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13.1 INTRODUCTION

Value-added products are raw agricultural products that are modified to
enhance the market value and/or shelf life. Sometimes, non-farmers make
value-added products which include bread, cakes, sauces and other processed
foods. The “produce and sell” mentality of the commodity is replaced by the
strategy of determining what consumers want in their products. The value-
added products are created or manufactured with the attributes of enhanced
value and quality.
13.1.1 Definition of Value-added Product
A value-added product can refer to any product that has been subject to
additional actions or combined with extra products to raise the overall value of
the product.

U.S. Department of Agriculture defines the value-added products as having:
 A change in the physical state or form of the product (such as milling

wheat into flour or making strawberries into jam).
 The production of a product in a manner that enhances its value (such

as organically produced products).
 The physical segregation of an agricultural commodity or product in a

manner that results in the enhancement of the value of that commodity
or product (such as an identity-preserved marketing system).

According to the Longman business dictionary, a product with special benefits
for which buyers are willing to pay more. Producers can charge more for these
products and therefore make more profit from them.
13.1.2 Value Addition
Value addition is the enhancement of a product or service before it is offered to
the customers.
13.1.3 Need for Value Addition

 Provision of quality and safe products
 Increase in employment opportunities
 Increase in farmer’s profit and reduction of post-harvest losses
 Increase opportunities for smaller farms and subsidiary industries
 Reduction of import and increase in export
 Diversification in the occupation of rural communities
 Empowerment of women and other weaker sections of the society

13.1.4 Attributes that Add Value to Products
 Quality and quantity



 Functionality
 Form and nature
 Place and time
 Ease of possession

13.1.5 Approaches in Value Addition
13.1.5.1 Innovation and Alternative Crops
Innovation focuses on creating new processes, procedures, products and
services or improving existing ones. Innovation also comes from research
about alternative crops that can be grown successfully by producers to make a
profit instead of growing traditional crops.
13.1.5.2 Industrial Innovation
Industrial innovation is the processing of traditional crops into non-food end
uses. Industrial innovative activities use research to emphasise industrial and
non-food uses of common agricultural products.
13.1.5.3 Coordination
Coordination focuses on arrangements among people who produce and market
farm products. Horizontal coordination involves the consolidation of
individuals at the same level and vertical coordination includes contracting,
strategic alliances, licensing agreements and ownership. Fundamental changes
of coordination are altering traditional marketing relationships that link
consumers, retailers, wholesalers, processors and producers. A coordinated
effort of different skilled individuals is needed to increase market efficiency,
thereby reduction of cost.
13.1.5.4 Vertical Integration
Vertical integration is the alignment and control of all the segments of the
production and marketing system under single ownership. The factors
controlled are price, quantity, quality, and terms of exchange. The total
integrated system provides consistent quality from the field to the shelf,
eliminates middlemen and saves money for consumers.
13.1.5.5 Cost Minimization
The low cost and efficient producers can only be able to survive and compete
in the market. Cost minimization in production must be achieved before value-
added processing and marketing. The efficiency of production should be
achieved through technology in producing value-added products.
13.1.6 Reasons for Developing Value-Added Products
13.1.6.1 Increase in sales and profit by product diversity
Product diversity offers a range of products that differ from one another to
satisfy different market needs. Diversity may be achieved by changing the
product in some way. Changes may just be in packaging or a change in
advertising. The objective is to understand the customer’s purchase decisions
and how their needs are satisfied.
13.1.6.2 Opportunities for employment in various sectors
A value-added product provides creative outlets that give people a chance to be
involved in the business. The production of value-added products opens up
income creation, which increases employment in many sectors. The creativity
of workers is utilized for good labelling, packaging and creating attractive new
products.
13.1.6.3 Increase in Profitability
Producers establish the price of value-added products with experience and
analysis of the overall market. An artisan-made value-added product can be



priced higher than the supermarket equivalent. People know that quality is
worth the extra money paid for that product.
13.1.6.4 Income Stabilization
People will have a wider range of skills to produce secondary products which
help to stabilise income. Manufacturing of secondary products can be done
when time allows, and therefore helps in the out of season months and other
problems.
13.1.6.5 Make use of excess produce
The agricultural products often expire at the same time and may go to waste if
they cannot be used in some way. Producers have to develop methods to create
value-added products, which provide an excellent way to use up the product
with any less than premium quality. Many products are not cosmetically
perfect enough to sell, although the blemishes are minor and do not affect the
quality. Making use of these products for new value-added products can be a
way to create income.
13.1.7 Benefits of Value-Added Products

 Profit to producer and buyer
 Personal fulfilment and excitement
 Eco-friendly and minimizes the waste
 Expands market season and create loyal markets
 Increase in product quality and diversity
 Increase the shelf life of the products

13.1.8 Limitations of Value-Added Products
 More risk in selling products
 Competition and conflict with other products
 Producers need to be trained in making value-added products.
 Sometimes, they consume more time and resources.

SAQ 1
(a)Define value addition. What are the needs for value addition?
(b)Define the value-added product. What are the reasons for developing

value-added products?
(c)What are the benefits and limitations of value-added products?

13.2 CONVENTIONAL VALUE-ADDED PRODUCTS
Conventional value-added products are obtained from the modification of raw
agricultural commodities including fruits, vegetables etc., The alteration of raw
products can be done by slicing, chopping, cutting, dicing, grinding, cooking,
mixing, drying, smoking, canning, packaging and other procedures. Most of
the conventional value-added products are agricultural and farm products.
13.2.1 Baked goods
Baked goods are made from dough or batter of food grains and cooked by
baking in prolonged dry heat. Baked goods include bakery items such as bread,
muffin, roll, dessert, flour, corn, pasta and dried grains.
i. Bread, rolls and muffins

The food products are made by mixing flour, water and yeast or a
leavening agent.

ii. Fruit and custard desserts
Fruit dessert is made from fresh-cut or cooked fruits in any baked
product.



Custard is cooked as a mixture of milk or cream with egg yolk or
thickener and the custard dessert is made by adding the mixture to
baked food.

iii. Grain and pasta
Cereal grains include rice, wheat, sorghum, barley, maize, oats, millet,
triticale, buckwheat, quinoa etc. The grains are processed to obtain
products like flour, bran, wheat germ and dried beans.
Pasta is made from the unleavened dough of wheat flour mixed with
water or eggs and formed into different shapes for cooking purpose.
Pasta is classified into fresh pasta and dried pasta.

13.2.2 Beverages
Beverages are drinks other than water. Beverages include milk, coffee, tea, soft
drinks, juice and alcoholic drinks.
i) Coffee and Tea

Coffee beans from the coffee plant are roasted and powdered to form a
brewed drink known as coffee.
Leaves, leaf buds and internodes of the tea plant are processed and
powdered to make a tea drink.

ii) Juice and Cider
The juice is prepared by mechanically squeezing the fruits and
vegetables. The juice is naturally contained in fruit and vegetable tissues.
While cider is a fermented beverage from apple or other fruit juices.

iii) Alcoholic Drinks
Alcohol is produced by the fermentation of sugar, yeast and starch.
Alcoholic drinks are fermented liquor that contains ethanol or ethyl
alcohol such as wine, beer, distilled spirit etc.,

13.2.3 Dairy Products
Dairy products are obtained from cow, goat and sheep. Dairy products include
milk and other milk products such as skim, low-fat milk, whole milk, yoghurt,
butter, cottage cheese, hard and soft cheese and ice cream.
i) Milk
Milk is a nutrient-rich liquid food product. Milk is processed by processes
such as ageing, curing, heating, pasteurizing, clarifying and bleaching to
get into the product form.

ii) Manufactured Dairy Products
These products are obtained from milk by various processing methods.
Ingredients like colouring agents, enzymes, flavouring agents, mould
inhibitors, stabilizers and sweeteners are added to the dairy products.
Various manufactured dairy products are concentrated milk, ice cream,
hard and soft cheese, ice-cream mix, butter, cream, yogurt, cheese and
whey products.

13.2.4. Poultry
Poultry is domesticated birds from which unprocessed meat and eggs are
obtained. Poultry includes chicken, ducks, geese, emu, turkey, pigeon, ostrich,
guineas etc.,
13.2.5. Meat
Meat is a food product of animal flesh. Meat is composed of water, protein and
fat. Unprocessed meat is obtained from cattle, sheep, goat and swine.



13.2.6. Fish and Seafood
Fish includes fresh and saltwater shellfish, molluscs, echinoderms, crustaceans
and other aquatic life for human consumption.
Seafood is the processed meat of fish by steaking, filleting, gutting, smoking,
marinating, pickling, steaming, baking, frying, poaching etc.,
13.2.7. Honey
Honey is made when nectar from plants is gathered, modified and stored by
honey bees in the honeycomb. Processed honey may contain artificial
sweeteners however the pure form of honey contains no other ingredients.
Various forms of honey are comb honey, cut comb honey, liquid honey,
naturally crystallized honey, whipped or creamed honey and other honey
products such as dried honey, fruit flavoured honey and infused honey.
13.2.8. Chilli Roasters
Chilli roasting is a method of cooking whole chillies in a large rotating roaster.
The chillies are then placed in a bag and sold directly.
13.2.9. Cottage Foods
Foods that are non-hazardous and do not require refrigeration for safety are
known as cottage food products. This includes pickled fruits and vegetables,
spices, teas, dehydrated produce, nuts, seeds, honey, jams, jellies, preserves,
fruit butter, flour, baked goods, candies, fruit em-panaceas, tortillas and other
products.
13.2.10. Preserved/Canned goods
Food preservation is the process of treating and handling food to stop or slow
down spoilage and allow for longer shelf life. Maintaining nutritional value,
texture and flavour are the important aspects of food preservation. Traditional
methods for food preservation are curing, cooling, freezing, boiling, heating,
sugaring, pickling, lye, canning, jellying, jugging, burial, confit and
fermentation. Modern industrial techniques of food preservation are
pasteurization, vacuum packing, freeze-drying, artificial additives, irradiation,
pulsed electric field electroporation, modified atmosphere, nonthermal plasma,
high-pressure food preservation, bio-preservation and hurdle technology.
Canned foods are processed and sealed in an airtight container such as a jar,
steel and tin can.

i) Jams and Jellies
Jelly is semi-transparent and it consists of strained juice of various
fruits, that is sweetened, slowly simmered and congealed with the aid
of pectin or gelatin. Jam is made by crushing fruit, but the spread
leaves in most of the solid pieces of the fruit’s fibres and seeds.

ii) Syrup
The syrup is a thick and viscous liquid consists of a solution of sugar
and water. Syrups include fruit syrup, maple syrup, corn syrup and
other flavoured syrups.

iii) Dressing and Oil
Sauces for salads are known as dressings. Basic types of dressings are
vinaigrette, cooked dressings and creamy dressings.
Cooking oil is purified fat of plants and it is usually liquid at room
temperature. Edible vegetable oils include olive oil, palm oil, soybean
oil, canola oil, pumpkin seed oil, corn oil, sunflower oil, safflower oil,
peanut oil, grape seed oil, and sesame oil.



iv)Salsa, sauce and relish
Salsa is a spicy mixture of acidic ingredients such as chopped
tomatoes and low-acid ingredients such as onions and peppers. Many
salsas include fruits and other vegetables.

The sauce is liquid or semi-liquid preparation eaten with food to enhance its
flavour. Sauces are a mixture of vegetables, spices, salt and sugar that are
heated to evaporate water.
Relish is a cooked, pickled, or chopped vegetable or fruit food item. Relishes
and chutneys are typically served with a meal to add flavour as an appetizer.
13.2.11 Pet Food
Pet food refers to food intended for consumption by pets. Pet food is for
animal feed only and not regarded as human-grade food products.
SAQ 2

(a)What are the conventional value-added products and what are the
sources of these products?

(b)Mention some of the conventional value-added products and explain in
detail.

13.3 PROBLEMS ASSOCIATEDWITH CONVENTIONAL
VALUE-ADDED PRODUCTS

13.3.1 Inadequate Raw Materials
The land usage of various raw agricultural products is high which is a
limitation when the available area is less. Subsequently, the raw materials will
become inadequate to meet the demand.
13.3.2 Poor layout, factory and outlet facilities
The production process of conventional value-added products requires proper
layout facilities, manufacturing unit and safety equipment. Sometimes, outlets
become essential in selling the products.
13.3.3 Traditional based production and high cost
The conventional value-added products are produced or manufactured
traditionally. The lack of innovative and creative ideas leads to poor quality,
poor packaging and increases the production cost of the products.
13.3.4 Inadequate capital, machinery and equipment
The micro-producers of conventional value-added products can't be able to
arrange for initial capital cost and won’t spend money on purchasing essential
machinery and equipment. Quality and innovative productions will become
impossible without essential machinery.
13.3.5 No market research and competitive analysis
Producers are unaware of consumer’s needs and preferences and so their
products couldn’t meet the market demands. Producers should do a
competitive analysis of products, prices and product differentiation for making
a profit.
13.3.6 Labour availability
Inadequate working conditions and safety affect the labour available for the
producers. Producers expect high labour work for low wages, which leads to
labour unavailability.
13.3.7 Poor education and attitudes of entrepreneurs
The entrepreneurs may possess negative attitudes such as avoiding risks,
expecting easy earning and inhibiting prospective thinking which affects the



growth and development. Sometimes, the producers avoid proper education on
their products which inhibits their profit.
13.3.8 Political and legal problems
Political challenges affect conventional value-added products. Development
policies change over time which alters the income of producers. Legal
problems such as quality standards, wage level of employees, patent copyright,
restrictions on loan, tax system, registration for business, child labour
restriction and inadequate research by government sectors are faced by the
producers before manufacturing the value-added products.
13.3.9 Economic and socio-cultural challenges
Economic challenges include financial problems, poor financial literacy, loan
utilization, document and guarantee requirements for loans and knowledge on
favourable loan schemes. An increase in inflation leads to high material and
labour costs, high raw material and production costs, an increase in price and a
decrease in market demands. There is no gender-based equality in assigning
salaries and job position which affects equity.
13.3.10 Green environmental problems
Producers have to get a certificate for food safety, health safety, environmental
management, quality management and standards. The environmental
certificates regarding air, emissions, wastewater, solid waste, noise and
vibrations, occupational health and safety, greener production, organic
production and raw materials exploitation are to be obtained for producing
specific value-added products.
SAQ 3

(a)Why problems are arising with conventional value-added products?
(b)Explain in detail the problems associated with conventional value-

added products.

13.4 EMERGING VALUE-ADDED PRODUCTS

Emerging value-added products are necessary to overcome the limitations of
conventional value-added products. In conventional methods, the raw materials
are mostly agricultural and farm products but in emerging products, the raw
materials are waste materials and other unusable materials.

Traditionally the value-added agricultural products are made by the product
transformation, storage and added services. In emerging value-added
agricultural products, the product identity, quality and intrinsic nature is
changed by technological improvements. Emerging value-added products
increase the profit and reduce and utilize waste production. Figure 13.1
illustrates the traditional and emerging aspects of agricultural products

These emerged products meet the environmental legislations such as restricting
the release of contaminants, banning ocean disposal, wastewater and sludge
utilization and improvement of air and water quality.



Figure 13.1: Traditional vs Emerging Aspects of Value-added Agriculture
Source: Authors, and Ernst and Wood, 2011

13.4.1 Wastes Utilized for Producing Value-added Products
13.4.1.1 Food and agricultural waste
Food and agricultural wastes have significant potential and can be used as
valuable resources. Food wastes include wastes such as unusable and excess
fruits, vegetables and grains, cooked food products, domestic food waste and
byproducts and waste from food processing industries. Agricultural wastes
consist of plant materials, crop residue and farm wastes such as animal



byproducts and leftovers. Figure 13.2, presents the conversion of food waste to
various value-added products.

Figure 13.2: Food waste to value-added products

13.4.1.2 Coal combustion waste
Various technologies are developed to produce electricity from coal, but the
combustion of coal accounts for a lot of waste generation along with electricity
production. The waste byproducts from coal combustion are fly ash, bottom
ash, boiler slag, flue gas desulfurization waste and fluidized bed combustion
ash.

13.4.1.3 Electrical and electronic equipment waste
Electrical and electronic equipment wastes possess toxic compounds, which
are hazardous to the environment and human health (Figure 13.3).

These wastes include,

i) Home appliances such as television, air cooler and conditioner, refrigerator,
iron and other electrical appliances.

ii) Computer and accessories such as laptop, monitor, keyboard, mouse,
storage devices, processing unit, gaming console etc.,

iii) Mobile devices such as cell phone, smartphone and their accessories.

iv) Other equipment such as automatic dispensers, monitoring instruments,
laboratory equipment, medical devices, toys and sports equipment, electrical
tools etc.,



Figure 13.3: E-waste

13.4.1.4 Waste from metal processing industries
Metal processing industries generate wastes in large quantities which are
hazardous and are difficult to dispose of. But these wastes can be used as raw
materials to produce value-added products. The wastes from metal processing
industries are sludge and slag from iron and steel industries, red mud, dross,
salt cake and spent pot-lining from aluminium industries, slag and tailing from
copper industries and slag from nickel, lead and zinc industries.

13.4.1.5 Sewage sludge and wastewater
Wastewater is water contaminated by human use or natural activities. Whereas,
sludge is a semi-solid material produced as a byproduct in the wastewater
treatment facility. Wastewater is generated by domestic usage such as washing,
cleaning etc., and industrial activities such as cooling, processing, drainage and
wastewater from industrial and commercial activities and natural activities
inducing surface runoff.

13.4.2 Emerging Value-Added Products from Waste

 Construction materials
 Biosorbents
 Animal feed
 Electricity
 Biofuels

SAQ 4
(a)What are the emerging value-added products? Name some of them.

(b)What are the different types of wastes utilized in emerging value-added
products?

13.5 Economical Consideration of Value-added Products
13.5.1 Economic Importance of Value-added Products
The farm income and rural growth are enhanced by adding value to the farm
products. An increase in corporate farms possess a threat to local rural farms.
Value-added products create profit and employment for rural bodies.

13.5.2 Farm value versus marketing bill
The marketing bill is the value spread between the farm value and the retail
value. The farm value remains nearly constant whereas, the processing and



marketing costs increase continuously. Value-added products reduce the gap
between the farm value and the retail value thus benefit the producers.

13.5.3 Rates of return on equity
The return on equity for food companies including processing, distribution,
marketing and retailing is high when compared to the production in
agricultural farms. This encourages the producers to become more interested in
capturing revenues and related profits with value-added investments. Start-up
costs can make it difficult to realize a profit during the early years. Producers
must decide how much risk and profit is incurred if the opportunity is pursued
compared to the risk if the opportunity is not pursued.

13.5.4 Food expenditure
Food expenses have remained relatively steady over the past. Consumers are
less sensitive to the price of food than in the past and more willing to pay for
high quality and highly convenient food items. Food purchases are considered
to have an inelastic demand that indicates that changes in prices do not have a
large effect on the quantity demanded (Figure 13.4). Value-added products
targeted to particular consumer desires have the potential to help those
involved in value-adding activities to get higher economic profits.

Figure 13.4: The Inelastic Demand Curve for Food Purchases

13.5.5 Economical Methods to Add Value to Raw Commodities
i) Producers have to sell in open markets for normal distribution channels

of marketing and processing.

ii) Investment in a portfolio of food companies.

iii) Involve in production and marketing contracts.

iv)Producers have to form their own businesses.

13.5.6 Economic Value Added
Economic Value Added or Economic Profit is the residual income technique
that measures the profitability of the projects undertaken.

Economic value added = NOPAT – (WACC * Capital invested)

Where,

NOPAT = Net operating profits after tax

WACC = Weighted average capital cost

https://corporatefinanceinstitute.com/resources/knowledge/finance/profitability-ratios/


Capital invested = equity + long-term debt at the beginning of the
period

13.5.7 Recommendations to Improve Feasibility in Producing Value-
added Products

 Use of appropriate production facility with lower or no cost (church
kitchen, restaurant or co-op kitchen).

 Utilization of student interns and volunteers to reduce labour costs.

 Production of different products to reduce production costs (jams,
jellies or dried produce).

 Engagement of farmer’s market with vendors with varied produce.

 Implementation of the larger producer’s market with more surplus
produce potential.

SAQ 5
(a)What is the economic importance of value-added products?

(b)What are the recommendations to improve feasibility in producing
value-added products?

13.6 SUMMARY

This chapter provides a brief idea about the value-added products. The
difference between conventional and emerging value-added products and the
raw materials utilized for production is discussed. Problems in producing and
utilising conventional value-added products are explained. The economical
consideration of value-added products over the market products is discussed.
The economic aspects are illustrated with figures and the raw materials for
conventional and emerging value-added products are explained and illustrated
in figures.

13.7 KEYWORDS AND DESCRIPTION

Value-added, conventional value-added products, emerging, economic value-
added.

S. No. Keyword Definition
1 Value-added Value addition is the enhancement of a product or

service
2 Conventional

value-added
products

Conventional value-added products are produced
from agricultural and farm products

3 Emerging value-
added products

In emerging products, the raw materials are waste
materials, other unusable materials and
byproducts

4 Economic value
added

Economic value added or economic profit is the
residual income technique that measures
the profitability of the projects undertaken

https://corporatefinanceinstitute.com/resources/knowledge/finance/profitability-ratios/
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