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Fate of the Product Mix of a Firm with a Mandate
to Adopt a Food Quality Metasystem: The Case of
Adoption of the SLSin the Fruit Processing
Sector in Sri Lanka

S. Rajapakse and U.K . Jayasinghe-M udalige

ABSTRACT

This study assesses the impact of a number ofacteaistics
pertaining to fruit processing firms in the Westétrovince in Sri Lanka to
adopt the Sri Lankan Standards (SLS). It hypotkdsdiaat in the presence of
a “mandatory” government regulation to adopt the SSlon the firm, the
decision of the management to “invest” on it witheemoving any of their
major products in the product mix or to exercise‘moduct exit” (i.e.
removing a major product) will depend on factorsctsuas the type of
ownership, recent modifications made to the faciiy introducing modern
processing technologies, other enhanced food safettrols in place,
whether the firm is involved with international rkats, availability of skilled
labour, and annual returns of the firm (adjustedthe number of employees
and major products). The primary data collectedotigh a series of in-depth
personnel interviews with quality assurance managgnd site visits to 36
firms during May to July 2005 were analyzed usinggit Regression
technique. The results suggest that firms that fyothieir facilities, hire
skilled labour, promote exports, and possess otmbranced food safety
controls have a tendency to adopt the SLS withqa#rtal exit. The outcome
of the analysis elaborates that policy makers ntake into account the
business environment of the firm implicitly andlexy in their attempts to
adopt the mandate for the implementation of enhdrfoed safety controls
like the SLS on agri-food processing enterprises.

The authors are, respectively, Graduate Student and Senior Leitutiee
Department of Agribusiness Management, Wayamba Universityi bb8ka.
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Introduction
Role of Regulation on Food Processing Firms

Regulation has become a major element of the emviemt in which
firms operate that constrain their strategic behwaviThe food industry is one
example of this. Marcus (1984) reports three mastegic choices faced by a
firm, in general, in it's response to regulation) tonewalling — where the
firm attempts to ignore or ride out the problemsated by the regulation; (b)
opportunity seeking- where the firm sees the regulation as an oppityttm
gain competitive or other advantages and; (c) aethistrategy — where new
product development and heavy marketing might dtarae firm’s response
— may be in a new area for the firm.

Firms that adapt quickly to new more stringent tatjons gain a type
of ‘first mover’ advantage in the market place, gthhelps it to compete with
others in the industry as these regulations becomwes widely adopted
(Porter and Linde, 1995). According to Rugman andrbéke (1998),
cooperate response of firms to be in compliancé vagulation depends on
the expected economic benefits. They suggest thfstmamay choose to
comply voluntarily to regulation if it is triggeredy “market-based
incentives” such as first mover advantage. Howevar, many cases,
compliance with regulation depends on the strengfththe enforcement
authorities, i.e. “regulatory incentives”. In thase of the food processing
sector, Henson and Heasman (1999) show that emfiertdecould play a very
different role in the regulatory process for agsgisafety of food.

French and Neighbors (1991) identified a numberregulatory
variables affecting the nature of a firm’s reactitm public food safety
regulation. First, the scope of the regulation deiees the products, firms,
and industries affected. Some regulations are dimtited in scope (e.g. a
warning statement on a product label about possielgative effects on
health), whilst certain others can be extensivg. (eanning of an essential
ingredient or mandatory certified training for &bd handlers). Second, the
significance of the regulation refers to its expécimpact on consumers’
perceptions of a product. Firms may reformulatedpobs or even discontinue
them (“partial exit”) if the regulatory change pghe product in a particularly
bad light. Third, the complexity of the regulatariyange has a big impact on
a firm's strategic responses with more complex geaninvolving a
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coordinated response between several functionatarkthe firm. Finally, the

length of the compliance period determines the tfpesponse a firm makes
and the compliance costs it incurs. For legislatolenges that involve
complete overhaul of production processes or revigiw management
processes, a more lengthy compliance period masetaired for a firm to

gain the knowledge and expertise to implement regulations.

Certain regulations and modern trading conditiceasetrequired food
businesses to demonstrate their commitment to fo@dity by establishing an
appropriate program to assure product quality aafgty (Unnevehr and
Jenson, 1999). Such a program should take intauattbe role of business in
the food chain in particular, i.e. whether they gmemary producers,
manufacturers, retailers or caterers. The food iyuamanagement
metasystems such as Hazard Analysis and Criticatr@loPoints (HACCP)
and 1SO 22,000 introduced to the food industry sththerefore be concerned
with four primary elements: (a) meet the expeotstiof consumers; (b) fit
within the strategy of the company; (c) ensure thatompany is clearly
committed to the safety and quality of its produetsd (d) aim for the highest
level of safety and quality achievable in termefthéctiveness and efficiency.

Several other economists have attempted to devetmjels of firm’'s
compliance decisions to government regulation mose general perspective
(Cole and Sommers, 1981; Baron and Baron, 198®telvere some models
that were developed to explore the impact of foafééty legislation on food
processing firms operating in developed countriéas(vell and Johnson,
1991; Henson and Heasman, 1999; Loader and HoBB89).1However, the
interrelationship between the regulatory activitigfs government and the
strategic behaviour of firms is not well recognizedthe food economics
literature in the context of food processing sextnrdeveloping countries.

Food Quality Assuranceand the SLS

Adoption of a food quality assurance system ha®inecan integral
part of the major activities associated with a firifrhe food economics
literature uses a number of different classificatido identify the types of
food quality metasystems. Caswell et al., (1998),eixample grouped those
metasystems into three basic categories, includibgthose “mandated” by
governments through regulatory requirements; (@3¢hadopted “voluntarily”
by companies, and (3) “quasi-voluntary” — thoseuiegfl by such a large
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proportion of the market as to become de factoiredustandards operating
procedure. Albeit with differing origins, most dfese systems share several
common features, including: (a) certification audithey require a periodic
verification by an unbiased third party that césf the company is in
compliance with the metasystem; (b) documentatfgoractices —“write what
you do, and do what you wrote”, and (c) implemeatatand approval
(Holleran et al., 1999).

The increasing application of such systems refldeseconomic and
social incentives faced by individual businesses tiperate within the food
supply chain. Certain of these incentives may bemon to all firms
operating in a particular sector, for example ratuly developments,
whereas others may be business-specific, for exanim requirements of
major customers (Henson and Hooker, 2001). The rdigzaof metasystem
adoption depend on, according to Caswell et a®98), the internal benefits
and costs of adoption to companies, risk managergeats, competitive
advantage that may be gained or maintained in diereesd foreign markets,
and possible gains in system efficiency. Thus, ddition to affecting
operation of the value chain, food quality metasyst are likely to confer
significant marketing advantages on companiesllimgeo final consumers.

In the context of Sri Lanka, the Sri Lanka Standastitution (SLSI)
Act No. 6 of 1984 empowers the SLSI to issue permitémufacturers for
the use of the SLS mark in respect of those comtiegdihat conform to the
relevant Sri Lankan Standards. Primary purposbisfacheme is to convey to
the purchaser a guarantee that the goods havetésted and certified by a
third party independent government institution dnalt these may therefore
be purchased with a reasonable assurance of quality

Manufacturers equipped with the requisite produrctand testing
facilities to carry out basic essential tests coafiply to the SLSI on the
prescribed form in duplicate with the required &gilon fee to obtain the
SLS, where a separate application should be madesdoh commodity
covered by the particular standard. On receiphddigplication, the institution
will arrange a preliminary inspection of the fagtdo examine the testing
facilities available with the applicant and the menin which a Quality
Management System (QMS) is being implemented andn&ure that the
technical demands of the quality of products cafled by the institution
measure up to the SLS. The manufacturers are szhjtordevelop their QMS
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in line with twelve elements prescribed in the “SL&arking scheme
introduced by the SLSI (Directory of Certified Puntls, 2003).

The SLSI will in turn appoint a well qualified aadéam to carry out
an independent audit with respect to the implentemeof QMS and the
capability of manufacturers in producing the comitiesl conforming to the
standard and report to the Permit Committee orsttfe Product Certification
Activities and their recommendations. The Permitm@uttee will study these
recommendations and the license to use the SLS wilirke issued for a 3-
year period, if satisfactory. Once the license Hsen granted, the
manufacturer shall display the SLS symbol on tloelpct (Table 1).

Table 1: The SLS certified product types.
Product Category No of Certified Brands
Based on Type of Commaodity
Food Products 93
Building Materials 50
Electrical Products 31
Soap Powder and Colognes 9
Rubber Products 6
Textile Products 4
On Specific Food Products
Ready - to - Serve Fruit drinks 18
Fruit Syrups, Squashes and 12
Cordials
Jams and Marmalades 8
Fruit Squash Concentrates 2
Jelly Crystals 2
Tomato Sauce 1

Source: Directory of Certified Products of the Sri Lankan @&tesh Institution, 2003

As per the directions issued by the Commissioneintdrnal Trade
under section 6.1(c) of the Consumer ProtectionMatl of 1979, now there
is a regulation that no manufacturer or trader, séfér for sale, or expose for
sale any locally manufactured or locally producedcpssed food products,
such as “ready-to-serve” fruit drinks (SLS 729:1098esh fruit cordials (SLS
214:1985), fruit cordial and syrup concentrates§3130:1985) and synthetic
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cordial (SLS 221:1985), unless such article beaes3LS mark (Directory of
Certified Products, 2003).

The Economic Problem

In regulating the businesses by way of public legjisn, according to
Stigler (1971), governments force them to operatiimvcertain constraints
when the social costs of private market activitg aonsidered great and
government action is needed to mitigate a markdéctle According to
Peltzman (1976), firms may attempt to co-optioresrggulatory process in an
attempt to gain strategic advantage. This can oeduthe level of the
individual firm or the industry through, for exampinterest groups.

In the context of the fruit processing sector inL%inka, an individual
firm operating in this sector may face differemiels of problems with regard
to its decision to adopt the SLS. By adopting th&,Son the one hand, post
implementation issues like difficulty of coveringet SLS compliance costs
may be faced if it does not create significant éase of sales to cover such
costs. If a firm decides not to adopt the SLS ia piiesence of mandatory
requirement to implement it, management of the fiith have to face the
repercussions imposed by the public regulatory démdifor example
temporary or permanent closure of the plant. Alevith that, the affected
firm might face a “market test” in terms of pressuirom their major
customers to abide to high food quality standacdassto remain as a client.
Also, there may be certain restrictions imposedrdlgvant authorities that
prevent exporting their products etc. These patkmtirect and/or indirect
“costs” to the firm that are associated with admptof a QMS may lead a
firm to “exit wholly from the industry” (i.e. plangxit) or remain in the
industry by “dropping those affected products frtme product mix* (i.e.
partial exit).

In the presence of mandatory government regulatiadopt the SLS
for a large number of generic food products (egn,jcordials, chutney, sauce
etc.) that may be produced using the same produéitie simultaneously, a
food processing firm will have to decide whetherctanply or not to comply
with the standards. However, if it decides not tmply, a firm will be

! The “product mix” refers to the number of products the firrquestion produces at
a given period of time.
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“asked” subsequently to obey the government remmatand in turn to
exercise a product or plant ext. The economics céssal with a firm’'s
decision to exit, fully or partially, under thes&camstances have been
examined empirically to some extent from the depetbcountry perspective.
Hooker et al. (2002), for example, examine thisbfgm in the context of
meat processing firms operating in Texas in thetadhiStates of America.
They insisted that restructuring to the facilitydastaff, the required starting
date of implementation, and final date of complate the “HACCP-rule” of
the United States Department of Agriculture (USDvaye largely influenced
small and very small meat processing firms’ exitthgir major products.
Although very small firms incurred higher compli@nzosts than small plants,
there was no evidence to show whether the formegeneral, undergo higher
levels of product exits Antle (1996) reports thainpliance to the mandatory
HACCP regulation in the United States involves gigant start-up costs that
are independent of size of operation and, as dtréka form of regulation
may threaten economic survival of smaller firmsdArson and Leel (2001)
and MacDonald et al., (1996) also suggest tham ftbe various countries
perspective, the rate of survival of small-scaledfgprocessing enterprises in
the presence of mandatory HACCP regulation iscalitiHowever, there are
limited studies carried out from the developing oy perspective on this
particular issue, and there is a paucity of litlematthat used data from the
food-processing sector in Sri Lanka.

M ethods

This section presents the empirical model used xam@e the
economic problem of this study, and the measured tescollect and analyze
data.

Empirical Model

It was hypothesized that in the presence of a “ratg”
government regulation to adopt an enhanced foastysabntrol system such
as the SLS, the management of a firm has two opi{on:

1. The firm can invest it's scarce resources (Witfh opportunity cost)
on the adoption of the food safety and quality emste system
mandated, or

2. It can exercise a product-exit or a plant-exit.
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Consequently, both the human and socio-economicactaistics
pertaining to the management of a firl)) (e.g. age, level of education, and
risk tolerability etc.) and the characteristicsadirm (F;) (eg. size of the firm,
its overall profitability, whether it already posses a quality assurance
system in place that is equivalent to the one mizadday the government, and
whether it has to modify the current facility withodern technologies to
accommodate the new system etc.) will have a gréagact on the decision
of a firm, both implicitly and explicitly, to adomir not the quality assurance
system mandated (in this case, the SLS) (Caswall,e1998).

In fact, in a situation like this, one can suggéstt the influence of
certain characteristics associated with the firrg.(Brm size, profitability) on
this decision can be greater than that caused bymam characteristics” of the
management (i.e. age, level of education). HenswhHeasman (1999), for
example, stated that firm size as one of the migtoitant factors that
describes the differences in the manner in whidividual businesses comply
with new regulation, especially with respect to ianfs decision-making
behaviour at different stages of the compliance@ss. According to Loader
and Hobbs (1999), a small firm with low market powemplies with new
regulation at a later stage in the compliance E®a@nd is more likely to
choose limited or non-compliance as a strategicti@a to such regulatory
requirements compared to a large firm. Considedtghe above, a firm's
decision to “invest” or “exit” D;) can be expressed using the Equation (1)
below, wheres stand for the random error term:

D, =1(l;,F)+g (1)

Using the Equation (1), the following empirical nebdan be derived
to explore the major “firm characteristics” thativiiave an impact on firm’s
behaviour, where the ternf and 4 stand for the intercept and coefficients
of the explanatory variableg £ 1, 2...m), respectively:

D, = B, + B, OWNER+ 3, MOD_FAC+ 3, OTH_ _FSC+
B, EXPORT+ . SKL_LBR+ 3, PER_IDX +¢,
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The dependent variablg; is abinary variable. ThereforeD; = 1 if
the firm in questionif possesses the SLS for all of its major produatshe
product mix. On the other hanD; = O if it “discontinues” one or more than
one of its major products from the production cysilece it has no ability to
adopt the recommended standards for that partiqutadtuct/s (i.e. product-
exit) or totally exit from the industry (i.e. plant-exit) due to the saraason.
The descriptions of explanatory variables usecha model are reported in
Table 2.

The variableOWNER symbolizes type of ownership of the firm
Henriques and Sadorskey (1996), from the Canadissiranmental firms
context show that a firm managed by a single ovameas a family business
was reluctant to administer an Environmental Manag@ System (EMS)
compared to a firm that is managed as a partnédjsimip venture. It was
hypothesized that this phenomenon was true in #se ©f adoption of a
Quality Management System like the SLS. Consequetghdency of a firm
to exercise a product or a plant exit is higher nvlids managed by a single
owner or as a family business. Further, it was kiypsized that a firm that
was maodified recently (i.e. after January 2002)rbglementing modern food
processing technologiedOD_FAQ was in a better position to adopt the
SLS without exiting a product compared to a firnattipossesses a rather
conventional/outdated production technology.

A firm that possesses a QMS that is analogous t® $bLS
(OTH_FSG@, employed skilled labor to handle quality relateork who were
handpicked for the purpos&KL_LBR)and exporting to an other country
directly and/or through another firm in the supphain EXPORT also tend
to adopt the SLS for all of its major products thanfirm that did not
possesses these characteristics. Together with, tties“financial status” of a
firm and its “relative position in the market” witlave a greater impact on its
decision to adopt a quality assurance system (Ah866). The influence of

2 For the purpose of this analysis, any product is coresider be a “major product”
of a firm, if it is responsible for at least 25% of theatsales income of that firm.
For this reason, there may be up to four major productsafagiven firm
(theoretically) each with 25% of sales income.

% In this scenario, a firm will have to remove all of its “nmajwoducts” from the
production cycle that requires the SLS. However, it may nedtadly going out of
business, because firm has an opportunity to move inttuption of certain other
product/s that does not need the SLS certification.
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both of these factors has been explored by means dfdex PER_IDX by
taking into account difficulties associated withllecting of such data (e.qg.
confidentiality and sensitivity of information the competitors) (Table 2).

Table 2: Explanatory variables used in the model

Variables Description

OWNER Type of ownership = (partnership with agreemeimitéd
corporation / otherwise = 1; single owner / fantilysiness =
0)

MOD_FAC  The current facility has been modified within thstlthree
years (after January 2002) by introducing modeatgssing
technologies, where the cost was more than 30%eof t
firm’s sales revenue of that year

(Yes =1; No=0)

OTH_FSC  Availability of other food safety controls in plateat is
audited at least once a year by a third party agéng.
HACCP, ISO 9000, Certified GMP)

(Yes =1; No=0)
EXPORT Exporting to international markets (Yes = 1; No)= 0

SKL_LBR Hiring of new and skilled labour to carry out theesialized
activities such as record keeping, tracing and toang
(more than 10% to the existing cadre = 1; no hiaddr or
less than 10% of the existing cadre = 0)

PER_IDX Performance Index = (Annual turnover of the firdwkerage
annual turnover of the sample) / [(Number of empkxs/of
the firm / Average number of employees in the sanpl
(Number of major products of the firm / Average rnanof
major products of the sample)]

Data Collection and Analysis

The Register maintained by the Department of CeasdsStatistics
in Sri Lanka contains the names of 71 fruit procesdirms located in the
Western Province in Sri Lanka (Table 3). These wgetected as the cases for
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collecting data, since a firm in this sector fates threat of having a system
of SLS in place or to remove that product frompheduct mix.

Table 3: Number of fruit processing firms in the $&n Province in
Sri Lanka
Digtrict Medium & Large Small Firms Total
Firms (Employs< 10)

(Employs> 10)
Number Employees Number Employees Number Employees

Colombo 9 483 16 61 25 544
Gampaha 6 575 28 84 34 659
Kalutara 3 61 9 17 12 78
TOTAL 18 1119 53 162 71 1281

First, a series of telephone calls were made togtiadity assurance
managers and/or owners of these firms in April 26®%9et their consent to
collect data for the analysis. During this conviéosa it was indicated that the
research team wanted to visit the firm to examhee “technology” it uses,
and information pertaining to the human resourdabefirm (both labourers
and management), as well as its relative positiothé market (i.e. financial
and sales).

There were 54 respondents (76%) to these teleplvalis who
expressed their desire to give an opportunity feisét, however, subject to
various constraints. Amongst these 54 firms, howewee entrepreneurs
/management of only 36 firms participated in thevey characterized by an
in-depth personnel interview and site inspectiomied out from May to July
2005. The other 18 firms that expressed their desir participate earlier,
however, indicated that they did not want to pgstite in the study indicating
various reasofis

4 Although every effort was made to get the consent of the rearey of 35 out of
71 firms in the sample that refused to participate in thadysitiwas not successful
since they considered some information were “highly confidergiatf “sensitive
to their competitors”.
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The interviews were supported by a semi-structuredstionnaire,
which was pre-tested using on-site visits to tHirei processing firms. At the
end of coding of data, there were three firms withre than 100 employees
and more than Rs. 10 million annual turnover exetufrom the sample as
they were considered “extreme outliers” as compéveathers in the sample.
Amongst the 33 firms remaining in the samplthere were 20 firms (i.e.
about 60%) with employees less than 10. By takintp iaccount the
dichotomousature of the dependent variable, the Logit Resjpastechnique
(Pampel, 2000; Borooach, 2002) were used to esirtisg coefficients of
variables included in the empirical model.

Results and Discussion
Descriptive Statistics

The average, minimum and maximum values estimated fiumber
of characteristics of firms included in the samate reported in Table 4. It
shows that there was a large variation amongsiirting with respect to these
characteristics. For example, the value of aggeegatnual sales of the
smallest 50% of firms in the sample (i.e. N = 1§swRs. 1,732,615, whilst
that of the largest 50% of firms was Rs. 27,627 @.€6 about 16 times higher
than the smaller category).

Table 4: Descriptive statistics of the sample
Characteristic Unit Average Minimum Maximum
Age of the Firm Years 8.8 0.9 37
Employees Persons 23 2 150
Product Mix Number 25 1 7
Annual Sales Rs. (‘000) 333.7 18.7 7488

Source: Directory of Certified Products of the Sri Lankan &esh Institution, 2003.

® The inferential statistics that used data from 33 firms cacohsidered valid and
reliable, and representative of the total population in the WeBt@vince, since it
satisfies the properties of a large sample, including “unbiasgdnasd
“consistency” (Pampel, 2000).
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The Mean values of the explanatory variables gverted in Table 5.
It shows that about 2/3 of the firms in the samplere managed as a
corporation and/or a partnership with an agreenmésarly 70% of firms have
modified the facility by introducing new equipmehtowever, less than 50%
of these firms have hired a full-time skilled laldorce after January 2002 to
operate this equipment and to manage other rektdvdities. In fact, many
firms have provided short induction training to #edsting work force on the
use of these tools and machines for food procesgiag used materials
available from various sources, including the SirStead of hiring new and
gualified persons to carry out food safety and ipatlated work. The firms
involved with exporting of their products were talaly low (i.e. 27%).
There were less than 10% of firms adopting HACGE® B000 types of food
safety metasystems and/or Good Manufacturing RPec(iGMP) with regular
record keeping.

The results suggest that about 70% of firms thakhasponded to
the survey effectively (i.e. 23/33*100) have alneadmoved at least one of
its major products (i.e. partial-exit) in its prgseof adopting the SLS.
Consequently, all these firms, at least in the tshar, have lost a minimum
25% of their sales revenue once the SLS was impisde About 30% of
these firms were managed by a single owner or fasndy business. There
were about 39.4% and 27.2% firms that exercisedodygt-exit and were
managed by a single person or a family and as tagyahip with agreement
or corporation, respectively, who have modifiedittlpdants to remain in the
market with the other major products. For more t68f&oc of firms in the
sample, the value of the performance index was dmtw) and 1 indicating
that their performances were, in general, belowititeistry average of the
Western Province. Further, there were about 75%5d8d of firms with the
value of performance index falling below and abtiyeespectively, who have
dropped at least one of their products to remaithénmarket as mandated by
SLS.
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Table 5: Estimates of coefficients from Logit reggi®n analysis
Variables Description Mean Estimate
(Standard
Error)
OWNER Partnership with agreement / 0.636 0.1227
limited corporation etc., but not sole (0.1310)
proprietorship / family business
MOD_FAC Facility has been modified after 0.667 0.0706***
2002 (0.0311)
OTH_FSC  Other enhanced food safety controls0.091 0.0514**
in place (0.0253)
EXPORT Exporting to international markets 0.242 0.0967**
(0.0456)
SKL_LBR Hiring of new and skill labor 0.424 0.1287***
(0.0675)
PER_IDX Performance Index 1.589 1.1236*
(0.0562)

Note: *** ** and * denote the significant level of 0.01L08 and 0.10, respectively
Estimates of Coefficients

The outcome of the Logistic Regression analysiswshthat the
model was significant at 5% probability level. Thdjusted R-square of the
model was 0.67 indicating that a number of otheiabdes excluded from the
analysis, including human characteristics suchgesamd education level of
the management can have a significant impact inmésfdecision to adopt an
enhanced food safety control such as the SLS.

Amongst the six independent variables included hia thodel to
describe firm characteristics, there were only twariables, namely
MOD_FAC and SLK_LBR,significant at the probability of 0.01 (Table 5).
This suggests that recent improvements to the jptamufacility and hiring of
skilled labor to operate these equipment and otkkEted activities were
considered to be the most important factors afigcéidoption of the SLS in a
firm. Two other variables, namel®TH_FSCand EXPORTwere significant
at the probability level of 0.05, and another (RER_IDX at 0.10. This
indicates that firms that adopt certain food safmgtrols of which standards
are more or less similar to the SLS and those raelvith exporting of their
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products to international markets, in general, havendency to adopt the
SLS without exercising a product exit. These raswiere in line with Hooker
et al., (2002).

Interestingly, the performance of a firm measureditérms of an
index that takes into account annual turnover, remmif products and
employees in the firm only shows a marginal impaat this decision.
Moreover, the management style, i.e. whether it avéamily business and/or
managed as a single proprietorship and/or a caipar&as no significant
impact on this behaviour.

Conclusions and Poalicy Implications

This study examined empirically the impact of maimdpa food
safety and quality metasystem (the SLS) on theilitiglof a firm, i.e.
whether it can remain in the market without exititegmajor products from
the product mix (product-exit) or going out of therket (plant-exit). The
results are based on the process of adoption @ltisein the fruits processing
firms located in the Western Province in Sri Lanka.

The results show that a majority of firms had tmose at least one of
their major products from the product mix that lgbtuabout 25% decrease of
its annual sales in an attempt to comply with tlandatory public regulation.
It reveals that a number of firm specific charastars, including the recent
modifications made to the firm and availability sfilled labor to a larger
extent and other advanced food safety controls lacep dealing with
international markets, and financial status of fihm to some extent have a
significant impact on these firms, in general, émain in the market without
exercising a product or plant-exit. All these sugjgbat those firms that can
invest on new equipment and hire skilled laboresded and possess secured
local and international market were in a winningigon with the mandatory
regulation to implement the SLS.

It provides certain implications to formulate apmiate policy
aiming assurance of higher food safety and qudiitty consumers and
securing a profitable and sustainable business ramwvient for food
processors. The outcome highlights the importariagiving sufficient time
for firms for full compliance with the regulatioaspecially in the cases where
a small firm with a relatively small product mixlisdmave to remove one of its
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major products from the product mix. To avoid ciregtan unfavorable
market environment by these firms, for example ristwalling” by small
firms and “opportunity seeking” by large firms, tmegulatory authorities
should therefore develop a more market-friendlyiramment for these firms
characterized by provision of accurate informatitnajining and technical
support, and low interest credit facilities to irope the facilities to comply
with the new regulation.
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