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IN'I ' ITODUC'TION

An agro-industry is an enterprisc that processes

agricultural raw matcrials, including ground and
tree crops as well  as l ivestock. The degree of
proccssit-tg can vary, ranging frorn cleaning and
gracl ing o{ 'rarv r laterials to complex operations
such as rn i l l ing,  boi l ing etc .  1 'he purposc of
translomring raw foocl and fibre is to creatc an
cdiblc or usable fotm, to increase storability, to

crcatc a more easily transportable lorm ancl to
cnirance palatability and / or nutritional value. 

'l 'he

agro-inclustrial projects arrc unique because of three
charactc rist ics o f their retw metterials, seasonability,
pcrishabil ity and variability.

Sri Lanka's cornpctitivc advzrntages lend itself to
a great clcal of opportuuit ies for agri  busincss
clevcloptrent.

Sri  Lanka is an ergricultural country ancl her
agriculturc consists of two dist inct sectors - a
highly organized plantat iou sector producing tca,
rubber, coconut arncl other tlinor crops, such as
cinnamon, cloves, cashew nuts, pepper, fruits ar-rd
vcgcterbles ctc. Sri  Lanka is usually placed in thc
catcgory of rnidcllc-iucome countries in tenns of
hcr pcr capitat income. 

'l 'he tnanuleicturing scctor
rnainly consists ol' l irctory industries processing

ol-plantatiou crops (tca, rubber, and other small-
scale inclustr ics).

CUIUTF],NT SI'I'UATION OF
AGITIB US INI'S S I.]NTEITPRISE
DT'VEI,OI'MIIN'I' IN SIU LANKA

Contribution o.l' ,4gri-busirtess to GDP und
Iixport Iiuntirtgs

Agriculture uakcs a significant dircct contribution
to the GDP through l inkages rvith processing
i n d u s t r i c s ,  t r a d e  a n d  s e r v i c e s  a c t i v i t i e s .
Agriculture and industry have contributed about
10% and 26% respcctively to the Gross Domestic
Product (GDP).

DEVELOPMENT OF AGRIBUSINESS
ENTERPRISES IN SRI LANKA

With  the  in t roduc t ion  o f  be t te r  p lau ta t ion
managelncnt systems undcr privatization, improved
cultivation practices and rnorc efficient distribution
systerns, the agriculture scctor has continued to
change irotn subsistence production to high value-
added production based on itnproved technology
and rational cultivation practices. This process
will lcad to the commercialization of agriculture
and to the development of Agro - processing and
Agro- busincss activi t ies.

Pepper and clove export have declined by 2o/o and
42o/o r espect ively this year wh i I e C innamon exp orts
have increased tremendously. Chillie production
too has declined. Sri Lanka is the world's largest
cinnarnon producer. Cinnarnon leaf oil and bark
oil lrave brought export earnings of 224 rnill ion
rupees.
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1 'hough  Sugar  Cane  cu l t i va t ion  and  sugar
production has increascd, Sri Lnaka spends a large
a'ount (ab'ut Rs. 10 rnill ion) o' importation ol
sllgar.

Scctorul lrerlormunce

It is reportcd that the agriculture sector grew by
1.5 perceut in 2003. This was due to increased
production iu paddy, coconut, vegetables and other
comrnodities.
(Source: Arnual ltcport 2004 - Ccntral Rank of
Sri Lanka).

Output in the "other agriculture" sub sectors,
largely consisting of vcgetables, subsidiary food
crops, cxporls (consisting of vegetables, subsidiary
food crops)  minor  expor t  crops and animal
husbandry increascd by Lg percent in 2003. In
tli is catcgory vegetable production had incrcased
by 4.0 percent. Al l  variet ies of low country
vegetable production too have increasecl. In 2004,
production of rninor export crops also has
increascd by 4.6 percent. Entire exotic vegetable
seed is imporleci by the private sector and in the
year 2004 iurporls have ar'ounted to 304 'retric
tons at  a  va lue of '  I ts .167 mi l l ion,  ancl  i t  has
gradually decreased frorn 1999 to 2003. Export
volu'ie of coffee, 'ut'reg ancl mace, cardamonr
and betel leaves grew. 'I'he 

srnall industry sub
sector grew b1'4.8 perccnt. value adclition i'rnilk
prodrrction increased by 1.8 percentin2004. Ihe
production ol'poultry and sugar had also improved.
Iroliage and cut flowers also have brought good
export camings.

CUIIITEN'T S'I'ATUS OF
INF'RASTITUC'I'UIIE

'fhe 
availability o1'corrmon lacilities such as roads.

water, electricity, telecomrnunication to rural agro_
enterprises is very poor. fhougLr better road
{aci l i t ics are avai lable i 'al l  the rnai 'ci t ies i 'sr i
Lanka ,  roads  in  the  ru ra l  a reas  a re  poor l y
developed. The poor condition of available roads
impede the transportation of agro produce to the
city. Among the common lacilities the telephone
facility is the least available in the rural areas. This
has iii'dered the growth of agro-industries in the
competitive environment.

The  ma in  roads  lead ing  f rom Co lo rnbo
(commercial capital) to other provinces are well
developed. The colombo I'tematio'alAirport is
very close to the export processing zones in
Katu'ayake and Biyagama. There are facilities
for  domest ic  a i r  t ravel  through Ratrnalana,
Hingurakgoda, Koggala, Jaffna and frincomalee
airports. But no commercial flights are available
from these airports to bring agriculturar surpruses
and processed agro-proc lucts  to  the centra l
markets. Colornbo harbour is the main port and
small vessels could be anchored i' Gaile and
Trincomalee harbours in the southern and Eastenr
Provinces respectively. These facilities also have
not been uti l ized to transport our own agro
produces and processed products tct the central
market in colombo. This may be clue to high cost
involved.

TIIENDS IN EMPLOYMENT

Approxirnately 72 percent ofthe people rive in rural
areas, 40 percent of thc labour force out of 5.6
million are engaged in agriculture and related
activities (Source - lbsk l]orce Report 1996). The
dorninant rnethod of st.rting agribusiness is self
starting (80 percent). According to a survey of
Labour Force, the overall rate of unemployment
continued to decline. It has declined from 15.9
percent in 1990 to 9.5 percent in 199g. Agro
industries have shown an employment growth
rather than a decline over the past ftw years. Only
i 6 percent recorded ernployment clecl ine, l0
percent stable employrnent and almost three_
fourths employment grorvth. The majo rity (70
percent) entrepreneurs, islancl -wide engaged in
agro-industry report a low ratc of absenteeism
among the work force.

Gender composition of the workforce engaged in
agro-industries, island wide indicated tliat about
57 percent atre females and 47 percent are males.
(Central Bank Statistics. )

The average wages for labour in the Agriculture
Sector is around Rs.250 where as in the agro_
industry sector is around Its. 300.
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GROWTTI IN NUMBER AND TYPE OF

AGRI-BUSINESS ESTABLISIIMENTS

The commercial cultivation of foliage and cut

flowers has increased in recent years and export

of these have a good potential as a source of

foreign exchange. Major markets for live foliage

plants are Netherlands and Japan. Cut flowers

such as carnations, roses and anthuriams are

exported to Japan and the Middle East.

A certain quality of local fruits are processed into
jams, cordials, chutneys, ready -to-serve drinks

etc to cater to the domestic market. These are

shown under Food and Beverage Manufacturing

Sector. There is a good potential to expand the

processing of fruits and vegetables for both

domestic and export market.

The growth of sugar production in 1999 at65,220

metric tons was 6 percent and it has increased

further more in 2003. Sugar is produced in the

Sevanagala and Pelwatte factories.

The livestock sector consists mainly of the dairy

and the poultry sub-sectors. In the dairy sector

both cow milk and buffalo milk production have

increased ,by 2 percent, to 260 million liters and

82 million liters respectively. At present the

country's milk supply is adequate only to meet

about 20 - 25 percent of the requirements. The

balance is imported mainly in the form of

powdered milk. Milk col lect ion by the milk

processing companies , namely Milk Industries

of Lanka Limited (MILL). Nestle Lanka Limited
(NLL) International Diary Producers Limited and

other producers together amounted to 109 million

liters.

The national egg production during the year rose'

by 3 percent to 898 million eggs. Amajorproblem

faced by the small -scale poultry producers is the

high cost of feed. Poultry meat production during

the year  2003 increased by 10 percent  to

approximately 57,000 million kilograms ( Central

Bank Stat is t ics) .  L ivestock is  an essent ia l

component of agricultural activities.

The forestry survey of 1992 revealed that 1o/o of

the supply of construction and industrial wood

comes from home gardens, rubber and coconut

plantations.

Agro Industrial Residue

Paddy husk, aby-product in the rice milling industry

is avai lable in abundance in Polonnaruwa ,
Ampara, Batticoloa, Mahaweli-H and Badulla

Districts. The total availability of paddy husk is

around 470,000 MT. per year. The total national

production of sawdust in Sri Lanka is estimated

as 100,000 t/annum. This is reported to be

adequate to meet the fuel requirement of a 16 MW

electrical power plant.

RESBARCII AND DBVELOPMENT FOR

AGRI-BUSINESS

Allocation for R&D by the Government is less

than 0.2 percent, which is very low compared to

other Asian countries. However, the R&D for

agri-business has been carried out mainly by the

Department of Agriculture and the Industrial

Technology Inst i tu te,  Cer ta in Univers i t ies,

Industrial Development Board and to a very small

extent by some NGOs. Some thrust areas on

which R&D has been carried out are indicated

below.

Rice

R&D for introduction ofnew high yielding varieties

specially for rice and other agricultural crops'

excluding rubber, coconut, tea, forestry and

ayurvedic herbs is carried out by the Department

of Agriculture (DOA). The DOAhas introduced

11 high yielding new improved rice varieties for

commercial cultivation in Sri Lanka during 1990

to 1998. (Central Bank Annual Report).

Floriculture

The Royal Botanical gardens has introduced about

100 varieties of orchid hybrids, phalaenopsis have

been introduced for export for commercial
production. There is a good demand for colourful

varieties ofAnthuriams. Cut flowers and foliage

plants for local and export markets have become

a good agri-business. These are mainly produced

by the exporters through tissue culture.

The exporters of vegetables use the concept of

protected agriculture and hydro phonics for

vegetables such as capsicum, raddish, lettuce
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leaves etc . This is being extended to othervarieties
also.

Munufucture oJ' Orgunic Fertilizer

A trend has developed flor organic manure which
lias yielded high harvests for a number of varieties
o f  vege tab les  and  f ru i t s .  There fo re ,  the
manufacture of organic ferlil izer is now catching
up in Sri l,anka.

Post llurvest Technology

With respect  to  Post  harvest  technology the
Dcpar tn ien t  o f  I l o r t i cu l tu re  has  deve ioped
technology for preserving chill ies, capsicurn and
bananas during tra.nsporlation and warehousing.

l:nthral has been introduced for ripening fruits
instead of C- C, ( I ml o1'ethral is uscd in 1 liter of
r.vater) Large scale agri-businesses l ike "John

Keels"  and "Agr isc luad"  now pract ice th is
mcthod. These large scale agri-business now use
plastic crates to transport fruits and vegetables.

J'cchnology for making instant hoppers, instant
cakes, and weaning fbod has been developed by
the Industrial Technology Institution. fte Industrial
Dcveloprnent Board introduced technology for
special rice flour lbr making instant string hoppers.

I[uc hi n c ry D evc I opm en t

'firc 
l)eparttnenl of Agriculture has introduced irr

1999 the rrauually operated lowland Pa.ddy Seeder,
Nlcchanical Weecler, Rice Itearper, I{ice Seeder,
Mechanical Wecders lbr upland situation. Grain
legunre processirrg machine, Irruit harvester. 'I 'he

NEITD Centre has introduced a drier for drying
casher.v and other comrnodities and a baking oven.'l-hc 

Indr.rstrial Development Board has fabricated
a popcorn machine, vegetable cuttcr, coir yalrl
makiug rnacliine, Noodle rnaking rnacliine, press
and f i t ter for cashcw apple juice, coir bal l ing
machinc furbo ( l lcancr etc.

I ' I IO  B I , t i  MS AND C ONSTI IA INTS
AII I . ' I ]C ' I ' ING ] ' I IF]  GITOWTII  OF AGRI-
I}USINESS IiN'I'EITPRISI' AC-T-IVITIES

I-ack of'rnoclcrn tcchnology has seriously all-ected
the cost o1'production, both in agricultnre and agro
processing.

Though the credit schemes are available the rural
agri-business enterprises cannot obtain loans in
t ime due to delays and the st r ic t  condi t ions
st ipu lated by the Banks.  ' l 'h is  

h inders the
promotion and development of agri-businesses.

Laws soon to set up
SME Authority

I nves tment  Pro rno t ion  and  En te rp r i se
Development N{inister Rohitha Bogollagama
inaugurating the Regional Conventioll ou policy
reforms for SME Deveiopment in SAARC
countries saidthat the govemment will introduce
legislation to setup the SMEAuthority.

At present thc BOI is confincd to look at int estors
with capital. In the future tire government would
consider permitting investors rvith capabilities.
There are no barriers in Sri lanka with regard to
investnrent .  The government  envesages to
position SriLanka as a ceutre point in the SAI{RC
region.

The Exporl Development Board r,vill concentrate
on supply chain management to encourage lnore
people to move into exports. People rvi l l  be
encouragecl to bring goods. add value and re
export. l'he SMEs form a rrital colnponent of all
SAARC nations thougit their contribution to
exports is stil l very lorv. In rnost rnarkets they
cater to poverty market since thcy lace a lot of
prob lem s inc lud in g obtainu rg finances, t echno logy
and marketing. They also lack a level playing
field when compared with the large players.

Action rvillbe taken to take stock of the present
status and the problents faced by the SMEs,
understand the policies adoprcclby the SAARC
countr ies in regard to SMEs and declare a
Colombo declarat ion.

President, FCCISL Nawaz Rajabdeen has called
upon the govemmeut to dcclare 2006 as thc
"Year of SME Development."

The Chamber is also planni irg to open tr,r ,o
Charnbers in N4ullaiti 'u'u and Kiliinochchi in the
ncar future.

(Erccrpts _ft'ortt u tt.t'itaup ultTtcttt.ing in Sunrlu.t,
Ob.serycr of 04th Dcc. 2005)
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