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Module 1. Entrepreneurial environment
 

Lesson-1

Assessing Overall Business Environment in Indian Economy
1.1. INTRODUCTION

In layman’s language business means buying and selling of goods. It is referred to as an organized
effort of enterprise to supply consumer with goods and services for a profit. This simple understanding
is limited for assessing the role of environment in today’s global business activity. To gain better
understanding, modern business may be defined as complex field of industry and commerce which
involves activities related to both production and distribution. These activities on one hand satisfy
society’s needs and desires and on the other hand bring profits to business firms.

1.1.1. Nature of modern business

The significant characteristics of modern business are: large size, oligopolistic nature, diversification,
global presence, technology orientation, and government regulation.

a) Large size of business: Modern business is large in size. Private sector companies of India are
not as large as some of the companies of developed nations in terms of sales and assets but are
quite large by the standards of developing countries and compare favourably even with a large
number of middle size companies of western world. The notable private sector large business
organizations include Reliance, Tata, Larsen & Toubro, Bharati Airtel, Adani, etc.

b) Oligopolistic nature: Oligopoly is characterized by small number of firms seeking a homogenous
or a differentiated product.

c) Diversification: In order to grow and expand, today business houses adopt the policy of
diversification. The Tata is a big business organization of India. It has a diversified portfolio
consisting of different automobiles, iron and steel, insurance, telecommunication etc. Reliance
group also has a diversified portfolio of oil, telecom, textiles etc.

d) Global presence: In the wake of liberalization and reduction of trade restrictions, business
organization also expands by doing the business overseas. The Indian companies like Reliance,
Ranbaxy, Sundaram, Bajaj Auto, Tata etc also export their products to different nations of the
world.

e) Technology orientation: To satisfy ever changing needs of large number of consumers, modern
business organizations adopt new technology to introduce new products in the market. They spend
considerable amount of their budget to research oriented activities directed to adopt new
technologies.

f) Government regulations: with liberalization there is also reduction in government controls. But
government control over business organizations is also necessary to correct market failures
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represented in the form of monopoly and pollution. Moreover government attempts to create stable
market conditions by monetary and fiscal regulations.

1.1.2 Business environment: It refers to all external factors which have direct or indirect influence on
functioning of business. It is divided in to two broad categories- external and internal environments.
External environment is futher categorized as macro and micro environment.

 

Fig.1.1: Macro and micro environment

 At present Indian economy is characterized as developing economy. Indian economy is an
agricultural economy. More than 50% population is dependent on agriculture.

1.2 Characteristic Features of Indian Economy

India has a mixed economy wherein both private and public enterprises prevail. Indian constitution
allows private ownership of means of production. Thus private sector also exists with public sector. At
the time of independence, due to huge resource requirement and long gestation period to realize
profit, several sectors of the economy were developed under public sector mode by government.
Although market mechanism in India is still not completely free from government control, it holds a
predominant position in Indian economy. After liberalization in 1991, there is much higher growth in
private sector compared to public sector.

1. Low per capita income: In 2009 India’s per capita income was Rs 37490 per annum. India’s per
capita income is very low compared to developed nations of the world.

2. Unequal distribution of income and poverty: The inequality in income is gauged from unequal
expenditure on house hold items. Wide spread poverty is also prevalent in India. Thus such a
situation of poverty even after six decades of independence is detrimental to the appropriate growth
of business. People below poverty line can not create large demands for industrial goods.
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3. Agricultural based economy: India is referred to as agricultural country. At the time of
independence around 70% of people were dependent on agriculture for their livelihood. This figure
has not changed a lot. Only there is marginal decline in this number. In 2006-07, agriculture and
allied activities contributed 18.5 percent of gross domestic product. This figure is still higher
compared to many third world countries like Argentina, Brazil, Mexico etc. wherein contribution of
agriculture is around 10% of GDP. Due to less productivity of agriculture sector compared to
industrial sector, the people who are dependent upon it have less purchasing power.

4. Higher population: India is second largest populated country after China. This puts tremendous
pressure on the existing natural resources.

5. Unemployment: Coupled with higher population growth rate, large scale unemployment and
underemployment also characterizes the Indian economy.

6. Scarcity of capital: In India, saving and investment rates have risen at a low rate which can realize
only a moderate growth rate. Due to this, there is scarcity of capital which does not allow business
to grow at fast rate. It acts as hindrance to implement latest technologies.

7. Technological backwardness: Success of any business in today’s globalized competitive world
depends on adoption of latest technology. Modern latest technology is certainly scale neutral, but it
is not resource neutral. This acts as a hindering factor for large number of small and marginal
farmers to adopt latest agricultural technology.

8. Limited Entrepreneur potential: An entrepreneur takes risks and ventures in to new business.
This results in growth of economy. Unfortunately in India there are limited persons possessing
entrepreneurial skills.

1.3. Assessing overall business environment:
India is a key player in the world economy. The Indian economy is much diversified. The diversity
ranges from agriculture to latest modern technology. The contribution of agricultural activity to the
GDP is less while it employs higher workforce. Still today it provides around 65 to 70 percent of direct
and indirect workforce. This situation places burden on Indian economy. At the same time India has
the comparative advantage with regards to higher proportion of people with technical skills and
English language proficiency skill. This factor is conducive for entrepreneurs.
Indian economy has changed from controlled public sector to more liberalized system allowing both
national and international players. Market has also changed from seller’s market with limited
competition to buyer’s market with increased competition. These changes in competitive scenario also
give rise to numerous entrepreneur opportunities.
Indian Economy has changed from quantitative restrictions and tariffs to quota free and open
economy and from a restricted financial market to a liberalized financial market. All these major
changes characterize the dynamic nature of Indian economy. The Indian economy has achieved a
growth rate of about seven percent in recent years. In recent years, service sector contribution has
increased as compared to other sectors.
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Indian economy is considered as a developing economy based on its characteristic features. The
salient features of Indian economy can be specified as predominance of agriculture, rapid, population
growth, low per capita income, unemployment, capital scare economy.
Some of the problems of Indian economy are: inadequate employment opportunities, economic
inequality, poverty, poor infrastructure, fiscal deficit and higher proportion of non performing assets.
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Module-1. Entrepreneurial environment

Lesson-2

Overview of Indian Social, Political and Economic Systems and Their Implication for Decision
Making By Individual Entrepreneurs, Part-I

2.1. INTRODUCTION

Indian leaders, notably the first Prime Minister Dr. Jawaharlal Nehru, who implemented the
concept of five year plans, believed that high economic growth and more income amongst the poor
population are the prime goals before the newly independent nation. To achieve these goals,
government was assigned important role and since 1951, number of five year plans have played
major role in economic development of the country. Although there was considerable growth in 1950s,
but it was a less than many other Asian countries. From 1951-79, the Indian economy grew at an
average rate of 3.1 percent a year at constant prices. In the same period, growth in industrial sector
was about 4.5 percent a year and for agriculture sector, it was 3.0 percent. Many political leaders
associated with Independence movement were favoring socialistic pattern of development. They were
in favor of government intervention in the economy. They propagated ownership by state for key
industries.

Indian economic systems: India has a mixed economic system. Indian economy comprises of
traditional village farming, modern agriculture, handicrafts, modern industries and new emerging social
sector. Since 1991, government has adopted liberalization policy. Restrictions on foreign trade and
investment have reduced. The economic growth rate is around and above 6% in the liberalized era
since 1991. This has resulted in reduction in poverty by about 10 percent. India possesses large
number of educated youth, which has helped in economic progress; and the country and India
emerged as an important destination for business process outsourcing services.

In layman’s terminology, environment means the natural forces like air, water etc. For a
business organization environment means all the internal and external forces affecting the
organization. Management of business organizations should visualize and foresee the impact of
environmental forces. In a strict economic sense, environment refers to all external forces which have
profound influence on the functioning of business. Environmental factors are beyond the control of
individual business organization. All business organizations function within the broad framework of the
external environment which either provides opportunity or act as a threat to the business organization.
The external environment is a mix of complex dynamic forces uncontrollable by the business
organization but can also be influenced or affected by the organization. The external environmental
forces decide the choice of a strategy. The marketing decisions are also influenced by external
environment forces. Successful business organizations continuously monitor external environment
and likewise adopt appropriate strategy so as to meet the customer’s need in a most effective way.

Looking from the system’s viewpoint, all business organizations operate in an open system. It
takes resources from the external environment, carries out conversion process and gives output in the
form of goods or services to external environment.
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2.2. TYPE OF ENVIRONMENT
A) Macro environmental factors

1. Economic Environment: A close relationship exists between business and its economic factors
which include business cycles, inflation, unemployment interest rates, income level of saving
and investments, fiscal, monetary and balance of payment situations and overall growth
activity. The economic factors affect consumer purchasing power and spending pattern.
Economic environmental factors decide the growth prospects of business houses. During
recession, the demand of goods and services decreases leading to slowdown of business. The
economic policies framed by the government may either act as opportunity or threat for a
business.

2. Technological environment :
Technology is the most dynamic force. Technology implies systematic application of

scientific or organized knowledge to practical tasks. Technological development occurs at a
very fast pace. Business organizations have to keep pace with the fast changing technology by
adopting latest technology in their production process. Technology has a profound impact on
life styles, consumption pattern and economy. The rate of change in technology also acts as
opportunity or threat for existing business organizations. Technological development leads to
establishment of new industries at the same time.

3. Political Legal Environment :
This refers to influence exerted by all the three constitutional wings namely legislature,

executive and judiciary on business. Government frames legal rules and regulations for smooth
functioning of business organizations Subsidies, tariffs, import quotas and deregulation of
industries are some of the regulating forces imposed by government for business
organizations. The political environment includes role played by government and other non
government organizations (NGOs) influencing the business activities.

 The legislature, executive and judiciary either singly or in combination shapes, direct,
develops or controls the activities of business organizations. In recent times there is growth of
many NGOs which exert influence on business organizations and compel them to adopt right
practices in the larger interest of all sections of society. The legal environment becomes more
complicated as business organizations expand globally and face government structures quite
different from those within their host country. A stable and dynamic political environment is very
essential for business growth.

4. Demographic Environment :
Demography is the study of human population with respect to size, density, location,

age, sex, race, occupation and other statistics. Demographic trends such as worldwide
explosive population growth, a changing age – education and esthetic mix of population,
changes in the household pattern, geographical shifts in population etc act as opportunity or
threat to business organizations.

5. Socio Cultural Environment :
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These are most difficult uncontrollable factors to predict. It is necessary for business
organizations to understand and appreciate the socio cultural values of society in which they
conduct their operations. The cultural environment is composed of society’s basic values,
perceptions, preferences and behaviors, cultural values & beliefs is a mix of concepts like
quality, achievement, youthfulness, efficiency, practicality, freedom, self actualization,
individualism, patriotism, religious beliefs, morality, courage, ownership of responsibility,
materialism etc. Each country has a specific and unique socio-cultural environment. Business
organizations have to comply with this unique socio cultural environment.

6. Natural Environment
Business as an economic system that is established by man but it is impacted upon by

natural forces. Business activities also influence the nature in positive and negative ways. The
ecosystem refers to natural system and its resources that are required as inputs by business
organizations or that are affected by business activities. In recent years the concepts &
preserving the natural environment or green marketing have emerged. The natural resources
are of renewable and non renewable type. It is necessary for business organizations to make
efficient use of natural resources for the benefit of mankind.
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Module-1. Entrepreneurial environment

Lesson-3
Overview of Indian social, political and economic systems and their implication

for decision making by individual entrepreneurs, Part-2 
3.1. INTRODUCTION
 India is a secular country. Religion is one of the cultural variables. InIndia all the religions are given
equal status. Religion shapes the values and beliefs of a person have an influence on entrepreneurial
behaviour in general and the type of business as well as women’s participation in business in
particular. There are contradictory research findings with respect to influence of religion on
entrepreneurial activity. There is lack of in depth research on the relation between religion and
economic and social entrepreneurship. In India it can be seen that great entrepreneurs have emerged
from all different religions professed over here.

Socio-cultural environment encompasses all the variables which are not included in economic
or political environment. Economic environment mainly include market variable in which people act as
buyers or sellers and the main aim is production. In political environment people relate with one
another as citizens and the main aim is to make executive decision and rule. The socio cultural
environment include whole range of behaviors and relationships in which people engage in their
private and personal lives including the characteristic of the population, age, sex, race, class values
and attitudes, lifestyle and relationships.

3.1.1. CULTURAL FACTORS

Culture is a phenomena exhibited by groups and this can mean society as a whole (national
culture), groups within society (sub culture) or even groups of societies and nations (trans national
culture) e.g. many times the word "Indian culture " is used. This implies that there are certain values
and way of life that Indian societies might be sharing.

India is said to have diverse culture. India is referred to as multiracial country where different
communities coexist defined by their race, ethnicity or faith. While analyzing the socio cultural
environment of business, it is to be remembered that society and culture are not homogenous, but are
diverse and dynamic.

Socio cultural environment and business exhibits two way impacts on each other. Business
practices influence culture and culture in turn influence the business practices. Employer performs
several roles while performing their business duties. Their actions are influenced by their cultural
background (e.g. Tata group).

3.1.2. SOCIAL FACTORS

The social sector is looked as one of the most important sector in the developing economies of the
world. It includes many programmes and policies of the government aimed at improving the living
standards of the people of that country by better availability of public services.
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The social environment covers following aspects:

· Poverty and its alleviation programs

· Labor and employment

· Women and children development

· Education

· Health

· Population and family welfare

· Empowerment of disadvantageous groups

· Public committees in rural and urban areas

World Bank defines poverty in terms of hunger, lack of shelter, inability to access to medical
help and education. Although India is considered as rising economy but still large number of people
live below poverty line. This gives opportunities to entrepreneurs and specifically those associated
with NGO to carry out their work, so as to improve the living standards of people and reduce poverty.
It is necessary to provide work opportunities to people so, as to help them earn income to meet the
material need and help them progress with a sense of dignity and purpose in life.

Efficient labour markets help to reduce poverty and contribute to economic growth and
development. The establishment of enterprise by entrepreneurs thus facilitates employment
generation.

With respect to participation of women in the workforce, it can be seen that there is quantitative
increase in women’s economic participation in recent past in number of enterprises. There is also
growth of women entrepreneurs in India. Large number of children is engaged in child labour. Many of
them work in hazardous conditions (mines, chemicals). A well established enterprise does not lead to
child exploitation in the form of child labour.

Education and health are most important social environment variables and it is government’s
responsibility to ensure these adequate facilities to the people. In liberalized era in the recent past it is
observed that government has withdrawn their responsibility from this sector. Private participation has
increased in both the sectors. Today large number of private schools, self financed colleges and
private hospitals can be seen throughout the country.

For the social factors like population and family welfare, empowerment of the socially
disadvantaged group and public amenities in rural and urban areas, should be improved. Rural
environment shows the influence exhibited by factors which are ‘beyond the enterprises gate’ such as
attitude of people to work, attitude to wealth, family, marriage, religion, education, ethics etc. In limited
sense, culture is thought to be exhibited by activities like music, festivals, drama, dance etc. But in
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broad sense, culture is a complex whole which includes knowledge, beliefs, art, moral laws, customs
and other skills and habits learned by a person as a member of society. Culture is not based upon
biology or inherited but is acquired by learning and experiences. Culture is not specific to any
individual but person as a group member or as a member of organization/society share the culture.
Culture passes from one generation to another.

From the enterprises point of view, culture is understood from three different levels. At the top is
the national culture which is dominated and exist within the geographic boundaries of a
nation.India being a very large country, there is existence of this dominant culture. Within the national
culture lies the business culture. This shows the way of conducting everyday business transactions. In
Indian enterprises the business culture is exhibited by activities such as priority given to age and
seniority, respect of women, use of traditional dress, celebrating traditional festivals etc.
Organizational and occupational culture develops within the national and business cultures.
Organizational culture refers to philosophies, ideologies, values, assumptions, beliefs, expectations,
attitudes and norms which keep the organization as close knit structure and are shared by all the
employees of the organization. Employees pursuing a similar profession may exhibit common culture
referred to as occupational culture e.g. culture exhibited by university faculty members, non teaching
staff of universities, craft people, doctors etc. Following Table 3.1 illustrates the characteristics of
Indian socio cultural environment.

Table- 3.1: Major Socio cultural variables of Indian Culture
Socio
cultural variable

Characteristics

Administrative Existence of impersonal bureaucratic social relations, mistrust of fellow
workers, highly centralized administration, more emphasis on
hierarchical status in decision making, Bureaucratic delay, less amount
of delegation, dissatisfied employees

Attitude towards
work and goals

General and deep seated apathy, separation of work from its results,
performance of tasks without any dedication, pride or interest

Discipline and
order

Lack of discipline at all levels, Lack of trust on authority, Poor superior
subordinate relationships

Group Harmony Assumption of inequality of human beings, self centered behavior,
suspecting fellow employees, lack of cooperation and teamwork

Education Mostly indifferent and highly ambivalent

3.3. MICRO ENVIRONMENTAL FACTORS
It is possible for the business organization to exert some influence on these micro environmental

forces as compared to macro environmental forces. This includes factors such as organization market,
market intermediaries, suppliers of raw material, employees etc. The market consists of customers
whose taste and preferences changes with time. Business enterprises have to continuously closely
monitor the demands of their customs in target market. It is possible to control or modify preferences
of customers through promotional techniques by business organizations. Business organizations sell
their products with the help of market intermediaries. It includes wholesalers, distributors, retailers and
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all other middleman. It is possible to control the activities of marketing intermediaries by providing
appropriate commissions, training, other financial support etc. Suppliers are individuals and
organizations that provide necessary resources for manufacturing goods or providing services. They
are critical to an organization’s marketing success and an important link in its value delivery system.
3.3.1. Why know business environment?

The success of any enterprise depends upon managerial decisions. Manager’s decisions are
affected by environmental factors. It is therefore necessary that managers understand and evaluate
the impact of environmental factors on their decisions. Sometimes rigid government laws may give
rise to restrictive business environment hindering the growth of business.

The present and future viability of business is impacted by the environment. For example with
change in consumer preferences and advancement in technology, the mobile manufacturing company
cannot survive by manufacturing only black and white screen mobile having only limited features. The
cost of capital and cost of borrowing is also influenced by government’s fiscal and monetary policy.
The increased awareness about environment protection among general population force business
enterprises to adopt suitable non hazardous / non polluting measures in their establishment.

The environment also offers the new growth opportunities. For example the privatization policy
of government of India has opened up many sectors for business organizations such as telecom, food
and dairy etc.

The environmental study helps the business enterprises in development of broad strategies
and long term policies for the enterprise. It helps in development of action plans to keep pace with
technological improvements. It helps to foresee the impact of socio economic changes at both national
& international level on the enterprises stability. It also helps in analyzing the competitors move and
then formulate counter strategies.

A country’s cultural and social back ground and the prevailing political system have influence
on the entrepreneurial activities. According to Gibb, enterprise culture is a set of attitudes, values and
beliefs operating within a particular community or environment that lead to enterprising behavior and
aspiration towards self employment.

Research studies have indicated that cultural attitudes influence the entrepreneurial activities.
The cultural difference across the nations is also responsible for economic and entrepreneurial
development of the nation. Cultural environment which respects and values entrepreneurship is more
conducive to entrepreneurship.
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Module-1. Entrepreneurial environment

Lesson-4

Globalization and the Emerging Business / Entrepreneurial Environment

4.1. INTROUCTION

The international monetary fund defines globalization as “the growing economic interdependence of
countries world wide through increasing volume and a variety of cross border transactions in goods
and services and of international capital flows and also through the more rapid and wide spread
diffusion of technology”.

4.2. FEATURES OF GLOBALIZATION
1. Expansion possibilities of business throughout the world.
2. Differences between domestic and foreign markets are erased.
3. Buying and selling product and service from / to any nation of the world.
4. Establishment of production and distribution facilities based upon feasibility and economic

considerations at optimum location anywhere in the world instead of considering national
considerations.

5. Product planning and development are dependent on market conditions of the whole world.
6. Optimizing raw material sourcing from entire world.
7. Global orientations in strategies, organizational structure, culture and managerial expertise.
8. Viewing entire globe as a single market.

4.2.1 Factors influencing Globalization
Many factors are responsible for favoring globalization.Notableamong which notable ones are:

1. Dismantling of barriers to international economic transactions.
2. Over capacity and over production.
3. Technological developments.
4. Emerging forms of industrial organizations.
5. Political factors
6. The intellectual revolution

4.3. GLOBALIZATION STRATEGY FOR ENTERPRISE:
To establish global presence with minimum risk and maximum returns, the entrepreneur must address
following questions:

a) Which product line or product lines should be used for launching into global Markets?
b) Which markets should be chosen for entry?
c) Which optimal mode should be used for market entry?
d) How rapidly should the enterprise expand globally?

As globalization has many risks associated with it, it is advisable to select only most profitable product/
product lines instead of introducing the entire product range.
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The choice of the market is decided by market potential. The extent of entry barriers and intensity of
competition decides the market entry strategy. Lower entry barriers and less intensity of competition in
a market are conducive to a firms entry in the market. The mode of market entry is dependent upon
two factors.
(a) Enterprise’s policy of export versus local production.
(b) Extent of ownership control over locally performed activities.

Local production is more favorable when the local market is larger than the minimum efficient scale
of production so that local production translates itself into scale economies while holding down tariff
and transportation costs. With regard to extent of ownership control, the possibilities vary from zero
percent ownership mode like licensing or franchising to partial ownership mode like joint venture or
affiliates.

More global presence by the enterprise does not provide competitive advantage. Transforming
global presence into global competitive advantage necessitate the enterprise to exploit the value
creation opportunities generated by global presence and to meet related challenges. Global
competitive advantage can be realized by the enterprise by adopting to local market differences,
exploiting economies of global scale, tapping the optimal locations etc.

 
4.4. INDIAN GOVERNMENT MEASURES TOWARDS GLOBALIZATION:

1. Scrapping the restrictive laws such as foreign exchange and regulation act (FERA) 1973. The
foreign exchange management act (FEMA) has been passed by removing the classes which
restricted the entry of multinational companies (MNCs)

2. Allowing Indian companies to collaborate with foreign companies in the form of foreign joint
ventures (FJVs) and there by many Indian companies have started their FJVs.

3. Reduction of import tariff to 15 percent on the advice of world bank.
4. Replacing import license with tariffs.
5. Reducing and removing some import duties.
6. Removing export subsidies.
7. Replacing license of export with duties.
8. Imposing low, flat tax on the export income.
9. Changing the policy related to export oriented units and export processing zones.
10. Liberalizing the inflow of foreign direct investments.
11. Providing incentives to MNCs & NRIs for investing in India.
12. Encouraging foreign institutional investors (FIIs) to invest inIndia.
13. Allowing Indian mutual funds to invest in foreign equity.
14. Allowing rupee to determine its own exchange rate in the international market without an

official intervention.
15. Full Convertibility of rupee in the current account.

4.4.1 Areas of Concern in Indian Economy with respect to globalization:
1. The technology gaps of several years. The difficulty in securing technology transfers from the

developed countries.
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2. Lack of Infrastructure
3. Difficult to implement true privatization policies in the light of political interventions.
4. Indian products and services are rated inferior in terms of price, quality, delivery schedules,

etc.
5. High cost economy
6. The market access in the developed countries is very difficult as they are protected by tariff

and non tariff barriers.
7. Unstable political economy of India. The coalition governments are not suitable for rapid

progress.
8. Limited share in world export.

4.5. GLOBALIZATION AND INDIA
For India, a good balance of payment position and the earning of foreign exchange are major reasons
for globalization. Indian consumer’s preference has changed due to impact’s of mass communication
tools. Thus Indian Industries have also globalized their operations so as to satisfy consumer’s
preferences. Due to liberalization policies initiated by India since 1991, many multinational companies
have started their operations in India. The Indian industries and new enterprises face stiff competition
from multinational companies. This has resulted in improvement in their performance and ultimately
benefiting the consumers. Globalization helps domestic companies to acquire and update their
technology, be cost effective and ward of future competitive threat.
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Module-1. Entrepreneurial environment
Lesson-5

Globalization and the Emerging Business / Entrepreneurial Environment Part-II
5.1. INTRODUCTION

 All kinds of enterprises are affected by external environmental factors. These factors are broadly
categorized into political, economic social technological legal, and cultural. All these external
environmental forces are generally met under the control of individual enterprise and are generally
referred to as macro environmental factors. Uncertainty is associated with them. Despite the heavy
cost of failure, private entrepreneurs take risks in the hope of earning high profit.

5.1.1 Importance Entrepreneurial Environment

 Macro environmental factors are responsible for the growth of entrepreneurship. In globalized world,
all kinds of business are considered as a social and economic organization which is influenced by
political, economic and social forces. An enterprise operates in a specific frame work created by
political environment, industrial and licensing policy, foreign exchange regulation, banking policy,
technological development etc. Therefore it is necessary that any business plan formulated by an
entrepreneur & it must be based upon above environmental factors.

A. Economic factors

1. Capital: This is perhaps the basic and most important requirement for establishing any
enterprises. It is required for purchasing land, different type of machines and raw materials.
Research studies have indicated that with an increase in capital investment, capital output ratio
tend to increase. This increases profit which then further goes to capital formation. Thus, lack of
capital and higher interest rate on borrowed capital hinders entrepreneurship activity in the
country. One of the reasons for progress of rich western countries is availability of capital to
entrepreneurs.

2. Labour: Quality of labour is more important than quantity for proper development of
entrepreneurship. Since, they have to deliver quality products for the successful growth, quality
of labour is very crucial.

3. Raw materials: Since raw material is one of the important components of production,
without which production cannot be accomplished. Entrepreneurs need to ascertain continuous
availability of requisite quantity and quality of different types of raw materials for survival of the
enterprise.

4. Market: The size and the composition of market both influence the entrepreneurship in their
own ways. Whether or not the market is expanding and the rate at which it is  expanding are
the most significant characteristics of the market for entrepreneurship development.

B. Government actions
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 Government plays an important role in the development of entrepreneurs. Government can support
entrepreneurs through its clearly expressed industrial  policy, by creating basic facilities, utilities and
services through providing incentives and subsidies. A supportive conducive role by government
reduces risk of entrepreneurs.

5.2. GLOBALIZATION AND INDIA:

Even after a long period after independence, India is not able to transform its economy into a
modern industrial democracy even though it enjoys political democracy. This is evident from the large
gap between have and have-nots. After liberalization probably this gap is increasing. In order to
pursue economic policies as dictated by WTO/World bank and other financial institutions, India has
been reducing space for state intervention and allow market forces to govern the market. On one hand
this leads to increase in entrepreneurial opportunities but on the other hand have damaging effects on
economically weaker sections of society. Thus although it is not possible to stop the process of
globalization but whatever policy reforms are undertaken must be according to the socio economic
conditions of our country and should be such which serve the interest of general masses.

5.2.1 Sector specific impact of globalization In India:

The effects of globalization on India can be studied by analyzing some specific sectors of the
Indian economy.

1. Telecom sector: The impact of globalization is directly visible in this sector. This sector was
totally under the public domain. It is now privatized and slowly and gradually foreign
investment upto 72 percent is now allowed. The positive effects are realized by the consumers
in terms of easy availability of large number of service providers at cheaper rates.

2. Insurance sector: This sector used to be one of the most regulated sector. But now it is open
for private players also. Insurance regulatory development authority has been established by
the government to regulate the sector.

3. Banking and financial sector: India has adopted gradual liberalization approach for this
sector. The reforms in the form of deregulation, liberalization of interest rates, pro market
policies etc are introduced at a slow pace. With each successive budget
announcements, India move towards full capital account convertibility. These measures along
with strengthening of prudential norms and market discipline and the adoption of international
benchmarks to suit specific needs of India helped to make the financial sector of India
competitive, viable and resilient. All these moves are helpful for entrepreneurs to obtain
necessary financial support.

4. Retail sector: Indian retail industry cannot be new considered in a nascent stage. Due to
globalization large supermarkets are visible even in small towns and also throughout the
country. Opening up of retail sector has provided opportunities to many entrepreneurs.
Although it is seen as a threat to small street corner groceries but at the same time it can also
act as growth engine which can help in filling the resource and technology gaps in the retail
segment.
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5. Agriculture sector: India is still regarded as agricultural country. Due to globalization,
advantages in terms of technology transfer, improved productivity and newer markets etc. can
be gained by Indian farmers. But if the Indian farming conditions and socio economic status of
large number of Indian farmers is taken into consideration then it has been seen that due to
globalization, Indian farmers have also faced many problems as against provision of providing
subsidy to farmers in developed countries, monopoly of many biotechnological companies,
threat to biodiversity and ecological stability due to biotechnology, pumping etc.

These are some of the sector specific examples to highlight the impact of globalization on Indian
economy. In general globalized world leads to influx of new technology and income in economic
opportunities and also leads to more entry of international companies in many sectors. But at the
same time it can also lead to increase in unemployment, economic and social inequalities etc.

Entrepreneurship Development & Industrial Consultancy

www.AgriMoon.Com 21



Module.2 Concept and working of entrepreneur

Lesson-6

Concept of Entrepreneurship and Managerial Characteristics
6.1. INTRODUCTION

The word entrepreneur is drawn from the French language meaning to designate an organizer of
musical or other entertainment. Oxforddictionary also defines entrepreneur as the “director or a

manager of a public musical institution.” In early 16th century, the term was applied to persons

involved in military operations. In the 17th century, the term was broadened to include civil engineering

activities. In 18th century, the term was used to refer to economic aspects. This highlights that the
concept of entrepreneurship was originated two centuries ago. Since then the term is used in various
ways.

6.2. HISTORY

The term entrepreneurship can be traced back to as early as the Middle Ages, when the entrepreneur
was simply someone who carried out tasks, such as buildings and construction projects by applying all
the resources at his disposal. However, it was during the16th century when business was used as a
common term, and the entrepreneur came into focus as a person who is responsible for undertaking a
business venture. In the 18

th century, early economists, for instance one known as Richard Cantillon, added that an entrepreneur

bears risk as part of his work definition. It was during the 17 th and 18 th century Industrial Revolution,
that business itself was becoming part of the new lifestyle, especially in Europe, where most of this
development was taking place. The early economists, such as John Baptiste, John Stuart Mill, and
Alfred Marshall all included entrepreneurship into the economic spectrum of the time by defining the
various skills and features of an entrepreneur. These definitions vary from an entrepreneur being
responsible for employing resources in high productivity areas to earn profits, to risk bearing, and
finally to an entrepreneur being responsible for organization and control. However, the most

substantial research into entrepreneurial theory was achieved in the 20th century, under the aegis of
Joseph Schumpeter, who claims that the entrepreneur has a creative destruction innovation by
replacing destroying an existing economy by a better, advance one. Where some of the
entrepreneurships emerged as a result of innovation based on new products, others were merely an
expansion of existing businesses in markets that now showed areas of growth. For instance, railroads
and shipping, cargo, transport; factors that became intertwined with growth in commerce during the

late 18th century and early 19th century. The 20th century saw the evolution of entrepreneurial history
developing its most recent form and most of this research was done at the Center for Entrepreneurial
History at Harvard. It was here that the theorist Arthur H. Cole defined an entrepreneur as an
organization builder. In recent times, the concept of entrepreneurship has evolved from being a single
individual to account for that of an entire organization or a corporation. In some of these modern

Entrepreneurship Development & Industrial Consultancy

www.AgriMoon.Com 22



 

 

theories, entrepreneurs also include the top tier of executives who are running a corporation. Along
with entrepreneurial theory, it is observed that the growing importance of theories regarding
entrepreneurship emerged side by side with historical events which integrated the entrepreneur as an
essential part of a modern, capitalist society.

6.3. DEFINITIONS OF ENTREPRENEUR

1. Modern dictionary defines entrepreneur as “One who reorganizes and manages only
enterprise especially involving high risk.”

2. According to economist entrepreneur introduces changes, innovations and new orders and
combines resources, raw material, labour and other assets thereby increasing their value.

3. According to psychologist, Entrepreneur is driven by some forces which create a desire to
obtain or attain something.

4. According to sociologist, Entrepreneur is a person who’s actions would determine his social
status and who contribute to the development of society.

5. Management defines Entrepreneur as a person who has a vision and generates the action
plan to achieve it.

6.4. CONCEPT OF ENTREPRENEURSHIP

 

 

 

 

 

 

 

 

Fig.6.1: Concept of entrepreneurship

Entrepreneurship is a process undertaken by an entrepreneur to propagate and foster his business
interest. Innovation and creativity result into establishment of enterprise. Entrepreneurship involves a
particular type of mindset which takes calculated risk with confidence so as to achieve predetermined
business objective. Thus we see that the term Entrepreneur is used in various ways. These views can
be group in to three categories: Risk bearer, organizer and innovator.

1. Entrepreneur as a risk bearer

Rechard Cantillion (1755) was the first person to describe entrepreneur as risk bearers. He
stressed on function of entrepreneur and not his personality. Frank knight year 1921 describe
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entrepreneur as an economic functionary who undertakes such responsibility of uncertainty which
by it’s vary nature can not be insured, nor capitalized nor salaried too.

2. Entrepreneur as an organizer :

Jean –Baptistc (1800) says entrepreneur as a person who combine the land of one, labour of
another and the capital of yet another. By using all these recourses an entrepreneur produces a
product and sales in the market. He pays interest on capital, rent on land and wages to labour.
Then what ever saved is the profit. Thus the explanation of entrepreneur combines the functions of
coordination, organization and supervision.

3. Entrepreneur is an innovator

Joseph. A. Schumpeter (1934) identified five different kinds of innovations or ways to act as an
entrepreneur

a. The introduction of new product in the market

b. The introduction of new method of production

c. Venturing into a new market.

d. Using a new different variety of raw materials.

e. Adopting a new organization firm/ structure.

6.5. CHARACTERISTICS OF ENTREPRENEURS

Following are some of the characteristics (traits) identified by researchers based upon analyzing life of
successful entrepreneurs.

1. Hard work: Entrepreneurs should be willing to work hard to achieve success for their enterprise.

2. Desire for high achievement: Entrepreneurs should be achievement oriented. They do hard work
to achieve their goals/ targets for the organization.

3. Optimism: Entrepreneur faces many hard ships and difficulties. A successful entrepreneur tackles
all kinds of such situations and is optimistic about bright future.

4. Independence: Entrepreneurs like to work independently. They do not like to be followers or guided
by someone else.

5. Foresight: They can approximately visualize the future based upon analysis of existing
environmental conditions. Based upon such a foresight they take appropriate decisions in the
present context so as to make their enterprise successful.

6. Organizing power: Entrepreneurs have limited resources when they start their enterprises. They
procure different resources from others and then organize them appropriately so as to make a
profitable product.

7. Innovative: Customer demand/tastes go on changing. In order to satisfy diverse customer needs,
entrepreneurs must be innovative.
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8. Communication skills: In order to carry out business activities, the entrepreneur has to interact
with many stakeholders’ viz., suppliers, employees, customers etc. In order to succeed
entrepreneur should have excellent communication skills.

9. Technical knowledge: An entrepreneur can start business of diverse nature. Whatever business
they start, in order to succeed it is necessary that entrepreneurs have a somewhat basic
knowledge about that business.

10. Risk taking ability: Future is uncertain and risk is associated with it. Entrepreneurs take a
calculated risk. Several social scientists have considered risk taking as the most important basic
trait required by entrepreneurs.

11. Mental ability: It consists of intelligence and creative thinking. An entrepreneur must be
reasonably intelligent and should have thinking ability. Entrepreneur individually faces many
business problems. He must be able to analyze them and deal with them.

12. Human relations ability: Important personality traits required by entrepreneurs are emotional
stability, personal relations, consideration and tactfulness. An entrepreneur should maintain good
relations with all stakeholders so as to achieve growth in their business.
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Module.2 Concept and working of entrepreneur

Lesson-7

Managing an Enterprise
7.1. INTRODUCTION

Entrepreneurs start an enterprise and manage it effectively so as to make it a successful enterprise. In
general managing an enterprise consists of following different stages/ phases.

7.2. IDENTIFY AN OPPORTUNITY
This is a crucial step both for a new enterprise as well as for existing organization. Identification

of opportunity at appropriate time provides competitive advantage over competitors. It helps to
increase profit margins. Identification of opportunity and evaluation is a difficult task. Majority of good
business opportunities do not immediately emerge just by chance. They are found out due to
alertness of entrepreneur or by adopting procedures specifically to generate ideasviz research and
development, analyzing competitors, from supply chain members or using idea generating
techniques. The assessment of opportunity can be evaluated by finding answers to following
questions.

1) Which market need will be satisfied by the offering?
2) Which social conditions underlie this market need?
3) Which market research data can be associated with this market need?
4) Whether any patents might be available to fulfill this need?

5) What is the national and international structure of competition for the concerned need?

7.3. EVALUATING AND ESTABLISHING VISION

After identifying the opportunities, an entrepreneur lays down a vision to convert these opportunities
into a realizable product. Each opportunity is carefully screened and evaluated so as to assess
whether the specific product or service when conceptualized from a particular idea has profitable
returns in comparison to resources required. The evaluation criteria looks at length of opportunity, its
real and perceived value, its risk and return, its match with personal skills and goals of entrepreneur,
its uniqueness or differential advantage in its competitive environment.

7.4. PERSUADE OTHERS

No individual can work in isolation. Thus, entrepreneurs also need help and advice from many other
people. Success of a business depends upon getting the right people involved.

7.5. GATHER RESOURCES

After successfully communicating the vision and persuading others, the stage of starting the project is
reached. Here first of all resources of different kind are gathered. In general resources required for an
enterprise can be classified in to four categories.
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7.5.1. Financial: One of the most important considerations for any new enterprise is its financial
structure. It can be a sole enterprise, partnership, private company, public company, co-
operative firms. After selecting any suitable structure the next questions of finding some
sources of finance which include own capital, informal investors (family and friends), public
flotation, and government. etc.

7.5.2. Operating resources: This consists of physical items like office building, land and machinery,
various raw materials etc.

7.5.3. Human resources: This covers labours, skilled operators and professional managers.

7.5.4. Creating new Venture/ Developing Business plan: The next step is organizing all these
resources effectively and creating / establishing a new venture.

7.6. BUSINESS PLAN

 A business plan is prepared by entrepreneur. It is a written document which describes all the
necessary internal and external elements involved in starting a new enterprise. It is integration of
major functional plans of the enterprise i.e. marketing, finance, production, human resources etc. It
addresses short term and long term decision making for initial years of operation. Business plan is
required by potential investors, suppliers, and even consumers.

The business plan is used by different persons such as investors, suppliers, customers etc. Each of
them will read and interpret the plan from their own perspective. Thus while preparing the business
plan; the entrepreneur must address all the issues affecting all different stakeholders.

7.6.1. Reasons for failure of business plan

1. Unreasonable goal setting by entrepreneur
2. Non measurable goals
3. Lack of full commitment from the entrepreneur
4. lack of experience on the part of entrepreneur in planned business
5. Entrepreneur lacks sense of potential threats or weaknesses
6. Lack of establishment of customer needs for the proposed product or service

7.6.2. Manage the enterprise: It is necessary to examine and solve operational problems of the
growing enterprise. This calls for implementing management style and structure as well as
determining key variables of success. A control system needs to be established so as to identify the
problems and resolve it quickly.

7.6.3. Change / Adapt with time: As business environment change, entrepreneur needs to adopt
new policies/ strategies so as to succeed and remain competitive.

 Both the central and state governments frame rules and regulations for the operation of a business.
The rules framed by other local bodies like municipal corporations are also binding on business. A
large number of laws have been enacted for ensuring fair trade practices and fair competition,
protecting the interests of consumers, employees, protecting improvement and collect tax from the
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business enterprises. The rules are not common for all the enterprises. They are enterprise specific.
Thus it is the responsibility of the management of concerned enterprise that they enforce all the legal
rules framed by the government for their enterprise. Thus entrepreneurs are required to remain
watchful and keep themselves informed of latest standing orders that serve to control, regulate and
guide their business activity. In this regard the aspects of form & ownership, industrial license,
registration of project scheme, protection of environment, construction of factory shed, trade license,
employee welfare, consumer rights etc are some of the important aspects to be considered by
entrepreneur.
7.7. TYPE OF OWNERSHIP
 This is one of the basic procedural needs. There are different types of ownership models ranging
from sole proprietorship, different kinds of partnership, joint stock company, co-operatives etc.
7.7.1. Sole Proprietorship
In a sole proprietorship, individual is the sole owner of a business and there is no other form of
business organization, such as a corporation, used as a vehicle to carry on the business. All benefits
from the operation of the business accrue to the sole proprietor. At the same time, all obligations
associated with the business are also the personal responsibility of the sole proprietor. Thus, all
income or losses of the business are attributable to, and taxed at the rate applicable to, and all assets
of the business are owned by, the sole proprietor.
Some of the advantages of operating as a sole proprietorship are: relatively low start-up costs, the
ability to offset losses from the business against other sources of income, less formalities and filing
requirements, and control over the direction of the business. The principal disadvantage of operating a
business as a sole proprietorship is the unlimited personal liability of the proprietor (which can
generally only be limited by contract or insurance). This means that all of the personal assets of the
proprietor are at risk, whether or not they are used in, or related to, the operation of the business.
Other disadvantages of operating a business as a sole proprietorship include: lack of status and
credibility in the eyes of potential business partners; difficulty in attracting investment; limited ability to
use a share of ownership in the business as a retention and incentive tool for employees; ineligibility
for many government loan and grant programs (which are available only to corporations); and
ineligibility for employment insurance benefits in the event of a failure of the business.
7.7.2. Patrnership
The term "partnership" has changed over the years, as business people have come to add new
features to the old business form. These new partnership types are intended to help mitigate the
liability issues with partnerships. The three most used partnership types are: General partnership,
limited partnership, limited liability partnership.
General Partnership: A general partnership is a partnership with onlygeneral partners. Each general
partner takes part in the management of the business, and also takes responsibility for the liabilities of
the business. If one partner is sued, all partners are held liable. General partnerships are the least
desirable for this reason.
Limited Partnerships: A limited partnership includes both general partners and limited partners.
A limited partner does not participate in the day-to-day management of the partnership and his/her
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liability is limited. In many cases, the limited partners are merely investors who do not wish to
participate in the partnership other than to provide an investment and to receive a share of the profits.
Limited Liability Partnerships: A limited liability partnership (LLP) is different from a limited
partnership or a general partnership, but is closer to a limited liability company (LLC). In the LLP, all
partners have limited liability. An LLP combines characteristics of partnerships and corporations. As in
a corporation, all partners in an LLP have limited liability, from errors, omissions, negligence,
incompetence, or malpractice committed by other partners or by employees. Of course, any partners
involved in wrongful or negligent acts are still personally liable, but other partners are protected from
liability for those acts.
7.7.3. Joint stock company
A company form of business organisation is known as a Joint Stock Company which is a
voluntary association of persons who usually contribute capital to carry on a particular
type of business. The business is thus established by law and can be dissolved only by law. Those
who contribute capital become members of the company. Joint Stock Company has a legal existence
separate from its members. This implies that even if its members die, the company remains in
existence. Joint stock company generally requires huge capital
investment, which is contributed by its members. The total capital of a joint stock company
is called share capital and it is divided into a number of units called shares. Thus, every
member has some shares in the business depending upon the amount of capital contributed by him.
Hence, members are also called shareholders.
A joint stock company form of business organisation is found to be suitable where the volume of
business is large and huge financial resources are needed and for businesses which involve heavy
risks . Members of a joint stock company have limited liability, thus it is possible to raise capital from
the public with ease. Again, for business activities which require public support and confidence, joint
stock form is preferred as it has a separate legal status. Certain types of businesses, like production of
pharmaceuticals, machine manufacturing, information technology, iron and steel, aluminum, fertilisers,
cement, etc., are generally organised in the form of joint stock company.
7.7.4. Cooperatives
Cooperative models serve a useful role of awakening consciousness and showing that there is an
alternative way to organize economic activity. However, successful models are few and far between in
an environment hostile to cooperatives. For cooperatives to develop on any scale, changes are
needed in society's values, political support, and the economic system.
7.7.4.1. Principles of cooperative enterprise
Cooperatives are firms that are controlled and owned by their members, who are the workers.
cooperatives find affinity with the following principles:
1. Membership is open and voluntary.
2. There is democratic control at all levels of the enterprise, on the basis of one member, one vote.
3. Interest paid on share capital is limited.
4. Some part of cooperatives' surpluses is devoted to member’s education.
5. Cooperatives cooperate among themselves.
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7.8. FACTORS TO BE CONSIDERED WHILE CHOOSING A PARTICULAR TYPE OF OWNERSHIP
Nature of business, minimum output to achieve economies of production, minimum turnover to make
business commercially viable, requirement of specialized and skilled personnel, requirement of
capital, return on investment, extent of financial support in the form of loan available from external
sources, liability of equity, Ease of formation – registration and associated financial burden, tax
benefits and concessions, grants and subsidies from government, and control over management.
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Module.2 Concept and working of entrepreneur

Lesson-8

Motivation and Entrepreneurship Development

8.1. INTRODUCTION

Motive refers to drive and motivation means drive to achieve a goal. Motivation refers to the way in
which urges, drives, desires, aspirations, and strivings or needs direct, control or explain the
behaviour of human beings.

Motivation is related with human behaviour. Motivation is a complex phenomenon. In general
motivation is a psychological phenomenon as it is related to those factors operating within the
individual employee which compel him to act or not to act in a certain way. These phenomena have
been a subject of research by many people.

8.2. CHARACTERISTICS OF MOTIVATION

1. Motivation is internal feeling of a person.
2. Motivation is a continuous process.
3. Motivation varies with person and time.
4. Motivation may be positive or negative.

What motivates an entrepreneur to undertake risk and start new enterprise? Is it financial scarcity or
financial abundance which motivates an individual to start an enterprise? Is it the family, social status
or satisfaction from present life that motivates an entrepreneur to start a new enterprise? The answer
to such questions lies in the study of motivation.

Motivational factors involve the inner urge within an individual. Due to such an urge an individual is
motivated to do something new, unique and perform better than others.

Research studies associated with finding an answer to the most important question as “To what
makes an entrepreneur?” reveals the following important points.

1. Entrepreneurship is associated with personality.

2. Personality development is closely associated with early childhood experiences.

3. Economic deprivation also acts as a motivating factor.

4. Family environment plays an important role. In a family where security and non risk bearing
situations are given importance, there are less chances of developing entrepreneurs, whereas
family environments which foster venturing in to uncertain risky environment, tend to develop
entrepreneurs.

5. Entrepreneurial characteristics are results of combination of various social, economic and
psychological factors which are developed right from childhood.

8.4. MOTIVATION THEORIES
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Motivation acts as key to enterprise effectiveness. Motivation is originated from the word
motive. Motive means want, need, impulse or drive. Motivation is internal to person. It varies from
person to person and time to time. Motivation is on going process and may be positive or negative.
There are financial and non financial motivation techniques which can be used by entrepreneur for
effective functioning of the enterprise. Incentives directly or indirectly related with money are referred
to as financial motivations. Money acts as important and most effective source of motivation. Salary
and wages, bonus, leave with pay, medical and housing facilities, profit sharing, vehicle allowance etc
are some of the examples of financial motivators which should be used by the entrepreneur for the
employees of the enterprise. Non financial motivators are psychological in nature. Status, respect,
prestige, participation, job enrichment, recognition, safety of job, responsibility, etc are examples of
non financial motivators.

Many motivation theories have evolved over the passage of time. These theories can be grouped as follows

Table 8.1: Theories of motivation

Content theories Process theories Theories related with human
nature

1. Maslow’s need hierarch
theory.

2. Herzberg two factor
theory.

3. McClelland theory of
achievement, affiliation
and power.

4. Alderfer’s theory of
existence, relatedness
and growth.

1. Vroom’s theory of
valence and expectancy.

2. Porter and lower model
of motivation.

3. Equity theory.

1. McGregor theory of X
and Y.

2. Ouchi’s theory Z.
3. Contingency approach.

Maslow’s of theory holds that human needs form a hierarchy ranging from lowest order of physiological need,
security need, social need, esteem need to highest order need of self actualisation. The theory suggests that
various levels are interdependent and overlapping. Each higher level need emerges before the lower level need
is completely satisfied. As the need does not disappear when other emerges, all needs tend to be partially
satisfied in each area. When the peak of a need is passed, that need does not work as a primary motivator. The
next level need then begins to dominate. Even though a need is satisfied it still influences behaviour due to
interdependent and overlapping characteristics of need.

Fredrick Herzberg and his associate of case western reserve university has conducted research study by
administering survey questions to 200 engineers and accountants in nine different companies in the Pittusberg,
U.S.A. Based upon analysis of the information, two independent set of factors affecting human behaviour were
found out. One set of factors operate primarily to dissatisfy employees when they are absent, however their
presence does not motivate them in a strong way. They are referred to as hygiene factors. Another set of
factors are responsible for strong motivation and high job satisfaction. They are referred to as hygiene factors.
Hygiene factors found out by Herzberg include company policy and administration, technical supervision,
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interpersonal relationship with subordinates, salary, job security, personal life, working conditions and status.
The motivation factors found out by Herzberg include achievement, recognition, advancement, work itself,
possibility of growth and responsibility. The suggestion of Herzberg is to keep hygiene factors constant or
higher while increasing motivational factors. 

 
8.4.1 Important Guidelines for Motivation

1. The enterprise must consider human resources as the most valuable resource from among all
the resources and give them respectable and honorable treatments.

2. Good quality working conditions should be maintained at the enterprise / factory place
3. Safety and health should receive topmost priority.
4. Adequate and fair salary structure should be provided to employees so as to maintain good

standard of living.
5. Job security and enough opportunities to rise ahead in their careers should be given to

employees.
6. Superiors should praise the subordinates when they deserve it.
7. Adequate tools and equipments should be provided to employees so as to perform their task

effectively.
8. Proper feedback system should be implemented so that subordinates can come to know about

their strengths and weaknesses.
9. The employees should be provided with opportunities to show their skills and creative instincts

in work performance through giving them more freedom, encouraging their participation,
implementing management by objectives and latest management concepts.

10. Principles of natural justice should be followed in handling grievances of employees. Full
freedom should be provided to employees to express their problem.

11. Adequate training should be provided to the employees to develop skills and creative abilities
of the employees.

8.5. ENTREPRENEURSHIP DEVELOPMENT TRAINING PROGRAMME

Entrepreneurship development is one of the key elements for promotion of MSME sectors. To
undertake this task on regular basis, the Ministry has set up three national level institutes. These are
1) National Institute of Micro, Small and Medium Enterprises, Hyderabad; ii) National Institute of
Entrepreneurship and small Business Development, Noida; and iii) Indian Institute of
Entrepreneurship, Guwahati. All would be entrepreneurs, can avail the multi-faceted training
programmes geared for entrepreneurship cult which are tailor-made for their individual needs and
application within the country. Various training programmes are organized on regular basis to cultivate
the latent qualities in youths by enlightening them on various aspects that are necessary to be
considered while setting up micro or small enterprises. These training programmes have attracted the
attention of the educated unemployed youths and have created confidence in them which led to the
self employment and creation of better employment. The individual MSME-DIs conduct the following
training programmes:-
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a) Industrial Motivation Campaign
b) Entrepreneur Development Programme
c) Entrepreneurship Skill Development Programme
d) Management Development Programme
e) Skill Development
f) Business Skill Development Programme

Other Specialized programmes like Bio-technology, etc
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Module.2 Concept and working of entrepreneur

Lesson-9
Women Entrepreneurship

9.1. INTRODUCTION

In today’s male dominated society women constitute around half of the world’s population. In older
days, probably in almost all society, the role of woman was confined to household activities. But in
today’s globalized modern era, the picture has changed. Woman are playing active role in many
different fields like academics, politics, sports, social work and also as entrepreneurs. In the United
States, women own and manage about 25% of all business. In Canada one third of small businesses
are owned and managed by women and in France it is one fifth. In Britain in recent years, there is
three times faster increase in self employed women as compared to self employed men. In developed
nations women entrepreneurs have chosen different activities like retail business, hotels and
restaurants, education, insurance, manufacturing etc. According to one of the estimate, in India at
present woman entrepreneurs constitute about 10% of total entrepreneurs and their number is
increasing every year. Along with rest of modern world, Indian women have also come a long way in a
step with changing times.

9.2 STATUS OF WOMEN IN INDIA

India possess the world’s largest number of professionally qualified women. The number of female
doctors, surgeons, scientists and professors are more in India a USA. India has more working women
a any other country in the world. Their participation ranges from menial to agriculture labourers,
medical surgeons to bus conductors to air line pilots. But even with so much progress generally
women are socially, politically and economically weaker a man. Government is taking all necessary
steps to bring woman at par with men. Certain government support bodies like National Human Rights
Commission for woman, National Council of Women perform activities for upliftment and betterment of
women. At central level, there is entire ministry which formulates and implements policy for women.

9.3 CONCEPT OF WOMEN ENTREPRENEURS

Women entrepreneurs may be defined as a women or group of women, who intiates, organizes and
runs a business enterprise. According to Schumpeterian concept of innovative entrepreneurs, woman
who innovate initiate or adopt a business activity are called women entrepreneurs. The government
of India has defined woman entrepreneurs based on women participation in equity and employment of
a business enterprise. Accordingly a woman entrepreneur is defined as ‘An enterprise owned and
controlled by a women having a minimum financial interest of 51 percent of a capital and giving at
least 51 percent of the employment generated in the enterprise to woman.’ But this definition of
women entrepreneurs by government of India is criticized due to the condition of employing more than
50 percent of woman workers in the enterprise owned and run by woman. In nutshell, women
entrepreneurs are those woman who think of a business enterprise, initiate it, organize and combine
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the factors of production, operate the enterprise and undertake risks and handle economic uncertainty
involved in running a business enterprise.

9.4 GROWTH OF WOMEN ENTREPRENEURs IN INDIA

According to constitution, women enjoy all the rights and privileges at par with men. But in our male
dominated society, in real life, situation is not the same. Even in modern world, in many part of the
country she is considered as weak (Abla) and dependent on men. There is low literacy level, low work
participation among women a men. As such Indian women enjoy a disadvantageous status in our
society. Such non conducive conditions are responsible for low women entrepreneurship development
in the country. Women’s entry into business or say entrepreneurship is traced out as extension of their
kitchen activities mainly pickles, masala powders and papads. With growing awareness about
business and spread of education among women with passage of time, women entrepreneurs have
started their enterprise apart from their traditional sectors (pickles, masala powders and papads) to
engineering, electronics and energy. In Gujarat they have excelled in manufacturing solar cookers, In
Maharastra, in small foundries and in orissa they have excelled in enterprise of TV capacitors. Some
of notable woman entrepreneurs of India include Smt. Sumati Morarji of shipping corporation, Smt
Sharayu Daftary of antomobiles radiators, Smt Yamutai Kirloskar of Mahila Udyog limited, Smt Vimal
Pitre of Surgical Instruments, Smt Manik Vandrekar of leather crafts, Smt Radanika Pradhan of plastic
industries, Smt Prerang Thakor of Jayant vitamins, Smt Nina Malhotra in exports, Smt Rajani Agrawal
in engineering, Smt Sehnaz Hussain in beauty clinic in cosmetics, Smt Wadia in fabrics, Smt Wehesa
Reshma in fast food.

9.5. PROBLEMS OF WOMEN ENTREPRENEURS

The basic problem of women entrepreneurs is that she is a woman. Being women she has more
responsibility towards family and society. In modern society joint families are breaking up. This
manifests into loss of elderly support. This acts as a constraint for women entrepreneurs who has to
leave home for the workplace. Even though constitution provides equal status to women, women
entrepreneurs do face certain problems due to male dominated mindset. Although some women
entrepreneurs have excelled in their enterprise, the fear of success haunts women in general. Some
psycho social factors inhibiting the growth of women entrepreneurs include poor self image of women,
inadequate motivation, discriminating treatment, faulty socialization, role conflict, lack of courage and
self confidence, inadequate encouragement, lack of social acceptance, unjust social economic and
cultural system, lack of freedom of expression, afraid of failure and criticism, susceptible to negative
attitudes, non persistent attitude, low dignity of labour etc.

9.6. DEVELOPING WOMEN ENTREPRENEURS

For all development programs initiated by government, women should be considered as a special
target group. Special attention should be paid for their education right from primary level. It is said that
women entrepreneurs lack managerial status and hence special training program on management
skill should be organized. Vocational training should be extended to women community which will help
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them to better understand basics of production management. Existing and new women entrepreneurs
should be counselled by managerial/technical experts at regular intervals. Financial constraints should
be reduced. Women’s development corporations have to gain access to open ended financing. State
financial institution should be allowed by making constitutional provisions to extend purely trade
related finance to women entrepreneurs. State government should give priority in allotment of
industrial plots to women entrepreneurs and should make provisions of marketing and sales
assistance. Government should make provision for arranging trade shows of women entrepreneurs.

Following specific guideline should be kept in mind by all the women entrepreneurs

1. They should not undervalue their abilities. They typically tend to give away too much and charge
too little. This generally happens in service based industry where they may charge by the hour
instead of charging a fee on the merit of knowledge or service rendered.

2. They should learn to juggle family with business. Compared to men, it is difficult for women to
completely ignore family obligations while pursuing business. It is important to sustain a personal
life and balance family obligations with professional ones, if they are to be successful and happy.

3. They also need to be more persistent and assertive to make their presence felt in this male
dominated business world.

Constitution provides equality of opportunity in all spheres to the Indian women. But unfortunately the
development activities initiated by government have benefited only small section of women (urban
middle class women). Women entrepreneurs face many problems. Women entrepreneurs must be
molded properly with entrepreneurial traits and skills to meet the changes in trends and also be
competent enough to sustain and strive for excellence in the entrepreneurial arena. 
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Module.2 Concept and working of entrepreneur

Lesson-10

Generation, Incubation and Commercialization of Ideas and Innovations

10.1. INTRODUCTION
Choosing a good idea decides the success to an enterprise. The idea should be such that it can be
independently managed by an entrepreneur. To arrive at such an idea, it is necessary to pursue/ think
about at least five to ten ideas initially and then screening and analysis, arrives at a most promising
single idea.
10.2. SOURCES OF IDEAS

1. Consumers: The products and services are meant to satisfy the consumer’s needs. Thus
entrepreneurs should try to search unsatisfied needs of consumers.

2. Existing products: Entrepreneurs should systematically analyze the existing products in the
market. It will give an opportunity to further improve upon the existing products to match with the
consumer’s need.

3. Distribution channels: Channel members are responsible for making the product available to
the consumers. They frequently interact with the consumers and thus know their hidden needs.
Thus they provide meaningful clue after developing new products or modifying existing products.

4. Research and Development: R & D efforts by existing organization, leads to new ideas for the
organization.

10.3. METHODS OF GENERATING IDEAS 
1. Focus Groups: Groups of individual providing information in structured formats.

2. Brain Storming: A group method for obtaining new ideas and solutions.

3. Problem inventory analysis: A method for obtaining new ideas and solution by focusing on
problems.

4. Creative problem solving: A method for obtaining new ideas focusing on parameters.

5. Reverse Brain Storming: A group method for obtaining new ideas focusing on the negative.

6. Synectics: A method for individuals to solve problem through one of the four analogy
mechanism : Personal, Direct, Symbiotic and Fantasy

7. Gordon Method: A method for developing new ideas when the individuals are unaware of the
problem.

8. Check list method: Developing a new idea through a list of related issues.

9. Free Association: Developing a new idea through a chain of word association.

10. Forced Relationships: Developing a new idea by looking at product combinations.

11. Collective notebook method: Developing a new idea by group members regularly recording
ideas.
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12. Heuristics: Developing a new idea through a thought process progression.

13. Scientific method: Developing a new idea through inquiry and testing.

14.  Value analysis: Developing a new idea by evaluating worth of aspects of ideas.

15. Attribute listing: Developing a new idea by looking at the positive and negative attributes.

16. Matrix Charting: Developing a new idea by listing important elements on attributes axes of a
chart.

17. Big dream approach: Developing a new idea by thinking about constraints.

18. Parameter Analysis: Developing a new idea by focusing on parameter identification and
creative synthesis.

10.4. PRODUCT PLANNING AND DEVELOPMENT PROCESS:
 Several ideas can be obtained by using the idea generation method. After careful analysis and
screening, potential ideas can be further developed into a final product or service. This is carried out
through product planning and development process which is divided into five stages. Idea stage,
Concept Stage, Product development stage, Test marketing stage and commercialization.

1. Idea Stage: In this stage new product ideas are generated and potential ideas are selected from
among all the generated ideas. Only the best idea is selected, considering its market value and
requirement of organization resources for its development into product.

2. Concept Stage: At this stage only potential viable ideas are developed and refined after
obtaining consumer perception about the same. At this stage product is not actually produced
but preliminary reactions are obtained from prospective consumers. Based upon responses, the
product can be refined/ reformulated according to the consumers need, or dropped.

3. Product Development stage: At this stage actual, physical product is given to the consumer
panel for evaluation.

4. Test Marketing Stage: A market test can be carried out to increase the probability of successful
commercialization. At this stage actual sales results are obtained indicating the acceptance level
of the consumers. Based on the feedback from consumers necessary improvements are
incorporated in the product.

5. Commercialization: After knowing fully the success probability, the organization then decides to
finalize all features of the product. At this stage marketing department carries out related
promotional activities and production department for mass production of the product.
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Module.2 Concept and Working of Entrepreneur

Lesson-11

Importance of Planning, Monitoring, Evaluation and Follow Up
11.1. INTRODUCTION

Planning, organizing, controlling and leading are the four basic management functions applicable to all
business organizations. Out of these four planning is the first function to be carried out to start any
enterprise. Planning provides a step wise procedure to establish and operate an enterprise. A
successful enterprise results due to good workable area, meticulous planning and implementation. In
case of enterprise, planning is related to business plan activities. A business plan acts as a guide for
entrepreneurs. It serves the following main functions:

It provides logical and structural overview of the enterprise highlighting the key activities to be carried
out in different phases.

1. It provides guidelines to compare ongoing progress.

2. It identifies the key resources (man power, machines, time etc.) required at different stages of
growth of enterprise.

3. It helps in participative management as all the employees are aware about future activities.

4. It provides an authentic document for communicating aspects of enterprise with financers,
government and other stakeholders.

11.2. GENERAL STEPS OF BUSINESS PLANNING PROCESS

1. Idea generation: This is the first preliminary stage of business planning process. New ideas
can be obtained from consumers, employees, research and development, market
intermediaries etc. certain methods also can be utilized by entrepreneur/business organization
such as group discussion, brain storming, market research etc.

2. Assessing the environment: Before venturing into the commercialization of promising ideas
generated by previous steps. It is necessary to thoroughly analyze both macro (external) and
micro (internal) environments so as to know strength, weakness, opportunities and threats
faced by the organization/entrepreneur. Here it is necessary to collect maximum information
for all the environmental factors which will have both short term and long term impact on the
organization /entrepreneurs future plans.

3. Feasibility analysis: On finding the environment suitable for the enterprise, detailed feasibility
study is to be carried out viz., market feasibility, technical/operational feasibility and financial
feasibility. Market feasibility is concerned with ascertaining present and future aggregate
demand for the enterprise product/service and expected market share of the proposed
enterprise. Different methods of demand analysis are used for this purpose.
Technical/operational feasibility helps to know the operational ability of the proposed
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enterprise. The technical feasibility covers the parameters of raw material availability, material
requirement planning, plant location, plant capacity, machinery & equipment, plant layout etc.
Financial feasibility is also carried out at the end to assess financial issues of the proposed
enterprise. Different cost estimates and profitability projections are done. If all these feasibility
studies indicate viability of the proposed enterprise then detailed functional plans covering all
functions (production, finance, marketing, human resource etc) are made.

4. Project report preparation: Using the information so far collected, a project report/ business
plan is prepared. A business plan is a written document describing step by step strategies to
establish and operate an enterprise.

5. Evaluation, control & review: In order to retain leading position in today’s competitive
business world, it is necessary for an enterprise to continuously evaluate the functioning and
do necessary revisions in the light of changed circumstances.

11.2.1 Developing a business plan:

Developing a business plan is an important step in establishing any new enterprise. A business plan act
as a roadmap to guide the future of the enterprise and provide direction for expansion, diversification and
evaluation of the enterprise.

11.2.2 Appropriate Format of Business Plan:

The business plan should be professional so that enterprise is portrayed in a positive manner. Financial
assistance is obtained based upon business plan. A business plan should include executive summary, mission
statement, goods and objectives, back ground information, organizational matters, marketing plan and financial
plan.

11.3. Executive Summary:

It describes the business or proposed changes to the existing business and category of industry to
which the business / enterprise belongs. It outlines the direction and future plans or goods of the company, the
methods to be employed to achieve the goals. It also describes challenges that will be faced by the enterprise /
business.

11.3.1 Mission, goals and objectives:

The mission statement should be short and should give the key idea or reasons for existence of
enterprise. Goals and objective show, what the business wishes to accomplish and the steps needed to obtain
the desired results. Goals and objectives should be specific, measurable, attainable, reasonable and time
bound.

11.3.2. Background information:

This covers information about history of the enterprise, the current state of industry in which enterprise
fall and information from the reputed sources about future of industry in which enterprise falls

11.3.4. Organizational Structure:
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This includes description about organizational structure, management team, risk management etc.
There are different forms of organization structures. The structure selected should be appropriate to the
management skills and style of the owners. For other than sole proprietor type of business enterprise,
management team consisting of all parties involved in the decision making process should be specified. The
risk management portion describes how the enterprise will handle unexpected or unusual events.

11.3.5. Marketing Plan:

It covers aspects like characteristics and advantages of product of the enterprise, sales location,
promotion, advertising, pricing and the associated costs of all market related activities.

11.3.6. Financial Plan:

This covers aspects of types of records to be maintained, signing authority for banking transactions,
financial assumption etc. Financial projection for at least five years should be indicated.
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module.2 concept and working of entrepreneur

Lesson-12

Managing Competition and Entrepreneurship Development Programmes
12.1. INTRODUCTION

Entrepreneurship Development Programmes (EDPs) are aimed at developing the capabilities of
competitive entrepreneurs by providing necessary appropriate training. Based upon some research
studies, it has been found that the individuals with high achievement orientations tends to be
successful entrepreneurs and a country which have large number of such personnel tends to have
higher economic progress.

12.2. OBJECTIVE OF ENTREPRENEURSHIP DEVELOPMENT PROGRAMME

1. Inculcate and reinforce the entrepreneur’s capability.

2. Helps in selection of products and formulate project proposal for the same.

3. Provide detail knowledge about setting up of enterprise.

4. Make them familiar with source and financial help and other support for establishing an enterprise.

5. Provide guidance and help in increasing necessary managerial skills to start and run an enterprise.

6. Highlight the advantage and disadvantage of becoming an entrepreneur.

12.2.1 Topics for EDPs

1. Introduction: This should cover aspects about basic general knowledge of Entrepreneurship.
For example factors affecting the industries & particularly small and medium scale industries,
importance of entrepreneurs in economic progress of the country, support available from
government and other sources for establishing an enterprise.

2. Motivation of entrepreneurs: This is very critical aspect as it will ultimately result in
establishment of an enterprise by participants.

3. Managerial know how: To start any enterprise it is necessary to have knowledge about
management. This imparts basic and specific knowledge regarding important managerial
functions like finance, marketing, production etc.

4. External help: Government and some non government organizations tender necessary
support to entrepreneurs/small scale industries. The participants of EDPs are given knowledge
about obtaining support from such sources.

5. Feasibility report: Knowledge about preparation and analysis of project feasibility report is
provided.

6. Enterprise visits: Finally plant/ industrial visits are arranged so as to give a feel of real life
situations to establish and run an enterprise.
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To expand and to build a strong brand from a small enterprise, entrepreneur should have
knowledge about competition, and competitors. In the globalized world competition is coming from all
directions. Entrepreneur needs to deal with competitors by a well designed and well executed
marketing plan. And to prepare effective marketing strategy, an enterprise must study competitors as
well as actual and potential customers. Enterprise needs to identify competitor’s strategies, objectives,
strengths and weaknesses. Enterprises closest competitors are those seeking to satisfy the same
customer’s needs and making similar offers. An enterprise should also pay attention to latent
competitors who may provide new or other ways to satisfy the same need. An enterprise should find
out its competitors by adopting marketing and industry based analysis. From competition's view point
organizations can be categorized as either market leader, market challenger, market follower or
market nicher strategy. Entrepreneur needs to monitor the moves of these organizations. A market
leader possess largest market share. In order to remain dominant, market leader searches for ways to
expand total market demand, tries to protect its current market share and even tries to increase the
market share. A market challenger attacks the market leader and other organization in an aggressive
way to capture higher market share by adopting general as well as specific strategies. A market
follower is a runner up organization which is interested to maintain its market share. A market nicher
caters to small market not served by larger enterprises.
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Module 3 Government policies

Lesson-13

Government Schemes and Incentives for Promotion of Entrepreneurship

13.1. INTRODUCTION

Government provides many types of incentives to entrepreneurs. These incentives help to increase
productivity. It acts as a motivating force for the entrepreneur. These incentives are categorized as
concession, subsidies and bounties. Subsidies are a one time lump sum amount given to the
entrepreneur by the government. It is a financial help to cover the cost. Bounty is a financial help
provided to an industry so that it can compete with other units of the country as well as any foreign
industry in the same business.

13.2. AIMS AND OBJECTIVES OF INCENTIVES
1. To eliminate Economic constraints: Entrepreneurs face many types of constraints. e.g. lack of

adequate infrastructure, far flung locations of supporting offices for projects, lack of related
knowledge by entrepreneurs viz., managerial know how, market intelligence, etc. Thus government
incentives in the form of availability of power, concessional finance, capital investment subsidies,
transport subsidies etc aims at eliminating such constraints and promote entrepreneurship.

2. To bring about regional parity in development: In our country there is imbalance in the
development across different regions. Some are well established and some are underdeveloped. In
order to see that there is equal development of all the regions, government provides special
incentives for establishing entrepreneurs in the backward regions.

3. To enhance competitive capability: In this competitive world small scale enterprises established
by entrepreneurs face stiff competition from big firms. If they are not provided appropriate support
from the government then they can not survive and grow. Thus certain incentives are required. e.g.
reservation policy, price preference, preferential purchase, etc., help to improve their competitive
strength.

Entrepreneurs in the present globalized market economies are the engine of economic
development. Due to their private ownership for majority of cases, entrepreneurial spirit, their
flexibility and adaptability and also their capability to react to challenges and changing
environments, enterprises lead to sustainable growth and employment generation in a significant
manner. Enterprises, specially small and medium enterprises are considered to have strategic
importance in national economy for many reasons. Therefore government helps enterprises
including small and medium ones by supporting entrepreneurs. By doing so, it is possible to create
new job positions, increase gross domestic product (GDP) and rising living standard of population.
Government provides support to entrepreneurs in the following ways.

4. Training: Basic training varies from product to product but will necessarily emphasise on
sharpening of entrepreneurial skills. In this regard central and state government’s technical
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institutions provide need based technical training. Entrepreneurship development programmes are
conducted by many government organizations and non government institutions.

5. Marketing assistance: Government and non government agencies provide marketing assistance
to entrepreneurs. Government promotes MSME products through exhibitions. NSIC directly
markets the MSME product in the national and international market, NSIC manages single point
registration scheme for manufacturers for government purchases. Enterprises registered under this
scheme obtain the benefit of free tender documents and exemption from earnest money deposit
and performance guarantee.

6. Promotional schemes: Government provides highest preference for development of MSME by
formulating and implementing conducive policies and government schemes. Government provides
development land and sheds on actual cost basis with appropriate infrastructure. The government
has designed the special schemes for specific purposes such as quality upgradation, common
facilities, entrepreneurship development and consultancy services at minimal charges. The
government provides financial support to entrepreneurs to obtain ISO 9000 certificate by providing
up to 75% of actual cost with maximum ceiling of Rs 75000/-.

7. Concession of Excise duty: Government provides exemption to MSME units for a particular level
of annual turnover from paying excise duty. The limit of turnover is variable.

8. Credit facility: Credit to micro, medium and small scale sector is covered under priority sector
lending by banks. Small industries development bank of India (SIDBI) is mainly responsible for
implementing various schemes of providing financial support to small entrepreneurs. Loans are
also provided to small entrepreneurs by scheduled banks without collateral security. This limit is
variable.

13.3. SCHEMES OF STATE GOVERNMENTS

All the state governments also provide technical and other support services to small enterprises
through their directorate of industries and district industries centre. In general all the state
governments extend support of following types.

a) Deferment/ suspension of sales tax.

b) Power subsidy

c) Capital investment subsidies to new enterprises established in some selected districts.

d) Margin money/seed capital assistance schemes.

e) Priority in providing power connection/water connection.

f) Technical and consultancy support.
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Module.3 Government Policies

Lesson-14

Government Policy on Small and Medium Enterprises (SMEs/SSIs)

14.1. MEANING

The small scale industry can be defined in different ways. The conventional definition covers cottage
and handicraft industries. This employs labour intensive methods. They do not depend upon hired
labor and is largely predominant in village households e.g. Khadi and village industries, handlooms,
handicrafts, coir and sericulture.

For the purpose of policy making, an operational definition is given based upon investment limit. It
includes all establishments having an investment in fixed asset in plant and machinery, whether held
on ownership terms or by lease or by hire purchase, not exceeding rupees sixty lakhs.

For a tiny unit, this limit is of rupees five lakhs. For ancillary industry, investment in plant and
machinery does not exceed rupees 75 lakhs and is engaged in

a) The manufacturing of parts, components, sub assemblies, tooling or intermediates or

b) Rendering of services or supplying 1/3 percent of their total service or production as the case
may be, to other units for production of other articles.

According to the latest policy measures, SSIs are now categorized as given below in the Table 14.1.

Table-14.1: Classification of SSI

Type Manufacturing sector
(amount in Rupees)

Service sector
(amount in
Rupees)

Micro Does not exceed 25 lakhs Does not exceed 10
lakhs

Small More than 25 lakhs but does
not exceed 5 crores

More than 10 lakhs
but does not exceed
2 crores

Medium More than 5 crore but does not
exceed 10 crores

More than 2 crore
but does not exceed
5 crores

14.2. GOVERNMENT POLICY

This can broadly be classified into three categories. A) Policy initiative B) Institutional support C)
Credit dispersion.

A) Policy Initiative
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1. Small industry policies and incentives: Central government announces its industrial policy
resolutions. In all the industrial policy resolutions announced by central government starting form
1948 onwards, gave a thrust for promotion of small units. Central government announces
financial, fiscal and infrastructure related initiatives for SSIs for its growth. Along with central
government, state governments also announce suitable policy initiative. Some of the items are
kept reserved solely to be manufactured by small scale units. A preferential purchase policy is
also given in vogue. The director general of supplies and disposal (DGS&D) purchases goods /
items from small scale units.

2. Liberalization and SSIs: India adopted policy of liberalization since 1991. Along with other
sectors, this move has also facilitated the growth of SSIs. Under liberalization, foreign direct
investment in SSIs sector allowed up to 24 persons. Such a policy improves the financial
strength and leads to up gradation of technology.

3. Infrastructural facilities: Industrial estates programme, integrated infrastructure development
scheme and growth center schemes are some of the schemes initiated by central government
for the development of appropriate infrastructure conducive to SSIs. All state governments also
implement such schemes in their states.

4. Small industry clusters: Clusters here means an area where similar kinds of industries are
located. Such clusters gain advantage of obtaining different materials and services at lower cost
from different suppliers. Government helps in development of clusters. e.g. Brass part unit in
Jamnagar of Gujarat.

5. Marketing support: For any production organization, the main emphasis is on marketing of their
products. This becomes very crucial for SSIs as marketing involves huge costs. To help SSIs in
this competitive world, government does adopt suitable measures. Government has established
National small Industries Corporation (NSIC) to promote the marketing of SSIs products to
government department under the preferential purchase policy. Government also organizes
specific training programmes related to marketing and export. It also organizes exhibitions and
international trade fair for SSIs and reimburses expenses for foreign visit for marketing purpose
by SSIs delegates.

B) Institutional support

Large number of institutions have been established by central government, state government, and
industry associations as shown in Table number 14.2 which provides institutional support.

Table-14.2: Network of institutional support

 Central
government

 State government  Industry
Association

1. Small scale
industries
Board.

1. District industries
Centers.

1. Confederation
of Indian
Industry.

2. Small 2. State financial 2. Federation of
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Industries
Development
Bank of India

corporation. Indian
chamber of
commerce
and industry.

3. Small
Industries
development
organization

3. Small industrial
development/investment
corporations.

3. Consortium of
women
entrepreneurs
of India.

4. Small
industries
service
institute.

4. Small industrial
development/
Investment corporations

4. Indian council
of small
industries.

5. Product cum
process
development
centre.

5. Technical consultancy
organizations.

6. Regional
testing
centre.

7. Central
footwear
training
Institute.

8. National
small
industries
corporation
limited.

9. Technology
transfer
centre.

10. National
productivity
council.

C) Credit support

Several financial institutions/banks etc have been established specifically to cater to the needs of
SSIs. e.g. Small Industries Development bank of India etc.

Abid Hussain committee recommendations

An expert committee on small enterprises was constituted in December 1995 under the chairmanship
of Shri Abid Hussain, Vice Chairman, Rajiv Gandhi Institute of Contemporary Studies, New Delhi,
which submitted its report in January, 1997. The major recommendations of the Abid Hussain
Committee are as follows.

1. Abolition of reserved items.

2. Hiking the investment limit for SSIs.
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3. Scrapping the foreign investment of 24 percent.

4. New law to cover business practices.

5. Special incentives to clusters of units.

6. Inclusion of service sector under SSIs.

7. National Research Institutions for SSIs.

8. Sanctioning of composite loans and credit rating of SSIs.

9. Liberalizing excise benefits for manufacturing brand name items.
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Module.4 Overview of dairy industry

Lesson-15
SWOT Analysis of Dairy Industry

15.1. INTRODUCTION

SWOT Analysis is nothing but analysis of a company or organization on the basis of its Strength,
Weakness, Opportunity and Threat (SWOT).

15.2. IMPORTANCE AND USES OF SWOT

SWOT analysis is used to identify and categories significant internal factors (i.e. strengths and
weaknesses) and external factors (i.e. opportunities and threats) faced by the organization. It provides
information that is helpful in matching the firms' resources and capabilities to the competitive
environment in which it operates and is therefore an important contribution to the strategic planning
process. It should not be viewed as a static method with emphasis solely on its output, but should be
used as a dynamic part of the management and business development process.

SWOT analysis involves the collection and portrayal of information about internal and external factors
that have, or may have, an impact on the evolution of an organisation or business. It generally
provides a list of an organisation's Strengths and Weaknesses as indicated by an analysis of its
resources and capabilities, plus a list of the Threats and Opportunities identified by an analysis of its
environment. Strategic logic requires that the future pattern of actions to be taken should match
strengths with opportunities ward off threats and seek to overcome weaknesses.

People directly involved in various hierarchical levels of decision making in an organisation or
business, or a wider sample of actors are involved if the SWOT analysis concerns a whole region or
nation. Representatives from a variety of stakeholders groups should be involved, as they would bring
in the analysis their own particular perspectives. At least one expert in SWOT analysis should take
part or moderate the process.

15.3. GUIDE FOR PREPARING SWOT MATRIX

Drawing up Opportunity and Threat matrices helps in an assessment of the ‘likely probability’ and
‘impact’ of any factor on the organisation. A scoring system may be used to assign importance to
factors. A factor which have a high score on both 'probability of occurrence' and 'likely impact on the
organisation or business', needs close attention and play a significant part in the development of a
strategic plan. Similarly, Strengths and Weaknesses can be assessed against a scoring system that
allows the factors to be identified according to their significance (i.e. major, minor, neutral) and level of
importance (high, medium, low).

It is possible to represent this analysis in a Performance-Importance matrix that highlights those
factors which are both important and in which performance of the organisation/ business is low. It is
towards these factors that strategy should be addressed. A SWOT analysis is based on hard facts.
These can be time-consuming and costly to gather.
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People are needed who have a good knowledge of the business sector under analysis in the specific
exercise.The main tangible output is a matrix presenting the most important strengths, weaknesses,
opportunities and threats for the organization examined and aiming at giving a reasonable overview of
major issues that can be taken into account when subsequently drawing up strategic plans for an
organization.

15.4. ADVANTAGES AND DISADVANTAGES OF SWOT ANALYSIS

The success of this method is mainly owed to its simplicity and its flexibility. Its implementation does
not require technical knowledge and skills. SWOT analysis allows the synthesis and integration of
various types of information which are generally known but still makes it possible to organize and
synthesize recent information as well.

The most common drawbacks of SWOT analysis are: The length of the lists of factors that have to be
taken into account in the analysis; Lack of prioritisation of factors, there being no requirement for their
classification and evaluation; No suggestions for solving disagreements; No obligation to verify
statements or aspects based on the data or the analysis; Analysis only at a single level (not multi-level
analysis); No rational correlation with the implementation phases of the exercise, risks of inadequate
definition of factors; over-subjectivity in the generation of factors (compiler bias); the use of ambiguous
and vague words and phrases

15.5 STRENGTHS
· Enhanced milk production with consequently increased availability of milk processing.

· Improved purchasing power of the consumer.

· Improved transportation facilities for movement of milk and milk products. Increased availability of
indigenously manufactured equipment.

· Large number of dairy plants in the country.

· Vast pool of highly trained and qualified manpower available to the industry.

· Country's vast natural resources offer immense potential for growth and development of dairying.
15.6 WEAKNESSES

· Lack of appropriate technologies for tropical climate conditions. 

· Erratic power supply.

· Lack of awareness for clean milk production.

· Underdeveloped raw milk collection systems in certain parts of the country. 

· Seasonal fluctuations in milk production pattern.

· Regional imbalance of milk supply.

· Species-wise variation in milk quality received by dairy plants.

· Poor productivity of cattle and arable land.

· Scarce capital for investment in the dairy development programmes on a priority basis.

· Absence of proper data records which is essential for preparing development programmes.
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· Dairy development programmes have not been fully implemented as per the needs of the region
in different agro-climatic zones.

· Lack of marketing avenues for the dairy produce.

· Non-availability of software for preparing needed dairy schemes/projects.

· Lack of infrastructure for offering Dairy Business Management programmes to train dairy
personnel.

15.7 OPPORTUNITIES
· Greatly improved export potential for milk products of western as well as traditional types.

· Expanding market for traditional dairy products.

· Increasing demand for fluid milk as well as value added products.

· Byproduct utilization for import substitution.

· Employment generation.

· Growing demand for milk and milk products.

· Liberalized polices in dairy sector.

· Availability of large resources of unconventional feeds and fodders.

· Availability of diverse germ plasm with unique features like heat tolerance, disease resistance,
draftability and ability to survive and produce under stress conditions.

· Availability of animal production technologies for faster development and effective
implementation.

· Integrated structure of marketing for milk and milk products.

· Integrated structure of livestock marketing through regulated markets.  

· Improved collection of data on contract basis through agencies.

· Market information intelligence system for milk and milk products.

· Development of software for project formulation for dairy enterprise.
15.8 Threats

· Introduction of foreign products in Indian market.

· Increasing chemical contaminants and residual antibiotics in milk.

· Poor microbiological quality of milk.

· Export of quality feed ingredients particularly cakes under the liberalization policy.

· Deficiency of molasses, a rich source of energy and binding agent in feed industry and
constituent of urea molasses mineral lick.

· Excessive grazing pressure on marginal and small community lands resulting in complete
degradation of land.

· Extinction of the indigenous breeds of cattle due to indiscriminate use of crossbreeding
programme to enhance milk production.

· The liberalization of the dairy industry is likely to be exploited by multinationals. They will be
interested in manufacturing value added products. It will create milk shortage in the country
adversely affecting the consumers.
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Module 4 Overview of dairy industry

Lesson-16

Overview of Dairy Input Industry Opportunities for Entrepreneurs
16.1. INTRODUCTION

Since the beginning of civilization, milk is considered as an important food item. For vegetarians, it is
an important source of protein rich diet. India is largest milk producing country in the world with
production of 112 million tonnes of milk in the year 2009-10. In globalized era, milk economy is
transforming from a subsistence activity to commercial activity. This unit discusses the opportunities
for entrepreneurs in dairy sector.

In India, required infrastructure for a successful enterprise exists. It includes sufficient raw material
availability in the form of milk, an established infrastructure of technology and supporting manpower,
and free market economy after delicensing of dairy sector in 1991. An entrepreneur’s participation will
definitely ensure attractive return on investment in fast growing market in India as well as for exports.
The following is an illustrative promising entrepreneurial opportunities.

16.2. FARMING SYSTEM

16.2.1 Dairy farming is now a commercial activity:

In the states where milk production is higher viz., Punjab, Gujarat,Rajasthan, Haryana, Maharastra
etc, many progressive farmers (Milk producers) have established dairy farms with better quality of
dairy animals, increase in herd size for farm, better quality of dairy animals, machine milking, scientific
breeding policy, feeding high quality feed and fodder. High tech dairy farms producing better quality
milk so as to manufacture value added milk products for growing health conscious urban market as
well as exports provide good entrepreneurial opportunity.

16.2.2 Organic farming and biotechnology:

New research findings in the field of biotechnology coupled with growing demand for organic products
provide exciting opportunity for establishing organic dairy farms. Biotechnology helps in developing
finest dairy breeds, dairy cultures, probiotics, enzymes and colouring materials for production of
different dairy products.

16.2.3 Processing and packaging equipments for dairy plants:

Opportunities exist for manufacturing modern more efficient dairy processing and packaging
machinery of world class quality.

16.2.4 Product manufacturing: With growing demand of variety of milk products, potential exist for
manufacturing world class western as well as traditional products. Vast potential also exists for
manufacturing specific products for people suffering from certain diseases. e.g. diabetes,
hypertension, obesity etc.

16.2.5 Distribution & retailing: Milk products being perishable products require refrigerated storage.
For maintaining a cold chain involving bulk coolers, chilling centers, cold stores, refrigerated vehicles
are required. With growing Indian economy and increase in purchasing power of Indian consumers,
there is growth of big retail outlets for dairy and food items. Thus there exists opportunities for
entrepreneurial pursuit in this field.

16.2.6 Specific dairy markets: India’s dairy market is characterized like a multilayered pyramid
structure with the base made up of huge market for low cost milk. Narrow tip of the top consist of small
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different markets for western type milk products. There exist following dairy market entrepreneurial
opportunities.

a) Food service institutional market: This is growing at higher rate (approximately double) than
consumer market.

b) Defense market: This is an important segment for supplying quality products at reasonable
price.

c) A boom is forecasted in the market of dairy products used as raw material in pharmaceutical
and allied industries.

d) Parlor market: The growing ‘away from home’ consumption trend opens new vistas for ready to
serve dairy products.

e) Sweet market: There is a huge export market of Indian milk based Sweets. Many Indians live
abroad especially in USA, UK,Australia, New Zealand etc. This non resident Indians segment
provides potential for supplying traditional Indian sweets. 

16.2.7 Animal husbandry business opportunities:

As the prices of high yielding dairy animals are increasing, the milk producer is interested in obtaining
professional animal health care services to improve productivity of dairy animal. This gave rise to
several entrepreneurial opportunities in dairy segment. Nutritionally improved crop residues and dry
fodder apart from cattle feed and urea molasses bricks are in demand. Interested entrepreneurs can
establish small business on these lines. Production and sale of compacted fodder from surplus to
deficit areas, breeding of cross bred and graded buffaloes also provide entrepreneurial opportunities.

Private on farm veterinary first aid and insemination services are increasingly used by progressive
milk producers. With increased use of private veterinary practices, the demand is rising for
instruments and equipments for surgery, artificial insemination and related services, vaccines,
veterinary pharmaceuticals including feed supplements and growth promoters. The use of herbal and
Ayurvedic formulations for disease control and as feed supplements/ additives is increasing giving
entrepreneurial opportunities.

Organized vs. Unorganized dairy-sectors:

The Indian dairy industry is divided into two broad sectors,

(i) Organized

(ii) Unorganized

The organized sector includes cooperatives, private, government registered with MMPO 1992.
The unorganized sector includes number of small and/or seasonal milk producers/ trades /
halwaies not registered with MMPO 1992. The organized dairy sector handles only 30% of total
marketable surplus milk and hence there is huge scope for entrepreneurs.
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Module 4 Overview of dairy industry

Lesson-17
Characteristics of Indian Dairy Processing and Export Industry

17.1. Introduction
Indian dairy industry possesses unique style of production, processing, marketing and consumption of
milk. Milk production is scattered among large number of individual milk producers living in villages.
These milk producers keep one or more dairy animals. These milk producers may be members of co-
operative dairy set up and supply their milk to village cooperative dairy society. Those who are not
associated with any cooperative set up, sell their milk to private traders.

17.2. PRODUCTION

Although India is largest milk producing country in the world, the problem areas in production are:

a) Low productivity of milch animals.

b) Lack of quality control and monitoring mechanism.

India possess largest number of milch animals but their productivity in terms of milk output is very low.
This requires appropriate policy measures viz., improved breeding programme, maximum use of
artificial insemination; balance feeding, implementing disease control programme etc.

The bacteriological quality of raw milk is also poor. Due to existence of unhygienic conditions at the
place of milking and then improper subsequent storage conditions give rise to very high bacterial
count. Thus bacteriologically, the quality of milk in India is very poor compared to developed and
western nations. This acts as a draw back on export front.

The major reason for this condition is lack of awareness among milk producers and lack of incentives
for clean milk production. By arranging requisite training programmes for milk producers and providing
incentives in the form of higher milk price, and technology up gradation in collection and storing raw
milk will help to improve quality of milk.

17.3 PROCESSING

Of the total milk produced only about 35 percent is processed. The share of organized sector is less
compared to unorganized sector. The organized sector comprises of dairy processing plants owned by
cooperatives and private business. The unorganized sector comprises of halwaies and milk vendors.
As only limited amount of milk is processes and handled by organized sector, there exists a vast
growth potential. After deliciensing of dairy sector, the milk processing capacity has grown at 4
percent. More number of plants has come up in private sector as compared to cooperative set up.
Problematic issues on processing front include seasonal and regional imbalances and limited flexibility
to change product mix, lack of commercialization and government taxation.

17.4. EXPORT
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Although India is largest milk producing country in the world, it is minor player in world dairy market.
Export of dairy products from India is negligible and there is need based occasional import in small
quantities. Indian milk producer does not receive any subsidy. Thus in post WTO world there is
possibility that Indian milk products cannot compete with those from many developed nations which
dominate global dairy market. In liberalized WTO era, export opportunities are unavailable to Indian
dairy establishments and they are getting ready to face the emerging challenge by meeting
international standards and other non tariff barriers.

è Problems/issues in Dairy Export

The major problem faced for exploring Dairy Products include,

(i) Poor microbiological quality of milk.

(ii) Domestic support provided by OECD Countries to their dairy sector.

(iii) High level of market prices supports subsidies.

(iv) Impregnable market due to high tariffs and pay to – sanitary (sps) norms.
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Module 4 Overview of Dairy Industry

Lesson-18

Export and import policies relevant to Dairy Sector
18.1. INTRODUCTION

Consumers all over the world prefer high quality food products. In order to ensure quality of food
products exported from India, Indian government has established Export Inspection Council of India
(EIC) as an official certification agency with statutory status in 1964. It is mandatory to have pre
shipment export certification for dairy products. For dairy products, the certification system involves
approval of milk processing units, followed by periodic surveillance by export inspection agencies.

18.2. EXPORT CERTIFICATION SYSTEM

Dairy products fall under the category of compulsory quality control, inspection and monitoring
notification which lays down the standards for exports including the sanitary, hygiene and other food
safety requirements. The notification also specifies the type of quality control and inspection as per
export of milk products (Quality control, inspection and monitoring) rules 2000, applicable to milk
products prior to export. Responsibility of ensuring health requirements of importing country rests with
the processing plants. Thus plants develop their own system of in process control, maintain it and
keep the data base of records for future reference. The export inspection agencies have authority to
approve compliance of processing plants with notification requirements.

18.3. REQUIREMENTS OF PROCESSING PLANTS

In order to get certified as a plant suitable for export production, it is necessary that dairy plants fulfils
following requirements.

1. Statutory restrictions imposed by state and central government for protecting environment.
2. Only milk of healthy animals be procured from milk producers by dairy plants. If the animal is

treated by antibiotics or any other veterinary drugs, then milk of animal should not be collected
unless it is inspected for its residues by concerned dairy plants.

3. The milk products manufactured by such plants should contain only the permissible food
additives, processing inputs and ingredients that are fit for human consumption.

4. Milk products should be prepared in approved plants under hygienic conditions.
5. Product packing should be carried out under strict observation wherein

a) Wrapping and packaging should be done under satisfactory hygienic conditions in specified
packaging rooms only.

b) Bottling should be done in automatic machines only
c) Normal wrapping and packaging should not be reused
d) Specific reusable containers when used should be thoroughly cleaned and disinfected

before use.
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6. The product should be stored at designated storage temperatures. The product should be
brought to required storage temperature as quickly as possible and storage temperature be
recorded for future.

7. The outward package should indicate storage temperature and period for which product is safe
for human consumption.

8. All the details of processing and storage temperature are preserved in the form of imported
records for the period of 2 years.

9. Milk should be free from all types of hazardous residues.

18.4. APPROVAL SYSTEM

Export Inspection Council of India gives the approval. A dairy plant submits the application to export
inspection council for registration as export unit. A panel of inter department persons consisting of
representative from APEDA, NDDB, ministry of food processing industry & export inspection agency
assess the unit and decide about providing the approval as export production unit. On assessment
and if unit is found appropriate, approval is granted to the dairy plant. Granting of approval is followed
by three phase of surveillance.

18.5. SURVEILLANCE PHASE:

18.5.1 This phase consists of visits of the plant and audit of the same

a) Monitoring visits: Monitoring visits are performed by officials of expert inspection agency to
verify microbiological and hygienic standards, check the records. Whatever deficiencies are
observed are reported and notified to management of dairy plant to take corrective action.

b) Supervisory visit: These visits are carried out once in every three months. The aim of such visits
is to maintain compliance with the standards.

c)  Corporate audit: This involves verification of records maintained by export inspection agency to
check compliance with executive instructions. Audit team visits some of the approved units to
check the effectiveness of the system and build accountability.

18.5.2 Dispute settlement mechanism:

If any complaint is there from any importing company, then it is settled through established dispute
settlement mechanisms. On receiving complaint, the concerned dairy plant from which the milk
products have been exported is put ‘on alert’. The increased monitoring inspection is carried out on
that plant before exports. On increased monitoring, if the concerned dairy plant is found to be
satisfactory then the condition of ‘On alert’ is removed and if the plant is not found appropriate, then
the approval of export will be withdrawn.
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Module 5 Business Policy

Lesson -19

Venture capital and Joint venture

19.1 VENTURE CAPITAL

Venture capital is an important source of financing small scale enterprise and high technology and
risky ventures. It is often thought of as the early stage financing of new and young enterprises seeking
to grow rapidly. In this mode there is involvement of venture capitalist in the management of
entrepreneurs unit. Traditional finances generally provide financial support to the established and
proved technology areas only whereas venture capitalist provides financial support to high and new
technology based units. In broad terms, Venture capital is the investment of long term equity finance
where the venture capitalist receives his return generally in the form of capital gains. Under this mode,
venture capital financer and entrepreneur work together as partners for the benefit of enterprise. The
venture capitalist focuses on growth and wants to see small businesses grow in to larger ones.

19.1.1 Characteristics of venture financing

a) Equity participation: is actual or potential equity participation through direct purchase of
shares, options or convertible securities with objectives of making capital gains by selling off
the investment when the unit becomes profitable.

b) Long term investment: Time period of investment varies from 5 to 10 years.

c) Managerial participation: There is active involvement of venture capitalist in the enterprise. By
providing necessary management skills viz., planning, organizing, controlling, leading and
functions like finance, marketing etc.

Table 19.1 : Stages in venture capital financing

Name of stage Type of finance
Early stage
financing

In order to support a concept or idea, providing
seed finance, providing R & D finance for
product development, startup capital for initial
production and marketing, first stage financing
for full scale production and marketing.

Expansion
financing

Second stage financing for working capital &
initial expansion, Development financing for
facilitating public issue, Bridge financing for
facilitating public issues

Acquisition
/budget financial

Acquisition financing for acquiring another firm
for further growth, Management layout financing

Entrepreneurship Development & Industrial Consultancy

www.AgriMoon.Com 60



growth for enabling operating groups to acquire firm or
part of its business, turnaround financing for
turning around a sick unit.

19.1.2 Joint Ventures:
A joint venture is a contractual business under taking involving equity based single business activity.
Joint ventures can be set up either in company's own territory or in a new territory generally in a
developing country. Joint ventures are formed by the parties entering into an agreement. The
agreement specifies the mutual responsibility and goal of contracting parties. The joint venture
partners can generate the capital of the joint venture by injecting either cash alone or cash together
with assets like technology, land and building. In joint ventures the operational details, rights and
duties of contracting parties are clearly specified in written form to be helpful in legal controversy. A
joint venture can be terminated at specified time in the contract or upon death of active partner or on
basis of any court decision arrived at to solve any dispute.
Important clauses of a joint venture agreement are as follows:

1) The proportion of shareholding in the joint venture company
2) Specify nature of shares, indicate their transferability conditions.
3) Composition of the board of directors, appointment of chairman, quorum of board meetings,

casting vote provisions.
4) general meeting
5) Appointment of CEO/MD.
6) Appointment of management committee.
7) Important decisions with mutual consent of partners.
8) Dividend policy
9) Funding provision
10) Change of control/exit clause
11) Anti-compete clauses
12) Access condition
13) Maintaining confidentiality
14) Indemnity clauses
15) Assignment
16) Break of Deadlock
17) Dispute resolution
18) Applicable law
19) Force Majeure
20) Termination provisions
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Module 5 Business Policy

Lesson-20
Contract Farming and Public private partnership

20.1 CONTRACT FARMING
It is defined as agreement between farmers and processing or marketing firms for the production and
supply of agricultural products under forward agreements at predetermined prices. The two parties
under agreement are not equal. Farmer is economically weak and the other contracting party is
economically strong. The important feature of contract farming is that the buyer/contractor provides all
the material inputs and technical advice regarding crop production to the farmer. It is a system for the
production and supply of land based and allied produce by primary producer (farmer) under advance
contract. The essence of such contract is commitment to supply agricultural products of specific type
at specific time, price and quality to the contracting party. 
20.1.1 Types of Contracts:
It could be of following 3 types:

i) Procurement Contract: In this type only sale and purchase conditioned are mentioned.
ii) Partial contract: In this only some of the inputs are supplied by the contracting party and the farm

output is purchased at predetermined price.
iii) Total Contract: In this the contracting party supplies and manages all the inputs on the farm and

farmer becomes just a supplier of land and labour.
Advantages for farmers:

i) Provision of inputs and production services
ii) Access to credit
iii) Introduction of appropriate technology
iv) Skill Transfer
v) Guaranteed and fixed pricing structure
vi) Access to reliable markets

Problems faced by farmers:
i) Increased risk
ii) unsuitable technology and crop incompatibility
iii) Manipulation of quotas and quality specification
iv) Corruption
v) Domination by monopolies
vi) Indebtedness and over reliance on advances

20.1.2 Advantage to Contracting Party:
i) Political Acceptability
ii) Overcoming Land constraints
iii) Production reliability and shared risk
iv) Quality consistency
v) Promotion of farm input

20.1.3 Problem faced by contracting party:
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i) Land availability constraint
ii) Social and cultural constraints
iii) Farmer discontent
iv) Extra contractual marketing
v) Input diversion

Public Private Partnership (PPP):
This is a form of organization, funded and operated through a partnership of government and one or
more private sector organizations. It is a contract between public sector organization and private
organization where in the private party provides public services and bears financial, technical and
operational risk. Based upon nature of contract a public private partnership may assume any of the
following forms:

a) The cost of using the services is totally charged to users and not to the taxpayers.
b) Capital investment is made by the private sector based upon contract with government to provide

agreed services and the cost of providing the services is the responsibility of the government.
In PPP mode, generally a private sector organization forms a special separate organizational set up to
develop, build, maintain and operate the asset for the contracted period. In the infrastructure sector,
complex arrangement and contracts that guarantee and secure the cash flows make the public private
partnership mode a suitable arrangement for project completion.
In India at present number of highway projects are built under the mode of PPP.
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Module 5 Business Policy

Lesson-21

Social Responsibilities of Business
21.1. INTRODUCTION

Business is important component of society. Many business houses act as important social
institutions. Their decisions and consequent actions are limited by society. Business units are
responsible for providing employment to society; they take investment from society and supply goods
and service to society. Business and society are inseparable and interdependent. If society does not
provide positive support then it becomes difficult for business to carry out their operations smoothly.
The business units which conduct their operations as the expense of the society can not achieve a
long lasting success.
Business enterprise and society are interrelated. Business obtains resources like manpower, material
from society and provides output (goods and services) to society. Due to this responsibility, business
has a specific responsibility towards society. This responsibility is called Social Responsibility of
Business (SRB). Business exists to earn profit. While earning profit, social responsibility calls for
business houses to take decisions to protect and improve the welfare of society also, as each decision
of a business enterprise has a social relevance with the society. Through SRB approaches, business
enterprises are made responsible for their decisions/steps impacting the society in general. Social
actions of business enterprises are systematic, periodic and the end uses are subject to social audit.

21.1 CLASSIFICATION OF SRB MODELS

The SRB concept is viewed from macro and micro level. Macro analysis emphasizes that the
government should decide social goals for society and micro analysis tend to emphasize the role or
houses for the same.

21.1.1 Forces responsible for SRB

1. Government is one of the most important factors. Government formulates rules, laws for smooth
functioning of business enterprises. Many of the laws are specially for protecting the society e.g.
pollution emission norms.

2. Community’s demands also compel business enterprises to undertake some specific programmes
for the society at large viz. establishing educational institutes especially for socially
disadvantageous groups. To safeguard the environment is also a priority issue. Government also
formulates standards in this matter e.g. Environment Protection Act of 1986 aims to protect and
improve the environment and the prevention of hazards to all living things. Company’s shareholders
also exert pressure on management of business enterprises to take decision in the interest of
society. Organizations themselves also voluntarily take socially responsible steps to gain
competitive advantage.

21.1.2 Need of SRB
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As said earlier, business and society are interrelated. Business enterprise satisfies the needs of the
society. Today expectations of the society from the business enterprises have changed. Therefore if
business wants to remain viable for long run then it must respond positively to this expectation of the
society. By doing so it creates better environment for society. For the business organization also, it
creates better public image which helps to increase customer base. By proactively acting to carry out
social responsibility, business enterprises are able to get hassel free government support. The saying
‘Prevention is better than cure’ is also applicable to SRB. The proactive approach of business houses
towards society eliminates many dangerous ill effects.

21.1.3 Obstacles to social responsibility

The main aim of any business enterprise is to earn profit. Indulging in activities directly benefiting the
society do not directly add to profit. Business houses consider it as an additional cost. Cost on social
responsibility is a social cost which will not give immediate benefit to the business. At the same time
business enterprises do not have any direct accountability to the society/people. Thus most of the
business enterprises prefer not to invest in social responsibility activities. Social responsibility of
business is concerned with solving social problems and managers of business enterprises are
concerned with solving managerial problems involving economic criteria.

21.1.4 Scope of social responsibility

The business enterprises carry out their social responsibility roles for following stakeholders.

1. Employees: This is represented in the form of fair and just selection, fair wages, training, conducive
work environment, safety and health, participative work management etc.

2. Consumers: This is represented by providing quality goods/services at responsible price, not
indulging in manipulative practices leading to artificial shortages etc.

3. Governments: This is represented by compiling with all legal requirements, abiding by all the law
regulating the business framed by government.

4. Owners: This covers managing the business enterprise profitably by professionals so that owners
get sufficient, appropriate and regular return on their invested money.

5. Society: This is the most important stakeholder having too many, too complex problems. e.g.
environmental pollution, acid rain, ozone depletion, destruction of rain forests, racial-ethnic and
religious anomalies etc.

Thus by satisfying the needs of all stakeholders of society a business enterprise can become a
socially responsible firm.

21.1.5 Advantages of SRB
SRB helps to build good brand image and company reputation. Competent employees are responsible
for company’s success. It is recognized that SRB activities of company play a major role in improving
recruitment policy and retention of quality employees. Cost reductions are obtained by the
organization by adopting SRB practices. Such reductions are related to environment management of
operation. The organizations that reduce pollution and hazardous waster, re use or recycle materials
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and conduct their operations with greater energy efficiency and more efficient use of water obtain
significant cost savings. SRB leads to social risk mitigation and better risk management by providing
intelligence which reveals those risks and by offering an effective means to respond to risks with an
emphasis on managing relationships with stakeholders. Stakeholders can provide strategic
intelligence regarding the organization’s risks around specific economic, social or environmental
issues by giving signals, warning or inside information.
SRB can also lead to business advantage through innovations. Many innovations which can be helpful
to both society as well as company can emerge while adopting SRB Practices. Financial institutions
also consider social and environmental criteria while providing financial support to the organizations in
the globalized world.
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Module 10.  System of milk procurement and processing, pricing and marketing of milk and milk products

Lesson 22

SYSTEM OF MILK PROCUREMENT FROM RURAL MILK PRODUCER’S

22.1 Introduction                                                                                                                  

India is a largest milk producing country in the world. Milk production in India during the last two decades is
increased from 53.9 million tons in 1990-91 to 112.5 million tons in 2009-10. Consequently, per day per capita
availability of milk has also increased from 176.9gram (g) to 263.9 g during this corresponding period.  Milk in
the rural India is produced in the scattered villages where 70 percent of the milk is produced by the resource
poor households like landless laboures, marginal and small farmers. Therefore, collection of milk from the
scattered farmers, majority of them are having 2-3 milch animals is a challenging task. Processing is an
important component in the value chain of perishable commodities. Among the agricultural commodities, milk
is highly perishable and need either to be immediately chilled or transformed from raw product into processed
products.  The perishable nature of milk is a major limitation for the milk producers. Milk producers had to sell
their milk to private companies through middlemen. To eliminate the middle men from the milk marketing
system a programme on the advice of Sardar Vallabhbhai Patel was formulated in the year 1946. The milk
producers of Kaira district in Gujarat, registered the Kaira District Cooperative Milk Producer’s Union, and was
started, now popularly known as AMUL. Therefore, the co-operative movement gained momentum. Impressed
by its socio-economic impact suggested replicating the AMUL model across India. Thus National Dairy
Development Board (NDDB) born in 1965.

Under the Operation Flood Programme launched by NDDB, Indian dairy sector went through a paradigm shift.
The main component of the programme involved:

·         Organizing dairy cooperatives at the village level,

·         Creating the physical and institutional infrastructure for milk procurement,

·         Processing, marketing and production enhancement services at the union level and establishing
dairies in India’s major metropolitan centers.

The organized modern sector is handling around 20 million litres per day, in more than 400 dairy plants making
India the hottest milk market of the world. India is the largest milk producer in the world but only 20% of its
milk production is being processed by the organized sector. Thus, about 80% of the total production is still in the
unorganized fold. In order to boost their milk procurement, many dairies have setup societies or collection
centers in the rural areas. The society network has reduced the role of the unorganized ‘doodhiyas’ (milk
vendors) in milk procurement as also protected the interest of the producers in the villages. This has assured a
remunerative price and market support to the producers.

22.2   Sectors of Milk Procurement from Rural Areas

22.2.1 Organized sector

·         Milk Supply Chain Model: Milk Producer’s Cooperative Societies.

22.2.2     Unorganized sector
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·          Milk Supply Chain Traditional Unorganized Dairying System (Vendors, Halwaies, Direct consumers,
Contractors).

22.3 Procurement of Milk by the Organized and Unorganized Sectors

After milking the animals, milk being a perishable good, it is to be immediately cooled, boiled or dispose off to
the milk marketing agencies. In the present system, milk is procured from the rural milk producers by the milk
cooperative societies in the Organized system of milk marketing and the milk vendors, halwaies, creameries,
contractors and direct consumers, the agents of unorganized sector. The agencies of unorganized sector like
vendors, creameries halwaies etc., collect milk from the rural milk producers from their farms, whereas in case
of organized sector, the producer have to go to the milk collection centres established by the milk cooperative
societies.

Due to organizational or economic difficulties, it may not be possible to cool the milk on the farm. In areas far
away from the dairy plant it may be troublesome to collect milk and take it directly to the plant. In such cases,
especially if there are many small suppliers, it is preferable to take milk first to a collection point, and then
transport it from there to the dairy plant or milk collection centre.

22.3.1  Can collection

Milk that is available in cans, whether on the farm or at the collection point, can be picked up and transported by
many convenient means of transportation (bicycles, small barrows or trucks). The cans should be protected
against the sun, both while they are at the roadside awaiting collection and during transportation. It is advisable
to use insulated, or even refrigerated trucks to transport cooled milk in cans over long distances and under high
ambient temperatures. When there are many individual suppliers, there are many different types of milk cans,
providing logistic and cleaning problems. It is, therefore, advisable to use standard shape milk cans with a
smooth surface.

22.3.2  Bulk collection

Milk available from the farm in bulk, for instance from farm cooling tanks, should also be picked up in bulk. It
is not a good practice to use cans to transport milk that is already available in bulk (storage) tanks, because there
is an extra risk of contamination. Furthermore, the temperature of milk in cans is more difficult to control than
milk in bulk, and filling, emptying and cleaning of milk cans demands much labour and is costly affair. Truck-
mounted tanks or road tankers can be used for the transport of milk in bulk. The tanks should be insulated and
may be covered by a shield to protect against strong sunshine. On the farm, or at the collection centre, the
loading hose from a milk transport truck is connected to the outlet valve on the storage tank, and the milk is
pumped over. Pumping is stopped as soon as the cooling tank has been emptied, thereby preventing air from
being mixed into the milk. The tanker is fitted with a flow meter and pump so that the volume is automatically
recorded. In other cases, the storage tank has to be calibrated to make dip-stick measurements reliable. The tank
of the bulk collection vehicle is divided into a number of compartments in order to prevent the milk from
slushing around during transportation.

22.3.3  Milk collection points and centres
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In scarcely-populated areas, or areas where individual suppliers are far away from the dairy plant and difficult to
reach, milk has to be transported over long distances. Transportation to the dairy plant will also take much time.
In these cases, it is advisable to collect and cool milk in a milk collection centre (MCC) before transportation
takes place.

The difference between a collection point and a MCC is mainly based on cooling and size. A milk collection
point can be a small, central place where small suppliers can deliver their milk. The reception capacity is likely
to be between 50-500 litres a day in cans or milk containers. There is no cooling equipment present at the milk
collection point, so the milk should be collected and brought to the MCC within two hours after milking. At the
MCC, there is always cooling equipment and, in most cases, quality testing facilities are also available. The milk
must be collected and cooled to <4°C not later than three hours after milking has been completed.

22.3.4 The traditional system of milk collection in the Dairy Cooperative Societies included mainly to
accept milk by

·         Volumes,

·         Carrying out fat testing by Gerber method and

·         Entering the milk Fat and SNF data manually in the registers.

This at that times resulted in unreliable data, possible malpractice leading to loss of fat and thereby eroding
the confidence of the members. In order to avoid such issues, a unique system to automize milk procurement
operations of village milk cooperative society was developed.

The Automatic Milk Collection Station is an integrated unit, combining different functions of a milk collection
center, such as measuring the weight, fat content and providing the price output of the milk poured in the center.

The equipment also helps the milk co-operatives/ milk collection centers in maintaining summary of milk
collected and supplied together with the rate on a daily, monthly and yearly basis. This state-of-the-art
equipment operates both on battery and main electricity line and is able to process and record 120-150 milk
collections per hour. The system comprised of an Electronic Milk Weighing Unit, the Electronic Milk Tester and
Data Processing Unit.

Conclusions

Low cost, energy-efficient, environment friendly smallholder enterprise is a better option for the entrepreneur.
Milk quality is a serious constraint, especially for the small dairy holder. Lack of institutional support vis-à-vis
supply chains are affecting the growth of the smallholder dairying. Lack of accessibility to the benefits of
research/education/ manpower system by the smallholder. Milk production and processing should commensurate
as well as easily accessible to the smallholder. Smallholders are prone to higher financial risk due to
unaffordable high cost funding and poor price realization.

·         Milk cooling requires an adequate supply of electricity and water. These are not always available on the
farm and sometimes can only be arranged at relatively high costs.

·         Even though electricity and water may be available, the volume of daily milk production may be too
small to justify a cooling system, and it would be too expensive to cool a small amount of milk on the
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farm and also too expensive to collect it. Due to regulations, smaller amounts of milk are sometimes
cooled on the farm, but this milk is then expensive to transport. In such cases, it is possible to transport
the cooled milk in an insulated vessel to a collecting point, where a tanker collects milk from several
suppliers.

·         Bulk collection of milk on farms not only requires a supply of water, electricity and a certain daily
production of milk, but also good road access for milk transport trucks.

·         If a dairy intends to introduce bulk collection of cooled milk in areas with many low producing farms
(where the milk is not cooled), substantial resources are required.
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Module 10.  System of milk procurement and processing, pricing and marketing of milk and milk products

Lesson 23
SYSTEM OF MILK PROCESSING AND PRODUCT MANUFACTURING: AN ECONOMIC VIEW

23.1  Introduction

Though India is a highest producer of milk in the world, only 15 to 20 per cent of the milk is marketed through organized
sector comprised of cooperative societies, public and private processing plants. Bulk marketing is limited to processing
plants and cooperative societies. In contrast to Indian situation, most of the milk in developed world is consumed in
different processed forms. It is something very general to India where overall food markets for processed foods are
generally low and same is the case with milk. By all estimates about 75 per cent of the milk purchased by the consumer as
liquid milk whether raw or processed. The share of pasteurized milk is only 10 per cent but the demand is increasing at the
rate of 15 percent per annum. One fourth of the milk production is processed in the unorganized sector transforming into
products like, sweets.  Khoa, paneer, curd, lassi, etc.  There are small scale milk product manufacturing units which fall in
the category of semi-organized sector comprised of creameries, ice-cream units which are manufacturing the similar
products as produced by the composite milk plants in the organized sector. They generally serve the local markets but
have the important share in processing of milk as well as meeting the consumer’s specific demands. The organized sector
comprised of mainly dairy plants, procures surplus milk through Milk Producer’s Cooperative Societies and generally
follows the HACCP standards leading to quality of the products, whereas unorganized sector is composed of milk
vendors, contractors, halwaies and creameries , collect milk from producers and sell either as raw milk or manufactured
milk products or both.

23.2  Milk Processing and Product Manufacturing

Milk being a perishable product requires immediately processing. The main difference between processing and
manufacturing is that when a milk product undergoes a physical change, like milk to curd, milk to ghee, it is
manufacturing of product and if raw milk to pasteurized milk like double toned milk this is the case of milk processing.
The choice depends on available equipment, product demand and on the quantities of milk available for processing.

23.2.1  Processing of milk

·         Once the milk has been inspected, it is moved from the tanker and mixed with the rest of the milk supply in a
clarifier. Since the milk comes from many different dairy farms, it has different amounts of cream. Therefore, the
milk must be blended during a process called standardization until it all contains the same amount of butterfat.

·         Now, processing can begin. In the first step, milk is pasteurized which means that it is heated by a series of plates
then cooled quickly back down to its normal storing temperature. Pasteurization kills any disease-causing bacteria
that may be present in the supply and helps to make the milk stay fresher for a longer time period.

·         The milk then travels to a separator that separates the butter fat out of the milk and then give the milk the proper
amount of fat content. During the next step, milk undergoes a homogenization process in which the milk is forced
through tiny openings under high pressure. This breaks down the fatty globules of cream so that the cream will not
float on top of the milk, and every drop of milk will contain equal amounts of cream.

·         During processing, vitamins A and D can also be added to the milk in a step called fortification. Furthermore,
tests are run regularly on milk samples in the dairy plant labs that check for its water content, fat percentage, and
for the presence of bacteria. The water that is in milk is not added on purpose, but it is water from the machinery
that is accidentally mixed into the milk supply. The maximum water content in milk that government allows is
1.8%. This whole procedure from the standardization of milk to its pasteurization is called processing.
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23.2.2 System of milk  processing and product manufacturing

Fig. 23.1 Milk processing and product manufacturing system

23.3  Economic aspect of Milk Processing and Product Manufacturing

Process-wise costs for processing of milk and products manufacturing were worked out in a study conducted by the author
in a dairy plant.  This case study will be useful for understanding the cost of different processes in manufacturing of
products. The process wise costs presented here refer to the year 2000-01. Though the data for cost point of view is old
but for understanding the process and system of production or steps in production with reference to percentage wise cost
are of great importance. 

23.3.3  Full cream milk

The total cost of full cream milk manufacturing was worked out to be Rs. 14.69 /litre (Table 23.1). Raw material share
was observed as 91.98% in the total cost. Out of the different processes of manufacturing, the highest cost was recorded
for ‘Packaging process’ i.e., 3.33 % followed by the process of ‘pasteurization / Standardization’ (1.53 %); ‘Separation’
(1.31 %); ‘Storage’ (1.16 %) and ‘Reception of milk’ (0.69 %).

Table  23.1 Process-wise cost of full cream milk

Items of Expenditure Total Annual
Expenditure (Rs.)

Unit Cost Rs./Lit. Percentage

Raw Material 135813207.49 13.51 91.98
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Reception of Milk 1005427.45 0.10 0.69

Separation 1942519.74 0.19 1.31

Pasteurization/Standardization 2265138.42 0.23 1.53

Packaging 4919947.93 0.49 3.33

Storage 1711190.99 0.17 1.16

Overall 147657432.02 14.69 100

Total quantity produced                                   10054279.50 litre per annum

 

23.3.4  Toned milk

The information in Table 23.2  revealed that the total cost of manufacturing the toned milk was worked out as Rs. 10.85,
of which the share of raw material cost was the highest (91.62 %). Amongst the different processes of manufacturing the
highest cost was observed in  the process of ‘Separation’ (1.38 %); followed by ‘Pasteurization / Standardization’ (1.29
%); ‘Storage’ (1.29 %); and minimum in  Reception of milk’ (0.64 %).

Table 23.2 Process-wise cost of toned milk

Items of Expenditure Total Annual
Expenditure (Rs.)

Unit Cost
Rs./Lit.

Percentage

Raw Material 31293972.78 9.94 91.62

Reception of Milk 220380.09 0.07 0.64

Separation 472243.05 0.15 1.38

Pasteurization/Standardization 440760.18 0.14 1.29

Packaging 1290797.67 0.41 3.78

Storage 440760.18 0.14 1.29

Overall 34158913.95 10.85 100.00

Total quantity produced                                   3148287  litre per annum

23.3.5  Ghee

Ghee was manufactured direct from boiling of cream and after the process of clarifying and setting, the ghee was packed
in polythene by pre-pac machine and then, it was further packed manually in the cartoons. The component-wise cost of
ghee manufacturing was worked out for Ghee is depicted in Table 23.3. As evident from the table that the total cost of
ghee manufacturing was worked out as Rs. 120.97 per kg. of which the maximum cost was shared by Raw material, i.e.,
94.01 per cent. Out of the five processes in ghee manufacturing, the highest cost was observed in ‘Packaging Process’

Entrepreneurship Development & Industrial Consultancy

www.AgriMoon.Com 73



(3.60 %) followed by ‘Boiling of Cream’ (0.89 %), ‘Settling and Clarification’ (0.74 %),’Storage’ (0.63 %) and
‘Reception of Milk’ (0.13 %).

Table 23.3 Process-wise cost of Ghee

Items of Expenditure (Rs.) Total Annual Rs/Lit. Unit Cost Percentage

Raw Material 9607747.92 113.72 94.01

Reception of Milk 13704.52 0.16 0.13

Boiling of Cream 91385.57 1.08 0.89

Settling & Clarification 75414.54 0.89 0.74

Packaging 367622.26 4.36 3.60

Storage 63950.30 0.76 0.63

Overall 10219825.11 120.97 100.00

Total quantity produced                                   84486 kg. per annum

23.3.6  Ice cream

The plant under study was receiving the raw material for manufacturing ice cream from the Mother Dairy. The Plant was
providing the services for manufacturing the ice – cream and in exchange getting the processing charges from the Mother
Dairy. The processing cost worked out for ice- cream is exhibited in Table 23.4.

Table 23.4  Process-wise cost of Ice cream (2000-2001)

Items of Expenditure (Rs.) Total Annual Rs./Lit. Unit Cost Percentage

Raw Material* - - -

Mixing & Heating 309396.25 0.98 11.75

Homogenization/ Pasteurization 278855.39 1.88 10.59

Freezing & Filling 644416.43 2.04 24.48

Storage & Hardening 1399986.35 4.45 53.18

Overall 2631654.42 8.35 100.00

Total quantity produced                                   314828.70 litre per annum

*Mother Dairy Plant supplied raw material, the plant was only receiving the processing charges for job work from Mother
Dairy.

The total processing cost of ice cream manufacturing was worked out to be Rs. 8.35 per litre. The cost of raw material was
not included in the Ice cream as the raw material for the Ice cream was supplied by Mother Dairy. Out of the total four
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processes of ice-cream manufacturing, the cost worked out for the process of ‘Storage and Hardening’ was found to be the
highest (53.18 %) followed by ‘Freezing & Filling’ (24.48 %), ‘Mixing and Heating’ (11.75 %) and
‘Homogenization/Pasteurization’ (10.59 %).
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Module 10.  System of milk procurement and processing, pricing and marketing of milk and milk products

Lesson 24

 PRICING OF MILK AND MILK PRODUCTS

24.1  Introduction

Milk prices are generally determined by the forces of demand, supply and the price policy. The milk price, both
production and selling, varies from region to region and from state to state commensurate with the production
pattern and seasonal as well as regional variations in the country. The lean and flush season production ratio
varies as high as 30: 70. As stated earlier, both the milk producers & the consumers’ price difference are equally
high between the milk surplus region/ states to the milk deficient region/ states in the country. In India, ghee,
milk powder and especially skimmed milk powder are the major price drivers.

24.2  Role of Milk and Dairy Products

The milk and dairy products have a prominent place in the global food products market. Due to factors like
rising concerns about vegetarianism, health advantages of milk and dairy products over non-vegetarian foods,
and ecological balance, the use of milk and dairy products is increasing globally. This has resulted in increased
worldwide production of milk. Countries like India, Ukraine, and Brazil are emerging as leading exporters of
nonfat dry milk product category. The milk and dairy products market of the world is poised for long-term
growth due to recovery in world dairy prices. The projected rise in the prices for most of the dairy products is an
important factor driving the growth of the global milk and dairy products market. However, extreme volatility in
prices can also hamper the industry's growth. Also rising prices of milk and dairy products are a potential
pressure point for food inflation. Government of India’s data on wholesale price inflation pegs the annual jump
in milk and dairy at 13.4% in December 2010 from 6-7% in the previous year (DNA, 9 Feb 2010). India is the
world's largest milk producer with more than 112.5 million tones of production but drought conditions, tighter
feed and water availability have resulted only in a moderate growth in output whereas the demand has continued
to rise due to shifting food patterns. The price of milk and milk-based products in India surges on the back of a
variety of natural and human factors, including a shortage during monsoon months. In a year period of 2010,
prices of milk had increased by about 25-30 per cent and further rise in rates had an adverse impact on food
inflation, which rose to 9.8 per cent in the mid of 2011 (Indian Express, 28 Aug 2011).

It has been observed that between 2005-06 to 2010-11, the prices of essential commodities have gone up by
nearly 72 per cent. Prices of milk and milk products have also witnessed a sharp increase. On the contrary, the
per-capita income of an average Indian in the metros has gone up by 38 per cent. Once milk prices go up, the
prices for milk-based products like butter and cheese also go up. The prices further impacted by the festivals
season which sees a spike in the demand and consumption of milk based products, especially sweets. Over the
years, milk procurement costs have increased significantly, as costs of all major inputs for milk production have
increased. Other input costs like packaging material and transportation have also increased. Major players in
dairy processing industry say that, though they have been revising prices over the past two years to counter the
increasing costs, the rise in MRP (Maximum Retail Price) has not been adequate to cover the rise in cost of milk
production. In order to partially recover the costs and sustain operations for the rest of the year, they are forced
to revise the price of some of the milk variants.
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24.3  Pricing of Milk and Milk Product

Indian dairy sector has made remarkable progress over the last few decades. The co-operative movement,
especially Operation Flood, has been an important driver of this progress and has played an important role in
facilitating the participation of smallholders in this expanding sector. Despite three decades of cooperative
movement in India, however, a large proportion of milk and milk products in India continues to be marketed
through the ‘informal or unorganized sector’. Although the share of organized market has steadily increased
over the last three decades, the informal sector comprising middlemen, private milk traders and direct sale from
producer to consumer, still accounts for nearly 80 percent of marketed milk and milk products in the country.
Trends indicate that, the informal sector will continue to play its dominant role in milk marketing in the
foreseeable future.  Further, nearly 85 percent of all the milk that enters the national exchange economy finds its
way into the urban areas. It is therefore the urban demand that is the main source of cash for rural milk
producers.

It is estimated that of the 3700 cities and towns in India, only 778 are served by an organized milk distribution
network. Only 15% of the milk marketed is packed, of which 94% is in pouches. The informal market thrives on
poor willingness of consumers to pay the extra costs of formal processing and packaging. The informal market
usually does not incur those costs and hence the market margins between farmer and consumer could remain
smaller.  This also implies that the informal market agents can afford to offer higher prices to farmers and lower
retail prices to consumers.

24.4  Two-axis price policy

The determination of price of milk in an informal market is purely qualitative and depends partly on local
demand and partly on the presence of organized buyer in the region. On the contrary, in organized sector, milk
receives price on the basis of some specified quantitative parameters. These parameters usually constitute
percentage of Fat, Solid-not-Fat and Protein in milk. In India, double axis or two-axis system of milk pricing is
commonly followed in organized milk market, which was first recommended by Royal Commission on
Agriculture, constituted in 1919 by Government of India and re-suggested by Milk Pricing Committee in 1972.
The two axis pricing policy on the basis of fat contents and SNF for fixation of procurement prices of milk has
been considered scientifically rational.  The minimum SNF content desired for cow milk is fixed at 8.5% and
that for buffalo milk is 9% for accepting milk at the collection centres of these dairies and the price is mainly
determined by the percentage fat content of the milk. Incentives for better quality milk and penalties for not
meeting minimum acceptable standards are prevalent in the organized dairy sector in India.

The important problem in milk procurement pricing using this system is two sources of milk viz. cow and
buffalo milk. This problem has arisen due to the Fat and SNF contents in the cow and buffalo milk, buffalo milk
contains more fat percentage whereas cow milk contains low fat and the price of buffalo milk is always higher
than that of cow milk. Most dairy plants have some kind of a purchasing policy, which have some kind of
relationship to what the plants get from the sale of their milk product. Different State Governments has adopted
different methods of payments and prices. Some pay less for cow milk, some pay the same purchase price for
both milk and take a calculated risk that some adulteration of buffalo milk may be passed on as cow milk.
Product factories generally pay strictly on the basis of fat.
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Consumer preferences reveal that the market for value added milk products is small and most buyers are
unwilling to pay for processing of any kind. Formal processes not only spend on quality control, packaging and
transportation but also on trade taxes and are thus able to market to a niche segment only with their relatively
high price. Liquid milk accounts for more than 80% of the total value of milk production.  A variety of milk
products (ghee, butter and cream being the important ones) that are produced, partly due to economic
considerations and mainly to utilize the unsold milk. They, generally, are ill-equipped for the purpose and report
difficulties in marketing the by-products. Therefore, the prices of milk products are spatially discriminated to
capture considerable share in the consumers payment.

Indian Society of Agribusiness Professionals in its comparative analysis of the producer’s share in consumer’s
rupee across different marketing channels reports that the producer gets maximum share (82-100%) when they
directly sell to the consumer. However, direct sales are not always feasible for small farmers as some of them are
locked by the middlemen who offer them credit for the purchase of inputs and animals. Even in high production
areas such as Haryana, sales to a marketing agent/middleman are one of the common disposal mechanisms. At
an aggregate, the producers get lowest remuneration when they sell the milk to the cooperatives (50-75%). For
example, in the early 1990s,  Orissa Milk Federation(OMFED) offered lowest price compared to any other
channel in Orissa, the price realized by farmers from informal sector was Rs. 9.5 to Rs. 10 per litre, whereas
cooperatives paid between Rs. 8.00 and Rs. 8.50. Further, the middlemen who bought from them made instant
cash payments whereas it took 12-15 days to realize payments from the cooperative system.

Conclusions

We often complaints about the rise in prices of milk and milk products. It is not right to single out only the prices
of milk and milk products in isolation. The rise in prices of milk and its products has to be compared with the
rise in prices of other products. It is also imperative to consider the models that will include input prices,
technology and government policies rather than only considering two axis pricing policy, in milk procurement
price determination. Due to composition of cow and buffalo milk there are two prices and also there are inter-
state and inter-regional differences in produces’ as well as consumers’ prices of milk and milk products. It is,
therefore, important to understand the dynamics of various marketing channels, including buying and selling
behavior of buyers and sellers, price movement and the ability of different market agents in reaching out to the
producers as well as consumers. In order to ensure adequate supply of milk and milk products for consumers at
reasonable prices, there is a need to examine the impact of important milk marketing channels in terms of
economic efficiency so as to be able to work out strategies and policy measures to improve the overall pricing
mechanism for milk and milk products.
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Module 10.  System of milk procurement and processing, pricing and marketing of milk and milk products

LESSON 25

MARKETING OF MILK AND MILK PRODUCTS: AN ECONOMIC ASPECT

25.1  Introduction

There has been a considerable progress in the overall production in the dairy sector. Without a proper marketing,
the country would not attain the expected rate of growth in dairy farming. Marketing is a flow of goods and
services from producer to consumer and users. In this process the activities include moving the goods from the
point of production to the point of consumption.  The activities like creation of time, place, form and  utility are
involved. According to Philip Kotler, marketing as a human activity directed at satisfying the needs and wants
through exchange process. The performance of the trade activities involved in the flow of goods and services
affect the marketing efficiency and producer’s share in the consumer rupee. A marketing system consists of
different milk marketing channels. That marketing channel is considered good in which producer get the highest
share in consumer rupee and consumer share is highest in producer’s rupee. The interest of the  Producer is to
get the highest possible returns from their milk. Between them, there are marketing intermediaries or middlemen
who perform various marketing functions like transporting and retailing. All the intermediaries/middlemen are
also interested to make highest profit from the milk business. The present lesson provides information on the
economic aspect of marketing of milk and milk products through a empirical study conducted in Rajasthan state.

25.2  Important Milk Marketing Channels in India

Table 25.1

Sr. No. Milk Marketing Channels Number of
intermediaries

1 Producer – Consumer
 

0

2 Producer – Halwai/tea shops – Consumer
 

1

3 Producer – Milk Vendor – Consumer
 

1

4 Producer – Milk Vendor – Contractor - Consumer
 

2

5 Producer – Dairy Co-operative – Milk Plant – Consumer
 

2

6 Producer- Milk trader-Processor-Retailer -Consumer
 

3

7 Producer-Dairy Cooperatives-Milk transporter-Processor-
Retailer-Consumer

4
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25.3  Costs Involved in Marketing of Milk and Milk Products

25.3.1  Cost components

The marketing agencies made capital investment on building, transportation vehicles, and dairy equipments and
incurred various variable costs time to time with respect to human labour, purchase of milk, fuel, repairs,
electricity etc. Therefore, the expenditure on various items was classified according to their fixed and variable
nature.

25.3.2  Fixed costs

Fixed costs are those costs, which are incurred whether or not the production is carried out or do not change with
the level of production. These costs include interest on fixed capital and depreciation on buildings and
equipments. In addition to this actual expenditure incurred in obtaining the driving license and road tax was
taken into account while calculating the fixed costs.

25.3.3  Variable costs

Variable costs include cost of raw milk actually purchased, fuel cost as expenses incurred on petrol for the
vehicle, electricity was used for running electric equipments, light etc. and expenses on labour used.

25.4  Price Spread

The economic efficiency of marketing system is generally measured in terms of the price spread of an
agricultural commodity. Smaller the price spread, greater will be the efficiency of marketing system. Price
spread was calculated as the difference between the price paid by the consumer and price received by the
producer farmer.

24.5  Producer’s Share in Consumer’s Rupee 

It is the price received by the farmer expressed as percentage of the retail price. It is calculated as

Ps = (Pf / Pr) * 100

Where,
Ps = Producer’s share in consumer’s rupee.

Pf = Producer’s price.

Pr = Retail price.

25.6  Marketing Efficiency

 Marketing Efficiency through different channels was compared by using the Acharya’s formula.

MME=FP/ (MC+MM)

Where,

MME = Modified measure of marketing efficiency.

FP    = Price received by the Producer.
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MC   = Marketing cost

MM = Marketing margins.

25.7  Disposal Pattern of Milk                     

Availability of efficient milk marketing facilities ensures the progress of dairy enterprises. Specially, in case of
highly perishable commodities like milk, since it requires quick disposal or conversion into milk products at the
farm level. Disposal pattern of milk is demonstrated in Table 25.2. In the study area, both organized and
unorganized sectors of milk marketing were functioning.  In the organized sector, three co-operative societies
were functioning and in case of unorganized sector, milk vendors, halwaies and contractors were the main
marketing agencies involved in milk business. It can be observed that in overall 79.77 per cent of total marketed
surplus was disposed through the unorganized sector, whereas 20.23 per cent of the total marketed surplus was
disposed off through the organized sector.

Table 25.2 Disposal of milk to different milk marketing agencies (In percent)

Category
of
households

Unorganized sector Organized
Sector
 (Milk

Cooperative
Society)

Total

 Milk
vendor

Halwai Tea
Shop

Consumer  
Total

Small
( 1-2 milch
animals)

76.90 3.15 2.89 2.89 85.83 14.17 100.00

Medium
( 3-6 milch
animals)

55.69 2.99 9.58 0.60 68.86 31.14 100.00

Large
( 7 and
above
milch
animals)

61.05 10.10 6.25 0.00 77.40 22.60 100.00

Overall 67.86 5.03 5.29 1.59 79.77 20.23 100.00

Out of the total marketed surplus, 67.86 per cent was marketed through vendors, 11.91 per cent through halwai,
teashops and consumers taking together. Among the different categories of sample households, medium herd
size category marketed their 31.14 per cent of the marketed surplus through the co-operative sector, while only
14.17 per cent of the marketed surplus of small herd size category was marketed through the co-operative
societies. This indicates that still the sample households are mostly dependent on unorganized sector for disposal
of their milk.

25.8  Performance of Milk Marketing Channels
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In the study conducted, Investment pattern of intermediaries, cost and returns, marketing efficiency were worked
out only for following channels:

1.    Producer – Consumer
2.    Producer – Halwai – Consumer
3.    Producer – Milk Vendor(A) – Consumer
4.    Producer- Milk Vendor (B)- Contractor- Consumer

The other active channels were dropped because of time constraint on the part of researcher.

25.8.1  Producer share in consumer rupee

It is the price received by the farmer expressed as a percentage of the price paid by the consumer. Table 25.3
shows the share of producers and marketing agencies in the consumer’s price in all the four channels.

In channel-I, as producer sold direct to the consumer, producer received complete amount of consumer’s price.
Hence, producer’s share in consumer’s price was100 percent. In channel-II, producer’s share was 76.51 per cent,
whereas halwai’s share accounts for 23.48 per cent. In channel-III, the producer’s share was 75.92 per cent and
the share of milk vendors was accounted for 24.07 per cent. In channel-IV, the producer’s share (67.54 %) was
found lower than other channels. The share of milk vendor-B and contractor was found to be 12.30 per cent and
20.15 per cent, respectively. Average price received by the producer in channel I, II, III and IV is Rs. 12.68, Rs.
11.40, Rs. 11.25 and Rs. 10.71 per litre, respectively, whereas consumer paid Rs. 12.68, Rs. 14.90, Rs. 14.82 and
Rs. 15.85 per litre in channel I, II, III and IV, respectively. Producer’s share in consumer rupee was observed
highest (76.51 %) in case of channel-II after the producer-consumer channel-I (100 %).

Table- 25.3:  Share of producer and various agencies in consumer’s price in different channels.

Agencies Marketing channels
 

 Channel- I Channel- II Channel- III Channel- IV

Producer’s share (%) 12.68
(100)

11.40
(76.51)

11.25
 (75.92)

10.71
 (67.54)

Halwai - 3.50
(23.48)

- -

Milk Vendor-A - - 3.56
(24.07)

-

Milk Vendor-B - - - 1.95
(12.30)

Contractors - - - 3.19
(20.15)

Consumer’s price (Rs.) 12.68 14.90 14.82 15.85
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   Note: Figures in parenthesis indicate share of milk marketing agencies in consumer rupee.

25.8.2  Price spread  

This refers to the difference of price paid by the consumer and price received by the producer. It interprets that
smaller the price spread higher the efficiency of marketing system.

Table 25.4 shows the price spread in different channels of milk marketing. The data shown in the table reveal
that price spread was zero in channel-I. It was found lower in channel-II (3.50) in comparison to channels –III
(3.56) and channels-IV (5.15). It can be said that channel-II was more efficient among different agencies of milk
marketing. In channel-II, marketing margin was found lower than channel-III. However, in channel-II, the
producer received higher price.

 

Table 25.4 Marketing cost, marketing margin and price spread in different channels.

                                                                                                                             (Rs. / Litre)

Particulars Marketing channels

Channel- I Channel- II Channel- III Channel- IV

Net receipt to
producer

12.68 11.40 11.25 10.71

Marketing cost - 1.58 1.54 2.55
 

Marketing margin - 1.92 2.02 2.60

Consumers price 12.68 14.90 14.82 15.86

Price spread
 

- 3.50 3.56 5.15

25.8.3  Promotion of milk and milk products

The fourth “P” of the marketing is promotion. Certain key questions associated with promotion are:

·         Where and when the marketing messages are to be provided to the target market?

·         How to position the product?

·         Which is the best promotional mix?

·         What promotional mix is adopted by the competitors and how does that influence the choice of
your promotional mix?
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These are just a few of the questions that can help in building a promotion campaign. Advertising is one way to
promote a product and can be accomplished through a multitude of media outlets. Various media outlets used for
advertising are radio, television, newsprint, magazines, signage, and the Internet. However, advertising can be
expensive and even cost prohibitive for small companies in some situations.

Building relationship with local media people and encouraging them to write information stories about the
business or product can also be very helpful. The marketer should keep the media informed of any special
activities associated with the product or business. Participating in various fairs like India International Trade
Fair, Dilli Haat, Kissan Mela, and Dairy Mela etc. is a great way to get consumers to try the product, and
retailers generally like any activity that encourages customer traffic. Promotion is all about the product exposure
and brand awareness. Marketers need to be creative and be visible on repeated occasions in order to make the
customer aware of the product.

Conclusions

The information on disposal pattern of milk in the study area revealed that in the unorganized sector, the milk
vendors were dominating and collecting 67.86 percent of the total marketed surplus whereas in organized sector,
milk producer’s co-operatives societies procured only 20.23 percent of total marketed surplus. This indicates that
the unorganized sector was dominating in collecting the surplus milk. There is a general impression that the
unorganized sector exploits the milk producers. The channel were taken into consideration for comparison where
at least one agency involved in milk marketing and thus the producer’s share in consumer’s rupee was highest
and the  price spread was observed lowest in case of channel-II, hence, channel -II was considered  the more
efficient than channel III and IV. Channel-II was the most efficient channel in comparison to the other channel
where milk-marketing agencies are involved.

Among different milk marketing agencies milk vendors were preferred by the households as they pick up milk
form the door step and advances loan to the producers while halwaies were preferred because of maintaining a
good relation with households and higher price was found to be the main reason of preference for both dairy
cooperative societies as well as for direct consumers.
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Module 11. Recruitment and training of manpower

Lesson 26

RECRUITMENT AND TRAINING OF MANPOWER

26.1  Introduction

As defined by Flippo, Recruitment is the process of searching for prospective employees and stimulating and
encouraging them to apply for jobs in an organization.” In the words of Yoder, “Recruitment is a process to
discover the sources of manpower to meet the requirements of the staffing schedule and to employee effective
measures for attracting that manpower in adequate numbers to facilitate effective selection of an efficient
working force.        An analysis of these definitions reveals the following features of requirement:

(i)     Recruitment is a series of activities instead of a single act or event.

(ii)   Recruitment is a link between those with jobs (employer) and those seeking jobs (prospective
employees).

(iii) Recruitment seeks to develop a reserve of eligible persons from which most suitable ones can be
selected.

(iv) The basic aim of recruitment is to search the sources of people required to meet job requirements and
attracting such people to offer them selves for employment in the organization.

(v)   Recruitment is a regular process for smooth functioning of an organization.

26.2  Steps in recruitment process

The process of recruitment includes the following steps:

1.    Requisitions for recruitment from any department of the company. The personnel requisition
performa contain details about the position to be filled, number of persons to be recruited, qualifications
required and duties to be performed.

2.    Identifying the prospective employees with required distinctiveness.

3.    Locating and developing the sources of required employees.

4.    Communicating the information about the organization, the job and the terms and conditions of service.

5.    Motivating the identified candidates to apply for jobs in the organization.

6.    Evaluating the usefulness of recruitment process.

26.3  Sources of recruitment

Different sources of recruitment may be classified into two broad categories, namely internal sources and
external sources.

26.3.1  Internal sources

 Some of the Internal sources are given below:
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(a)    Present employees – Permanent, temporary and casual employees already on the roll of the
organization. Vacancies may be filled up from such employees through promotions, transfers,
upgrading and even demotion’.

(b)    Retrenched and retired employees who want to return to the company may be rehired.

(c)    Dependents and relatives of deceased and disabled employees

            Internal sources have the following merits:

Morale and motivation of employees improve when they are assured that they would be preferred in filling up
vacancies at higher levels. A sense of security is buildup among employees.

Internal sources, however suffer some demerits. First, it may lead to inbreeding. Secondly, it hinders the flow of
new blood in to the organization.

26.3.2  External sources

External sources of recruitment are those resources which lie outside the organization. These are as follows:

(i)     Educational and Training Institutions/ Campus recruitment: Various institutes like IIMs, IITs,
engineering colleges, medical colleges, ITIs and universities are a good source for recruiting well
qualified executives, engineers, medical staff, pharmacists, chemists, etc.

(ii)   Recruitment Agencies: Several private consultancy firms e.g. A.F. Ferguson Associates, Price
Waterhouse, ABC consultants, etc. perform recruiting function on behalf of client companies by charging
fee. In addition some websites are also access for required vacancies.

(iii) Employment Exchanges: Government of India has established public employment exchanges throughout
the country. They contain a data bank of candidates for different types of jobs. The Employment
Exchanges (Compulsory Notification of Vacancies) Act, 1959 makes it obligatory for both public sector
and private sector enterprises to fill certain types of vacancies through employment exchanges.

(iv)  Labour Contractors: Manual workers can be recruited through contractors who maintain close links
with the sources of such workers. This source is often used to recruit labour for construction jobs.

(v)    Press Advertisements: Advertisements in newspapers and journals is a common and widely used source
of recruitment process. The advantage of this method is that it has a very wide reach. This method can be
used for clerical, technical and managerial jobs. Considerable details about the job to be filled and
qualifications required can be given in the advertisement to facilitate self-screening. However, this
method has some draw back bring in a large number of unsuitable candidates.

            External sources of recruitment offer the following advantages:

(i)      Talented people having the requisite skill, education and training can be obtained.

(ii)    The candidates with request expertise and experience from other organizations can be brought.

            External sources, however, suffer from the following disadvantages:

a)      It is more expensive and time-consuming process to recruit people from outside.
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b)      The employees being unfamiliar with the organization, their orientation and training is necessary

26.4 Methods of recruitment

Through the recruitment methods and techniques, an organization establishes contact with potential candidates,
provides them necessary information and encourages them to apply for jobs. These methods are different from
the sources of recruitment. Various methods employed for recruiting employees may be classified into the
following categories:

26.4.1  Direct methods

Under the direct recruitment method, scouting, employee contacts, manned exhibits and waiting lists are used. In
scouting, representatives of the organization wish to recruit the candidates  are sent to different educational and
training institutions.They act in cooperation with the placement cell/head of the institution. Another direct
method is to ask employees of the organization to contact the public and tell about the vacancies. Manned
exhibits involve sending recruiters to seminars and conventions, setting up exhibits at fairs and using mobile
officers to go to the desired centres.

26.4.2  Indirect methods

 In this method , advertisement in newspapers, journals, on the radio and television are used to publicize
vacancies. A well structured and clear advertisement enables the candidates to assess their suitability so that only
those possessing the requisite qualifications may apply. This method is appropriate where the organization
scattered geographically and wants to reach out to a large target group.

26.4.3  Third party methods

 In this method various agencies can be used to recruit personnel. Public employment exchanges, management
consulting firms, professional societies, temporary help societies, trade unions, labour contractors are the main
agencies.

26.5  Training and Education

Training can be distinguished from education. “Training is any process by which the aptitudes, skills and
abilities of employees to perform specific jobs are improved. On the other hand, education is the process of
increasing the general awareness, perception and understanding of employees. Thus, the scope of education is
wider in scope and more general in purpose than that of training. Training is job-oriented or occupational having
an immediate utility and the major burden of training falls upon the employers. Training is vocational whereas
education is general and major burden of education falls on the Government. The difference in training and
education is given in Table 26.1.

Table 26.1 Difference in education and training

 Point of Comparison Education Training

1. Content and Scope large and general Narrow and specific-job
related

2. Character Pure and theoretical Applied and practical
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3. Period Long duration Short duration

4. Result delayed and in apparent Quick and apparent

26.5.1 Need for training

 The purpose of the training required is on account of the following reasons:

i).      Job requirements

Employees selected for a job might lack the qualifications required to perform the job effectively. New
employees need to provide orientation training to make them familiar with the job and the other staff of
the organization.

ii).    Technological changes

Technology is changing very fast in almost all the sectors, therefore, Increasing use of fast changing
techniques requires training into new technology. New job require new skills.

iii).  Organizational viability

Training programmes foster the initiative and creativity of employees and help to prevent obsolescence
of skills. An organization can build up a second line of command through training in order to meet its
future needs for human resources.

iv).   Internal mobility

When an employee moves from one job to another due to promotion and transfer. Employees chosen for
higher level jobs need to be trained before they are invited to perform the higher responsibilities.  

v).    Types of training

Training is required for several purposes. Accordingly training programmes may be of the following
types:

vi).  Orientation training

Induction or orientation training seeks to accurate newly appointed employees to get conversant with the
work environment. Every new employee needs to be made fully familiar with his job, his superiors and
subordinates and with the rules and regulations of the organization. It is also known as pre-job training.

vii).    Job training

Job training is provided in order to improve the knowledge and skills of an employee for improving
performance on the job. Employees may be taught the correct methods of handling equipment and
machines used in a job. Such training helps to reduce accidents, waste and inefficiency in the
performance of the job.

viii).  Safety training

Training provided for the purpose to avoid accidents and damage to machinery is known as safety
training. It involves instruction in the use of safety devices and in safety consciousness.
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ix).  Promotional training

It includes training of on job employees to enable them to perform higher level jobs. Employees with
potential are selected and they are given training before their promotion, so that they can shoulder the
higher responsibilities of the new positions with self confidence.

x).    Refresher training

It is designed to revive and refresh the knowledge and to update the skills of the existing employees.
Short-term refresher courses have become popular on account of rapid changes in technology and work
methods. Refresher or re-training programmes are conducted to avoid obsolescence of knowledge and
skills.

xi).  Remedial training

Such training is arranged to overcome the shortcomings in the behavior and performance of old
employees. Some of the experienced employees might have picked up appropriate methods and styles or
working. Such employees are identified and new work methods and procedures are taught to them.

 25.6  Quality system training programme

A quality system training programme should facilitate the achievement of an organization’s mission, goals, and
objectives. Quality system training will help the organization to improve/change the organization structure,
system, procedure and environment. Training related to implementation of quality systems like  ISO
certification, TQM, HACC, etc. needs to be provided.
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 Module 12.  Estimation of milk production and marketed surplus

Lesson 27

SURVEY FOR ESTIMATION OF MILK PRODUCTION POTENTIAL

27.1  Introduction

Different dairy development programmes are working in various parts of the         county. But the dairy
development programmes which are confined only to the production activities can not give the best results
unless they are supported by the marketing facilities and other infrastructure.

27.2  Need for Estimation of Milk Production Potential

Estimation about the  milk production potential of any region is required for establishing milk processing plant
and helps in making the planning and policy for developing  marketing infrastructure in that area . In fact the
marketed surplus depends on the marketing facility available in the region. If there are marketing facilities in the
area like good cooperative societies are operating in the region , and good prices are offered to the milk
producers which covers their cost of production and margins, the marketed surplus is bound to be  higher than
that of the regions where marketing facilities are not existing. 

27.3  Major Factors Which Affect Milk Production Potential

1 Number of milch animals in the milk shed area.

2 Share of crossbred, buffalo and non descript animals in the total animals.

3  Quality of milch animals and their Productivity.

4 Dairy development programme working in the area.

5 Availability of milk producer’s cooperative society in the area.

6 Veterinary hospital and dispensaries for health care.

7 Irrigation facility and availability of feed and fodder.

27.4  Estimation of Milk Production Potential

 For estimation of milk production potential, the area is to be earmarked for which the milk production potential
is to be estimated. Milk production potential can be estimated by making use of secondary data published in
different livestock census of India and for different states. Generally the secondary data is available for different
districts, but where the published data is not available for example some estimates are required for some villages
or at micro level regarding the milk production potential,   A survey schedule is required to be developed for that
purpose and data is to be collected from the village head quarter or door to door.

 27.4.1  Estimation procedure

For estimation of milk production potential, the information regarding number of milch animals from the
livestock census for that period in that area (earmarked for estimation of milk production potential) is required to
be collected. Then, the information on the daily average milk yield of buffalo, crossbred cows and none descript
(local cows) for the similar period is also required to be collected. The number of milch animals of each species
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like buffalo, crossbred cattle and local cattle will be multiplied with the average daily milk yield of the
respective species. Adding all the three figures after multiplication will give us the milk production potential for
a day in that area. Where the secondary information is not available, the similar information can be generated by
filling up the survey schedule with the help of the veterinary field staff of that area. For estimation of milk
production potential and marketed surplus of milk, the following survey schedule is given.

27.5 Survey Schedule for Estimation of Milk Production Potential

1.         Name of village____________District___________Zone_________State_________

2.         Name of the Head of household  ____________________S/O Shri______________________

3.         Education of the Head:  Illiterate/Literate_____________________(mention standard)

4.         Occupation* : Main____________________Subsidiary________________________

            (* Farming (1)  Service (2)  Business (3)  Rural artisan (4)  Farm Labour (5)  Household work (6) any
other (7)  Please specify _______________________).

5.         If Agricultural Labourer, specify category:                Permanent/Casual

6.         Operational Holding (Acres) :

 

Particulars Irrigated Un irrigated Total

Land owned    

Land leased in    

Land leased out    

Size of operational holding

(Owned + Leased in - Leased
out)

   

7.         Size of Family (Number)

Group/Sex Upto 18 years Above 18 years Total

Male    

Female    

Total    

8.         Bovines kept by the Household (Numbers)

Classification of animals No. of Milk No. of Milk Crossbred Milk

Entrepreneurship Development & Industrial Consultancy

www.AgriMoon.Com 91



Buffalo Yield Local
cattle

Yield cattle Yield

a)  In milk       

b ) Dry    

c)  Heifers- Pregnant

                   Not pregnant

   

d)  Young stock    Male

     (1-2Yr)            Female   

   

ii) Young stock      Male

   (Below1Yr)       Female 

   

e) Draught Animals    

TOTAL    

 

Other Livestock  Kept :

Particulars Goats Milk
Yield

of goat

Sheep Horses Donkey Mules Yaks Camels Others

Adults           (No.) 1

2

3

4

        

Young stock   (No.)          

 

9.         Previous day milk production: (in liters)

Buffaloes_____ Local Cows _______CB Cows ______Others Specify ______Total _______

10.       Cropping Pattern: (July to June of next year,)

Sr. No. Kharif Rabi Summer
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 Crops Area
(Ac.)

Variety* Crops Area
(Ac.)

Variety* Crops Area
(Ac.)

Variety*

1          

2          

3          

4          

5          

Total          

*   Local  (1)    HYV  (2)

Signature of  Checker                                                             Signature of the Investigator

Name ______________                                                                     

Dated:             __________________                                                                                                           
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  Module 12. Estimation of milk production and marketed surplus

Lesson 28

ESTIMATION OF MARKETED SURPLUS AND SETTING UP OF MILK PLANT

28.1  Introduction

Development of milk production activities in a region are guided by the marketing facilities available, as milk is
highly perishable commodity and as such requires quick disposal or conversion into milk products.  Hence, it is
of vital importance to examine the production, consumption and disposal pattern of milk across different
categories of sample households. The analysis regarding these parameters is valuable to commercial liquid milk
procurement cells in planning the milk procurement strategy to procure more milk at minimum cost from the
milk-shed area. Thus, the present Lecture provides information as a part of empirical study conducted in
Shimoga district of Karnataka regarding marketed surplus of milk.

28.2  Daily Average Milk Production and Marketed Surplus of Milk

Daily average milk production and marketed surplus of milk worked out for different category of households,
which is enumerated in Table- 28.1.

It can be seen from the table that, on an average, taking all the categories together, the daily milk production
per household was worked out to be 11.68 litres, out of which 9.70 litres was sold, representing marketed
surplus of 83.05 per cent in the study area. The inter-category analysis revealed that, the average milk
production per day was observed to be the highest in case of medium farmers (13.44 litres), out of which
11.10 litres was sold, representing marked surplus of 82.59 per cent. In case of landless farmers, whose
average production was the lowest (7.22 per cent), the marketed surplus was 84.63 per cent. The table
further indicate that the proportion of marketed surplus to production was highest in case of marginal
farmers (85.35 per cent), followed by landless farmers (84.63 per cent), small farmers (84.12 per cent)
and large farmers (67.61 per cent). In case of large farmers, the proportion of marketed surplus to the
production was lowest because they are well off and sell less milk.

Table  28.1  Daily Milk Production, Consumption and Marketed Surplus of Milk.

                                                                                                                    (Litre/day/household)

  Category
 of Household/farmers

Production Consumption Marketed
 surplus
Percentage

of
 marketed

surplus
 to

Production

Land less (No land) 7.22 1.11 6.11 84.63

Marginal (Up to l ha.) 10.10 1.48 8.62 85.35

 Small (1-2 ha.) 13.35 2.12 11.23 84.12
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Medium     

Medium and Semi-Medium     

[, combined (2-10 ha.) 13.44 2.34 11.10 82.59

Large (Above 10 ha.) 12.75 .    
4.13 8.62 67.61

Overall 11.68 1.98 9.70 83.05

28.3  Disposal Pattern of Milk

Both the organized and unorganized sectors of milk marketing were reported to be operating in the study area.
There were two co-operative societies in the organized sector and unorganized sector consists of vendors, vendor
processors and tea shops as the main marketing agencies. The information with respect to disposal pattern of
milk is exhibited in table 28.2.

Table 28.2 Disposal of milk to different milk marketing agencies (in per cent)

Category of
Household

 

Organized
sector

Cooperative
societies

Unorganized sector

Vendor Vendor
Processor

Village
Consumer

Tea
shops

Total

Land less 56.36 35.45 8.19 -- -- 100

Marginal 29.10 43.37 21.24 3.87 2.42 100

Small 32.98 30.37 24.87 7.59 4.19 100

Medium 70.04 14.03 4.16 10.04 1.73 100

Large 8.67 44.94 -- 40.59 5.80 100

overall 46.31 28.05 14.62 8.44 2.58 100

As evident from Table 28.2 that  overall, 53.69 per cent of the total marketed surplus was disposed through the
unorganized sector, whereas 46.31 per cent of the total marketed surplus was marketed through the organized
sector. This shows that still the sample households are mostly dependent on unorganized sector for disposal of
their milk.

Out of the total marketed surplus, 28.05 per cent was marketed through vendors, 14.62 per cent was marketed
through vendor processors, 8.44 per cent was marketed to direct consumers and only 2.58 per cent was delivered
to tea shops. Among the different categories of sample households, medium farmers marketed as high as  their
70 per cent of the marketed surplus through the co-operative sectors, while only 8.67 per cent of the marketed
surplus of large farmers was marketed through the cooperative societies.

28.4 Out Come of the Study
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It was observed that about 54 percent of marketed surplus was still marketed to the unorganized sector.
Therefore, the study suggests the necessity of establishment of cooperative societies and strengthening of the
organized sector, so that producer can get remunerative price for his produce.

28.5  Estimation of Marketed Surplus and Setting Up of Milk Plant

The marketed surplus is estimated by conducting a survey in the milk shed area for which the estimate is
required as given below and also shown through a empirical study above. The study showed that the milk
marketed surplus is overall higher, i.e., 83.05 percent of the total marketed surplus as overall of different
category of farmers (Table.28.1). Further the milk production potential is required to estimate in the milk shed
area earmarked. This can be estimated by the number of milch animals like local cows, crossbred cows and
buffaloes multiplied with the milk yield of respective animals. By adding the milk production of all the species ,
this will give us the figure of total milk production potential of that area. Suppose 1 lakh litre per day is the milk
production potential of that area , its 83.05 percent will be available for sale as confirmed by the empirical study.
It means roughly 80 000 litre milk per day is the marketed surplus of milk. As per the procurement ability of the
agencies involved with the plant, the installed capacity of the plant can be decided. 

SURVEY SCHEDULE FOR ESTIMATION OF MILK MARKETED SURPLUS

 GENERAL INFORMATION OF THE VILLAGE

 

1.         Name of the village: ________ District _________ State ________ Zone _________

2.         Distance of the village from district Headquarter :__________ Kms.

3.         Demographic features (last census) :

            Human Population       Male ___________ Female __________ Total ___________

4.         No. of Operational Holdings (Census figures) in hectares:

Size group of holding No. of Holding

Up to 1.00  

1.01 - 2.00  

2.01 - 4.00  

4.01 - 10.00  

> 10.00  

           

                           GENERAL PROFILE OF SAMPLE HOUSEHOLD

              District ………………………..  Block……………………….

              Name of Respondent…………………………. S/o………………………….
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              Farmers Category: Small / Medium /Large………………

              Family Size……… Adult: M……. / F …... Children (<18 Yr.): M…. / F ….

LAND HOLDING (Ha.)

                       Particulars Irrigated Un-irrigated Total

Owned    

Leased in    

Leased out    

Operational land holding    

Area under fodder crop    

 

CROPPING PATTERN (Agricultural Year June -July)

Season / Crop Area (Ha) Quantity
produced

Value (Rs.) By-product Value (Rs.)

Kharif/ Rainy

1.

2.

3.

4.

5.

     

Rabi / Winter

1.

2.

3.

4.

5.

     

Summer

1.

2.

3.
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4.

5.

 

MILK PRODUCTION AND UTILIZATION                                   (In litres)

 

Species

 

Months

 

July

 

Aug.

 

Sept.

 

Oct.

 

Nov.

 

Dec.

 

Jan.

 

Feb.

 

Mar.

 

April

 

May

 

June
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Oct.

 

Nov.

 

Dec.

 

Jan.

 

Feb.
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3             
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Drawn in Pail:
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MILK CONSUMPTION AND SALE

                                                                                                        (In litres/kg)

 

Particulars

 

Months

 

July

 

Aug.

 

Sept.

 

Oct.

 

Nov.

 

Dec.

 

Jan.

 

Feb.

 

Mar.

 

April

 

May

 

June
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Milk Retained
in Household:
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Sale Price
(Rs./lit) :

 

Cow milk
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To whom sold*

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

·         Milk vendor (1), Coop. Soc. (2), Org. Plant (3), Tea Shop (4), Consumer (5)
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Module 13. Estimation of cost and energy in product manufacture in food processing plant, sources for setting up of milk plants

Lesson 29

ESTIMATION OF COST OF MILK PRODUCTS MANUFACTURING

 29.1  Introduction

Due to the increasing disposable income of 250 million of middle class families, expanding population and
growing urbanization, the demand for milk is expected to increase to 160-170 million tons by 2020. The increase
in demand and production of milk, which has grown nearly at a rate of 4% per annum, has attracted the
multinationals to set up the milk plant in India. But the installed capacity of the milk plants is still remaining
underutilized thereby resulting in high unit cost of processing. Volume of milk handling and the energy
conservation in milk plants are the two important aspects, which affect the cost of milk processing and products
manufacturing. Therefore, the large handling ability of milk plants will cut down per unit cost of processing.

The continuous estimates for economics of manufacturing dairy products are essential and useful for the
management to take right decisions for product manufacturing, policy and planning purpose. In the present
lesson the estimation of cost of milk products manufacturing is explained and illustrated with an empirical study
conduced by the author and co-workers. The case study refers to  ISO-9001:2000 and HACCP (Hazard Analysis
and Critical Control Points) IS 15000 certified milk Plant having installed capacity of 70,000 litres per day
provided a suitable background and therefore, was selected for the present investigation in the year 2001.

29.2  The Data

The required data for the financial year 2003-04 were collected from the records maintained by different sections
of the milk plant for working out the cost of milk products manufacturing. The actual observation method was
used to obtain information on consumption of water in different sections of the plant, steam condensation
recovery during products manufacturing, sachet leakage during the operation of pre-pac machine, temperature
on various stages of production. The time and motion study was conducted to record the time and different
activities performed by a single person, labour used and time taken in different manufacturing processes,
running time of the equipments and machines etc. The personal discussion and interview method was used to get
information on electricity consumption in different sections of the plant, offices and consumption in streetlights.
Discussions were held with the machine operators and incharge’s of different sections. The detailed data from
the records were collected on the various aspects like daily raw milk received with Fat and SNF by the plant
during the reference period, price paid for milk, raw material used by different sections of the plant for
manufacturing different products, output of different products, salary and other benefits of the staff and contact
labourers, fuel used in boilers, generators and other sections, spare parts, sundry items, electricity bills,
telephone bills Interest paid on loans other recurring expenditures of the plant, chemicals used for testing of
sample in the quality control section, running hours of different machines, capacity of the motors, current and
voltage drawn by the motors fitted with different equipments from the log book maintained by different section
or units.

29.3  Methodology
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The milk plant under study was classified into two departments, namely, main department and Auxiliary
department. The former was directly related to the manufacturing of milk products, whereas the later provided
the services like steam generation, refrigeration, water supply, maintenance, quality control, effluent treatment
plant etc. items under direct expenses like raw materials, packaging material, fuel and spare parts, etc. were
allocated to the products as per their actual use. The milk Fat and milk SNF losses were worked out and the
equipment amounts of losses were added in the cost of raw materials. Depreciation of the building/ machinery
and equipments was worked by the straight-line method. The actual amount of interest paid by the plant during
the study period was taken into account.

29.3.1  Cost components

For computing the cost items, the whole expenditure was classified into fixed and variable costs as below.

                             Total Cost = Total Fixed Cost + Total Variable Cost

29.3.2  Estimation procedure

The procedure employed for estimating expenditure on different cost components in the processing and
manufacturing of milk products, the items of expenditure and their apportionment was done as discussed below.

29.3.3  Raw material cost

The raw material cost includes all the expenditure on milk and other material inputs, like sugar, salt, citric acid,
flavors etc. used for manufacturing particular product. Milk losses are also included in the raw material. The cost
of raw milk used in manufacturing different products was calculated on the basis of fat price paid by the plant
during the financial year 2003-2004. The plant received mixed milk (cow and buffalo milk) and the data on price
paid by the plant on the basis of fat contents were collected from the records of the plant. The fluctuations in
price of raw milk were observed during the period of study. So weighted average of the price of raw milk was
taken into account. The cost of raw milk was computed for different products on the basis of FAT and SNF
contents in different products.

29.3.4  Water charges

The cost of extracting ground water per kilolitres was worked out. The cost of preparing soft water was also
separately calculated and added in the cost of raw water for arriving at the cost of soft water. The soft water is
mainly used for mixing in the products, steam generation and refrigeration section. The raw water is used for
cleaning and washing crates etc. The water consumption was worked out for the boiler section as per the
capacity of the boiler to evaporate water per hour. The water used in the refrigeration section was estimated in
consultation with the operator and in charge of the refrigeration section. The water consumption in different
sections of the production block for cleaning in the plant, cleaning of trays and other specific purpose was
estimated by taking the actual observations from the water flow from the hose pipes, time of water flow and
quantity of water.

29.3.5  Steam charges

To arrive at the cost of total steam/ steam used in different products, first of all the cost of production of one kg.
of steam produced was calculated and then it was multiplied with the quantity of steam used in different
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operations and for manufacturing different products. The quantity of steam used in different products and for
boiling the water was worked out by using the formula given in the analytical framework.

29.3.6  Electricity charges

The electricity energy can be estimated accurately if the separate energy meters are installed in each section of
the plant. Since, the energy meters in different sections of the plant were not installed, therefore, in order to
measure the power and electricity consumption, watt hour method was used to estimate the electrical energy
consumed by street lights, tube light, ceiling fans, exhaust fans, wall fans, lamps, computers, air conditioners,
impellers of the cold stores and other electric points around the buildings of the plant. The power consumption
for running the machines for performing different operations in the production and auxiliary units was calculated
on the basis of the actual current drawn, line voltage and power factor method by using the formulas presented
in the analytical frame work.

29.3.7  Refrigeration charges

The role of the refrigeration section is to provide chilling water and maintain the required temperature in the
cold stores of the plant. The cost of one kilocalorie of refrigeration was worked out and it was multiplied with
the kilo calories required in extracting the heat from a particular product.

29.3.8  Quality control expenditure

The expenditure incurred in the quality control section of the plant was classified into fixed and variable costs.
Expenditure on fixed costs such as depreciation on building and equipments was apportioned among different
products on the basis of the value of the products. The expenditure on variable costs like chemicals was
apportioned in different products on the basis of the material used in the sample tested for different products.

29.3.9  Labour charges

In a milk plant, single person is engaged in performing more than one activity particularly in production section
of the plant. For example production manager looks after ghee production as well as the pouch filling operation
with the assistance of other staff. So the man hours used for performing different activities were worked out by
taking the actual observations by conducting the time study. Finally, man hours employed for manufacturing a
particular product were multiplied with the per hour salary/wages of the concerned person. In case of contract
labour, the wages were directly allocated to that job/ product for which the labour was hired.             

29.3.10  Depreciation on building and machinery

Depreciation is a loss in the value of an asset due to its wear and tear. Depreciation on the building/ equipment
was worked out by straight-line method. The life of the building depends upon the quality of construction, care
and maintenance of the building. The depreciation rate of 2.5 percent was charged on the building as per the
discussion with engineers of the plant ensuring that expected life of building is 40 years. In case of working out
the depreciation on machinery/ equipments like moving machines, compressors, motors, still equipments, double
jacketed equipments (silo tanks) and boilers, the useful life of different types of equipments and machinery was
determined 15 to 25 years in consultation with the engineers of the plant.

29.3.11  Interest on investment
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The interest on fixed capital was taken into account as such the actual amount paid toward interest by the plant
during the financial year.

29.3.12  Store maintenance

The expenditure Incurred on repair and maintenance of equipment, machinery and building was allocated as per
the records maintained in the store and included in the separate store maintenance head.

29.3.13  Watch and ward expenses

Watch and wards are the expense of the plant for its security, which was given on annual contract. The total
expenditure of the security contract was apportioned among different products on the basis of their value.

29.3.13  Street light expenses

Miscellaneous expense Include the small expense on dusters, soap cakes, detergents, cleaning and sanitation
material, glasses, towels used in different sections.

29.4  Cost of Milk Product Manufacturing

Component-wise cost of milk products manufactured has been presented in Tables 29.1 and 29.2.

29.4.1 Cost of full cream milk

The total cost of toned milk was estimated to be Rs 15.97/ litre (29.1). Among the various cost components, raw
material cost was highest ( 901.17%) followed by packaging materials (2.00%), administration and supervision
(1.75%), refrigeration (1.19%), labour (1.19 %) and less than one per cent was observed for rest of the
components.

29.4.2  Cost of sweet flavoured milk (SFM)

The total cost of manufacturing Sweet Flavoured Milk (SFM) was worked out to be Rs 5.64/ 200 ml. bottle of
which packaging cost was the highest (46.10%) followed by the raw materials (44.33%), labour (4.44%),
electricity (2.30%) interest and depreciation (1.06%) and less than one per cent share was observed for rest of
the components (Table. 29.1).

29.4.3  Cost of paneer

The cost of manufacturing Paneer was estimated to be 73.71/kg and Rs 14.76/200 gm. After the raw material
cost (94.37%), the highest cost was followed by administration and supervision (1.38%), labour cost (1.29%)
interest and depreciation (1.29%) and less than one per cent share was observed for rest of the components
(Table. 29. 1).

29.4.4  Cost of ghee

The Total Cost of Ghee manufacturing (one litre poly pack) was estimated to be Rs 124.27/ 905g. Among the
various cost components, the highest was observed for raw material (87.66%), followed by the administration
and supervision (3.30%), electricity (1.54%), packaging materials (1.30%), labour (1.30%), quality control
(1.22%) and less than one per cent was observed for the rest of the components ( Table29.1).

29.4.5  Cost of lassi
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As evident from Table 29.2, the total cost of  manufacturing sweet Lassi was estimated to be Rs 4.14/ 200ml cup
and for salty Lassi Rs 3.12/ 250ml pouch.

29.4.6  Cost of dahi

The total cost of manufacturing Dahi shown in Table 29.2 was computed as Rs 3.91/ 200ml cup and Rs 7.60 for
400 ml cup.

Table 29.1 Component-wise Cost of Toned Milk, Sweet Flavoured Milk, Paneer and Ghee (2003-2004)

Cost Components

Full Cream
Milk

Sweet Flavored
Milk Paneer Ghee

Unit
Cost

Rs./lit.

Cost,
%

Unit Cost
Rs./200 ml.

bottle

Cost,
%

Unit
Cost

Rs./kg

Cost,
%

Unit Cost
(Rs./200g)

Unit Cost
(Rs./905g)

(Poly
Pack)

Cost,
%

Raw material 14.56 91.17 2.50 44.33 69.56 94.37 13.91 108.93 87.66

Labour 0.19 1.19 0.25 4.44 0.95 1.29 0.19 1.61 1.30

Electricity 0.08 0.50 0.13 2.30 0.23 0.31 0.05 1.91 1.54

Water 0.02 0.13 0.01 0.18 0.12 0.16 0.02 0.46 0.37

Steam 0.10 0.63 0.05 0.88 0.12 0.16 0.03 0.65 0.52

Refrigeration 0.19 1.19 - - 0.24 0.33 0.05 0.65 0.52

Quality control 0.09 0.56 0.01 0.18 0.19 0.26 0.04 1.52 1.22

Miscellaneous 0.06 0.38 0.01 0.18 0.08 0.11 0.02 0.95 0.77

Packaging material 0.34 2.00 2.60 46.10 0.25 0.34 0.05 1.62 1.30

Administration &
supervision

0.26 1.75 0.02 0.35 1.02 1.38 0.21 4.10 3.30

Interest, depreciation
on building &
machinery

0.08 0.50 0.06 1.06 0.95 1.29 0.19 1.87 1.50

Total 15.97 100 5.64 100 73.71 100 14.76 124.27 100

 

Table 29.2 Component-wise Cost of Lassi and Dahi (2003-2004)

Cost Components

 

(1)

Cost of Sweet Lassi Rs./
200ml.(Cup)

 

(2)

Cost of Salty Lassi
Rs./250ml pouch

(3)

Cost of
Dahi

Rs./200ml
cup

Cost of
Dahi

Rs./400ml
cup
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(4) (5)

Raw Materials 2.13 0.02 2.38 4.76

Labour 0.24 0.30 0.23 0.46

Electricity 0.03 0.03 0.01 0.02

Water 0.01 0.01 0.01 0.01

Stream 0.01 0.01 0.02 0.03

Refrigeration 0.03 0.03 0.03 0.06

Quality control 0.01 0.01 0.01 0.02

Miscellaneous 0.02 0.02 0.02 0.02

Packaging materials 1.53 0.63 1.05 1.92

Administration &
Supervision

0.04 0.02 0.03 0.06

Interest, depreciation on
building & machinery

0.09 0.05 0.12 0.24

Total 4.14 3.12 3.91 7.60

29.5    Profitability in Milk Products

For working out the profit margins of different milk products, the unit cost of manufacturing different products
was deducted from the net price received by the plant after paying all the marketing expenses incurred to pay the
commission of agents, transportation expenses and taxes on different products. As evident from Table 29.3,
among different varieties of liquid milk, Sweet flavoured milk turned out to be the highest profitable product
(25.89%) followed by Skimmed milk (21.58%), Toned milk (20.41%), Standardized milk (18.99%), Double
toned milk (16.90%) and full cream milk (7.08%) the lowest profitable product. In case of different milk
products, the highest returns were observed for salty Lassi (37.82%) followed by sweet Lassi (28.01%), Dahi
(18.42%), Ghee (11.30%) and lowest for Paneer (1.15%).

Table 29.3 Profitability in Milk Products (2003-2004)

Product

 

(1)

Price received
by the plant

(2)

Unit cost of
manufacturing

(3)

Profit margin

(2-3)

(4)

Profit, %

(4÷3)

(5)
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Full cream milk (lit.) 17.10 15.97 1.13 7.08

Standardized milk (lit.) 16.10 13.53 2.57 18.99

Toned milk (lit.) 14.10 11.71 2.39 20.41

Double toned milk (lit.) 12.10 10.35 1.75 16.90

Skimmed milk (lit.) 11.10 9.13 1.97 21.58

Sweet falvour milk

(200 ml bottle)

7.10 5.64 1.46 25.89

Paneer (kg) 74.56 73.71 0.85 1.15

Ghee (950 g) 138.31 124.27 14.04 11.30

Dahi (400 ml.) 9.00 7.60 1.40 18.42

Lassi sweet(200 ml) 5.30 4.14 1.16 28.01

Lassi salty(200 ml) 4.30 3.12 1.18 37.82

Conclusions

The share of packaging cost for Sweet Flavored Milk was observed higher (46%) followed by Sweet Lassi
(36.95%) and Dahi, 400ml cup (25.26%). The packaging cost of these three products seems to be higher. The
management of the plant must look into and search for alternative packaging materials. Among different
products paneer manufacturing was found lowest profitable proposition. There is a need to explore the
possibility to increase the profits in Paneer manufacturing by increasing the price of the product or to adopt
some suitable steps by using the residual whey for manufacturing byproducts to bring down the cost.
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Module 13. Estimation of cost and energy in product manufacture in food processing plant, sources for setting up of milk plants

Lesson 30
ESTIMATION OF ENERGY UTILIZATION FOR MANUFACTURING MILK PRODUCTS

30.1 Introduction

Dairy industry consumes considerable amount of energy in processing of milk and milk products. The
developing nations of the world will quadruple their energy consumption by 2025. With the increase in demand
for energy, 80 percent will still be met by the non-renewable sources like oil, coal and natural gas whereas only
20 per cent by renewable sources and nuclear power. India has the highest cost of energy in the world and is one
of the very few countries, which pay more than 1 USD per litre of petrol (Hattangady, 2005). There are wide
variations in the specific energy consumption by different dairy plants in India. Due to present energy crisis and
limitation of the non-renewable energy sources, the price of all kinds of fuels is increasing rapidly which
increases the cost of processing. Therefore, economic and judicious use of energy is an urgent need of the day
for realizing high returns from manufacturing milk products.

The continuous estimates with respect to energy utilization for manufacturing dairy products are essential and
useful for the management to take right decisions for product manufacturing, policy and planning purpose. The
present lesson is based on a empirical study conducted in a dairy plant in North-eastern part of Haryana.

30.2  Sections of  Milk Plant

The service block of the plant comprises of boiler section, generator room, electrical sub-station, refrigeration
section, water supply, water softening plant, compressed air supply system, quality control section, workshop
and an effluent treatment plant for removal of pollutants from waste disposal water from the plant.

30.2.1  Boiler section

Boiler is an essential and integral part of the utility section as it produces and supplies steam for performing
different operations like heating of milk and cream, heating water for cleaning and sanitation, ghee
manufacturing, heating of ice-cream mix and for heating water for general cleaning purposes. Boiler is
separately installed in the utility section.

30.2.2  Power generation

It is essential to have a Diesel Generating (DG) set for a milk plant keeping in view the perishable nature of milk
and milk products. The milk plant has its own generating set (250 KVA) to meet the requirement of power by
generating electricity during the power failure from the State Electricity Board.

30.2.3  Electrical sub-station

Electricity is the most essential input to the dairy industry. State Electricity Board supplies electricity to dairy
plant. At the sub-station, High voltage (11 KVA) is supplied and is stepped down through a step down
transformer to low voltage (440 volts) to avoid line losses.

30.2.4  Refrigeration section

Refrigeration, which is a process of extraction of heat from a substance to lower down the temperature to the
desired level than that of the surroundings, is one of the most important operations in dairy industry. Milk and
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milk products are highly perishable in nature and need lower temperature for storage in order to restrict the
microbial growth and action. The refrigeration unit is equipped with four ammonia vapour reciprocating
compressors. Chilled water is supplied through the ice bank unit to the production block for different cooling
operations.

30.2.5  Workshop

The plant has its own workshop near the production block equipped with all the facilities required for day to day
maintenance. The function of the workshop is to provide services of mechanics for repairing and regular
maintenance of the equipments and machinery.

30.3  Data and Methodology of the Study

30.3.1  The data

The actual observation method was used to obtain information on consumption of water in different sections of
the plant, steam condensation recovery during products manufacturing, , temperature on various stages of
production. The personal discussion and interview method was used to get information on electricity
consumption in different sections of the plant, offices and consumption in streetlights. Discussions were held
with the machine operators and incharge of different sections. fuel used in boilers, generators and other sections,
spare parts, sundry items, electricity bills, telephone bills Interest paid on loans other recurring expenditures of
the plant, chemicals used for testing of sample in the quality control section, running hours of different
machines, capacity of the motors, current and voltage drawn by the motors fitted with different equipments from
the log book maintained by different section or units.

30.3 Estimation procedure for energy and refrigeration load

Steam requirement, Electrical energy, Coefficient of Performance and Refrigeration use, were worked out as
below:

Steam requirement

Steam Requirement (kg) 

Where,

           M = quantity of the product to be heated (kg.)

            S = Specific heat of product

           T = Temperature difference (T1–T2, initial and final temperature of the product in centigrade)

            L = Latent heat of steam (Ahmed, 1997)

Electricity Consumption

Electricity  

 

Electricity power under single-Phase system:
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Electricity power under three Phase system:

Where,

            VL = Line voltage, IL = Line Current, Cos ∅ = power factor assumed 0.8 (Theraja, 1992)

 

Refrigeration load

Refrigeration load = M×S×T

Where,

            M = Quality of product to be cooled

            S = Specific heat of the product

            T = Temperature differences in centigrade (T1-T2)

30.4 Energy Utilization

30.4.1 Electricity consumption

The electricity consumption in different sections of the milk plant was estimated and is summarized in Table
30.1. Among different sections of milk plant, half of the electricity (50.47%) was estimated to be consumed in
the refrigeration section. However, Hattangady, (2005) reported that 70 per cent electricity is consumed in the
refrigeration section of a plant. The possible reason for less electricity consumption in the refrigeration section
reported in the present study may be due to the coefficient performance (COP) of the compressors of
refrigeration section being found excellent. After the refrigeration section, the highest electricity was consumed
in pasteurization section (21.39%) followed by Effluent Treatment Plant (7.25%), Miscellaneous (6.92%), Boiler
section (6.10%), Water supply (3.83%), Ghee (2.12%), Sweet Flavoured Milk Section (1.70%) and less than one
per cent was observed in rest of the sections of milk plant.

Table 30.1 Section-wise Electricity Consumption in Milk Plant

Sections of milk plant Electricity
consumption

(Units)

Electricity
consumption

(%)

Refrigeration section 747135.20 50.46

Milk Pasteurization and packaging 316569.67 21.39
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Effluent Treatment Plant 107259.26 7.25

Miscellaneous* 102479.92 6.92

Boiler section 90297.70 6.10

Water supply 56693.84 3.83

Ghee section 31412.77 2.12

Sweet Flavoured Milk (SMF) 25098.22 1.70

Dahi section 1051.00 0.07

Lassi section 949.00 0.06

Quality Control section 829.09 0.06

Paneer section 525.60 0.04

Total Units consumed during the financial  year 2003-
04

1480301.27 100

Miscellaneous* include electricity consumption in streetlights, canteen, security room, seminar room, toilets and
common stores.

30.4.2  Refrigeration and steam requirement

The information in Table 30.2 revealed that the refrigeration requirement during the manufacturing process of
pasteurized milk was estimated as 61.35 kilocalories/ litre, followed by, Lassi (46.90 kilocalorie/1000ml), Dahi
(46.70 kilocalorie/1000ml) and Paneer (45.49 kilocalorie/kg). The steam requirement was calculated during the
process of product manufacturing. However, the steam used for miscellaneous operations like cleaning of
equipments and washing of trays etc. was calculated separately distributed among the products on the basis of
fat contents in the products. The steam requirement for manufacturing products in the plants where recycling of
condensate steam is there, the requirement of steam is lower than that of the plant operating without recycling
technology. The stream requirement depends on the temperature of milk received at the time of manufacturing
products and process of production. In the present study, the actual temperature at which the milk was received,
temperature of semi finished material and temperature of the milk or material heated for manufacturing different
products was recorded by taking the personal observations. As evident from, table 30.2, the steam during the
pasteurization of milk was estimated to be 0.12kg/ litre, and for manufacturing of products was observed 0.26/
kg for Ghee followed by Sweet Flavoured milk (0.21kg/1000ml), Paneer 0.16kg/kg, Dahi (0.15kg/1000 ml) and
Lassi (0.15kg/1000ml).

Table 30.2 Refrigeration and steam utilization during product manufacturing

Product Refrigeration utilization Steam utilization
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(1)

(kilocalorie/unit)

(2)

(kg / unit)

(3)

Pasteurized Milk (lit.) 61.35 0.12

Ghee (kg.) - 0.26

Sweet Flavoured Milk (1000ml) - 0.21

Paneer (kg) 45.49 0.16

Dahi (1000ml) 46.70 0.15

Lassi (1000ml) 46.90 0.15

 

30.4.3 Condensate recovery

Condensate recovery is the flow of hot water which is left after the steam is circulated in the double jacketed
equipments during products manufacturing. Condensate recovery was estimated by taking actual observations
for milk pasteurization process, Paneer and Ghee manufacturing process. Due to the non-availability of space
under the unit, it was not possible to take the observations and estimate the condensate recovery for
manufacturing Sweet Flavoured Milk. During pasteurization of milk, the average quantity of condensate
recovery was observed to be 118.63 kg/hour at an average temperature of 71°C, in case of Paneer
manufacturing, the quantity to be 237.24 kg./ hour at an average temperature of 70°C followed by Ghee making(
Condensate recovery was 68 kg. /hour at an average temperature of  90.5°C.

Table 30.3 Steam condensate recovery during manufacturing of milk product

Production Av. Quantity of process

Condensate (kg/hour)
during process

Av. Temperature of
Condensate

Milk pasteurization 118.63 71.00°C

Paneer manufacturing 237.24 76.00°C

Ghee manufacturing 68.00 90.50°C

Conclusions

Among different sections of milk plant, about 50% of the electricity was consumed in the refrigeration section
only. The pasteurization and pouch filling section was the next major section, which consumed 21.39%
electricity followed by effluent treatment plant (7.25%). The study further pronounced that 37,925 units of
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electricity were estimated to be consumed during financial year 2003-04 due to the lights provided in different
sections of the plant, streetlights and the other surrounding the plant. There is a scope to reduce the electricity
consumption by the replacing the incandescent lamps, sodium vapour lamps and fluorescent tubes fitted in the
plant with the Compact Fluorescent Lamps (CFL) as a 15 watt CFL consumes 75 % less electricity than the
incandescent lamp (Bureau of Energy Efficiency). The findings revealed that the condensate recovery in milk
Pasteurization, Paneer manufacturing and Ghee manufacturing process was 118.63, 237.24 and 68 kg/hour,
respectively ranging between 71°C to 90°C, which was not being recycled and drained. If the waste condensate
is reutilized, there will be saving in soft water as well as thermal energy.

Entrepreneurship Development & Industrial Consultancy

www.AgriMoon.Com 115



Module 14. ISO/HACCP Certification

Lesson 31

SOURCES OF FINANCE FOR SETTING OF DAIRY FARMS & PROCESSING UNITS

31.1 Introduction

Dairy farming provides triple benefit of income, employment and nutritional security (milk) to the society and is
an important source of subsidiary income to small/marginal farmers and agricultural labourers. Milk being a
perishable product requires immediately processing and through maintaining a cold chain the raw milk is sent to
the milk processing plants. Therefore, the existence of milk processing plants is also important.

For setting up of any enterprise whether dairy farming unit for milk production or dairy processing units/plants
for manufacturing milk and milk products, finance is a prerequisite and of paramount importance. Among
different factors of production, finance which pools together the other resources like man, machine, material and
method to start and run the enterprise. According to R. Cameron and H.T.Patric, making an arrangement of
cheap finance at a reasonable interest rate is the most important function of an entrepreneur.

31.2 Sources of Funds

Generally there are two methods of raising the funds as following.

·         In-house sources

·         Out side sources

31.2.1 In-house sources

 These sources are owner’s own funds which can be invested as equity. For small scale industry, owner’s
contribution is not enough. Therefore, major part of money is to be raised from out side sources.

31.2.2 Out side sources

These funds are raised from different financial institutions like Micro finance through self help groups,
development banks, commercial banks, and financial corporations, cooperative banks etc. by the entrepreneur.
However, funds required by an enterprise for running the enterprise are primarily known as fixed capital and
working capital.

Keeping in view the utilization of funds as per the time period, funds raised can be classified into the following
three  types on the basis of time period.

·         Short – term loan: The repayment period of money within periods of one year    or less is called short-term
capital. Such borrowing from institutional source is known as short term loans.

·         Medium- term loan:  When the money borrowed ranges from one year to five year is called the medium-
term-capital.  This type of finance is usually required for small expansion, replacements/renovation and
modification of industrial units.

·         Long-term loan: The repayment period of loan when exceeds than a period of five years is called long-
term capital and this type of finance is required usually when  the size of the plant/unit is to be enlarged in
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the long run for increase in production which requires installation of big plant and machinery.

31.3  Sources of Finance to Entrepreneurs

31.3.1 Internal sources of financing

Entrepreneur can raise finance from the following internal sources:

·         Owner’s own investment such as saving and equity.

·         Deposits and loans given by the owner.

·          Drawing personal loan from provident fund, life Insurance policy etc.

·         In case of running enterprise, funds can be raised through retention of profits.

·         Using back the profits earned by one’s own enterprise.

30.3.2 External sources of financing

 Entrepreneurs can raise funds externally from the following sources:

·         Borrowings from non institutional sources like relatives and friends but this amount may not be large
enough to set up a unit.

·         Borrowings from the commercial banks for working capital.

·         Term loans from development financing institutions like, ICICI (Industrial Credit and Investment

Corporation of India) Bank Ltd, Industrial Development Bank of India (IDBI) Bank Ltd, Small Industry
Development Bank of India (SIDBI), Infrastructural Finance Corporation of India (IFCI venture funds
limited) etc.

·         Hire-purchase or leasing facilities from national small industries corporations, state small industries
development corporations, etc.

·         Credit facilities provided by different financial institutions as well as commercial banks.

31.4  Micro Finance

The terms microfinance and micro-credit are often used interchangeably and treated as synonymous but
microfinance is much broader in scope that includes deposits, loans, payment services and insurances to poor . A
number of microfinance services are operating in different states of India. Through at the bottom, their
ideologies are same, i.e, to provide quick and easy credit to the poor without any collateral , but structurally,
there are certain differences in organizational and legal set up that separate them. Broadly, they can be
categorized as:

1.      SHG Model,

2.      Grameen Model

3.      Co-operative Model, and

4.      For-profit Model.
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SHG Model is most popular model in India amongst the four models mentioned. Hence, the following section
will deal with the SHG Model in brief.

 31.4.1  Self-help group model (SHG)

The rural poor who do not have any security to pledge with or a guarantor end up going to the village
moneylenders who in turn exploit them by charging a very high rate of interest. Not only the absence of formal
credit to the poor but also skepticism and ignorance, may be due to illiteracy, to approach a formal bank makes
them vulnerable to external shocks. SHG is an effort to free the poor from this vicious circle of complexity. It is
considered a better platform for the poor and vulnerable section of the society to organize themselves around
regular savings and lending behavior as well as well as get engaged in some income generating activities. The
poor are now able to generate their own savings at reasonable rate of interest by initiating a self saving
mechanism within the group. A sense of responsibility grows amongst the members, especially women, as they
handle their own incomes and take decision on expenditures. The homogeneous nature of the group members
allow to develop solidarity amongst them in case of urgency and come out strong in the event of any community
crisis.

31.4.2  What is a self-help group?

According to National Bank of Agriculture and Rural Development (NABARD),

Self-help group means a group of about 10-20 poor homogeneous people who come together for addressing their
common problems. They voluntarily save on regular basis to a common fund, mobilize their savings and invest
on micro-enterprices.

According to the Planning Commission of India, SHG is a self-governed, peer controlled small and informal
association of the poor , usually from socio-economically homogeneous families who are organized around
savings and credit activities. Members of SHGs meet weekly or monthly and discuss common problems and
share information to come at a solutions. Group members make effort to change their economic and social
problem through mutual assistance.

31.4.3  Objectives of SHGs

1.      To act as the forum for the members who are very poor and do not have the access to formal financial
institutions.

2.      To enable the members to learn to co-operate and work in a group environment.

3.      To provide the savings mechanism that suits the needs of the members.

4.      To provide cost effective delivery mechanism for small credit to its members.

31.4.4  Functioning of SHGs

1.      Size of SHG

Minimum ten m are informal groups. Legally, a group of more than 20 members are registered.

2.      Membership

According to NABARD guidelines:
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·         Only one person from a particular family can join the group as in this way more family can be included in
the movement.

·         Members are generally from the same locality or village as it helps in easy communication.

·         They are from same social and economic background. It helps in good interaction among the members.

31.5  Financial Assistance Available from Banks/NABARD for Dairy Farming.

Loan from banks with refinance facility from NABARD is available for starting dairy farming. For
obtaining bank loan, the farmers should apply to the nearest branch of a commercial bank, regional rural bank or
co-operative bank in their area in the prescribed application form which is available in the branches of financing
banks.

For dairy schemes with very large outlays, detailed project reports will have to be prepared. The items
of finance would include capital asset items such as purchase of milch animals, construction of sheds, purchase
of equipments etc. The feeding cost during the initial period of one/two months is capitalized and given as term
loan. Cost towards land development, fencing, digging of well, commissioning of diesel engine/pumpset,
electricity connections, essential servants' quarters, godown, transport vehicle, milk processing facilities etc. can
be considered for loan. Cost of land is not considered for loan.

Conclusions

In order to set up dairy farm or milk  processing  small scale Unit, the entrepreneur mostly depends upon
institutional finance for initial capital investment.  But the loan offered by the relatives and friends is some time
not enough to start he business particularly in case of milk processing plant.  Further, in our country, institutional
finances especially from commercial banks and development banks are attractive because of low rate of interest
being charged by them in comparison to other forms of loans raised by the entrepreneur. The above financial
sources can be used  for raising funds for setting up of any enterprise.
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Module  14.  ISO/HACCP certification

Lesson 32

GUIDELINES FOR OBTAINING ISO/HACCP CERTIFICATION FOR DAIRY PLANTS

32.1  Introduction

ISO (International Organization for Standardization) is a worldwide federation of national standards bodies. The
main aim of the ISO is to encourage the development of standardization and related activities in the world in
order to facilitate international exchange of goods and services. Further, it emphasizes on developing
cooperation in the spheres of intellectual, scientific, technological and economic activity.  The results of ISO
technical work are published as International Standards.

32.2  ISO 9000

The ISO 9000 family of standards represents an international consensus on good management practices with a
view to ensure that the organization can time to time deliver the product or services that meet the client’s quality
requirements.  These good practices have been distilled into a set of standardized requirements for a quality
management system, regardless of what your organization does, its size, or whether it is in the private, or public
sector.   The family of ISO 9000 standards has been developed by ISO and comes out in the main standards. 

a)   ISO   9000:2000 – Fundamentals and Vocabulary.

b)   ISO   9001:2000 – Quality Management Systems -Requirements.

c)   ISO 9004:2000 – Quality Management Systems-Guidelines for performance improvements.

d)   ISO 19011: 2002 – Guidelines for quality and/or environmental management systems auditing.

32.3  HACCP

Hazard Analysis Critical Control Point (HACCP) is a preventive system of food control. It follows investigation
and analysis at every stage of a food-related operation to discover and assess hazards; determining the 'critical
control points' at which action is required to control the identified hazards; establishing the critical limits that
must be met at, and procedures to monitor each critical control point; establishing remedial procedures when a
deviation is identified by monitoring; documentation of the HACCP plan and verification procedures to establish
that it is working effectively.

HACCP was developed originally as a microbiological safety system in the early days (1960s) of the US
manned space programme, as it was vital to ensure the safety of food for astronauts. A hazard in the HACCP
system is a biological, chemical or physical agent in, or condition of food, with the potential to cause an adverse
effect whereas “Critical Control Point” (CPP) is a step at which control can be applied and is essential to prevent
or eliminate a food safety hazard or reduce it to an acceptable level. The HACCP system and guidelines for its
application were developed by the Codex Committee for Food Hygiene on the Codex Alimentarius Commission.
The HACCP system and guidelines were published in 1993 and revised in 1997.

32.4  HACCP (15000) and Milk Plants
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Hazard Analysis and Critical Control Point (HACCP) is a process control system designed to identify and
prevent microbial and other hazards in food production.  It includes steps designed to prevent problems before
they occur and to correct deviations as soon as they are detected.  Such preventive control system with
documentation and verification are widely recognized by scientific authorities and international organizations as
the most effective approach available for producing safe food.

India being a signatory to WTO, the agreement on Sanitary and Phytosanitary (SPS) makes it obligatory to adopt
the standards, guidelines and recommendations issued by Codex Alimentarius Commission, which advocates the
adoption of HACCP. The Indian Standard on ‘Food Hygiene-Hazard Analysis and Critical Control Point
(HACCP) - System and Guidelines for Its Application’ IS 15000:1998 is technically equivalent to the Codex
document on the subject.  For food industry in India, adoption of HACCP is becoming imperative to reach
global standards, demonstrate compliance to Regulations/Customer requirements besides providing safer food to
our millions.

32.5  HACCP and ISO 9000

The ISO 9000 family of standards is generic in nature and has been developed to assist organizations of all types
and sizes that wish to implement and operate a quality management system (QMS). There are no restrictions on
its implementation by any sector of industry, including the food and drink industry. Large and small companies
that process and/or package food products worldwide have implemented ISO 9000 and obtained third-party
certification. These companies may also use HACCP or similar systems as part of their quality assurance
system. Some companies are using both ISO 9000 and HACCP as an integrated food safety and quality
management system.

ISO 9000 focuses on customer needs and expectations, and one of the most important customer expectations is
to have safe food products. Applying HACCP within an ISO 9000 QMS can result in a food safety system that is
more effective than applying ISO 9001 or HACCP separately. The emphasis of both systems is prevention rather
than correction of problems or deficiencies after they occur. A company implementing a HACCP system does
not have to comply with ISO 9001 but it is desirable.

32.5.1  National HACCP System Standards

National HACCP system standards have been developed in many countries. Certification bodies provide third
party certification to companies that implement such standards. For example, Det Norske Veritas (DNV), an
international certification body, provides an accredited Food Safety System certification to Danish Standard DS
3027, Requirements of Food Safety according to HACCP.

The Bureau of Indian Standards (BIS) provides two certification schemes to the food industry, the first for a
HACCP system alone, and the second for a combined HACCP and ISO 9000 system:

·         Food Safety Certification against Indian Standard IS 15000: 1998, Food Hygiene - Hazard Analysis and
Critical Control Point (HACCP) - System and Guidelines for its Application.

·         The HACCP-based Quality Management System Certification provides for two certifications through one
audit; certification of the quality system to Indian Standard IS/ISO 9000, and certification of HACCP to IS
15000:1998.

Entrepreneurship Development & Industrial Consultancy

www.AgriMoon.Com 121



32.5.2  ISO 22000 Includes HACCP

The ISO 22000, published on 1st September, 2005 is a new international standard designed to ensure safety in
food supply chain being the first family on food safety management system over the world.

ISO 22000: 2005, food safety management system is required for the organization in chain. This provides the
standards which have been developed in consultations with the experts from the food industry with
representations of special international organizations. This is further done with close cooperation with the Codex
Alimentarius Commission (CAC). This body is jointly established by the United Nations food and agriculture
organization (FAO) over World Health Organization (WHO) to develop food standards.

ISO 22000 being new standard developed will make easier for organizations worldwide and implement the
codex HACCP system for hygienic food chain, which does not vary with the country as well as food product
concerned.

ISO 22000 is designed to permit all types of organization engaged in food chain to follow a safety management
system. The coverage starts from food producers, primary producers, food manufactures, transport and storage
to retail and food services outlay. It also includes organizations dealing with producers of equipment, packaging
material, cleaning agents, additives and ingredients. The standard has become essential and important to
implement due to the visible increase of illness caused by infected food in both developed and developing
countries. Side effect of the health hazards give rise to economic loss to the consumer for medical treatment,
absence from work, insurance payments of legal compensation.

ISO 22000 also includes the principles of HACCP and covers the requirements of key standards developed by
various retailers’ syndicates worldwide in a single document. The important point of concern in the ISO 22000
is that it includes the implementations of HACCP that are the food hygiene principles developed by this body.

The design of ISO 22000 was rely on the assumptions that the most effective food safety systems are developed
and operated are incorporated into the overall management system of the organization.

The ISO 22000 can be implemented on its own, since it is designed the fully matching with ISO 9001:2000 to
ISO 9001 will find it easy. It will also be easy to extend this certification for the companies already certified to
ISO 9001.

Benefit of users

The organizations using the ISO 22000 Standards provide its following benefits:

1. Optimization of internal resources along with the food chain.

2. Superior documentation.

3. Better planning, little post-process verification.

4. More proficient and active control of food safety hazards.

5. Systematic organization of pre-requisite program’s.
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6. Valid basis for tasking decisions.

32.6  ISO 22000:2005 family

1)      ISO/IS 22004, food safety managements systems provide guidance on the application of ISO
22000:2005 on small and medium size enterprises around the world.  

2)      ISO/IS 22003, food safety managements provide audit and certification of food safety management
system, provide guidance for the accreditation (approval) of ISO 22000 certification bodies.

3)      ISO 22005, traceability in the food and food chain general principles and guidance for system design
and development.

32.7  How to Obtain ISO Certification:

 The decision to obtain an ISO 9000 certification is to be made by the person who is in charge of all
manufacturing processes of a business. Management should determine whether or not this person should go
through with the process of obtaining the certification. Once, it is determined that the certification process
should be undertaken you can begin to obtain the ISO 9000 certification.

1. Determine the roles for those in management and manufacturing to record all of the procedures, policies

and requirements for the systems of your company. Also, job descriptions and functions should be

recorded. All process information and documents should be organized before proceeding with the

certification process.

2. Implement the documentation into your business through training and understanding the step-by-step

procedures. A technical writer may be helpful for implementing the documents and make it to understand

to employees of the organization. Make sure that the employees should know the importance and

understanding of all process information that has been documented for obtaining ISO certification.

3. Perform audits internally to make sure all of the employees understand the documentation and

successfully follow the procedures. If there are any errors found during the audits, than the necessary steps

are to be taken to create corrective actions so that there are no further chances of recurrences.

4. After applying for certification, an ISO representative may come to your business place to observe the

procedures in action and will fix time with you to discuss the success of your implementation process.

Some website addresses for obtaining  ISO certification are given below:

ISO Certification Delhi,www.isoregistration.in
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ISO 9001, ISO 14000, ISO 22000 ISO 27000, HACCP Certification
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Get Accredited ISO 9001, ISO 14001, ISO 22000,OHSAS 18001 Certification

ISO certification, www.qatechnicindia.com
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