 5) prepared animal feeds,
and grain mill products except rice and corn milling; 6) manufacture of beverages; 7) manufacture of
bakery products; 8) manufacture of sugar; 9) production of crude coconut oil, copra cake, meals and
pellets; 10) manufacture of other food products. (Table 10) shows industries under each category.

It should be noted that the 2006 survey of establishments only covered the formal sector and shows that
there are 18 929 establishments in the manufacturing sector of which 7 664 firms or 41 percent are in
the food processing and beverages subsector. Based on NSCB Resolution No. 15, firms to be classified
under the informal sector should have fewer than ten employees and do not include corporations.
However, if we also cover the informal sector, Aldaba et al. (2010) made some adjustments in the NSO
survey in 2006. Similarly, the Department of Trade and Industry also updated 2008 data from the National
Statistics Office to come up with the 2009 data on MSMEs. Using the updated information, most of the
establishments in the manufacturing sector in 2006 are in the food products and beverages subsector
with a total of 55 189 establishments that account for about 47 percent of the total firms in the sector.
Of this share, about 44.2 percent are micro-enterprises, 2.7 percent are small and medium enterprises
and only 0.2 percent are large enterprises.

The food products and beverage subsector, particularly the food processing firms, have the highest
proportion of micro-enterprises compared to the other manufacturing subsectors (Table 11). The share
of the processed and beverages firms in the total number of establishments and the distribution of micro,
small, medium and large enterprises remained almost the same in 2009 (Table 12). A study by Becker
(2004) on the informal economies of a number of countries indicated that the contribution of the
informal sector in the Philippines to total domestic product was approximately 17 percent. The majority
of the enterprises in the informal sector belong to vending and selling (e.g. dry goods, raw and cooked
food), sari-sari (variety) store, handicrafts, tailoring and dressmaking and bakery (Alonzo and Mangahas,
1990).

In terms of the contribution of MSMEs in the food products and beverage sector, available data are based
on two categories according to size of employment. These are firms with twenty or fewer employees and
firms with 20 or more employees. Following this classification of enterprises, the first category covers all
micro-enterprises and some of the small enterprises. The second category covers some of the small and
all of the medium and large enterprises (Table 13).

Based on this classification, micro-enterprises and some small firms accounted for about 27 percent of
total employment in the food products and beverage subsector. On the other hand, the larger firms with
20 employees or more contributed 73 percent of total employment. Compared to the entire
manufacturing sector, firms with fewer than 20 employees contributed 11 percent of total employment,
less than those in the food and beverages subsector. This implies that micro-enterprises and some small
enterprises in the food and beverages subsector, on average, are relatively more labour intensive
compared to the similarly sized firms in the manufacturing sector.

In terms of value added, firms with fewer than 20 employees in the food and beverage sector accounted
only for 5 percent of total value added but this is higher than the average of 3 percent for the entire
manufacturing sector. This is the same proportion for gross addition to fixed assets, which indicates
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investments to improve production capacity and efficiency. However, compared to the entire
manufacturing sector, the share of smaller firms in the food and beverages sector to value added, gross
addition to fixed assets and profit is higher (Table 14). Based on 2003 data, 79 percent of the total value
added in the manufacturing sector was generated by large firms whereas only 21 percent can be
attributed to the small and medium enterprises (Table 15). The large firms in the food manufacturing/
processing subsector accounted for about 70 percent of the total value added in this subsector, the
balance of 30 percent was accounted for by the small and medium enterprises. In general, smaller firms
have lower value added and investments as they lack access to capital and better technology.

It should be noted, however, that in terms of the number of establishments, firms in the food and
beverages sector with fewer than 20 employees accounted for 87 percent of total establishments. Those
with more than 20 employees accounted for the balance of 13 percent. Compared to the manufacturing
sector as a whole, the proportion is 73 percent for larger firms and 27 percent for smaller firms. Thus,
although there are more small firms in the food and beverages sector compared to the entire
manufacturing sector, their capacity to generate employment, value added, investments in fixed assets
and profit is higher compared to firms of similar size in the manufacturing sector.

Based on the National Statistics Office data updated by the Department of Trade and industry,
99.2 percent of the total establishments in the manufacturing sector were MSMEs in 2009. The proportion
of MSMEs within the food manufacturing sector is slightly higher at 99.6 percent (Table 16). The bulk of
these MSMEs in the food sector are micro-enterprises, which account for about 93.2 percent. This is
higher than the entire manufacturing sector (89.6 percent). Rice and corn milling as well as bakery
products have larger proportions of MSMEs compared to the other types of food processing firms. In fact,
most of these small firms are micro-enterprises accounting for about 96 percent of the total firms in
these two industries (Table 17). Moreover, rice and corn milling and bakery products account for about
86 percent of the total MSMEs in the food processing sector and 36 percent of the entire manufacturing
sector.

In terms of employment, the share of MSMEs in the food processing subsector was about 63 percent
(Table 18). This is larger than the contribution of MSMEs in the entire manufacturing sector, which was
about 49 percent. Thus, MSMEs in the food processing sector generate more employment per firm
compared to the other subsectors in the manufacturing sector. However, whereas MSMEs firms
accounted for the bulk of firms in the industry, the large firms that only accounted for less than 1 percent
of the total establishments in the sector, generated more than a third of the employment. Within MSMEs,
micro-enterprises contributed the bulk of the employment generated by the food processing sector
amounting to 43 percent of the total employment (Table 19). Employment generated came mainly from
rice and corn milling and bakery products. In addition, between 2006 and 2009, the share of MSMEs to
total establishments in the food and beverages industry did not change significantly.

Regional distribution of MSMEs

The Philippines has three major islands: Luzon, Visayas and Mindanao. About 68 percent of MSMEs are
located on the island of Luzon whereas 18 percent and 14 percent are in Mindanao and Visayas
respectively (Figure 3). These islands are further subdivided into 17 regions. More than half of the MSMEs
are concentrated in three Luzon regions, namely the National Capital Region (NCR), Region IV and
Region III (Figure 4). These MSMEs also account for more than half of the country’s gross regional
domestic product (GDP).1 NCR, where Metro Manila is located, accounted for a quarter of the
country’s MSMEs, which contributed about a third of the GDP. The large contribution of NCR MSMEs to
GDP relative to the other regions is also because of the larger proportion of small and medium
enterprises relative to micro-enterprises. Small and medium enterprises in NCR accounted for about
43 percent of the total employment generated by small and medium enterprises in the country
(Table 20) where micro-enterprises contributed 27 percent of the country’s total employment. SMEs
relative to micro-enterprises have better access to technology and finance thereby increasing their
capacity to generate higher value added.

1 Gross value added was used as a proxy for gross domestic product (Micro, Small and Medium Enterprise Development
Plan for 2011–2016).
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In terms of exports, Mindanao regions IX, X, XI, XII, the Autonomous Region for Muslim Mindanao (ARMM)
and CARAGA accounted for more than half or 54 percent of the total food exports of the country in 2009.
This is largely because of the production of fresh bananas and fresh pineapples as well as processed food
products such as canned tuna and canned pineapples. Other marine products such as prawns and crabs
and processed products such as sugar, molasses, fruit puree, dried mango and banana chips are
produced mainly in Visayas regions VI, VII and VIII. However, most processed food exporters in Mindanao
are large companies.

Exports and imports of processed food

According to the study Bridging the Gap: Philippine SMEs and Globalization conducted by the Small
Enterprises Research and Development Foundation (SERDEF), inc. and University of the Philippines
Institute for Small Scale Industries in 2001, micro, small and medium enterprises contributed
approximately 25 percent of the country’s export revenues. About 60 percent of the country’s total
exporters are estimated to be MSMEs. There are also a number of MSMEs that contribute to exports
through subcontracting arrangements or as suppliers, particularly for large exporters.

Processed food products have become increasingly important in generating export revenues. From about
USD842 million in 2006, it reached over USD1 billion at the end of 2010 (Table 21). From 2006 to 2010,
it grew by 5 percent per year, which is higher than the annual growth for the entire Philippines exports,
which is 4 percent per year. Processed food is about half of the total USD2 billion food exports in 2009
followed by fresh food and marine products at 23 percent and 17 percent respectively. Major food export
products include fresh Cavendish bananas (17 percent), canned and frozen tuna products (11 percent),
desiccated coconut (7 percent) and prepared/preserved pineapples (7 percent).

Source:  National Statistics Office, 2008

Figure 4.  Concentration ration (Roy, 2006), Distribution of MSMEs
by region vs regional contribution to Philippine GDP

Figure 3.  Distribution of Philippine MSMEs by major island group
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More than half of the total processed food exports comprise fruits and fruit preserves as well as coconut
products. On average, fruits and fruit preserves accounted for about 37 percent of the total processed
food exports from 2006 to 2010. These include products such as preserved/prepared pineapples, dried
fruits, puree, juice and concentrates and jams. Coconut products contributed about 18 percent during
this period. Fruit preserves and coconut products grew higher than the average growth of the processed
food products, albeit not as fast as the other processed food products such as tea/mate, vegetable oil,
meat products and cocoa (Table 22).

The top ten market outlets for processed food products accounted for about 70 percent of the total
exports in 2009. These include the United States, Malaysia, Viet Nam, Thailand, Japan, Indonesia, Canada,
the Netherlands, the Republic of Korea and Singapore. Although the majority of these are in Asia, they
only accounted for 29 percent of the total processed food exports compared to United States, which
reached 33 percent in 2009. However, in terms total food products (including fresh food), United States
and Japan accounted for 23 percent (USD482 million) and 20 percent (USD420 million) respectively.

The global demand for processed products has been increasing but the Philippines’ share, with the
exception of desiccated coconut, is very small. From 2004 to 2008, world imports of processed products
such as beverages, fruits and nuts, sugar and confectionery, breads, biscuits, wafers, cakes and pastries
grew approximately 13 percent per year. The share of the Philippines of the total imports of these
products, which account for 70 percent of the total (USD222 billion), is less than 0.5 percent (Table 23).
Furthermore, with the expansion of the food manufacturing sector to respond to increasing demand in
the domestic and foreign markets, locally produced processed products to some extent substitute for
imported processed food products.

Food and live animals imported chiefly for food such as dairy products, fish and fish preparation, rice and
fruits and vegetables, amounted to an average of USD2 billion per year between 2006 and 2010 and
grew by about 27 percent per year during this period (Table 24A). However, if we include other food
products used as raw materials to produce food products such as wheat, corn, cereals and cereal
preparations, meat and meat preparations, coffee, tea and cocoa, total food imports would reach an
average of over USD5 billion per year during this period. Rice accounted for the bulk of the imports with
an average value of USD1 billion per year.

Some of the food products imported such as rice, corn, fruits, fish, fruits and vegetables are also produced
in the country. Nevertheless, as demand outstrips supply and as producers in the country are not able
to produce these products more efficiently than the competitors abroad, importation will continue.
However, some of these products such as wheat, sugar, meat, dairy and corn are imported as raw
materials to produce processed food products in the country. The development of new products,
particularly for local markets such as snack foods and dairy products (e.g. yoghurt and cheese), has
increased rapidly in response to increasing local demand. As supply and the quality of locally produced
processed products continue to increase and improve, demand for similar imported products will
decrease. This opens opportunities for micro, small and medium enterprises either through
subcontracting or the supply of raw materials.

3. Status of food processing in the country

Based on the latest annual survey of establishments conducted by the National Statistics Office in 2008,
the food manufacturing and beverages sector accounted for 41 percent of the total establishments in
the manufacturing sector and contributed 21 percent of total sales, 20 percent of value added and
20 percent of the total employment in the manufacturing sector.

The food manufacturing and beverage sector as a whole increased its revenues by 10.3 percent annually
from 2000 to 2008 (Table 24). This is slightly higher than the entire manufacturing sector, which increased
by 8.9 percent per year during this period. The fastest growing sector is the manufacture of starches and
starch products and grain mill products, which grew by 19.1 percent. As shown in Table 24.A this
subsector includes breakfast cereals and flour milling. Starch products use materials such as flour, which
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are mostly imported, and cassava. From 2006 to 2010, Philippines imported wheat with a value
amounting to an average of USD533 million per year. The second fastest growing subsector is bakery
products, which expanded by 18.8 percent per year. This is expected as the flour milling which provides
the raw materials for this subsector also grew fast during this period. The bakery products subsector
includes bread, cakes, pastries, biscuits, cookies and snack products. Dairy products grew by 16.9 percent
per year faster than the growth of the entire sector. Processing of meat, seafood, fish, fruits, vegetables,
oils and fats increased by 8.9 percent whereas beverages, sugar, and coconut only grew by 4.0 percent,
1.4 percent and 1.6 percent respectively. The processed meat category includes canned and preserved
(dried, cured, processed meats, e.g. hot dogs) meat products. Processed fruits and vegetables include fruit
preparations such as canned and dried fruit, preserves, jams and jellies, vegetable preparations (pickled,
tokwa, tausi, etc.) Most of the processed food products, particularly those that are branded are produced
mainly by large enterprises and a few small to medium size food processors. On the other hand, there
are small and micro-enterprises that produce unbranded and branded products particularly for specialty
products, but sold or distributed mostly at the regional or provincial level, but not at the national
levels. Moreover, there are micro-enterprises that are engaged into producing, selling and vending of
cooked/processed foods that are part of the informal economy and not covered by the census of
establishments.

Key SMFE players

As previously discussed, there are many firms in the food processing sector, but a few large firms
contribute substantially in terms of revenues, value added, employment, exports and investments in fixed
assets. Thus, in terms of output per firm, the large firms dominate the SMFEs to a considerable extent.
Most of these large firms supply both the domestic and international markets. Table 25 shows the list
of top food manufacturers/exporters in the country. Some large domestic firms have licensing
agreements with foreign firms. Republic Flour Mills Corporation (RFM) for example has licensing
agreements with Sunkist and Swift Companies in the United States. Unilever Philippines and Universal
Robina Corporation (URC) are part of California Manufacturing and CPC International Inc., respectively.

Whereas all of these firms are multi-product firms, they lead certain processed food product categories.
For example, Purefoods-Hormel Company and San Miguel Purefoods Company, Inc., which are both
owned by San Miguel Corporation, lead in the production of processed meat products category. Other
players include Pacific Meat Company, Inc. and Virginia Foods.

Dole Philippines and Del Monte Philippines, T’boli Agro Industrial Development corp., Ram Food Products,
California Manufacturing corp., and Sysu International inc. are the dominant players in the canned fruits,
juice and vegetables sectors. Nestlé Philippines is the top producer of manufacture of powdered milk
whereas Kraft Foods Philippines leads in the production of butter and cheese. Nestlé Philippines inc. is
the market leader in milk products with strong brands such as Nestlé, Bear Brand, Nido and Milo. Unilever
Foods Philippines tops in the manufacture of macaroni and noodles whereas Monde Nissin Corporation
leads in the baking of biscuits and cookies. For ice cream, Unilever RFM Ice Cream leads whereas
Liwayway Marketing inc. is dominant in production of snack products. Baking of bread, cakes and pastries
category is dominated by Red Ribbon Bake Shop, Grupo Marilena, Gardenia Bakeries and Golden Donuts,
inc. Key players in the non-alcoholic beverages sector such as fruit juices, carbonated drinks and bottled
water are Zest-O-Corp, Marina Sales, inc. and CPW Philippines inc., Coca-Cola Bottlers inc. Pepsi Cola
Products Philippines inc., Cosmos Bottling Corp, La Tondeña Distillers, (acquired by Sugarland
International), Kraft (Tang), Asia Brewery inc. In snack foods and confectionery Universal Robina Corp is
taking the lead mainly because of its diversified products and strong Jack ‘n Jill brand.

All of these key players in the food processing sector, aside from exports, cater mainly to retailers in the
domestic markets, particularly supermarkets, convenience stores as well as hotels and restaurants. Details
of their sales and the number of production plants are presented in Table 26.
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Per capita contribution of food and beverage firms

The dominance of some of these large multi-products firms can be shown by the contribution per firm
in the industry. Of the nine subsectors, the highest revenues per firm is the manufacture of dairy products
at P2.9 billion per firm. In fact, the highest revenue per firm among the 65 categories under the nine
subsectors, the manufacture of powdered and infants milk belongs to this subsector with total revenues
per firm of P10.6 billion. It should be noted that two categories are combined here (manufacture of
powdered milk and manufacture of infant’s powdered milk) with a total of only 7 firms. As mentioned
above, the leader in this category is Nestlé Philippines with over USD1.35 billion in 2007. In addition, of
the seven categories under the manufacture of dairy products subsector, three or four belong to the top
five among 65 categories in the food and beverages sector with over P1 billion revenues per year. The
other categories that belong to the top ten with revenues per firm of at least P1 billion are manufacture
of malt liquors and malt (beer), manufacture of soft drinks, canning/packing and preserving of vegetables
and fruits, flour milling, sugar refining, sugar milling and manufacture of unprepared animals feeds. Of
the 65 industries or categories under the nine subsectors of the food and beverages sector, revenue per
firm ranges from P648 000 to P10.6 billon per year (Table 27). The lowest per capita revenue belongs to
the egg processing subsector, including fertilized eggs, whereas the highest is for the manufacture of
powdered and infant milk.

In terms of employment, the range is from two employees per firm for egg processing including fertilized
eggs to 1 285 employees for canning/packing and preserving of vegetables and vegetable juices. It
should be noted that the average employment per firm in the food manufacturing and beverage sector
is 30 employees, only half the average figure for the entire manufacturing sector. Rice and corn milling
employment per firm is only nine. This is largely because of the large number of rice and corn millers
in the country that accounts for 17 percent of the total establishments in the sector.

In contrast, in terms of value added, the manufacture of dairy products generates the highest value
added per firm followed by the manufacture of sugar, coconut oil, starches, meat processing, beverages,
other processed food products, bakery products and rice and corn milling. Value added is the difference
between value of output and total costs of materials, fuel, electricity consumed and industrial services.
The ranking among product categories is similar to the ranking for revenues. In terms of gross additions
to fixed assets, which indicates improvement in productive capacity, the sugar industry is highest at
P101 million per firm followed by manufacture of dairy products. In terms of specific product categories,
the highest is the manufacture of milk-based infants products followed by manufacture of malt liquors
and malt and sugar milling.

Profitability, labour efficiency and cost efficiency of firms

The performance of the food manufacturing and beverages sector can be examined by looking at three
indicators: profitability, labour and cost efficiency per firm. At the subsector level in 2008, the most
profitable is the manufacture of dairy products with profit per firm of about P606 million followed by
manufacture of sugar (P299 million), production of crude coconut oil (P124 million) and manufacture of
starches (P104 million). The lowest profit per firm is rice and corn milling at P1.9 million (Table 28). In
terms of specific categories, the most profitable is the manufacture of milk based products at P1.9 billion
followed by the manufacture of powdered and infants milk (P1.8 billion), the manufacture of malt liquors
(P817 million), soft drinks (P521 million), sugarcane milling (P343 million), sugar refining (P152 million)
and muscovado (P146 million).The lowest profit per firm is egg processing at P131 000. Labour
productivity defined at the revenue per employee is also highest for the manufacture of dairy products
(P17.7 million) at the subsector level. However, at the product category level the ranking for profitability
is different from that at the subsector level. The highest labour productivity is the manufacture of
powdered and infants milk followed by flour milling, coconut oil, ice cream and milk-based products. In
terms of revenue generated per peso of cost incurred (cost efficiency) at the category level, ranked first
is the manufacture of sugar at 1.4, whereas the other eight have a ratio of 1.3, except rice and corn
milling and production and processing of meat products including seafoods. At the product level
category, the highest is fruit wine manufacturing (1.9) followed by popcorn (1.8), muscovado (1.7),
drinking water, powdered and infants milk (1.5) and drinking water (1.5).
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Performance of firms by size of employment

The data for various performance indicators above are not available for micro, small, medium and large
enterprises. However, data for firms with more than 20 employees and those with fewer than
20 employees are available. As mentioned above, micro-enterprises are firms with one to nine employees
whereas small firms are those with 10 to 99 employees. Thus, all micro-enterprises and some small
enterprises are covered in the first category (fewer than 20) and all medium, large and some small
enterprises are covered in the second category (more than 20).

The contribution of firms with more than 20 employees is also substantially greater than that of firms
with fewer than 20 employees in terms of employment generation, revenues, value added and gross
additions to fixed assets. In the entire food manufacturing and beverages sector in 2006, for example,
firms with more than 20 employees generate, per firm, 152 employees, P508 million in revenues,
P128 million of value added, P12 gross additions to fixed assets (Table 29). On the other hand, firms with
fewer than 20 employees generate, per firm, nine employees, P5 million in revenues, P1.1 million of value
added and P98 000 gross additions on fixed assets.

Moreover, the difference between the two categories is also significant in terms of performance
indicators such as profit, labour productivity and cost efficiency as defined above. Firms with more than
20 employees in the food manufacturing and beverages subsector made profits per firm as much as
P128 million in 2008 (Table 30). Compared to all establishments in the same year as data for firms with
fewer than 20 employees are not available, profit per firm was only P19 million per firm. This large
difference is true for the subsectors and product categories under the food manufacturing and
beverages sector. In fact for the entire manufacturing sector, profit per firm was P137 million for firms
with more than 20 employees compared to all establishments (including firms with fewer than
20 employees) it was P40 million.

For firms with more than 20 employees, the most profitable subsector in 2008 is the manufacture of dairy
products at P1.0 billion per firm followed by the manufacture of beverage (P294 million), the
manufacture of sugar (P289 million), production of crude coconut oil (P245 million), manufacture of
starches (P184 million), production processing of meat (P71 million), bakery products (P48 million) and
rice and corn milling (P28 million). Compared to all establishments regardless of size of employment,
profit for the dairy subsector was 65 percent lower. For rice and corn milling, larger firms are
1 374 percent higher. In terms of labour productivity and cost efficiency, firms with more than
20 employees are significantly higher compared to firms with fewer than 20 employees (Table 31).

In 2006, where data for both categories are available, the same pattern is observed. Firms with more than
20 employees in the dairy products subsector made P1.2 billion profits per firm on average followed by
sugar, beverages, crude coconut oil, production processing of meat products, starches, bakery products
and rice and corn milling. The ranking is similar to the ranking in 2008 except that sugar and processing
of meat products performed better than beverages and starches in 2006 respectively. However, aside
from the substantial difference in performance indicators, the ranking varies for firms with fewer than
20 employees. The most profitable subsector was processing of meat products at P2.6 million per firm
followed by starches (P2.4 million), rice and corn milling (P1.5 million), dairy products (P1.1 million),
bakery products (P706 000) and beverage (P421 000). Production of crude oil posted a negative profit
of P339 000. Cost efficiency is highest for beverage whereas crude coconut oil, despite a negative profit,
registered the highest revenue per employee.

On a per firm basis, the above data show that larger firms contributed substantially in terms of
employment, revenues, value added and gross additions to fixed assets. They also performed significantly
better than the smaller firms, particularly in terms of profitability, labour productivity and efficiency. It
should be noted that relative to other Asian countries, Philippines has more dominant firms in the food
manufacturing sector as shown by the highest four firm concentration ratio recorded at about 27 percent
(Figure 5). This means that 27 percent of the total sales in the food manufacturing sector is accounted
for by the top four firms in the industry. Available data on concentration ratios for industries in the food
manufacturing sector also show that average concentration ratio increased by 39 percent from
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63 percent in 1978 to 72 percent in 1994 (Table 32). In 1994, three dairy industries namely, manufacture
of powdered milk, processing fluid (fresh) and cream and manufacture of dairy products except milk have
a four firm concentration ratio of 100 percent. By the end of 2008, the number of firms in all seven
industries in the sector is below ten except for the manufacture of ice cream and sherbet with 25 firms.
The manufacturing of powdered milk has seven, processing of fresh milk and cream six, manufacture of
butter and cheese three, manufacture of milk-based infants and dietetic foods/manufacture of dairy
products not elsewhere classified six. Other industries in the food manufacturing and beverages sector
with fewer than ten establishments include sugar refining (three), muscovado (three), fruit wine (three),
malt liquors and malt (six), production of ethyl alcohol, coffee roasting and processing (eight), nata de
coco (nine) (Table 33).

Figure 5.  Concentration ratio (Roy, 2006)

Issues affecting SMFEs

In the preparation of the Micro, Small and Medium Enterprise Development Plan for 2011–2016, several
workshops were conducted in 11 regions of the country in 2010 and these were attended by
representatives from the MSME sector, business support organizations, national government agencies,
local government units, academe, civil society and international development agencies. There were
a number of issues and concerns that were classified into four areas: 1) the business environment;
2) access to finance; 3) access to markets; and 4) productivity and efficiency.

Issues related to the business environment include the high costs of doing business, lack of information
services, difficulties in business registration, licensing, lack of entrepreneurial mindset and weak
coordination of government agencies to provide a more integrated and sustainable package of services
to support MSME development.

One of the main issues identified that concerns finance is the inability of MSMEs to access funds because
of the strict and voluminous requirements and the slow processing time of applications. Banks also
require collateral and the minimum amount of loan and short the repayment period are unattractive to
MSMEs. Some financial packages for MSMEs are only available in urban areas of some regions and
venture capital funds are difficult to access by MSMEs. It was also mentioned that MSMES in some regions
lack the capacity for financial management and that it is difficult to restructure loans.
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Marketing issues include inadequate access to market hubs or centres where they can display their
products as well as to organized marketing networks of independent producers and mainstream
domestic markets such as malls. Most MSMEs are not competitive enough to able to expand in the local
and international markets. They also do not proactively seek markets and respond to market needs and
they lack long-term marketing plans. They have poor product packaging and labelling and they lack
certification and accreditation to access new markets. They also have limited capacity for product
development and design and lack access to market information and to modern technology such as the
Internet.

Productivity and efficiency issues identified include lack of access to technology and productivity
programs because of their high costs. MSMEs also lack information and education on productivity
programs and most of them do not comply with international quality standards. Their production
systems and processes are not environmental friendly and gender-sensitive. Working conditions are poor
and the cost of utilities is high, particularly for water and power including cost of government services
for subsidized technology/packaging and this leads to low productivity. The labour force lacks motivation
and skills whereas competent and skilled workers are often lured away to other firms. Government
programs on enhancing productivity are not consistent and well-coordinated.

Other studies also reinforce the above issues that affect MSMEs in the country (e.g. Aldaba et al. 2010,
Aldaba, 2008; Fukomoto, 1998, Tecson, 2004; FINEX and ACERD, 2006). These studies, however, emphasized
that the most difficult issue that constrains the growth of SMEs is financing. Availability of funds is not
a problem since banks are required by law to allocate 8 percent of their loan portfolios to financing. The
problem is accessibility of SMEs because of many factors such as limited track record and collateral,
inadequate financial statements and business plans, lack of information about credit facilities (Tecson,
2004; Hapitan, 2005). Moreover, banks are also reluctant because of high risks in lending to this group
and competition from other government financial institutions that also have their own SME financing
programs. The risk faced by banks in lending to SMEs is mainly because of the various risks and issues
faced by SMEs that affect their bankability, viability and competitiveness. Issues on product quality for
example arise because of several factors such as limited access to technology, packaging materials and
lack of skills. As a result, SMEs find it difficult to access markets and compete with more efficient and
larger firms and this in turn limits their access to finance and lack of funds limits their access to
technology. In many cases, it is a vicious cycle that it is difficult to break. Aldaba, et al. (2010) also
mentioned the limited access to information such as developments in product standards and scanning
technology as well as the lack of skills to evaluate technology options.

The above issues also apply to the MSMEs in the food processing sector. However, there are also issues
that are more important and specific to the businesses involved in producing processed food products.
In terms of production, the availability of raw materials is a problem particularly in terms of consistency
in quality. Unlike large firms where sourcing of raw materials is well coordinated and sometimes
controlled through vertical integration, MSMEs do not have control over the quality of raw materials. The
cost of raw materials is erratic as they depend on various factors such as production cost, post-harvest
handling, adequacy of infrastructure facilities in production areas and weather. Also the cost of other
inputs is high, particularly sugar and packaging materials. Glass jars, for example are not just expensive,
the variety is also limited (Sonido, 2004). In addition, one of the reasons why spoilage is high is because
of substandard packaging. The latter is because of the high cost of packaging, high production costs of
packaging materials partly because of high tariff rates on raw materials and equipment and the absence
of packaging standards (Elazegui, 2002). There are also food processors who have difficulty in accessing
high value, modern markets such as supermarkets as they pay 30 to 90 days after purchase but loans
borrowed from microfinance institutions or informal credit are paid on a daily or weekly basis.

A baseline survey was conducted among over a thousand micro-enterprises in various sectors in 2010
that included about seventy four food processors in nineteen provinces in the country. In processed meat
products for example, issues raised included high cost of feeds and veterinary medicine, quality of raw
materials such as garlic and adulterated pepper, shortage of casing materials for longganisa (Filipino
sausage), limited knowledge in identifying breeds for fattening to improve quality raw material,
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inadequate technology because of manual mixing of spices and ground meat. In addition, the lack of
required facilities in the local slaughterhouse causes delays in the delivery of meat.

In processed fruits and vegetables, issues identified include erratic supply of vegetables, lack of high
quality bottles for packaging, poor product branding and labelling, limited shelf-life, increasing prices of
indigenous raw materials and difficulty in accessing accreditation from the Bureau of Foods and Drugs
Administration because of high cost of product nutritional analysis. In addition, they also identified issues
related to lack of product standardization and equipment to establish and monitor standards as well as
problems in penetrating markets and meeting requirements of buyers because of limited production
capacity.

In coffee processing, drying and processing of coffee beans are done manually because of lack of
post-harvest facilities. There are a number of cooperatives and producer organizations in the country that
have ventured into coffee processing. However, aside from issues in branding, labelling and packaging,
they also encountered productivity issues in their farms because of poor technology and inadequate
extension services. These affect stability of supply of coffee from members of the organization since some
of them convert to other crops because of the low price of coffee.

There are food processors (e.g. of pili nut) who are constrained with respect to exporting their products
because of the short shelf-life of products and poor product packaging and labelling. The high cost and
erratic supply of raw materials also affect their ability to price their products competitively. In the case
of coconut based processors, overpricing of tungog (raw material) and the quality of tuba (raw material)
affect their ability to sustain a profitable venture in processing.

In seafoods processing, availability of raw materials is a major concern because of production problems.
Supply of milkfish fry is unstable because there is no breeder in the immediate locality. The price of
commercial feeds has been increasing and fish cage operators are not organized. In the case of seaweeds
processing, there is no storage facility for dried seaweeds and supply is erratic particularly with outbreak
of seaweed disease (ice-ice). All these lead to difficulties in accessing reasonably priced raw materials for
processing. Moreover, the absence of an ice-plant in the locality also increases costs as does the illegal
fees (kotong) that fish vendors have to pay when they deliver the products. All of these things increase
the processing costs of seafood.

In summary, the issues raised in the survey among micro-enterprises in food processing reinforce the
issues identified in previous studies and reviews of constraints affecting the development of SMEs. Issues
related to access to financing, technology, markets and quality, affordable raw materials are key issues
that need to be addressed.

4. External forces that shape the SMFE sector in the country

There are various external forces that affect the changing landscape of the SMFE sector in the country.
These include changes in demographic and psychographic factors, restructuring in the food system and
policies in the domestic and overseas markets. This section dwells on the first two factors whereas the
policy environment that includes legal, institutional and industrial infrastructure factors is discussed in
subsequent sections.

Changing demographic and psychographic factors

Changing demographic and psychographic factors in the country and abroad, particularly in the major
markets, affect the demand for food, especially processed food products. Increase in family income and
the number of dual-income households has expanded demand for processed food products. The latter
implies busier lifestyles for both spouses with less time to do household chores such as food preparation.
Thus, there is an increased demand for ready-to-cook meals, or foodstuffs that require less time to
prepare and usually that reduce the frequency or time spent shopping for them.
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As shown earlier, revenues of food manufacturing firms have increased because of increasing demand
for processed food products. San Miguel Purefoods, for example, has increased its share of processed
food sales from 40.7 percent in 2008 to 41.4 percent in 2009 reaching total sales of P13.3 billion. Based
on household consumption data derived from the family income and expenditure survey, food
consumption expenditures increased by 8.5 percent per year from 2003 to 2009 (Table 34). Expenditure
on food consumed outside the home increased by 11.2 percent per year during this period, higher than
the food consumed at home, which increased only by 8.1 percent. The fastest growing food category for
food consumed at home was cereals and cereals preparation (10.6 percent) followed by coffee, cocoa
and tea (9.3 percent), dairy products and eggs (7.6 percent), fish and marine products (7.3 percent), fruits
and vegetables (6.1 percent) and roots and tubers (6.1 percent) and meat and meat preparations
(5.8 percent). Whereas the food expenditure categories include both processed and unprocessed food
(fresh), there are similarities when we compare the trend for the data on revenues of firms in the food
processing sector. For one, expenditure on cereals and cereals preparation increased the most, which is
consistent with the data on revenues. This is also true for dairy products. In addition, data also show that
spending on food consumed outside the home increased faster than spending on the food consumed
at home. This indicates an increased demand for processed food products that can reduce time for food
preparation. In fact, this is also the trend in the international market.

Improving incomes of Filipinos increases consumption of processed food products. Expenditure on dairy
products and eggs, for example, of a family with less than P40 000 annual income was P800 compared
to a family with income of more than P250 000 who spent P115 000 per year in 2009. For cereals, families
earning more than P250 000 spent P26 000 per year whereas those earning less than P40 000 spent only
9 200 per year (Table 35). Higher income families also consume more food outside the home with
a difference in expenditure of about P26 700 per year. Over time, from 2003 to 2009, consumption
increases across product categories and income levels particularly for higher income brackets (Table 36).

Whereas domestic demand for processed food is expanding, the global demand for processed food
products is increasing as well. Exports of processed food increased by at least 5 percent per year from
2006 to 2010 (Table 37), higher than the growth of the total exports of the Philippines. As mentioned
earlier, about 70 percent of the total processed food exports is accounted for by the top 10 Philippine
export markets with United States contributing the bulk at 33 percent. Thus, demographic and
psychographic changes of consumers in this market affect significantly the demand for Philippine
processed food exports. The United States’ increasing population, currently at over 300 million, the
diversity of the population with various ethnic backgrounds, aging population, busy lifestyles, and
increasingly health-conscious population explain the variety and the type of processed food products
imported from the Philippines (DTI, 2010). Thus, processed fruit and vegetables accounted for a third of
the processed food exports, most of which go to the United States markets e.g. canned pineapples and
juices. In addition, there is also an increase in ready-to-eat and easy-to-fix meals. Currently, there are
a number of micro-enterprises that prepare ready-to-eat meals that they deliver to offices packed in
plastic bags.

As export demand for Philippine processed food products increases, opportunities for small, medium and
micro-enterprises to supply to exporters through subcontracting also increase. However, this requires
support systems such as consolidation of small suppliers and assistance to meet volume and quality
requirements of exporters. Direct exporting of small and micro-enterprises, aside from consolidation to
meet economies of scale, requires more support to provide an integrated package of assistance from
product development, marketing and financial assistance.

Expanding modern food markets

Restructuring in the agrifood markets is driven by factors such as changing lifestyles, increasing income
and the government’s liberalization policies. The growth of convenience stores and supermarkets, for
example, is a response to an increasing demand for convenience. These modern food outlets affect
changes in the food chain (see Berdegue and Peppelenbos, L., 2005; Henson and Reardon, 2005; Reardon
et al., 2005). As they continue to grow, there are opportunities open to producers to supply as long as
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they meet the volume, frequency and quality requirements. Many small producers, however, are unable
to tap these opportunities as they lack the resources to compete. Meeting the frequency and volume
requirements of high value markets is difficult because transaction and consolidation costs are high.
Moreover, small-scale producers have inadequate financial resources to invest in technology to meet the
quality standards of high value markets.

In Southeast Asia, the modern retail sector is also expanding quite rapidly as economies improve and
as populations increase. Total retail sales increased by 6.1 percent per year (Table 38). Of this, grocery
retail sales grew by 5.2 percent with food retail service even increasing faster at 7.9 percent. In the
Philippines, the number of supermarkets and sales increased by 16 percent and 26 percent per year
respectively from 1999 to 2008 (www.planetretail.net). In fact, this growth is faster than the growth in
total food spending of 5.4 percent. This implies that consumption of food away from home has also
increased. As shown in Table 34 for example, the food consumed outside the home increased from
P110 billion in 2003 to P196 billion in 2009 an average increase of 11 percent per year during this
period. Moreover, food consumed at home only increased by 8 percent. In the Philippines, the number
of dual income households has increased. Thus, as incomes and the number of working women increase,
the demand for the convenience offered by the modern retail sector and foodservices is expected to
expand.

As demography and lifestyles change in these economies, the way foods are produced, processed and
distributed also change. For example, five years ago ready-to-eat mixed vegetable salads and fruits were
not available in supermarkets. Today, there are a number of brands in the supermarkets that are owned
by the producers of vegetables themselves such as Dizons, Dole Philippines, Eden and Gourmet Foods.
This is largely driven by the increasing demand for healthy and ready-to-eat food that is associated with
increasing incomes. Moreover, these changes in the agri-food system are also affected as governments
continue to liberalize their economies, bringing in more investments and trading more goods and
services. In the retail trade sector, foreign multinational companies have invested in Southeast Asia,
changing the landscape of retail trade distribution, including food distribution.

As the modern retail sector continues to respond to the demand of consumers and as governments
open their countries to foreign investment in this sector, various modern retail formats and outlets will
continue to flourish such as hypermarkets, superstores, supermarkets and convenience stores. The
popularity of these outlets varies across countries. In Singapore for example, supermarkets and
neighbourhood stores account for 61 percent of modern retail sales whereas in Thailand, hypermarkets
and supermarkets appear to be more dominant, accounting for more than half (52 percent) of the total
modern retail sales from 1999 to 2007. However, other countries are catching up. Sales of supermarkets
and neighbourhood stores in Viet Nam have been increasing by an average of 40 percent per year.
Hypermarkets and supermarkets in Indonesia and the Philippines have been growing annually by
54 percent and 28 percent respectively. In fact, retail chains have expanded aggressively in the last five
years from Metro-Manila to other cities or urban centres in the country such as Cebu and Davao, and
this helps to expose the variety of processed food products offered in supermarkets. Clearly, there are
changes in the way foods are distributed with an increasing role for modern food retail outlets such as
supermarkets and hypermarkets. As procurement strategies of these outlets change, requirements from
suppliers in terms of volume, quality, frequency, variety, form and packaging also change. Thus, strategies
of the suppliers, including farmers, must also change. Otherwise, if these requirements are not met, access
to these markets is denied and opportunities will be missed.

Moreover, because of the exposure to ethnic restaurant menus and supermarket and grocery selections
of ethnic products, American consumers increased their demand for a variety of ethnic products that are
price competitive relative to those produced locally (DTI, 2010). There is a rapid increase of supermarkets
worldwide that offer increasingly a variety of imported and ethnic products. Although the Philippines
liberalized the retail food industry in 2000, the entry of foreign food retailers or supermarkets is limited.
Only Pricemart and Makro came in. The latter was eventually bought by the largest retailer in the country
(SM Shoemart). Thus, there is limited opportunity for foreign retailers to carry Philippine processed food
products in their outlets abroad. However, with the widespread increase of supermarkets globally,
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Philippine processed food products gain exposure in the international retail food markets, which helps
increase demand. In addition, increasing the variety of products carried by supermarkets does not only
enhance service, it also helps address seasonality of temperate products. Raw material used for
processing, particularly for fruits and vegetables, are grown year-round in the country and therefore
pricing of these products is relatively stable (DTI, 2010). In the Philippines, the influx of imported
processed food products carried by supermarkets has provided consumers with a wide range of products
and has also enhanced competition for locally produced processed products such as snack foods,
chocolates and processed meat products. Philippine products such as canned pineapple and juices,
canned tuna and frozen tuna, although sold through importers/wholesalers, are carried by supermarkets
in other countries. Thus, expansion of modern retail outlets here and abroad has benefited the
Philippines not only in terms of exports but also in terms of enhancing competition.

Food manufacturing, producer and retailer coordination

With the growth of supermarkets and their proximity to consumers relative to producers, they are in
a position to respond to opportunities to changing consumer preferences. Regmi and Gelhar (2005)
observed that multinational food retailers and manufacturers are expanding their presence in developing
countries and food retailers and their producers are differentiating their consumers in developed
countries to meet the demands of the consumers in terms of variety, food safety and quality. Thus, the
growth of private labels of large food retail chains has been observed even in countries such as the
Philippines. This increases the demand for processed food products in the Philippines as private labels
offer lower price, but brands from large domestic (e.g. San Miguel) and multinational firms (e.g. Nestlé)
appear to be more powerful compared to private labels of domestic retailers. Whereas the food industry
is increasingly becoming global, food markets are responding to meet local preferences (Regmi and
Gehlhar, 2005).

As markets become increasingly competitive, the coordination of suppliers (e.g. farmers and food
processors) and sellers (e.g. supermarkets and fast food chains) is being enhanced to lower costs and
improve the quality of products produced and sold. In the Philippines, Aldaba (2008) observed that
forward and backward linkages of multinational firms with small and medium enterprises in the
manufacturing sector are weak. In the food processing sector, data show that the number of small and
medium subcontractors in 1994 was 116, which increased to 300 in 1994 but declined abruptly to
31 in 2003 (Table 39). The corresponding share of SMEs subcontracted output to total SME output also
declined during this period from 1.06 percent in 1994 to 1.21 percent in 1998 to 0.91 percent in 2003.
The share of subcontracted output to total output is very low. However, in terms of exports, the share
of subcontracted output is significantly higher despite a decline from a share of 36 percent in 1994 to
29 percent in 1998. The share of SMEs export of processed food to total exports is higher and increasing
compared to its share total value of output. In 1994, the share of SME export to total industry exports
was 44 percent and increased to 85 percent in 1998. This implies that SMEs play a major role in the
export of processed food products.

Subcontracting is not just happening between multinational/large domestic food processors and
suppliers (large to MSMEs) but also between retailers and suppliers in private labels or supermarket
brands. In addition, some supermarket suppliers diversify from fresh food to processed food products
and develop their own brands. In the last decade, large supermarkets and hypermarkets (e.g. Shoemart,
Robinsons) in the Philippines have modified their procurement systems particularly for fresh food
categories from buying directly from suppliers to a combination of a concessionaire system and direct
procurement. Concessionaires rent a space in the supermarket and manage a category or business.
Because of proximity of these concessionaires to buyers, they are able to understand consumer needs
better. Thus, some concessionaires have diversified their products to respond to opportunities to meet
consumer needs. A good example of this is the Dizon group, which is the largest concessionaire for fresh
fruits and vegetables in supermarkets. In the last few years, the variety of products offered expanded
from fresh to minimally processed vegetables (e.g. salads), salad dressing and dried mangoes under their
own brands.
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Economic blocks, trade barriers and standards

The implementation of the ASEAN single market with no barriers to trade is expected by 2015. Currently,
the ASEAN internal tariffs for most traded goods are already between 0 to 5 percent and the removal
of these barriers is being accelerated. Under this single market initiative, programmes to enhance
promotion and negotiations in ASEAN agricultural products, including processed food products, are
being pursued to increase ASEAN exports to foreign markets. In 2009, Philippine’s total processed food
exports to ASEAN was valued at approximately USD211 million, which accounted for 21 percent of the
country’s total processed food exports. Thus, with lower tariffs and minimal trade barriers, Philippines
exports to ASEAN neighbours are expected to increase. Linkage of MSMEs should be strengthened not
only with large exporters but also among themselves to meet market requirements in terms of volume,
quality, price and frequency of delivery.

Another potential economic block market for Philippine processed for exports is the European Union
(EU) which is composed of 27 member countries with a market size of 375 million consumers with high
purchasing power. In 2009, total processed food exports of the country to EU was about USD123 million
or about 13 percent of the country’s total processed food exports. About 27 percent (valued at
USD33 million) goes to the Netherlands. Most EU consumers are well-travelled and discriminating in
terms of quality so opportunities are open for high quality ethnic foods. In addition, trade barriers,
particularly high tariffs, exist that compound the high transport cost to this market. Its lower five-year
tariff scheme of only 12 percent ended in 2008. Canned tuna, for example, has a tariff of 24 percent
compared to other exporting countries from the African, Caribbean and Pacific Group, which enjoy zero
tariffs. This is also the case in the United States market, which imposes export duties between 6 percent
and 35 percent, but none for Andean countries such as Colombia, Bolivia, Peru, Ecuador, and Venezuela.

The Japan-Philippines Economic Partnership Agreement (JPEPA) is a bilateral agreement that can further
improve trade between Philippines and Japan, particularly in food exports. Japan is the second largest
market for Philippine food exports and fifth in terms of processed food exports. In 2009, processed food
exports to Japan reached USD45 million. Tariff reduction under this agreement will increase exports for
specialty coffee, dried fruits (papaya, jackfruit, durian, pineapple and banana) marine and aquaculture
products (shrimps/prawns, octopus, frozen tuna) preserved fruits such as jams/jellies, biscuits (DTI, 2010).

Whereas economic blocks and bilateral economic agreements provide opportunities to enhance the
export of processed food products through removal or reduction in tariff and non-tariff barriers, countries
are increasingly concerned with regulations, particularly in terms of environment and food safety. This
increases standards and changes the landscape of competition in the global markets. These include
market requirements such as Good Manufacturing Practice (GMP), Hazard Analysis Critical Control Point
(HACCP), Halal Certification for the Muslim consumers, Fair Trade and Good Agricultural Practice (GAP)
and various eco-labels to protect the environment. In fact, the United States, the largest market for
Philippine food processed products, has proposed that exporters should submit a food safety plan under
the United States Food Safety Enhancement Act (HR 2749).

5. Government policy and legal frameworks

The Magna Carta for MSMEs is the landmark legislation enacted in 1991 as the Republic Act No. 6977
and amended by the Republic Act No. 8289 in 1997 and further amended by the Republic Act No. 9501
in 2008. It is the legal framework for developing MSMEs in the country. Another legislation specific to
the development of micro-enterprises in the country is the Republic Act No. 9178, also known as the
“Barangay Micro Business Enterprises (BMBEs) Act” that was signed into law in November 2002.

The Magna Carta (as amended by the Republic Act No. 9501) for MSMEs recognizes the need to develop
enterprises, particularly rural/agribased enterprises through: 1) training in entrepreneurship and skills
development; 2) access to sources of funds; 3) access to government contracts and related incentives and
preferences; 4) strengthening financing programs for MSMEs and doing away with stringent and
burdensome collateral requirements; 5) instituting safeguards for the protection and stability of the credit
delivery system; 6) raising government efficiency and effectiveness in providing assistance to MSMEs; 7)
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promoting linkages between large and small enterprises, and by encouraging the establishment of
common service facilities; 8) improving private sector partnership in building up MSMEs through the
promotion and participation of private voluntary organizations, viable industry associations, and
cooperatives; and 9) assuring balanced and sustainable development through the establishment of
a feedback and evaluation mechanism to identify issues and environmental effects of the development
of MSMEs.

An important provision of this law particularly in addressing the access to finance issue of MSMEs is the
creation of the Small Business Guarantee and Finance Corporation (now known as Small Business
Corporation). Already related to addressing this issue is the mandatory allocation of all credit institutions
under Section 15 of the law to set aside at least 8 percent for micro and small enterprises and at least
2 percent for medium enterprises of their total loan portfolio.

The Magna Carta is an attempt by the government to come up with an integrated approach to develop
SMEs in the country. In the 1970s, the government implemented various programs to develop SMEs in
terms of financing, market development, technology transfer and entrepreneurship (Aldaba, 2008; Tecson,
2004). These continued in the 1980s but focused more on the market access and development to
support the export development priorities of the government and adapt to an increasingly globalizing
economy with the implementation of liberalization policies. Then came the Magna Carta in 1991 and
eventually amended twice with the latest version in 2008. In 2003, the Republic Act No. 9178 or the
Barangay Micro Business Enterprises (BMBEs) Act of 2002 was signed into law. This law focused on
integrating the micro-enterprises in the informal sector into the mainstream economy. Under this law,
BMBEs are exempted from income tax and coverage of the minimum wage law and are given priority
to a special credit window for their financing requirements. They can also access programs on technology
transfer, production management and training and marketing assistance.

Agro-industrial policy

The agro-industrial development approach is a core strategy adopted by the government to develop
rural areas in the country. Various agri-industrial policies have been developed to implement forward and
backward linkages of industries to agriculture. A landmark legislation that promotes this approach is the
Agriculture and Fisheries Modernization Act of 1997 (Republic Act No. 8435). There are three objectives
of this policy that promotes agro-industrialization: 1) to enhance profits and incomes in the agriculture
and fisheries sectors, particularly the small farmers and fisherfolk, by ensuring equitable access to assets,
resources and services, and promoting higher-value crops, value-added processing, agribusiness activities,
and agro-industrialization; 2) to induce the agriculture and fisheries sectors to ascend continuously the
value-added ladder by subjecting their traditional or new products to further processing in order to
minimize the marketing of raw, unfinished or unprocessed products; and 3) to adopt policies that will
promote industry dispersal and rural industrialization by providing incentives to local and foreign
investors to establish industries that have backward linkages to the country’s agriculture and fisheries
resource base. In addition, Republic Act 7916 (as amended by Republic Act No. 8748) also promotes the
development of agro-industrial centres in the country and establishes forward and backward linkages
in and around the economic zones.

Food safety regulations

Food safety regulations in the Philippines are being heightened with the increasing need for safer food,
particularly with the increasing incidence of food-borne diseases. The issue of high pesticide residues on
vegetables has gained attention especially with the increasing demand for vegetable salads in the
country. Other issues such as aflatoxin, red tide (fish) and heavy metals (lead) because of the increased
presence of mining companies in the country have also reinforced that need to implement a Philippine
Food Safety Framework that includes the wide participation of stakeholders in the food chain. These
include government, consumers, wholesalers, food manufacturers, retailers, food service outlets,
restaurants, etc. Thus, food safety is not just a public interest issue, it is a business necessity to ensure
quality products and enhance competitiveness in the domestic and international markets.
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In the Philippines, food safety regulations are undertaken via licensing and inspection of food
establishments, product registration, monitoring of trade outlets and product advertisements.

As indicated in the Philippine Food Safety Framework, there are a number of safety and quality control
measures in the food chain being implemented by the Bureau of Food and Drugs (BFAD). These are the
hygienic safety manufacturing practices, HACCP and safety and quality standards.

Good manufacturing practice (GMP) is required by BFAD before food processing establishments are
given the license to operate (LTO). GMP specifies the principles and procedures required to design an
environment for the production of processed products of acceptable quality. The conditions for the
hygienic processing of food are specified in the GMP codes and hygienic requirements. All food
processors need to comply with Administrative Order 208 which stipulates GMP. Moreover, HACCP is
a tool to ensure food safety by assessing hazards and establishing control measures at various stages
of production. The BFAD has processed food standards but also uses the Codex Alimentarius Commission
(Codex) and the United States’ CFR for reference.

A number of food processors, particularly the micro and small enterprises, find it difficult to meet the
GMP or HACCP requirements as it entails money to implement the protocols. Large enterprises adopt
food safety measures required by the government as they have the resources and have established
reputations and brands to protect. For medium and large enterprises, consumer demand for food safety
is a primary driver of adoption. Whereas this is also a concern of smaller enterprises particularly
micro-enterprises, the lack of resources is a serious constraint. However, assistance from the government
is limited to support micro-enterprises to meet GMP or HACCP requirements. The Rural Micro-enterprise
Promotion Program of the Department of Trade and Industry is one example that provides assistance
to micro-enterprises, including those in the food processing sector to meet GMP and HACCP
requirements. The Department of Science and Technology, Food Development Center and the Philippine
Trade and Training Center offer training in HACCP and GMP.

Competitiveness issues: the cost of doing business

As discussed in Section 3, food MSMEs are faced with many constraints that range from access to finance,
markets and technology to availability of quality and reasonably priced raw materials. This situation is
compounded by a business environment where the cost of doing business is high and not competitive
compared to other ASEAN countries. In terms of start-up procedures, Philippines has the highest number
and has not improved from 2004 to 2009 relative to her ASEAN neighbours, particularly compared to
Indonesia, Thailand and Singapore (Table 40). During the same period covered, the cost to register
a business is also highest and whereas most of the ASEAN neighbours have reduced the cost, the
Philippines in fact has made it costlier. Philippines also ranks first in terms of the number of days to
enforce contracts.

Even in the business of exporting, Philippines lags behind in terms of providing a conducive environment
for exporters. As shown in Table 41 the cost to export is highest. In 2004, it used to be costlier for
exporters from Thailand compared to Philippine exporters but by the end of 2009, Thailand reduced its
costs whereas Philippines increased the cost.

In terms of ease of doing business, Philippines is ranked by the World Bank 144 out 183 countries
(Table 42). Singapore is ranked first whereas her ASEAN neighbours Malaysia, Indonesia, Viet Nam and
Thailand are all ranked higher than the Philippines.

6. Status of national institutional and industrial infrastructure

Competitiveness of the Philippine processed food industry particularly the MSMEs sector is affected
by the level of institutional and industrial infrastructure support. Institutional infrastructure includes
technology and innovation, commercially oriented research and development, human resource capacity,
financial and fiscal systems, marketing strategies, safety quality and consumer protection. Industrial
infrastructure includes power, transport, communication, water, land and environmental protection.
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The cost of marketing is high because of poor road conditions and the small volume of goods sold. Most
MSMEs depend on public transportation, which is inefficient and causes delays in marketing their
produce. A good example that illustrates the importance of infrastructure facilities, particularly in linking
small-scale food producers and processors to high value markets, is the case of kalamansi producers in
Zamboanga Sibugay province in Southern Philippines. The largest fast food chain in the country wanted
to source out fresh kalamansi as part of their corporate social responsibility program. However, although
the producers are competitive in terms of production cost compared to the main producing area in
Northern Philippines (Luzon), the marketing cost from the production area to the market in Metro Manila
in Luzon is too high. Thus, the producers ventured into processing juice concentrate to avoid their
produce rotting in the fields when prices are too low to cover the cost of harvesting during a supply glut.
Moreover, farm-to-market road conditions are poor and add to the high transportation cost. Cost of
shipping is also high because of several factors such as lack of competition in the shipping industry. In
the Philippines, because of cabotage law, domestic routes are limited to local shipping lines. Initiatives
to reform the cabotage law have been unable to lower the cost of shipping. However, the promotion of
roll-on-roll-off (RORO) has provided an alternative way of increasing competition in the port handling
service sector.

In rural areas in provinces such as Mindanao, the frequency of brownouts is relatively high because the
main source of energy is hydroelectric power. In addition, in some areas, it is necessary to invest in
transformers to be able to connect to existing power lines such as the case of small-scale calamansi
processing in Zamboanga Sibugay province. This increases the cost of investment. Thus, there are some
mechanical dryers for rice in rural areas that use charcoal instead of electricity. Moreover, whereas some
small-scale food processors in rural areas are competitive in terms of production costs because of lower
raw materials costs and labour, their products become uncompetitive when sold to urban centers
because of high transportation costs, lack of consolidation and inadequate storage facilities. Examples
of these are micro food processors assisted by the Rural Microenterprises Promotion Program (RUMEPP)
and the Cordillera Highlands Agricultural and Resource Management Project (CHARMP2). Moreover,
communication facilities are also inadequate in the rural areas and this makes it difficult to develop an
efficient market information system for small rural-based enterprises.

There are a number of agencies involved in assisting MSMFEs in the country. The Department of Trade
and Industry (DTI) is the lead agency mandated to develop MSMEs together with its associated agencies
engaged in various aspects of SME development. The Bureau of Small and Medium Enterprises
Development (BSMED) coordinates services for MSMEs and serves as the secretariat to the Small and
Medium Enterprise Development Council. The Small Business Corporation provides credit and
administers financing programs such as the SME Unified Lending Opportunities for National Growth
(SULONG) in collaboration with government financial institutions such as the Land Bank of the
Philippines, Development Bank of the Philippines, Small Business Corporation, Quedan and Rural Credit
Corporation, Philippine Export-Import Credit Agency, and the National Livelihood Support Fund. In the
marketing field, the Center for International Trade Expositions and Missions (CITEM) provides information
and market access through its various trade fairs and missions whereas the Product Development and
Design Center (PDDC) provides services to improve product quality. The Philippine Trade Training Center
(PTTC) offers training on export/import management, entrepreneurial development and trade exhibition
management. Other agencies include the Bureau of Domestic Trade, the Bureau of Export Trade
Promotion and the different regional offices of the Department of Trade and Industry in various regions
and provinces of the country.

All these agencies support MSMEs in the food processing industry in the Philippines and this reflects the
fact that it is one of the priority industries, particularly in accelerating development in the rural areas.
Other agencies involved, particularly in the food processing subsector, include the Department of Science
and Technology (DOST) and the Department of Agriculture. DOST through its Small Enterprises
Technology Upgrading Program provides assistance in technology improvement for MSMEs. This includes
needs assessment and technology sourcing, provision of seed funds for technology acquisition, technical
training on HACCP, good manufacturing practices, quality and environment management systems,
technical and productivity consultancy services to participating firms, establishment of product
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standards, development of networks of accredited regional product-testing laboratories, design and
fabrication of cost-reducing equipment. Moreover, the one-town-one-product (OTOP) strategy of the DTI
promotes development of value addition or processing to the main or strategic commodity produced
in one municipality.

The private sector, particularly the Philippine Food Processors and Exporters Organization, inc.
(Philfoodex), is also involved in the development of the food processing subsector. Services offered
include information dissemination, marketing and promotions, policy research and advocacy, training and
seminars, technology update, raw material sourcing, forging partnership with government agencies, bar
coding services, and technical assistance.

The Small and Medium Enterprise Development Plan (SMED Plan) includes strategies to develop the
institutional and infrastructure support necessary to develop SMEs in the country. Highlights of the status
of implementation, particularly for the SMED Plan for 2004–2010 are presented in Table 43. Despite the
accomplishments in the implementation of the SMED Plan for 2004–2010 there were still a number of
issues raised. Smaller MSMEs benefited less than the established ones. MSMEs struggled to invest in skills,
technology and quality including access to markets. Medium enterprises have not grown compared to
small and large enterprises. Improvement in access to credit is minimal which is compounded by the
high cost of doing business (MSMED Council, No date). Full details of the MSMED Plan 2004–2010 can
be found at DTI (No date).

Some of these issues identified from the evaluation of the SMED plan implementation may explain
Philippine’s performance in the global competitiveness report for 2009/2010. In terms of labour market
efficiency, which includes labour productivity, Philippines ranked 111 out of 139 countries (Table 44). Even
in technological readiness Philippines was ranked 95 lower than other ASEAN countries except
Cambodia. The low investment in skills and human resource development and technology of SMES may
explain why Philippines is ranked 111 in terms of innovation.

In terms of the quality of institutions, including intellectual property right protection, corruption, security
and government efficiency, the country was ranked 125, the lowest in ASEAN. In terms of infrastructure,
which includes roads, communication facilities, transport, and electricity, Philippines is ranked 104, lowest
in ASEAN except for Cambodia. In all types of transportation infrastructure, Philippines is consistently
ranked below Indonesia and Viet Nam (Table 45). These facts partly explain why the cost of doing
business in the Philippines is high. Moreover, other costs such as electricity and building construction
costs are higher in Philippines than in Malaysia, Indonesia, Thailand and Viet Nam (Table 46).

7. Analysis of constraints and strategic priorities for enhancing competitiveness of
SMFEs

It is important to examine the constraints and strategic priorities to enhance competitiveness of SMFEs
on the basis of the above discussions. Clearly, the micro, small and medium food enterprises (MSMFEs)
play a critical role in the manufacturing sector, particularly in the food processing and beverages
subsector. They account for more than 40 percent of the total establishments in the manufacturing
sector. Within the food manufacturing sector, MSMFEs contributed over 63 percent of employment, which
is higher compared to the contribution of MSMEs in the other manufacturing subsectors. They also
contribute significantly in terms of value added, revenues and profits. This implies a greater potential of
MSMFEs to generate employment, value added, revenues and profits compared to MSMEs in the entire
manufacturing sector. In addition, the number and value of subcontracted work of SMFEs, particularly
for export markets, are significant and relatively higher compared to other manufacturing subsectors.

Moreover, domestic and foreign markets for processed food products are expanding, largely driven by
changing demographics and psychographics such as increasing population, income and number of dual
income households and changing tastes and preferences for a variety of products that are healthy and
can reduce time to prepare. The proliferation of supermarkets and convenience stores contributes to the
rapid exposure of consumers to a variety of processed food products. Liberalization policies, development
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of economic blocks and reduction of trade barriers in some markets also contribute to market expansion.
Thus, processed food exports are growing faster than total Philippine exports. This rapid expansion of
markets partly explains why revenues and profits per firm in the food manufacturing sector are higher
compared to the average for the entire manufacturing sector.

In addition, the commitment of the government, private sector and other stakeholders to address issues
such as the high cost of doing business, improve infrastructure and provide a more conducive business
environment for MSMEs to develop is in place, as articulated in the MSMED Plan for 2011–2016. Moreover,
the government is aggressively pursuing rural development to alleviate poverty within an agro-industrial
policy where forward and backward linkages are strengthened.

However, there are a number of issues and challenges that constrain the development of MSMFEs. The
bulk of MSMFEs are micro-enterprises and small enterprises that are fragmented and unable to take
advantage of economies of scale and scope. Their production and marketing costs are high given the
nature of their raw materials, which are perishable and sourced from the rural sector where infrastructure
conditions are poor. Thus, the contribution of MSMFEs to revenues, value added and profits in the entire
food processing sector is much lower compared to large firms despite their large number. In fact, the
food manufacturing and beverage sector is dominated by large firms and characterized by high
concentration ratios.

Moreover, the high costs of sugar, packaging and other inputs increase production costs making their
prices uncompetitive and market access more difficult. These lower profitability and make access to
finance also more challenging. Subsequently, investments to improve quality through better technology
are low (e.g. HACCP, GMP) and this becomes a vicious cycle that perpetuates the lack of competitiveness.

The weak coordination of government agencies to assist the development of MSMFEs also needs to be
addressed, including the strengthening of institutions and infrastructure facilities. But because they are
fragmented and operations are small in scale, it is difficult and costly to deliver development assistance.

Given the multidimensional constraints faced by MSMFEs, strategic priorities should be geared towards
providing an integrated package of services that is delivered in a more efficient and effective manner.
The current approach of the agencies involved in implementing the SMED Plan to develop clusters and
value chains to strengthen forward and backward linkages should be continued and further enhanced.
Based on a recent study on agribusiness clusters (World Bank and FAO 2011) in the Philippines, it was
found that there is a strong relationship between the regional competitive ranking in the agricultural
and food manufacturing sectors. This indicates the strength of clustering or the vertical relationship of
these two sectors. Region VI ranked first in the growing of sugarcane and sugar milling. Region III also
topped in broiler production and slaughtering and meat packing as well as fourth in the processing of
meat products. Region IVA also ranked second in broiler production and processing of meat and meat
products and third in slaughtering and meat packing. Region XII ranked first in growing of other banana
and packing and preserving of fruits and fruit juices. It should be noted that this region as well as
Region X, should have been ranked highly if data were not suppressed for this industry particularly for
the presence of large pineapple plantations of Dole and Del Monte in these regions (Table 47). Whereas
Region X excelled in slaughtering and meat packing and processing of meat, they also excelled in the
production of raw materials (beef and hog) for these industries.

Plans to develop the competitiveness of MSMEs, particularly those in the food manufacturing subsector,
are clearly outlined in the MSME Development Plan for 2011 to 2016. The strategic priorities for
development in this plan are mapped out in four outcome or result portfolios: 1) improvement of
business environment; 2) access to finance; 3) access to markets; and 4) productivity and efficiency.

Recommendations and conclusions

The above analysis shows that there are opportunities and challenges faced by MSMEs in the food
processing subsector. Demand for processed food is increasing both in the domestic and international
markets largely driven by changing demographics, globalization, liberalization policies and
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modernization of the food agribusiness system. Whereas there are clear market opportunities, MSMEs
are not as quick to exploit opportunities or adapt to changing market requirements. Data show that large
firms are more profitable than smaller firms. They have more productive labour and more cost-efficient
operations. Their brands are well-established in modern food markets such as supermarkets and
hypermarkets. Whereas farms are fragmenting, the food processing and retail subsectors are
concentrating and are dominated by large firms. Thus, competition is stiff and the bargaining power of
small food processors and suppliers is weak. In addition, linkages between large firms and MSMEs are
inadequate. The poor infrastructure, particularly in rural areas, and the cost of doing business in the
country also compound the high production and marketing costs of MSMEs. Increasing requirements,
particularly in terms of quality standards in high value markets, also limits access by MSMEs.

These challenges are even more difficult for micro-enterprises, which account for 99 percent of MSMEs.

Thus, it is important to continue to strengthen or reinforce further initiatives in the following areas by
government and various stakeholders in the private sector to develop the MSMEs.

First, the industry cluster approach should be continued and strengthened to improve linkages among
MSMEs and with large firms. However, it is critical that strategic areas within the cluster can maximize
benefits for MSMEs. Thus, it is important to identify potential MSMEs in the food processing subsector
that can be assisted and which can be grouped into producer organizations. These groups should be
strengthened and developed as part of the clusters or value networks. It is essential to analyze value
chains of the products offered by these MSMEs and to identify market opportunities and gaps for
interventions. Profitability of different market outlets or options for these groups of MSMEs should be
examined to establish which market or combination of markets would be most beneficial for these
MSMEs given their limited skills and resources. Various interventions are identified to develop these
supply groups into clusters.

Second, these interventions must be integrated and market oriented. That is, they must be implemented
in order to meet market opportunities. These could include development of the supply of raw materials,
value addition (e.g. processing, branding, packaging), market linkage development, investment facilitation,
access to credit, development of infrastructure, access to technology, Food and Drugs Administration
standards accreditation, equipment and logistics support and even development of local and national
policies to provide an environment conducive to the development of MSMEs in the food processing
sector.

Third, access to credit needs to be addressed, particularly for micro-enterprises in the food processing
subsector. Currently, there is a lack of available credit facilities to finance requirements of
micro-enterprises in this subsector because of timing of cash flow. Microfinancing requires daily, weekly
or semi-monthly payments. Hence, there is a need to develop financial products that are suitable to
micro-enterprises in the food processing subsector.

Fourth, development of MSMEs in the food processing subsector is in line with the country’s strategy
for inclusive growth. Apart from the higher employment generation capacity of food processing
industries, strengthening forward and backward linkages in this sector creates greater potential to
alleviate poverty in the rural sector and should be prioritized.
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Tables

Table 1.  GDP Growth rate at constant 2000 prices

Average
Sector 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 Growth

Rate

Philippines 2.8 3.6 5.0 6.7 4.8 5.2 6.6 4.2 1.1 7.6 4.8

Agriculture, Fishing and 3.3 3.3 4.7 4.3 2.2 3.6 4.7 3.2 -0.7 -0.2 2.9
Forestry

a. Agriculture and fishing 3.8 3.5 4.6 4.1 2.2 3.5 5.0 3.2 -0.7 0.0 2.9

b. Forestry -72.6 -28.7 28.3 54.9 2.8 17.4 -24.5 2.1 -2.0 -31.3 -5.4

Industry 1.0 2.9 4.3 5.2 4.2 4.6 5.8 4.8 -1.9 11.6 4.2

a. Mining and Quarrying -5.7 64.2 13.1 -4.8 15.9 -0.2 18.6 -1.4 16.1 11.4 12.7

b. Manufacturing 2.6 3.0 3.7 5.2 5.0 4.1 3.6 4.3 -4.8 11.2 3.8

c. Construction -7.8 -4.0 3.2 5.9 -0.1 9.8 14.6 7.0 6.8 14.3 5.0

d. Electricity, Gas and Water 3.1 1.9 7.4 7.0 1.4 2.9 5.5 6.8 -0.9 9.9 4.5
Supply

Service 3.9 4.2 5.5 8.3 5.8 6.0 7.6 4.0 3.4 7.2 5.6

a. Transport., Stor., and 9.7 10.3 12.2 12.1 7.1 4.3 8.4 3.9 -0.1 1.0 6.9
Comm.

b. Trade and Repair of Motor 5.1 3.9 5.1 7.4 5.9 6.0 8.6 1.4 1.4 8.4 5.3
Vehicles, Motorcycles,
Personal and Household
Goods

c. Financial Intermediation 3.9 5.1 6.2 7.0 10.6 11.9 10.2 1.8 5.5 10.1 7.2

d. R. Estate, Renting and -0.1 2.2 5.3 9.6 6.8 6.5 7.9 9.0 4.1 7.5 5.9
Bus. Actvt

e. Public Administration and 1.8 0.9 3.4 7.5 0.6 3.5 1.4 2.0 6.1 5.8 3.3
Defense: Compulsory
Social Security

f. Other Services 2.8 3.8 2.2 6.5 3.5 4.8 6.1 6.0 6.5 8.4 5.1

Source:  National Statistics Coordination Board (2010)
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Table 2.  GDP by industrial origin at constant 2000 prices, percent distribution

Annual
Sector 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 growth

rate

Philippines 100 100 100 100 100 100 100 100 100 100 100

Agriculture, fishing and 14.0 14.0 14.0 13.6 13.3 13.1 12.9 12.8 12.5 11.6 13.2
forestry

a. Agriculture and fishing 14.0 13.9 13.9 13.5 13.2 13.0 12.8 12.7 12.5 11.6 13.1

b. Forestry 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.0 0.1

Industry 33.8 33.6 33.3 32.9 32.7 32.5 32.2 32.4 31.5 32.6 32.8

a. Mining and quarrying 0.6 0.9 1.0 0.9 1.0 0.9 1.0 1.0 1.1 1.2 1.0

b. Manufacturing 24.4 24.3 24.0 23.7 23.7 23.5 22.8 22.8 21.5 22.2 23.3

c. Construction 5.1 4.8 4.7 4.6 4.4 4.6 5.0 5.1 5.4 5.7 4.9

d. Electricity, gas and water 3.7 3.6 3.7 3.7 3.6 3.5 3.5 3.6 3.5 3.6 3.6
supply

Service 52.1 52.4 52.7 53.5 54.0 54.4 54.9 54.8 56.0 55.8 54.1

a. Transport, Storage, and 6.6 7.0 7.5 7.9 8.1 8.0 8.1 8.1 8.0 7.5 7.7
comm.

b. Trade and repair of motor 16.2 16.2 16.2 16.3 16.5 16.6 16.9 16.5 16.5 16.6 16.5
vehicles, motorcycles,
personal and household
goods

c. Financial intermediation 5.3 5.4 5.4 5.4 5.7 6.1 6.3 6.2 6.4 6.6 5.9

d. Real estate, renting and 9.0 8.9 8.9 9.2 9.4 9.5 9.6 10.0 10.3 10.3 9.5
business activities

e. Public administration and 5.1 5.0 4.9 4.9 4.7 4.7 4.4 4.3 4.5 4.5 4.7
defence: compulsory
social security

f. Other services 10.0 10.0 9.7 9.7 9.6 9.5 9.5 9.7 10.2 10.2 9.8

Source:  National Statistics Coordination Board Website

Table 3.  Volume of production index 2000 = 100

Sector 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Total manufacturing 97.3 97.8 96.5 94 95 86.9 84.6 84.8 74.7 92

Food manufacturing 102.8 114.4 106.2 109 134.1 139.1 132 133.9 128.8 135.9

Beverage 88.2 78.5 77.1 88.1 88.7 87.8 95.1 111.2 74.6 84.8

Tobacco 90.4 96.1 46.6 36.2 30.2 21.6 14.7 15.2 15.7 8.3

Textile 77.8 94.3 109.9 111.1 126.3 110.7 68.6 52.6 45.1 49.2

Footwear and apparel 90.3 83.5 77.9 45 56.4 45.1 36 41.8 27.5 21.1

Wood and wood products 96.0 78.8 101.8 99.1 76 59.4 64.6 70.1 58.3 64.1

Furniture and fixtures 83.1 78.4 82.7 103.8 144.4 137.6 151 131.7 112.5 118.7

Paper and paper products 78.8 76.8 74.4 76.8 77.7 79.3 78.5 74.8 65.4 74.3

Publishing and printing 76.6 64.1 68.2 85.7 67.1 68.4 60.7 52.3 49.5 50.7

Leather products 90.4 89.8 49.2 5.1 4 3.9 4.1 4.9 2.7 3

Rubber products 107.8 104.7 118.3 148.9 160.5 175.8 203.7 188.6 178.1 204.7

Source:  Philippine Institute for Development Studies Website
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Table 5. MSME profile

Total Micro Small Medium Large MSMEs

2008 Number of 761 409 697 077  58 292 3 067 2 973 756 436
Enterprises

% Distribution 91.6 7.7 0.4 0.4 99.6

2008 Employment 5 544 590 1 663 382 1 314 065 418 058 2 149 085 3 395 505

% Distribution  30.0 23.7 7.5 38.8  61.2

2006 Value Added 2 180 546 103 918 431 340 216 685 1 356 603 751 943
(in million pesos)

% Distribution 100 4.9 20.5 10.3 64.3 35.7

2006 Value added per 380 289 62 474 328 248 518 313 631 247 221 452
worker (in pesos)

% of large enterprises 9.9 52.0 82.1

Source:  National Statistics Office

Table 4.  Value of production index 2000 = 100

Sector 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 Average

Total manufacturing 109.7 112.5 120.5 131.6 145.1 147.4 142.4 148.7 129.1 150.9 134

Food manufacturing 109.6 129.8 129.8 151.2 196.8 213.2 213.7 237.2 222 238.6 184

Beverage 100.2 103.5 105 118.6 122.3 125.1 139.8 173 123.3 141.7 125

Tobacco 103.8 120 58.3 51.3 50 37.9 25.6 26.9 27.4 14.9 52

Textile 86.3 105.2 126.6 140.1 162 149.1 93.1 76.9 75.1 81.8 110

Footwear and 125.3 128.6 130.1 116.5 115.3 107.8 95.1 113.4 83.8 71.2 109
apparel

Wood and wood 97 90.6 94 85.8 69.5 59.4 61.8 69.2 69.5 76.4 77
products

Furniture and fixtures 97.6 93.1 102.7 124 186.7 172 164.8 133.2 87.4 71.2 123

Paper and paper 90.4 83.5 91.8 98.7 101.3 107.2 108 106.6 85.2 93.7 97
products

Publishing and 104.6 110 116.9 147.9 133.2 129.3 138.3 130.2 131 138.7 128
printing

Leather products 95.7 84.3 51.8 5.4 4.4 4.4 4.9 6.1 3.6 4.3 26

Rubber products 111.3 102.2 115.1 148.7 163.2 159.8 153 153.7 126.9 182.3 142

Source:  Philippine Institute for Development Studies Website

Table 6.  Labour productivity, 1994, 1998, 2003 and 2006

Year 1994 1998 2003 2006*

Establishment size SMEs Large SMEs Large SMEs Large SMEs Large

Labour productivity 0.11 0.196 0.139 0.227 0.097 0.211 0.064 0.118
in million pesos
at 1985 prices

Note:  2006 data covered only the formal sector of the economy
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Table 7.  Value added contribution 1994, 1998 and 2003 (in percent)

Year 1994 1998 2003 2006*

Establishment size SMEs Large SMEs Large SMEs Large SMEs Large

Percent share 23 77 28 72 21 79 20 80

Value added current 324.2 664.2 738.95 688.06
prices (in billion PHP)

Note:  2006 data covered only the formal sector of the economy

Table 8.  Number of manufacturing enterprises in the Philippines

Year Micro  Percent SMEs  Percent Large  Percent Total

1999 113 861 87.0 15 748 12.0 1 322 1.0 130 931

2000 108 998 86.9 15 231 12.1 1 238 1.0 125 467

2001 108 986 88.0 13 615 11.0 1 194 1.0 123 795

2002 108 847 88.5 13 148 10.7 982 0.8 122 977

2003 107 398 88.6 12 763 10.5 1 024 0.8 121 184

2004 103 926 88.0 13 081 11.1 1 120 0.9 118 127

2005 103 982 88.6 12 392 10.6 1 008 0.9 117 382

2006 105 083 89.5 11 278 9.6 985 0.8 117 346

Table 9.  Manufacturing employment size

Year Micro  Percent SMEs  Percent Large  Percent Total

1999 366 689 21.9 516 506 30.8 791 277 47.3 1 674 472

2000 354 025 22.3 505 062 31.8 730 127 45.9 1 589 214

2001 353 415 23.0 446 600 29.1 734 088 47.9 1 534 103

2002 353 255 24.1 437 490 29.8 676 443 46.1 1 467 188

2003 360 576 24.7 403 923 27.6 698 173 47.7 1 462 672

2004 327 112 21.3 432 869 28.2 775 969 50.5 1 535 950

2005 323 510 22.1 408 100 27.9 731 736 50.0 1 463 346

2006 259 664 18.9 385 263 28.1 727 984 53.0 1 372 911
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Table 10.  Philippine standard for industrial classification, food manufacturing
and beverages sector

Food manufacturing and beverages sector

Production processing and preservation of meat, fish and other seafoods, fruit, vegetables, oils and fats,
including slaughtering and meat packing

Slaughtering and meat packing

Production, processing and preserving of meat and meat products

Canning/packing of fish and other marine products

Drying of fish and other marine products

Smoking of fish and other marine products

Manufacture of fish paste (bagoong) and fish sauce (patis)

Processing of seaweeds; manufacture of agar-agar or carageenan

Production of fishmeal/prawn feeds

Manufacture of unprepared animal feeds from fish, crustaceans and molluscs and other aquatic animals

Processing, preserving and canning of fish, crustacean and other seafoods, n.e.c.

Canning/packing and preserving of fruits and fruit juices

Canning/packing and preserving of vegetables and vegetable juices

Manufacture of fruit and vegetable sauces (e.g., tomato sauce and paste)

Quick-freezing of fruits and vegetables

Manufacture of potato flour and meal

Roasting of nut or manufacture of nut foods and pastes

Production of crude vegetable oil, cake and meals, other than crude coconut oil, copra cake, meals and
pellets (group 158)

Manufacture of refined coconut and other vegetable oil (including corn oil) and margarine

Manufacture of unprepared animal feeds from vegetable, animal oils and fats

Manufacture of vegetable and animal oil and fats, n.e.c.

Manufacture of dairy products

Processing of fresh milk and cream

Manufacture of powdered milk (except for infants) and condensed or evaporated milk (filled, combined or
reconstituted)

Manufacture of infants’ powdered milk

Manufacture of butter and cheese

Manufacture of ice cream and sherbet, ice drop, ice candy and other flavoured ices

Manufacture of milk-based infants’ and dietetic foods

Manufacture of dairy products, n.e.c.

Rice/corn milling

Manufacture of starches and starch products, prepared animal feeds, and grain mill products except rice
and corn milling

Manufacture of starches and starch products

Production of prepared animal feeds

Flour milling except cassava flour milling

Manufacture of breakfast food obtained by roasting or swelling

Manufacture of unprepared animal feeds from grain milling residues

Manufacture of grain and vegetable mill products, n.e.c.

Manufacture of beverages

Manufacture of distilled, potable alcoholic beverages (whisky, brandy, gin, etc.)

Production of ethyl alcohol

Fruit wine manufacturing

Wine manufacturing, n.e.c.

Manufacture of malt liquors and malt
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Manufacture of soft drinks

Manufacture of drinks flavoured with fruit juices, syrups or other materials

Manufacture of drinking water

Manufacture of bakery products

Baking of bread, cakes, pastries, pies and similar “perishable” bakery products, including hopia and doughnut
making

Baking of biscuits, cookies, crackers, pretzels and similar dry bakery products

Manufacture of ice cream cones (apa) and wafers (barquillos)

Manufacture of snack products such as corn curls, wheat crunchies and similar products

Manufacture of sugar

Sugarcane milling

Sugar refining

Manufacture of muscovado sugar not carried on in the farm

Manufacture of sugar, n.e.c.

Production of crude coconut oil, copra cake, meals and pellets

Manufacture of other food products

Manufacture of chocolate and cocoa products including chocolate candies

Manufacture of candies (excluding chocolate candies) and chewing gum

Manufacture of popcorn and poprice

Manufacture of chocolate and sugar confectionery products, n.e.c.

Manufacture of macaroni, noodles, couscous and similar farinaceous products

Manufacture of desiccated coconut

Manufacture of nata de coco

Coffee roasting and processing

Manufacture of ice, except dry ice

Manufacture of infant or dietetic foods containing homogenized ingredients

Egg processing including fertilized egg (balut) and salted eggs

Manufacture of flavouring extracts and food colouring

Manufacture of mayonnaise, salad dressing, sandwich spread and similar products

Manufacture of vinegar

Manufacture of table salt

Manufacture of food products, n.e.c.

Source:  NSO Website

Table 10.  (continued)
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Table 11.  Number of establishments in manufacturing, 2006

Manufacturing sub-sector Total Percent Micro Percent SMEs Percent Large Percent

Food products and beverages 55 189 47.03 51 882 44.24 3 125 2.66 182 0.16

Tobacco products 26 0.02 15 0.01 11 0.01

Textiles 1 497 1.28 1 122 0.96 342 0.29 33 0.03

Manufacture of wearing apparel 15 759 13.43 14 379 12.25 1 244 1.06 136 0.12

Tanning and dressing of leather, 1 590 1.35 1 240 1.06 333 0.28 17 0.01

manufacture of luggage,
handbags and food

Wood, wood products and cork, 3 440 2.93 3 004 2.56 416 0.35 20 0.02

except furniture; articles of
bamboo, cane

Paper and paper products 559 0.48 252 0.21 285 0.24 22 0.02

Publishing, printing and 3 887 3.31 3 023 2.58 850 0.72 14 0.01
reproduction of recorded media

Coke, refined petroleum and 18 0.02 15 0.01 3 0.00

other fuel products

Chemicals and chemical products 1 133 0.97 485 0.41 601 0.51 47 0.04

Rubber and plastic products 1 291 1.10 651 0.55 589 0.50 51 0.04

Other non-metallic mineral 5 179 4.41 4 693 4.00 450 0.38 36 0.03
products

Basic metals 1 050 0.89 658 0.56 361 0.31 31 0.03

Fabricated metal products except 13 024 11.10 12 304 10.46 682 0.58 38 0.03
machinery and equipment

Machinery and equipment not 3 020 2.57 2 428 2.07 570 0.49 22 0.02

elsewher classified

Office, accounting and computing 73 0.06 9 0.01 43 0.04 21 0.02

machinery

Electrical machinery and 290 0.25 67 0.06 183 0.16 40 0.03

apparatus, not elsewhere classified

Radio, television and 263 0.22 24 0.02 119 0.10 120 0.10
communication equipment

and apparatus

Medical precision and optical 122 0.10 42 0.04 55 0.05 25 0.02
instruments, watches and clocks

Motor vehicles, trailers and 703 0.60 536 0.46 139 0.12 28 0.02

semi-trailers

Other transport equipment 425 0.36 330 0.28 82 0.07 13 0.01

Manufacture and repair 7 227 6.16 6 624 5.64 564 0.48 39 0.03

of furniture

Recycling 92 0.08 58 0.05 34 0.03 0 0.00

Manufacturing, not elsewhere 1 489 1.27 1 263 1.08 207 0.18 19 0.02

classified

Total 117 346 100.00 105 074 89.54 11 304 9.63 968 0.82
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Table 12.  Percent share and growth rate of food products and beverages to total manufacturing,
no. of establishments (2006 and 2009)

Year Industry
Total Micro SMEs Large

 Value
 Percent

 Value
 Percent  

Value
 Percent

Value
 Percent

share share share  share

2006 Total manufacturing 117 346 100 105 074 89.5  11 304 9.6 968 0.8

Food products and beverages 55 189 47.0 51 882 44.2  3 125 2.7 182 0.16

2009 Total manufacturing 112 940 100 101 208 86.2  10 779 9.2 953 0.8

Food products and beverages 53 545 47.4 50 262 44.5  3 084 2.7 199 0.18

Source:  DTI Website; raw data from NSO Website

Table 13.  Classification of MSMEs in the Philippines

Asset size (PhpM)a Employmentb

Large >100 >200

Medium 15.001–100 100–199

Small 3.001–15 10–99

Micro ≤3 1–9

Soruce:  a RA 9501
b National Statistics Office

Table 14.  Manufacturing vs food manufacturing, 2006, 20 or more employees and 20 or
fewer employees, employment, profit, value added and number of establishments

Total
20 or more 20 or fewer
employees employees

Number of establishments

 Total manufacturing 18 929  5 160  13 769

 Percent distribution  27  73

 Manufacture of food products and beverages 7 664  995  6 669

 Percent distribution  13  87

 Number employed

 Total manufacturing 1 113 633  992 366  121 267

 Percent distribution  89  11

 Manufacture of food products and beverages 201 652  151 156  50 496

 Percent distribution  75  25

 Profit

 Total manufacturing (in thousand PHP) 519 348 663  502 596 520  16 752 143

 Percent distribution  97  3

 Manufacture of food products and beverages 116 912 984  110 699 793  6 213 191

 Percent distribution  95  5

 Value added

 Total manufacturing 694 021 116  672 930 721  21 090 395

 Percent distribution  97  3

 Manufacture of food products and beverages 134 525 198  127 128 676  7 396 522

 Percent distribution  95  5

 Gross addition to fixed assets

 Total manufacturing 95 567 678  94 437 876  1 129 802

 Percent distribution  99  1

 Manufacture of food products and beverages 12 416 431  11 764 690  651 741

 Percent distribution  95  5

Note:  2006 covers only the formal sector.
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Table 15.  Value added contribution 1994, 1998 and 2003 (in percentage)

1994 1998 2003

SMEs Large SMEs Large SMEs Large

Total 23 77 28 72 21 79

Food processing 35 65 41 59 26 74

Food manufacturing 28 72 55 45 34 66

Beverages 17 83 7 93 18 82

Tobacco 0 100 0 100 0 100

Textiles 26 74 33 67 44 56

Wearing apparel except footwear 37 63 40 60 31 69

Leather and leather products 35 65 44 56 12 88

Leader footwear 32 68 58 42 62 38

Wood and cork products 43 57 77 23 58 42

Furniture (wood and metal) 49 51 49 51 65 35

Paper and paper products 25 75 45 55 46 54

Printing and publishing 49 51 39 61 54 46

Industrial chemicals 62 38 65 35 65 35

Other chemicals 16 84 25 75 22 78

Petroleum refineries 0 100 1 99 0 100

Petroleum and coal products 100 0 82 18 100 0

Rubber products 21 79 36 64 30 70

Plastic products 66 34 49 51 50 50

Pottery, china and earthenware 13 87 23 77 22 78

Glass and glass products 22 78 18 82 26 74

Cement 0 100 3 97 0 100

Other non-metallic mineral prods 47 53 43 57 56 44

Iron and steel 25 75 47 53 57 43

Nonferrous metal products 5 95 23 77 19 81

Fabricated metal products 50 50 57 43 52 48

Machinery except electrical 35 65 23 77 10 90

Electrical machinery 9 91 8 92 8 92

Transport equipment 28 72 24 76 19 81

Professional and scientific equipment 26 74 19 81 7 93

Metal furniture (1994 only) 44 56 – – – –

Miscellaneous manufacture 39 61 53 47 62 38

Vale added current prices (in million P) 324.20 664.2 738.95

Value added constant prices (in million P) 147.14 221.9 192.10

Source:  National Statistics Office Census and Survey of Manufacturing Establishments (see NSO Website)
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Table 16.  Total food manufacturing, no. of establishments (2009)

Industry  Total  Micro  Small  Medium  Large

Total manufacturing  112 940  101 208  9 892  887  953

 Percent distribution to total  100  89.6  8.8  0.8  0.8

Total food manufacturing  47 376  44 159  2 836  194  187

 Percent distribution to total  100  93.2  6.0  0.4  0.4

Meat, fish and other seafood, fruits,  1 997  1 473  399  62  63
vegetables oils and fats

Percent distribution to total  100  74  20  3  3

Manufacture of dairy products  515  458  38  6  13

Percent distribution to total  100  89  7  1  3

Rice/corn milling  19 255  18 971  284  S1  S1

Percent distribution to total  100  99  1

Products prepared animal feeds and  689  508  144  24  13
grain mill products except rice and
corn

Percent distribution to total  100  74  21  3  2

Manufacture of bakery products  21 313  19 860  1 374  47  32

Percent distribution to total  100  93  6  0  0

Manufacture of sugar  178  132  19  3  24

Percent distribution to total  100  74  11  2  13

Production of crude coconut oil  51  19  24  8
copra cake meals and pellets

Percent distribution to total  100  37  47  16

Manufacture of other food products  2 678  2 198  440  19  21

Percent distribution to total  100  82  16  1  1

Manufacture of beverages  6 869  6 643  168  25  33

Percent distribution to total  100  96.7  2.4  0.4  0.5

S1 – combined w/small
Source:  National Statistics Office Website

Table 17.  Percent share to total manufacturing, no. of establishments (2009)

Industry  Total  Micro  Small Medium  Large

Total manufacturing 100 100 100 100 100

Total food manufacturing 41 43 28 19 17

Meat, fish and other seafood, fruits, 2 1 4 7 7
vegetables oils and fats

Manufacture of dairy products 0 0 0 1 1

Rice/corn milling 17 19 3

Products prepared animal feeds and 1 1 1 3 1
grain mill products except rice and
corn

Manufacture of bakery products 19 20 14 5 3

Manufacture of sugar 0 0 0 0 3

Production of crude coconut oil 0 0 0 1 –
copra cake meals and pellets

Manufacture of other food products 2 2 4 2 2

Manufacture of beverages 6 7 2 3 3
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Table 18.  Total food manufacturing, total employment (2009)

Industry  Total  Micro  Small  Medium  Large

Total manufacturing  1 311 536  259 534  254 489  123 501  674 012

Percent distribution to total  100  20  19  9  51

Total food manufacturing  311 139  112 051  59 789  23 182  116 117

Percent distribution to total  100  36  19  7  37

Meat, fish and other seafood, fruits,  92 547  4 456  12 568  8 552  66 971
vegetables oils and fats

Percent distribution to total  100  5  14  9  72

Manufacture of dairy products  9 656  1 210  1 002  872  6 572

Percent distribution to total  100  13  10  9  68

Rice/corn milling  41 205  36 303  4 902  S1  S1

Percent distribution to total  100  88  12

Products prepared animal feeds and  13 433  1 124  5 164  3 311  3 834
grain mill products except rice and
corn

Percent distribution to total  100  8  38  25  29

Manufacture of bakery products  110 801  61 706  23 738  6 138  19 219

percent Distribution to total  100  56  21  6  17

Manufacture of sugar  12 017  334  713  456  10 514

Percent distribution to total  100  3  6  4  87

Production of crude coconut oil  1 998  63  847  1 088
copra cake meals and pellets

Percent distribution to total  100  3  42  54  –

Manufacture of other food products  28 782  6 680  10 711  2 658  8 733

Percent distribution to total  100  23  37  9  30

Manufacture of beverages  42 051  18 954  3 902  3 662  15 533

Percent distribution to total  100  45  9  9  37

S1 – combined w/small
Source:  National Statistics Office Website

Table 19.  Percent share to total manufacturing, total employment (2009)

Industry  Total  Micro  Small  Medium  Large

Total manufacturing  100  100  100  100  100

Total food manufacturing  24  43  23  19  17

Meat, fish and other seafood, fruits,  7  2  5  7  10
vegetables oils and fats

Manufacture of dairy products  1  0  0  1  1

Rice/corn milling  3  14  2

Products prepared animal feeds and  1  0  2  3  1
grain mill products except rice and
corn

Manufacture of bakery products  8  24  9  5  3

Manufacture of sugar  1  0  0  0  2

Production of crude coconut oil  0  0  0  1  –
copra cake meals and pellets

Manufacture of other food products  2  3  4  2  1

Manufacture of beverages  3  7  2  3  2
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Table 20.  MSME employment distribution by size and region, 2008

Region Total Micro Small Medium Large MSMEs

Philippines 5 544 590 1 663 382 1 314 065 418 058 2 149 085 3 395 505

NCR 40.72 27.83 43.32 43.82 48.50 35.79

CAR 1.18 1.73 1.22 0.99 0.77 1.44

Ilocos Region 2.66 5.33 2.74 2.02 0.66 3.92

Cagayan Valley 1.34 2.90 1.30 0.83 0.26 2.03

Central Luzon 7.70 9.86 8.74 8.05 5.32 9.21

CALABARZON 16.14 13.85 12.08 14.85 20.65 13.29

MIMAROPA 1.34 2.59 1.32 0.50 0.54 1.84

Bicol Region 2.12 3.86 2.24 1.75 0.76 2.97

Western Visayas 4.28 5.76 5.20 4.77 2.49 5.42

Central Visayas 7.72 6.13 7.26 8.70 9.05 6.89

Eastern Visayas 1.41 2.51 1.51 1.39 0.50 1.98

Zamboanga Peninsula 1.68 2.86 1.70 1.14 0.85 2.20

Northern Mindanao 2.93 3.86 3.28 2.89 2.02 3.51

Davao Region 4.28 4.94 4.4 4.94 3.56 4.73

SOCKSARGEN 2.84 3.25 2.17 1.99 3.10 2.68

ARMM 0.50 1.05 0.33 0.42 0.20 0.69

CARAGA 1.16 1.69 1.17 0.95 0.77 1.4

Source:  National Statistics Office Website

Table 21.  Philippine food manufacturing exports, 2006–2010

Product group Sub group Sub sub-group
Values in USD

2006 2007 2008 2009 2010

TOTAL PH EXPORTS 47 410 117 340 50 465 723 919 49 077 540 509 38 435 806 160 51 431 703 405

Processed foods Cereals/Flours Biscuit/Waffle/Wafer 5 210 546 4 071 963 6 575 984 10 332 599 8 755 507

Bread/Cake/Pastry 8 364 297 6 092 691 8 744 761 6 593 373 8 016 961

Flour 4 293 530 4 267 956 8 651 816 4 964 243 6 929 085

Malt/Starch/Wheat Gluten 58 357 43 839 257 423 128 071 1 442 626

Meal/Powder/Flake/Pellet 17 017 888 27 253 242 23 575 117 32 364 699 32 528 663

Misc. 20 585 203 21 215 999 27 470 854 23 813 548 32 352 957

Mixes/Dough 958 036 1 124 748 2 118 437 1 471 576 1 295 171

Pasta/Noodle 15 194 998 17 830 235 23 237 295 25 805 425 27 932 804

Cereals/Flours Total 71 682 855 81 900 673 100 631 687 105 473 534 119 253 774

Cocoa Bar/Block/Slab 3 750 6 000 1 900 31 041 11 306

Misc. 2 859 651 3 398 223 3 359 051 2 748 069 4 722 107

Cocoa total 2 863 401 3 404 223 3 360 951 2 779 110 4 733 413

Coconut 147 889 519 167 686 223 247 516 902 156 194 826 160 562 796

Coffee Decaffeinated 3 980 11 657 119 947 170 0

Extracts/Substitutes 2 674 748 121 891 56 911 136 359 144 160

Instant 3 265 886 5 833 689 1 672 279 1 703 294 973 443

Not decaffeinated 37 676 6 365 11 993 23 444 370 555

Coffee total 5 982 290 5 973 602 1 861 130 1 863 267 1 488 158

Confectionery Candy 6 384 592 6 570 310 7 089 299 7 829 893 10 521 455

Chocolate 2 104 246 2 809 084 1 792 082 1 590 698 1 726 284

Misc. 30 569 258 35 834 126 38 942 625 40 533 192 42 181 602

Confectionery total 39 058 096 45 213 520 47 824 006 49 953 783 54 429 341

Dairy Butter 28 805 70 969 178 631 56 956 42 366

Cheese/Curd 468 945 1 853 591 3 022 062 3 730 068 3 937 835



213

Table 21.  (continued)

Product group Sub group Sub sub-group
Values in USD

2006 2007 2008 2009 2010

Eggs 24 597 16 578 46 615 10 706 11 978

Ice cream 2 332 784 2 468 733 2 832 840 3 498 062 7 263 064

Milk/Cream 117 166 168 157 144 502 177 772 784 102 479 122 142 349 925

Whey 58 172 51 296 15 169 49 789 24 500

Yogurt 6 387 109 678 5 006 31 896 136 309

Dairy total 120 085 858 161 715 347 183 873 107 109 856 599 153 765 977

Food ingredients 8 219 623 9 919 807 10 953 045 15 478 356 13 946 914

Fruits and extracts Drained/Glazed/ 28 0 0 16 594 0

Crystallized

Dried 44 742 363 60 007 381 58 642 597 48 218 586 69 891 430

Frozen 1 639 697 2 889 466 2 758 018 2 996 260 3 332 125

Jam/Jelly/Marmalade 5 107 682 6 768 159 6 885 074 8 861 702 9 416 668

Juices and concentrates 74 851 646 80 068 619 70 880 673 87 332 321 83 925 193

Prepared/Preserved 176 952 713 203 364 069 214 453 812 215 971 788 206 487 036

Provisionally preserved 311 732 477 470 577 262 780 760 1 167 478

Puree 10 777 300 10 554 152 10 608 364 9 860 912 8 599 472

Fruits and extracts total 314 383 161 364 129 316 364 805 800 374 038 923 382 819 402

Infant food preparations 37 099 8 104 0 345 015 143 222

Margarine/Coagulated veg oil 259 656 314 602 823 018 1 054 387 1 297 712

Meat/Meat Bacon/Ham 127 714 298 705 335 808 290 382 387 140

preparation

Miscellaneous 4 032 818 5 134 052 5 925 354 6 651 177 8 158 635

Sausage 565 780 2 814 643 3 397 290 3 320 327 5 751 201

Meat/Meat preparation total 4 726 312 8 247 400 9 658 452 10 261 886 14 296 976

Nuts 1 612 334 1 663 998 1 922 529 2 127 496 2 326 828

Roots and tubers 0 40 568 55 266 16 470 9 269

Sauce/Spread Miscellaneous 6 996 877 11 424 903 14 075 718 13 862 399 16 655 832

Seasonings/ Miscellaneous 4 767 613 5 435 281 6 575 165 7 863 709 8 231 102

Condiments

Mixed seasonings and 5 778 083 7 522 803 7 948 729 8 813 131 9 919 644

condiments

Table salt 102 229 105 874 77 394 52 201 67 821

Vinegar/Substitutes 2 288 945 2 606 619 4 185 843 3 387 872 3 594 119

Seasonings/Condiments total 12 936 870 15 670 577 18 787 131 20 116 913 21 812 686

Sherbet/Sorbet/Water ice 161 787 1 709 0 669 625 328

Soup/Broth 2 692 230 3 339 374 4 392 388 3 858 167 5 087 145

Sugar/ Cane/Beet sugar 84 162 889 80 954 777 68 030 572 88 017 515 37 712 747

Sweeteners

Miscellaneous 584 968 1 361 725 1 293 895 1 267 865 1 359 126

Molasses 11 819 231 5 435 502 10 866 164 22 149 631 11 174 200

Muscovado 2 178 344 2 198 934 2 470 489 1 837 395 2 086 580

Sugar/Sweeteners total 98 745 432 89 950 938 82 661 120 113 272 406 52 332 653

Tea/Mate 1 564 600 1 763 470 10 435 063 3 578 614 3 189 576

Vegetables Drained/Glazed/ 3 252 4 066 3 288 11 020 22 883

Crystallized

Dried 216 342 338 033 413 329 221 912 907 909

Fresh/Chilled/Frozen 879 926 929 202 1 067 944 1 218 974 1 179 475

Prepared/Preserved 1 068 397 1 311 841 1 578 066 1 306 386 1 193 231

Provisionally preserved 379 012 532 977 752 544 748 987 634 801

Vegetables Total 2 546 929 3 116 119 3 815 171 3 507 279 3 938 299

PROCESSED FOOD TOTAL 842 444 929 975 484 473 1 107 452 484 988 309 055 1 012 090 301
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Table 22.  Ranking of processed food exports growth rate and percent share,
average 2006–2010

Description (sub-group) GR Rank Description (sub-group)
 Percent

Rank
share

Tea/Mate 107.0 1 Fruits and extracts total 36.7 1

Margarine/Coagulated veg Oil 58.5 2 Coconut 17.8 2

Meat/Meat preparation total 34.3 3 Dairy total 14.7 3

Sauce/Spread 26.3 4 Cereals/Flours total 9.7 4

Soup/Broth 18.8 5 Sugar/Sweeteners total 9.0 5

Cocoa total 17.7 6 Confectionery total 4.8 6

Food ingredients 15.6 7 Seasonings/Condiments total 1.8 7

Seasonings/Condiments Total 14.1 8 Sauce/Spread 1.3 8

Cereals/Flours total 13.8 9 Food ingredients 1.2 9

Vegetables total 12.3 10 Meat/Meat preparation total 0.9 10

Dairy total 12.0 11 Tea/Mate 0.4 11

Nuts 9.7 12 Soup/Broth 0.4 12

Confectionery total 8.7 13 Coffee total 0.4 13

Coconut 6.7 14 Cocoa total 0.3 14

Fruits and extracts total 5.2 15 Vegetables total 0.3 15

Sugar/Sweeteners total -8.4 16 Nuts 0.2 16

Coffee total -22.3 17 Margarine/Coagulated veg oil 0.1 17

Roots and tubers -25.9 18 Sherbet/Sorbet/Water ice 0.0 18

Infant food preparations -68.3 19 Infant food preparations 0.0 19

Sherbet/Sorbet/Water ice -99.4 20 Roots and tubers 0.0 20
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Table 23.  World imports of selected processed food, 2008

FOB value in million US$

Product Volume Value Percent Annual Philippines’ Share in
(tons) share in growth in imports, world

world value 2008
imports between

2004 and
2008 Value  Percent

(percent) share

Total world 280 433.60 100.00 272 145.47  100.0

Beverages, spirits and No volume 88 988.97  31.74 13  52.45 0.06
vinegar reported

Fruits, nuts, peel of citrus No volume 77 363.10  27.58 13  745.51 0.96
fruits, melons reported

Sugar and sugar No volume 32 966.04 11.76 12  128.69 0.39
confectionery reported

Bread, biscuits, wafers,  7 576 678 22 647.03  8.08 14  42.13  0.19
cakes and pastries

Chocolate and other food No volume 18 566.48  6.62 14  2.0  0.01
preparations reported

Prepared or preserved 2 974 540 12 284.25  4.38 15  5.59  0.05
meat, meat offal or blood,
n.e.c.

Sauces, mixed condiments 4 043 414  8 107.20  2.89 13  28.50 0.35
and mixed seasonings

Pasta and couscous 4 156 042  6 897.36  2.46 16  23.24 0.34

Breakfast cereals and 1 805 128  4,669.06  1.66 13  22.59 0.48
cereal bars

Ice cream  913 567  2 934.33  1.05 11  2.83 0.10

Mixes and doughs 1 018 945  2 226.51  0.79 12  2.12  0.10

Nuts, edible, fresh or dried  593 291  1 263.65  0.45 11  0.01 –

Coffee preparations based  226 295  1 086.16  0.39 26 – –
on extract, essences and
concentrates

Desiccated coconuts  389 329  423.49  0.15 17  240.36 56.76

Source:  UN Comtrade Database
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Table 24.  Food manufacturing revenues and average annual growth rate
(2000–2008)

Description 2000 2002 2003 2005 2006 2008

Average
growth

rate
(percent)

Total 1 760 613 829  1 879 782 360 2 244 079 457 2 949 134 088 3 096 836 219  3 161 378 894 8.9
manufacturing

Food  325 277 343  306 883 486  369 473 915  455 604 176  440 863 144  665 059 921 10.3

manufacturing

Production 99 459 727  102 657 229 109 863 443 136 722 686  142 654 968  198 333 204 8.9

processing and

preservation of
meat, fish and

other seafood,

fruit, vegetables,
oils and fats,

including

slaughtering
and meat

packing

Manufacture of 42 860 812  39 921 276 44 404 781 80 957 034  63 641 794  136 009 824 16.9
dairy products

Manufacture of 28 037 776  37 783 491 60 792 251 61 411 420  53 356 244  85 079 882 19.1

starches and
starch products,

prepared animal

feeds, and grain
mill products

except rice and
corn milling

Manufacture of 80 754 726  72 309 794 83 518 187 84 714 721  90 494 274  94 352 726 4.0

beverages

Manufacture of 19 546 737  20 403 175 31 852 506 43 385 287  42 811 480  58 976 743 18.8

bakery products

Manufacture of 30 947 363  18 206 473 16 021 084 20 616 939  25 346 583  26 411 542 1.4
sugar

Production of 23 670 202  15 602 048 23 021 663 27 796 089 22 557 801  16 113 351 1.6

crude coconut
oil, copra cake,

meals and pellets

Note:  Numbers in red fonts are with suppressions

Source:  NSO Website
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Table 24A.  Philippine imports by major type of goods 2006–2010

Imported commodities Average in USD  Percent to totals
 Percent GR

per year

Wheat 533 332 655 11.8 5.3

Corn 56 816 910 1.3 57.2

Unmilled cereals excl. rice and corn 9 647 882 0.2 57.1

Cereals and cereal preparations 1 774 785 829 39.3 31.5

Animal and vegetable oils and fats 177 235 149 3.9 8.0

Food and live animas chiefly for food

   Dairy products 592 223 843 13.1 18.5

   Fish and fish preparation 104 985 237 2.3 21.8

   Rice 1 058 817 766 23.4 59.6

   Fruits and vegetables 211 457 382 4.7 13.6

Total 4 519 302 652 100.0 25.2

Source:  NSO Website

Table 24B.  Philippine imports of meat, sugar, coffee, tea, spices 2006–2010

Imported commodities Average in USD
 Percent GR

per year

Meat and meat preparations 264 376 212 25

Sugar and sugar preparations 154 218 704 71

Coffee, tea, cocoa, spices and manufactured thereof 157 222 755 26

Source:  BAS Website

Table 25.  Top fifteen (15) Philippine exporters of processed food and beverages

Rank Exporter

1 NESTLE PHILIPPINES INC (FORMERLY NESTLE ASEAN PHILIPPINES INC) (Pasta/noodle products, non-
alcoholic beverages, sauces, condiments, spices, mixes, salad dressings, ice cream and frozen desserts)

2 DOLE PHILIPPINES INC (Canned pineapple products and mixed fruits)

3 DEL MONTE PHILIPPINES INC (Canned pineapple products and mixed fruits)

4 COCO DAVAO INC (Desiccated coconut)

5 SUPERSTAR COCONUT PRODUCTS CO INC (Desiccated coconut)

6 WRIGLEY PHILIPPINES INC (Chewing gum/bubble gum)

7 FRANKLIN BAKER CO. OF THE PHILIPPINES (Desiccated coconut, coconut cream, sweetened coconut,
coconut concentrate)

8 PRIMEX FOOD COCO PRODUCTS INC (Desiccated coconut, coconut cream and powder)

9 UNIVERSAL ROBINA CORP (Tomato sauce/paste, pork and beans, confectionery, biscuits, snack foods,
beverage, coffee, noodles, pasta)

10 DIAGEO PHILIPPINES INC (Alcoholic beverage)

11 PACIFIC ROYAL BASIC FOODS INC (Desiccated coconut, virgin coconut oil)

12 MONDE NISSIN CORP (Biscuits)

13 PETER PAUL PHILIPPINE CORP (Desiccated coconut, coconut milk, cream, powder, flour/fibre, virgin
coconut oil (VCO), copra, copra cake, coconut oil, paring cake/oil)

14 G S L FOOD ENTERPRISES (Processed fruits – dried, glazed or crystallized)

15 PRIMEX COCO DAVAO INC (Desiccated coconut, coconut cream and powder)

Source: Business World Top 1,000 Corporations 2007
Notes:

1. Purefoods-Hormel and San Miguel Pure Foods Company, inc. are owned by San Miguel Corporation
2. Southeast Asia Food, inc. and UFC Philippines are sister companies.
3. Magnolia, inc. is also owned by San Miguel Corporation.
4. Monde M.Y. San corp. is a subsidiary of Monde Nissin Corporation
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Table 26.  Philippines key players in the food manufacturing industry

Company
Sales End-use Production/Plant

(USD000) channels location

Production, processing and preserving of meat and meat products

The Purefoods-Hormel Company, inc. 203 551 Retail 2 (Philippines) that
also process for
Purefoods Hormel
and San Miguel
Campocarne corp.

San Miguel Purefoods Company, inc. 98 020 Retail 1 (Philippines)

Swift Foods, inc. 76 367 Retail 1 (Philippines)

Fil-Am Foods, inc. 59 490 Retail 1 (Philippines)

A. Tung Chingco Manufacturing corp. 20 163 Retail 1 (Philippines)

Flour milling except cassava flour milling

General Milling corp. 137 673 HRI/Retail 1 (Philippines)

Philippine Foremost Milling corp. 129 816 HRI/Retail 1 (Philippines)

San Miguel Mills, inc. 123 265 HRI/Retail 1 (Philippines)

Pilmico Foods corp. 99 102 HRI/Retail 1 (Philippines)

Liberty Flour Mills, inc. 36 551 HRI/Retail 1 (Philippines)

Manufacturer of chocolate and sugar confectionery products, n.e.c.

AB Food and Beverages Philippines, inc. 33 429 Retail 1 (Philippines)

Manufacturer of fruit and vegetable sauces

Southeast Asia Food, inc. 65 122 Retail 2 (Philippines)

UFC Philippines 32 939 Retail 2 (Philippines)

Manufacture of powdered milk (except for infants) and condensed or evaporated milk

Nestle Philippines, inc. 1 374 633 Retail 1 (Philippines)

Alaska Milk Corporation 122 878 Retail 1 (Philippines)

Manufacture of butter and cheese

Kraft Foods Philippines, inc. 142 041 Retail 1 (Philippines)

Magnolia, inc. 98 837 Retail 1 (Philippines)

Baking of bread, cakes, pastries, pies and similar “perishable” bakery products

Red Ribbon Bake Shop, inc. 36 714 Retail 3 (Philippines)

Grupo Marilen, inc. 30 265 Retail 1 (Philippines)

Gardenia Bakeries Philippines, inc. 28 143 Retail 1 (Philippines)

Golden Donuts, inc. 21 286 Retail 1 (Philippines)

Baking of biscuits, cookies, crackers, pretzels and similar dry bakery products

Monde Nissin Corporation 340 367 Retail 1 (Philippines)

Monde M.Y. San corp. 71 816 Retail 1 (Philippines)

Manufacture of macaroni, noodles, couscous and similar farinaceous products

Unilever Foods Philippines (CMC), inc. 152 939 Retail 3 (Philippines)

Nissin-Universal Robina corp. 19 204 Retail 1 (Philippines)

Wrigley Philippines, inc. 44 163 Retail 1 (Philippines)

Columbia International Food Products, inc. 33 837 Retail 1 (Philippines)

Schuurmans and van Ginneken Philippines, inc. 24 980 Retail 1 (Philippines)

Manufacture of ice cream and sherbet, ice drop, ice candy and other flavoured ices

Unilever RFM Ice Cream, inc. 46 184 Retail 1 (Philippines)

Manufacture of snack products such as corn curls, wheat crunchies and similar products

Liwayway Marketing corp. 28 000 Retail 3 (Philippines)
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Table 26.  (continued)

Company
Sales End-use Production/Plant

(USD000) channels location

Manufacture of drinks flavoured with fruits juices, syrups and other materials

Zest-O-corp. 46 469 Retail 4 (Philippines)

Marina Sales, inc. 39 061 Retail 1 (Philippines)

CPW Philippines, inc. 42 143 Retail 1 (Philippines)

Manufacture of flavouring extracts and food colouring

Edward Keller (Philippines) inc. 34 816 HRI/Retail 1 (Philippines)

Himmel Industries, inc. 24 041 HRI/Retail 1 (Philippines)

Source: Business World Top 1,000 Corporations 2007
Notes:

5. Purefoods-Hormel and San Miguel Pure Foods Company, inc. are owned by San Miguel Corporation.
6. Southeast Asia Food, inc. and UFC Philippines are sister companies.
7. Magnolia, inc. is also owned by San Miguel Corporation.

Monde M.Y. San corp. is a subsidiary of Monde Nissin.

Table 27.  Sub-industry employment, revenue, gross addition to fixed assets and
value addition per capita, 2008

Industry Description Employees Revenue

Gross
additions Value

to fixed added
assets

Total manufacturing  61  199 228  6 572  51 622

Total food manufacturing*  30  101 503  2 887  26 250

Production processing and preservation of meat,  135  369 202  10 144  75 241
fish and other seafood, fruit, vegetables, oils and
fats, including slaughtering and meat packing

Slaughtering and meat packing  57  62 054  1 323  10 313

Production, processing and preserving of meat  96  455 147  4 271  98 783
and meat products

Canning/packing of fish and other marine  446  492 931  7 603  93 221
products

Drying of fish and other marine products  10  1 749  32  820

Smoking of fish and other marine products  22  36 669  –  3 573

Manufacture of fish paste (bagoong) and  22  6 760  70  2 892
fish sauce (patis)

Processing of seaweeds; manufacture of  102  516 455  11 098  108 909
agar-agar or carageenan

Production of fishmeal/prawn feeds  64  203 675  12 121  25 371

Manufacture of unprepared animal feeds from fish,  56  48 624  343  8 936
crustaceans and molluscs and other aquatic
animals

Processing, preserving and canning of fish,
crustacean and other seafood, n.e.c.

Canning/packing and preserving of fruits and  233  658 930  39 636  224 527
fruit juices

Canning/packing and preserving of vegetables  1 285  2 796 210  171 393  335 312
and vegetable juices

Manufacture of fruit and vegetable sauces  67  360 634  2 678  87 101
(e.g. tomato sauce and paste)



220

Table 27.  (continued)

Industry Description Employees Revenue

Gross
additions Value

to fixed added
assets

Quick-freezing of fruits and vegetables S S S S

Manufacture of potato flour and meal S S S S

Roasting of nut or manufacture of nut foods and  46  27 661  276  9 234
pastes

Production of crude vegetable oil, cake and meals,  34  401 552  1 277  73 656
other than crude coconut oil, copra cake, meals
and pellets (group 158)

Manufacture of refined coconut and other  50  552 091  6 498  81 361
vegetable oil (including corn oil) and margarine

Manufacture of unprepared animal feeds from  47  1 005 867  18 151  73 175
vegetable, animal oils and fats

Manufacture of vegetable and animal oil and
fats, n.e.c.

Manufacture of dairy products  164  2 895 227  78 486  796 807

Processing of fresh milk and cream  28  174 481  7 715  43 129

Manufacture of powdered milk (except for infants)  358  10 618 774  2 038  2 320 951
and condensed or evaporated milk (filled,
combined or reconstituted)

Manufacture of infants’ powdered milk

Manufacture of butter and cheese  279  3 014 652  58 981  840 128

Manufacture of ice cream and sherbet, ice drop,  54  673 381  7 540  205 292
ice candy and other flavoured ices

Manufacture of milk based infants’ and dietetic  473  5 803 152  543 812  2 215 304
foods

Manufacture of dairy products, n.e.c.

Rice/corn milling 9  12 862  177  2 247

Manufacture of starches and starch products,  61  506 083  4 915  130 015
prepared animal feeds, and grain mill products
except rice and corn milling

Manufacture of starches and starch products  95  310 747  1 671  41 339

Production of prepared animal feeds  57  423 497  4 096  110 263

Flour milling except cassava flour milling  74  1 621 288  9 847  392 771

Manufacture of breakfast food obtained S S S S
by roasting or swelling

Manufacture of unprepared animal feeds from  60  379 898  14 832  144 692
grain milling residues

Manufacture of grain and vegetable mill products,  51  414  624  1 352  116 339
n.e.c.

Manufacture of beverages  17  85 846  3 307  29 860

Manufacture of distilled, potable alcoholic  68  595 696  45 091  138 877
beverages (e.g. whisky, brandy, gin, etc.)

Production of ethyl alcohol  128  438 625  91 856  54 290

Fruit wine manufacturing  10  3 244  –  1 915

Wine manufacturing, n.e.c.  26  37 206  10 476  17 822

Manufacture of malt liquors and malt  362  3 602 661  169 121  1 757 285

Manufacture of soft drinks  273  1 682 375  19 757  567 172

Manufacture of drinks flavoured with fruit juices,  40  229 408  11 461  40 926
syrups or other materials

Manufacture of drinking water  6  5 185  230  2 329
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Manufacture of bakery products  17  21 534  616  5 267

Baking of bread, cakes, pastries, pies and similar  13  7 894  74  2 236
“perishable” bakery products, including hopia
and doughnut making

Baking of biscuits, cookies, crackers, pretzels and  215  735 333  35 828  135 952
similar dry bakery products

Manufacture of ice cream cones (apa) and  33  31 912  236  5 876
wafers (barquillos)

Manufacture of snack products such as corn curls,  89  182 107  3 107  57 209
wheat crunchies and similar products

Manufacture of sugar  368  1 010 414  100 578  479 280

Sugarcane milling  389  1 086 666  123 083  542 866

Sugar refining  375  1 154 585  30 988  363 187

Manufacture of muscovado sugar not carried on  224  357 890  20 139  171 470
in the farm

Manufacture of sugar, n.e.c. S S S S

Production of crude coconut oil, copra cake,  54  818 788  2 652  154 276
meals and pellets

Manufacture of other food products  34  79 733  1 901  15 330

Manufacture of chocolate and cocoa products  95  345 355  293  (2 730)
including chocolate candies

Manufacture of candies (excluding chocolate  37  71 051  1 397  23 056
candies) and chewing gum

Manufacture of popcorn and poprice  21  1 771  –  1 020

Manufacture of chocolate and sugar  57  152 768  251  23 154
confectionery products, n.e.c.

Manufacture of macaroni, noodles, couscous  25  46 738  636  9 082
and similar farinaceous products

Manufacture of desiccated coconut  429  759 336  9 960  105 736

Manufacture of nata de coco  41  18 531  –  4 109

Coffee roasting and processing  166  158 577  1 311  41 998

Manufacture of ice, except dry ice  15  11 871  2 800  3 796

Manufacture of infant or dietetic foods S S S S
containing homogenized ingredients

Egg processing including fertilized egg (balut)  2  648  –  134
and salted eggs

Manufacture of flavouring extracts and  64  709 981  6 577  137 599
food colouring

Manufacture of mayonnaise, salad dressing, S S S S
sandwich spread and similar products

Manufacture of vinegar  51  93 768  4 067  26 476

Manufacture of table salt  10  36 597  –  4 530

Manufacture of food products, n.e.c.  15  50 763  663  11 024

Note:  Some data were suppressed
Source:  NSO Website

Table 27.  (continued)

Industry Description Employees Revenue

Gross
additions Value

to fixed added
assets
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Table 28.  Sub-industry employment profitability per capita,
labour productivity and cost efficiency, 2008

Industry description Profitability
Labour Cost

productivity efficiency

Total manufacturing  39 915  3 290  1.3

Total food manufacturing*  18 513  3 390  1.2

Production processing and preservation of meat,  35 694  2 731  1.1
fish and other seafood, fruit, vegetables, oils and
fats, including slaughtering and meat packing

Slaughtering and meat packing  8 721  1 092  1.2

Production, processing and preserving of meat  32 488  4 728  1.1
and meat products

Canning/packing of fish and other marine products  31 024  1 105  1.1

Drying of fish and other marine products  803  173  1.8

Smoking of fish and other marine products  3 299  1 647  1.1

Manufacture of fish paste (bagoong) and fish sauce  2 275  309  1.5
(patis)

Processing of seaweeds; manufacture of agar-agar  43 265  5 051  1.1
or carageenan

Production of fishmeal/prawn feeds  15 872  3 182  1.1

Manufacture of unprepared animal feeds from fish,  8 453  868  1.2
crustaceans and molluscs and other aquatic animals

Processing, preserving and canning of fish,
crustacean and other sea food, n.e.c.

Canning/packing and preserving of fruits and  118 961  2 822  1.2
fruit juices

Canning/packing and preserving of vegetables  102 835  2 175  1.0
and vegetable juices

Manufacture of fruit and vegetable sauces  69 459  5 383  1.2
(e.g. tomato sauce and paste)

Quick-freezing of fruits and vegetables S S S

Manufacture of potato flour and meal S S S

Roasting of nut or manufacture of nut foods  3 985  607  1.2
and pastes

Production of crude vegetable oil, cake and meals,  44 639  11 810  1.1
other than crude coconut oil, copra cake, meals
and pellets (group 158)

Manufacture of refined coconut and other vegetable  62 084  11 145  1.1
oil (including corn oil) and margarine

Manufacture of unprepared animal feeds from  (44 587)  21 288  1.0
vegetable, animal oils and fats

Manufacture of vegetable and animal oil and
fats, n.e.c.

Manufacture of dairy products  606 555  17 700  1.3

Processing of fresh milk and cream  31 040  6 195  1.2

Manufacture of powdered milk (except for infants)  1 828 312  29 650  1.2
and condensed or evaporated milk (filled, combined
or reconstituted)

Manufacture of infants’ powdered milk

Manufacture of butter and cheese  431 176  10 818  1.2

Manufacture of ice cream and sherbet, ice drop,  104 605  12 554  1.2
ice candy and other flavoured ices
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Manufacture of milk based infants’ and dietetic foods  1 935 835  12 282  1.5

Manufacture of dairy products, n.e.c.

Rice/corn milling  1 929  1 408  1.2

Manufacture of starches and starch products,  104 418  8 350  1.3
prepared animal feeds, and grain mill products
except rice and corn milling

Manufacture of starches and starch products  21 363  3 262  1.1

Production of prepared animal feeds  96 753  7 468  1.3

Flour milling except cassava flour milling  221 519  21 930  1.2

Manufacture of breakfast food obtained by roasting S S S
or swelling

Manufacture of unprepared animal feeds from  148 195  6 284  1.6
grain milling residues

Manufacture of grain and vegetable mill products,  93 216  8 090  1.3
n.e.c.

Manufacture of beverages  20 835  5 064  1.3

Manufacture of distilled, potable alcoholic beverages  60 574  8 809  1.1
(e.g. whisky, brandy, gin, etc.)

Production of ethyl alcohol  (9 865)  3 418  1.0

Fruit wine manufacturing  1 575  324  1.9

Wine manufacturing, n.e.c.  10 237  1 431  1.4

Manufacture of malt liquors and malt  817 480  9 952  1.3

Manufacture of soft drinks  520 875  6 168  1.4

Manufacture of drinks flavoured with fruit juices,  22 699  5 671  1.1
syrups or other materials

Manufacture of drinking water  1 743  933  1.5

Manufacture of bakery products  4 660  1 265  1.3

Baking of bread, cakes, pastries, pies and similar  1 982  628  1.3
“perishable” bakery products, including hopia
and doughnut making

Baking of biscuits, cookies, crackers, pretzels and  122 513  3 419  1.2
similar dry bakery products

Manufacture of ice cream cones (apa) and wafers  2 500  967  1.1
(barquillos)

Manufacture of snack products such as corn curls,  49 397  2 042  1.4
wheat crunchies and similar products

Manufacture of sugar  298 690  2 745  1.4

Sugarcane milling  343 372  2 796  1.5

Sugar refining  152 725  3 079  1.2

Manufacture of muscovado sugar not carried on  146 770  1 598  1.7
in the farm

Manufacture of sugar, n.e.c.

Production of crude coconut oil, copra cake, meals  173 898  15 051  1.3
and pellets

Manufacture of other food products  12 521  2 346  1.2

Manufacture of chocolate and cocoa products  979  3 627  1.0
including chocolate candies

Manufacture of candies (excluding chocolate candies)  15 506  1 923  1.3
and chewing gum

Table 28.  (continued)

Industry description Profitability
Labour Cost

productivity efficiency
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Manufacture of popcorn and poprice  792  86  1.8

Manufacture of chocolate and sugar confectionery  12 068  2 684  1.1
products, n.e.c.

Manufacture of macaroni, noodles, couscous and  6 917  1 846  1.2
similar farinaceous products

Manufacture of desiccated coconut  84 989  1 771  1.1

Manufacture of nata de coco  3 897  452  1.3

Coffee roasting and processing  37 121  958  1.3

Manufacture of ice, except dry ice  3 155  801  1.4

Manufacture of infant or dietetic foods containing
homogenized ingredients

Egg processing including fertilized egg (balut)  131  273  1.3
and salted eggs

Manufacture of flavouring extracts and food colouring  127 384  11 113  1.2

Manufacture of mayonnaise, salad dressing,
sandwich spread and similar products

Manufacture of vinegar  19 384  1 830  1.3

Manufacture of table salt  4 214  3 594  1.1

Manufacture of food products, n.e.c.  9 246  3 380  1.2

Table 28.  (continued)

Industry description Profitability
Labour Cost

productivity efficiency
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Table 29.  Sub-industry employment, revenue, gross addition to fixed assets
and value addition per capita, 2006

20 or more employees 20 or fewer employees

Revenue Profit Value GAFA Revenue Profit Value GAFA
added added

 Total manufacturing  192  600 162  97 402  130 413  18 302  9  4 901  1 217  1 532  82

Manufacture of  152  507 923  111 256  127 768  11 824  8  3 599  932  1 109  98
food products and

beverages

Production  217  526 402  76 983  99 187  15 520  11  10 799  2 642  3 311  67
processing and

preservation of

meat, fish and
other seafood, fruit,

vegetables, oils

and fats, including
slaughtering and

meat packing

Manufacture of  274  3 977 612  1 165 813  1 051 518  16 379  12  4 468  1 120  1 887  195
dairy products

Rice/corn milling  46  67 873  10 727  13 371  1 074  7  5 948  1 508  1 638  6

Manufacture of  84  485 057  48 614  62 367  7 108  11  11 412  2 405  3 010  230
starches and starch

products, prepared

animal feeds, and
grain mill products

except rice and
corn milling

Manufacture of  165  983 633  320 409  389 868  29 153  5  1 294  421  602  337

beverages

Manufacture of  109  160 343  32 000  34 614  6 557  8  2 734  706  833  53

bakery products

Manufacture of  428  1 013 863  418 286  503 687  52 219
sugar

Production of crude  65  1 326 929  115 839  129 576  6 405  9  20 909  (339)  3 665  –

coconut oil, copra
cake, meals and

pellets

Manufacture of  131  393 666  95 284  102 705  3 980  11  3 975  1 146  1 311  31
other food products

Note:  Figures in red have been to some extent suppressed.
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Table 30.  Sub-industry employment, revenue, gross addition to fixed assets
and value addition per capita, 2008

20 or more employees All establishments

Revenue Profit Value GAFA Revenue Profit Value GAFA
added added

Total manufacturing  187  686 808  136 832  177 376  22 951  61  199 228  39 915  51 622  6 572

Manufacture of  166  715 888  128 040  164 695  18 749  30  101 503  18 513  26 250  2 887
food products and

beverages

Production  251  742 821  70 806  153 858  21 306  135  369 202  35 694  75 241  10 144
processing and

preservation of

meat, fish and
other seafood, fruit,

vegetables, oils

and fats, including
slaughtering and

meat packing

Manufacture of  269  4 857 494  1 017 315  1 336 447  131 745  164  2 895 227  606 555  796 807  78 486
dairy products

Rice/corn milling  65  167 635  28 036  30 464  3 782  9  12 862  1 929  2 247  177

Manufacture of  93  859 393  183 684  234 767  7 183  61  506 083  104 418  130 015  4 915
starches and starch

products, prepared

animal feeds, and
grain mill products

except rice and
corn milling

Manufacture of  180  1 209 650  294 263  170 746  24 688  17  85 846  20 835  29 860  3 307

beverages

Manufacture of  116  241 708  47 595  54 583  7 892  17  21 534  4 660  5 267  616

bakery products

Manufacture of  356  978 205  289 347  463 157  96 893  368  1 010 414  298 690  479 280  100 578
sugar

Production of  70  1 150 954  245 355  215 914  3 789  54  818 788  173 898  154 276  2 652

crude coconut oil,
copra cake, meals

and pellets

Manufacture of  110  318 350  47 741  58 200  4 917  34  79 733  12 521  15 330  1 901
other food products
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Table 31.  Ranking of food manufacturing commodities: profitability, labour productivity
and cost efficiency, 2006 and 2008

Industry description

Ranking

2006 (establishments
2008 (all establishments)

with 20 or more employees)

Labour Cost Labour Cost
Profit produc- effi- Profit produc- effi-

tivity ciency tivity ciency

Slaughtering and meat packing  17  22 6  37  42 35

Production, processing and preserving of  24  21 39  26  20 49
meat and meat products

Canning/packing of fish and other marine  19  40 31  28  41 51
products

Drying of fish and other marine products,  41  34 35  51  54 2

smoking of fish, and other marine products  43  38 44

Manufacture of fish paste (bagoong) and  45  46 13  46  52 6
fish sauce (patis)

Processing of seaweeds; manufacture of  22  15 34  24  19 45
agar-agar or carageenan

Production of fishmeal/prawn feeds  38  20 37  32  27 48

Processing, preserving and canning of fish,  39  32 38  38  46 28
crustacean and other similar products,
Manufacture of unprepared animal feeds
from fish, crustaceans and molluscs and
other aquatic sea foods, n.e.c.

Canning/packing and preserving of fruits  11  31 29  13  29 25
and fruit juices

Canning/packing and preserving of  43  45 4  15  32 52
vegetables and vegetable juices

Manufacture of fruit and vegetable sauces  27  24 30  19  18 23
(e.g. tomato sauce and paste)

Quick-freezing of fruits and vegetables s s s s s s

Manufacture of potato flour and meal  7  1 44

Roasting of nut or manufacture of  40  43 12  41  49 33
nut foods and pastes

Production of crude vegetable oil, cake  14  5 40  23  6 41
and meals, other than crude coconut oil,
copra cake, meals and pellets (group 158)

Manufacture of refined coconut and  26  12 33  20  7 39
other vegetable oil (including corn oil)
and margarine

Manufacture of unprepared animal feeds  30  11 46  55  3 55
from vegetable, animal oils and fats,
Manufacture of vegetable and animal oil
and fats, n.e.c.

Processing of fresh milk and cream,  3  3 19  27  15 27

Manufacture of powdered milk (except  2  1 29
for infants) and condensed or evaporated
milk (filled, combined or reconstituted),
Manufacture of infants’ powdered milk

Manufacture of butter and cheese s s s  5  9 34
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Manufacture of ice cream and sherbet,  13  17 24  14  4 31
ice drop, ice candy and other flavoured
ices

Manufacture of milk based infants’ and  1  4 5  1  5 8
dietetic foods, Manufacture of dairy
products, n.e.c.

Manufacture of starches and starch  34  23 45  30  26 50
products

Production of prepared animal feeds  32  13 41  16  13

Flour milling except cassava flour milling  18  6 43  7  2 36

Manufacture of breakfast food obtained s s s
by roasting or swelling

Manufacture of unprepared animal feeds  29  8 42  9  14
from grain milling residues

Manufacture of grain and vegetable mill  20  35 1  17  12 18
products, n.e.c.

Manufacture of distilled, potable alcoholic  10  7 22  21  11 42
beverages (e.g. whisky, brandy, gin, etc.)

Production of ethyl alcohol  28  19 32  54  24 54

Fruit wine manufacturing,  46  44 36  49  51 1

Wine manufacturing, n.e.c.  35  40 11

Manufacture of malt liquors and malt  2  10 2  3  10 17

Manufacture of soft drinks  8  14 10  4  16 10

Manufacture of drinks flavoured with  36  30 27  29  17 43
fruit juices, syrups or other materials

Manufacture of drinking water  37  29 23  48  45 7

Baking of bread, cakes, pastries, pies and  42  41 21  47  48 14
similar “perishable” bakery products,
including hopia and doughnut making

Baking of biscuits, cookies, crackers,  12  27 28  12  23 30
pretzels and similar dry bakery products

Manufacture of ice cream cones (apa) and s s s  45  43 47
wafers (barquillos)

Manufacture of snack products such as  33  37 17  22  33 12
corn curls, wheat crunchies and similar
products

Manufacture of sugar, n.e.c. s s s

Sugarcane milling  5  28 3  6  30 9

Sugar refining  6  25 9  8  28 37

Manufacture of muscovado sugar not  15  38 7  10  39 4
carried on in the farm

Manufacture of chocolate and cocoa  25  16 25  50  21 53
products including chocolate candies

Manufacture of candies (excluding  23  26 16  33  34 19
chocolate candies) and chewing gum

Table 31.  (continued)

Industry description

Ranking

2006 (establishments
2008 (all establishments)

with 20 or more employees)

Labour Cost Labour Cost
Profit produc- effi- Profit produc- effi-

tivity ciency tivity ciency
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Manufacture of popcorn and poprice  31  33 8  52  55 3

Manufacture of chocolate and sugar  34  31 46
confectionery products, n.e.c.

Manufacture of macaroni, noodles,  35  36 20  39  35 32
couscous and similar farinaceous products

Manufacture of desiccated coconut  21  39 26  18  37 40

Manufacture of nata de coco s s s  42  50 20

Coffee roasting and processing  4  2 15  25  44 15

Manufacture of ice, except dry ice  44  42 14  44  47 13

Manufacture of flavouring extracts and  9  9 11  11  8 26
food colouring

Manufacture of mayonnaise, salad  16  18 18 s s s
dressing, sandwich spread and similar
products,

Manufacture of vinegar  31  36 21

Manufacture of table salt  40  22 38

Manufacture of food products, n.e.c.  36  25 24

Egg processing including fertilized egg  53  53 22
(balut) and salted eggs

Table 31.  (continued)

Industry description

Ranking

2006 (establishments
2008 (all establishments)

with 20 or more employees)

Labour Cost Labour Cost
Profit produc- effi- Profit produc- effi-

tivity ciency tivity ciency
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Table 32.  Concentration ratios (in percentage) of food manufacturing industries for
establishments with average of total number of employees of 10 or more

(top four firms), 1978 and 1994

Industry Description 1978 1994
 Percent

growth rate

Dressing and packing of poultry and rabbit – 63.91 –

Meat processing, curing, preserving and canning 100.00 78.54 -21.46

Processing of fluid (fresh) milk and cream 99.95 100.00 0.05

Manuf. of powdered milk and condensed or evaporated milk 99.95 100.00 0.05

Manuf. of dairy products, except milk, n.e.c. 78.83 100.00 26.86

Processing, preserving and canning of fish, crustacean 49.44 41.61 -15.84

Production of crude coconut oil, including cake and meal 45.60 53.83 18.05

Rice and corn milling 17.09 24.67 44.35

Flour milling, except cassava 71.69 48.03 -33.00

Manuf. of grain mill products, n.e.c. 19.37 100.00 416.26

Sugarcane milling (centrifugal and refined sugar) 28.97 32.07 10.70

Manuf. of chocolate and sugar confectionery products, n.e.c. 54.52 100.00 83.42

Manuf. of desiccated coconut 45.23 67.48 49.19

Coffee roasting and processing 96.87 98.73 1.92

Production of prepared feeds for animals and fowls 63.62 35.18 -44.70

Manuf. of food products, n.e.c. 55.50 78.61 41.64

Wine manufacturing, n.e.c. 46.81 100.00 113.63

Malt liquors and malt 100.00 71.30 -28.70

                        Average 63.17 71.91 38.97

Notes: 1) 1994 concentration ratio for manufacturing was computed as the percentage of total value of products sold
of the top four firms to the industry’s value of products sold.

Table 33.  Number of establishments, food manufacturing and
beverages sector, 2008

Industry description
Number of

establishments

Total manufacturing  16 364

Total food manufacturing*  6 754

Production processing and preservation of meat, fish and other seafood, fruit,  510
vegetables, oils and fats, including slaughtering and meat packing

Slaughtering and meat packing  53

Production, processing and preserving of meat and meat products  88

Canning/packing of fish and other marine products  50

Drying of fish and other marine products  22

Smoking of fish and other marine products  15

Manufacture of fish paste (bagoong) and fish sauce (patis)  33

Processing of seaweeds; manufacture of agar-agar or carageenan  12

Production of fishmeal/prawn feeds  8

Manufacture of unprepared animal feeds from fish, crustaceans and molluscs }  47
and other aquatic animals

Processing, preserving and canning of fish, crustacean and other seafood, n.e.c. }

Canning/packing and preserving of fruits and fruit juices  50

Canning/packing and preserving of vegetables and vegetable juices  9
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Manufacture of fruit and vegetable sauces (e.g. tomato sauce and paste)  26

Quick-freezing of fruits and vegetables s

Manufacture of potato flour and meal s

Roasting of nut or manufacture of nut foods and pastes  26

Production of crude vegetable oil, cake and meals, other than crude coconut oil,  11
copra cake, meals and pellets (group 158)

Manufacture of refined coconut and other vegetable oil (including corn oil)  52
and margarine

Manufacture of unprepared animal feeds from vegetable, animal oils and fats }  8

Manufacture of vegetable and animal oil and fats, n.e.c. }

Manufacture of dairy products  47

Processing of fresh milk and cream  6

Manufacture of powdered milk (except for infants) and condensed or }  7
evaporated milk (filled, combined or reconstituted)

Manufacture of infants’ powdered milk }

Manufacture of butter and cheese  3

Manufacture of ice cream and sherbet, ice drop, ice candy and other flavoured ices  25

Manufacture of milk based infants’ and dietetic foods }  6

Manufacture of dairy products, n.e.c. }

Rice/corn milling  928

Manufacture of starches and starch products, prepared animal feeds, and  180
grain mill products except rice and corn milling

Manufacture of starches and starch products  12

Production of prepared animal feeds  135

Flour milling except cassava flour milling  14

Manufacture of breakfast food obtained by roasting or swelling  s

Manufacture of unprepared animal feeds from grain milling residues  11

Manufacture of grain and vegetable mill products, n.e.c.  8

Manufacture of beverages  1 142

Manufacture of distilled, potable alcoholic beverages (e.g. whisky, brandy, gin, etc.)  24

Production of ethyl alcohol  6

Fruit wine manufacturing  3

Wine manufacturing, n.e.c.  6

Manufacture of malt liquors and malt  6

Manufacture of soft drinks  29

Manufacture of drinks flavoured with fruit juices, syrups or other materials  22

Manufacture of drinking water  1 046

Manufacture of bakery products  3 326

Baking of bread, cakes, pastries, pies and similar “perishable” bakery products,  3 201
including hopia and doughnut making

Baking of biscuits, cookies, crackers, pretzels and similar dry bakery products  44

Manufacture of ice cream cones (apa) and wafers (barquillos)  5

Manufacture of snack products such as corn curls, wheat crunchies and similar  76
products

Manufacture of sugar  26

Sugarcane milling  20

Sugar refining  3

Table 33.  (continued)

Industry description
Number of

establishments
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Manufacture of muscovado sugar not carried on in the farm  3

Manufacture of sugar, n.e.c.  s

Production of crude coconut oil, copra cake, meals and pellets  20

Manufacture of other food products  575

Manufacture of chocolate and cocoa products including chocolate candies  9

Manufacture of candies (excluding chocolate candies) and chewing gum  63

Manufacture of popcorn and poprice  5

Manufacture of chocolate and sugar confectionery products, n.e.c.  12

Manufacture of macaroni, noodles, couscous and similar farinaceous products  101

Manufacture of desiccated coconut  12

Manufacture of nata de coco  9

Coffee roasting and processing  8

Manufacture of ice, except dry ice  216

Manufacture of infant or dietetic foods containing homogenized ingredients  s

Egg processing including fertilized egg (balut) and salted eggs  8

Manufacture of flavouring extracts and food colouring  18

Manufacture of mayonnaise, salad dressing, sandwich spread and similar products  s

Manufacture of vinegar  4

Manufacture of table salt  11

Manufacture of food products, n.e.c.  99

* Some data were suppressed

Table 33.  (continued)

Industry description
Number of

establishments

Table 34.  Family food disbursements (2003, 2006 & 2009)

Total disbursements
(in millions pesos)

2003 2006 2009

Philippines 2 878 628 3 634 238 8.7

Total family expenditure 2 038 471 2 561 437 3 239 186 8.7

Food 878 233 1 059 647 1 380 329 8.5

Food consumed at home 767 961 910 584 1 183 906 8.1

Cereals and cereal preparations 225 835 278 426 389 853 10.6

Roots and tubers 11 482 12 338 15 914 6.1

Fruits and vegetables 87 272 96 780 121 690 6.1

Meat and meat preparations 137 227 156 464 188 900 5.8

Dairy products and eggs 65 582 77 718 98 716 7.6

Fish and marine products 112 142 130 588 166 328 7.3

Coffee, cocoa and tea 20 760 26 758 33 932 9.3

Non-alcoholic beverages 29 661 34 418 44 361 7.5

Food n.e.c. 78 000 97 093 124 213 8.7

Food consumed outside home 110 272 149 063 196 423 11.2

Alcoholic beverages 14 829 17 719 21 850 7.1

Source:  NSO

Average
growth rate

(percent)
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Table 35.  Per capita Filipino food disbursements by income class, 2009

Disbursements Average
Under 40 000– 60 000– 100 000– 250 000

by income class (PHP)
 40 000 59 999 99 999 249 999 and over
(PHP) (PHP)  (PHP) (PHP) (PHP)

Philippines 197.0 33.3 54.8 82.3 155.1 455.7

Total family expenditure 175.5 33.0 53.7 79.9 146.9 382.8

Food 74.8 20.4 32.9 46.8 72.9 128.7

Food consumed at home 64.2 20.1 32.0 44.3 63.8 102.6

Cereals and cereal preparations 21.2 9.2 14.6 19.0 21.9 26.3

Roots and tubers 0.9 0.6 0.7 0.8 0.8 1.3

Fruits and vegetables 6.6 2.3 3.5 4.6 6.4 10.7

Meat and meat preparations 10.4 1.3 2.3 4.1 9.8 21.5

Dairy products and eggs 5.4 0.8 1.3 2.3 4.8 11.5

Fish and marine products 9.1 3.2 5.1 7.0 9.2 13.3

Coffee, cocoa and tea 1.9 0.6 1.0 1.4 1.9 2.7

Non-alcoholic beverages 2.5 0.3 0.6 1.0 2.3 5.1

Food n.e.c. 6.7 2.4 3.2 4.4 6.9 10.6

Food consumed outside home 14.1 1.2 2.1 4.0 11.1 27.9

Alcoholic beverages 1.8 0.6 0.9 1.2 1.9 2.8

Source:  National Statistics Office

Table 36.  Per capita growth rate of family disbursements on food
by income class, 2003–2006 and 2006-2009

Type of disbursement

Annual growth rate per capita (percent), 2003–2006

Under 40 000– 60 000– 100 000– 250 000
40 000 59 999 99 999 249 999 and over

(PHP000)  (PHP000)  (PHP000) (PHP000) (PHP000)

Philippines

Total family expenditure 6.3 1.8 1.1 1.1 1.4 2.2

Food 4.8 1.1 1.1 1.2 1.4 2.1

Food consumed at home 4.1 1.1 1.1 1.4 1.5 1.1

Cereals and cereal preparations 5.6 2.1 3.7 5.3 4.5 2.9

Roots and tubers 0.7 2.5 -1.3 0.5 -1.5 -1.5

Fruits and vegetables 1.7 -0.7 -0.8 -0.5 -1.0 -1.6

Meat and meat preparations 2.7 -2.7 -4.2 -4.3 -1.6 0.2

Dairy products and eggs 4.1 -3.1 -3.8 -3.2 -0.3 2.3

Fish and marine Products 3.5 0.5 -0.1 1.6 1.9 0.5

Coffee, cocoa and tea 7.3 2.5 2.3 4.8 5.5 5.1

Non-alcoholic beverages 3.1 -3.0 -4.4 -3.6 -1.2 0.8

Food n.e.c. 6.0 8.1 4.1 2.0 3.5 2.4

Food consumed outside home 6.6 2.5 -0.9 -1.9 0.8 6.0

Alcoholic beverages 6.0 2.1 -0.6 1.1 4.9 4.3
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Table 36.  (continued)

Type of disbursement

Annual growth rate per capita (percent), 2006–2009

Under 40 000– 60 000– 100 000– 250 000
40 000 59 999 99 999 249 999 and over

(PHP000)  (PHP000)  (PHP000) (PHP000) (PHP000)

Philippines 6.4 -0.4 -12.5 1.0 0.4 1.6

Total family expenditure 6.4 -0.1 -12.2 1.3 0.9 2.0

Food 7.6 0.4 -11.5 3.4 3.7 4.3

Food consumed at home 7.5 0.7 -10.9 3.8 4.1 4.8

Cereals and cereal preparations 10.6 1.0 -9.8 7.9 9.7 9.8

Roots and tubers 6.6 2.6 0.6 7.3 4.8 3.7

Fruits and vegetables 6.2 2.5 -8.9 4.0 2.7 2.3

Meat and meat preparations 4.5 -1.1 -15.3 -3.5 -1.4 1.5

Dairy products and eggs 6.4 -0.9 -15.0 -1.9 -0.4 4.3

Fish and marine products 6.7 -1.2 -11.6 3.2 4.2 4.6

Coffee, cocoa and tea 6.4 0.7 -11.7 1.9 3.8 4.6

Non-alcoholic beverages 6.4 -2.1 -16.1 -0.5 1.4 2.7

Food n.e.c. 6.9 2.6 -7.6 1.7 3.3 5.3

Food consumed outside home 6.0 -3.7 -16.2 -1.6 1.4 1.8

Alcoholic beverages 4.2 1.0 -9.6 0.3 1.3 0.3

Table 37.  Philippine food manufacturing exports growth rate, 2006–2010

Growth rate
Product group Sub group Sub sub-group

2007 2008 2009 2010 Average

TOTAL PH EXPORTS 6.4 -2.8 -21.7 33.8 4.0

Processed foods Cereals/Flours Biscuit/Waffle/Wafer -21.9 61.5 57.1 -15.3 20.4

Bread/Cake/Pastry -27.2 43.5 -24.6 21.6 3.3

Flour -0.6 102.7 -42.6 39.6 24.8

Malt/Starch/Wheat gluten -24.9 487.2 -50.2 1 026.4 359.6

Meal/Powder/Flake/Pellet 60.1 -13.5 37.3 0.5 21.1

Miscellaneous 3.1 29.5 -13.3 35.9 13.8

Mixes/Dough 17.4 88.3 -30.5 -12.0 15.8

Pasta/Noodle 17.3 30.3 11.1 8.2 16.7

Cereals/Flours total 14.3 22.9 4.8 13.1 13.8

Cocoa Bar/Block/Slab 60.0 -68.3 1 533.7 -63.6 365.5

Miscellaneous 18.8 -1.2 -18.2 71.8 17.8

Cocoa total 18.9 -1.3 -17.3 70.3 17.7

Coconut 13.4 47.6 -36.9 2.8 6.7

Coffee Decaffeinated 192.9 929.0 -99.9 340.7

Extracts/Substitutes -95.4 -53.3 139.6 5.7 -0.9

Instant 78.6 -71.3 1.9 -42.8 -8.4

Not decaffeinated -83.1 88.4 95.5 1 480.6 395.3

Coffee total -0.1 -68.8 0.1 -20.1 -22.3

Confectionery Candy 2.9 7.9 10.4 34.4 13.9

Chocolate 33.5 -36.2 -11.2 8.5 -1.4

Miscellaneous 17.2 8.7 4.1 4.1 8.5

Confectionery total 15.8 5.8 4.5 9.0 8.7

Dairy Butter 146.4 151.7 -68.1 -25.6 51.1

Cheese/Curd 295.3 63.0 23.4 5.6 96.8

Eggs -32.6 181.2 -77.0 11.9 20.9

Ice Cream 5.8 14.7 23.5 107.6 37.9
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Table 37.  (continued)

Growth rate
Product group Sub group Sub sub-group

2007 2008 2009 2010 Average

Milk/Cream 34.1 13.1 -42.4 38.9 11.0

Whey -11.8 -70.4 228.2 -50.8 23.8

Yogurt 1 617.2 -95.4 537.2 327.4 596.6

Dairy total 34.7 13.7 -40.3 40.0 12.0

Food ingredients 20.7 10.4 41.3 -9.9 15.6

Fruits and Drained/Glazed/
extracts Crystallized

Dried 34.1 -2.3 -17.8 44.9 14.8

Frozen 76.2 -4.5 8.6 11.2 22.9

Jam/Jelly/Marmalade 32.5 1.7 28.7 6.3 17.3

Juices and concentrates 7.0 -11.5 23.2 -3.9 3.7

Prepared/Preserved 14.9 5.5 0.7 -4.4 4.2

Provisionally preserved 53.2 20.9 35.3 49.5 39.7

Puree -2.1 0.5 -7.0 -12.8 -5.3

Fruits and extracts total 15.8 0.2 2.5 2.3 5.2

Infant food preparations -78.2 -58.5 -68.3

Margarine/Coagulated veg oil 21.2 161.6 28.1 23.1 58.5

Meat/Meat Bacon/Ham 133.9 12.4 -13.5 33.3 41.5
preparation

Miscellaneous 27.3 15.4 12.2 22.7 19.4

Sausage 397.5 20.7 -2.3 73.2 122.3

Meat/Meat preparation total 74.5 17.1 6.2 39.3 34.3

Nuts 3.2 15.5 10.7 9.4 9.7

Roots and tubers 36.2 -70.2 -43.7 -25.9

Sauce/Spread Miscellaneous 63.3 23.2 -1.5 20.2 26.3

Seasonings/ Miscellaneous 14.0 21.0 19.6 4.7 14.8
Condiments

Mixed seasonings and 30.2 5.7 10.9 12.6 14.8
condiments

Table salt 3.6 -26.9 -32.6 29.9 -6.5

Vinegar/Substitutes 13.9 60.6 -19.1 6.1 15.4

Seasonings/Condiments total 21.1 19.9 7.1 8.4 14.1

Sherbet/Sorbet/Water ice -98.9 -100.0 -99.4

Soup/Broth 24.0 31.5 -12.2 31.9 18.8

Sugar/ Cane/Beet sugar -3.8 -16.0 29.4 -57.2 -11.9
Sweeteners

Miscellaneous 132.8 -5.0 -2.0 7.2 33.2

Molasses -54.0 99.9 103.8 -49.6 25.0

Muscovado 0.9 12.3 -25.6 13.6 0.3

Sugar/Sweeteners total -8.9 -8.1 37.0 -53.8 -8.4

Tea/Mate 12.7 491.7 -65.7 -10.9 107.0

Vegetables Drained/Glazed/ 25.0 -19.1 235.2 107.6 87.2
Crystallized

Dried 56.2 22.3 -46.3 309.1 85.3

Fresh/Chilled/Frozen 5.6 14.9 14.1 -3.2 7.9

Prepared/Preserved 22.8 20.3 -17.2 -8.7 4.3

Provisionally preserved 40.6 41.2 -0.5 -15.2 16.5

Vegetables 22.3 22.4 -8.1 12.3 12.3
Total

PROCESSED FOOD TOTAL 15.8 13.5 -10.8 2.4 5.2
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Export
SME export as percent of SME export as percent of Industry value of

orientation
SME value of output sold industry exports output sold

Table 38.  Retail sector indicators

Indicators
Average (1994–2006)

Indonesia Malaysia Philippines Singapore Thailand Viet Nam

Retail sales, net (USD million) 94 908.85 24 299.15 38 220.15 15 741.38 50 070.15 16 677.77

Growth rate (percent) 8.84 5.14 4.16 6.20 3.59 8.77

Retail sales, net/capita (USD) 421.92 1 113.15 479.92 3 927.08 811.85 209.77

Grocery retail sales, net (USD million) 64 975.31 13 605.85 24 859.15 6 687.54 30 133.77 11 877.77

Growth rate (percent) 7.29 4.39 3.26 5.70 2.94 7.57

Grocery retail sales, net/capita (USD) 290.15 624.46 312.92 1 668.77 489.00 149.54

Food service sales, net (USD million) 7 771.38 1 962.31 3 139.69 1 492.46 4 152.08 1 026.62

Growth rate (percent) 12.29 6.80 6.18 5.86 5.02 11.45

Food service sales, net/capita (USD) 34.46 89.62 39.23 369.08 67.15 12.77

Total food spending, net (USD million) 72 746.85 15 568.23 27 998.92 8 180.08 34 286.00 12 904.31

Growth rate (percent) 7.80 4.69 3.58 5.67 3.19 7.86

Total food spending, net/capita (USD) 324.31 714.08 352.23 2 037.77 556.15 162.31

Source of Data:  Planet Retail 2007

Table 39.  Philippine SMEs Food Processing: Subcontracting and Export Orientation,
1994, 1998 and 2003

1994 1998 2003

Micro SMEs Large Total Micro SMEs Large Total Micro SMEs Large Total

Food processing/ 57 116 8 181 127 300 8 434 1 225 31 6 1 263
manufacturing

SME subcontracting work SME subcontracted work Total subcontracted work

Subcontracting
as percent of SME value as percent of SME value as percent of industry

of output sold of output sold value of output sold

1994 1998 2003 1994 1998 2003 1994 1998 2003

Food processing/ 1.06 1.21 0.91 0.43 0.59 0.42 0.53 0.78 0.54
manufacturing

Number of
Subcontractors

Export
SME export as percent of SME export as percent of Industry value of

orientation
SME value of output sold industry exports output sold

1994 1998 1994 1998 1994 1998

Food processing/ 35.92 28.77 73.9 83.48 14.61 14.63
manufacturing
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Table 40.  Cost of doing business indicators

Cost to register Rigidity of
Number of Time to start  business Procedures Time to enforce employment

Country
start-up a business  (percent of to enforce a contract index 0 (less

procedures (days) GNI pc) a contract (days)  rigid) to 100
(very rigid)

2004 2009 2004 2009 2004 2009 2004 2009 2004 2009 2004 2009

Philippines 15 15 60 52 25.4 28.2 37 37 862 842 29 29

Indonesia 12 9 151 60 131 26 39 39 570 570 40 40

Malaysia 9 9 30 11 25.1 11.9 30 30 600 585 10 10

Singapore 7 3 8 3 1 0.7 21 21 120 150 0 0

Thailand 8 7 33 32 6.7 6.3 35 35 479 479 11 11

Viet Nam 11 11 56 50 30.6 13.3 34 34 356 295 33 21

Source:  World Bank, Doing Business 2005 and 2010 (http://www.doingbusiness.org)

Table 41.  Trading across borders indicators

Documents to
Time to export

Cost to export Documents to
Time to import

Cost to import
export

(days)
(US$ per import

(days)
(US$ per

Country (number) container) (number) container)

2005 2009 2005 2009 2006 2009 2005 2009 2005 2009 2006 2009

Philippines 8 8 17 16 800 816 8 8 18 16 800 819

Indonesia 7 5 25 21 546 704 9 6 30 27 675 660

Malaysia 7 7 18 18 432 450 7 7 14 14 385 450

Singapore 4 4 5 5 416 456 4 4 3 3 367 439

Thailand 9 4 24 14 848 625 12 3 22 13 1 042 795

Viet Nam 6 6 24 22 669 756 8 8 23 21 881 940

Source:  World Bank, Doing Business 2006, 2007 and 2010 (http://www.doingbusiness.org)

Table 42.  Strength of bureaucracy and input costs in selected countries

Building
Index of ease of

Country
Public institution index Electricity

construction
 doing business

(USD/kWh)
cost (USD/sq. m)

 (2010 rank out
of 183)

Philippines 85 105 113 0.10 1 022 144

China 0.08 97 89

Malaysia 34 30 43 0.07 282 23

Hong Kong

Indonesia 76 68 58 0.07 221 122

Republic of Korea

Singapore 1

Thailand 37 57 60 0.06 329 12

Viet Nam 0.07 93

Sources:  World Bank (WB), Doing Business 2006, 2007 and 2010 (www.doingbusines.org)
MIGA and WB, Benchmarking FDI Competitiveness in Asia (2004)

2004 2009 2010
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Table 43.  Major accomplishments of the SMED Plan’s (2004–2010)
programs and projects

Program Major Outputs

1. Business Environment

1.1 Streamlining business registration – Streamlined the issuance of mayor’s permit in 100 cities
requirements and municipalities in Central Luzon and installed internal

monitoring systems in 26 cities and municipalities
allowing LGUs to implement streamlined business
processes

– Developed the DTI Business Profile Management System
(BPMS) for business matching and prioritizing business
development services

– BFAD completed 70 percent of its Integrated Information
System (BIIS), an automated system in licensing
establishments and registering products

– DTI-BMSMED published handbooks: ”Streamlining
Business Registration in LGUs” and “Simplifying Business
Permit and Licensing Process of LGUs”

2. Access to Finance

2.1 SULONG Program – Released Php197.82 billion in loans to 178 094 MSMEs
from 2004 to April 2010; 2.9 million jobs generated

2.2 Microfinance Program – Released Php169.24 billion in loans to 6.1 million
microfinance clients nationwide from July 2004 to April
2010; 3 million jobs generated

2.3 RA 6977: Magna Carta for MSMEs – Granted loans to MSMEs from Php234.4 billion in 2003 to
Php288 billion in 2010

3. Access to Markets

3.1 OTOP Program – Generated export sales of US$417 million and domestic
sales of Php10 billion

– Assisted 29 639 MSMEs: 312 118 jobs generated

3.2 Market Development – Organized local and international trade fairs that assisted
6 673 companies generating export sales amounting to
US$1.1 billion and domestic sales of Php4.3 billion

– Provided buyer-supplier matching assistance to 6 383
MSMEs generating domestic sales of Php814.4 million and
exports of US$82 million

– Provided product research and development assistance to
3 674 MSMEs

4. Productivity and Efficiency

4.1 DOST SET-UP – From 2006 to 2009, assisted 4 394 firms in technology
transfer and commercialization, generated 162 891 jobs

– Assisted 2 143 firms in packaging and labelling during the
same period

– Provided 4 158 technology trainings to 12 380 firms in the
same period
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Table 44.  Global competitiveness index, 2010/2011

Brunei Cambodia Indonesia Malaysia Philippines Singapore Thailand Viet Nam

GCI 2010/2011 28 109 44 26 85 3 38 59

Basic requirements 20 113 60 33 99 3 48 74

1. Institution 36 94 61 42 125 1 64 74

2. Infrastructure 52 114 82 30 104 5 35 83

3.  Macro-economic 1 116 35 41 68 33 46 85
environment

4. Health and primary 32 110 62 34 90 3 80 64
education

Efficiency enhancers 67 103 51 24 78 1 39 57

5. Higher education 64 122 66 49 73 5 59 93
and training

6. Goods market 78 81 49 27 97 1 41 60
efficiency

7. Labour market 10 51 84 35 111 1 24 30
efficiency

8. Financial market 55 92 62 7 75 2 51 65
development

9. Technological 49 115 91 40 95 11 68 65
readiness

10. Market size 118 96 15 29 37 41 23 35

Innovation and 72 106 37 25 75 10 49 53
sophistication factors

11. Business 77 106 37 25 60 15 48 64
sophistication

12. Innovation 69 108 36 24 111 9 52 49

Source:  The Global Competitiveness Report 2010-2011, World Economic Forum

Table 45.  Transport infrastructure ranking of selected countries (out of 139)

Road Port Air Railway

Philippines 114 131 112 97

Indonesia 84 96 69 56

Viet Nam 117 97 88 59

Source:  The Global Competitiveness Report 2010-2011, World Economic Forum

Table 46.  Strength of bureaucracy and input costs in selected countries

Building
Index of ease of

Country
Public institution index Electricity

construction
 doing business

(USD/kWh)
cost (USD/sq. m)

 (2010 rank out
of 183)

Philippines 85 105 113 0.10 1 022 144

China 0.08 97 89

Malaysia 34 30 43 0.07 282 23

Hong Kong

Indonesia 76 68 58 0.07 221 122

Republic of Korea

Singapore 1

Thailand 37 57 60 0.06 329 12

Viet Nam 0.07 93

Sources:  World Bank (WB), Doing Business 2006, 2007 and 2010 (www.doingbusines.org)
MIGA and WB, Benchmarking FDI Competitiveness in Asia (2004)

2004 2009 2010



240

Chicken broiler
production

Growing of
pineapple

Growing of other
banana

Growing of
Cavendish banana

Growing of
sugarcane

Growing of
coconut

Agri.
ranking

Table 47.  Competitive ranking of regions by related agriculture and
food manufacturing sectors

Agri. products Regions

Food manufacturing (regional ranking)

Slaughtering and
Production, processing

meat packing
and preserving of meat

and meat products

III – Central Luzon 1 1 4

IVA – CALABARZON 2 3 2

Hog farming X – Northern Mindanao 3 1

XI – Davao Region 2 1

XII – SOCCSKSARGEN 1

Beef cattle farming X – Northern Mindanao 2 2

XI – Davao Region 1

XII – SOCCSKSARGEN 1

Livestock farming XII – SOCCSKSARGEN 1

X – Northern Mindanao 2

XI – Davao Region 1

Packing and preserving of fruits and fruit juices

Growing of mango VI – Western Visayas 1

XI – Davao Region 1

XII – SOCCSKSARGEN Suppressed 1
data

X – Northern Mindanao 2

XI – Davao Region 3

XII – SOCCSKSARGEN 1 1

XI – Davao Region 1

Sugarcane milling

VI – Western Visayas 1 1

VII – Central Visayas 4 2

VIII – Eastern Visayas 3

Production Manufacture Manufacture
of crude of refined of desiccated
coconut coconut coconut

oil, and other
copra cake, vegetable
meals and oil (including

pellets corn oil) and
margarine

XII – SOCCSKSARGEN 1

X – Northern Mindanao 2 2

XI – Davao Region 1
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POLICIES AND STRATEGIES FOR THE DEVELOPMENT OF SMALL AND
MEDIUM SCALE FOOD PROCESSING ENTERPRISES IN SRI LANKA

by
Parakrama Samaratunga
Institute of Policy Studies

1. Introduction

Small and Medium Enterprises (SMEs) play an important role in any economy through generating
employment, contributing to the growth of GDP, embarking on innovations and stimulating other
economic activities. This sector is said to be the backbone of all developed and developing nations. This
is specially so in an emerging low-middle income country like Sri Lanka where the development of this
sector is of paramount importance. The relevance of this sector is even more pronounced in such
countries where poverty and unemployment are persistent problems. Poverty and unemployment are
more pronounced in the rural areas of Sri Lanka where 84.9 percent of the population reside (World Bank,
2012). The majority of this rural population is employed in agriculture, particularly in food production
for both subsistence and for the market. One major problem identified as the cause of the backwardness
of rural agriculture is the absence of the close integration of small-scale producers with the emerging
modern food markets. Applying the SME model to agricultural marketing and food processing is
therefore seen as a promising solution to this problem.

Successive governments of Sri Lanka since independence have taken various steps, from time to time,
to promote the SME sector. But most of these efforts were concentrated on the industrial sector and
consequently the small and medium food processing enterprise (SMFE) sector has not grown to the
desired level. There seems to be a vast opportunity for Sri Lanka to harness this opportunity by
developing this vital sector and as such, the objective of this paper is to provide a brief overview of the
SMFE sector in Sri Lanka, and to offer suggestions for enhancing the capacities of SMFEs such that
inclusive and sustainable development can be achieved in the country.

2. Sri Lanka: Background

Sri Lanka is an island nation with 65 610 square kilometres of total land area and located on the
southeast side of its closest neighbour, India. It is a multi-ethnic country with a total population of
20.2 million at present. The average life expectancy at birth of Sri Lankans is 72 years and the literacy
rate is 93.2, which is the second highest in Asia. According to the World Bank, Sri Lanka is a lower-middle
income country with Rs. 313 511.00 (USD2 836) per capita in the year 2012, which is one of the highest
in the South Asian region. The Human Development Index, which was 0.691 in 2011, highlights the
significant positive changes in the real living standards in Sri Lanka. There has been high levels of
satisfaction of basic needs although GDP per capita is relatively low.

Small industries are the major source of employment and food production and therefore, the main
livelihood of Sri Lankan villagers. Consequently, almost all the governments that came to power since
the independence in 1948, showed some awareness of the great need for developing this vital sector.
According to the Central Bank of Sri Lanka, the cottage and small scale industries (CSSI) sector plays an
important role in economic development through the creation of employment opportunities, the
mobilization of domestic savings, poverty alleviation, income distribution, regional development, the
training of workers and entrepreneurs, the creation of an economic environment in which large firms
flourish and contribute to export earnings (Gamage, 2000). Having understood the positive impact the
SMEs could potentially have on economic growth and development, successive governments in Sri Lanka
have taken various steps to develop this sector (Gamage, 2000).
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Being a fast growing country, Sri Lanka’s GDP per capita has increased rapidly over the past years. The
agro-industrial sector is a strategic sector that generates income and employment and makes
a substantial contribution to the region’s food security. Efficiency and competitiveness within the sector
greatly hinge upon supportive and effective policy measures impacting on small and medium food
processing enterprises (SMFEs) that supply the bulk of food requirements in domestic markets. However,
they face major capacity gaps, suffer from low efficiency and are unable to compete in the globalized
market environment. Nevertheless, changing living standards and the growing demand for processed
food associated with growing incomes continues to suggest an increasing role for SMFEs in Sri Lanka.

3. Small and medium food processing enterprises (SMFEs) and their contribution

As explained earlier, SMFEs play an important role in the Sri Lankan economy through generating
employment, contributing to the growth of GDP, encouraging innovations and stimulating peripheral
economic activities. This implies that a fair volume of published research and other written commentaries
should be available on this subject in Sri Lanka. Unfortunately, only a couple of studies could be found
and they were focused on SMEs rather than SMFEs. Consequently, the methodology followed in this
study consisted mainly of stakeholder interviews with only a limited input from published sources.

4. Definitions of SMEs in Sri Lanka

In Sri Lanka, there is no clear definition of SMEs (let alone SMFEs). Different government agencies use
different criteria to identify SMEs. Among these criteria are the number of employees, the size of fixed
investment, and the nature of the business and the sector characteristics, i.e. formal or informal, in which
the industry operates. There are different terms used in different documents to identify this sector. Small
and medium industries or enterprises, micro-enterprises, rural enterprises, small and medium activities
and cottage and small-scale industry are some of the terms frequently used. Table 1 shows the most
popular definitions of SMEs available in Sri Lanka.

Table 1.  Definition of SMEs in Sri Lanka

Institution Criterion Medium-scale Small-scale

Sri Lanka Standards No. of employees Between 50 and 249 Fewer than 50
Institution (SLSI)

Industrial Development Value of machinery Between Rs. 4 million Less than Rs. 4 million
Board (IDB) and 10 million

Ministry of Industry, Value of fixed assets Up to Rs. 16 million Less than Rs. 16 million
Tourism and Investment other than land and
Promotion buildings

Federation of Chambers Capital employed Between Rs. 2 million Less than Rs. 2 million
of Commerce and and 20 million
Industry of Sri Lanka

Ministry of Small and Total investment Between Rs. 20 million Between Rs. 1 million
Rural Industries and 50 million to 20 million

Ceylon National Chamber i) Value of assets other Between Rs. 4 million Less than Rs. 4 million
of Industries than buildings and and Rs. 20 million

lands
ii) No. of employees Between 10 and 50 Fewer than 10

Sri Lanka Export i) Capital investment More than Rs. 40 million Less than Rs. 20 million
Development Board excluding lands and
(EDB) building

ii) Annual export More than Rs. 100 million Less than Rs.100 million
turnover
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In spite of the wide variety of definitions, the most popular one currently rests on the number of
employees and the range from 5 to 100 workers per firm is included in the SME category. Nevertheless,
there is no unanimous agreement on these criteria for SMEs and for SMFEs.

5. Contribution to GDP

SMEs have been identified as an important strategic sector for promoting growth and social
development of Sri Lanka (Gamage, 2000). Over the years, SMEs have gained wide recognition as a major
source of employment, income generation, poverty alleviation and regional development. SMEs cover
a broad areas of economic activity such as agriculture, mining, manufacturing, construction and service
sector industries. Although SMEs cover agriculture, manufacturing and service sectors, reliable data are
available only for the manufacturing sector. Within the manufacturing sector, small and medium scale
industries (SMI) account for about 96 percent of industrial units, 36 percent of industrial employment and
20 percent of value added. However, the total contribution of SMEs and SMFEs to the national economy
cannot be estimated because of the scarcity of information. The only feasible source of such information
is the Industrial Survey of 2010 conducted by the Department of Census and Statistics (published in
2012).

This survey shows that SMFEs perform a strategic role in Sri Lanka. SMFEs account for a very high
percentage of the total number of industrial and business establishments as in other developing
countries. Table 2 shows the contribution of the country’s SMFEs to GDP. However, their classification is
dubious and does not agree with the previously presented ones. Furthermore, according to the DCS
classification of products, food and beverages and tobacco products are the subsectors relevant for this
study.

It is interesting to note that both in terms of value of output and the value added the establishments
with more than five workers contribute more than the other two classes. But what is unclear is the upper
ends of these size classes and there may well be establishments employing more than 100 workers. They
also surpass the two other classes in terms of the total employment provided. In terms of all these
indicators it is clear that the establishments with fewer than 25 and more than 5 employees dominate
the food processing and tobacco subsectors.

World Bank No. of employees Between 50 and 99 From 1 to 49
(for Sri Lankan country
studies and loan
programmes)

Department of Census No. of employees More than 25 (year 2000); Fewer than 25 (year 2000);
and Statistics more than 10 fewer than 10

(year 2003/2004) (year 2003/2004)

Task Force for SMEs Asset value excluding Not exceeding Not exceeding
Development in land and buildings value Rs. 50 million Rs. 20 million
Sri Lanka (2002)

Sri Lankan Apparel i) Export value Rs. 101 million to Rs. 0.25 million to
Industry, Task force on ii) No. of employees 250 million 100 million Between 101
five year strategy (2002) Between 1 and 100 and 250

The Department of Small i) Capital investment Between Rs. 25 and Less than Rs. 5 million
Industries ii) No. of employees 5 million Fewer than 50 employees

Between 100 and 50

Source:  Dasanayaka, S.W.S.B., 2009.

Table 1.  (continued)

Institution Criterion Medium-scale Small-scale
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The two subcategories defined by the DCS include a broad array of food and tobacco products
(Table 3). Processing of grains for animal feed far outweigh the other products in terms of the number
of firms, number of employees, value of output and the value added. Animal feed is an intermediate
product for the livestock industry and it is this intermediate product that dominates the SMFE sector in
Sri Lanka. The contribution of the SMFEs towards the high value added industries such as processed fish,
meat and dairy products is far less and this seems to be the industries that future SMFEs development
programs should concentrate on.

The beverages sector, according to Table 3, records a remarkably high value of output as well as value
added compared to its small number of establishments. This is because this sector includes the tea
processing and exporting industry that turns out a high value product. Tobacco on the other hand is an
agricultural product but whether it should be in the food and beverage category may be a controversial
issue. However, the tobacco products handled by the SMFE sector are the low end products such as beedi,
which can fetch only low prices. Nevertheless, this low income industry employs the second largest work
force indicating the wide disparity in income and employment within the SMFE sector itself.

Table 3.  Main subdivisions of SMFEs in Sri Lanka (Establishments with
25 employees or more)

Type of industry
No. of Persons Employees Value of output Value added

establishments engaged (No.) (No.) (Rs.) (Rs.)

Production, processing and 29 4 065 4 039 40 588 690 678 11 600 645 855
preserving of meat, fish,
fruit, vegetables

Manufacture of dairy 25 2 899 2 857 55 143 463 861 11 348 132 409
products

Manufacture of grain 741 70 605 70 135 216 586 244 435 121 332 135 426
mill products and
prepared animal feeds

Manufacture of other food 38 5 360 5 350 27 438 233 346 11 115 301 312
products

Manufacture of beverages 22 2 155 2 132 39 676 298 862 37 645 765 608

Manufacture of tobacco 52 6 115 6 084 6 846 741 661 3 086 804 637
products

Source:  Department of Census and statistics (2010)

Table 2.  Contribution of SMFEs to the national economy and employment

No. of Employees Value of Value added
Gross addition

establishments (No.) output (Rs.) (Rs.)
to fixed

assets (Rs.)

Manufacture of food products and beverages

Establishments with 4 570 121 467 444.4 billion 202.8 billion 3 355 042 744
5 or more persons

Establishments with 953 95 875 378.3 billion 176.2 billion
25 or more persons

Establishments with 3 617 25 593 66 billion 26.6 billion
fewer than 25 persons

Manufacture of tobacco products

Establishments with 164 4 338 40.5 billion 38.2 billion 51 556 333
5 or more persons

Establishments with 23 3 229 40.2 billion 38 billion 32 284 233
25 or more persons

Establishments with 141 1 108 0.28 billion 0.162 billion 19 272 100
fewer than 25 persons

Source:  Department of Census and statistics (2010)
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6. Enterprise creation and job creation

The growth of a diverse and competitive SME sector is considered to be one of the critical factors in
achieving sustainable economic growth. Some advanced economies have succeeded in this regard
because SMEs form a fundamental part of their economies.

SMFEs play a crucial role in economic development process by developed as well as developing
countries. This is particularly important to developing countries, as poverty and unemployment are
severe problems in their economies. According to the data presented in Table 4, the number of
establishments manufacturing food products and beverages is 27 percent of the total number of
industrial establishments in Sri Lanka and this can be used as an indicator of developing country’s SMFEs.
These SMFEs create significant employment opportunities in Sri Lanka and have positive impacts on the
economic and social welfare of rural people, especially as they provide them with much needed income.

Table 4.  Principal indicators of industrial activity classified by industry division
(establishments with 5 or more persons employed)

Industry No. of Percent Em- Percent Salaries Value of Value of Value Percent Gross
division establish- of total ployees of total and output input  added of GDP additions

ments industrial (No.)  industrial wages   (Rs.) (Rs.) for the to fixed
establish-  em- (Rs.) year assets

ments ployees (Rs.)
for the

year

Manufacture 4 570 27 121 467 17.7 18.9 444.4 241.5 202.8 2.6 10.5
of food  billion billion billion billion billion
products and
beverages

Manufacture 164 0.97 4 338 0.63 1 40.5 2.3 38.2 0.5 19 272 100
of tobacco billion billion billion billion
products

Source:  Department of Census and statistics (2010)

 

Table 5.  Employment by nature of employment and gender classification by industry

Type of
Working Unpaid family

Operatives Other employees
Total persons

industry
proprietors workers employed

Male Female Male Female Male Female Male Female Male Female
(No.) (No.) (No.) (No.) (No.) (No.)  (No.) (No.) (No.) (No.)

Production, 12 4 9 1 1 956 522 1 045 516 3 022 1 043
processing and
preserving of
meat, fish, fruit,
vegetables

Manufacture 33 4 5 0 1 267 649 828 145 2 133 798
of dairy
products

Manufacture 269 61 86 56 23 799 27 779 15 118 4 448 39 273 32 345
of grain mill
products and
prepared
animal feeds

Manufacture 6 5 0 0 2 325 896 1 589 540 3 919 1 441
of other food
products

Manufacture 11 2 6 3 577 879 372 1 401 966 2 286
of beverages

Manufacture 46 53 2 3 6 179 4 888 2 854 1 415 9 081 6 359
of tobacco
products

Source:  Department of Census and Statistics (2010)
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Table 5 shows employment by nature of employment and gender classification by industry in SMFEs. It
is important to note that the majority of employees in SMFEs are male. It may be because of the arduous
nature of the work which involves working overtime, especially in the food processing industry. This
difference can be seen in all classes of workers specified in Table 5, except in the case of the beverage
production sector, where female labour plays a large part in the manufacture of tea, the major beverage
product of Sri Lanka.

7. Investment promotion

Having understood the importance of the SME sector, successive governments have taken various steps
to promote the SME sector of which SMFEs are a major component. This is reflected in the proliferation
of various policies, the provision of institutional support by establishing a considerable number of
supportive institutions and organizing various entrepreneurship development and small business
development programs. The aim of the following section is to review briefly the promotional efforts
made by Sri Lankan Governments towards the development of the SME sector since independence was
gained in 1948.

Gamage (2003) states that the changes in economic policies of Governments after 1977 helped the
development of small industries in significant ways. He also lists many institutional innovations that
followed suit for SMEs at large, but not specifically for SMFEs. Therefore, a selected set of institutional
changes relevant to SMFEs is discussed below.

1. The massive increase in investment, both by the government and the private sector, created
a demand for a wide range of products that could be met by rapid expansion of small industries in
competition with imports and the products of large local enterprises. The rise of income and the general
expansion of demand, in particular for prepared foods, led to a surge in employment and wages, and
in turn this stimulated the small scale production sector.

2. The continued depreciation of the rupee also encouraged import substitution, particularly because
of the continued increase of the rupee price of imported manufactured goods at the prevailing rates of
tariff protection. Although these were relatively low compared to the rates prevailing prior to 1978 they
were still significant.

This encouraged the government that followed, to establish various institutions and launch various
programs aimed at supporting the sector and thereby boosting the Sri Lankan economy. The following
is a list of such policies and institutional interventions that could have some impact on the SMFE sector:

● Ceylon Institute of Scientific and Industrial Research (CISIR)

The establishment of the Ceylon Institute of Scientific and Industrial Research (CISIR) was established in
1955 and has contributed to the development and dissemination of appropriate technology to enhance
the efficiency and productivity of SMEs. Over the years, the CISIR has catered to the technology
requirements of cottage and small-scale industries, especially in the areas of agro- and food processing
and preserving, wood and wood products, leather products, chemical products, and paper and paper
products.

● Department of Rural Development and Cottage Industries

The Department of Rural Development and Cottage Industries was established in 1957 as the main
institution responsible for promoting the cottage industrial sector. The Department was renamed the
Department of Rural Development and Small Industries in 1968 and its scope of activities was expanded
beyond food processing to include industries such as power looms, hand looms, carpentry, commercial
pottery and coir fibre. In 1993, the Department was wound-up and its duties and functions were
allocated to the provincial councils.
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● The People’s Bank and the Bank of Ceylon

The establishment of the People’s Bank and the nationalization of the Bank of Ceylon in 1961 were
landmarks in providing institutional credit to SMEs (including SMFEs). The Bank of Ceylon branches and
its sub offices at Agrarian Services Centers provided credit facilities under special programs to SMEs.
Some domestic private banks have also introduced special facilities for these industries with the
expansion of their branch network.

● Industrial Development Board (IDB)

With the main objectives of encouraging, promoting and developing SMEs in Sri Lanka, the Industrial
Development Board (IDB) was established in 1969. The IDB is considered to be the chief industrial
extension institution in the country and was armed with regional offices and industrial extension offices.
Over the years, the IDB has concentrated mainly on the development and dissemination of appropriate
technologies, marketing facilities and, in some cases, financial facilities and conducting entrepreneurship
training and small business training for the small-scale industrial sector.

●  The Small Scale Industries Credit Scheme (SSI)

The Scheme was introduced in 1974 in order to enlarge the small industry sector credit base. The Central
Bank offered credit guarantees from July 1979 on SMI loans provided with financial assistance from the
International Development Association (IDA).

● National Development Bank (NDB)

In 1979 the Government established the National Development Bank with the primary objective of
providing project finance for large industry, agriculture and commerce. However, it was also had an
important secondary objective, namely to ensure that small industrialists are given access to project
finance on the same terms and conditions as afforded to large borrowers. Accordingly, the Small and
Medium Industries Loan Scheme was initiated in 1979.

● Small Enterprise Development Division (SEDD)

The self-employment programs assisted by the Ministry of Youth Affairs and Sports (MYUAS), as well as
several non-government organizations (NGOs) and private institutions have also helped the promotion
of the SME sector in the country. In this respect, a separate Small Enterprise Development Division (SEDD)
was established under the Ministry of Youth Affairs and Sports in 1984 with the objectives of formulating
strategies and policies for stimulating self-employment and small-scale enterprises.

● Regional Rural Development Bank (RRDB)

The establishment of a Regional Rural Development Bank (RRDB) in 1985 made available an additional
credit outlet to the small business sector. Several microcredit schemes were implemented by these banks.
The Janasaviya Trust Fund, the Samurdhi Development Loan Scheme or SAHANA for Samurdhi
beneficiaries and “Surathura Diriya” also provide financial assistance to this sector.

8. Analysis of survey findings

Definition of SMFEs

The in-depth interviews conducted with several stakeholders in the field of SMFEs revealed the
importance of having a clear definition for the SME sector, especially for SMFEs. Almost everyone
(more than 75 percent) suggested that the “turnover” would be the best instrument to classify SMEs.
According to them, if the turnover is below Rs.1 million per month it could be categorized as an SME.
However, 25 percent suggested that the turnover should be below Rs.600 000 per annum for SMEs.
Furthermore, all of them collectively selected turnover as the best instrument to define the SME sector
rather than employment, capital investments etc. It was argued that considering employment as
a measure of defining SMEs was not appropriate because mechanization and the introduction of new
technology have reduced manual labour involvement in many business activities. Furthermore, it was
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accepted that “capital investment” could be another instrument used to define an SME. Nevertheless,
state organizations without fail use number of employees as the sole instrument to define an SME.

Registration

There is no single institution for registering companies in Sri Lanka. Entrepreneurs can register their
businesses at the provincial councils or at the Export Development Board (EDB), Board of Investments
(BOI) or any other development board depending on the nature of the business (for example, if the
business relates to coconut processing they can go to the Coconut Development Board (CDB)).
In Sri Lanka most of the SMFEs can be identified as family businesses. Furthermore, there are several
informal enterprises involved in the SMFEs sector. Such enterprises have established businesses without
registering at any state institutions.

It was revealed that in Sri Lanka all SMEFs fall into the category of SMEs and also there are very few
micro-enterprises. It is very disheartening to note that Sri Lanka does not have a list of SMFEs currently.
The Sri Lanka Food Processors Association (SLFPA) is currently preparing a list of all SMEs in operation
and it is likely there are 1 000 to 2 000 SMEs in operation and more than 100 of these could be SMFEs.

In Sri Lanka the main SMFEs are SMAK, Harischandra, MA’s Foods, and KVC. Also there are multinational
companies such as Nestlé, Fonterra, Unilever and domestic large enterprises such as Cargill, Prima, Keells,
Ceylon Biscuit Limited (CBL), all of which compete with the SMFEs in the domestic market.

Labour and employment

Almost all the stakeholders who were interviewed stated that they use both skilled and unskilled labour
in their businesses. And it was discovered during interviews that finding youth employment is very
difficult as most of the youngsters are looking for decent “white collar” jobs. More than 50 percent agreed
that Sri Lanka has very rigid labour regulations and firing of an employee is very difficult under the
current system. However, the other approximately 50 percent said that it is important to have rigid labour
regulations.

Capital and technology

The majority of the stakeholders interviewed initiated their businesses using basic machinery and
gradually introduced new machinery and technology. Presently, most of the machines are imported from
developed countries such as Germany, Italy, Japan. After 2003, (after the signing of the Indo-Sri Lanka
Free Trade Agreement in 1998 and it entering into force on 1 March 2000), nearly 30 percent of the
entrepreneurs interviewed attempted to import machinery from India. It was stated that even though
the importation of machinery from India is cheap the quality of the machinery is also low. Stakeholder
interviews highlighted that they have to pay nearly 18 percent interest when importing machinery.
Nearly 50 percent of the interviewees were not satisfied with the present banking system in Sri Lanka.
They stated that banks are not development oriented because in releasing loans they only consider the
recovery process, which is demotivating for entrepreneurs.

Food regulations

The entire set of interviewees was satisfied with the existing food regulation system in the country.
Sri Lanka has a record of maintaining good food standards because of strong regulations. However,
75 percent of them stated that even though the country has good regulations, the implementation and
monitoring processes are not satisfactory because of institutional weakness. Thus, they suggested
establishing a strong institute to monitor these activities. Presently, the Consumers Affairs Authority (CAA)
and the Health Ministry handle monitoring. Furthermore, food testing is very costly and time consuming.
They highlighted that government support is very minimal in food testing and Sri Lanka has only
a handful of accredited testing laboratories. In addition, only registered companies are liable to maintain
all these food standards and the informal sector is not bothered about the standards. For example, SLS
729 is compulsory for all fruit drinks but only a few companies meet the standard. However, most of the
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consumers still consider only the price and not the quality and as a result non-registered companies can
also survive in the market.

Environmental regulations

All stakeholders responded positively to the environmental levy which was imposed by the government
and they completely agreed on having strong environmental regulations. But, they expressed their
dissatisfaction with the implementation process. Furthermore, some environmental regulations were
thought to be unsuitable for the present day. However, the relevant authorities have not taken any action
to alter those unsuitable regulations.

More than 75 percent of the respondents are of the opinion that a reduction of corporate taxes is in
order. Also they complained that the government involvement in SMFEs is very minimal. They expect
government support especially for infant industries and also to maintain smooth market functioning,
particularly to reduce the near monopoly situation in packaging material. Sri Lanka has only one packing
material factory where all the SMFEs have to face several difficulties in purchasing their requirements.
Because of the high cost of packaging materials and other inputs it is difficult for SMFEs to compete with
the multinationals who are operating in the domestic market.

Infrastructure

The respondents also highlighted several issues relating to the general infrastructure. The main issue was
the poor state of the power supply. The entire sample of stakeholders showed dissatisfaction with the
electricity supply and electricity tariff. It was stated that Sri Lanka has very high electricity tariff rates
when compared to other countries in the region. However, the entire sample was satisfied with the
present road network and the newly built expressway, port and the airport.

Furthermore, it was emphasized that there is no level playing field in the SMFE sector. The only support
given by the government is providing funds for them to participate in international trade fairs. The
following graphs in Figure 1 indicate the obstacles in Sri Lanka with respect to the business environment.
The problems that were identified by the survey respondents are very similar to the Enterprise Survey
findings.

Figure 1 indicates the top ten constraints as identified by firms in Sri Lanka and the top three constraints
broken down by large, medium, and small firms in Sri Lanka. According to the enterprise survey, practices
in the informal sector, access to finances, tax rates and electricity are identified as the main obstacles in
business operation. Furthermore, according to the size of the firms, the SME category has identified
practices in the informal sector, access to finances, tax rates and electricity as the main business
environment obstacles.

The following suggestions were highlighted during discussions:

● Establish a separate chamber/institute for SMFEs.

At present Sri Lanka does not have a separate institute for SMFEs. Thus, entrepreneurs had to face
several difficulties in business activities. Therefore, it is important to have a separate body that
could be attached to the National Chamber of Commerce to support SMFEs.

● Provide good guidelines on business operation.

Interviews highlighted that there is no proper mechanism or gradual implantation process in
rules and regulations on SMFEs. Thus, it is essential to have proper guidelines for SMFEs.

● Prepare a set of regulations to monitor retailers’ activities.

In the SMFE sector the “retailer” is the person who handles domestic business. He, being the
middleman of the value chain, handles the major segment of monetary activities. According to
the informants these retailers keep money in their hands for long period without transferring it
to the producers.

● Promote SMFE clusters as in Italy, Germany and UK and the government has to take the lead in
identifying potential areas to establish industrial zones. One potential area could be Matara-
where several SMFEs are in operation.
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● The Government should be involved in promoting advanced technologies in SMFEs.

❍ Presently, most SMFEs are using primitive technologies and expect government support by
way of reducing tax rates for importing capital instruments, providing incentives for research
and development etc.

● The Government should take remedial measures to address the issue of labour shortages.

● Reduce electricity tariffs.
● The Government should participate in establishing a level playing field by way of providing tax

incentives and tax reliefs. Simultaneously, gradual implementation of regulations is needed.
● The Government should directly get involved in providing packaging material to the entire

SMFEs sector by manufacturing packing materials in Sri Lanka.

Source:  International Finance Corporation and World Bank, 2011

Figure 1.  Business environment obstacles in Sri Lanka, 2011
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9. Constraints and recommendations

Constraints

Shortage of capital because of lack of access to bank facilities and lack of knowledge of bank procedures
are major problems in the SMFE sector in Sri Lanka. Although there are some loan schemes available,
the high rate of interest makes the venture unattractive. The sector has a weak institutional base because
of the lack of management skills. Management skills are the critical factor in the success of all businesses
and small businesses are no exception.

The use of obsolete or inappropriate technology results in low productivity, low quality of products, and
a high rate of rejection of products, resulting in higher costs to the producer and a reduction in market
competitiveness. Again, this is also because of the weak financial base and the lack of managerial skills.
The weak financial position may obstruct the upgrading of technology, expansion of production capacity,
production efficiency, and prevents the firm from going for new and sophisticated technology and
spending on training and development of its workforce to increase productivity. In some cases, although
funds are available, the management does not utilize them in areas such as training and development
since the management does not understand the positive impact of training on business success.

The lack of SMFE policies and institutional support to protect and encourage SMEs also hampers the
progress of this sector.

Recommendations

● Establish a separate body to monitor SMFE business activities.
● Prepare a set of rules and regulations to administrate SMFE activities.

● Ensure the dynamic involvement of the government in several areas
❍ reducing electricity tariff, establishing industrial clusters, providing tax incentives, promote

research and development etc.
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POLICIES AND STRATEGIES FOR THE DEVELOPMENT OF SMALL AND
MEDIUM SCALE FOOD PROCESSING ENTERPRISES IN THAILAND

by
Thailand Development Research Institute (TDRI)1

1. Introduction

Thailand is an agriculture-based country and a net food producer supplying both domestic and overseas
markets. Many studies, e.g. Krishnamurthy (2009), have pointed out that prior to 1960, Thailand exported
primary agricultural products, particularly rice, and rice exports accounted for 46 percent of the value
of the country’s total exports. The rice premium tax was the major source of revenue for the government
accounting for 10 to 15 percent of total state revenues. During the 1970s, other crops such as cassava,
kenaf,2 maize and sugarcane were grown primarily for export and the area under rice cultivation was
reduced gradually. Moreover, technologies for producing sweetened condensed milk and canning
vegetables and fruits were imported from Taiwan and Japan and since then the Thai food industry has
focused more on agro-industrial products and the export structure of food commodities has shifted from
agriculture-based commodities to agro-industry commodities.

During the 1990s, the food industry played an important role in the country’s economy, especially as
other sectors were seriously affected by the economic and financial crises of 1997 and 1998. The food
industry became the mechanism by which the Royal Thai Government (RTG) maintained the country’s
competitiveness in the global market. In 1999 the RTG initiated a policy called “Thailand: Kitchen of
the World”, the aims of which were to: 1) develop Thailand’s food industry to be in the top five of the
world’s food exporters and have Thai food products guaranteed in terms of sanitation and safety;
2) stimulate more exports of Thai ingredients and other Thai seasoning products; 3) support Thai
restaurants overseas to play a role in promoting Thai tourism and Thai products; and 4) encourage the
opening of Thai restaurants abroad and promote the so-called “Real Thai Taste” (Benjasitichai, no date,
p. 75). Now, the RTG has established policies and legal frameworks concerning investment promotion,
good manufacturing practice and packaging to support Thailand’s food processing industry. Moreover,
the country has developed strong cooperative relations with other countries in the region such as
Lao PDR, Malaysia, Myanmar and Viet Nam to develop joint ventures in the food processing industries.

Thailand has become one of the world’s largest food producers and food exporters and food products
from Thailand are widely accepted in terms of quality and safety. In 2010, Thailand was ranked as the
world’s 9th largest food exporter, valued at USD25 638.75 million (National Food Institute, 2011),
an increase from 10th position in 2009. The major customers are the ASEAN countries, Japan, the
United States, and the countries of the European Union (The Customs Department, 2011). The share of
Thai food exports was approximately 2.4 percent of the world market and the principle exports were:
prepared and preserved fishery products; rice; cane sugar; prepared and preserved fruits; feedstuff; wheat
products and other food preparations; beverages; sauce and preparations thereof; animal or vegetable
fats; prepared and preserved vegetable; and meat and prepared meat.

1 This paper was prepared by Dr Yongyuth Chalamwong, Ms Khanittha Hongprayoon, Ms Jidapa Meepien and Miss
Wanwisa Suebnusorn.
2 Kenaf or Hibiscus cannabinus is a plant in the Malvaceae family. Hibiscus cannabinus is in the genus Hibiscus and is
probably native to South Asia, though its exact natural origin is unknown. The name also applies to the fibre obtained from
this plant. Kenaf is one of the allied fibres of jute and has similar characteristics.
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Source:  Krishnamurthy, 2009 (p. 21)

Figure 1.  Evolution of Thailand’s food processing industry
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Table 1.  Processed food in Thailand

Category Processed food

Animal products Chilled and frozen chicken
Sausage, ham, bacon, meatballs, Thai style sausage
Fermented pork sausage
Chinese style roasted pork (shredded, sliced)

Fishery products Chilled and frozen shrimp
Chilled and frozen squid
Frozen ready-to-eat fishery products
Canned tuna fish in brine, in oil
Canned sardine in tomato sauce
Canned shrimp, crab meat
Canned sandwich spread
Fish oil
Dried shrimp, squid, anchovy, fish, jelly fish, mussel
Fish sauce
Fermented shrimp, shrimp paste
Salted fish
Fish ball
Surimi and surimi products

Vegetables/fruits Canned pineapple
Canned pineapple juice
Canned tropical fruits
Canned tropical fruit juices
Canned vegetables (corn, bamboo shoot, mushroom, beans, etc.)
Dried fruit (banana, longan, lychee, etc.)
Osmotic dried fruit (pineapple, papaya, guava, etc.)
Dried vegetable (pepper, chili, carrot, green onion leaves, onion, garlic,
mushroom, herbs, etc.)
Pickled fruit (mango, guava, peach, etc.)
Fried vegetable and fruit (zucchini, pumpkin, durian, jackfruit)

Cereals/tubers Milled rice
Canned cooked rice
Flours (rice, cassava, corn)
Modified starch
Vermicelli
Rice noodles
Rice sheets
Mung bean noodles
Instant noodles, instant soup, instant rice
Spaghetti, macaroni

Vegetable oil products Cooking oil (palm, coconut, soybean, sunflower, rice bran, cotton seed)
Margarine, shortening
Mayonnaise, salad dressing, salad cream

Drinks Carbonated drink (canned, bottled)
Tonic drink (canned, bottled)
Drinking water, soda water, mineral water
Alcoholic drink (beer, wine cooler, wine, whisky)
Coffee, tea (dried, ready-to-eat, canned)
Ice block and chips

Snacks Extruded snacks
Chips (potatoes, banana)
Crackers
Chocolate, wafers
Gelatine products
Roasted nut, seeds (peanut, sunflower seed, pumpkin seed, watermelon seed)



255

Both the domestic and international markets for Thai processed food products are flourishing, but the
domestic market has become more selective and requires more product variety than before.

The Thai food processing industry comprises predominantly small and medium enterprises (SMEs). It
accounts for 42 percent of the SMEs. Because most companies are SMEs, investments in technology and
sanitary and phytosanitary measures are rare. Many of them are unorganized and unregistered
household/cottage industries (Krishnamurthy, 2009, p. 30). As they are mostly unregistered, food
processing SMEs have faced difficulties in the areas of business skills, especially marketing,
standardization of production, packaging management, technology for production and investment
funding. Thus their products are distributed and sold in local areas only. It is very difficult for the products
to enter a modern supermarket or an international market (Taweekul and Srigam, 2001, p. 134). This
paper, therefore assesses agro-industrial policy’s contribution to facilitating improvements in efficiency
and competitiveness in the food processing sector. The study will analyse the achievements and
constraints, major issues, the role of public policy and South-South cooperation in the region and the
opportunity for the engagement of FAO and other development partners in agro-industrial policy
development.

2. Review of small and medium food processing enterprises (SMFEs) and their
contribution to development in the country

Definition and measurement of SMEs in Thailand

In the context of international studies, SMEs refer to private enterprises, including manufacturing industry
and the service and trade sector, with fewer than 250 employees. Generally, SMEs can be classified into
three categories: micro-enterprises comprising 0 to 9 employees, small enterprises comprising 10 to 49
employees and medium enterprises comprising 50 to 249 employees. The large enterprises comprise of
more than 249 employees (Wattanapinyo, 2006, p. 33).

There is no single definition of SMEs in Thailand and definitions of SMEs vary according to each state
agency. Some agencies define SMEs according to the sales per annum, the net fixed assets, the number
of employees and the registered capital (Sevilla and Soonthornthada, 2002, p. 3). The Ministry of Industry’s
Department of Industrial Promotion (DIP) defines three different categories of SMEs: 1) production sector
SMEs (including agricultural processing, manufacturing and mining); 2) service sector SMEs; and
3) trading sector SMEs.

The Ministry of Labour has classified SMEs into three categories: micro enterprises in comprising
1 to 9 employees, small enterprises comprising 10 to 49 employees and medium enterprises comprising

Dairy products Pasteurized milk (pouch, bottle, paper box)
Sterilized milk (can, ultra heat treated (UHT), bottle)
Sweetened condensed milk
Cheese, butter

Bakery products Bread
Cake
Cookies

Seasonings Seasoning mix, sauce
Vinegar
Soup broth
Monosodium glutamate (MSG)

Others Sugar (cane, coconut, palm)
Traditional Thai foods, etc.

Source:  Taweekul and Srigam, 2001 (p. 132-133)

Table 1.  Processed food in Thailand

Category Processed food
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50 to 299 employees. Large enterprises comprise more than 300 employees. According the National
Statistical Office, SMEs are classified into two categories including small-scale enterprises, which comprise
10 to 49 employees and medium-scale enterprises, which comprise 50–199 employees. The large
enterprises comprise more than 200 workers. (Wattanapinyo, 2006, p. 37)

The definition of SMEs has been formally instituted since 2000 when the SMEs Protection Act was
established. According to the act, SMEs are classified as shown in Table 2.

Table 2.  Criteria for the classification of SMEs in Thailand

Industrial sector
Number of employees (person) Fixed assets (million baht)

Small-scale Medium-scale Small-scale Medium-scale

Manufacturing ≤50 51–200 ≤50 51–200

Wholesale ≤25 26–50 ≤50 51–100

Retail ≤15 16–30 ≤30 31–60

Services ≤50 51–200 ≤50 51–200

Source:  OSMEP. The Office of Small and Medium Enterprises Promotion (2002; p. 7-8)

Ninety-eight percent of all industries in Thailand are SMEs and as previously noted, nearly 42 percent of
the SMEs are engaged in the food processing industry.

SMFEs contribution to GDP

In the past decade, the export value of processed food accounted for 7 to 8 percent of Thailand’s Gross
Domestic Product (GDP). In terms of contribution to GDP, although the number of SMFEs is larger than
the Large Enterprises (LEs), the GDP value of SMFEs is smaller than the LEs. In 2010, the Office of Small
and Medium Enterprises Promotion (OSMEP) pointed out that the GDP value of the food processing
industry was 620 458.4 million baht with 66.8 percent of the total GDP or 414 329 million baht from LFEs.
The SMFEs accounted for 33.2 percent or 206 128.8 million baht. (Figure 2)

Source:  OSMEP. The Office of Small and Medium Enterprises Promotion (2011)

Figure 2.  Contribution of SMFEs towards GDP of manufacturing sector in 2010

Large-scale enterprise, 
414 329.70, (67%)

Small-scale enterprise
87 645.10, (14%)  

Medium-scale enterprise,
118 438.70, (19%) 

SMFEs and enterprise creation

In 2011, there were about 49 853 SMFEs in Thailand with small-scale enterprises accounting for
95.49 percent, medium-scale enterprises accounting for 2.97 percent and large-scale enterprises
accounting for 1.54 percent. Figure 3 shows the number of enterprises of various scales that made up
the total number of food processing enterprises in 2011.
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Most of the entrepreneurs in the food industry are small-scale and medium-scale enterprises.
Table 3 shows that the small-scale food enterprises (SFEs) account for 95.49 percent, the medium-scale
food enterprises (MFEs) account for 2.97 percent, and the large-scale food enterprises (LFEs) account for
1.54 percent of the total respectively.

Source:  Department of Industrial Works Website as of 21 January 2011

Figure 3.  Number of enterprises that made up the total number
of SMFEs in Thailand, 2011

Small-scale enterprises,
47 607, (95%) 

Medium-scale enterprises,
1 480, (3%)

Large-scale enterprises, 
766, (2%) 

Table 3.  Number of companies of food processing industry
by food commodity and scale

Food commodity
Small-scale Medium-scale Large-scale Total

Total Percent Total Percent Total Percent Total Percent

Production of meat and 856 83.59 84 8.20 84 8.20 1 024 2.05
meat production

Prepared and preserved 620 67.03 173 18.70 132 14.27 925 1.86
fishery products

Prepared and preserved 407 63.20 153 23.76 84 13.04 644 1.29
vegetables/fruits

Vegetable and animal 259 68.52 80 21.16 39 10.32 378 0.76
oils and fats

Dairy products 341 85.25 32 8.00 27 6.75 400 0.80

Cereals and tubers 38 608 98.34 533 1.36 120 0.31 39 261 78.75

Starches and starch 570 85.84 69 10.39 25 3.77 664 1.33
products

Feedstuff 2 852 95.42 98 3.28 39 1.30 2 989 6.00

Bakery products 540 62.00 62 9.87 26 4.14 628 1.26

Sugar and molasses 45 43.69 7 6.80 51 49.51 103 0.21

Coffee, cocoa, chocolate 80 75.47 21 19.81 5 4.72 106 0.21
and confectionery

Other food products 2 097 93.28 120 5.34 31 1.38 2 248 4.51

Malt liquors and malt 38 29.69 20 15.63 70 54.69 128 0.26

Drinking water and 294 82.82 28 7.89 33 9.30 355 0.71
non-alcoholic beverages

Total number 47 607 95.49 1 480 2.97 766 1.54 49 853 100.00

Source:  Department of Industrial Works Website as of 21 January 2011

Most SMFEs are located in the areas where raw materials are easily collected. Fishery processing
enterprises are located along the Gulf of Thailand, from Songkhla in the south to Samut Sakhon near
Bangkok. Pineapples are in the pineapple growing areas such as Prachuap Khiri Khan and Chon Buri
whereas vegetables and fruit are grown in the north, e.g. Lampang (Taweekul and Srigam, 2001, p. 134).
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According the statistics reported by Department of Industrial Works (DIW) (2010), most of the SMFEs
are located in the northeastern part of the country, followed by the northern and the southern parts.
In terms of food commodities, it can be concluded that most SMFEs are related to the production of
meat and meat products and are mostly located in the northeastern part of Thailand, followed by
Bangkok’s surrounding provinces and the northern part of the country: 24.68 percent, 18.90 percent and
18.61 percent respectively.

Table 4.  Number of companies of food processing industry distributed by region

North-
Bangkok’s

Description
east

North South East  West Central surrounding Bangkok Total

 provinces

Production of meat and 256 193 68 81 75 61 196 107 1 037
meat production

Dairy products 70 32 12 8 19 23 18 6 188

Prepared and preserved 24 13 180 69 49 4 279 46 664
fishery products

Vegetable and animal 22 14 130 97 24 10 66 8 371

oils and fats

Prepared and preserved 42 168 16 75 141 22 133 38 635

vegetables/fruits

Cereals and tubers 30 509 5 867 2 488 1 119 956 527 286 95 41 847

Starches and starch 213 164 162 102 108 65 213 243 1 270

products

Sugar and molasses 31 14 1 25 28 4 19 4 126

Coffee, cocoa, chocolate 92 94 40 29 19 13 107 120 514

and confectionery

Other food products 29 30 23 89 61 16 160 63 471

Ice 405 247 285 171 120 83 177 97 1 585

Drinking water and 11 10 4 12 5 4 23 18 87
non-alcoholic beverages

Malt liquors and malt 3 1 2 1 8 2 17

Total 31 707 6 847 3 411 1 878 1 605 832 1 685 847 48 812

Source:  Department of Industrial Works Website calculated by TDRI research team

Table 4 shows that most of the SMFEs producing dairy products are found in the northeastern part
of Thailand, followed by the north and the central part of Thailand: 37.23 percent, 17.02 percent and
12.23 percent, respectively.

The SMFEs producing fishery products are mostly located in the areas of Bangkok’s surrounding
provinces. The DIW reported that in 2010, it accounted for 42.01 percent whereas the southern and the
eastern parts of the country accounted for 27.10 percent and 10.39 percent, respectively.

The SMFEs producing vegetable and animal oils and fats are located mainly in the southern part of
Thailand and account for 35.04 percent, followed by the eastern part and Bangkok’s surrounding
provinces, accounting for 26.15 percent and 17.79 percent, respectively.

The SMFEs producing prepared and preserved fruits and vegetables are mostly found in the northern
part of Thailand and account for 26.45 percent, followed by the western part, which accounts for
22.20 percent. Bangkok’s surrounding provinces account for 20.94 percent.

The SMFEs producing cereals and tubers are mostly found in the northeastern part of Thailand and
account for 72.90 percent, followed by the northern part, which accounts for 14.02 percent. The southern
part of the country accounts for 5.95 percent.
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The SMFEs producing starches and starch products are mostly located in the areas of Bangkok and
account for 19.13 percent, followed by the northeastern part of Thailand and Bangkok’s surrounding
provinces which account for 16.77 percent per each.

The SMFEs producing sugar and syrup are mostly located in the northeastern part of Thailand and
account for 24.60 percent, followed by the western and eastern parts, which account for 22.22 percent
and 19.84 percent respectively.

The SMFEs producing coffee, cocoa, chocolate and confectionery are mostly located in Bangkok and
account for 23.35 percent, followed by Bangkok’s surrounding areas and the northeastern part of
Thailand, which account for 20.82 percent and 17.90 percent respectively.

The SMFEs producing drinking water and non-alcoholic beverages are mostly located in Bangkok’s
surrounding provinces and account for 47.06 percent, followed by the northeastern part of Thailand and
the southern part, which account for 17.64 percent and 11.76 percent respectively.

According to the DIW (2010) most of the SMFEs are located in areas where raw materials are easily
collected, e.g. fishery processing enterprises are mostly located in the areas near the Gulf of Thailand and
the Andaman Sea such as in Samut Sakhon Province and the southern part of Thailand.

SMFEs and job creation

SMFEs are labour-intensive and most workers usually have a low-level of education. At the end of
September 2011, operating workers in SMFEs accounted for 38.90 percent of overall operating workers
in the food processing industry (Figure 4). The number of workers in each size of firm in the food
processing industry by type of commodity is shown in Table 5.

Source:  Department of Industrial Works as of 21 January 2011

Figure 4.  Employment in food processing industry in 2011

Large enterprises,
378 851, (61%) 

Medium enterprises,
85 983, (14%)

Small enterprises,
155 260, (25%)

Exports and imports of Thailand’s food processing industry

Exports

As previously noted, the export value of the food processing industry accounted for 7.48 percent of the
overall GDP of the manufacturing sector. Considering each economic activity in the food processing
industry, it was found that prepared or preserved fish, crustaceans and molluscs in airtight containers
ranked first in terms of the value of production in food processing industry in 2011, contributing
109 856.9 million baht, which was an increase of 16.24 percent over the previous year. This was followed
by sugar, which ranked second, contributing 93 789.72 million baht, an increase of 43.83 percent over
the previous year. Prepared or preserved fruits contributed 40 653.18 million baht in 2011; an increase
of 21.74 percent over 2010. The overall export structure of processed food in 2011 was higher than the
previous year except for cocoa and cocoa preparation, soups and preparations thereof and molasses
(Table 6).
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Table 5.  Number of employees in each size of firm in the food processing industry
by food commodity

Food commodity
Small Medium Large Total

Total Percent Total Percent Total Percent Total Percent

Production of meat and 9 474 8.93 6 892 6.50 89 679 84.57 106 045 17.43
meat production

Processing and preserving 10 549 7.22 16 295 11.15 119 359 81.64 146 203 24.02
fishery products

Processing and preserving 7 179 10.83 14 201 21.41 44 938 67.76 66 318 10.90
vegetables/fruits

Vegetable and animal 2 790 18.96 4 287 29.13 7 639 51.91 14 716 2.42
oils and fats

Dairy products 3 033 24.83 1 689 13.82 7 495 61.35 12 217 2.01

Cereals and tubers 64 831 59.07 14 855 13.54 30 060 27.39 109 746 18.03

Starches and starch 5 630 44.41 5 593 44.12 1 453 11.46 12 676 2.08
products

Feedstuff 17 277 59.93 5 413 18.78 6 137 21.29 28 827 4.74

Bakery products 6 454 62.00 5 519 28.78 7 205 37.57 19 178 3.15

Syrup and sugar 600 2.61 741 3.22 21 659 94.17 23 000 3.78

Coffee, cocoa, chocolate 1 349 29.67 1 820 40.04 1 377 30.29 4 546 0.75
and confectionery

Other food products 22 384 65.13 5 802 16.88 6 181 17.99 34 367 5.65

Malt liquors and malt 409 2.82 1 133 7.81 12 967 89.37 14 509 2.38

Drinking water and 3 301 20.34 3 301 20.34 9 624 59.31 16 226 2.67
non-alcoholic beverages

Total number 155 260 25.51 87 541 14.38 365 773 60.10 608 574 100.00

Source:  Department of Industrial Works Website as of 21 January 2011

Table 6.  Export structure of processed food (2010 and 2011: January to September)

Value: million baht

Description
Value: million baht

Growth rate
2010 2011

Processing and preserving fishery products 94 507.31 109 856.91 16.24

Sugar 65 207.30 93 789.72 43.83

Prepared or preserved fruits 33 392.14 40 653.18 21.74

Wheat products and other food preparations 18 606.51 23 916.47 28.54

Feedstuff 19 335.37 20 926.03 8.23

Beverages 14 325.98 19 156.76 33.72

Animal or vegetable fats and oils 8 644.68 15 279.02 76.74

Sauces and preparation thereof 9 544.53 10 801.54 13.17

Vegetable canned, prepared or preserved 7 393.36 8 236.42 11.40

Production of meats and meat products 6 371.81 7 213.48 13.21

Rice products 5 968.06 6 919.53 15.94

Milk and milk products 3 239.28 4 281.94 32.19

Chewing gum and sugar confectionery not containing cocoa 3 490.12 3 820.20 9.46

Cocoa and cocoa preparations 1 973.87 1 906.24 -3.43

Soups and preparations thereof 1 502.43 1 413.61 -5.91

Molasses 939.38 828.26 -11.83

Ice-cream 800.73 806.65 0.74

Total 324 675.57 403 476.75 24.27

Source:  Information and Communication Technology Centre with the cooperation of the Customs Department (2011)
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The major customers are the United States, Japan, Australia, Canada, the United Kingdom and Egypt.

Imports

The import structure of processed food in 2011 grew about 19.06 percent and was valued at
26 118.19 million baht. Most of the imported processed food products increased from 2010 except for
cereals and tubers, and sauce and preparations thereof. Among these products, animal or vegetable fats
and oils are the major import products because the capacity to produce animal or vegetable fats and
oils in Thailand declined from the previous year (Table 7).

Table 7.  Import structure of processed food (2010 and 2011: January to September)

Value: million baht

Description
Value: million baht Growth rate

2010 2011 2011

Processed and preserved fishery products 5 622.94 6 947.19 19.06

Animal or vegetable fats and oils 412.75 2 080.90 24.20

Other food product 1 663.53 2 275.35 8.81

Processed and Preserved fruit 1 525.55 2 233.20 10.19

Dairy products 857.86 1 135.95 4.00

Cereal and tubers 1 141.75 1 036.22 -1.52

Coffee, cocoa, chocolate and confectionery 528.65 947.69 6.03

Malt liquors and malt 581.89 661.33 1.14

Processed and preserved vegetable 540.43 640.40 1.44

Feedstuff 492.27 550.33 0.84

Cocoa and cocoa preparations 318.85 441.67 1.77

Rice products 293.81 307.60 0.20

Production of meat and meat production 86.14 270.60 2.66

Sugar molasses 130.18 250.95 1.74

Chewing gum and sugar confectionery not containing cocoa 114.42 126.09 0.17

Molasses 22.08 119.86 1.41

Sauces and preparation thereof 137.64 119.61 -0.26

Total 18 835.72 26 118.19 19.06

Source:  Information and Communication Technology Centre with the cooperation of the Customs Department (2011)

The major countries that Thailand has imported processed food from are the United States, Indonesia,
Singapore, China, the Netherlands, Malaysia and Japan.

Table 8 shows Thailand’s food trade during 2008 to 2010. It can be seen that in 2010, Thailand’s net gain
from the food industry was valued at 555 426.33 million baht, which was an increase compared to
528 408.22 million baht in 2008 but a reduction compared to 859 348.65 million baht in 2009. Thailand’s
net gain resulted from the fact that the export value of most food commodities was greater than the
import value. However, there are some food commodities for which Thailand recorded a net loss such
as dairy products, coffee, cocoa, chocolate and confectionery and malt liquors and malt, and these
account for the decrease of the net export value in 2010 compared to 2009.
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Production trend

The Office of Industrial Economics (OIE) predicts that Thailand’s food processing sector will perform in
2011 (The Office of Industrial Economics, 2011) as follows:

● Production of meat and meat products. Although the labour productivity index will increase
15.0 percent over the previous year, the OIE predicted that the overall production in 2011 will
decrease. At the end of September 2011, the production index of meat and meat products
decreased 2.1 percent. The finished goods inventory index declined 13.0 percent over the last
year. The shipment index declined 2.0 percent over the last year.

● Processing and preserving of fishery products. The production value at the end of September
2011 was smaller than the previous year as was the shipment index, which decreased 1.4 percent.
However, the finished goods inventory index increased 2.0 percent over the last year.

● Processing of fruits and vegetables. The OIE predicts that the production index of processing
fruit and vegetable will increase 21.8 percent over the previous year as well as the shipment
index, which will increase 6.6 percent.

● Manufacture of vegetable and animal oils and fats. The OIE predicts that the production index
of the manufacture of vegetable and animal oils and fats will increase 15.0 percent over the
previous year as well as the shipment index, which will increase 5.1 percent. However, the finished
goods inventory index will decline 10.8 percent.

● Manufacture of dairy products. The OIE predicts that the production index of manufacture of
dairy products will increase 12.6 percent over the previous year as well as the shipment index,
which will increase 12.2 percent. The finished goods inventory index will decline 25.0 percent.

● Manufacture of starches and starch products. The OIE predicts that the production index of
manufacture of starches and starch products will increase 14.9 percent over the previous year
as well as the shipment index, which will expand 0.7 percent. The finished goods inventory index
will decline 47.9 percent.

● Manufacture of prepared animal feeds. The OIE predicts that the production index of
manufacture of prepared animal feeds will increase 9.9 percent over the previous year as well
as the shipment index, which will expand 9.7 percent. The finished goods inventory index will
expand 8.1 percent.

● Manufacture of bakery products. The OIE predicts that the production index of manufacture
of prepared animal feeds will decline 1.4 percent whereas the shipment index will expand
0.5 percent and the finished goods inventory index will expand 36.4 percent.

● Manufacture of sugar. The OIE predicts that the production index of manufacture of prepared
animal feeds will increase 16.9 percent over the previous year whereas the shipment index will
expand 16.0 percent and the finished goods inventory index will expand 34.6 percent.

● Manufacture of other food product. The OIE predicts that the production index of Manufacture
of prepared animal feeds will decline 1.5 percent and the finished goods inventory will decrease
12.3 percent. In contrast, the shipment index will expand 2.9 percent.

● Manufacture of malt liquors and malt. The OIE predicts that the production index of
manufacture of malt liquors will increase 3.6 percent over the previous year and the shipment
index will also expand 0.1 percent. The finished goods inventory, conversely, will decline
14.5 percent.

● Manufacture of soft drinks and bottling of mineral waters. The OIE predicts that the
production index of manufacture of soft drinks will decrease 2.4 percent as will as the shipment
index. The finished goods inventory, conversely, will increase 13.1 percent.

The predictions as aforementioned were not classified according to the size of enterprises.
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3. Status of food processing in Thailand with specific focus on SMFEs

Thailand’s food processing industry comprises many related organizations including the private sector,
the government sector, academic institutions, communities and some non-governmental organizations
(NGOs). The status of the food processing industry depends on the support of these organizations. The
value chain of the food processing industry includes manufacturers, regulators, R&D and supporters,
which are described as follows:

Key players in the food processing sector

Regulators

Before the economic crisis in 1997, the promotion and development of rural-based food industries were
routine activities of various government agencies. Since then until 1999, the Thai Government put more
effort into assisting SMFEs in the hope that they would help the country to recover from the crisis. Part
of this assistance involved the formulation and implementation of an SMFEs manufacturing sector
restructuring plan. Under the plan, a project designed to develop the efficiency of SMEs was established
by the Department of Industrial Promotion, with the collaboration of universities around the country. The
objective of the project was to assist various groups, including the food processing industry, to upgrade
and improve their capability in running their enterprises, through efficiency improvement in the areas
of production and management and to improve product quality. Special services were given to
500 selected SMEs in 1999. The Department hired university professors in the required fields to serve as
consultants to the SMEs for six months in each industry. The consultants could assist in production
problem solving, productivity improvement, product development, marketing and financial management.
Specific to the quality control systems in manufacturing, three government agencies provided services:
the Thailand Industrial Standards Institute, Ministry of Industry; Department of Industrial Promotion,
Ministry of Industry; and the National Science and Technology Development Agency. The Thailand
Industrial Standards Institute emphasized ISO 9000, whereas the other two agencies emphasized their
own quality development systems that were considered more appropriate to SMEs.

Manufacturers

The private sector involvement in the food processing industry consists of the industry itself, suppliers
of raw materials, other food ingredients, packaging and machinery. Each plays a role in the development
of the food processing industry. In most rural-based food processing industries, the production efficiency
is low and the product quality is unstable. Moreover, trade information is not accessible. The food
processing industries must help themselves in finding relevant, up-to-date information through other
concerned parties and government agencies in the area. With this information they should be able to
make good judgments to develop their own industries in the areas of productivity, quality and
management. Hence food industries themselves play a major role in their own development. The
expansion or setting up of an affiliated production unit in a remote area, closer to the raw materials, is
another form of rural-based development.

Supporters

Usually, one of the objectives of NGOs concerns the wellbeing of the public, therefore some NGOs have
become involved in rural-based food processing industries. For example, the Population and Community
Development Association (PDA) has created and implemented the Thai Business Initiative in Rural
Development (TBIRD) Project to involve businesses in rural development work.

Communities

People in rural areas earn their living mainly in agriculture. Their incomes are low, so the government
agency in rural areas encourages rural people to form a group for doing supplementary businesses in
their free time. If such a business goes well, it can become a main income earner. The businesses are
usually based on the agricultural produce in the area, as is the case with the dried banana and ginger
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drink businesses. These village groups should be formed voluntarily, but should be committed to playing
a significant role in the development of the food industry, acting with full responsibility and aiming for
continual improvement.

Linkages among the government, the private sector, NGOs and village groups

In the past, the government, the private sector, NGOs and village groups worked separately. The transfer
of information and the establishment of linkages were rare because of factors such as poor
communication systems, the low level of technology, the lack of supporting agencies, and the lack of
funding. Many sectors were involved in and supported rural food processing, especially, government
agencies such as the Department of Industrial Promotion and the Department of Community
Development, as well as government universities,. Moreover, NGOs also worked well and sought the
cooperation of others to join in rural food processing. The villagers themselves tried to improve food
preservation in terms of quality, taste, and marketing.

As mentioned earlier, the Thai Business Initiative in Rural Development (TBIRD) was created and
implemented by the PDA, an NGO. The TBIRD’s Rural Industry Project is a concept focusing on “bringing
the factories to the rural people instead of bringing rural people to the factories”. Thus, all industrial
sectors, for instance, agriculture, non-agriculture and food processing industries have been encouraged
to locate in rural areas.

The concept is to alleviate poverty in the rural areas of Thailand, based on the belief that rural people
are poor because they lack business skills essential to their economic security, such as organizing,
financing, producing and, most important, marketing. In other words, they do not know how to do
business or to be entrepreneurs.

The TBIRD Rural Industry Project has been remarkably successful in improving the quality of rural life
through creating job opportunities for the rural poor, who hitherto have had to depend on seasonal
agricultural income, while remaining vulnerable to unreliable weather patterns and the changing
seasons.

From this remarkable success, the government realized that tripartite collaboration among government
agencies, the private sector and NGOs was important in the Promotion of Rural Industrial Development
(PRID) Project. PRID was a joint activity between NGOs such as the PDA, and government agencies
(especially the Department of Industrial Promotion under the Ministry of Industry). This strengthened the
NGOs in recruiting the private sector to establish manufacturing in rural areas, with an aim being to
provide training and to create employment opportunities for the villagers in the poor rural areas.

4. External forces that shape the SMFEs in Thailand

Globalization/trade liberalization

Like other industries, the food industry in Thailand has been affected by the changing global market. The
linkage between the global market and food industry in Thailand can be described as shown in
Figure 5. This figure points to the mutual relationships among the different actors within the food
industry, where not only material aspects are involved, but also requirements and pressures to control
the quality, safety and environmental impacts of food. Globalization signifies a rapid increase in the
physical distance between the producers and the consumers of food and the fast growth in the number
of intermediate actors involved. (Sriwicailamphan, 2007)

Therefore, SMFEs, which play an important role in the food industry, need to adjust themselves to
conform to the requirements of the global market, particularly in supplying products that can meet the
international standards for food safety.
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Environmental issues

The awareness of local and global environmental issues has increased, probably starting from the
UN Conference on Environment and Development (UNCED) in Rio de Janeiro in 1992 and the
formulation of the Millennium Development Goals (MDGs). One outcome has been that multilateral
environmental agreements have been negotiated to deal with transboundary environmental concerns.
Sriwicailamphan (2007) pointed out that at the domestic level there has been a clear shift in the demand
patterns of consumers in developed countries. With the growth in income, developed country consumers,
especially in the EU and the United States, prefer to make a conscious choice to support sustainable
consumption patterns.

Consumers in developed countries have become increasingly aware of the environmental and health
implications of food production and processing. As a result, environmental labelling is being promoted
in many countries to encourage cleaner production processes. This trend has also reinforced the market
for organic agriculture products and this has emerged as a big business. Growing concern about the
environmental impact of artificial fertilizers and pesticides has been a factor on spurring growth in
organic agriculture (Sriwicailamphan, 2007). Given the trade implications of environmental standards, the
WTO Committee on Trade and Environment (CTE) launched broad ranging discussions on this issue over
a decade ago, notably on the market access impacts of ecolabelling (Mohanty, 2006, p. 8).

In Thailand, in order to respond to environmental issues, the government introduced the “Thai Green
Label Scheme” in 1993. It was initiated by the Thailand Business Council for Sustainable Development
(TBCSD) and was formally launched in August 1994 by the Thailand Environment Institute (TEI) and the
Thailand Industrial Standards Institute (TISI), Ministry of Industry. Moreover, the government announced
its “Clear green public procurement policy” in 2008 and this even extends green procurement to the
private sector through collaborations in the manufacturing and consumption of environment-friendly
products, but this policy does not cover food processing enterprises.

Health and safety issues

With the growth in the incidence of contamination in processed food products, consumers, especially
in developed countries, prefer to pay more to increase standards and even buy organically grown,
branded products. Therefore, health concerns have led to increasingly stringent environmental
regulations on process and production methods (PPMs) to control the manner in which products are
brought to the market – as opposed to regulations on the characteristics of the product per se.

Consumers are concerned about the health and environmental implications of novel food, particularly
genetically modified (GM) food. The leading food agencies define a novel food as a food or food
ingredient that does not have a significant history of consumption. For example, in the European Union
the time frame defined is prior to May 1997. This helps in addressing the growing public concern about
the potential risks of introducing biotechnology to human health. These concerns affect the future
development of agro-food production (Mohanty, 2006, p. 7).

Over the years, the shift from trade in primary agricultural products to trade in value added, ready-to-
eat processed food products has made the food production chain more complex and contributed to an

Source:  Global Food Chains and Environment: Agro-Food Production and Processing in Thailand (Sriwicailamphan, 2007,
p. 13)

Figure 5.  Global market’s force on SMFEs
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increase in health and environmental concerns. As a direct result, the regulatory framework for food
safety has expanded exponentially. Notwithstanding the many benefits to producers and consumers with
respect to providing information on products, there are serious trade implications of these diverging
standards. The development of international standards is put forward as a way to ensure transparency
and equity. Several multilateral bodies are engaged in the process of standards making in the food sector,
such as the joint FAO-WHO Codex Alimentarius. Multilateral Environmental Agreements (MEAs) have also
been negotiated to deal with specific environmental issues of relevance to the food and food processing
sector, such as genetically modified organisms in the Cartagena Biosafety Protocol (2003).

5. Government policy and legal framework

Agro-industrial policy

The 11th National Economic and Social Development Plan (NESDP) for 2012–2016 has clearly continued the
country’s ambition to maintain the agricultural sector as a foundation of the society’s resilience and food
security. The strategy of balancing food and energy security covers: (i) developing natural resources to
strengthen the agricultural base; (ii) enhancing agricultural productivity and value creation;
(iii) promoting jobs and income security for farmers; (iv) enhancing food and fuel security at household
and community level; (v) developing energy security to support national development and the
agricultural sector; and (vi) improving agricultural management to ensure the balance of food and energy
(NESDP, 2010).

More specifically, the Royal Thai Government continues to prioritize the food industry. The production
of agricultural products is taken care of by the Ministry of Agriculture and the government has assigned
the Ministry of Industry and the National Food Institute to oversee the manufacturing part of food
production, particularly by providing technical support, information support and network support. The
entire value chain of agricultural and agricultural products ranging from cultivation, production and
services to the manufacture of farm machinery and food processing machinery are considered by
Thailand’s Board of Investment (BOI) as priority activities that enjoy numerous tax and non-tax incentives.

As reported in Thailand’s SME White Paper 2009, the Office of SMEs Promotion (OSMEP) carries
fundamental duties in formulating Thailand’s SME master plans and action plans, as well as in pushing
forward implementation schemes under the action plans and monitoring their operational results
(OSMEP, 2009). Disappointingly, the setting up of databases is recognized as part of OSMEP plans but
there are only three projects identifiable that are related to information and knowledge in this 2009 SME
Action Plan Project. Two of these are OSMEP international management databases and the third one is
a database of Thai SME suppliers, made for ten target industries including processed seafood. The Bank
of Thailand Financial Master Plan then makes a number of recommendations and suggestions to
encourage more provision of microfinance through different channels, including mobile telephones with
more reliance on the commercial financial sector (OECD, 2011).

The Thai Food Industrial Development Master Plan 2012–2031 has suggested strategies and a plan under
the framework of “Thailand Food Forward”, which focuses on advancing the Thai food industry with
technology and innovation in processing, productivity, quality control, food safety, along with the
development of new products. Most importantly, the framework is unforgettably focused on strategic
marketing schemes to create consumer awareness, confidence and a good impression of Thai food
products. The roadmap determines the vision for the Thai food industry in 2012 that “Thailand will be
among the top leaders in the food industry by providing high quality products to the world market”. In
other words, the value of Thai food exports should increase no less than 10 percent annually. The value
of processed food and ready-to-eat food exports should be no less than 60 percent of the total value
of Thai food exports. Moreover, no less than 50 percent of registered Thai food factories should be
certified as international standard. Consumers worldwide should have a prominent image of Thai food
products as being high quality and healthful. Lastly, Thailand’s local food standards should be comparable
with the international standard (OIE, 2011).
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In order to create value for Thai food products by focusing on utilizing technology and innovation to
improve the product quality, the production process and packaging, especially for SMEs, OSMEP set up
a model SME incubation centre in 2002 at Kasetsart University (Bangkhaen). The operation focuses mainly
on agricultural and food products and in 2004, OSMEP expanded the operation to Chulalongkorn and
King Mongkut’s University of Technology, Thonburi. A research project to draft a master plan for
incubation system development subsequently was carried out by Chulalongkorn University. In the
following year, OSMEP additionally integrated Software Park Thailand, which is under the National Science
and Technology Development Agency (NSTDA), in the operation, making four model centres in 2005.
Since 2005 more incubation centres have been developed and subsidized, with 13 centres in 2006,
20 in 2007, and a further 2 in 2008, which finally totalled 39 incubation centres (OECD, 2011c).

The government of Thailand is also aware of the importance of a quality assurance system (QAS) in the
food processing industry. Two important factors attracting food processing entrepreneurs to apply a QAS
for food quality and safety are: (i) during the last two decades consumers have been more concerned
about health and safety than the price of food; and (ii) increased competition among industries as
a result of trade liberalization under the WTO. The Ministry of Industry (MOI) is the major actor
responsible for motivating, promoting, and supporting the small-and medium-sized food processing
enterprises to apply different QAS to their processes. It has cooperated with leading organizations such
as the National Food Institute, Food and Drug Administration, Thailand Industrial Standards Institute and
Thailand Productivity Institute (Chamchong, 2005).

Furthermore, the current Strategic and Action Plan of MOI (2010–2013) is directed towards
“Green Productivity”, which entails a triple focus: Environment, Profitability, and Quality. In 2008, OIE and
the National Food Institute cooperatively launched the project “Best Practice on Green Productivity and
Continuous Improving” with an attempt to enable entrepreneurs to minimize their manufacturing costs
through lower consumption of water and energy as well as to improve the integration of a wide range
of environmental concerns into their production processes. Since the world leaders in the food industry
should demonstrate a high commitment to “Safety and Security”, “Sustainability”, “Standardization”, and
“Green Productivity”, this project is expected to enhance Thailand’s competitiveness and gear these
factories towards ISO 14000 and Carbon Footprint Standards. So far, the National Food Institute reported
last year that 35 factories have participated in the aforementioned project including those from various
industries such as canned food, frozen food, milk, juices, flours, and seasonings and others and that all
of them were able to reduce their manufacturing costs significantly (see http://www.ryt9.com/s/prg/
9813111, accessed 16 November 2011; OIE, 2011). Additionally, this year the National Food Institute has
started the project entitled “Good Practices on Productivity and Continuous Improving to Carbon Label”,
which focuses on reducing environmental impacts and costs of the food industry (OIE, 2011).

In addition to the above-mentioned policy and programs, various agencies in Thailand are
actively responsible for several projects regarding SMEs and entrepreneurship in the country’s food
industry. These projects include: (1) Project on Enhancing Efficiency and Upgrading the Safety of
Food Products for SMEs – by the National Food Institute; (2) Project on Energy Management and
Efficiency Enhancement in the Frozen Foods Industry (Pilot Project) – by Thai Frozen Foods Association;
(3) Project on Promoting and Supporting Industrial Sized Food Production – by MOI; (4) Project on
Enhancing the Quality of Food Produced by Supply Chain Management by the Joint Public Private
Committee, The Office of the Permanent Secretary of the Interior; (5) Project on Enhancing the Food
Safety Management System by the Joint Public Private Committee, the Office of the Permanent Secretary
of the Interior; and (6) Project on Enhancing Productivity and Innovation of the Supply Chains in SMFEs
by the Joint Public Private Committee, the Office of the Permanent Secretary of the Interior. Although
the policies of SMFEs are well integrated in national development efforts, there still needs to be greater
coherence across government agencies. There is also a noticeable lack of standardized project and
program evaluation procedures based on cost-benefit or cost-effectiveness analysis, and a limited use
of key performance indicators for programs and projects. As a result many headline targets are out of
reach (OECD, 2011c).
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Legal framework

The Agricultural Standards Act B.E. 2551 (2008) defines an “agricultural commodity” as produce or
a product derived from agriculture, fishery, livestock or forestry, or as a by-product of such produce or
products. Since several types of agricultural commodity produced in Thailand or imported from foreign
countries have not been sufficiently regulated according to international standards, they are of inferior
quality and unsafe for consumers. The public subsequently lacked confidence. As a result, the agricultural
commodity trade and the competitiveness of Thailand in the world market have been affected and this
finally has damaged the economy of the country as a whole. The Agricultural Standards Act B.E. 2551(2008)
was therefore promulgated to encourage agricultural commodity producers to meet standard
requirements in compliance with international obligations in order to promote safety, or to prevent
damage to the public, agricultural commodity trade or the economy of the country. The act, which
entered into force on 20 August 2008, clearly states several mandatory issues including the establishment
of a committee on agricultural standards, the establishment of agricultural standards, the recognition of
the need for inspection and certification, the selection of a service provider for standard inspection, the
creation of a standard certification mark as well as control of agricultural standards. With reference to
the food industry, it is governed by the Food Act of B.E. 2522 (1979).

The Ministry of Public Health is designated by law to take executive charge of this Act. The Food and
Drug Administration (FDA), which is one of its departments, is responsible for food control activities. Since
24 July 2003, the Ministerial Notification No. 193, B.E. 2543 (2000), entitled “Method of Food Manufacturing
and Equipment for Manufacturing Food and Food Storage”, is enforced on all domestic manufacturers
and foreign suppliers of 54 types of products (Preechajarn and Sirikeratikul, 2009).

Food safety regulations

Thailand’s food industry is governed by the Food Act of B.E. 2522 (1979) and subsequent laws stipulated
by the Ministry of Public Health. The Act classifies food into four categories: (i) specifically-controlled food;
(ii) standardized food; (iii) food required to bear standard labels; and (iv) general food. Normally, imports
of food into the country require an import license and standard labelling according to domestic
regulations. Product registration is required only for specifically-controlled food (Preechajarn and
Sirikeratikul, 2009).

Food manufactures in Thailand are committed to the critical importance of food safety and quality and
Thailand is home to a number of authorized food safety certifying agencies. Thai standards are compliant
with international standards such as Codex, World Organization for Animal Health (OIE) Standards and
the International Plant Protection Convention. Quality assurance systems such as Good Manufacturing
Practice (GMP), Total Quality Management (TQM), Hazard Analysis and Critical Control Point (HACCP) and
the International Organization for Standardization (ISO) are mandatory for certain products such as
canned foods. All of the standards Thailand uses to regulate its food industry have been accepted by the
members of the Asia-Pacific Economic Cooperation (APEC), and the Ministry of Agriculture and
Cooperatives is accelerating its standards and certification project to ensure that Thailand’s food industry
meets other international standards.

During the 1980s and 1990s, application of GMP and HACCP was promoted among Thai food industries.
Since July 2001, GMP has become mandatory for all new food processing plants and in 2003 the standard
was enforced for all factories concerned. HACCP is recognized by food industry entrepreneurs as an
important tool to be used in preventing trade barriers. In 2005, the Thai government launched new
strategies to facilitate HACCP adoption by assigning eight government agencies and one private agency
as the certifying bodies. Nevertheless, this initiative alone is not enough. The measures to increase
the number of HACCP-certified entrepreneurs includes: making HACCP implementation obligatory;
a 200 percent tax deduction campaign; provision of credit for HACCP adoption at low interest; and
a stronger media campaign to create awareness among people on the benefits of HACCP for all
stakeholders (Chotemanee, 2005).
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In the event that developing countries, as a result of the multiplicity of agencies and their conflicts of
interests, encounter confusion over or lack of action concerning implementing a standards regime the
above-mentioned efforts enable Thailand, one of the leading exporters of seafood to developed
countries from the Asia-Pacific region, to be a model for developing countries in the region (Satin, 2005).
In Thailand, after GMP/HACCP certification is achieved, the companies may move on towards other
management systems such as ISO 900, ISO 14000, or Thailand Quality Award through subsidies from the
MOI (Chamchong, 2005).

In addition to the regulations pertaining to hygiene and contamination, according to the aforementioned
Food Act of B.E. 2522 (1979), any form of food advertisement through any public media requires
the approval of the FDA. False advertising or misleading qualities or benefit claims are prohibited.
On 30 August 2007, the FDA proposed that snack foods should be labelled “Should eat less, and exercise
for better health” in order to encourage consumer awareness on the importance of exercise and limiting
their consumption of food products that cause obesity. A health claim that states, suggests, implies that
a food or nutrient in the food has anything to do with disease of health conditions is not allowed on
food products in Thailand since many factors can be causes of disease for an individual. Besides, wordings
such as “premium grade” or “grade A” are considered misleading by the FDA and are prohibited. With
regard to Genetically Modified Organism (GMO), on 13 May 2003, the Ministry of Public Health’s labelling
law for food containing GMO products was stipulated. The government has banned the commercial
planting of transgenic seed but does allow imports of transgenic soybeans and corn for a wide-range
of domestic uses, in both the feed milling and food processing industries. The regulations were obviously
based on the Japanese model allowing for a 5 percent tolerance (Preechajarn and Sirikeratikul, 2009).

Recently, according to the Agricultural Standards Act B.E. 2551 (2008), “agricultural commodities should be
certified with two types of standards, namely “mandatory standard” and “voluntary standard”. According
to Section 3 of the act, the former is “a standard as determined by the Ministerial Regulation with which
agricultural commodities shall comply” whereas the latter means “a standard as determined by the
Notification for the promotion of agricultural standards”.  To determine mandatory or voluntary standards
for any agricultural commodities, the following matters may be stipulated including method, treatment
or managerial procedure for production, or characteristics of agricultural commodity regarding quality
and chemical, biological and physical safety, sanitary or phytosanitary issues, or any other relevant
characteristics (Section 16). The Secretary General of the Food and Drug Administration is also appointed
as one of the members of an Agricultural Standards Committee (Section 6). Besides, for the sake of public
consumers at large, prior to issuing of the Ministerial Regulation on the establishment of mandatory
standards, the National Bureau of Agricultural Commodities and Food Standards shall organize a public
hearing for groups of stakeholders or relevant beneficiaries in accordance with the rules and procedures
prescribed by the Committee (Section 18). In cases where the Ministerial Regulations on the
determination of mandatory standards for any agricultural commodity are in place, a producer, exporter,
or importer of such agricultural commodity shall apply for inspection and the certificate shall be granted
by the conformity assessment service provider (Section 27). A license shall be valid for three years.
However, the importation of agricultural commodities from foreign countries having standards
equivalent to the mandatory standards shall not require such a certificate if there is the evidence that
the agricultural commodity in question has been inspected and certified by a country having an
agreement or international cooperation on mutual recognition of standards inspection and certification
(Section 29).

Thailand’s food processing industry and world competitiveness

According to OIE (2011), the Diamond Model Analysis (see Section 7) discovered that Thailand had the
capability of producing high quality and sufficient materials to support the food industry. It was
equipped with skilled labour with a competitive wage structure. The food crisis in 2008 also had a slight
effect on Thailand relative to other countries because the country experienced no shortage of food in
spite of increased food prices. Thus, Thailand, especially its food exporters, was able to use the crisis to
its advantage to meet the huge demand in the world market. Two major appealing markets are the halal
foods and health foods markets. The market for sauces, dressings, ready meals, frozen food and chilled



271

food are also growing rapidly and present considerable opportunities for exporters. Moreover, the spice
and condiments industry has benefited significantly from the expansion of Thai restaurants overseas after
the government carried out its “Kitchen of the World” project. Accordingly, Thailand is considered one
of the world’s leading food exporters, especially of canned pineapples and black tiger prawns. In 2008,
approximately 80 percent of Thai food products were exported to supply 250 million people, or about
four times of the size of the Thai population (OECD, 2011c).

Food processors in Thailand have access to the ASEAN market of over half a billion consumers, and as
a consequence of the ASEAN Free Trade Agreement (AFTA) relevant tariff and non-tariff barriers among
members will be eliminated or drastically reduced. Furthermore, the Suvarnbhumi International Airport
provides an effective and sufficient airfreight transport for perishable products. Generally, the economic
relationships between ASEAN and several countries through the FTA unavoidably have significant
impacts on Thai businesses. According to TDRI (2011), in 2010 Thai exports were able to save a total tariff
of 102 billion baht (approximately USD 3.2 billion) or 3.09 percent of the total export value to all FTA
partners. The corresponding figure for importers was 59 billion baht (approximately USD1.9 billion) or
2.74 percent of the total import value from all FTA partners. Similar to the previous year, Thai businesses
in the food sectors were still among the top beneficiaries although there have been a number of
businesses in various sectors that did not fully utilize the existing preferential arrangements, especially
those exporting to China and those importing from Japan. The research also discovered that an
introduction of alternative rules of origin where those exporting food are granted alternatives either
a change in tariff rule or a 40 percent value-added (VA40) rule could increase the preference utilization
rate under Japan-Thailand Economic Partnership Agreement (JTEPA) by 10 to 13 percent. Furthermore,
a relaxation from 2-digit-level (CC) rule to 4-digit-level (CTH) rule and 6-digit-level (CTSH) rule would
result in a 14 to 25 percent increase in the preference utilization rate under Thailand-Australia Free Trade
Agreement (TAFTA) by food importers. As to exporters, food export values under ASEAN Free Trade Area
(AFTA) would increase 98 billion baht (or increase by 41 percent with a relaxation from CTH or VA40 or
P rule to CTSH or VA40 or P rule.

Unfortunately, some agricultural products have been diverted to support the energy industry instead of
food because of the energy crisis. Global warming also unavoidably has affected the food industry. In
addition, the most important weakness of the Thai food industry has been the low utilization of
technology, e.g. the country allocated only 0.25 percent of GDP for research and development (R&D)
investment in 2007. This is one of the great concerns since the world food industrial market has become
increasingly competitive. In the rice market, for example, Viet Nam and India are now capable of
producing greater quantity and better quality rice than hitherto to supply the world market. Thailand
should concentrate on continuously improving quality and safety of its products and position itself as
producer of high quality food products in order to avoid intense competition from low-cost producers.
In this respect, a comparative study by OIE (2011c) found that whereas Thailand considers agro-industry
as a source of food, alternative energy, and bio-products, Viet Nam focuses its agro-industry mainly on
food. The OECD-FAO Agricultural Outlook 2011–2020 therefore anticipated that high export growth from
Viet Nam may exceed that of Thailand over the period. In addition, other countries of Southeast Asia are
also expected to increase exports considerably. However, Thailand plays a unique role in Asia as the only
consistent producer of a large sugar surplus, along with Australia, to service the large and ballooning
sugar deficit in the region. Exports from Thailand, the second largest sugar exporter in the world, are
projected to grow to about 5.8 million ton (Mt) by 2020/2021, exceeding the 2003 record.

6. National institutional infrastructure

Since the government initiated the “Kitchen of the World” policy, many institutions, including those of
both the government and the private sector, have been established to support the policy. These comprise
the following:

● The National Center for Genetic Engineering and Biotechnology (BIOTEC), which focuses on R&D
for the improvement of the Thai food industry. Within BIOTEC there is: 1) the Food Biotechnology
Research Unit, which focuses on R&D for the improvement of the Thai food industry, especially
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the development of starter culture for fermented foods. It also focuses on food safety and risk
assessment; and 2) the Cassava and Starch Technology Research Unit, based at Kasetsart
University, which focuses on plant improvement and process development in starch production.
It conducts R&D on cassava and starch properties, processing, modification and industrial
application; coordinates technology between producers and users; and aids the the transfer of
technology and supporting technical services.

● The National Food Institute (NFI), whose Department of Technological Services assists food
processors in the implementation of Good Manufacturing Practice (GMP) or Hazard Analysis and
Critical Control Point (HACCP) safety systems in food production.

● the Agricultural Research Development Agency (ARDA), which cooperates with the NFI to
develop processed food production and agro-food human resources.

● Kasetsart University (KU), which can be subdivided into: 1) Institute of Food Research and Product
Development (IFRPD), which performs research on food science and technology to assist food
industries by providing relevant information to social and academic offices and communities;
2) KU Food Innovation Research and Services in Thailand (KU-FIRST), which focuses on increasing
the competitiveness of the Thai food industry in the world market through the development of
food safety mechanisms; 3) The Cassava and Starch Technology Research Unit, which is described
above under BIOTEC.

● The Department of Industrial Promotion, which is responsible for formulating policies and
measures for their implementation, organizes public relations campaigns to promote various
projects, provides partial funding for the training of entrepreneurs managed jointly with the
private sector, provides training sites and production sites for the early stages of product
development, provides low interest loans to entrepreneurs and village groups.

● The Food and Drug Administration (FDA), which ensures product safety by issuing manufacturing
licenses, labelling food products, conducting pre-and post-marketing control and enforcing
adherence to GMP. GMP certification is mandatory for manufacturers and importers of
54 different food product types.

● The National Bureau of Agricultural Commodity and Food Standards (ACFS), established in 2002
to certify the standards applied to agriculture commodities and food for domestic and foreign
consumers. ACFS standards include Good Agricultural Practices (GAP), Good Hygienic Practices
(GHP) and HACCP, as well as other, general standards regarding pesticide residues and diagnostic
testing for foot and mouth disease and bovine tuberculosis.

● Board of Investment (BOI), which considers the entire value chain of agriculture and agricultural
products ranging from cultivation, production and services to the manufacture of farm
machinery and food processing machinery as priority activities which enjoy many compelling tax
and non-tax incentives.

● Thai Food Processors Group, which is sub-divided into: 1) Tuna processors group; 2) Seafood
processors group; 3) Pineapple processors group; 4) Fruit and vegetable processor’s group;
5) Sweet corn processors group; and 6) Food ingredient and ready-to-eat processors group.

● Thai Food Processing Industry Club, which has 204 members in 12 subsectors: beverages; spice
and seasoning; tea, coffee and cocoa; sugar and deserts; milk and dairy products; oil and edible
fats; meat and poultry; flour and flour products; fishery product; fresh and processed vegetables
and fruit; feed and other specialty foods.

Thailand’s food processing industry can compete with other countries in the world food market as it has
many organizations that can support and increase capacity and productivity. Moreover, these
organizations can ensure consumers about the quality of Thailand’s processed food products.
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7. Analysis of constraints and strategic priorities for enhancing competitiveness in
SMFEs

An application of the Diamond Model of Michael E. Porter has been applied to Thailand SMFEs and is
shown in Figure 6.

Source:  Adjusted from Master Plan for Thailand Food Processing Industry 2008

Figure 6.  Diamond Model applied to Thailand’s SMFEs

● Growth of this sector will gradually 
increase, although the overall GDP will 
decrease;Thailand is an agriculture 
based-country

● Low costs

Opportunities

Factors of production 

● Most of the labour force in this sector 
has come from labour-intensive 
occupations requiring low levels of 
skills

● Raw materials can be produced within 
the country

● Lack of marketing and R&D

Related manufacturing 

● Packaging 
● Technology needs to be imported from 

foreign countries such as the United 
States, Japan, Taiwan

● Lack of creativity in food industry

Strategies to compete in food market 

● Most entrepreneurs are associated with 
SMFEs; 

● Large enterprises develop their own 
technology and R&D; 

● Provide good quality products at low 
cost

● All products to meet international 
standards including GAP, HACCP, etc.

Market demand

● Major customers such as the United 
States, the United Kingdom, Japan etc. 
are concerned about the quality of 
processed foods, most of which are 
from SMFEs. 

● Thai food processing industry is 
prioritized. However, large enterprises 
seem to be the main beneficiary of 
government policy

Government

Applying Porter’s Diamond Model, the study found that in terms of opportunities, the export of food
products has gradually increased. For factors of production, Thailand has advantages in terms of raw
materials, which are produced within the country and thus reduces the dependency on imported
products. In terms of manufacturing, SMFEs are weak in terms of technology, knowledge, marketing and
R&D, this is because most SMFEs are rural-based. The products of SMEs still lack creativity and have low
levels of productivity when compared to large enterprises.

In terms of the government sector, the study found that even though the government implements
a policy or legal framework to promote the food industry, most of the beneficiaries are large enterprises.
Moreover, the major customers such as the United States, the United Kingdom and Japan are concerned
about the quality of products exported by SMFEs.
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These considerations lead to the conclusion that the major constraints on the development of SMFEs
are as follows:

Raw materials

Most vegetables and fruit production is seasonal, so that in the high season, they are in oversupply and
prices are very low. The food processing industry can then choose good quality raw materials. In the low
season, all this is reversed, although alternating abundance and scarcity is also caused by production
planning errors. Farmers will grow vegetables that received the highest prices in the previous season,
thus creating an inevitable surplus. They will then receive low prices and then decide not to grow the
same crop next season. Competing for raw materials is common in the low season, and the richer or most
powerful processor usually succeeds. Natural harvesting of fish from the ocean can cause the same
problem, which affects all processing industries, but has more impact on small industries with less capital.

Whereas the larger industries can partly solve the problem by contract farming or future trading, the
small and medium industries must turn to processing other vegetables and fruits or stop production.
To solve the raw material supply problem for SMFEs, the Department of Agricultural Promotion can help
in raw material production planning, in addition to the usual support.

Workforce

SMFEs are labour-intensive. Operating workers usually have a low level of education that inhibits them
from acquiring higher skills. The intermittent production because of lack of raw materials, causes workers
to leave, especially those who are rice farmers who must leave work to tend the farms at certain times.
New workers are then recruited with no skills, thus production efficiency is low.

The other important members of the work force are technicians who operate and maintain machines
and food scientists who oversee the production and quality control. There is a trend that processing will
shift from labour-intensive to technology-intensive, therefore, technicians and food scientists will be more
in demand. Many SMFEs try to reduce the cost of production by limiting the number of technicians and
food scientists. The ones remaining have no time to improve their knowledge, which would be useful
in improving production efficiency, productivity and product quality.

Training at all levels, from operating workers to management, will improve their performance and result
in production efficiency and product quality. A “friendly” working environment, suitable workload and
payment will maintain the workforce levels in the industry. Educational institutions can supply qualified
personnel to meet the requirements of the industry if these are conveyed to them. Industry and
educational institutions should cooperate in the production of trained human resources for food
industries.

Technology

Thailand is an agricultural country wherein industrially trained human resources are not well developed
and are insufficient to serve industry’s needs. Large food industries can import equipment along with
processing technology, on a turnkey basis; the small and medium industries cannot do the same.
SMFEs are left behind with simple processing equipment that does not require high technology. For
typical food products, for example, noodles, preserved fruits, the processing lines are usually developed
on a “homemade” scale with pieces of simple, locally made equipment, added in stages that often require
high labour input. For higher technology processing, for example, canned vegetables and fruits,
equipment and process alike are secretly copied from large industries or industries that are already
operating.

Research and development in SMFEs is rare because of high expenses. Technology lies idle from the
beginning of the manufacturing process. If the equipment and process are not well designed, the
production efficiency is low and the product quality is not stable. When a change of equipment is
recommended, the management is reluctant to accept it because of the high investment costs. The
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provision of a loan with a holiday period or a low interest rate, with the support of consultancy inputs
by an expert in the field, may encourage the management to spend on upgrading its technology.

Technologies used in SMFEs depend on types of product, ranging from simple or traditional ones such
as drying and fermenting, to modern high technology such as canning and UHT sterilization. For
traditional food products, simple technologies are developed by replacing heavy or tedious work by
machines. In some cases, equipment is used to save time as well as improving quality. For example,
a motorized stirrer is used to replace manpower in heating fruit puree for fruit preserve making, a gas
or electric dryer is used instead of solar drying of fruits.

When many technologies are needed in a processing operation, the food industry will survey local and
overseas equipment manufacturers for equipment to meet their need. An example of this kind is dried
noodle manufacturing. The industry starts at the household production level to supply fresh noodles to
the everyday market. When noodles have export potential, dried noodles are then made by adding
a drying step to the production line. To increase the production scale, items of equipment are selected
and installed in the processing line. Occasionally, the equipment selection does not turn out right, and
then the industry suffers throughout the lifetime of the equipment, and the lesson is learned by the next
processor of the same product.

We can say that most traditional processing technology still remains the same, whereas equipment
technology leans toward more modern technology. However, most equipment using high technology
must be imported.

When considering processing technology, the traditional technologies used in SMFEs are drying,
fermentation and special technology for traditional foods. The modern technologies are imported and
used for conventional processed food products. These are used for chilling, freezing, pasteurization,
sterilization and special technologies are used for specific food products.

Quality management

Apart from low production efficiency or productivity, the poor quality and safety of the products are the
main challenge for the development of the industry. This is especially so for products with export
potential, because importing countries require a proof of quality and safety. For example, Japan, Canada,
New Zealand and Australia require ISO 9000 certification and the United States requires HACCP
procedures for fishery products.

The other techniques that food industry should have, to ensure safety and quality, are 5S and Good
Manufacturing Practices (GMP). Implementation of any techniques requires clear understanding, and
investment in setting up the system. In the case of HACCP or ISO 9000, all the food industries find them
difficult to understand, not only the SMFEs, thus each industry must hire quality systems consultants at
high cost. Government institutions can help by conducting training courses and providing consultancy
services, at affordable costs.

To implement and maintain a quality system of any type, management skills play a major role.
The management must be able to equip all personnel with quality awareness and be willing to work in
a team to continually improve their performance, for the continuous improvement of quality.

8. Conclusion and recommendations

Thailand has the capability of producing high quality and sufficient materials to support the food
industry. In terms of markets for Thai Food products, both domestic and international markets are still
flourishing, but domestic markets have become more selective and require more product variety than
before.

The Royal Thai government has always prioritized the food industry. With the Ministry of Agriculture
responsible for the production of agricultural products, the government has assigned the Ministry of
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Industry as well as the National Food Institute to oversee the manufacturing part of food production and
provide technical support, information support, and network support. To respond to the international
standards such as GAP, HACCP or Codex or MEAs, the government has established policies and legal
frameworks to control the quality of the products, so that they are accepted in international markets. The
policy and legal frameworks include the Agricultural Standards Act B.E. 2551, The Thai Food Industrial
Develpment Master Plan 2012–2031.

According to the study, more than 90 percent of entrepreneurs in the food processing industry however,
especially those from SMFEs, have encountered limitations in terms of technologies, marketing, R&D,
quality of the products. This is because most of them are unregistered entrepreneurs and rural-based
industries, thus they have less access to infrastructure such as financial support and knowledge support
even though there are organizations such as academic institutions that can help them. According to
Porter’s Diamond Model, SMFEs have low productivities and their products are not accepted by major
customers.

In terms of South-South cooperation, the study found that most cooperation is limited to government-
to-government cooperation. Most cooperation concerns knowledge exchange and R&D for food
products. Thailand has South-South cooperation with China, Japan and neighbouring countries such as
Cambodia, Lao PDR, Malaysia and Viet Nam. The South-South cooperation includes cooperation on the
halal food industry and investment promotion. However, most of the beneficiaries are large enterprises.

To improve SMFEs in Thailand, the study suggests the following:

● For the short-term plan, SMFEs must be developed and expand in the domestic market. The
government and related organizations need to strengthen SMFEs to be accepted in the domestic
market. The country needs to promote investment in SMFEs by providing supporting
infrastructure such as finance, land, and other necessities and to encourage local clusters by
implementing the idea of a sustainable food system or cluster. The technologies used must be
developed and enhanced to increase productivity to respond to the demands of the domestic
market.

● For the mid-term and long-term plan, the government needs to: (a) strengthen the
competitiveness of the Thai food industry by implementing a comparative competitive strategy,
supply chain management and benchmarking; (b) transform agriculture to industrialization of
agriculture by implementing business process management, “lean thinking” or even performance
measurement; (c) ensure food safety by implementing a quality food assurance system and
a traceability system that are consistent with national standards. Moreover, the government
needs to promote value creation for Thai food products by implementing product development,
Good Nutrition Practice (GNP) and to utilize technological and e-business applications, such as
by implementing e-commerce, enterprise Resource Planning (ERP), e-procurement.

An important message from the OECD-FAO Agricultural Outlook 2011–2020 (OECD-FAO, 2011) is the
need for both shorter term measures to address the risks associated with volatility and for further
investment to enhance the productivity and resilience of the global food system. As a result, a central
issue for the G20 Summit in Seoul in November 2010 was the implications of high and volatile prices
for food insecurity and new proposals for action were considered at the June 2011 meeting of G20
Agricultural Ministers in Paris.

The OECD-FAO Agricultural Outlook 2011–2020 pointed out that agricultural commodity prices in real
terms are likely to remain high and these high prices are a positive signal to a sector that has been
experiencing declines in prices expressed in real terms for many decades. This could possibly stimulate
investments in improved productivity and increase output needed to meet the rising demands for food.
Unfortunately, supply response is conditioned by the relative cost of inputs whereas the incentives
provided by higher international prices are not always realized by producers as a result of high
transactions costs or domestic policy interventions. The policy challenge is therefore to promote
productivity growth, particularly for small producers in order to improve market immunities to external
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shocks and to reduce waste and increase supplies to local markets at affordable prices. It is also
important to enhance market transparency with greater efforts to raise the quality of global and national
information and surveillance systems on market prospects. These should provide up-to-date information
on production, stocks and trade in sensitive food security commodities.

The quality dimension of food supply is undeniable since urbanization will continue to reshape world
consumption patterns towards higher value processed products and convenience foods. Growing
populations and rising incomes in the large emerging economies such as China and India will maintain
strong demand for commodities. Moreover, the rising income will shift diets from staple foods to more
value-added and higher protein products, especially for consumers in emerging economies who will
increasingly demand meat and dairy products in their consumption choices.

In addition to the need to boost the supply of food, it is also mandatory for Thailand to reduce price
volatility. In general, the influence of the rising food prices on inflation has been small in OECD countries
over the past twelve months, not only because of the moderate increase of food prices, but also because
the share of food in consumer expenditures is small. However, for the emerging economies, especially
in some Asian countries, the contribution was greater than in OECD countries because of higher food
price inflation and the reality that food constitutes a larger share of the total consumption basket. This
robust demand in developing and emerging economies and the increasing costs of some inputs are
factored into the higher price projections in the medium term. Prices for nitrogen fertilizers and other
farm chemicals are closely linked with crude oil price, so rising oil prices translates into increasing
production costs. Henceforth, strong production responses can be anticipated in countries where
production is less input intensive. This applies both to crop and livestock sectors.

The OECD report on Agricultural Policy and Monitoring and Evaluation 2011 (OECD, 2011a) reveals that
in spite of structural differences across the countries investigated, namely OECD member countries and
five emerging economies (Brazil, China, Russia, South Africa and Ukraine), these 45 countries share
common policy interests. Such policies are ensuring a reliable supply of safe, nutritious and affordable
food, reasonable incomes for farms and farm households, a productive and competitive food and
agricultural sector, and sustainable use of natural resources. Much of the current policy set is not targeted
at coping with volatility, food security and resource use issues. Although higher output prices are good
news for producers, they contribute to increasing hunger among vulnerable consumers in many parts
of the world. It is therefore important that policy approaches should move beyond “status quo”
approaches and address the fundamental cause of hunger-poverty to a greater extent.

In the case of Thailand, the desirable policies for SMFEs should entail policies promoting productivity
gains while developing an export profile resembling the export basket of wealthier countries. The OECD
(2011b) report entitled “Globalization, Comparative Advantage and the Changing Dynamic of Trade”
pointed out that countries with comparative advantage, no matter what their income classification is,
have a more diversified export profile. They export more goods to more destinations than the average
country in their income group. The majority of high-income OECD countries having a comparative
advantage in processed products normally demonstrate large and productive food beverages and
tobacco sectors. Correlations between Revealed Comparative Advantage (RCA) in processed products
and proxy variables for factor endowments and trade facilitation were rather weak suggesting little
relationship among the variables. Interestingly, the correlation between absence of corruption or
cleanliness and RCA is positive. Besides, the profile of the products with comparative advantage is vital
for income growth. The study found that the computed average productivity level of processed products
was higher than other agricultural products and nonagricultural goods. Comparative advantage is linked
to the productivity level of a country’s export basket. The results revealed that a 10 percent increase in
the productivity level of a country’s processed export products increases income by 0.04 percent.
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