CHAPTER 2

AGRICULTURAL MARKETING SYSTEM

2.1 INTRODUCTION

Agricultural marketing system, though defined in varied ways, but for the purpose of this report, is defined in broadest terms, as physical and institutional set up to perform all activities involved in the flow of products and services from the point of initial agricultural production until they are in the hands of ultimate consumers. This includes assembling, handling, storage, transport, processing, wholesaling, retailing and export of agricultural commodities as well as accompanying supporting services such as market information, establishment of grades and standards, commodity trade, financing and price risk management and the institutions involved in performing the above functions. 

Current agricultural marketing system in the country is the outcome of several years of Government intervention. The system has undergone several changes during the last 50 years owing to the increased marketed surplus; increase in urbanization and income levels and consequent changes in the pattern of demand for marketing services; increase in linkages with distant and overseas markets; and changes in the form and degree of government intervention. There are three important dimensions of an agricultural marketing system. These are market structure, conduct and performance. Market structure determines the market conduct and performance. The structural characteristics govern the behaviour of marketing firms. The market structure has never remained static but kept on changing with the changing environment. Structure of agricultural produce markets varies from commodity to commodity and has been influenced by the intervention of the government.  An important characteristic of agricultural produce markets in India has been that private trade has continued to dominate the market. With the large quantities required to be handled by the private trade, the size and structure of markets over time have considerably expanded. Around two million wholesalers and five million retailers handle the trade in food grains. Apart from traders, processors also play an important role as they also enter in the market as bulk buyers and sellers. 

Agricultural development continues to remain the most important objective of Indian planning and policy. The experience of agricultural development in India has shown that the existing systems of delivery of agricultural inputs and marketing of agricultural output have not been efficient in reaching the benefits of technology to all the sections of farmers. The timely, quality and cost effective delivery of adequate inputs still remains a dream despite the marketing attempts of the corporate sector and the developmental programmes of the state. Also, the farmers are not able to sell their surplus produce remuneratively. There is plenty of distress sales among farmers both in agriculturally developed as well as backward regions.  There are temporal and spatial variations in the markets and the producers’ share in consumers’ rupee has not been satisfactory, except for a few commodities. In fact, in some commodities like potato in some regions in India, producers end up making net losses at the same time when traders make substantial profits from the same crop. However, it needs to be recognized that producers’ relative share in the final price of a product certainly goes down with the increase in the number of value-adding stages, and therefore, cannot be used as an indicator of a market’s efficiency or inefficiency. Nevertheless, the other aspects of the market performance like absolute share of the producer in terms of remunerability, fluctuations in prices across seasons, large spatial price differences and lack of proper market outlets itself, are the issues which have become increasingly crucial in the present context. There are structural weaknesses of agricultural markets like unorganized suppliers as against organized buyers, weak holding capacity of the producers and the perishable nature of the produce in the absence of any storage infrastructure. In the presence of these characteristics of the market, the rural producers cannot simply be left to fend for themselves so far as marketing of their produce is concerned. And if the marketing system does not assure good returns to producers, not much can be achieved in the field of product quality and delivery which are critical for processing and manufacturing sectors. In the environment of liberalization and globalisation, the role of the state in agricultural marketing and input supply is being reduced, and an increasing space is being provided to the private sector to bring about better marketing efficiency in input and output markets. On the other hand, processors and/or marketers face problems in obtaining timely, cost effective, and adequate supply of quality raw materials. 

Agriculture in India still engages about 58 percent of the work force and contributes about a quarter of the GDP. A very large majority of the farmers/cultivators belongs to the category of small and marginal holders. The number and proportion of such holdings have been growing over time. They constituted 68 percent of the total operational holdings in 1971-72 but their proportion increased to 80 percent in 1995-96. The area cultivated by them has grown from 24.01 percent of the total in 1971-72 to 34.3 percent in 1991-92. On the other hand, the number of farms in the largest category declined and the average size of the largest category was falling. The average size of operational holding has been declining since the 1960s. However, a redeeming feature is that small farmers (including landless) have higher livestock ownership (60-80 % of all livestock population) including cross-bred cattle. Dairying accounts for more than 50 percent of the household income of the landless and 30 percent of that of the marginal and small landholders. 

Small farms produce 41 percent of India’s total grain (49% of rice, 40% of wheat, 29% of coarse cereals and 27% of pulses), and over half of total fruits and vegetables despite being resource constrained. Their contribution to incremental wheat and rice production during 1971-1991 was even higher (62% and 48% respectively). The marginal holdings have higher cropping intensity compared with that of the small, medium and large farmers, mainly owing to higher irrigated area as percentage of net sown area. The small and marginal farmers are certainly going to stay for long time in India though they are going to face a number of challenges. Therefore, what happens to small and marginal farmers has implications for the entire economy and people’s livelihoods. But, they can adequately respond to these challenges only if there is efficient marketing system for handling their small surpluses. Otherwise, they will only be losers in the process of globalization and liberalization. The viability of the small holdings is an important issue and promoting agricultural diversification towards high value crops through an efficient marketing system is argued to be one of the means through which this can be achieved.

2.2
MARKETING CHANNELS 

Agricultural commodities move in the marketing chain through different channels.  The marketing channels are distinguished from each other on the basis of market functionaries involved in carrying the produce from the farmers to the ultimate consumers.  The length of the marketing channel depend on the size of market, nature of the commodity and the pattern of demand at the consumer level. The marketing channels for agricultural commodities in general can be divided into four broad groups as: 

(i) Direct to consumer;

(ii) Through wholesalers and retailers;

(iii) Through public agencies or cooperatives; and

(iv) Through processors.

Although the quantities moving in these channels vary with commodity and from state to state, but general features of these channels are as follows: 

(i) The proportion of marketed surplus going directly from the farmers to consumers continue to be small (around one or two per cent) and has decreased over the years due to the increase in marketed surplus, shifting of processing activities from consumer to the processors and increase in the demand for processed, packed and branded products.  As the price received by the farmer in this channel is higher (both in absolute term and as a proportion of consumer’s price) than others, government is encouraging direct marketing by the farmers through such schemes as Apni Mandi, Rythu Bazar, etc. 

(ii) The private sector handles around 80 percent of the marketed surplus of agricultural products.  The quantity of agricultural products handled by the government agencies has been about 10 per cent of the total value of marketed surplus.  Further, around 10 per cent marketed surplus was handled by the producers or consumers cooperatives.  

(iii) The main functionaries in the marketing channel for agricultural commodities include village traders, primary and secondary wholesalers, commission agents, processors and retailers including vendors.  Public agencies, farmers’ cooperatives and consumers’ organisations also perform many marketing functions. 

(iv) Marketing channels for various cereals in India are more or less similar except for rice where processing is an essential activity. 

(v) 
Government intervention in purchase of agricultural commodities under minimum support price programme, procurement of foodgrains, market intervention scheme (MIS), monopoly purchase, open market purchases of commodities by NAFED, CCI, JCI and state oilseed federations, have been in existence for many years. The quantity of commodities purchased by public agencies depended on the objectives of the intervention. The entry of public and cooperative agencies altered the existing marketing channels and also their importance in terms of quantity marketed through them. The basic objective of entry of these agencies is to safeguard the interest of producer-farmers along side providing food security to consumers through operating a public distribution system.

(vi) 
With the intervention in the purchase and distribution of foodgrains (especially rice and wheat), government purchase agency (Food Corporation of India) entered as an important market functionary in the trade of cereals. Fair price shops also came as retail outlets for distribution of cereals to targeted sections of population. Cooperatives have also assumed importance in the marketing channel with the encouragement to producers or consumers cooperatives. In the case of sugarcane, cooperative sugar factories play a dominant role from the point of view of quantity of sugarcane handled. Cotton Corporation of India and Jute Corporation of India along with the state level cooperative federations, are now the important buyers of fibre crop products from farmers. 

2.3 
DIRECT MARKETING - FARMERS MARKETS 

Direct marketing by farmers is being encouraged as an innovative channel.  Some examples of these channels are Apni Mandi, Rythu Bazars, and Uzhavar Sandies. These channels are mostly adopted in sales transactions of agricultural commodities like fruits, vegetables and flowers which are highly perishable. In this channel, the produce move quickly from farmers to consumers due to lack of middlemen. If farmers directly sell their produce to the consumers, it not only saves losses but also increases farmers’ share in the price paid by the consumer.  
Farmers’ Markets were introduced with a view to eliminate the middlemen and arrange facilities for the farmers to sell their produce directly to the consumers at reasonable rates fixed every day. On account of the scheme, both the farmers and the consumers are benefited.  

2.3.1 Apni Mandies in Punjab and Haryana 

Punjab’s and Haryana’s Apni Mandi (Our Market), established in the mid-1990s, were the first ones directly linking vegetable producers and consumers. Farmer-producers bring the produce for sale directly to the buyers or consumers. The Agricultural Produce Market Committee of the area where Apni mandi is located provides all necessary facilities like space, water, shed, counters and weighing balances

2.3.2 
Rythu Bazars in Andhra Pradesh

The Rythu bazars were initiated by the Government of Andhra Pradesh on January 26, 1999. The number of Rythu Bazars have increased from 49 to 102 and now cover nearly 40,000 farmers of 2,800 villages with in a span of  nine months in all the district head-quaters and important cities in Andra Pradesh. Rythu Bazars are located on government lands identified by the District Collectors. The locations are decided in such a way as are convenient to both for the farmers and consumers. The criteria for opening of new Rythu Bazars are the availability of atleast one acre of land in strategic location, and identification of 250 vegetable growing farmers including 10 groups. The price fixation in Rythu Bazars is through a committee of farmers and the Estate Officer. Adequate care is taken to fix the prices realistically. If the prices in Rythu Bazars are higher than the local market rate, there is no incentive to consumers. And if the prices fixed are lower than the wholesale market rates, there is no incentives to farmers. The prices in Rythu Bazars are generally 25 percent above the wholesale rates and 25 percent less than the local retail price. The maintenance expenditure of Rythu bazaars is being met from the financial sources of Agricultural Produce Market Committees. 

2.3.3 
Uzhavar Santhai in Tamil Nadu

Within a year, 95 Farmers’ Markets were established, and reached a total of 102 by the 31st March 2001. However, with assembly elections in October 2001 and a change in government, no more Farmers’ Markets were opened, and eighteen have been closed because of low efficiency. Reasons for this include a daily vegetable inflow of less than 200 kg, low number of customers and low number of participating farmers. Farmers’ Markets are under the administrative control of the State’s sixteen Agricultural Marketing Committees, which in turn are part of the Department of Agricultural Marketing. The Committees are also responsible for the administration of Regulated Markets, where farmers sell directly to traders without the intermediary of commission agents and under a tender system supervised by Committee officials. Regulated markets also offer storage facilities to producers, to whom an advance is paid once the produce is deposited. Regulated markets deal with a predetermined list of commodities and especially food grains and other non-perishable items. With regard to the Farmers’ Markets, the Committees are responsible for their overall administration.

All Farmers’ Markets open at 6.30 in the morning, and usually close at 2.00 in the afternoon, although marketing committee staff remains until 5PM to complete all the paperwork. A notable exception is Maharaja Nagar Farmers’ Market in Tirunelveli, which is open until 7.00 in the evening. This allows farmers to bring in their produce twice a day, and has therefore attracted larger farmers, who would otherwise find it difficult to dispose of higher volumes of produce in Farmers’ Markets.

The price of the vegetables is fixed each day by a committee including Marketing Committee officials and farmers’ representatives. Committee members collect prices in the central and retail markets before 3.00 in the morning, and by 6.30 the maximum selling prices in the Farmers’ Market are fixed at 15 to 20 percent over the night sale price at the central market, and 20 percent below the price in the retail markets – whichever is higher. Farmers are not permitted to sell above the maximum price, although they are allowed to sell at a lower price. Prices are displayed on a blackboard at each stall, and staff constantly monitor that they are respected. Farmers also get good quality seeds and other inputs in the market itself.  

2.3.4 
Krushak Bazaars in Orissa

Government of Orissa established 40 Krushak Bazaars in the state in 2000-01. Government provides incentives for the purpose which include one or two acres of government land with all the infrastructure in the identified urban/semi urban area. The farmers are identified and provided with photo identity cards to operate in the market. The identified farmers are supplied with required inputs for vegetable production. In addition, storage and public utility facilities are also provided. The price in the Krushak Bazaar is determined taking whole sale price and retail market price of different products in the respective markets. The comparison of prices in wholesale, Krushak Bazaar and retail market indicate that the prices were 4 to 41 percent higher in Krushak Bazaar than the wholesale market price. However in case of retail market, the prices were lower by 10 to 32 percent in the Krushak Bazaar. The price fixation process rarely involved farmers in the decision making. The participating farmers found price fixation faulty not accounting for quality differences, inappropriate locations of market and lack of proper infrastructure. Beside, these markets are being dominated by non-farmers. 

2.3.5 
Hadaspar Vegetable Market in Pune

Hadaspar vegetable market is a model market for direct marketing of vegetables in Pune city. This sub-market yard situated 9 kms away from Pune city belongs to the Pune Municipal Corporation and fee for using the space in the market is collected by the Municipal Corporation from the farmers. This is one of the ideal markets in the country for marketing of vegetables. In this market, there are no commission agents/middlemen. The market has modern weighing machines for weighing the products. Buyers purchase vegetables in lots of 100 kgs or 100 numbers. The produce is weighed in the presence of licensed weighmen of the Market Committee and sale bill is prepared. The purchasers make payment of the value of produce directly to the farmer. The purchaser is allowed to leave the market place along with the produce after showing the sale bill at the gate of the market.  Payment is made in cash. Disputes, if any, arising between buyers and sellers are settled by the supervisor of the Market Committee after calling the concerned parties. The Market Committee collects one per cent sale proceeds as market fee for the services and facilities provided by the Committee to the farmer-sellers and buyers.

A common problem faced by the direct market systems is the infiltration of the bazaars by middlemen in the guise of farmers. Though identity cards have been introduced and there are periodical checks, the problem still persists in many bazaars. 

2.4 
COPERATIVE MARKETING

A marketing organization is more than a sales agency, and typically performs an array of functions involved in reaching a product from the producing point to the consuming point, whether raw, semi-processed, or processed. This process of moving product from farm gate to the consumer is one of adding value in terms of time, place and/or form utilities. Cooperatives have been argued to be one of the best systems in agricultural produce marketing and processing especially in situations of market failure which obtain very often in agricultural markets and that too in agrarian economies. Cooperatives could also be organized when producer members would like to corner a larger part of the returns associated with the value adding process, through better coordination of supply with demand. While cooperatives perform a variety of marketing functions, they are no different from what must be performed by other types of business organizations. They are not unique in the functions they perform, but in the manner and philosophy in which they are performed. 

The cooperatives have been successful in processing of sugar, paddy, milk and cotton. There are 203 sugar cooperatives which produce nearly 55 percent of the total sugar production in India with the remaining being produced by private (197) and public sector mills. Similarly, more than 87,000 dairy cooperatives federated into 187 district level cooperatives and 27 state level federations working with 87 lakh milk producers have been important players in the milk marketing business. There are 173 cooperative spinning mills accounting for 22 percent of yarn and fabric production, and 431 ginning and pressing cooperatives accounting for 12 percent of all units and 21 percent and 18 percent of all gins and presses. Besides, there are 13, 000 fisheries co-operatives in India (The ET Knowledge Series – Rural Economy 2002-2003). The main reasons for the success of this segment of the processing sector have been the focus on value addition and, therefore, high returns to producing members, functional vertical integration, high participation of members, and professional management and leadership. The number of foodgrains, fruits/vegetables and plantation crops processing cooperatives is shown in Table 2.1. 

2.4.1 
Sugar Cooperatives

Sugar is India’s second largest agro-processing industry, with around 400 operating mills as of March 2005. The 203 cooperatives are a dominant component of the industry, accounting for over 56% of the total capacity of around 19 mt per annum of sugar. Of the 203 cooperatives, nearly 83 (or 41% of total cooperatives) are concentrated in Maharashtra, followed by UP with 28 mills. Of the 197 non-cooperative and/or private sugar mills, nearly 78 (or 40%) are located in UP, followed by TN, AP, and Karnataka (Table 2.2).  

Table 2.1

Status of Other Agri-Processing Cooperatives in India
(1999-2000 and 2000-2001)

	Particulars
	2000-2001
	1999-2000

	No. of Food Grains Processing Units
	690
	684

	No. of Rice Mills
	597
	597

	No. of Dal Mills
	76
	76

	Others (Flour Mills, Barley, Husk, Maize, Cattle, Feed)
	17
	13

	Number of Oil Mills (Installed)
	140
	139

	Fruits and Vegetable Processing Units
	127
	127

	Plantation Crops (Tea)
	23
	23

	Coffee
	6
	6

	Cashew
	3
	3

	Rubber
	27
	26

	Cocoa
	6
	6

	Copra
	6
	6

	Isabgol
	1
	1

	Strawboard
	1
	1


Source: www.indiastat.com/india/ShowData.asp?secid=333002&ptid=104626&level=4 

accessed on october 5, 2006
Table 2.2

State-wise Distribution of Cooperative and Other Sugar Mills 2005 

	States
	Cooperatives
	Others
	Total

	
	Number of

factories
	Installed

capacity
	Number of

Factories
	Installed

capacity
	Number of

Factories
	Installed

Capacity

	AP
	8
	192
	26
	716
	34
	908

	Gujarat 
	17
	1,071
	0
	0
	17
	1,071

	Haryana
	10
	353
	3
	198
	13
	551

	Karnataka
	16
	551
	21
	908
	37
	1,459

	Maharashtra
	82
	6,468
	20
	511
	102
	6,978

	TN
	14
	546
	20
	979
	34
	1,524

	UP
	28
	784
	78
	3,753
	106
	4,537

	Uttaranchal
	4
	133
	6
	279
	10
	412

	Punjab 
	12
	405
	8
	279
	20
	684

	Others 
	12
	182
	15
	678
	27
	861

	Total 
	203
	10,684
	197
	8,302
	400
	18,985


The cooperative is defined by a fixed command area. This is the area from which it is allowed to collect and process sugarcane. The farmers who own land in this area are its potential members. In the cooperative sector, each cooperative sugar mill is jointly owned by the growers in the local area and owns crushing and processing facilities that convert raw sugarcane, collected from its grower-members, into finished sugar. This sugar is sold on the market, and the resulting revenues, net of collection and processing costs, are distributed among the growers. In principle, these revenues are supposed to be paid out to the growers as a uniform price for the cane so that each member’s share is proportional to the amount of sugarcane delivered. However, in practice, members who are powerful within the cooperative are reported to capture more than their fair share of the revenues. 

The cooperative sugar mills sector, especially in Maharashtra and Gujarat, has been set up with the encouragement and support of the state government since the 1950s. An important reason for the setting up of cooperatives was the local buying power of a sugar-processing mill with respect to sugarcane growers. This buying power stems from economies of scale in collection and refining and the need to crush sugarcane very soon after it is harvested and would not exploit this monopsony (single buyer) power. This expectation, combined with the desire to avoid possible inefficiencies stemming from competition between different sugar mills, motivated the creation of the zone-bandi (closure) system. In this system, each cooperative is effectively given monopsony power (by making it illegal for cooperative sugar mills to buy cane outside) over its command area, which covers a fixed radius around the factory. As things stand now, there is little scope for competition – factories are usually spatially separated in such a manner that most growers would incur substantial transport costs in delivering outside their own command area. Entry of new cooperatives is tightly regulated by the government. 

The sugar manufacturing industry is highly fragmented with none of the players having a market share greater than 3 percent. Although cooperatives account for around 43 percent of the total production in the sugar industry, their share has gradually declined (Table 2.3). 

Table 2.3

Number of Sugar Mills, Installed Capacity and Production of Sugar in India

	Year
	2000
	2001
	2002
	2003
	2004
	2005

	Number of Factories
	423
	436
	434
	453
	422
	400

	Cooperatives 
	251
	259
	250
	269
	235
	203

	Others 
	172
	177
	184
	184
	187
	197

	Installed capacity(thousand tonnes)
	16,181
	16,820
	17,685
	17,498
	18,802
	18,985

	Cooperatives 
	9,069
	9,286
	9,985
	10,182
	10,694
	10,684

	Others 
	7,112
	7,535
	7,699
	7,316
	8,109
	8,302

	Production (thousand tonnes)
	18,200
	18,511
	18,528
	20,145
	13,546
	12,691

	Cooperatives 
	10,369
	10,499
	9,408
	10,164
	6,015
	4,653

	Others 
	7,831
	8,012
	9,120
	9,981
	7,531
	8,038

	Capacity Utilization (%) 
	112.5
	110.1
	104.8
	115.1
	72.0
	66.8

	Cooperatives 
	114.3
	113.1
	94.2
	99.8
	56.2
	43.6

	Others 
	110.1
	106.3
	118.5
	136.4
	92.9
	96.8


2.4.2 
Dairy Cooperatives

The Kaira District Cooperative Milk union limited, popularly known as Amul, was the first producer owned dairy organized in 1946. This milk union has proved that dairying can be best conducted if production, processing and marketing are operated by the farmers themselves. The dairy cooperatives are organized with a three-tier structure. This structure evolved by the National Dairy Development Board is known as the ‘Anand pattern’. The system enables the producers to get the benefits of the efficiencies of large scale business through professional management, modern techniques and marketing. It has direct impact on the milk production of the small farmers. It is widely experienced that the milk cooperatives, both at the district level owing to modern processing plant and at the village level supplying milk to district units for processing, can be run profitably with the help of professional management. Th status of dairy cooperatives is shown in Table 2.4 and 2.5. 

The total number of dairy cooperatives in India is 103305. Out of which 96206 are under the Anand pattern. The government has 13.8 percent participation in the share capital. During the year 2004-05, cooperative milk procurement crossed 20 million tones per day, a 15 percent increase over the previous year. However enhanced milk procurement was not matched by liquid milk marketing which rose by only about 5 percent. Over the years NDDB has invested about 19,600 million in building cooperative capacities in various states. Cooperatives have developed their respective brands - Amul, Nandani, Avin, Vijaya, Milma, Parag, Saras, Verka, Vita, Sudha among them and expanded their business with turnover reaching an impressive Rs 110,000 million. In recent years the largest co-operative brand Amul, has moved beyond National milk products marketing by aggressively entering local liquid milk markets, the core business of most other cooperatives.

Table 2.4

State-wise Performance of Primary Dairy Cooperatives (2000-01)

	State/UTs
	Number of Societies
	Membership
	Milk Procured (value)
	Total

Sales

	Andhra Pradesh 
	5167
	734000
	1260.00
	1260.00

	Arunachal Pradesh
	12
	1000
	25.00
	28.00

	Assam
	513
	21831
	N.A.
	-

	Bihar
	3525
	184000
	10.40
	10.56

	Gujarat 
	10679
	2147000
	142396.00
	150824.00

	Haryana
	3318
	185000
	3979.58
	4179.23

	Himachal Pradesh 
	288
	20000
	435.58
	492.48

	Jammu & Kashmir 
	-
	-
	-
	-

	Karnataka 
	8516
	1861000
	10491.34
	13280.97

	Kerala 
	2781
	637000
	-
	14007.20

	Madhya Pradesh 
	4877
	242000
	6999.37
	12208.80

	Maharashtra
	21064
	1572573
	88865.00
	88865.00

	Meghalaya
	51
	9936
	1.85
	126.68

	Manipur 
	323
	12126
	-
	-

	Mizoram
	51
	1208
	1.77
	1.77

	Nagaland 
	112
	4480
	-
	-

	Orissa
	1412
	111000
	171.00
	179.00

	Punjab
	6823
	390000
	33106.48
	33433.12

	Rajasthan
	5900
	436157
	22451.00
	5463.79

	Sikkim
	174
	5000
	138.31
	228.47

	Tamil Nadu
	9931
	2114000
	-
	10085.72

	Tripura
	101
	5571
	25.62
	22.13

	Uttar Pradesh 
	15648
	649000
	30214.10
	36927.21

	West Bengal 
	1719
	126049
	18.91
	116.78

	Andaman & Nicobar Islands 
	15
	562
	-
	-

	Delhi
	43
	565
	-
	9.01

	Goa , Daman & Diu 
	-
	-
	-
	-

	Lakshadweep
	92
	47405
	2178.71
	2423.95

	Pondherry 
	-
	-
	-
	-

	Chandigarh 
	7
	151
	-
	-

	Dadra & Nagar Haveli
	162
	18049
	1284.05
	4355.64

	India 
	103305
	11536704
	344054.07
	378529.51


Source: www.indiastat.com/india/showdata.asp?secid=333249&ptid=104624&level 

accessed on october 5, 2006

Table 2.5

Status of Dairy Cooperatives in India (1999-00 and 2001-02) 

	Particulars
	2001-2002
	1999-2000

	Number of Dairy Cooperatives
	103305
	101427

	Of which Anand Patterns Dairy Cooperatives
	96206
	84289

	Membership Total (in Million)
	11.5367
	12.9085

	Membership of Anand Pattern
	10.738
	10.608

	Women Membership (in Million)
	2.334
	-

	Share Capital
	Rs.2795.3
	Rs.2421.3

	Govt. Participation in Share Capital
	13.8%
	15.6%

	Working Capital
	Rs.14667.8
	Rs.10912.3

	Assets
	Rs.10071.3
	Rs.7285.8

	Reserves
	Rs.
	Rs.1623.9

	Turnover (Total)
	Rs.5957.9
	Rs.58922.3

	Average Milk Procured per Days (' 000 Lt.)
	16504
	15877

	Number of Milk Sheds (Unions)
	176
	176

	Total Milk Produced by Cooperatives (' 000 Lt.)
	6023960
	5795105

	Liquid Milk Marketed per Day (' 000 Lt.)
	13363
	12964

	Milk Powder (SMP) Production (MT)
	120786
	53613(SMP)

	Whole Milk Power (WMP) Production (MT)
	-
	11728(WMP)

	Baby Food Production (MT)
	-
	27067

	Table Butter Production (MT)
	89517
	29927

	White Butter Production (MT)
	-
	35281

	Whole Milk Power (WMP) Sold (MT)
	120786
	9624

	Skim Milk Power (SMP) Sold (MT)
	-
	42728

	Ghee Production (MT)
	85384
	51058

	Balanced Cattle Feed Production
	1089673
	-

	Processing Capacities (' 000 Lpd)
	29000
	26500

	a. Rural Dairies
	-
	20450

	b. Metro Dairies
	-
	725

	Milk and Milk Products Sold*
	Rs.37852.9
	Rs.30962.6


2.4.3 
Oilseed Cooperatives 

Among the variety of schemes to foster the modernization of oilseed production, marketing, and processing, the Oilseed Growers Cooperative Project (OGCP) came first. Launched in 1979/80 in an effort to duplicate dairy cooperatives' production achievements under Operation Flood, OGCP's implementation was a responsibility of the National Dairy Development Board (NDDB). By 1994/95, it had created a network of 5,513 oilseed growers' cooperative societies with about one million members in 18 cooperative unions/federations. Cooperatives were to provide a market outlet for farmers' output and serve as a medium for delivering farm inputs and support services, such as credit, improved seeds, fertilizer and extension. Operating as fully integrated units, by 1994/95 the cooperatives had established a combined oil crushing capacity of 3,310 mt per day (1.8% of the national total), could solvent-extract 1980 mt of oil per day (2.1% of India's capacity), and could refine 733 mt per day (18% of the total.). The cooperatives' storage capacity reached 170,000 mt for oilseeds and 277,000 mt for oil during the same period.

Cooperatives, in spite of their exemptions from regulatory barriers and public financial support, have failed to play a significant role. Consequently, storage is made unnecessarily costly by being scattered over a multitude of small operators, who have little access to modem storage facilities and to formal sources of credit. The high costs of storage, unreflected in seasonal price fluctuations, show up in the high crushing margins, and in lower prices to oilseed growers. Farmers, in effect, bear the brunt of a policy initially designed to protect them from hoarding. Storage limits also have a downstream impact on processors; they limit the capacity of oilseed suppliers to purchase, store, and mix seeds of differing oil content to achieve precise quality requirements. The only exception lies in the support provided to farmers who can use storage facilities built with mandi fees, but only for a few days until the actual sale of the produce.

The Technology Mission on Oilseeds (TMO) launched in 1986, among various other things included the promotion of both cooperative and private sector involvement in oilseed processing activities. But cooperative processing units account for only a small share of total crushing capacity and a slightly larger share in refining capacity. They account for 1.8 percent of expelling capacity, 2.1 percent of solvent extraction capacity and 18 percent of refining. Cooperatives were given preferential treatment – such as exemption from SSI reservation, controls under the EC Act, and the RBI's Selective Credit Control Policy) over their private sector competitors. As such, it was expected that they would perform in a superior manner relative to private processors. However, in spite of their exemption from the Selective Credit Control Policy, oilseed processing cooperatives suffered from lack of access to working capital. With the exception of co-operatives in Madhya Pradesh, which received working capital finance as a result of state government intervention, other cooperatives simply lacked the working capital to buy seeds with which to utilize their capacities. As a result, the impact of cooperatives on the oilseed marketing and processing has been correspondingly limited. 

2.5 FARMERS ORGANIZATIONS IN MARKETING 

Inefficient marketing system has lead to an avoidable waste of around Rs 50127 crores. A major part of this can be saved by introducing scale and technology in agricultural marketing. Milk and eggs marketing are two success stories of role of scale and technology in marketing. The extent to which the farmer-producers will benefit (out of saving of avoidable waste) depends on the group-marketing practices adopted by the farmers. In this sense, farmers’ organizations need to be promoted for undertaking marketing activities on behalf of the individual members of the group. While looking at the options for promoting marketing based farmers’ organizations, cognizance of existence of the following three groups of organizations needs to be taken: 

(i) There is a network of farmers’ cooperative organizations promoted during the last five decades. These include national level cooperatives (NAFED, TRIFED); state level general and commodity specific organizations, and primary level marketing and credit societies. Primary level marketing cooperatives have mainly remained preoccupied with input supply rather than output marketing. The PACS at the village or cluster level mainly handled credit and inputs rather than output. Nevertheless, in some states (Gujarat, Maharashtra) and for some commodities (milk, oilseeds, sugarcane), cooperatives have played an important role in output marketing also. 

(ii) During the last two decades, a large number of self-help groups (SHGs) have emerged in the country. A nation-wide programme to link SHGs to the banking system was launched in 1992. Currently, there are three types of SHGs viz. (a) formed and financed by banks; (b) formed by other agencies but financed by banks; and (c) financed by banks using NGOs. Up to March 2004, there were 10.8 lakh SHGs linked to the banks and 90 percent of these were women groups. However, micro-finance programme did not explicitly target the agricultural sector. Extending SHG programme to farmers will require internalization with PACS, which may not be easy. 

(iii) In recent years, Krishi Vigyan Kendras (KVKs) and other organizations have formed commodity based farmers’ clubs, which is a good initiative. NABARD has organized 13664 farmers’ clubs up to March 31, 2005. 

Promotion of such organization should be assisted or helped to create basic infrastructure for their effective functioning. This could even include, assistance for professional management. Some examples of successful farming organization models are discussed here. 


2.5.1 
 MahaGrapes

MahaGrapes came into existence in 1991. It owes its origins to the Maharashtra State Agricultural Marketing Board (MSAMB). MahaMangoes and MahaBanana were also set up subsequently in mangoes and bananas respectively. The objective of the MSAMB was to promote the marketing of fruits by assisting farmers technically and financially and linking them to new domestic and international markets. The creation of MahaGrapes is unique in other ways, as it is the first of its kind to make use of a special provision under section 20(1) of Maharashtra Cooperative Act. This section came into force after an amendment in 1984, which allowed cooperatives to associate with other sectors of the economy as well. MahaGrapes is the first organization in the State to have the characteristics of both a cooperative and a private sector partnership firm. The role of MahaGrapes as a marketing entity itself is a policy innovation. Producer organizations might not be most adept at marketing their products and thus the need for a specialized marketing entity.

MahaGrapes could establish itself easily and firmly as it built upon the existing Grape Growers’ Association (Draksha Bagitdar Sangha). The Sangha has been in existence since the 1950’s and boasts of 20,000 member farmers. Also, called the Prayog Parivar meaning family for experimenting, it has since organized the grape growing farmers to encourage the improvement of produce quality and facilitate marketing domestically. 

In the organizational structure of MahaGrapes, at the apex are the executive partners comprising two farmers. This is followed by an executive council consisting of seven elected cooperative heads, then followed by a board of directors composed of all the heads of the sixteen cooperatives that have tied with MahaGrapes. All the producers (grape growers) are members of any of these sixteen cooperatives. All decision making is done by the executive partners in close consultation with the members of the executive council, who are primarily cooperative heads, and in direct communication with the farmers. All decisions finalized by the executive body are taken after consulting with and achieving a consensus of the executive council. The members of the executive council in turn, being the representative of farmer cooperatives as their leaders, voice the opinion and views of the farmers. All issues to be resolved are discussed right from the top to the bottom of the MahaGrapes structure. Thus there exists complete transparency in all decision making. The Executive Council however also have discretionary powers to make emergency decisions including financial decisions up to the tune of Rs 40 million. This often helps in expediting decision making.        

Before the actual creation of MahaGrapes, efforts were made by some of the leading and educated farmers of the region, to involve the numerous pre-existing grape growing farmer groups under the umbrella of MahaGrapes. In order to convince the groups leaders, a team of seven people, five farmers, one scientist and one government official visited Europe to see for themselves how grape farming, processing and marketing was done alongwith the nature and form of inputs used and marketing methods followed. A part of the cost of this visit was funded by the State Government.

These lead farmers were convinced that the grape produced by the farmers was of quality good enough to be exported to Europe provided they could meet the standards and safety regulations, and thus MahaGrapes came to be set up. In the beginning, MahaGrapes had 29 grape growing farmer cooperatives as its members. The initial time periods were characterized by difficulty for MahaGrapes resulting from high rates of consignment rejections in the European markets. In the very second year after exports started in 1991, a large consignment was rejected and MahaGrapes had to suffer losses to the tune of Rs 20 million. As a result many cooperatives left MahaGrapes to concentrate on the domestic market or to export on their own under the brand name of their own cooperative. The number of cooperatives came down within two years and as of now it has 16 farmers cooperatives as its members from Sangli, Solapur, Latur, Pune and Nasik districts of the state. 

The active role of the government in bailing out MahaGrapes in these times of crisis and continuing to not intervene in its working is especially significant from a policy perspective. The role of the government over time has been akin to infant industry protection. The government support in the initial periods was forthcoming where without the support the ability to resume export would have been seriously in doubt. The state government stepped in and alongwith APEDA and NCDC provided financial support and subsidies to bale out MahaGrapes. After this initial backing and assistance MahaGrapes has not looked back and has been steadily growing. MahaGrapes currently exports grapes to Europe, the Middle East and in recent years to Sri Lanka. Thompson seedless is the main variety of grape exported.

Mahagrapes deals in three main varieties of grapes produced by the grape farmers viz. Thompson seedless, Sonaka and Sharad seedless. Out of these the first variety is targeted mainly for exports to European markets. The Sharad seedless variety is sold mainly in the domestic market while the Sonaka variety is marketed domestically and also exported to Gulf countries.

In 2003-2004, MahaGrapes exported 516.53 million tonnes of grapes valued at around $2.17 million to U.K, The Netherlands, Germany and Sri Lanka. During 2004-05, MahaGrapes exported 100 containers of grapes (each container carries 14,400 kg of grapes). This is around 5 percent of the total grape exports from Maharashtra.

Though not as acute as in initial time periods, MahaGrapes had had to deal with issues of consignment rejection on an annual basis for a substantial period of time. As the fruit quality and SPS measures as well the methods used to ascertain these fruit characteristics change year to year, MahaGrapes has to keep abreast with them and amend their own production, processing, storing and testing methods employed in India for testing chemical residues (GCMS method) was different resulting in the rejection. Other product attributes which could be the basis for rejection are: berry size, fruit color, bunch weight, blemish, bag weight (min-max), stem color, berry shrivelled, split berry, SO2 damage, waste berry, pest damage, shatter berry, chill damage, temperature, residue, taints and odor, packing, quality and average check weight. Over the years MahaGrapes has learnt how to minimize these potential forms of inflection and the rejection rates have gone down substantially. 

The firm does not retain the profit it earns. It charges a nominal fee (Rs 4 per kg) of grapes exported by the firm for a farmer. This amount helps in covering the operational costs of the firm. This broadly includes wage cost of the firm’s employees and transportation cost of sending the product to distant markets. The rest of the profit earned is passed on to the farmers. In addition, MahaGrapes/cooperatives charges Rs 7 per kg of grapes for pre cooling and cold storage charges. When amounts marketed by individual members vary across members, conflict over the cost allocation rule adopted by the cooperative is likely to occur. In MahaGrapes, the allocation of costs related to the storage and cooling or contribution to operational costs is proportional to the amount marketed by the farmers. Since the contribution relates to the output marketed, conflicts over cost sharing have not been an issue in MahaGrapes.

In terms of risk mitigation, the MahaGrapes farmer bears the entire risk in production and marketing. However, the level of risk itself is lower to the extent that the cooperative provides technical expertise so that the crop can be saved from damage and satisfies the quality norms. Thus, unlike in a situation where the farmer sells to intermediaries who bear the entire marketing risk (from rejection of the assignment), here the risk is shared across all farmers. The firm itself covers against such risks by rejecting procurements that do not meet the specifications but once they accept the produce from the farmer, the risk is totally borne by the firm where, everyone owns a share. The underlying principle for MahaGrapes is enabling market access by lowering transaction costs. Farmers realize that there exists an international market for their product. They also know that by getting access to this market they can earn a higher price for their product. The problems in terms of certain bottlenecks that the farmer face are many. First are the high transaction costs of negotiating with foreign buyers, ensuring that the product quality meets the buyer’s specifications and transporting the product to its destination. Another bottleneck is in mitigating risk, both in production and due to consignment losses if rejected by the buyer on quality grounds. It was envisioned that bringing together farmers under one umbrella would give better visibility and greater accessibility in foreign markets. In addition, they would be able to gain from economies of scale.

MahaGrapes stands out as an encouraging example of public-private partnership that has delivered favorable outcomes for both large as well as small farmers. Ownership of MahaGrapes lies solely in the hands of the farmers; as they have collectively contributed their share in the fixed and operating costs of MahaGrapes and they also handle the governance of the firm. However, the state initiative from institutions such as MSAMB was essential. MSAMB deputed and paid the salaries of the first governing officers of MahaGrapes for three years who were brought in from other state departments. MSAMB also provided for consultancy services from experts on agri-marketing, packaging, technical services such as refrigeration and cooling. In addition, all the liasoning with institutions such as the Central Food Technology Research Institute (CFTRI) has been done by MahaGrapes.

The National Cooperative Development Corporation (NCDC) was also of a great help. It gave loans to the societies for pre cooling and pack houses, when such technology was unheard of in these parts. Experts would have been impossible without this critical help. Additional support in other small ways to MahaGrapes also came from the National Cooperative Development Corporation (NCDC), New Delhi; Department of Cooperation, Government of Maharashtra; Maharashtra State Agriculture Marketing Board, Pune; Agriculture and Processed Food Products Export Development Authority (APEDA), New Delhi; and National Horticulture Board, New Delhi.

With assistance from a spectrum of government bodies, the government assumed the role of a mere facilitator. In contrast to the system of other cooperatives in India (in dairy and sugar for example), the government was not assigned any direct role in the decision making processes of MahaGrapes. In many dairy cooperatives for example, being a state run organization, the shift of economic power via decision making has come to rest with the top management and rent seeking is not only a common practice but also an excepted behavior of state appointed functionaries amongst the milk producing farmers. 

As a marketing partner of the producer cooperatives facilitating exports, MahaGrapes has enables the farmers in several ways. 

(i) Foremost in enabling exports is ensuring compliance with the food safety and quality requirement of the western markets which has three stages viz. the information stage followed by a decision stage followed subsequently by an implementation stage. MahaGrapes has been active in all three stages of the compliance process. Certain knowledge of the standard is necessary to make a decision. MahaGrapes has followed along the tradition of holding quality related workshops which the Grape Growers Association (Draksha Bagitdar Sangha) had been conducting from before. In the workshops, information on the standard is disseminated to the member farmers. Farmers and grape handlers/sorters (primarily women) are continuously informed about and trained in the latest grape growing and handling methods and processes, as well as the latest weather and climate updates. Regular monthly workshops and field demonstrations are conducted to help disseminate this information to the farmers.

MahaGrapes continuously updates the list of banned and approved pesticides and fertilizers, which keep changing year to year across their market countries. Similarly, the changes in the permissible levels of chemical residues are also provided by them regularly. All this information is published in the form of a yearly hand book in the native language and distributed free of charge amongst the farmers.

Once the information on the standards is available, action is needed relating to the decision of implementation. What are the steps that need to be taken, if there are restrictions on inputs how and where from can they be procured are some of the decisions that emerge regarding implementation of the standards in the next stage. The MahaGrapes decision to produce organic pesticides itself would fall under its actions in the decision stage.

In the implementation stage, MahaGrapes provides materials and technical help along with infrastructural support to facilitate the implementation of the standards. MahaGrapes for instance provides the farmers with packaging material which comply with international norms. Plastic bags and panettes are imported from Spain and elsewhere in which the grapes are first packed. Special S02 sheets (Sulphur Di Oxide sheets) are imported from China which are used to cover the grapes before these are sealed in corrugated cardboard boxes. This releases the SO2 gas right after 15 days when the consignment of grapes arrives at the destination, so as to restrict the spread of bruising or any other damage sustained by the grapes in transit.

Regular and constant monitoring of the grape plant by the farmers themselves is facilitated by the scientists from the National Research Centre (NRC) in Pune. This ensures that the plant remain healthy through out the year and not just in the fruiting season. Bio-fertilizer and bio-pesticide are developed and produced by MahaGrapes and provided to members farmers cheap. This not only helps them meet the stringent EUREGAP requirements but also cost less. These are also sold to other non-member farmers thus covering a part of the cost.

Acquiring a EUREGAP certificate individually moreover is costly for the small and medium grape farmers. However, MahaGrapes has managed to provide the entire cooperative societies with the certification. Thus each society gets certified as EUREGAP compliant along with the member farmers who now then have to pay just Rs 1200 (approximately $28). 

(ii) MahaGrapes has also introduced farmers to new technology. The farmers have been exposed to the possibility of growing new grape varieties. Drip irrigation technology has been in existence for a while but grape farmers were encouraged to take it up in a permanent way. Firms selling drip irrigation equipment now visit the farm and after having assessed its area and specific dimensions, install the drip irrigation set up. The same drip irrigation installation is also used to deliver fertilizer to the plants, the simultaneous provision of irrigation installation and fertilizers being termed ‘fertigation’. Improved water storage technique is used with water being stored in huge pits dug into the ground and walled by earth mounds and lined in the inside with a special percolation restricting plastic sheet imported from Spain.

(iii) Infrastructure provision – MahaGrapes with partial financial aid from the state government and partial self finance have installed pre coolers and cold storages at all the 16 cooperative headquarters. The pre cooler technology was imported from California and helps to cool the grapes to one degree centigrade. This, by removing the heat from the grapes extends its storage life to up to three months. After the grapes are pre cooled they are stored in the adjacent cold stores before they are carried in refrigerated trucks to the port. (A nominal part of the price/Kg received by the MahaGrapes farmers namely Rs 4 goes to fund the activities and pay for the costs of running the MahaGrapes firm and paying salaries to its employees.) An additional Rs 7 is charged for the cooling and the storage facilities provided at the cooperative headquarters goes to the cooperative fund.   

2.5.2 
Amalsad and Gadat Cooperatives in Gujarat 

The Amalsad cooperative was registered in 1941. It has a membership of 8310, of which 4273 are active members. Out of the total business of about Rs 8.5 crore for various fruits, chickoo dominates the scene with as much sales as Rs 7 crore from the crop. Mango, a major contributor once upon a time, has been reduced to just Rs 60 lakh, and banana has almost disappeared. In fact, paddy has acquired somewhat an important place in business of the cooperative with sales contribution of Rs 90 lakh. The decline in relative as well as absolute share of mango is attributed to the uncertainly of crop, fluctuations in its price, and short season which have led to area shift away from mango in favour of chickoo and paddy in the South Gujarat belt.

Similarly, the Gadat cooperative, registered in 1944, has 3152 members, of whom about 1800 are active members. The cooperative covers 800 hectares across seven villages. Like Amalsad, it has chickoo as its main business though banana and mango are also procured. Out of a turnover of Rs 4.075 crore, chickoo accounts for as much as Rs 4 crore. It also has tried selling mango pulp under the brand names of ‘Triputi’ and ‘Amidhara’.

In Amalsad cooperative, every day about 200 farmer members bring graded produce to the society at its two collection centres, one of which is at Amalsad itself. The grading is done on the basis of size, shape and fitness of the fruits. A sample of 10 kg of chickoo from a lot is drawn in order to judge the quality. The number of fruits in the sample lot size determines the quality. The lesser the number of fruits, the better grade of quality is awarded to that lot. The system is known locally as ‘Jantri’ count. These quality and grade parameters are fixed for the season and can be changed from season to season or during the season itself depending on the behaviour of and price realization in terminal markets, agro-climatic situation, and general levels of quality in a season. 

In the Gadat cooperative, grading is done in such a fashion that every five fruits more per 10 kgs of chickoo will lead to a Rs 0.70 cut in price per kg. This leads to the entire pooled produce being graded into three types – A, B and C. For procurement from member, within each grade the penalty for more number of fruits per 10 kg pack is imposed. The minimum number of fruits (chickoo) in a 10 kg pack could be 90 (A grade) and maximum 250 (C grade). 

The Amalsad cooperative has two types of members – ‘A’ grade and ‘B’ grade. It has its own shop (outlet) in each village to cater to the needs of the members in 17 villages which have a population of the order of 35,000. Besides, the cooperative owns a petrol pump and a cloth store at Amalsad, though there is also a departmental store in the compound of the cooperative. There are eight flours mills owned by the co-operative. The farmer members are given advance credit and many other input and consumption loans and facilities for the crop they agree to deliver at the time of harvest to the cooperative. And the defaulter rate is never more than 2-3 percent. The farmers are paid up to 86 percent of the value of pooled produce by the third day and the remaining is either paid or taken as deposit at bank rate of interest towards the end of the season after deducting actual expenses incurred by the cooperative.

Similarly, in the Gadat cooperative area, each village has a retail outlet of the cooperative along with a flour mill. This outlet supplies various agricultural inputs as well as consumer goods to farmer members. Besides, there is a rice mill owned by the cooperative and it sells rice under the brand name of “Ambica”. In the Gadat cooperative also, the produce is pooled after the farmer has been paid up to 75 percent of the value of his produce as per the grade of the produce.

The Amalsad cooperative works through the commission agents to dispose off the produce in markets like Delhi, Bombay, Indore, etc. In fact, Delhi alone accounts for 90 percent of the total chickoo sales of the cooperative. Amalsad cooperative works in a highly competitive market. There are more than 10 private traders in the Amalsad market. But the cooperative accounts for 50 percent of the total market arrivals of fruits, and 95 percent of the produce from the 17 villages which are catered to by the cooperative. The cooperative has its own chickoo packaging machine worth Rs 14 lakh which is used to pack and load chickoo in trucks mechanically. Besides, the cooperative is also in the business of cleaning, packing, branding, and selling various food commodities at its main complex and through its various outlets.

In the case of Gadat, mango is sold to the American Dry Fruit Company (60 percent) as well as in the fresh fruit retail market (40 percent) through its own outlets which are located in Ahmedabad and Surat (2 each). Chickoo is sent to distant markets like Delhi as in the case of Amalsad. In fact, the cooperative is also planning to sell chickoo through retail outlets.  Major factor in efficient marketing management in these cooperatives is the use of market information in decision making. They are equipped with various modes of communication and are in constant touch with the relevant markets and buyers. 

With a paid up capital of Rs 2.16 lakh and reserve funds of the order of Rs 10 lakh, the Amalsad cooperative shows a robust financial performance. Besides members’ share capital (Rs 10 per share), the cooperative has members deposits to the tune of Rs 3.28 crore. Also, the traders provide advance deposits to the cooperative for meeting its working capital requirements. The working capital in 1995-96 was Rs 7.06 crore, though the cycle of working capital is only about 3-4 days. But the traders’ advance deposit is exhausted by the end of 3-4 sales transactions. The cooperative made a profit of Rs 2.13 lakh in 1995-96. On various indicators of financial performance of a cooperative organization like share capital, reserve funds, member deposits, working capital etc., the cooperative has had a consistently robust performance. The Gadat cooperative, with a share capital of Rs 2 lakh, and member deposits of the order of Rs 2 crore, is also fairly robust financially. The working capital requirements are facilitated by advance deposits from traders as in the case of Amalsad. 

Amalsad cooperative has a board consisting of 21 members, of whom 19 are “A” grade members and two “B” grade members. Only five members are elected fresh every year. This ensures continuity with change so far as business of the cooperative is concerned. Also, this system provides for inducting new blood into the cooperative and providing an opportunity to the new members to participate in decision making.

One more feature of these cooperatives is that the membership does not come as a free option for the members. The members are expected to deliver produce to the cooperative and loyalty is valued. In fact, in order to keep the cooperative viable and manageable, the Gadat cooperative is planning to close its membership. The limited membership may not be in tune with the principles of cooperation, but it is crucial for the financial health of the cooperative. In fact, this has been one of the factors in ensuring the viable functioning of the so called “New Generation Cooperatives” in the US and of the sugar cooperatives in South Gujarat along with other factors like value added processing, linking of producer equity and product delivery rights, sale of tradable equity shares to raise capital and efficient use of market information.

2.5.3 
HOPCOMS Bangalore

The present HOPCOMS was established as ‘The Banglore Grape Growers’ Cooperative Marketing and Processing Society Limited’ (BGGCOMS) on 10th September, 1959 with the main objective of encouraging grape vine cultivation by providing the required inputs, technical know-how, marketing facilities etc. The society started handling fruits and vegetables apart from grapes since 1965. In 1983, the name of the society was changed as ‘The Banglore Horticultural Producers’ Cooperative Marketing and Processing Society Limited (BHOPCOMS) and subsequently in 1987 it became HOPCOMS.

The membership of the society consists of four categories viz. ‘A’ class members, who are the producers of horticultural crops in the area of operation, ‘B’ class members, who are admitted as associate members and include cooperative institutions, ‘C’ class earmarked for the Government of Karnataka, and ‘D’ class members comprise traders and commission agents. The society is authorized to raise share capital worth Rs 10 crore by issuing 4.9 lakh shares to ‘A’ class, 10,000 shares to ‘B’ class and 5 lakh shares to the Government. Each share is valued at Rs 100.

The jurisdiction of the society extends to eight districts of Karnataka, namely Banglore (both rural and urban), Mysore, Dakshina, Kannada, Kolar, Mandya, Tumkur and Shimoga. The society has one branch each in six districts barring Shimoga and Banglore (Rural). HOPCOMS is run under the guidance of the Department of Horticulture and is managed by a Board of Management consisting of 15 members – 11 elected from ‘A’ class and four Government nominees. The director of Horticulture is Ex-Officio President of the society. However, since 1992-93, the president is elected from among the ‘A’ class members. A senior class I officer of the Department of Horticulture is the Managing Director of the society. One Joint Registrar of Cooperative Societies and Special Officer (Grape Development) from the Department of Horticulture are the other two Government nominees.

The main business of HOPCOMS is procuring and disposal of fresh fruits and vegetables and the activities are discussed briefly here. 


(i) 
Procurement of Fruits and Vegetables

The society procures fruits and vegetables both from cultivators (members as well as non-members) and the open market. 

Producers at the nearby places bring their produce on their own and supply at the H.O. or at the branches. The cultivator has to take an indent from the society for the supply of fruits and vegetables and normally, the produce in excess of the indented quantity will not be accepted. The society bears the unloading charges and it makes payment to the cultivators immediately after procurement up to Rs 3000 in cash and if it exceeds Rs 3000, then cheque is issued to them. 

In the mid 80s, HOPCOMS opened procurement centres at Sarjapur, Hoskote and Dodaballaput and of late, in Hassan and Channapatna. The fruits and vegetables growers in the nearby areas supply their produce at these centres. For transporting this to the H.O., the society charges a transport cost of 10 to 20 paise per kg of fruits and vegetables.

During the ‘70s, the society was procuring hardly 35 to 40 percent of fruits and vegetables from the field. However, in the 80s, there was a change in the policy of HOPCOMS in favour of field procurement and with the help of the procurement centres, at present, the society purchases nearly 85 percent of fruits and vegetables from the cultivators directly. Almost entire quantity of tomato, cabbage, cauliflower, cucumber, raw banana, pomegranate, papaya and mango is now being procured from the field. 

A part of the produce is also bought from the local markets to meet the requirements of the bulk buyers like Government hospitals, hostels, factories etc. However, though this helps the society meet its commitments, the society pays a higher price for fruits and vegetables whenever it resorts to market purchases. The price differential is as high as Rs 4-6 per kg for fruits and around Rs 1 per kg for vegetables. Thus, on an average, the society losses Rs 3 per kg of fruits and vegetables by purchasing from the market. It was observed that the policy of buying more from the market followed by the society in the 70s resulted in net losses to the society. The society buys about 15-20 percent of fruits and vegetables from the market.  

In addition to procurement from producers and the market, HOPCOMS gets a small quantity of the produce from the other states. It gets apple from NAFED, The Himachal Pradesh Horticultural Produce Marketing and Processing Corporation (HPMC), National Dairy Development Board (NDDB) and GROWREP, Delhi, kinnow orange from GROWREP, orange from NAFED, Nasik and onion from Vegetable and Fruit Cooperative Marketing Society (VEFCO), Nasik. The procurement of fruits and vegetables is made on consignment basis. 

Though HOPCOMS does not classify fruits and vegetables into grades like A, B, C, the society claims that it maintains the quality of fruits and vegetables by accepting only the good quality produce from the growers. It rejects the injured, damaged and diseased ones. Although this helps the society minimize the wastage and hence the loss, yet, from the producers’ point of view this is not desirable.  


(ii) 
Disposal of the Produce

HOPCOMS has a good network of 256 retail outlets spread over eight districts. These outlets are run by the salesmen of the society who get a commission of 3.7 percent from the society. The H.O. Bangalore sold about 71 percent of vegetables and 79 percent of fruits though these retail outlets. Further, about 80 percent of vegetables like cowpea, bhendi, knolkhol and tondekai (coccinea) and over 60 percent of tomato and brinjal were sold through these retail outlets. As regards fruits, around 95 percent of sapota, papaya, pomegranate, pineapple and banana (yelakki) and over 65 percent of orange, grape and banana reached the consumers through these outlets. It may also be observed that HOPCOMS gets higher price for fruits and slightly less for vegetables when they are sold in these outlets.

HOPCOMS sells fruits and vegetables on bulk basis to certain ‘Institutions’ like government hospitals, hostels, factories and also to processors like KISSAN and Karnataka Agro Fruits. Normally, HOPCOMS supplies fruits and vegetables on credit basis and it charges 40-50 paise per kg of vegetables more than the stall price when vegetables are sold to the factories. In case of processors, transport cost is added to the price of the vegetables. This, perhaps, is the reason for the higher price that HOPCOMS gets for vegetables like tomato, bhendi, cucumber, onion etc. when it sells them to the bulk consumers.  


(iii) 
Price Policy

HOPCOMS has an approved policy of fixing the procurement price slightly higher than the prevailing wholesale price in the market and the stall (outlet) price at a slightly lower level than the ruling retail price so as to maintain a margin of 25 percent (This margin was 15 percent up to 1989-90 and it was increased to 20 percent in 1990-91 and later on to 25 percent). An analysis of monthly prices of certain fruits and vegetables for the year 1992-93 revealed that the fruits and vegetables grower gets 75 percent of the stall price. It is observed that this generally earns more (33 percent) than the approved margin of 25 percent. 

The price paid to the producer is 6-10 percent higher than the wholesale market price. This means that the producer gets the full wholesale price and a part of the retail margin. If we account for the commission charges, which is normally 8-10 percent of the wholesale price itself, then the producer is likely to get 18-20 percent higher than the price which he gets in the market. As regards the consumer, he is also benefited by the price policy as he gets the same vegetable or fruit at 10-12 percent less than the retail price in the market. 


(iv) 
Production Related Activities

HOPCOMS supplies production requisites like vegetables seeds, fertilizers, PPC (fungicides and insecticides) and garden implements to the fruits and vegetables growers at reasonable price. It may be observed that inputs account for 8-10 percent of the total sales of HOPCOMS. Further, it is also to be noted that there has been a three fold increase in the value of inputs supplied to fruits and vegetables growers. 


(v) 
Processing Activity   

HOPCOMS takes up preparation of juice from grapes, mango, orange, etc., in Banglore, Mysore and Mangalore branches and sells it in bottles of 200 ml in their retail outlets. Although, with the opening up of the procurement centres, there was an increase in the supply of fruits, but a corresponding increase is not observed in their processing and juice sales have remained at around Rs 20 lakh (though there was an improvement in 1992-93) accounting for hardly one percent of the total sales of HOPCOMS as specific efforts were not made either in the juice preparation or its sales. 

2.6 CONTRACT FARMING INITIATIVES

2.6.1 The Concept 

Apart from linking the farmer to consumer through farmers organizations, another initiative for reducing transaction cost is establishment of direct channel between farmer-processor/bulk consumers, through contract farming. Several national and multinational processors or fast food chains are increasingly entering in to contract/alliance with the farmers to encourage them to cultivate farm products (fruit, vegetables, etc.) of the desired quality by providing them not only seeds and other inputs but also assured procurement of the produce at pre-decided prices. Marketing tie-ups between farmers and processors or bulk purchasers have special significance for small farmers, who have small marketed surplus and do no have staying power. Such arrangements are being encouraged to help in reducing price risks of farmers and to also expand the markets for farm products.   

Contract Farming (CF) can be defined as a system for the production and supply of agricultural and horticultural produce by farmers/primary producers under advance contracts, the essence of such arrangements being a commitment to provide an agricultural commodity of a type, at a specified time, price, and in specified quantity to a known buyer. In fact, CF can be described as a halfway house between independent farm production and corporate/captive farming and can be a case of a step towards complete vertical integration depending on the given context. Owing to the efficiency (coordination and quality control in a vertical system) and equity (smallholder inclusion) benefits of this hybrid system, it is being promoted aggressively in the developing world by various agencies. It basically involves four things – pre-agreed price, quality, quantity or acreage (minimum/maximum) and time. 

CF is known by different variants like centralized model which is company farmer arrangement, outgrower scheme which is run by government/public sector/joint venture, nucleus-outgrower scheme involving both captive farming and CF by the contracting agency, multi-partite arrangement involving many types of agencies, intermediary model where middlemen are involved between the company and the farmer, and satellite farming referring to any of the above models. In fact, CF varies depending on the nature and type of contracting agency, technology, nature of crop/produce, and the local and national context.

The contracts could be of three types; (i) procurement contracts under which only sale and purchase conditions are specified; (ii) partial contracts wherein only some of the inputs are supplied by the contracting firm and produce is bought at pre-agreed prices; and (iii) total contracts under which the contracting firm supplies and manages all the inputs on the farm and the farmer becomes just a supplier of land and labour. The relevance and importance of each type varies from product to product and over time and these types are not mutually exclusive. Whereas the first type is generally referred to as marketing contracts, the other two are types of production contracts.  But, there is a systematic link between product and factor markets under the contract arrangement as contracts require definite quality of produce and, therefore, specific inputs. Also, different types of production contracts allocate production and market risks between the producer and the processor in different ways. The price of the contracted produce can be growers’ fixed price, residual (profit/loss) sharing by sponsor and grower, open market based price, spot market price, consignment based two-part split price, tournament price (fixed plus variable based on relative performance), base price plus quality based incentive price, or administered price. 

For different reasons, both farmers and farm product processors/distributors may prefer contracts to complete vertical integration. A farmer may prefer a contract which can be terminated at reasonably short notice. Also, contracting gives access to additional sources of capital, and a more certain price by shifting part of the risk of adverse price movement to the buyer. Farmers also get an access to new technology and inputs, including credit, through contracts which otherwise may be beyond their reach. For a processor or distributor, contracts are more flexible in the face of market uncertainty, make smaller demands on scarce capital resources, and impose less of an additional burden of labour relations, ownership of land, and production activities, on management. The firm even gets an access to unpaid family labour and can make use of state funds indirectly through agricultural production sector which are directed at farmers by development agencies. Also, food processors can minimize their overhead costs per unit of production by operating their plants at or near fully capacity as contracting gives assured and stable raw material supplies from farms. The firm can also project an image of working with local producers as a partner when it undertakes CF and may even obtain statal and international agency incentives for its activities as developmental projects, instead of corporate farming. Contracts also help improve product quality by directly introducing incentives and penalties as there are problems of adverse selection and moral hazard in any contractual arrangement resulting in underinvestment or shirking by any of the parties. 

At more macro economic level, contracting can help to remove market imperfections in produce, capital (credit), land, labour, information and insurance markets; facilitate better coordination of local production activities which often involve initial investment in processing, extension etc.; and can help in reducing transaction costs. It has also been used in many situations as a policy step by the state to bring about crop diversification for improving farm incomes and employment. CF is also seen as a way to reduce costs of cultivation as it can provide access to better inputs and more efficient production methods. The increasing cost of cultivation was the reason for the emergence of CF in Japan and Spain in the 1950s and in the Indian Punjab in the early 1990s. 

Some recommend CF as the only way to make small scale farming competitive as the services provided by contracting agencies can not be provided by any other agencies. Contract farming also lowers transaction costs for the farmers as many of the transactions are internalized by the procuring firm. CF is also an alternative to corporate farming which may be costly, risky, and difficult to manage and still not viable. Further, in India, supermarket chain growth including FDI in retail, international trade and quality issues like SPS, organic trade, fair trade, and ethical trade, promotion by the central and state agencies, banking and input industry push for CF, farming crisis and reverse tenancy, and failure of traditional cooperatives, are helping CF spread across crops and regions as they provide new space to this arrangement in the context of withdrawal of state from agricultural space. Even new IPR regime which encourages protection and exploitation of proprietary genetics is likely to accelerate contract farming practice.  

But, generally, contracting agencies especially private, tend to prefer large farmers for CF because of their capacity to produce better quality crops due to the efficient and business oriented farming methods, large volumes of produce which reduces the cost of collection for the firm, their capacity to bear risk in case of crop failure, and various services provided by these large producers like transport, storage, etc. On the other hand, small farmers are picked up by firms for contracts only when the area is dominated by them, there is government directive to do so or they are found to be low cost producers in certain areas and crops. Further, firms may work with small farmers to make use of the state support (financial and technical) to these producers under various development programmes and to benefit from lower cost of production on these farms as these farmers have access to cheaper family labour, and being residual claimants of their labour, work more conscientiously than hired labour. In fact, some of them even use large growers, rural elite, and local small processors as sub-contractors to procure from the small growers for the company. The seed companies in India use small companies as subcontractors to procure seeds produced under contracts. In gherkin CF is carried out by small and marginal farmers as the crop requires plenty of labour inputs which these farming families can provide from within. Also, working with many small farmers in the case of small processors gives the required flexibility in procurement schedule helping to extend the processing season and use the equipment efficiently; and helps spread risk of supply failure as compared to working with a few large farmers. 

2.6.2 
Status and Experience in India  

CF has various models/variants being practiced in India at present. There have been some studies of the CF system in India more recently. But, most of them look at the economics of the CF system in specific crops, compared with that of the non-contract situation and/or competing traditional crops of a given region, e.g. in gherkins (hybrid cucumber) in Tamilnadu and Andhra Pradesh, tomato in Punjab and Haryana and cotton in Tamilnadu. It is found that contract production gave much higher (almost three times) gross returns compared with that from the traditional crops of wheat, paddy, potato, tomato and onion in the case of gherkin and cotton due to higher yield and assured price under contracts. The studies of tomato contract production in Punjab and Haryana, of cucumber in Andhra Pradesh and cotton in Tamilnadu also found the net returns from these crops under contracts being much higher than those under non-contract situations though production cost in tomato was higher under the contract system. A more recent study across crops, companies and locations in Punjab also confirms this. In case of cotton in Tamilnadu, the contract growers had lower input cost, lower interest loans, faster payment for produce, and the crop insurance facility. The studies in the states of Punjab and Haryana reveal that contract growers faced many problems like undue quality cut on produce by firms, delayed deliveries at the factory, delayed payments, low price and pest attack on the crop. More recently, DSCL run input supply and CF program (Haryali Kisan Bazaar) for potato in Haryana also showed higher net returns for growers compared with non-growers due to highr yields and higher prices, though the cost of cultivation was also higher (17-24%).  

It was also found by all of the studies that most of the firms work mostly with large and medium farmers with the exception of firms in Karnataka, Tamilnadu, and Andhra Pradesh which worked with small and marginal farmers due the nature of the crops (cucumber/gherkin, and broiler chicken). Gherkin contracting was also smooth as there was no local market for the crop, there was flexibility in contracts due to the short term nature of the crop, and farmers maintained alternative sources of income. Similar was the case of iceberg lettuce grown for McDonalds in India which had a very thin market. This bias in favour of large/medium farmers is perpetuating the practice of reverse tenancy in regions like Punjab where these farmers lease in land from marginal and small farmers for contract production.  Breach of contracts by farmers as well as firms has also been reported. Some of these studies recommend further expansion and promotion of CF system due to its benefits. The eligibility criteria for participation in CF projects/schemes like irrigated land, suitable land, land near main road, literacy level of the farmer are themselves discriminatory in terms of who can be a contract grower. In fact, in CF everywhere, private agribusiness firms have less interest and ability to deal with small scale farmers on an individual basis. 

The more recent models of CF like franchising being practiced by the Tatas (Tata Kisan Sansar) for wheat in states of UP, Haryana and Punjab; and by the Mahindra Shubhlabh Services Limited (Mahindra Krishi Vihar) for paddy in Tamil Nadu, Andhra Pradesh, Karnataka and basmati and maize in Punjab and Haryana are also not delivering as expected. Mahindra & Mahindra’s recent involvement in Punjab agriculture has not worked to the advantage of the farmers. In fact, this model creates a monopsony where a single buyer buys produce of hundreds and thousands of farmers. This system works to the disadvantage of those farmers who lack adequate information about the market, which is termed as asymmetry of information. This model increases the buyer’s power disproportionately and puts seller entirely at the buyer’s mercy. Small and marginal farmers have not gained from these experiments. Wherever any gain has been reported, it is reported for the farmers in general and distinction between big/rich and small/poor farmer’s gains is not reflected in any way. The interests of the poor farmers are not synonymous with those of large/rich farmers. One of the limiting factors in performance of the contract scheme in Punjab seems to be the minimum support price (MSP) which introduces price rigidity and acts unfavourably for the buyers and exporters. On the other hand, because Basmati is out of the purview of the MSP, its contracting performance has been quite favourable for the processors and exporters as they could discover a market price. Also, being an export crop, it enjoys a well established high value market which in turn has created a lot of comfort for the exporters. The performance of CF in Punjab has been tardy despite the fact that the state (PAFC) has been reimbursing the extension service fees to the companies, on behalf of the growers. 

Further, the contracts protect company interest at all costs to the farmer and do not cover farmer’s production risk e.g. crop failure, retain the right of the company to change price, and generally offer prices which are based on open market prices. Even organic produce buyers offer conventional produce market price based prices to their growers. This is a serious issue as even a significant premium over market price may not help a farmer if open market prices go down significantly which is not uncommon in India. The market price based price is offered to avoid grower defaults as they can, otherwise, sell the produce in the open market due to availability of alternative market due to product symmetry. 

Some firms also manipulate provisions of the contracts in practice, e.g. in the case of broiler chickens in Tamilnadu where they picked up birds before due date or delayed it depending on the demand which meant losses for contract growers. They also delayed payments upto 60 days. But, growers were locked into these contracts due to the firm specific fixed investments they had made. Thus, many of the CF projects also failed due to either poor design of the project or default by any of the contracting parties. 

Even state sponsored programme of CF did not deliver in Punjab. The contracted winter maize failed almost completely due to inclement weather and poor quality seeds. In case of green peas, the contract growers were forced to dump their produce in open market, after being rejected by the PAIC on quality ground as per the contract specification, as there had been fungus infection due to inclement weather which was marked by heavy rains in winter season and then sudden rise in temperature. An area of 500 acres under contract production of green peas in Patiala and Fatehgarh Sahib districts had been affected. Some farmers found fault with the fungicide supplied by the contracted company in this regard. The dumping of contract-produced crop in open market led to fall in local market prices and it was being sold at Rs 3 per kg now as against a promised price of Rs 5 per kg by the PAIC. In general, across crops and regions, the CF program could not achieve the stated area goal. Not only it fell short in terms of contracted area being less than that stated by the agency, but also the farmers did not plant the entire contracted area with the contract crops. Most of the problems farmers faced related to production and quality (like quality of seed and extension) and not marketing of produce (except peas) as open market could take care of contract produce. Due to this experience, a large majority (60%) were not willing to enter into CF arrangement again. There have also been instances of corruption and malpractice in the PAFC run CF program due to conflicts of interest among implementing agencies and lack of monitoring. 

It is not incidental that most of the CF projects are in the states of Punjab, Haryana, Gujarat, Maharashtra, Karnataka and Tamilnadu which are agriculturally developed states. On the other hand, vast areas of the country such as Bihar, Jharkhand, Chhatisgarh, Orissa, West Bengal, the entire north-east India and areas of Uttaranchal, Himachal Pradesh, Kerala and Jammu & Kashmir have been bypassed by CF projects. Does it mean that these areas and farmers would not benefit from commercialization and vertical integration of agriculture? These are areas with highest concentration of small and marginal farmers. This essentially means that contracting companies do not encourage the participation of those who need to be helped to participate as risk preference and innovativeness require not just attitude but also resources and risk taking capability to undertake risky crops and ventures. The aspects of contracting which contribute to CF excluding small producers are: enforcement of contracts, high transaction costs, quality standards, business attitudes and ethics like non/delayed/reduced payment and high rate of product rejection, and weak bargaining power of the small growers. CF also reinforces reverse tenancy where in small and marginal farmers lease out land to large and medium farmers who are often contract growers for the companies as was the case in the Indian Punjab. 

2.7 MAIN CONSTRAINTS IN EXISTING SYSTEM  

Organized marketing of agricultural commodities has been promoted in India through a network of regulated markets owned, operated, and managed by Agricultural Produce Market Committees (APMCs). Most of the State Governments and Union Territories have enacted legislation (APMC Act) to provide for regulated markets and as on today, 7557 markets have been covered under regulation. Besides, there are 2,1731 Rural Periodic Markets (RPMs), about 15 percent of which function under the ambit of regulation. The major constraints in domestic agricultural marketing are as follows: 

2.7.1 
Variation in Market Fees/Market Charges    

According to the provisions made in the APMC Act of the States, every market Committee is authorized to collect market fees from the licensees (traders) in the prescribed manner on the sale of notified agricultural produce brought by the farmers or traders in the market area at such rates as specified by the State Government. The number of commodities brought under the ambit of regulation varies from state to state. The market fee varies between 0.50 percent in Gujarat to 2 percent in Punjab and Haryana. The charges payable by buyers and sellers are also different. Several state governments have introduced other taxes/fees/cess/that create considerable confusion. 

2.7.2 
Neglect of Rural Markets

There are more than 21000 rural periodic markets which have remained outside the process of development. These markets constitute the first contact points between the producer seller and the commercial circuits. Most of these markets lack the basic minimum facilities.  

2.7.3 
Absence of a Common Trade Language 

Different set of standards/specifications for agricultural commodities are followed by different organizations in the country. The standards laid down in the PFA Act are the National Standards. Besides this, there are Agmark Standards, BIS Standards, Standards followed by Army, Standards fixed by Warehousing Corporations and those by Food Corporation of India for procurement purposes. Traders of different commodities have got their own trade standards in different localities in the country. Thus, the absence of common trade language is a major deterrent for evolving a competitive agricultural marketing system in the country.  

2.7.4 
Variation in Entry Tax/Octroi and Sales Tax 

The rates of entry tax/octroi tax and sales tax levied on different agricultural commodities vary from State to State which increases the cost of agricultural produce and gives distorted signals to farmers hampering production growth, and brings trade distortions. These also create hassles on the state borders causing considerable delays in interstate movement of goods.  

2.7.5 
Controls Under Essential Commodities Act

Though central government removed all restrictions on storage and movement of commodities, many state governments are still enforcing several control orders promulgated under the EC Act. These control orders give rise to rent-seeking by the enforcement functionaries at the border check points creating artificial barriers on the movement and storage of agricultural commodities. There has not been sufficient publicity about the withdrawal of restrictions under ECA. With the reintroduction of stocking limits recently, the situation has again become complex.   

2.7.6 
Other Barriers 

Lack of infrastructure like storage, transportation, telecommunication, quality control, packaging, price risk management, integration of spot markets with commodity exchanges, pledge financing through a chain of accredited storage and warehouse receipt system, cool chains, market led extension, and conducive framework for promotion of contract farming are some of the other important constraints for competitive agricultural marketing system in the country.

2.8 SUGGESTIONS FOR XI FIVE YEAR PLAN

2.8.1 Marketing System Improvement 

1. 
A common problem faced in the farmers markets or the direct market systems is the infiltration of the traders or middlemen in the guise of farmers. Though identity cards have been introduced and there are periodical checks, the problem still persists in many farmers markets. There is a need to curb this malpractice through proper monitoring and penalties. The participating farmers groups could be given this responsibility as they have the highest stakes in curbing this practice. 

2. Farmers’ organizations should be assisted or helped to create basic infrastructure for their effective functioning like the case of Mahagrapes. This could even include, assistance for professional management. The active role of the government in bailing out MahaGrapes in these times of crisis and continuing to not intervene in its working is especially significant from a policy perspective. The role of the government over time has been akin to infant industry protection. The government support in the initial periods was forthcoming where without the support the ability to resume export would have been seriously in doubt. The state government stepped in and alongwith APEDA and NCDC provided financial support and subsidies to bale out MahaGrapes. MahaGrapes stands out as an encouraging example of public-private partnership that has delivered favorable outcomes for both large as well as small farmers. Ownership of MahaGrapes lies solely in the hands of the farmers; as they have collectively contributed their share in the fixed and operating costs of MahaGrapes and they also handle the governance of the firm. However, the state initiative from institutions such as MSAMB was essential. 

3. Cooperative marketing should not be brushed aside. The lessons from Amalsad and Gadat cooperatives should be widely publicized. In cooperatives like Amalsad and Gadat in Gujarat, the membership does not come as a free option for the members. The members are expected to deliver produce to the cooperative and loyalty is valued. In fact, in order to keep the cooperative viable and manageable, the Gadat cooperative is planning to close its membership. The limited membership may not be in tune with the principles of cooperation, but it is crucial for the financial health of the cooperative. In fact, this has been one of the factors in ensuring the viable functioning of the so called “New Generation Cooperatives” in the US and of the sugar cooperatives in South Gujarat along with other factors like value added processing, linking of producer equity and product delivery rights, sale of tradable equity shares to raise capital and efficient use of market information. 

4. The primary agricultural cooperative societies (PACSs) should also be involved in primary value adition and marketing at the local level to gain benefits of collective bargaining and reduced cost of transport and marketing. There are 1,48,000 such PACS in India. Some PACS in Gujarat are doing this already. 

5. There is a need to reduce the difference in market fee across market committees/states and this should be levied at single point. The variation in commission charges, sales/purchase taxes and other state specific fees/cess/taxes should also be made uniform and consignments allowed to move across state borders without hassles. 

2.8.2 Contract/Corporate/Cooperative Marketing 

6. Though there are concerns about the ability of the small farms and firms to survive in the changing environment of agribusiness, still there are opportunities for them to exploit like in product differentiation with origin of product or organic products and other niche markets. But, the major route has to be through exploitation of other factors like external economies of scale through networking or clustering and such other alliances like CF. The experience of CF across the globe suggests that it is not the contract per se which is harmful as a system but how it is practised in a given context. If there are enough mechanisms to monitor and use the contract for developmental purposes, it can certainly lead to a betterment of all the parties involved, especially small and marginal farmers. 

7. Major conditions for successful interlocking between agribusiness firms and small producers include increased competition for procurement instead of monopsony, guaranteed market for farmer produce, effective repayment mechanism, market information for farmers to effectively bargain with companies, large volumes of transactions through groups of farmers, for lowering transaction costs, co-operation among genuine agribusiness firms in the area, and no alternative source of raw material for firms. 

8. Further, for the sustainability of company-farmer partnership schemes, it is important that the company is able to successfully market its products so that farmers do not suffer from lack of market. Building of relationships of trust with farmers through company reputation rather than marketing gimmicks is crucial. This requires mutual respect, fair and transparent negotiation process, realistic assessment of benefits, long term commitment, equitable sharing of risk, and sound business plans. 

9. Innovative pricing mechanisms like bonus at the end of the processing cycle, shares in company equity, dividends, producer’s fixed price, and quality based pricing, which reward performance can help contract performance. 

10. There are a large number of institutional arrangements to coordinate the small producers which should be assessed for their relevance and effectiveness in a given context, though a priori, it seems the cooperative and other similar forms of farmer organization are more relevant and sustainable, especially the New Generation Cooperatives (NGCs) which are voluntary, more market oriented, member responsive, self-governed, and avoid free riding and horizon problems as they have contractual equity based transaction with grower members. 

11. It is also important to note that farm sector problems like high cost of farming, lower returns, environmental sustainability require different kind of institutions (collectivities instead of individual enterprise) for which institutional innovations are a must. The legal system made available the new organizational option i.e. the Producer Companies (cooperative companies) under the Companies Act which farmers in many states have gone ahead with in various existing and new projects. 
12. There have been a large number of institutional innovations in agriculture in India at the local level recently. These include the Non-Pesticidal Management (NPM) of crops especially cotton in Punnukula village in Andhra Pradesh, producer companies for organic produce in Kerala, regulation of private tubewell water prices by village council in West Bengal as a non-market based local level institution managing a local private market driven resource (groundwater), second-hand tractor markets in Punjab and cooperative tubewells by small and marginal farmers in West Bengal which have improved efficiency (lower cost) and equity in water access, and reduced reverse tenancy. These experiments point to the hidden local potential to create robust local institutions in such a crucial area of economy i.e. marketing. There is a need to allow and encourage such informal arrangements provided there are no irregularities and practices detrimental to the interest of the market participants. The role of the state in such situations should be supportive and somewhat supervisory in order to ensure the efficient functioning of these institutions which can deliver objectives of growth, equity, and sustainability. Another important aspect of these institutions is that they function fairly competitively, which is beneficial to the users of these markets as they get fair deal in their transactions. 

13. Given the nature of modern farming involving tremendous amount of technological input and market orientation which require capital resources, it is but inevitable to involve private corporate business interests in agricultural development through CF system. Therefore, what is required is marketing extension in terms of better product planning at the farmer level, provision of market information, securing/accessing markets for farmers, provision of alternative markets and market orientation in terms of improved marketing practices at the farmer level. 

14. Though there has been plenty of successful intermediation in primary production by state and NGOs, much more of it is needed in agro-processing, credit, market access, information, and technology to enable small farmers to reap enhanced competitive benefits offered by freer market. Intermediation is required for small farmers to link them up with global markets in processing and marketing. In India, due to the small farm domination of agricultural sector, the delivery systems are to be attuned to the demands and needs of small farmers which are small in scale and of sporadic nature. Therefore, new institutional mechanism like groups, associations, cooperatives, New Generation Cooperatives (NGCs) and other collectivities or networks are needed to reach small and marginal producers more effectively. There is a role for the state agencies and the NGOs to intervene in contract situations as intermediaries to protect the farmer and broader local community interests. The NGOs can also play a role in information provision, and in monitoring and regulating the working of contracts. Better cooperation and coordination between companies and cooperatives for agricultural development also needs to be encouraged. 

15. Both companies and state should promote group contracts with the intermediation of local NGOs and other organizations and institutions so that contractual relationships are more durable, enforceable, and fair. An insurance component in farming interventions is must to protect the farmer interest and it is noted that some companies are already doing it. But, the most important thing is to ensure market for the farmer produce at better price under these agribusiness projects. Government should also play an enabling role by legal provisions and institutional mechanisms, like helping farmer co-operatives and groups, to facilitate smooth functioning of contract system, and not intervene in CF directly as seen in the case of Punjab where the experiment failed. On the other hand, the success and smooth functioning of the CF system in mint by AM Todd in the state (Punjab) with no involvement of the state, due to the nature of the crop, clear terms of the contract, ensured returns to growers by competitive prices and the commitment of the company, corroborates the point that CF is best left to the company and the growers. This was also the case in Thailand where the state facilitated it from outside with credit and extension. 

16. Also, it is important to ensure competition in CF so that farmers have choice of options. For example, CF in gherkins in Karnataka was also successful, besides the reason of lack of local market for produce, due to the fact that more than two dozen companies operated in the state. This also helps reduce exploitation of the small growers. Further, since farmers did not put entire land under contract and cultivated only 0.5 acres under gherkin contracts on an average, they were not subject to any major risk of contract failure. 

17. Corporate farming can also work favourably if corporate agencies resort to leasing of these lands to contract growers or provide contractual access to these lands to small and marginal farmers and landless labour, as corporate farming is unlikely to be viable. In fact, corporate farming is a double-edged weapon. It can help small farmers in better access to technology, but can also weaken their bargaining power with the company. 

18. There is also no need to look for permanence in CF arrangements, though short or medium term sustainability is desired for availing of its effects on growers and local economy. But, as market conditions for a crop/commodity change, CF can wither away as market becomes efficient. CF as a vertical coordination mechanism is only a response to a situation of market failure and depends on commodity/crop/sector dynamics which are liable to change anytime, especially in globalized and liberalized world. But, there are many indications that CF can continue even in the presence of competitive markets as in the developed countries or even Thailand. It is important to remember that CF is only an instrument/means to agricultural and rural development, not an end in itself. 

19. It is difficult to police contracts due to the multiple variables involved in a farming contract like output price, input prices and supply, payments, and quality standards. Therefore, if the firm really wants to manipulate/sabotage a contract, there are dozen ways to do it. A government can not really do much to police a contract, and it should not impose contract on an unwilling firm or in an inappropriate situation. Further, the state/government may not always stand by the small growers due to the pressure from the agribusiness interests, and may suffer from the conflicting objectives of its various agencies. Since policy interventions can not really change the outcome of a fundamentally unworkable situation and the relevance of CF for small farmer development, it is better to have more realistic expectations about the policy intervention effect and define an appropriate niche for smallholder CF in terms of crops and markets. It is better to plan carefully ex ante for CF based on earlier experiences elsewhere. But, still, the state/government can play both regulatory and enabling/developmental role in CF. Legal protection to contract growers as a group must be considered to protect them from ill effects of contracting practiced by supply chains drivers. 

20. The model contract agreement under amended APMC Act is quite fair in terms of sharing of costs and risks between the sponsor and the grower. But, it leaves out many aspects of farmer interest protection like delayed payments and deliveries, contract cancellation damages if producer made firm specific heavy investments, inducement/force/intimidation to enter a contract, disclosure of material risks, competitive performance based payments, and sharing production risks. Also, there are state level variations in the amended Acts and the spirit has been diluted. For example, in Gujarat, the amended Act makes the APMC as a party in the tripartite contract stating the logic that APMCs have a useful role as facilitator as they have long standing relationship with farmers and can disseminate the CF concept and practice besides monitoring its practice. It makes the Gujarat State Agricultural Marketing Board (GSAMB) and the local APMC as the registering authority for contracts. The MD, GSAMB will examine the contract for its fairness to the farmers and can refuse to register the same if found inadequate in protection of the farmer interest. It is also the arbitrator in case of disputes. The registration costs is Rs 200 for the sponsor. Though the central model Act exempts contract procurement from market fee, the Gujarat Act makes it mandatory to pay the prescribed cess to the concerned APMC or in case of multi-location operations, to the GSAMB which will apportion it to the concerned APMCs. Though the monitoring role of APMC is desirable, but making it a party to the contract is totally unnecessary and undesirable as that is not the best way to protect the farmer interest, if that, at all, is the logic for giving the role of a party to the contract to the APMC in contracts between sponsors and the growers. Further, it is not known how far the model contract agreement will be adopted by the agencies unless it is conditionality to avail certain other incentives or policies. 

21. 
The government of Punjab through PAFC has been reimbursing extension cost to the CF agencies/facilitators at the rate of Rs 100 per acre. But, doing it irrespective of the size of holding of the contract growers defeats the purpose as it does not ensure that small and marginal farmers who can not afford to pay for extension and need to be brought into the contract system are included. Similarly, the Ministry of Food Processing Industries has been providing an incentive since the beginning of the IX Plan in the form of a reimbursement of five per cent of the value of raw materials procured through CF with farmers with a maximum ceiling of Rs 10 lakh per year for a maximum of three years with the condition that any organization (private/public/cooperative/Non Government Organization (NGO)/joint venture/assisted) should work with at least 25 farmers under contract for at least three years. It needs to be continued. 

2.8.3 Role of Farmers Organizations/CSOs/NGOs 

22. Producers’ organizations amplify the political voice of smallholder producers, reduce the costs of marketing of inputs and outputs, and provide a forum for members to share information, coordinate activities and make collective decisions. Producers’ organizations create opportunities for producers to get more involved in value adding activities such as input supply, credit, processing, marketing and distribution. On the other hand, they also lower the transaction costs for the processing/marketing agencies working with growers under contracts. Collective action through cooperatives or associations is important not only to be able to buy and sell at a better price but also to help small farmers adapt to new patterns and much greater levels of competition. There is also need to strengthen small farmer organizations and provide them technical assistance to increase productivity for the cost competitive market, provide help in improving quality of produce, and to encourage them to participate more actively in the marketing of their produce in order to capture value added in the supply chain.  Finally, the problem of financing the small producers needs to be tackled by finding innovative ways to provide finance. 

Besides the resources and technology which determine CF performance, it is the relationship among state, companies, and farmers, which shapes formal and informal institutions and gets mediated by them, that matters. The practice of contracts needs to be monitored by farmer organizations or NGOs. In fact, the companies should proactively involve NGOs into their CF operations and even organize farmer cooperatives or groups for more sustainable CF programs. The groups or farmers’ organizations like cooperatives not only lower transaction costs of the firms but also lower input costs for the farmers and give them better bargaining power as was the case of a potato growers’ cooperative in north Thailand which acted as a link between the growers and the company. 

2.8.4 Others 

23. The state and development agencies need to internalize the fact that increasingly product markets will mean supermarkets. Therefore, market-oriented programmes and policies will indeed be supermarket oriented.   If, in a given country, a few chains command majority of the food sector, then development policies and programmes need to learn how to deal with this handful of big companies. The development agencies also need to realize that small farmers and entrepreneurs have to gear up quickly to compete in the new markets that are spreading over most of the food economy. The local market niches are disappearing and the distinction between global and domestic market is getting blurred. The government and the donors will have to focus their programmes not just on exports but also on the growing local supermarkets. It is important to promote good business practices that optimize retailer-supplier relations, protecting both sides. This can be initiated by establishing or improving contract regulations and business rules of practice some of which are already available in the form of legal acts in the US and Argentina. These practices can also be forced by private sector codes of practice.  Regulation of supermarket chains to control or mitigate their market power can be a potential tool to ensure the presence of small growers in value chains as seen in the case of banana trade regime in pre-WTO period in the EU policy, single channel (monopoly) exports by producer bodies in some exporting countries like South Africa, and regulation of domestic import markets in France. However, regulations do not ultimately change the economic forces under which the supermarkets operate and the changes in procurement systems are driven by these forces. These changes and the basic requirements they impose on growers are conditions which will have to be met if the growers are to be able to tap the powerful market of the supermarkets. Therefore, it is crucial that government and donor agencies help small farmers and entrepreneurs to make the investments in equipment, management, technology, commercial practice and the development of strong and efficient organizations to meet those requirements. 













































































































PAGE  
18

