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~ 31~ em ~ m -4 ~ 3;:r trm ~ :ID,{ fi J 16;fi m >rna -~ :ID,{ 31ftra;rfu:rr 
c):; ~ 3lTmit g f~;1" 31mzR CPT tIu ~ c):; ffll! 341 q!;t~ Cf) ~~. 3lTCi% :m'{ 
qfhH.'1""1 I fl4(f) 'OCftt 3trffW ~ -4 flt<1 ~ ('II 5rGR mt . ~ 'fum~ ~ ~ ~ qx;ITUR 

fcra5m am:f~. ~ f"liffi fffillts. a (1 fils f3fffi "Q)(1 :ID~ ~ fI t<(f)1 {) q.,s~!;t 1""1 

f'Mfllts :m'{f~~ meR f'Mfllts 'QCi ~ ~m "ffrro;:tT m 31Tmit g f~ 
34lq~~Cf) 31H(f)I~l 3'G?l'W ~ ~ ~ ~ 31~:m~ 9"m Cf5TZf ~ m ~ 
~ . ~ R "ffrro;:tT. 3WlT ~ 31$ a:ITcn=mT. ~ :m~ ~ c):; m 31Tmit t 
fJRCf)f mR :m~ 31im:f ~ 31~ -4 ~ ffll! ~ ~m m. 

't<l1 ;:mrrg c):; m 31Tmi1 g f~ ~ 31~ m ~~ ~ f~ "i1m 

w~ CPT 34lq~~(f) ~lT J;fTl{i ~31T. 't<l1 ~ m ~'&'l l1f:rn'~0cp. sm c):; cIT 
~Ci 'QCi l1f:rn'~0cp. m it R m c):; fcm~ 31T~ g f~;1" ~ mmmn G?f CPT 
ctZffi ~ m ffll! >frc=mf't«1 f"(f)ZIT. q5T'('S 31~ CPT ~u ~ :m~ ~ 9"m CPT 
(fZffi ~ -4 ~ IDU 9"GFf a5t nt fI~I~('I1 fI'{I~;:f)c:r m. 

~.>lCbI~H em ~~ -4 ~~ ~ ;tiCbl'cH 3fR~~* if. :mf;n 
~ mu ~ fctx! rrt? ~ ~ fffi! -g11 :R<ffi 3lTffR O':f<f(l ~ ~. 
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<J>l'lf q IC1(f) ~ afq 

~ em q I rot fJ<:l a)) dJ,<O t I 3Tkn nla)) dJ,<O I em 31R 3fmR ~ fcrc:nrn em l!cn ~mfC:rdJ 
~ ~. zmfq nnm ~ em fcra>rff em 1Tfu cPT ~ ~ a5RUT ~ -~ ;:fTfu em 
{<lq~ 'I] I, fdqo H eRr cWrat, 31fbcpj-~ JF1-~ CPT ~ :fficR ~, m stmfcm 
~ ~, ftf){ m ~ <)? ~ 3fmR ~ ~ ~ rrm 3lR ~ ~ ~ f.:rfl:rn men 
~ . ~ ;:fTfu-RS1Tc'n3fi <)? fc1-l! z:rB 31ld~<:tdJ ~ fcp a ~ fH.::a'Jll c€t m:3'RT ~ 
~ ~ <)? ~ 3fmR ~ 1:R ~ <m9T SI Ul<pC'l >r'mCf ~ ~ CPl1 ~ • ~ 
~-~ em nnm (ICP qRfffiUl ~ 3lfucnrfwn rrm m fl1rf tnfi. ~ ~ <)? 

mm ~ ~ ~ fd?)S1t~ ~ m ~~ 3ft~ ~ :rot1T I mk f~ <)? fM(! 
~ dJ('{HIc-S1Cfi {<lq~ \& I ~ ~ em >rmff fco<:rr mrr ~ ~ ~~ ~ em ~ 
mrr "4 3lffl ~ wm ~ ~. 

2. ~ 3Tu:r<:R" +T ~ "4wsrffl:m cPT ~lT famr TTm ~ . ~ "4wsrm:m ~ 
>r~q:; lW1c9" "4 vf"(!f 3WlT frt~ em fiS1f<:tI:m col ~ ~ ~ ~ 3ft~"ffTf('f 
m~~ em qe;t'l H""l C'fm ~ m ~~o em ~ +T fie;I<:t<'1 I f"l1ffi . ~ 3Tm<:R 

~ m1+ITfffi 3ft~ ~ 1Tl! ~ "4 f;:p:;ITffi~ WliR t :-
• Q5C11"UR 3<'tllG." em ~, 

• QfffiT5 f31ffi Q)ff 3!'R d fie;dJl{l CnshH ffll11e:s, ~ 

• l%~f(iH fficR ffiRle:s a; ~ ~ 1{ mr (~) 1{ ~ c5r 5cm ~ 

• ~ ~ fc1fi:Je:5, 3le;S1~Il\1la ID'<T Cf5Qffi em >I~ctah~E. 
• a=xrr q)C11W~ fcrcf5R:r dJlad>l1 ID'<T q)(11W~ 3<'tllG." em ~ 3!R"~. 

3. ~ 3T~ em 3t~ ~ JIDlT m ~thl~ m Cf<'f~ ~ em fqW~ 
q){ tTcP em 3W1 ~m ~~ m 3'l)fq:; ~<:r ~~ "4 ~, ~5. vf"(!f 3WlT 
3ft~ JCrmCffiT:m mf"ffi!"ffTf('f 3ft~ tfq1f~ m~. ~"ffi!"5t~ -3't~ ~ 3Tu:r<:R" 

If >rrrrn ~m TIt, #~ -#~ ~ ek~ cmtra5 fq;m J!Tffi m rrrf'q:; 3Tm<:R m srR'l1 

If ~ 3WlT frt~ em CJ:FFIT If f3ffi ~ f~ frt~ em >l«'lTcf fq;m TTm m 
:rncfi 3T1~ 'l1ffift~ ~ 3(q I ~~ m em cm:illOcf>ffi:m q{ 3TTmf~ {ICf) ~ 
~ )lfC'ftnfGSf ~ ~. 

4. 3Cffi -am If ~ >l~q:; ~ em 3T"Q;:ft-3T"Q;:ft ~~ ~ f~ CPRUT 

3(qla~ ~tIT / >IT~"fi" >l~ m 6lT-a ~tlS1H ~<'f>CIt frt<ffi1 ~tR'f ~ * ~ 
f"l1ffi. ~ fcm~:m "4 fie;CfiI{) "ffWT:m rmr 31tR 31tR ~ em ~ 
MT'l1 >rm;; cnvn, fua:>1~ cPT cmm1 cf> "ffm"3R ~ m M #q;frqcp ~lT ~ em 
cnm, bffiEI$¢1 flic9T ~ a;qrn m >TTcraTm Cf5T<f col f~ 3ft~ mm~1T $Cfil$di 
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~ 3TI3iC-m"ff ~ ~ ~ cit <1'"Tfcp li~ ~ Cf5B m 3ft"{ 3(q IcFi CPT ~tTftm 
m ~ 3ft"{ m:11 ~ ~ q;fflUR f'Q'Cf;RT Cf5T'ttWll "4 3R'tqmfw ~~ CCl d ~ I 
a., $'~ q;fflUR CPT ~ ~ m ~. 
5. ~ fi~CfjI;{) ~~ $ ~ "4 fi~CfjI{~ ~~3IT 3ft"{ ~ a., ijhr 
~w ~~a fJFr m~ ~lJXSf q;ropf a., ¢'rrcf 'q_~ ~, -a ~ : ~crr3IT em CCl d ~ I 
a., ~ 113iii(i ~'Cf5Cft ~~m, ~~(f('f fCfQUR m ffi~ 3ft"{ ~quH ~~. 
ql,<~~ff ~wm m~(i ~ CPTf~ m ~ mf(YflZ figCfjI{~ ~~3IT ~ 
m ~uT cPG:11 30R mtt ~. ¢ ~ ~2P1 cPG:11 ~crr:m em CfCflfMtT '4 ~aR 
3fRT ~ ~m ftp 3Tftrcpt~ ~ ~ ~ 3ft"{ ~ m em JRCl'«i m 31-1"fiR 
"3(q1~"'i ~orrffi" ~ ~a:rcrf~ ~ m ~ "~JI6"'iI,JOtCfj rn=q" CPT ~ ~ 
l!Q) ~m 3l2fCCld~1 CPT f;n:rtur Q%iT '3l1 ~ em m~d em an:rnT ~ ~aR 
~. ~ (Rf: a., m '5i1c ~ figa5l'{) ~~3IT ~ figCfjFn m CPT lJ'Cf)J'(Sfffi 
~ m ~ 31ftra> ~ZTTfi' ~ q~ ~ '3l1 fCf5 >11~')~ 1"'i(1 ~~ocm<:r ~c q;) ~5 
CP$ 3ft"{ ~ m ~~ 85m ~ f-a;m JfT 'ffcOOT ~. 

6. figCfjI{~ ~~:m em (i'<f: f~ q;if fmmfT ~CfC ~ 3WT ~ ~CfC 
~ m m:11 ~ :maR m f~ ~ CPT ~ZTTfi' ~ Cf5'«ft . ~ (i2ZT em tffiT 3""'i' 

~ &RT f~ ll1! cmun t1 'il'ffffi ~ f~~ fmmfT m CP{CfC rmf+fT[ q;) JITfT 
~ -mT. ~ tffiT 'm1T fCf5 38% ~ ¢(YfIZ ~CfC rn~ fCf5 f~~ mCR 
from ~ ~ Cf5B emlffi a:ffqx em cit. ~ 3lfC1furn f-mffifT ~ :mmfm ~ 
~orrffi CPT ~Cf5 ~ ~"{ (23 .8%) m (iW ~m ~~3IT CPT 3lmq ~~ '4 
3TJ(.:ff Ji't fi gCfjI {l ~~:m CPT ftrn;r:q f~ m ~ W. (imfq '3l1 ~ ~ 'fi11(:f 

~a=c rmf+fT[ "4 cvm ~1! ~ :r.=m t1 3Tftrcpt~ (70%) q;B ~ ~Cj;~ ~ . ~ ~ 6fRi 

~ ~ 3Fifcrsr ~ fCf5f~~ mCRfrom CPT ~ ~~m CCldgl'< CRIT m 3ft"{ 
3R.r q;#f CPT ~ m m:11 ~-aRT[ m f~ CRIT ~. 3if'(1l1 ~ 3lm(i 
~ f-wmfT ~;s m m:11 f-mffifT em eml1<9' m ~~ em ~ q;#f ~ 
~;:;q JOt I ch q;) Cf5B eml1<9' ~ ~ <STCf5 ~ (iW ~(YfIZ q5fq5)- em emlRiT "4 qf~ 
m m2r <:l6 :Rm ~ (Sf~ 'm1T 11m. <:l6 ~ qrz:rr 11m fCf5 crrufcrfu ~ m f'C11! 
~~ mCR from m-gR f~ q;#f "4 crruhrfu epf~c CPT 3lmq m ~m 
ftp ~CfG ~ m ~ "4 f-mffifT em Cf5B 3(q1~d5C11 3ft"{ ffi~c:m t1 ~ ~. 
q;B ~ cPTQ5T ~"{ t1 m~~c m"{ :ohrrnT[ ~ wRt<:r q;B q;) 3i13ctfl ftl1T ~ 
'fum m (im 31if~ ~ t1 ~ ~CFC rmf+fT[ mill(14i q;) 1JJRTC1" t1 ~ ~ 
~ JITm rrm fm:ffi f-mffifT m 3(q I~Cfj famAl '4 ~"{an em 'mCRT ~G] ~t. 

7. 3T'<fuc: fl1ffi from, 3i gJOt ~ I cit I~ em m~~c 0Cl d ~ I a., 3lur<:R ~ ~ 
m $'w fiJi ffll Q ~~ '4 :mt JJT rfflGt"ff 3tlTT[ m d I <11 d '< 0 I ~ '51~ ~ cmun 
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~ m ~ ~ m ~~. ~ 3ltqtH ~ ~ QCfT urun ~ Pcn 3Wrr ffi 3l1~C&1f 
m ~ -4 ~ cBt fctx:Rr ~ mmr~. cf)A;iI '<. ~-~ ffi CPRUT m m cBt 
~ ~~. 'l1ffifm bffiEI$(1 m ~ cBt ~~ >l rn~ll~ ~, ~:ffi c5n:m 31R" 
Cffllfc18 cfRt m ~ ~ Q5tI"ffi ~ a;W +m9" -4 ~ mPR ffi >l rn~l )TI cm1 ~ ~ ~ 
3lR ~ ~ dlctld{OI ffi C15RUT ~ ~ ~ (f)44_"1'< ~. ~ mm rrm Pcn 
3Rfchr fi:rc:fr fC1rne: 5 arrE +m9" ffi ~ r{ :wR Q5tI"ffi em fmR-Q511-~, :ffi q:~ ~fl:mt1 , 
ti:mt 3lR ~ ~, d5lfl ~H tr.5lcT ~ ~ lffiIT -4 >TfC('fax w- m. ~ ~ 'mTT 
~ :sIT {!US tTI $d5I$Ji ~ >TfC('f m-m m f3Rffi qm ct~ c€1 ~ ~ 3m a;1ft cBt >lllarnd5 
>llfiftill1rutllG ~ m. CfflIff18 ~em ~ ~ ffifc;m 3RfuG:~ fflrne:s 
~ 3mlRtRJIT {!US m $d51$~1 ~ mont~q ~ ~~. Q5tI"ffi ffi~. ~ 
~ Osfc1l1 <im ~ 3l'R ~ -4 ~ >ru m mt -4 51 JlI{<)d)ct I t!G:r m m fc;m 
3Rfchr flrffi fc1rne:g ~ :m QU5 tTI $d51$~1 em fcm;m ~ ructRct em. ~ m ~ 
>ll ctdi '<~ E CPT 3IT0d5 cm1 3lf3R:r m ffi ~ r{ :wR fcRIx;q -wn ~ cBt caa ~ I ffi 
~ ~ ct3P:ffi 3ITOcP ®. ~ ,(0)011 rn ~ 3RfuG:~ fc1rne:g em tm m:rr ~ 
~ r{ 31tR a;W +m9" c€r d5JOQl8 fCC! c5n:m Q511 ~ r{ ~ ~. 

8. q)qffi c}; ffit? ~ m 1T1? q;a1 mM c5 w~~c c}; iftVnTUT ~ q)q9T 
3UT1T em ~"R:T :m"'<" CFaTfMir em ffi~ mt<i m m t mcp.:r ~ ~m c}; t{R tR 

3(t1ldCf)CiI cffi ~~:;qlffi m m~ em 31Mem~. 3m: ~ em~:mvtr4 ~ z:rfu~cft 
crn9T f~"fi -ftqrl;:r qf~ (e cttl lOll fm'f) em f~t -4 u~ eft ~ ~ fq; ~ -4 
~m ~ ~ 0lC1T em ~m q;qrn $ 3(t1ld'1 -q cr:ffi ~ ffi1T"fi "ff~clt ffi~ ~ 
mm JIT m ~. ~ mm«rrr cffl 2002-03 -4 ~~ -4 m em "511 3(t1 Id'1 m Cf6 
~ -4 ~ Cf5l1 m f~ qm BMffi ~ fq; 3(t1 laCf)Ci I :m~~"R:T $ ~ ~ tR 

Cf)qffi -$ 3(t1 I d'1 cffi 3TIf:aq; ~:aill (f)l161 ~ ~, ~ <1cP fCf) Cf)qffi -ft~m strmf1Tcffi 
fmR -4 m 3(t1ldCf)CiI c}; ~OR tR ~Wf"511",<" ~ f~ TIm~. 

9. ~ t:JX91UR f~ CPfti~ eml!CP -rrm fqf~ CPfti~ -crrm TIm fJfffCf)T 
cmm~ 3TI'lRQ -ma-m;:rcn ~1T :m~ "ff-mrrR1ffl l I6'1 kACf) ~ c}; -ft~Cffi ~R 
~ ~3TI t. ~ CPfti~ em ~ Q)(1 Ci I em qm ~ ~ m9CiT t fq; fqOO 8 ~ -4 1886 

~ ~t<I<:lCiI ~ c}; man:r ~ ~ 41,000 ~ em mmf-;:qc; fcnm t :m~ 
q;ffi :m~ m~ a5T 3(t1laCf)('1I a5T if~ ~ ~ HliOIldCf)CiI -4 50 >rf~ ~ m 
31fuct> em "1 OR s3TI t. ~ ~~ 3t~ ~ ~ &Rf ~ ~t<I<:lCi I ~"t<1 
em >r~tR. ~:m;:rcn ~ c}; ~cnT em ~ $ -m"'<1! ~ g~ ~. ~mm 
mm nlet)) fuct>rn :m~ d51 Qf(1 Q fum;:r g~ gUTfCiIT 311"fu ~ erg; ~ &Rf ~~ 
Cf)1{d 1$ -$ ffit? eftutafu "ATSR em #<:rn" ~ ~ ~t< IQ Ci I ~. ~ ~rIT mtFIT 
em cmm~. 3TIOR t{R tR ~ ~t<IQ('11 ~~ 3tm 3T;:ftqmf"{"Cf) "ff~3IT 3Tt~ 
:mrmrf"{"Cf) ffiq;;:r ~ &Rf >r6tftm "epra; m" :#m "ff~3TI (m~ ~ 
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31fuf~ m ~c=r q"3ft<p(f) m l1Ttz:fl1 ~ fq;m rmT W. f'3R1 f~ tl'Tf'o-1 ~ 
~ -q;fflUR' f'Cl'Cm1 CPTZfam ~ CPRTGIR fFfm W :ffi ~ m'{ q;(Yf ,#qrl~ 
qf~, ~ m ;:rp:r ~ cf;q;:ft ~ 1956 cBT om 25 m 3tMc=r q"3ft~ fq;m 
rmT. ~ ~ oqcrf'Wff mmWT ~ m fffi! "~.~ f'ff~" ,#qrl~ m 
fffi! ~ -q;fflUR' f'Cl'Cm1 ~ m }l"Zl'm 3C'R ~ ;:reft m ~ fJRA' ~ 
~ "~·m" 111Sc9' ~. ~ f~l:fUT ~ qm m1'T fep ~ CPTZf trm<RUT 
m at }l"~~ <PRCffi cBT :m<:n-3FIT ~ 'CR ~ an em ~. 31e:rTc=r ~ CPl1Ts aT~ '4 
~ (cfflT) ~CF<1 mm~1T ~ CPT 31'mCf trrm rmT m'{ 3'ffi):; ar~ '4 f'3R1 
~~ (l1Tf~) CPT 31ftrco 3(q1~'"1 m '® W ~ cBT~ ~oro ciT. 3«1: 

~ cnfC'"1I$d\ em ~~ ~ m fffi! fJRr CPl1Ts aT~ f'Cl'Cm1 if~ur ~ }l"<:m1 'St2' 
:me)? qf'{UTTl1:mr ~ (11) -g ~ tr ~ art·tilt fm-r ~-g . 

10. ~ ~ m 3lM(f f3Ff ~ 31~ cor ~ fax:rr rrm ~ :RC}; '#'<'C'.l"i 1 ('A CfJ 

3l1m'A' '(2'Q1 ~m m if'fVffiur ~ %(f f1=rn -g. ~ffi! ~ 31~ cBT '(2'Q1 ~m ~ 
'rJ'fRT <ff~1T(f ;:reft mm. (fwfq f~ ~ m't 'ffi'{ 'CR '[fg 311'"1 d51 {1 f~ ~ 
fep ~cnat fftchJr ~rm ~ m fffi! ~ ~ oqqf'Wff ~'Tf'o-1 tr 31ftrcp 
"~ / 3(qI~CfJ" ~~ -g. ~ em 31CR 3(Q'TCr m futluR m 31fm'{Cf(f fJR 
ti e; 1 i!:l CfJ ~CfT:m em ~ mm ~ ~ m -q '#'Tf'o-1 3'CffiW ~ -g . ~"fffi :m~ 
f.rvIT q;if 31ftrcp m~~G ~~ ~ -g m'{ cprcffi m 't1T~ :RCnT '#~o m~~G 
~ 31ftrco 31Tl1 ;:reft 'J1l(ff. -q q;if 'W~ ~ tr ~G m~}l"~ ~CfTlt 3Qt1GU CfRTffi 
~ . epqffi m ~ '4 ~ aT~ m mm tr faf1=rn ~ m~ ~ ~ CPTZfw ~ :m'{ 
cprcffi c=rW m~~ a:; m~ ~ tr cort fftep ~. ~ ~ :ffi~ t:nm m fM '(2'Q1 

~m a:; fcrcR1(f f~ q~ ~ f~ ~CF<1 ~~ :m~ f~+icl "thhf~ c):; 

:;;f~ ffTT~ 3TUJ ~ ~ cBT ~~. 

11 . ~ q'CR m ~m m-rr '4 tilA 1R:l ~ m rnchJr m ~ em "ffm'<" ~ 
CPT }l"Zl'mfcnm rrm ~, f~ mWaRT m mmfaf1=rn f~ em ~ ~ 'St2' 
~ ~ CPT mffi ~~ rrm ~. ~(;f ~ c):; m<ft fCfCf)ffi '4 ~ 'ffi'iq cBT 
~uf ~~ cor t~ 'St2' ~ aT~ '4 ~~OR :ffi~ ~ a:; fCf<Pffi ~ m 
1Wf~;;r }l"~ ~ '4 tie;Ii!:l<'11 mm. '[fg ~ fd5m rmT fep ~(;f ~ m 
~~O '4 fa{lAH ~:m m 3tM(f tr cpf~ m fft~ c):; tilAIR:l ~ m 
~ c):; fffi? }l"Zl'm ~ mn, '31T ~-a ~ c):; ~~:1:ff'OOf~ Him ar~ ~. ~ 
~;:n:ff~ a:; ~~ 21 eft m;raft '4 ~-a ~ cBT fum c):; }l"~~ aT~ 3(q 1 ~(fl<'1 1 

:ffi'{ fafqar~ m-n- . 3P:i ar~ '4 ~~, ~ltsffi'~, ihfmrfC1d5 Jqmq'ID 
vrW11d5<'1IQ :ffi~ ~ ~~8JT (f~ ml:fUT m~ arm'i!:!' ~ ~,{8JT c):; ~ '4 ~~: 
~ fcom rmT~) m<ft 'C.f5Td dl<'1lcHOI a:; 3tTT mn. Clq't1T'{ ~ em 31CFIT 
~ {<lq~ '!91 :ffi'{ tnef~~ ~1T CPT ~ ~ }l"CPT'{ 'CfJVlT mrrr f~ 
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~ e.T~"4 Ge.Tffi <If?, cpft:r"4 f~ f~~ Clm ~ >IT~11 qm;f~ (ffi fCffifR 
~ ~. zrg ~ ~uf t fCf5 11ffift-u cpft:r em ~.~ "fllTIOR ~~ ~ ml1 
m ~ ~ ifi ~cN "4 c5TCf5 ~~ m 3rt~ :Fffi ~ "4 f~~ 5f~~. R~ t fa; 
J!T -gr -en "4 cpft:r (ffi ~ CPl1 ~ 24 >rf~ m w ~ ~ m am ~ CPl1 

'f(R ~;:r: 3TI m:rr t . 

12. mtJlfH ~Q"{~~q5T d5fO'iI$di CPT ~~m a5T ~t. ~ cffl'o'iI$<:ll 

ifi Cf5ROT 11ffift-u cpft:r ~~: ~ Slunm Q"{ 3TImf~ t 3rt~ mt -mt ~ 
qf"&Cf;:r ~ ~ m ~~ ~ a5T ~~. ~ f~ ~ ~rft f~ 
~ 3TIgf<f ~~ 3(Q1C!'i Slurrffi mt-m~ l1Trr ~ ~m :JfTe 3rt~:rn"4 ~ 
~ a5T 11m :ffi~ q:mfrrtT ar.:n ml1. ~ 31~ mrrr fm m ~q;n ifi Sl~, 
cpft:r ~ m -q >rf-c=rmflffiT 3rt~ crR"C!f~ill (ffi ~qrl;:r Clm ~ mm~rr mn 

m fff~ "3t~ f1 g I tl d5 mtRT ifi JIT"{{! 11ffift-u <pf~ CPT m ~~ cnv:rT 

fTrrr. ~ rnf? (ffi ~~;:r affif ~{! ~ cmm;:a<:R <F mt "4 fcm~ ~ ~ ~ J'tm 
~ 31f;:rf~ 3(Q I C!'i -s:runm <F ~G'4 "4, ~ ~ I a g I furn:n Q"{ Sl~ ~ "&~ 
m ~ t. ~m qf~wf~ -q ~ 3rmT ~mr Sl<:rffi l1Trr :ffi~ ~ <F ~hr 
g;')~ I ff Ci I <iam ~CJ"fR" ~ em ~ mrft . ~ 31fClfWCi 11ffift-u tpf'~ a5T fqf~ 
fcm~m :ffi~ ~ <F m2:f ~Ci ~~ ~CJ"fR" <F if~ur em ~ ~rrr . 
m2:f ~ t!IDfmJR"ff ~ em ~ 3(Q1C!'i Slunm a5T m;:r ~uf Jq Slunm 
31mCl ~~OR :ffi~ f~, g~ ('I'm m <t m~ ~ 'ffi1{~ ~q(f 
cnv:rT fTrrr . ~ 31fClfWCi m~"ff, :rw:IT 3rt~ ~~m <F ~;pf0'i' a5T ~ em 
fTrrr f~ ~qrl;:r -q C'fJT CBTf"4cffi CPT a:n:mr f;p:rfur em mf'l1Ci ~ . ('I'wfq fcm~ ~ 
~ 11ffiftzr qf~ ~ -q ~'3flTR 'f[3R' :ffi~ mu ~~an a5T a5Tmr Q"{ m ~"& 
tpf'~ 3(Q1C!'i em ~qcl;:r ~ fcnm JfRT UTf~ . 

13. ctw~ ifi ~~ ~ a 1<'11 a {O I 3rt~ 'l-1R<1 -q m~ -m~ :mfT~ ifi fCffiiR' 
~ ~zr ~"4 FR ~ 'fP1f;:q(f ~ a5T mw:;rr -q ~ :m m ~ . ~ Cf5ROT 

3(Q I C!'i, >ITm~rr 3rt~ fqqur;r <F fqfcm:r qm;f w ~m Q"{ f"i'~~ ~~ JfT ~ t :ffi~ 
31'R CI119' ~"4 ~ ~ 31'fbq; ~ 3(Q1C!'i Slurrffi m mrrreR ~~. ~cf 
:ffi~ fq{ll1 H ~ a5T 'fflft an ~ qm ~ ~ fm FR ~ fP4;Q <:l m;:r ORrm -q 
5f~ m ~ m t1'Rl1! t : <5q;r ~ a5T (§?I(§ltll "4 3(Q1C!d'J :ffi~ tpf'tif 3UTTf <F m~ 
Cffi! (ffi 3WT'l1"i' :ffi~ Wff fqf~ fff~ vtmfrra5T f~ em '$f~c mm ~{! 
~ ~;:r m'Sffi (ffi m~ 'Rm <5q;r ~ <F f~ ~G~"4 ~ rr'?l1 (ffi ~qrl"i' 
:ffi~ fqf;rti~ . ~ crnT <t 3tC'f1Trr m fqf~ ~ mf1:rr; tat : -3'fFRr m t'tc-:f 
tR' f1gd5I~') mmCi<:lI, ~ ~ {!fmmJR"ff w~!~ <F JIT"{{! -maJIT;::rcn 
~~, cn{CfG tmflfrr (ffi t't-cm m"5c1 'Rm ~ t);:r '#~Jfifc a; ~ "4 f;rvfi 
aT~ a5T qgc;. ~ ~ #~~c -q ~ faf~ cnc:m "4 ~c 3rt~ ~c CPT 
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amf ~ 'CfTCft lPlTI ~ m~ GTGT ~ 31m ~ em amf;ftf<'f"lrnf) Q(1IQ'"+l m 
W1=ffi" ~ . ~ 31fCifurn, ~"Cl5C1TUR fcrq;rn- CPT<:fP5B t!C5l!m f~l:f CPT<:fP5B 
qrm lTm~ f~ ~ ~ 3(1Qldd'l1 gro ~-mf"fRl3fttrmfun:m~ JRtqmfw 
~ ~ 111(1 ttmf;:rm CPT<:f'{(1 ~. +:fm ~ ~ mmm1T mg 3ft~ f~~ fflCR 
fffims ~ ~hr ~-qCffi 3W1 f~ -m31f-;:rcn ar~ a5T tmrmr ~ ;nz -q1T em ~ax=r 
~. ~ 3W1 mu ~ ~fffi! ''fum ~r1T" cpr~ cnhrr ~ 3fM('f f%'1'R1I"i 
roCR fffiBts cpr CPT<:f ~ f:TlTT fep erg mg &Rf 3CGTf~ ~3TI em ~vr ~ fQqUR 
CPt . ~ ~ ~ 3fM"ff 3:rn (1Cf) W+1cil em ~ 3TeraT l!~ CPT<:f~ ~ 3f'fflf('f 
mf1=ffi" em ~crrffi ~3TI it ~, ~, ~, 1Tf'Cf5ffi, q~~, ;ft~ JITf('f 
~ q)rf, f'fffa5 ~ W+1cil ~ f~ l:!W(1': f-;mT('f fcnm :mm ~ . l!m ffl'ffiT ~ 
fep fJFf 'l1Tl1C1l it m"ffl1 ~ em m 31'fua5 fqf~ ~ mc=r I ~ ~ 
3TTmf'{(1 ~ 'Q'6i ~~ ~ m frt~ sW'R' '4 3'ffucp ~1T"ff 3ft~ 3CG laCfl ~ Btn 
:m~ clH:-mt ~ CPt 3R:f qrnffi :m~ ~% ea-:n c}; ~ (1Cf) ~q 'Jf1T!1T. 

1 4. -am 3T~ ~ 911<i ~ 51 H Cfll :fl , ~vr '4 3>tRT fHHH'I ~ fffi! 3OT1! TTl! 
g_cf 3ft~ crcfl1R ~ ('fm 'R'R"ff 31m f~m:n ~ fCfm' Tn? ~~ 3F1~ORT ~ 
wfl:f-m~fR~ c};fffi! 31fuco 31tlfam 3TT+1 ~m #zw ~f"ffm t. ~ 'R'ffifr~ 
~ em 3TTaR' mtt~ ~'CI"COOT3TI, ~ 3CGld"i m;Jmt c); GTU 3ft~ 3l:fm1T 
~('f mr m mR '4 "ffl'T mIT m . fmltt(1QI, ~ f~l:f?fT31T '4 3TF4' ~-mf~ 
:m~ q;p:f ~ ~ 1:f5m1 3<'4 I cH em lJU'lCI('ffi '4 CPlTI, ~ 3CG I a"i m~ mT4R em 
sr~mrr :m~ mT it 31lT~ mJR cpr w:rf~m'ff q'c;:f mfliM' ~. ~ ~mr 
~l!, mG: it fCPl! TTl! m;:r ~uf ~ ~ fllb(1(11 fllffi '51T srmcn ~ m;:11R 
fR~ ~q(f ~ ~f'C'm ~uf ~. ~ m~3TI mr , (i) srmcn tlcnat rn~ 
#zw ~, (i i) m:JfR 3ft~ fQqUR ~~3TI cpr ~~ 3ft~ CPT<:f ~; 3ft~ (iii) 
ll("qQd;:r ~ m~ ~ mrr ~JR1 ~ ~ ~ it qfuf('f fcnm lTm t . 3tITrr I m;:11R 
c); m~ cpfl:f a5T ~w f;:r~~ it ~crR em mrt m ~<:rrff ~ mcnm31T em 
fllb(1(11 3ft~ 3ifllb(1(11 ~ f;:r~~ cntTTT. ~ qf~~ ~ 3'"i' ~ ~ em ~q(1 
mR "ffl'T '3fT1!m f~ ~ m~ ~mfcrn f:Tm ~ . 

15. ffiTffi 3ft~ Cfalf'ffiT em if~ ~ ~ ~ m~ 3tITrr ~ ~ ~ihT~ mr 
rffi~ ~m 3CG I d"i srurrffl cpr ~qc=q ~ f:TlTT. ~ fuW't:IUT it tlCf5Cl't ~iht~ 
~ :01~~ ~ '3.!'$ WIT ~uf sr~ ~ 3('(R ~ ~ cpr ~ ~<:rrff fcnm t . ~ ~~ 
~g~~ : (i) 3CGlaCf)1 ~~ flA;qQ emg'mQ, (ii) ~'{T (Rg~;:q(1 aT~m 
a5l1~;:q(1 ar~ ~ ~ mr 911<i m(1q)rf em <J,FR1; 3ft~ (iii) 3C'Glii"i ~ '3.!tT 3>tRT 
gUTTFft cpr Rzt~. ~ c); m~ tR zm: fl 15CflI {l ~~3=IT :m~ ~ &Rf g-rn:rc, 
3Ffttrmfun ~mRt mr m~ a m ~ flA;qQ em gma mr~ fa-mt q$TTT. 
3C'GldCf)1 &Rf ~~('f flAt<:II:m it ~~ RoT~ it tpBf cpr 31CRR ~~m ~Cl15I'< , 
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~~~ mf~-&~, 6d'llcpC1 aT~m~ m"ft~uf ~a>T WCPR~ 
~ +r-1T "ffiV1T, tCPT ~ em 3(G I C:d'lC11 3Tt~ ~hicmffRiT ~ ~ m f~ cfTufqfu 
cpf'J1C4c CPT 31mq 31Tfu m~ t . ~ 3TI~ 3ffl emlffi 31fucn wffi t ~ ~ 
m 31tR JCtmr ~ m;;;R ~ ~~ t . -m:nq ~ fll4'RlI3TI CPT ~:~ C'Rf: f.:reT;:r 
~mT ~~, fff'ep;; W5 ~mf;rcp C£la'&ll 3lIa~Wf.) ~ f~ fm 3Tt~ q)lf 

m-;:fi m mn em ~~a:n CPT mOR m. ~ ~ ta? m ~QTfR ~ ~-mrn 
fll4 'Rli ti , ~ ~~m C£la i:( I '( 3:ft~ m mCR1 m NaTTT em ~mcr-=m? e-~ W t:(1" 
amur t f~f~ «!fl«!ilaf) ZIT wTlFl $'"Ghc; m~"fT ZIT fqffiT ~ >r~ m 
~ ~TRR Jt~ mtmrfw ZIT 38'ttmrfw 31TOR-~~ ~~ <'f~ m ~ ~ 
~ em 31tR 3m em ~rrf5cr"ffiV1T wf~. e-m ~~CR1 d'lIZal$ ~ m ~tt l=ffifT 
~ fq{ll4H 31ciC£la'&ll em 3l1lT ~~ ~ ~ 31TOR-~~ ~~ em m,:r mrrr. 

16. 3)CR ~ ~~ c=f~ m ~ m<1 m frit<!" >ftllfl{C1 ~ fCf5 ~ t)~ ~~ 
91~~c m5flt ~ ffi,:r >rfC(f fCflQ" 3fT "fl<t. ffif:m~, 915CfC tfflT 3:ft~ ~t:f.1T em 
J1 Hd'll fl em ~mvt m f~ t!Cfi ~ U~ ~ ~ ~ qrffi CPRf -;ftf'"fi «!M I «!""fl , 
~c;crcf? Jft~ ~ f;:rdw ~m ~ mu U~ em fC!ft:r::r ~ em qmqfw 
f~~"{C11~ qf~mm~. ~~~u~;:mnt/ :m$m:m$m:m$ Jtm *OIC:I~ ~3TI 
"fim f~mR fflClX fffil1t5/q'55 qc;:g Jtm fQqUR ~"&l13TI m m~ mT tffi~ 
Jt~ Cf5c:l:r tl5l1t ~G em ~~ -m 41~"fi ~ f~ em 31fucn m,:r >fGR 
~ ~ "fl6T~ ml1 . ~"fi; mT tffl~ m~ ~ mP ~~ ~~~ "flfcf~~ Jt~ 
mORUT m5M" ~ em e-~ ~G, ?!tOT , >r~ m~ fQqUR 3tffiW ~l1 f~ 
~ 3Ul4T CPT 3TIq5-tl5l1t 3(Gld'1 ~m ~. ~ >r~ 3iWtTm t-~q(1 ~ 
U~ "4 ~"fi 31fucn ~~ em 3fT W >rmcn(GIdd'lC1I em m-m1 fq;zrr JfT1!TTT Jft~ 
~ f~ em :wR mf~~~ em ~~ ~ ~nmm. ~ ~ t­
~q(1 tR" fCflQ" Tf(! mu +lRrtep;; ~ qm t:Tffffi ~ fCf5 f~ em mmm~ a5T 3TtrlT 
~, Cf5B ~~ ffi1T"fi"fim fctqoH qRtJ1M'11 em ql'(d~hlT (f.)T ffi~ ~31T~. 

17. e-m ~"fITRfT ~ fCf5 ~ mm~ wam fl6d'l1{) ~~31T m ~ flA'"Cltl 
c=f~ ~ fll4 'Rli <):; &f m fffi! emt '{ffilT f.:rcf.lffi m. 3TQ'QTC: m ~ ~ W5 Q~ ~~ 
m ~ t. ~ ~cf ~ WTfqcr fq;zrr rrzrr m . m ~~ >rzm:r a5T fl45MC11 CPT 

>f~~ amur m :wR ~ m m~ :m:3 "ft~u ~ m"'(" r.=rcm ~ ~ ~ 
fAT ~31T m. tffi" f~"fi Cf5$ ~ m >fmcIT fQqUR ~~. ~cn ~TT m~ ~Jf 
>rf~ em ~mm ~ m tm:n m. ~cf ~ fl45MC11 em W3fi ~ ~ ~uf c=rcm 
em ~~: m:l11R qr~ CPT ~Q:('Q ~~Ia'"ll~ft"ff fli:(d'll{) ~"&l131T ~ qfm"fi ~ 
CfR" tm:n. 31(1: 31TJf m CPRf d 1C1la{O I ~ :5];tt fll4 'Rl13U m ~U"ff f~ m f~ ~ 
~ ~WR "ft~31T m fCfCi)ffi m >rzm:r 3iRt ~ wf~. ~"fi: t!Cfi ~J 16'11 ,l4d'l 
GTU m:m~ d.,«!'Cli'1qr ~ ~ fll4'"Cltl mf;:r:ITUT mfffi! t!Cfi ~cpf"fG"Cf5 m5M"-Rf~"fi 
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fq;m ~, f:Jfffiffi ~nto;, fCfffi"RT mT fq;m "3m1T ~. ~ l1Tsrr em t~ -a;; f~ 
~ ekm 3Tt~~~-q ~"31T~~. 
18. "3W1 mo C!IT:;;rR" 3Tt~ fQQUR "fi"~3TI m "cf;gq=c" CPT "fi"~q ~, G] ~ em 
~aTrc[Xf 31fucp ~uf qrm 11m ~ . f~ ~ qgffT, m-~-~ ~ ~~ 
aT3iR cffi ~a1 ~<t~, 3Tt~ ~, fCfffi"RT ~ 3tTmcn=n mo ~ ~ em ~~ 
"4 fIlfi fQQUR "fi"~3TI CPT "~" ~ . "3W1 mo ~ lRffi CPT ~q ~ , ~ qrm 

11m fa; C!IT:;;rR" 9"urrc9T cffi ~ an ~ licx:r fCTftnfC'lZff. fcMt'f ~ ~ ~ / ekm<:r ~ 
tR etcrr m ~ -g. licx:r a-au=rr em W;;IT'~ m -a;; f~ licx:r gf~lTffi -q 
3TItrR~rr lRffi CPT ~ ~ ~tt "fi"~ "4 ~crmT :m~ f~3TI cffi Nfwfrr. 
~ fcm:R ~ "ffif; "4 m~ "fi"~cl1 ~ qffi -g fa; ~ CPT 3Ttmf"TTCffi~ ~ en 
3i la~<Ol Cf) ~ :m~ ~ Rrcf5T 3lTm~ ~ ~ m~ 3(q IG:(f)~' 3Tt~ ~ffi (fm f~<fX1 
m 9"urrc9T tR 3TImfm oqa~1 ~ ~ 31fucp a-a1-g. ~ fmT fcmR ~ ~ 
CPT mf;; ~ fa; ~ 3Tt~ gf~~ 9"m31T cffi if~~ ~ 3lTm~f~~ 
fQQUR 9"urrc9T em ~ft CRf ~ cffi ~ ~. a=mf'(j) CRT+TR "4 ~ ~ 
3(q1G:"1 "4 m~:m~ gf('Rqci('qq) ~5"4 mm mm~. 

19. fQQUR ~~ em ~<tq; m cffi if~ ~ rrm lic-m em gf~m 3TItrR tR 
f~mfm m :m~ ~ em "it~~Rc m~ ~ ~ m fffi! tH(f)I'< em ~ 
;ftfrrm :m~ fqf~ cffi JIT"iJ m cffi ~ ~. ~, ~CfC 3Tt~ ~c ~ 
-a;; ~-3if~ em ~ "ffl1 ~ 3Tt~ "(!q) cffi cffi11c1 tR <t:,~ ;:rgr ~q;rm JfRT 

trrfm? m~, fQQUR "fi"~3TI m ~ m lRffi em 3ltf~ ~ ~ fq"1<Ols:n mT 
:m~ 3ltf~ ~ ~ 3"1" "fi"~3TI 3Tt~"fi"1"TCRT em "fi"qftfrr :m~ f1 e; 1 <Ol (i 1 ~ ~~ 
"31T ~ ~. :m fCfffi"RT -a;; f-gffi cffi ~an m f~ CPT"4 ~ ~ -g . 31T1T, ~"4 f~~ 
m m 9"m3f.1 ~ 3('QIG:(f)1 em ~ a:p:fffi ~~ m f~ 3m licx:r em f""1"tif~ 
a5V1T t?C5 "ij;;ftm 1m CPT"4 ~. 

20. ~ rnq 0 1"1 fcvt~ -a;; 9"mcIT f;:p:rfur -a;; f~ m~ ~uf ~~ lirqa-o"1" 
-a;; Jff~ mrr f;;IT'lfrr m cffi gf~ ~. ~ gf~ ~ ~ 31fucp ~ cffi 
"fi"mcRTti -g, "Jtmf(j) re ~ "4 ''fq;q:cffi'' ~ 3lTCPT ~, f"3ifR qrm ~ fcp mm -q 
crn=J;rr: ~ ~an ~~~, "3W1 ~ 3(q1G:"1 "4lirqa-O"1" ~ 7%~, ~(j)~~ 
"4 ~ 23%, fq;f~~"4 45% m ~~tsf~"4 188~/o ~. ~ 3TI~ ~a:ron 
~ ~ ~ m<f ~3TI ~ fa; mm "4li~rr 3(q1G:(f)) -a;; "fi"qO~"4 :m ~cx:r C!ITm ~. 
erg ;:m 3<'Qlif cffi mrr em f;;IT'lfrr m cffi ~, ~a; ~ ~ ~ f(j) 'm"'<cft<:r ~ 
m m"4 em~ qfwt~ ~ ~3TI ~. ¢ffi! ~ 3('tl"Ta- m li~ -q cp~ mt -mt 
~m :m~ JmPT mqm;ft ~ fa-w 9"(f["1" ~ mm. ~"4 mft 3TI<:r crrR ~~ 
Gft:rm m 250 M"ffa"1" T{3'tt(f +=rmcrm<:r ffirr, f~ 3m fm~ 3TI<:r ~, 
-rnu m m m'~ em Rmfm m cffi q;~ -g . 
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21. ~ ~ ~'fX:rcn:f;r ~ 3lCRR, cpf"C:f ~ Cfffi) l1Tff m~tm fCfqUR' ~ :m-w, ~;IT 
m ~ tR ~ ~. fCfqUR' mn ~ffii: ~wrftm fcrQUR ~<rm tR 3TImf~ 
mm, :m 3R:T ~ ~ ~ ~ ~ ~ t, m fcn 3(qfG: :m3 tf?; ~ 3TI~Cf 
31{<l'(C1l em ~~ CfffifT -m, ~ fqfqmn (~c8 , tt~ m m~ ~ ~ 3m1R) 
-gT m~ erg CJ5l1 -am ~ ~~ JfT ~ -gT. f:Tff it ~, ~ ~~ m~ ~~an 
~uf 3tl"mCfffi fu(ff ~ rm ~ . -a fcrQUR )I"~ ~ )l"COR ~ "3lT1! . Wen 
~"$ >I <:D 31"1 ~ ~3TI em trmrr, >nmmn!il fl fti 11 31'R ~fsQ){ f~fiQe; 5 

3(qfG: ~ lt~~tn" mf(f ~m )l"COR ~ ~d;r ~ 3TI~. ~ "fi'ij-o ~ 3""1" 

~ ~ 3'lld~lqCf)f~anJT-gur~ JfT~ t,:m ~~ m~fcrQUR)I"m:m 
~ JIT-W ~"faCfrl;r ~~ ~ 3tl"cmCfffi em ~ts m1T (fCf) COT ffi~ 30T ~ ~ • 
~ f;rf~Cf ~ 3ft~ m em -:;;r; qf~m; coB ~ )l"t:rm ax ~ ~ . Cfmftr, 
~"faCfd;r em )l"ma)(ql~dkll em ~ >l"famt COT :mcm:r 3t1T ~ JfR'T W~ 0tmfen 
m1T f;rf+fCf ~ em ~ Iffli(iT ~ :mCOT JfR1T ~ . ~ :m<1f~ Jm ~~ f;:p:ITUT 
>11~~ COT 3TIaR m em "fi'mcRT:m ~ ~ Jq"cmCfffi em "fi'mcRT n. m mrr 
f;fl~Cf m <):; )I"<:IT"3'Ff ~ ~f'(:fqrl;r C£:.~ s:rmc.r STC1 ~ ~. 

22. fgq.,{f~IQe;5 ~ i1tH~IqM (3~IB'(OIl~, ~~ ~ ZIT ihl11Cf)M cffl1f~) 
~ 3(q1C!"1 ~ :m-w cl"Rl rn~ ~ 3R:T 31TZI1l1 tmm ~ em 3(q1c!d')C'11 m~ 
3(q1C!"1 ~ crf~ 31't~ ~ ~~aTI em Him "4 ~ ~ mv it ~uf -gT 3iT1!11 . 
fqfqmCROT (1)1 >l"famt em m ~Cf 3libm "fi'~ ~ , m fen ~ qRqfw 
31TaR ~ 31f<1f~ ~ J"llm ~ ~ ~c ~ f~ Cfffi) "J1TC'f d'5T m #~ cnt , 
f~~~~3q~,mm-mftg~~d'5T#~fq;mJfT~. 
~ f~ 3q"fi'OR 3ft~ f~, fcM~ ~ ~ mm -sttWfrrffiT "4 f;ffl~ em ~ 
nm, f~ ~ ~ Cfffi) "J1TC'f 3TW(\ mm -~(Yf ~ fffi! l!!fT m<:ITl1ffi, ~ ettl G I $M 
~ ~ "4 ~c m "4 f~ ~ :wiR ~mq.:mi ~ . 

23. ~ ~ Cfffi) "J1TC'f ~ 3tf"(i1i m1T ~ 31TtrR" tR m"fi'mrr ~:31cfmT em 
"ffmcRT COT q(ff ff1TTm JfT ~ ~. ~ ~5 COT m1T ~ ~ cp~ CPif "4 E : 

ftIT~ ~rr"4c:B a5T ~ em ~ ~ 3Tvf(\ ~, "ff~ (~crr ~ f~ #~/~ 
~f~ #~ ~rr"4c), ~ f;rqfCf, wu >I1m"fi'rr , 3ftWf1rcn:m~ q5T5-q:;l~. s:r~en 
~rr"4c 31tH ~ ~ rt~ CfffifT ~, 0tmfen ~ m~ ~~Cd'5(Yf ~ 
(mmfrrcn ~rr"4c) "4 n "® t . fqf~ 3tf(ii1 m1T ~ ~ fqf~ ~rr ~ 
aru}"tffi1~ cffi an:rffi em ~mB ~fffi! ~ if~ur ~ ~ ~ fqfqmCfRUT 
d'5T ftBllq(11 f~m . 

24 . 3TtzT(:R" ~ q(ff "iTffffi ~ fen m~ "4 ~ 6ITpm- fff~ "4 ~Cf qf"'<CRf;r 
-m~ cffi ~ mcRT ~. 3W1 ~m "4 =a Iq f.i(1 s:r1j;~ >IT~~ ~ ;ftf(f1T(f frrorffi ~ 
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~ ~~q;;:r ~ ~ ;fifwm ~ 3lt~ ~~ ~ ;:ftfu ~ fq'U'"1I"1 >mftrFIT 
3lt~ 3R:f ~mtrn ;of) fc1G11 CPT ~c=r m cit ~ CPT qffi mi"ffT ~. cmtrc:P ~ ~ 
l1T1T CPT ~ ~ ~c=r J1ibq; ~~ ~ cit ~ ~ 31m~ 3lfhq; a1:3fR ~X9: 
f~c=r ~ m cit ~ ~. em ~~ ~ fffi! em ;fifc=rm cit ~ mnr, 
f"3Fffi ~ CPT il511 citl1c'f tR JlHct>l'n, sttmf1Ta5t 3lt~ fqQ"O"R 3qM(t;l m ~ 
c=rm IDc=rmm a1:3fR citmn cit ~ 3lt~ 3"1" mP ~ cit ~~ "4 ~tfR m. 
~t:T pf15f -;:\)fc=r "4 fqqtTR, ~ mm1T cit CfflTfMit, ~~ ~OR, ~WR 
mCf) a 1 <11 a '< 0 1 CPT !ITcn:wr fa 'U '"11"1 m ~ I c9fctR ~ Cf5J"GIf;qz:r;:r em ~ an ~ 
tf<1T mi"ffT ~ fcn ;fifc=rm em aq 1 a Et 1 r~ ~ tR ~ c5 fC91! ~ am:f~ m~ 
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EXECUTIVE SUMMARY 

The transition of agriculture towards commerCialisation/ 
industrialisation is natural though number of external factors like 
agricultural policy framework, extent of market imperfections . ov rall 
standards of living of majority population , etc ., may influence its pace 
for a country. However, such a transition creates its own advantages 
and disadvantages. Therefore, it is necessary for the policy makers to 
plan interventions that not only minimise the adverse impact of such 
transition but also attempt to maximise its benefits across all the 
stakeholders in a given context. The study made an attempt to evaluat 
some of the existing models and evolve a conceptual framework for 
agriculture-industry/market linkage, which can facilitate the transition 
of Indian agriculture in the righ t direction. 

2 . The study was conducted using 'Cas methodology'. The 
me thodology was helpful in clarifying the nature of problems in 
agriculture industry linkage in each case and identifying reI vant 
variable and nature of their relationship. The cases covered and 
reported in this study include: "Marketing of Horticultural Produce" 
through Valsad District Fruit and Vegetable Cooperative Federation Ltd .. 
Gandevi ; "Contract Farming of Chicory" in 'Kheda, (Gujarat) with 
particular reference to Hindustan Lever Limited (HLL) ; "Procurement 
of Cotton" by Arvind Mills Ltd ., Ahmedabad ; "Production and Marketing 
of Horticulture Produce" by Kerala Horticulture Development 
Programme (KHDP) , 

3. The objectives of the study were to analyse existing frameworks 
of agrIculture -industry Integration and in turn suggest a generic 
framework, which may prove to be relevant and respon ive to th 
farmer, trade, agro-industry and the consumer in the Indian context. 
As the study progressed, its scope was enlarged to cover 'agriculture­
market linkage' as against 'agriculture-industry linkage' proposed at 
the beginning of the study to make it holiStic in terms of realities as 
observed in the Indian agro-produce markets. 

4, Each of the four cases had unique characteristics, which 
contributed to the evolution of existing backward linkages between 
production - trading/processing system, The unique characterIstics 
included cooperatives' tendency to 'maximise benefits' to its 
membership. lack of alternative use of chicory other than as additive 
to coffee, outsourcing procurement of cotton by the textile mills to 
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ginning and pressing units to reduce price risk and integration of 
production and marketing of horticulture produce through informal 
institutional arrangements in KHDP. 

5. In case of successful cooperatives. the bondage between 
cooperatives and membership revolved around three major factors. viz .. 
strong backward integration through provision of services. benefits of 
collective marketing and transparency in process of market 
transaction. In order to retain the trust of their membership 
cooperatives need to take two important steps - firstly. continue to 
improve th quality of services needed by majority of the membership 
and secondly. introduce 'organising element' to further align 'production 
system' with the needs of the market and generate economies of scale 
to improve farmers bargaining power. On the marketing front the 
cooperatives need to put greater effort in improving cooperative-market 
interface through upgrading professional managerial input and value 
addition to its products. 

6. Unlike cooperatives the private firms do not attempt to build 
broad based relationship with the contract farmers beyond execution 
of chicory contract. This was reflected in the reasons narrated by 
farmers who have discontinued contract farming of chicory, i.e .. nearly 
38 per cent discontinued as prices offered by HLL were low. poor 
economic viability of chicory based cropping systems (28.6%) , 
transactional problems (23 .8%) and absence of alternative institutions 
like cooperatives (14.3%). However, majority of farmers (70%) who are 
curr ntly engaged with the firm are satisfied. The farmers are unaware 
regarding the opportunistic behaviour of HLL and other firms towards 
sharing market rewards with the farmers. Instead of benchmarking 
chicory price with the end product. I.e .. coffee chicory blend, the firms 
ke p the benchmark at lower levels and the gap increases with increase 
in coff e pri es. It was also observed that private firms including HLL 
lacked long-term commitment towards sustainable agriculture as 
evid nt [rom low productivity and profitability of chicory. in case of 
contract farm rs. Lately. the firm has outsourced procurement and 
processing to local processing firms and has partly moved its contract 
farming op rations outside Gujarat leading to sense of insecurity 
amongst chicory growing farmers. 

7. The study of pro urement operation facilitate by Arvind M1lls 
Limited (AML), Ahmedabad brought out very complex set of factors 
which are at work including factors associated with global industry 

xx 



environment. The study brings out the plight of the farmer as a suppli r 
to the industry. The weak backward linkages are due to current task 
environment of the industry - globally competitive textile industry in 
India without Similar competitive advantage, both in t rms of cost and 
quality, in cotton as raw material. The AML was obs rved to sourc 
its Cotton as raw material from ginner-cum-traders, GUJCOT, CCI and 
other broker/commission agents with largest proportion coming from 
G&P units haVing technologically superior primary processing facilities. 
AML maintains direct linkages with selective G&P units in order to 
maintain quality control. The scope of linkage between AML and G&P 
units covers price negotiations ; quantum of supplie , quality 
specifications and areas of modernization of G&P units. The AML has 
also distributed video films to G&P units to create awareness regarding 
good practices in production, handling and ginning and pr ssing of 
cotton. Despite these arrangements temptations to keep its options 
open in procurement to take advantage of favourable market price 
remains high. This strategy also enables AML to reduc its cost of raw 
material and remain competitive in domestic and global mark ts . 

8. The raw material procurement approach of cotton describ d 
above may give textile industry price and quality advantag but has led 
to complete neglect of productivity at farm level. Ther fore, it is not 
surprising that Cotton Textiles Export Promotion Council (Tcxproci)) 
report cautions that India is rapidly forfeiting the cost advantage its 
manufacturers have in home-grown cotton . Moreover. cotton production 
in the country during 2002-03 has fallen to a decade low, refl ecting 
lack of economic viability of cotton production at the current lev Is of 
productivity and price. Even in Technology Mission on CoHon . 
productivity improvement has not received due emphasis . 

9. The Kerala Horticulture Development Programme (KHDP) was 
observed to be a very unique programme implemented through a mix 
of innovative public interventions and institutional/organisational 
mechanisms. The very size of the programme, which benefited nearly 
41,000 farmers through 1886 SHGs over eight years and its 
performance in terms improving productivity of fruits and vegetables 
by over 50 per cent, speaks for its achievements. The interventions Ilk 
Master Farmers (MFs) to manage SHGs, credit delivery through 
consortium of public sector banks, participatory technology 
development (PTD), and office-less extension systems etc., helped in 
evolving a sustainable model for collective action by small farmers. 
These interventions were implemented through informal institutions 
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like SHGs at the grassroots and formal but farmers managed 
institutions like 'farmer markets' (registered under Charitable Societies 
Act) . The apex organisation which took over the functions of KHDP was 
named as Vegetable and Fruit Promotion Council. Keralam (VFPCK) 
incorporated under Section 25 of the Company Act 1956. The KHDP 
efforts to promote 'farmer- factory' linkages for farmers managed 
processing unit were not as successful as its 'farmer market' model. A 
careful analysis revealed that two major factors in its task environment 
were ignored at the planning stage. viz .. lack of suitable processing 
variety of pineapple (Kew) in its command and high prices of table 
variety (Mauritius) extensively grown in the areas. The Command Area 
Development Approach attempted to overcome these limitations is 
producing results but only gradually. 

10. The case studies covered in this paper vary widely on structural 
dimensions and comparisons between these studies may not be valid . 
However. the findings broadly suggested that farmers managed 
organisations . have greater 'farmer/producer-orientation' in building 
backward linkages. These organisations provide many ancillary services 
needed by the membership in addition to marketing their produce. On 
the other hand. private firms have greater 'procurement- orientation' 
and their relationship with the farmers does not go much beyond 
procurement. These firms hardly offer any input or extension services 
to the farmers. In Cotton different levels within the sector still operate 
independently with hardly any linkage between farmers processors. 
This demonstrates antagonistic interests between farmers and firms, 
which need to be kept near equilibrium through appropriate 
institutional and regulatory mechanisms. 

11 . The second part of the paper attempts to evolve a generic 
agriculture-market linkage framework within the boundaries of which 
various alternative initiatives can be explained and practiced . The 
framework would also gUide research and knowledge building in this 
area because of its vital importance for future development of Indian 
agriculture. It was realised that the development of generic framework 
for agriculture-market linkage has to be undertaken under given 
externalities , redefined as concerns of Indian agriculture . The 
redefinition suggests 'productivHy and diversification' as the core 
concern of Indian agriculture in the 21 Sl century. The other concerns. 
which will constitute the future task environment of agriculture, will 
include liberalisation and globalisation, sustainability. consumer 
preferences and food security (redefined as nutr!tional and regional 
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food security). Accordingly, the State will have to reorient its policy 
framework and public interventions in a manner, which will encourag 
efficiency, private investment in agriculture and expansion of agro­
processing activities . More importantly, the Indian agriculture has to 
evolve solutions relevant in its own context and increas investm nts 
in agriculture, which have fallen to a new low as against 24 per cent 
of GOP a decade ago. 

12. At the operational level, the coun try needs to over om 
constraints, which makes Indian agriculture a dominantly supply drtv n 
system and gradually change its course towards greater mark t 

orientation. The ideal situation would be to gradually move the current 
supply driven production system to a demand driven system, which 
will include both quantity and quality of the agricultural produce. This 
would mean imparting market-orientation to Indian agriculture through 
interventions like dissemination of market information, promoting 
competition and transparency in agricultural produce markets and 
linkage with agro-processing sector. While supporting this novel 
argument. questions will also be raised regarding the practicality of 
its implementation, particularly in the context of a highly uncertain 
production system like agriculture. Under the Circumstances, the b st 
that possibly can be attempted is a tactical balance between demand 
and supply. Moreover, this balanCing approach has to be uniquely 
tailored in tune with the typical characteristics and reqUirements of 
Indian agriculture. Secondly, the agribusiness firms will hav to 
maximise synergy between three important sub-system of agriculture 
production system namely R&D, extension and markets. Further, 
several initiatives will have to be undertaken to restructure processes , 
enterprises and institutions including capacity building of personnel 
engaged in its promotion. However, promoting market-oriented 
agriculture production should not be attempted at the cost of 
employment generation and food security particularly in the Indian 
context. 

13. The growing phenomena of globalisation and its gradual 
liberalisation in India has triggered the process of vertical coordination 
in Indian agriculture. Resultantly, different steps in prodUCtion , 
processing and marketing will become interdependent and farmer will 
also become a part of the larger food production system in due cours 
of time. A review of past and ongOing initiatives in vertical coordination 
seem to be moving in three streams - evolutIon of commodity and 
location specific linkages between producers and agro industry under 
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the umbrella of contract farming, evolution of supply chain models 
integrating technological advancements, and promotion and regulation 
of these mechanisms with particular reference to contract farming. The 
specific initiatives covered under these categories include - Anand 
Pattern of Cooperatives (APC)' public intervention through Small 
Farmers' Agri-buslness Consortium (SFAC), Pepsi model of contrc:tct 
farm lng, and private sector initiatives in the form of Supply Chain 
Management (SCM). Some of the specific initiatives in SCM include Tata 
Rallis strategic alliances with firms dealing in input and output and 
ITC e-Chaupal. In additIon, Kerala Horticulture Development 
Programme (KHDP) was observed to be a unique programme combining 
producers managed informal and formal institutional mechanisms at 
different levels. The joint venture between MP Khadi Gramodyog Board 
and Hindustan Lever Ltd., (HLL) indicates a new era of private-pubic 
sector partnership. This enterprise will promote "Vindhya Valley" for 
food products under which HLL will market the board's products In 
the country. The commodities which have been covered so far as a 
part of these initiatives or likely to be covered under such arrangements 
include gherkin, potato, spIces, groundnut, passion fruit, citrus, silk, 
etc., mainly destined for export. It seems that such agriculture-market 
linkages initially may prove more relevant and productive in cases 
where the end-use markets have very speCific raw material/product 
reqUirements and gradually spread to many other crops and allied 
sector produce. 

14. The in-depth learning from the case studies. a relook into past 
and on-gOing initiatives in vertical coordination in the country and 
empirical research undertaken in conditions similar to India provided 
mu 'h needed input for building the generic framework for agriculture­
market linkage. The ground realities of Indian agriculture , structure 
of agncultural produce markets and consumption patterns were also 
kept in mind. More specifically. these characteristics include 
smallholdings and inadequacies in the quality of crop husbandry at 
the farm level. dominance of trade in agricultural produce marketing, 
and relatively rigid food consumption patterns at the household level. 
With these considerations, the subsequent analysis enabled 
identification of three important core processes, which seem to be 
critical In establishing effective agriculture market linkages. These 
processes were described as 1) Building effective backward linkages. 
2) Conduct and performance of markets and marketing institutions, 
and 3) D mand generation through value addition. Any attempt to 
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improve interdependency of agriculture with industry/market will be 
determined by the success and failure of these processes with du 
consideration to the externalities which will influence these processes. 

15. An efficient backward integration of industry with agriculture 
should lead to globally competitive production system in terms of cost 
and quality. As a part of this analysis we attempted to find an answer 
to some of the key concerns relating to the process of backward 
integration. These concerns were regarding, i) impact of v rtical 
coordination on producers; til comparing the returns to farmers from 
fully coordinated sector vs. less coordinated sector; and iii) the control 
in the vertically linked production system. With the exception of 
cooperatives and farmers managed informal organisations, the impact 
of vertlcal coordination seems to be limited . The problems experienced 
by the producers include opportunistic behaViour of the private firm 
in pricing, preference for large farmers. r efusal to accept th enUr 
produce of the farmer from the contracted area, lack of long t rm 
commitment to maintain productivity and sustainability of agriculture 
of the contract farms, etc. On the other hand . farm rs also sell th ir 
produce in the local markets when the prices are ruling high . Th s 
problems though cannot be fully resolved, but some kind of quasi­
legislation is required which provides protection to the interests of both 
farmers and the firm. The problems of compli ance of contracts. 
opportunistic behaviour and possibilities of exercise of mark t power 
by the firms provide enough reasons for farmers to organi e th m elves 
In formal or informal grass-root institutional mechani m lik S If H Jp 
Groups (SHGs) or Common Interest Group ( IGs) or any other type 
of farmers' institutions. Such collective action will also benefit thes 
grass-root institutions in generating economies of scale In production. 

16. The vertical coordination mechanisms are also trying to discover 
the benefits of supply chain oriented procurement models. A supply 
chain increases the interdependence among lh various stag s in the 
food chain by using strategic alliances, networks and other governanc 
structures to improve logiStics , product flow. and information flow. In 
this regard. Tata RalliS initiative with credit institutions like NABAROI 
JCIeJ and marketing firms like HLLlFood world have been taken to 
leveraging their strengths in farm inputs to bring larger benefits to the 
farmers . In fact Tata RalliS and even simpler model like Mahindra 
Shubh Labh Services bring to the farmers valuable services lik inputs, 
credit. extension and marketing which are likely to improve off-farm 
productivity of farm enterprises. Similarly, ITC e-Choupal will add 
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much-needed efficacy to the supply chain and help farmers to increase 
their market realization. A quick evaluation done by IRMA on e-Choupal 
revealed that farmers have been benefited in terms of better price for 
soybean. lower transaction cost and transparency of marketing operations. 

17. The time tested vertical coordination mechanism of cooperatives 
does not seem to be making much headway with the exception of 
organisations. which were established in the past. The key elements 
for success of their coordination effort were due to strong relationship 
and trust with their membership . which has been built over the years 
through effective marketing support. services support and transparency 
of the exchange process. Probably. the current generation leadership 
is not able to incorporate. these key elements. which were responsible 
for their success in the past. into potential cooperatives. Therefore . 
effort to promote these farmer-friendly institution must continue with 
due conSideration to constraints in the today's task environment. In 
fact KHDP has provided an alternative model for building vertical 
coordination through an organisational structure . whi~h is managed 
by farmers. The model has potential for application in different crop 
sectors and regions in the country. 

18. As far as the conduct of markets and marketing institutions is 
concerned. two issues were found to be of relatively greater significance 
- firstly. the relative strength of spot vs . vertically coordinated markets 
and secondly. the conduct of marketing institutions engaged in transfer 
agriculture produce from the farmer to the consumer. With regard to 
the first issue. it has been observed that the neglect of 'market system' 
can lead to pricing inefficiencies particularly at local/regional level. In 
order to ensure pricing efficiency. the fundamental issue is 'price 
competition' . which means a 'large number of buyers and sellers' . Some 
of the scholars have even contested that there is lack of empirical 
eVidences to suggest that industrialisation of agriculture (vertical 
coordination) is not inevitable nor inherently more effiCient than one 
based upon independent producers and an open and decentralised 
market system. Independent of this argument. it is necessary to 
overhaul our internal regulated marketing system in terms of 
monopolistic and restrictive practices that prevent free and competitive 
trade in agriculture produce. 

19. The Government needs to examine its poliCies and regulations 
with a view to strengthen the marketing network and ensure that prices 
are being determined on a competitive basis and I?arkets are not being 
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manipulated. Secondly, the contract and spot markets must be allow d 
to co-exist and one should not expand at the cost of the other. Thirdly, 
the issue of conduct of marketing institutions can be tackled partly 
through regulation and partly through promoting and supporting 
institutions and organisations, which are working to protect th inter st 
of small farmers. The challenge lies in ensuring fair prices for producers 
to improve his capacity to make further investments in agri ulture. 

20. The third critical process in building effective agriculture-mark t 
linkage is the process of demand generation through value addition. 
This process seems to offer huge opportunity as recently asses ed by 
FICCI which observes that in India it is a truly astounding cas of 
neglect, where the value addition to food production is only 7 p r cent 
compared to as much as 23 per cent in China, 45 per cent in the 
Philippines or 188 per cent in the UK. On the other hand. urveys 
also point out that the main hindrances in promoting value added 
products in India is the fact that Indian tastes have not changed 
significantly to create demand for new products. Therefore. upward 
movement of the agricultural produce in the value chain will be gradual 
and has to be carefully gUided. The 250 million strong middle class s 
of dual income nuclear families in the country with high disposable 
income hold the key to the future of the food market. 

21. The opportunities for value addition in agriculture xisL both 
at the level of agricultural raw materials and/or through marketing. The 
marketing route will be primarily based on a set of marketing practices 
applicable to many other products provided the products meet the baSic 
needs of good taste, variety (easier to purchase, prepare and eat) and 
affordability. Lately. nutrition and safety have also become important 
consumer concerns. These marketing practices should be tailored to 
cover all forms of value addition including packaging of commoditie 
for the purpose of branding. primary processing and manufacturing 
highly differentiated products. Necessary lessons in this regard can b 
drawn from firms who are trying to tap even unarticulated demand of 
the consumer. recreate and redefine markets in value addition space 
through innovative products and marketing practices. However. th 
efficacy of any value addition should become an integral part of this 
process as judged by its capacity to generate demand. Further, the 
value addition can create far-reaching Impact in terms of generating 
demand when the value creation process is based on consumer 
perspective rather than on marketer's perspective. 
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22. The other dlmension of value addition through production of 
differentiated raw mat.erial (e.g .. nutritional value or chemical 
composition) will become important with increase in productivity and 
production of staple foods and declining concerns for food security. 
The process of diversification will have greater chance to succeed 
provided agriculture also produces raw materials for a much broader 
set of industries. in addition to its traditional base . to facilitate 
manufacture of more and more environmental friendly bio-degradable 
products. This will require investments in R&D particularly bio­
technology which can bring in radical expansion in potential uses for 
agricultural raw materials. e.g., agri-biomass to bio-fuel, jute as geo­
textile, etc. 

23 . Further opportunities can be explored by segmenting the markets 
for agricultural raw materials on the basis of their end-use. By using 
this criterion, six dlstinct segments in two growth categories have been 
identified , viz. , household. institutional (engaged in ready-to-serve/ 
ready-to-eat segment). agro-export, food processing, industrial and feed­
fodder. Each of the segments presents an opportunity of its own as it 
is happening in health and pharmaceutical products (industrial 
segment). This approach will facilitate diversification of agriculture to 
improve its capacity to ~roduce raw materials/products with speCific 
attributes for unique end-use markets. 

24. The study does indicate that lot of changes can be anticipated in 
a riculture -market linkages in future. A quick appraisal of policy 
instruments relating to core processes identified in the generic 
fram work highlights the need for new policy initiatives and 
str ngthening some of the existing provisions o(National Agriculture 
Policy and other related poliCies. At the macro level. there is a need to 
make agriculture more responsive to demand. i.e., achieving greater 
market orientation. Such orientation will require poliCies. which will 
nable information, technological and marketing support to farmers to 

improve cost efficiencies, improve product quality and enhance access 
to competitive market price . Some of the existing provisions of the 
National Agriculture Policy on marketing. quality improvement in agro­
processing, institutional reforms and favourable economic environm~nt 
do cover major items; but a review of the follow-up actions suggested that 
little has been done in terms of programmes and schemes to translate 
these poliCies into reality on ground. The sole exception is the launcb of 
the Agricultural Marketing Information Network (AGMARKNET) . 
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25. At operational level, the generic framework identifies two ub­
processes whicb wiJ1 need policy support towards achieving effective 
backward linkages. The open marketing system for agricultural commodities 
should achieve desired level of efficiency by being more competitive and 
transparent. The government should remove all hurdles in free movem nt 
of commodities apart from improving methods to determin quality and 
value of commodities. The new institutional mechanism like farm r . 
markets and agriculture futures will go a long way in improving the efficiency 
of the commodity marketing system. The policy support should also be 
provided to strengthen institutional mechanisms like SHGs and cooperaUv s 
to strike a balance in the market power of farmer owned and privately 
owned agribusiness firms and improve their conduct in the marketplace . 
The recent changes in the national policy on cooperatives to enable them to 
work as autonomous. self reliant and democratically managed in Utution 
needs to be implemented rigorously. 

26. The vertical coordination is gradually catching up to control quality 
and market risks and the stage is ripe to promote vertical coordination in 
commodities like cotton where the end-use markets have very specific raw 
material/product reqUirements and benefits are going to be large. At the 
same time. the state needs to introduce necessary amendments to the 
existing APMC Act and also come out with a model legislation to promote 
vertical coordination through contract farming and supply chain 
management initiatives. 

27. The study advocates favourable poliCies for value addition in 
agriculture through both marketing and production of differentiated 
agriculture raw materials. The agro-processing route has been getting policy 
support for qUite some time, but results have not been very encouraging. 
The need is to understand the reasons for such policy failure on one hand 
and also promote value addition in other market segments wherein 
differentlated agricultural raw materials can be used to improve probability 
of successful diversification of Indian agriculture . 

28. There is a need to undertake new research in the areas identified 
above to get at these important questions . The other research priority can 
be with regard to upgrading specific details and documentation of th thr e 
core processes under varied task environments. The research can also fo us 
on the feasibility of adding fourth core process. viz .. 'market exchange' to 
over sub-processes like wholesaling and retailing of commodities and food 

products. 
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CHAPTER 1 

AGRICULTURE-INDUSTRY LINKAGE 
- CHALLENGING ISSUES 

1.0 Introduction 

Agriculture in any country goes through a cycle of developm nt proc ss 
which can be termed as 'commoditisation to commercialisation'. The 
commodity oriented agriculture is supply driven wherein the empha is 
is on production of bulk commodities which are sold in spot markets . 
At this stage, even the markets restrict themselves to commodity 
orientation because consumers demand undifferentiated commodities 
at lower cost. Further, the production-market interfacing is dictat d by 
.the consumer response to market prices. These pric signals ar 
interpreted by the intermediaries, modified according to grades and 
standards and sent back to the farmers. In other words the purchas 
or procurement of agriculture produce is based on such market-pricing 
mechanism or price signals. It is alleged that in such markets the trade 
engages itself in manipulating these price signals resulting in market 
imperfections . It is possible that these market imperfections afC ct the 
process of agriculture development by Influencing the pace of 
'commoditisation to commercialisation' cycle. 

Despite the cost effectiveness of the production system at the 
comrnoditisation stage, the agriculture tranSition towards 
commercialisation is natural though its pace may be influenced by 
external factors like agricultural policy framework, extent of market 
imperfections, overall standards of living of majority population, etc. 
The important reasons for such transitions are : 

• The agro-processing industries may integrate backward to own 
the sources of supply to achieve assured supply of raw material , 
reduce transaction costs and minimise losses. 

• Changing consumer demand from undifferentiated commodities 
to differentiated products with rise in standards of living and th 
need to satisfy their variety seeking behaviour. With such 
structural changes in the market towards value addition, the focus 
shifts to the final food products rather than the initial commodity. 
As the phenomenon of value addition in the food sector increases, 
the required specifications for the raw materials also bec<tme more 
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• 

specific and sometimes str ingent. The traditional commodity 
based production-market interfacing is not adequate in adapting 
to accommodate new consumers and processors' demand in terms 
of product specifications. These new requirements serve as 
incentive for vertical integration or vertical coordination. 

The search for new economic opportunities by the entrepreneurs and 
frrms in the farm sector. In fact, the tranSition from 'commoditisation 
to commercialisation' opens up new opportunities for manufacture 
of value products and in turn higher profit margins. Such 
opportunities are not available in the commodity-oriented markets 
which are characterised by low margins . 

Indian agriculture is also undergOing such transition which has been 
described in this study as 'commodiUsation to commercialisation' . 
Currently the value addition to food as a whole is estimated to be just 
7 per cent in Indian agriculture which is very low, but the trends 
indicate that the value addition process is gradually gaining momentum 
though selectively. The food processing industry segments showing 
consistency in growth includes edible oil, biscuits, alcohol~c beverages, 
bear and to some extent processed foods . At the same time, the 
consumer expectations from the marketplace with regard to variety and 
quality in food have multiplied in recent years . The process is likely 
to gain further momentum with opening up of Indian markets to 
imported value added food products resulting in diversification of food 
consumption at household level. The exposure of consumers to these 
products will further raise their expectations from the marketplace. It 
is high time that the Indian agricultural planners pay greater attention 
to the demand side of agriculture to enable aga:-icultl,lre production 
system to become increasingly aligned with the requirements of the 
consumer. In other words, the agriculture sector should now attempt 
to achieve greater market-orientation compared to its current focus on 
production-orientation. Generally, commercialisation of agricultural 
production system drives it towards greater market orientation. 

1.1 Rationale for Vertical Coordination 

The dimension of 'commoditisation to commercialisation' cycle would 
call for tight coordination of links between production , proceSSing and 
marketing to accommodate manufacture of products based on 
consumer driven demand. Such products with homogeneous product 
specifications require qualitatively homogeneous supply of agricultural 
raw matJrials . This in turn, will lead to increas!ng stringency in the 
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specifications of the raw materials required and will alter the existing 
interface between production and marketing of food products. The 
magnitude of such alteration will increase with increasing value 
addition in the food processing industries. It is for this reason that 
many food-processing industries in India complain of difficulties in 
procuring the right quantity and quality of raw material. The origin of 
this problem can be traced to the neglect of demand side in our 
agricultural development programmes. Lynam and Janssen (1992) 
pointed out that agricultural research on food staples has traditionally 
stressed production linkages but little thought has been given to how 
research can promote consumption linkages by shifting the demand 
by improving product attributes in terms of enhanced nutritional 
quality and improved convenience. Furthermore, research may increase 
demand by segmenting the market and in turn lead to their expansion 
through product diversification in terminal markets. Streeter et.al. 
( 1991) Suggested that in an increaSing consumer-oriented business 
environment, information technology has enhanced and hastened 
coordination. By quoting examples from the developed countries he 
illustrated several ways in which information technology has faCilitated, 
if not caused the shifting of marketing. 

This view of vertical coordination in the food and agribusiness sector 
will shift part of the marketing effort toward discovery of consumer 
preferences rather than manipulation of the same by the retailers. 
Information technology is shown as a means of coordinating activities 
across levels in order to assure certain product attributes . The 
framework suggests that now consumer can also evaluate additional 
characteristics which were previously experienced only indirectly. viz ., 
product quality. nutrition . food safety and environmental aspects 
(whether organically grown) in addition to traditional aspects like 
variety. convenience. price stability. and value etc. (Fig.1). The 
framework also highlights that some of the product attributes. which 
cannot be created during tbe market process. will have to be ensured 
from the beginning of production-marketing chain. This puts into 
question the traditional view that product differentiation is the 
responsibility of the marketing sub-sector (wholesalers and processors) 
and not the production sub-sector (producer and input supplier). This 
view combines well with that of Lynam and Janseen (1992) that 
balanCing demand expansion with production increases implies the 
integration of the two activities, 1.e., demand-side research is not an 
alternative to production-side research but greater impact will be 
achieved by integrating the two. 
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However. the Streeter et.al. Framework has not been able to answer -
why the traditional commodity-based approach to supply is not 
adequate in adapting to accommodate changing consumer and 
processor demands? 

Conslstency/ require 
Assurance 

Fig. 1 : IT Based View of Coordination in Food and Agribusiness Sector 

Source: Streeter. et. al (19911, "Information Technology, Coordination and Competitiveness 
In the Food and Agribusiness Sector, Amer. J. Agr. Econ.73(5J: 1465-1471. 

Specifically. why are processors not sending adequate signals back to 
producers by appropriately pricing commodity attributes without 
becoming involved in the production process through production/ 
marketing contracts or vertical integration (Hennessy.1997)? The 
author suggests market failure in conveying information about quality 
as a motive for increased vertical coordination. This information failure 
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gives rise to a processor incentive to circumvent test costs by vertically 
integrating or sourcing via production contracts. The problem may be 
particularly relevant for products where quality is hard to identify in 
raw product, or is at a premium. Examples might be produce for 'niche' 
or export market. produce of certain quality for processors, pesticide 
residues reduction , etc. 

The above discussion clearly brings out the need for newer type of 
linkages between the participants in the food chain from producer to 
consumer. The existing linkages. which are conditioned by price signals 
between various levels. will be replaced by newer linkages based on 
better information flows and information sharing with regard to product 
specifications of agricultural raw materials . The information sharing 
should lead to qualitatively improved coordination of production and 
marketing activities . On the other side . scholars also see vertical 
integration as a means for firms to reduce competition or extract 
market rents (Perry 1978a) . He observed that in reality firms may use 
vertical integration for a number of reasons , including achieving 
increased efficiency, redUCing transactions costs, reducing price risk 
or assuring supplies, but strategiC use of vertical integration by firms 
focuses on achieving higher profits from at least two sources , I.e., 
efficiency gains of expanded production and partial backward 
integration may result in a reduction in the dominant firm's acquisition 
price for externally supplied raw inputs . 

1.2 Typology of Coordination Mechanisms 

The questions. which arise at this stage. are with regard to new ways 
of organising production and exchange of agricultural commodities to 
address the emerging consumer needs and preferences. These new 
means should replace the old market-pricing mechanism to procure 
agricultural raw materials . It is generally felt that the linkages between 
the farmers and the processors or manufacturers have to change from 
open and impersonal spot market exchanges to negotiated and closed 
contractual relationships. However, the debate with regard to negotiated 
or closed market system vs. decentralised market system is also gaining 
momentum, because the efficiency of the market system or lack thereof 
has tremendous implications for the future structure of agriculture. 

In the recent past, many variations of coordination strategies have 
emerged particularly in food markets . In order to facilitate firm level 
decision making with regard to choice of a coordination strategy. 
Peterson, (1997) conceptualised coordination as a continuum running 
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from open markets to complete vertical integration (multiple market 
stages under single ownership). Although this idea of a continuum is 
intuitively appealing, most of the prior theoretical work has focused 
on the two ends of the continuum, Le., spot markets and vertical 
integration, while the middle of the continuum has been largely 
unexplored . The continuum hypothesised is presented in Fig.2. 

Strategic Options for Vertical Coordination 

Spot/Cash Contra ts Strategic Formal Vertical 
Markel Alliances Cooperations 

Characterlsllcs of Characteristics of 

"Invisible-Hand" "Managed 
Coordination" 

CoordtnaUoll Mutual Interest 
Self Interest 

Short-term Long-term 

Relationship 
Relations hip 

Opp.ortunlsm Open information 

Limited Information Sharing 

Shartng Stability 
Flexibility 

Independence Interdependence 

Exlernal External Mutual Inlerna l Internal 
Control vla Conlrol via Control control vla control vla 
price and specification decentralize centralized 
generic and legal decision 
standards appeal structure 

Respective Primary Coordinating Mechanisms 

Fig. 2 : The Vertical Coordination Continuum 

The five major categories of coordination are suggested from spot 
markets to vertical integration. The continuum suggests that as 
strategies are conSidered from left to right, coordinatjon moves from 
being dominated by invisible-hand characteristics (self-interest) through 
a changing mix of invisible-hand/managed characteristics to being 
dominated by managed characteristics (mutual interest). In between 
the continuum is contracting - the legally enforceable establishment 
of specific and detailed conditions of exchange; strategic alliance - as 
an exchange relationship in which the firms involved share risks and 
benefits emanating from mutually identified objectives and formal 
cooperation through a formal organisation that has an identity distinct 
from the exchange actors and that is designed to _be their joint agent 
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in the conduct of a cooperative exchange. The agricultural cooperativ s 
lie at this point on the continuum. 

The vertical integration in this version of the continuum is a mechanism 
that relies upon centralised control to achieve oordination. It an b 
observed that coordinating mechanisms move from compl t ly external 
in form (spot markets) to completely internal in form (v rtical 
integration) while paSSing through several transitional stages of mix d 
form (contracts, strategic alliances, and formal cooperatIon). Although 
ownership is correlated with this tran formation. it is not (as 
historically argued synonymous with it (Peterson, 1997) . 

The vertical coordination is a rather broad term, which encompasse 
all means of harmonising vertically interdependent production and 
marketing activities ranging from spot markets through various type 
of contracts to complete integration (Frank and Henderson 1992). In 
comparison to coordination continuum Rehber (1998) observed that in 
agriculture four types of vertical coordination between farmers and 0[[­

farm businesses are generally recognised. viz .. coordination without any 
contract (spot market or open market), contract farming, ownership 
integration and farmer cooperatives. Some of the important chara teristics 
of each of these coordination mechanisms are describ d below: 

1.2.1 Spot or Open Market 

The traditional commodity markets (spot or open) generally trade in 
homogenous product that meets stand~dised minimum quality factor 
for delivery to a specific location on a specific date. These markets do 
not transfer enough information between the producers . processor and 
end-user to ensure that the agricultural produce contents are matched 
to end-use applications. Therefore. increasing occurrence of value 
addition in food processing will also result in stringency in specification 
for the raw materials which the spot markets may fail to deliver. 

However. the basic argument put forth by the proponents of open 
markets is that the industrialisation of agriculture is not inevitable nor 
is it inherently more effiCient than .one based upon the independent 
producers and a decentralised market system (Coffey, 1999) . Th 
argument put forth is - if the independent producer does not have 
access to a competitive market price, nor a method to manage his price 
risk, he will be forced into a contractual relationship. He went on to 
suggest that the neglect of the market system to force agriculture to 
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contracts and integration may lead to pricing inefficiencies and it must 
be ensured that prices are being determined on a competitive basis and 
the markets are not being manipulated. 

1.2.2. Vertical Coordination 

The other school of thought identifies market failure as a possible 
reason for the inability of the market-pricing system to accommodate 
the consumer-driven demands for more detailed and homogeneous 
product specifications. In th.t~ t:9ntext, the different vertical 
organisational mechanisms whieh can. coordinate the transformation 
of commodities to differentiated fooci.products have been claSSified into 
two areas, viz., Vertical Coordination and Ve·rtical Integration. The terms 
Vertical Integration and Vertical Coordination are often used 
interchangeably. The vertical coordination is a more comprehensive 
structure and includes all means of vertically harmonising exchange 
between two successive stages in a market channel. e.g .. between 
growers and processors or manufacturers. Vertical coordination is 
chosen over vertical integration because of its floobility. It allows firms 
to obtain inputs with specific characteristics without getting into 
another business (farming) where large investments in speCific assets 
are required . Vertical coordination reduces uncertainty for the farmer 
and provides a more stable income while allowing him to maintain 
ownership of his business. 

Amongst various types of vertical coordination. contract farming is 
becoming an important part of agribusiness and a preferred means of 
backward integration by the firms needing reliable supply and quality 
of agricultural raw material. Schrader (1986) describes contracting 
as a means "to coordinate successive stages in a commodity system. 
It includes a Wide variety of arrangements spanning a continuum 
between open production (produce and then sell) and integration. 
That is, it includes all arrangements between pure market coordination 
and intrafirm - administered coordination of two or more stages 
of production." 

A recent study by FAO pointed out that a well-organised contract 
farming appears to offer an important way in which smaller producers 
can farm in a commercial manner. The study presents a hypothetical 
contract farming framework that must be considered when planning 
and implementing such venture (Fig.3). 
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Preconditions 

Market 
Environment 
- physical 
- social 
Land tenure 
Financing 

Infrastructure 
Materials 

FARMERS 

Communications 
Project 

Components 
Crop schedules 
Pricing policies 

Extension services 
Contract formals 
Farmer selection 
Field selection 

Technical inputs 
Farmer advances 
Research & trials 

Staff/farmer training 
Farmer forums 

~ 
The Contract 

Management and 
administration 

THE PROJECT 

Production performance 

Monitoring 

SPONSORS 

Government 
support 

Political stability 
General legislation 
Industry regulation 

Public utili tie 
Community services 
Quarantine controls 

Plant pathology 
Environment 
Land tenure 

Feedback to farmers and sponsors 
Price adjustments and cOntract amendments, Innovations and 

adaptations, Quota allocation and distribution 

Figure 3 : A Contract Farming Framework 

Source: Eaton, C.S., 1998b: 274{ Extractedjrom FAO Ag. Service BuLLetin 145) 

The study suggests that contract farming also provides investors with 
the opportunity to guarantee a reliable source of supply, from the 
perspectives of both quantity and quality. The document pOints out that 
the intensity of the contractual arrangement varies according to the depth 
and complexity of the provisions in each of the following three areas: 
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• Market proVision: The grower and buyer agree to terms and conditions 
for the future sale and purchase of a crop or livestock product. 

• Resource proVision: In conjunction with the marketing arrangements 
the buyer agrees to supply selected inputs. including on occasions 
land preparation and technical advice. 

• Management specifications: The grower agrees to follow recommended 
production methods. inputs regimes. and cultivation and harvesting 
specifications (Eaton and Shepherd. 2001) . 

The above categorisation seems to be based on Mighell and Jones 
(1963) who classified contracts according to the portion of the marketing 
chain they regulate: (1) market specification contracts, (2) production­
management contracts, and (3) resource-providing contracts. Drescher 
(2000) identified three main features for differentiating contractual 
coordination - authority, duration and investment. These dimensions 
characterise the core elements of contractual relationships. He went on 
to suggest that in analysing contract farming, the depth or intensity of 
contracts is as important as the extent of the contractual arrangemeats . 
Further, it will be appropriate to define and specify agricultural 
contracts more precisely than commonly done. This is necessary, if 
changes in consumer preferences, product qual1ty or technology are 
to be integrated with contr'actual arrangements between farmers and 
the contracting firms. In turn, some strategic consequences can be 
derived, viz .. spot, leadership, command and cooperation. 

The firms pursuing cost-leadership strategies typically produce standard. 
or no-frills. products and place conSiderable emphasis on achieving scale 
or absolute cost advantages. Those firms often act on spot-markets . The 
firms seeking a competitive advantage through a differentiation strategy 
tend toward contracts in which quality claims are exactly defined, without 
giving up flexibility for adjustment to new quality requirements in the 
future. These food firms, therefore. commonly enter into leadership­
contract types with farm-firms. Finally, command contracts will conclude 
in those sectors where product qualities cannot be evaluated by the final 
consumer in normal use. Instead. the assessment of their value is not 
possible at all or requires high additional, costly information (Drescher, 
2000). Based on the conceptual framework described above and empirical 
findings of the study suggested that German Food Industry offers only a 
limited number of 'long-term' contracts. The majority of contractual 
relationships in Germany can best be described as short-term agreements 
with a few binding penalties. 
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Even in India. the shift to contract farming is becoming noticeabl du 
to changes in the organisation of enterprises in agro-proce ing und r 
the impact of liberalisation and globalisatlon. The nature of existing 
imperfections in agricultural markets and information technology hav 
provided further momentum to this change. 

1.2.3. Vertical Integration 

The vertical integration is one of many possible type of v rtical 
structures. In this type of integration, ach individual farm 10 s it 
identity and becomes a company-owned farm. The company owns or 
leases the land, buildings and eqUipment and has its own employe s 
(Rehber. 1998). Similarly. Aust (1997) observed thal the k y to vertical 
integration is asset ownership . Vertical int grabon is defin d as th 
ownership of the production and processing. It is assumed that th 
transaction costs are reduced by Internalising production and proc sin 
assets. The uncertainty of supply. quality and size is gr atly reduced 
but not totally eliminated due to the high cost of information . Howev r. 
Peterson (1997) observed that the vertical integration is not 0 much 
defined by single ownership as it defined by centralised control. 
Although a corporation operating at multiple levels in a production/ 
marketing chain may have single ownership. it need not onslitute a 
case of vertical integration if the business unils of that corporation are 
allowed to operate autonomously. I.e .. in decentraliscd fashion. Such 
a corporation operates as a form of formal cooperation and not v rtical 
integration. Vertical integration in his v rsion of th continuum is a 
mechanism that relies upon centralised control to achiev coordination. 

1.2.4 Farmer Cooperatives 

An agricultural cooperative is an organisation usually own d and 
controlled by agricultural producers. which operates for the mutual 
benefit of its members as producers or patrons (Rehber 1984) . The 
farmer cooperatives are typically involved in trading. primary 
processing or marketing usually characterised by little market power 
and low margins. At the same time. cooperatives seem to be well 
positioned to coordinate product differentiation at the farm level and 
to integrate forward into value-added processing activities . However. 
the ground reality is different and therefore. the past discussions hay 
focussed on explaining - why cooperatives have not been successful in 
integrating forward into high-margin. value-added activities to a greater 
extent? The possible explanations include the argument that co­
operatives are often insufficiently capitaUsed to make the substantial 
investments in research and development and in advertising necessary 
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to be successful in processed markets (Rogers & Marion. 1990). In 
addition to inadequacy of equity capital. other factors related to 
cooperative ownership. capitalisation. and governance may limit 
cooperative vertical expansion. These factors include an inherent 
aversion to investing in activities that are perceived as risky and limits 
on the ability of a cooperative board of directors to supervise and assist 
management as the organisation's scope grows vertically, 

1.3 Challenging Issues 

The operation of agriculture markets particularly in developed 
countries is gradually moving away from open market transactions. 
Increasingly. the production and marketing of agricultural products 
have been coordinated by forward contracting. production and 
marketing contracts. and vertical integration. The degree to which these 
alternative marketing mechanisms have been employed varies across 
commodities and products (Royer, 1996) . The organisation of Amul on 
Anand Pattern Cooperatives (producers' cooperatives are also a type 
of ownership integration) in mid 50s and introduction of Production 
Contract in chicory by HLL (farmer-private sector coordination) nearly 
a decade later were some of the early initiatives in India in this 
direction. Currently. contract farming is being talked about in many 
commodities and geographical reasons and it is being suggested that 
such a linkage can resolve many of the problems relating to agricultural 
production and marketing system. The experience of developing 
countries in this regard also raises many questions with regard to 
sUitabil,ity of contract farming as a model for agricultural development 
in India. The relevant questions are: 

• When and why these coordinating mechanisms including contract 
farming should replace the current (open market) arms length 
transactions? 

• The suitability of contract farming with reference to various categories 
of farmers (small holders). commodities and geographical regions. 

Lately. some initiatives have been undertaken in India to overcome 
challenges in organising agricultural supply chain . These partnerships 
are in crop production. processing, research and development (R&D) 
and extension services marketing (FICC!. 2002). Some of the success 
stories have generated further debate on an appropriate model to 
establish agriculture - industry linkages in Indian context. Therefore, 
in addition to the questions raised above we ne~d to find an answer to 
a much more holistic question: 
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• What are the possible alternative integration mechanisms available 
to producers to achieve greater market orientation and improve 
profitability? 

1.4 Study Approach and Description 

This long term research study based on four case studies und rtak n 
between the period 1998-2001. not only attempts to answer th abov 
questions but also attempts to evolve a conceptual framework for 
linking agriculture - industry in Indian situation. The obj ctives of th 
study were (a) to look beyond old market-pric Signalling m chanism 
and (b) explore newer means of integration which may prove to be mor 
efficient and responsive to trade. agro-industry and the con um r. 

As the study progressed its scope was enlarged to cover 'agriculture­
market linkage' as against 'agriculture-industry linkag . proposed at 
the beginning of the study to make it 'holistic' 1n terms of r alit! as 
observed in Indian agro-produce markets . In fact it was obs rved that 
'agriculture-industry linkage' is a sub- ystem of 'agricultur -market 
linkage' and reflects realities as observed in Indian agriculture produc 
markets. The study approach is more or less similar to the sub-sector 
approach wherein sub-sector is viewed both as (a) a set of activities 
and actors and (b) the rules governing those activities (Staatz. 1997) . 
However. this approach demands that the boundaries of the sub- ystem 
need to be clearly defined depending on the problem bing analy ed . 

The study was conducted using 'Case Study' methodology. The 
methodology was helpful in clarifying the nature of problems in 
agriculture industry linkage in each case and identifying relevant 
variables and nature of their relationship . The cases covered and 
reported in this study include: 'Marketing of Horticultural Produce' 
through Valsad District Fruit and Vegetable Cooperative Federation Ltd .. 
Gandevi, 'Contract Farming of Chicory in Gujarat' and with particular 
reference to Hindustan Lever Limited (HLL) ; 'Procurement of Cotton' 
by Arvind .Mills Ltd., Ahmedabad and organising 'Production and 
Marketing of Horticulture Produce' under Kerala Horticulture 
Development Programme (KHDP). 

The presentation of the report has been organised into three sections 
- Introduction covering background including necessary details relating 
to this study. followed by a section on description of four case studies. 
The dIscussion and conclusion are presented in the last section 
includIng a generiC model on agriculture-mark 
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CHAPTER 2 

MARKETING OF HORTICULTURE PRODUCTS 
- A CASE STUDY OF COOPERATIVES IN SOUTH GUJARAT 

2 . 0 Introduction 

India is among the top ranking countries in th world as far a 
production of fruits is concerned. It is stated that the annual production 
of fruits and vegetables in this country is about 104 million tonnes and 
30 per cent of this is damaged due to inadequate/improper post-harv st 
handling and lack of adequate processing facilities . These produc ar 
highly perishable in nature. Moreover, they are seasonal. Further, a 
substantial number of fruits and vegetable grow rs con i ts of small 
farmers. They cannot individually carry out the ta ks of linking th 
production and consumption centres separated by a large distanc due 
to lack of economies of scale in these processes . Many tudies have 
shown that the farmers most often receive less share in the consum rs' 
price for these produce. Hence formation of co-operatives has b en 
attempted in many parts of the country with a view to (a) establish th 
bargaining position of the farmers with the buyers, (b) spreading th 
price risk over a large amount of produce in order to reduce the risk 
of an individual farmer and (c) discipline the market to reduc the 
unfair trading practices . These co-operatives have b en either fresh 
marketing co-operatives or assembly co-operatives or bargaining co­
operatives or vertically and/or horizontally integrated co-operatlv s . 

An assembly co-operative might just bring the produce of its member 
together from farm gate to its warehouse. Thus it adds value to th 
produce by providing it as needed by the next stage of th marketing 
channel, probably the local traders. On the contrary, a fresh marketing 
co-operative has to go beyond assembly function and phySically handle 
and process the raw product for the market and has to do its own 
marketing functions. This is said to be the simplest form of integration 
after assembly. Bargaining co-operatives are just to bargain for the terms 
of trade With the flrst handlers of the produce. Based on the experience 
gained over a period of time many co-operatives have found out that 
production and marketing of fruits and vegetables need a substantial 
number of inputs and supplies. Hence with a view to increase the margins 
of their members, some of them have started supplying inputs and other 
related services needed for production. At a later stage, they started 
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processing the frults into various other products. Likewise. they have felt 
the need to work togeth.er with similar cooperatives in the region in order 
to overcome common problems and hence entered into working 
arrangements. This was possible mainly due to the sharing of the same 
goals and objectives by these co-operatives. Thus they have reached the 
stage of horizontally and vertically integrated co-operatives. 

This study is one of the four case studies undertaken and reported as 
a part of larger study titled ':Agriculture-Industry Linkage: Evaluating 
and Evolving a Conceptual Framework for Indian Situation" as a part 
of research programme of the NABARD Chair Unit. IRMA. The specific 
objectives of this study are to get insights into the 'organising element' 
of these cooperatives as reflected by (a) the types of services provided 
by these co-operatives to their members (b) importance and satisfaction 
levels of the members for these services and (c) to un-cover possible 
framework of operational dynamics of these cooperatives. 

2.1 Methodology 

The present study is on Fruits and Vegetable co-operatives in the Gandevi 
Taluka of Navsari district in Gujarat. The following eight co-operatives 
in the district are engaged in the business of Fruit and Vegetable: 

Amalsad Khedut Vividh Karyakari Sahakari Mandali Ltd, Amalsad, 

Ajarai Khedut Vividh Karyakari Sahakari Mandali Ltd , Ajarai. 

Gadat Khedut Vividh Karyakari Sahakari Mandali Ltd, Gadat. 

Dhanuri Khedut Vividh Karyakari Sahakari Mandali Ltd, Dhanuri. 

Karel "Khedut Vividh Karyakari Sahakari Mandali Ltd, Karel. 

Manekpur Khedut Vividh Karyakari Sahakari M-andali Ltd, Manekpur. 

Gandevi Khedut Vividh Karyakari Sahakari Mandali Ltd. Gandevi. 

Navsari Khedut Vividh Karyakari Sahakarl Mandali Ltd, Navsari. 

All these eight mandalis (co-operatives) have joined together to form 
Valsad (erstwhile district now bifurcated into Val sad and Navsari 
districts) Jilla Fal Ane Shakbhaji Sahakari Sangh Limited, GandevL 
With the exception of Navsari Co-operative. all others are located in 
Gandevi Taluka and were included in the study. The findings of the 
study (except Manekpur co-operative) are based on discussions with 
the Secretaries of these co-operatives and secondary data with the help 
of a structured schedule. The activity profile of these cooperatives is 
placed at Annex 1. In addition, 43 members belonging to these co­
operatives were interviewed with the help of a structured questionnaire. 
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Table 2.1: Number of Respondents (Cooperative-wise) 

Name of the co-operative Number of respondents 

Amalsad 14 
Gadat 10 
Ajarai 7 

Dhanuri 7 

Karel 5 

Total 43 

The relatively larger representation of Amalsad and Gadat co-operatives 
in the sample was primarily due to the size of their memb rship . 

2 .2 Membership Profile 

The membership profile of the cooperatives selected for the study as 
on 30th June 1998 is presented in Table 2.2. 

Table 2 .2 : Profile of Co-operatives 

Particulars Name of the co-operaUve 

Amalsad Dhanuri Gadat Gandev1 AjaraJ Karel 

Year of 1941 1918 1944 1950 1960· 1957 

registration 

Area of 17 1 8 11 5 5+20·· 
operation 

Membership 

A Grade 3997 250 3157 2173 184 3400 

B Grade 4451 150 250 184 157 350 

Audit Class A A A A A A 

• Operations started from 1990. •• Non-member villages 

The Ajarai co-operative was registered in as far back as 1960, but 
started its operation only in 1990. Therefore, most of its members were 
members of Gandevl till 1990. Another deviation was observed in Karel 
co- oper ative whic h entertains farmers from 20 non-member 
neighbouring villages, which do not have co-operatives of their own. 
In general, a m ember of any of these co-operatives cannot deal with 
any co-operative other than where he/she is holding membership. 
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Interestingly, these cooperatives have two types of membership - 'A' 
Grade (active members) and'S' Grade (nominal members). In principle, 
the membership in A category represents members having own land 
in the area of operation of the co-operative and supply the entire 
produce to the co-operative for marketing. The membership in 'B' 
category is based on ownership of land within the jurisdiction of the 
cooperative or to the extent of supply of fruit and vegetable produces 
to the cooperatives. The sub-categories of membership in B category 
can have one of the four possible typologies: - (a) might not own land 
in the area or (b) might own land in the area but do not supply the 
entire produce to the co-operative or (c) might own land outside the 
area and supply the produce to the co-operative or (d) might not own 
land and do not supply any produce to the co-operatives. There seems 
to be uniformity in description with regard to A category membership 
across all the co-operatives, but varies from cooperative to cooperative 
with regard to B category membership, e.g., some of the cooperatives 
do not accept B category membership from members outside their 
geographical jurisdiction. 

2.3 Business Activity Profile 

All these cooperatives are engaged in trading of chickoo and also mango 
and paddy (with the exception of one cooperative Dhanuri). The other 
produce traded by some of these cooperatives include banana. The 
banana and elephant foot activity is undertaken by these cooperatives 
primarily to help their members as these crops are grown as inter-crops 
in mango and chickoo for five years in high density and for ten years 
in low denSity plantations . 

-Amalsad is the largest cooperative trading nearly 11-12000MT of 
chlckoo/annum while the next largest is Ajarai handling around 
2800MT of chickoo/annum. The Gadat cooperative handles maximum 
quantity of mango (1400MT/annum) while Karel cooperative handles 
highest quantum of paddy (8648MT/annum). 

The trading is seasonal in nature and done under various arrangements, 
which may range from local trading, trading through taluka cooperatives, 
sal s agencies in important markets (New Delhi, Indore , Chandigarh. etc.) 
and their own federation (Annex 1). The trading of chickoo is done by 
the brokers/agents engaged by each of the cooperative in wholesale market 
in New Delhi. In addition to processing, the mangoes are traded locally 
in Gujarat. Some of these co-operatives such as Gadat organise open sales 
stalls at Ahmedabad and Surat during May eve_!"y year for retall and 
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wholesale of the mangoes. The other commodities such as Elephant foot 
and banana are minor in nature and the co-operatives have not taken 
much interest in them except for assembling them at their warehouses 
and dealing with local traders. 

In case of paddy, the Gandevi Taluka Sangh (apex body of all types of 
co-operatives at Taluka level) procures the produce directly from 
primary members of co-operatives (with exception of Karel co ­
operative) and provides storage facilities in its own warehouse. It levi s 
a service Charge of Re . 1/- per bag for providing necessary facilities to 
these members. However, the payments to members are mad through 
the respective co-operatives to enable them to recover the dues from 
the members towards purchase of various inputs and services . The 
Karel co-operative is procuring paddy on its own and hav four 
warehouses for storage of the same. It trades in rice under 'Double 
Kisan' brand through traders in various parts of Gujarat. 

In due course , these cooperatives have created necessary facilities and 
infrastructure for smooth conduct of their bUSiness (Table 2 .3). 

Table 2.3: Infrastructure for Disposal of Commodities 

Commodlty Infrastructure With various co-operatives 

Dhanurl AmaJsad Gadat Gandevl AJaral Karel 

Chfckoo 13 Grading. Packing and transport a 
Mango n .a. f3 Grading. processing. Packing and transport a 
Paddy n.a. f3 Storage by Taiuk Sangh a Processlng 

& s torage 

Elephant foot n.a. - Transport n .a. n .a. n .a. 

Banana n.a . - Transport Transport n.a. n .a . 

rl .a . - Not applicable 

The process of grading chickoo is highly mechanised in Amalsad and 
Gadat while in remaining cooperatives, it is carried out by experienced 
manpower, but all the co-operatives have semi-automatic packing 
machines for chickoo. In case of mango, grading is carried out manually 
based on the ripeness and appearance of the frult, as mechanical 
grading of mangoes was not possible due to substantial number of 
varieties and different types and shapes of mangoes. 

The chickoo does not undergo any processing but nearly one third of 
the mangoes are processed to manufacture mango pulp under the 
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banner of federation. In the year 1999, the federation has resorted to 
the production of intermediate products needed for mango pickle 
manufacture with a view to arrest the sliding prices of mango when 
harvests are bumper. Under an arrangement, the finished product is 
distributed among these co-operatives in accordance with the raw material 
supplied by them. The mango pulp is sold by all these co-operatives 
under the brand name 'AMIDHARA' of the Federation. 

2.4 Scope of Services 

The cooperatives provide a range of services to its membership, which 
are related to production system. post-harvest management operations, 
trading and marketing. The scope of backward linkages to improve 
efficacy of the production system and forward linkages to improve 
efficiency of the trading/marketing system is detailed below: 

2.4.1 Backward Integration 

The intenSity of the relationship with membership has become much 
more pronounced due to the proviSion of strong backward integration 
by these co-operatives. Such integration is achieved through a range 
of services extended to the membership. The perception of the 
management with regard to utilisation of services by the members is 
presented in Table 2.4. 

Table 2.4 : Scope of Backward Integration in Terms of Services and 
their Utilisation by Members 

Service Members (%) utiliSing the facilities provided by...varlous Co-operatives 

Amal'ad Dhanurl Gadat Gandevi Ajaral Karel 

FerUlisers 100 40 )00 100 60 30 
Pesticides 100 20 40 100 60 25 

Blo-ferl. . 60 . . 40 . 
Credit 70 85 90 55 50 40 

Tractor for 40 70 80 25 60 0 
tillage 

Advance 80 Negligible ~O 85 50 50 

Agricultural Negligible n .a. Negligible n.a. n .a. n.a. 
Implements 

Seminar OccaSionally n.a. 10 n.a. Occasionally o caslonally 

Fruit Fly B All farmers In the regton a 
Project 

n.a. - not appllcable 
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The above information indicate that range of services includ supply 
of inputs like fertilisers (both chemical and bio-fertilisers), p sticides 
and seeds (in case of paddy), credit, monetary advances, tractor (on 
hire basis), agricultural implements, supply of petrol and dies l. tc. 
The technology transfer is done through activities lik seminar on 
cultivation practices and organising pre-season meetings [or all the 
members in case of chickoo and mango. The s rious production 
problems are resolved on project basis such as fruit fly proj ct to 
control pest infestation. The extent of use of these servl s was 
relatively high in fertilisers , pesticides, followed by credit and 01 her 
monetary advances. 

The most widely availed services are that of fertilisers and pesticides 
followed by monetary services like credit and advance . Th 
management of these cooperatives believes that the credit'. advance. 
tractor for tillage and supply of diesel (offered by Amal ad. Gadat and 
Karel co-operatives) have also assumed an important rol In 
strengthening the backward linkages. It was claim d by th se co­
operatives that all the members are using diesel upplied by th m and 
wherever not made available, it is procured from the pump of the 
Gandevl Taluka Sangh . Further. fruit fly project benefits all the farmers 
of chlckoo and mango in the entire region irrespective of the 
membership of the co-operatives . 

2.4.2 Forward Integration 

The cooperatives assist their members in movement of their produc 
from farm to the wholesale or to the retail markets. Howev r, th 
operations, which are performed at the farm level. include plucking of 
fruits in semi-ripe condition followed by grading through experien ed 
labourers. In case of chickoo, the grading is done solely based on th 
s ize of the fruit while in mango; the grading is done s parately for 
different varieties based on the ripeness, size and other related aspects 
of the fruits. On completion of the grading, the fruits of varying sizes, 
viz., extra large, medium and small are packed in gunny bags and 
transported to the co-operative at farmers' risk. The ranges of activities, 
which cooperatives undertake to integrate forward. are described blow: 

2.4.3 Weighing/Grading/Packing 

The cooperatives have attempted to make these operations as 
transparent as possible to win over the confidence of its membership. 
Some of the procedures followed by the cooperatives are : 
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Weighing and Quality Assessment. The process is important and has 
direct bearing on the price paid to the farmer and therefore , is carried 
out in the presence of the member or his representatives. As a 
procedure, 10 kilograms of chickoo are taken from the three lots (extra 
large. medium and small) and number of fruits is counted. For instance. 
100 chickoo fruits in 10 kg are considered as the best 'jantri' in the 
local terminology and this size receives better price. An increase of 
every five chickoos (more than 100) in the sample of 10 Kg. the price 
gets reduced and may go down further as the number of fruits in this 
sample of 10 Kg goes up. 

The jantri and the total weight of each grade are entered in a receipt 
by the cooperative personnel and a copy is handed over to the farmer 
concerned. Generally. jantrl is fixed for a season. but might be revised 
Within the season depending on price realisation in the terminal markets 
and quality of fruits received during the season. The information 
regarding price realised in the terminal markets is generally received 
within three days and is displayed on the notice board of the society 
to inform farmers regarding disbursement due to them. 

Grading. In addition to farm level grading by the farmer. the 
cooperatives undertake second grading at their own level to grade 
chickoos into three categories such as Extra Large. Medium and Mixed 
size fruits after pooling all the produce received on a particular day. 
This is done to ensure uniformity before the produce is sent to Delhi 
and other markets. Amalsad and Gadat co-operatives are utilising 
grading equipment to undertake this operation. All other societies use 
experienced manpower for this purpose. 

Packing. All the co-operatives have semi-automatic packing machines 
and 20 Kg. of fruits are packed in corrugated fibreboard boxes which 
carry the trademark of the co-operative concerned and grade of the fruits . 

2.4.4 Transportation 

The carefully packed fruits are transported to Azadpur (New Delhi) or 
wholesale markets located elsewhere with necessary care. In order to 
ensure timely delivery. cooperatives have accepted 'the practice of paying 
a special incentive of Rs .2000/- per truck for timely delivery in Delhi 
markets . Smaller co-operatives share the transport facilities to 
economise the cost. The cooperatives have also made attempts after 
1998-99 to transport chickoo through railway wagons to further reduce 
the transportation cost and improve the -efficacy of logistical 
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arrangements by preventing the chances of delay. non-aVailability of 
adequate transport capacity in peak season. fear of accident and 
wastage caused by jerks to a large extent. However. the alternativ 
arrangements have its own problems like non-availability of railway 
wagons on time and possibility of thdt when the wagon wer not a1 d 
properly. In spite of these problem . most of the ecr tarles of the e 
co-operative societies felt that with this n wand alt rnattv 
arrangement. the profitability of th chickoo busines ha gone up and 
during peak season special trains from Amalsad to New Delhi ar 
operated twice in a week . 

2.4.5 Sales and Sales Coordination 

All the co-operatives use brokers in New Delhi for trading chickoos. A 
smaller part of the produce Is traded In Jaipur. Indor and Chandigarh 
markets . Surprisingly, none of these co-operatives have th ir own 
marketing establishment in New Delhi even though they ar In th 
business for more than 50 years. The cooperatives gen rally tend to 
be independent in their activities in chickoo except for logisti al 
arrangement. In case of other produce. varying level of coordination 
has been observed. 

As all of them are also engaged in processing of mango into pulp and 
pickle (with the exception of 'Dhanuri' cooperative), Gadat coop ratlv 
(on behalf of federation) manages warehoUSing of mango pi kl 
material. Similarly. the Gandevi Taluka Sangh offers all services related 
to paddy primary processing and marketing to member cooperatlv s. 
It seems that lack of economies of scale In their activities drive them 
towards coordination. 

2.4.6 Pooling and Payment System 

The paYment to the members against the sale of produce is based on 
the average price received for the pool. All the arrivals in cas of 
chickoo. banana and elephant foot are procured under single pool 
because there are not many distinct varieties of the e crops in th 
command area of cooperatives. However. multiple pooling Is r sorted 
in case of Mango and Paddy due to existence of number of varieties 
and noticeable differences in their traits. 

All the cooperatives in the group levy a uniform service charge of three 
per cent of the price realised by the members for all the commoditi s. 
Exception to this rule is deduction of Re.l/bag in case of paddy by some 
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cooperatives, viZ., Amalsad, Gadat and Gandevi. The significant features 
of the payment system are indicated below: 

1. Pooling system : Single (chickoo, banana and elephant fruit) 
Multiple (mango, paddy) 

ii. Service charges: 3% of the price realised with exception of Re.l/­
bag for paddy 

iii. Payment Approx. 75% of the price within 1-3 days and 
final settlement in June-Aug. 

The part payment (75-85%) against the produce is paid to the farmer 
within 1-3 days while the remaining 1s paid after fmalising the pool account 
by 30th June every year. While making this final payment, the members' 
dues against the purchase of inputs or other goods/services are deducted. 
In addition, the associated selUng agenCies of these cooperatives on an 
average receive 4-5 percent commission on sales proceeds (Annex 1). 

In order to encourage members to use certain inputs to improve 
productivity, Dhanuri co-operative has set an example in selling bio­
fertilisers. The members using bio-fertilisers have to pay lesser service 
charge @ 2.5 per cent against payment of full charges for non-use of 
bio-fertilisers. 

2.5 Provision of General Services 

Apart from production and marketing related services, some of these co­
operatives provide many other services such as consumer store, textiles, 
stationary, medical stores, flourmills , construction materials and cattle 
feed . The Amalsad co-operative provides maximum number of such 
services as compared to any other co-operative in the group (Table 2.5). 

Table 2.5: Provision of Non-Business Services by the Cooperatives 

Service Cooperatives Offering the Service 
Number. Name(s) 

Consumer stores 6 All sample cooperatives 
Textiles 2 Amalsad. Gadat 
Groundnut oil 1 Amalsad 
Flour Mill 2 Amalsad. Gadat 
Stationary 3 Amalsad. Gadat, Karel 
Medical camps 1 Amalsad 
Construction material 2 Amalsad, Gadat 
Cattle Feed 3 Amal~ad, Gadat. Gandevi 
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The consumer stores is the facility offered by all the cooperative . Th 
utility of su ch services need to be considered along with the ext nt of 
their u tilisation. The analysis with regard to utilisation of s rvic Iik 
consumer store, cattle-feed, flourmills reveal high utilisation (Tab) 2.6). 

Table 2.6 : Use of General Services by Cooperative Membersh ip 

High (around 100%) Consumer Stores. Flourmills. Textiles. and Cattle·~ d 

Moderate [around 50%) Stationery. 

Low (below 25%) Medical. Construction Material etc. 

The other services like textiles, stationery, and construction material are 
used relatively by fewer members. Apart from the services mention d 
above, Ajarai Co-operative sells PVC Pipes and operates an ag ncy for 
supplying LPG with utilisation by membership to the ext nt of 15% and 
5 % respectively. 

2 .6 Membership Opinion Survey 

In order to assess the utility of services offered by the coop ratlv and 
corresponding members satisfaction, an opinion survey wa conduct d 
through a random sample of 43 members representing five coop ratlv s 
(Table 2.1). The other characteristic of the sam pi is presented in Tabl 2.7. 

Table 2 .7: Sample Membership Profile 

Membership type: 

Years of membership: 

Land holding (acres) : 

'A' grade (37) . 'B' grade (6) 

<10 years (17).10-20 years (10). 20-30 year IS)a nd 
>30 years [S). 

No land (2). <3 (9). 3-6 (9), 6-9 (2). 9-12 (9), 15-18 
(6) > IS (6) 

Some of the members were cultivating more than one crop, but wer 
considered as sample farmers for the most important crops. Tb 
sample was observed to be representative of ground realiti s. The 
cooperatives seem to have nearly 40 percent younger membership and 
s ubstanti a l representation from farmers having varying size of 
landholdings. 

As far as the pooling of the p roduces Is concerned, nearly all members 
market th eir p roduce through cooperatives (Table 2.8). 
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Table 2.8 : Extent of Membership Availing Marketing Services 
by Co-operatives 

Crops Number of farmers 

Crops Produced Extent of Marketing through Coop. 
by Sample 

FUll Partial· None'" 
Respondents 

Chjckoo 43 40 1 2 
Mango 35 26 3 6 
Paddy 25 24 0 1 

• Part or "FUll production sold through open market 

The three chickoo growers selling partly or fully through open market 
expressed that their chickoos are higher grade and they are not likely 
to receive better prices commensurate with the quality of their produce 
through the cooperative and hence resorted to partial or full sale 
through open market. 

In case of mango, the six growers from Dhanuri were selling in open 
market because Dhanuri cooperative does not deal in mangoes. 
However, few growers who resort to partial sales in the open market 
extended following reasoning for their action 

a) They get better prices in the open market. or 

b) Mango trees are leased out to pre-harvest contractors with a view 
to concentrate on the other crops with relatively higher workload. 

A small number of members sold outside cooperatives for compelling 
reasons such as - avoiding recovery of dues by the cooperative, 
mangoes ripened even before the start of procurement by the 
cooperatives, busy in house construction and therefore entrusted the 
task to pre-harvest contractor, etc. In paddy only one member was 
supplying his produce to his friend who had a rice mill. The above 
analysis clearly suggests that the membership not only trust their 
cooperatives but also patronise by availing important services such 
as marketing. 

2.6.1 Crop Production Services 

The fruit and vegetable cooperatives have been prOViding a range of 
serVices to the members and the usage level differs from activity to 
activity. The services by their usage level can be categorised as under: 
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High (>90%) 

Moderate (50-90%) 

Low «50%) 

Fertilisers. Pesticides and Fruit Fly Control ProJ ct 

Technical Seminars. Extension and Credit. 

Advance. Diesel. Tractor Hiring. Impl m nt 
and Seeds 

In terms of magnitude of importance. the rvices receiv d the following 
average rank score (using rank order scale) from th r spond nts: 

Very High (>9.0) 

High (6.0-9.0) 

Moderate (3.0-6.0) 

Low «3.0) 

Fertilisers (9.09) 

Pesticides (7.19). Fruit Fly Control Project (6 .20) 

Technical Seminar (4.16) . Credit (4.13) . 
ExtenSion (4.04) 

Advance (2 .26). Tractor Hiring (2 .19). OJ s I 
(2.05). Implements (1.19), Seed (l.14) 

In addition to importance. which the members attach d to thes 
services. the satisfaction with regard to delivery of thes service wa 
measured on a 5-point Likert scale. The response was obs rv d to be 
highly satisfactory in all th cases. One of the important conc rns 
noticed during the analysis of open-ended responses in cas of one of 
these co-operatives was about extending much higher I v I of credit 
facilities as compared to all other co-operatives. The members oj this 
cooperative wanted that the efforts have to be made to reduce lhe 
credit available to individual members considering the growing 
indiscipline among members in repaying the credit availed by them. 

Some of the members expressed a few grievan s with regard Lo 
availability of tractors for tillage in time, supply of relevant lit rature. 
research material and seminars to increase the mango yields and 
improving the quality of fruit fly project. Some memb rs suggested 
supply of more fertiliser variants. soil testing facilities. provision of 
more extension services by appointing agricultural graduates. pumps 
for spraying pesticides . supply of labourers. etc. 

2.6.2 Marketing Services 

The core function of these co-operatives is obviously the marketing of 
agr icul tural produce of their members . The analysis presented earlier 
in this section of the report suggests high patronage by membership 
in availing services like marketing. FUrther. some more In-depth probing 
was done to understand members' opinion and satisfaction with various 
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marketing sub-functions like weighing, grading, pricing, packing, 
transport and sales, etc. which are likely to generate confidence and 
trust amongst the membership and to establish stronger relationship 
with their cooperative. A two dimensional analysis covering importanc~ 
and satisfaction levels of each sub-function was done to the help of 
survey data and is presented in Table 2.9. 

Table 2.9: Importance and Satisfaction with Marketing Functions 

(Sub-function wise Analysis) 

Sub-Function Importance Satisfaction Level 

Grading 4.02 5.00 

Weighing 3.74 4 .98 

Packing 2 .88 5.00 

Transport 2.74 4 .83 

Sales 2.76 4 .33 

Pricing 3 .36 4.81 

In terms of importance. grading and weighing seem to weigh r elatively 
higher in the minds of membership as compared to other services like 
packing, transport and surprisingly sales . As far as the phySical 
activities of weighing, grading and packing, the members were highly 
satisfied , but, in case of sales . pricing and transportation . the perceived 
satisfaction levels were marginally lower. A small section of members 
(7 .1%) opined that their produce is of better q1.1ality than the bestjantri 
offered by the co-operatives . They also perceived that they received 
lesser price compared to open market (Table 2 .8). 

In general. the satisfaction levels were in conformity with the 
importance attached by members to various marketing sub-functions 
with exception of sales activity wherein importance attached as well 
as satisfaction levels were also relatively low. Even the dissatisfaction 
was somewhat noticeable in case of sale function with only 72 per cent 
of responses in highly satisfied category. The dissatisfied members were 
critical regarding the manner in which the 'cooperatives are discharging 
their sales function. They were of the opinion that the co-operatives 
have not realised the need to have a closer look at the Delhi market than 
just depending upon the sales agencies . They were apprehensive that 
by extending an advance of a few lakhs of ru-pees to the co-operatives 
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these sales agencies at New Delhi are reaping high r ben fits and th 
co-operatives are at the mercy of these agencies. Som memb rs f It 
that since each co-operative has been dealing with th sam t of sal s 
agency over a period of time, they could not hav any data for 
comparing the prices paid by other sales agencies. It was alleged by 
them that the same set of five to six sal s agenci s hav b en 
dominating the Delhi market right from the beginning and h nc th r 
is suffiCient scope to believe that they have formed a cart I to 
manipulate the prices to be paid to the co-operatives. 

H has become a regular featur of the general body meeting to compare 
the prices obtalned by all the societies in this regard . Its m mbers 
would normally take the management of any co-op raUve to task. in 
case a neighbouring co-operative achieves higher pri es for Its 
members' produce. There is a generally felt need to find out alt rnat 
markets to overcome the monopoly situation faced in 0 Ihi market. 

2,6.3 Satisfaction with Price Settlement Mechanism and Payment 
of Sales Proceeds 

The sustainability of the cooperative marketing effort depends on th 
extent of satlsfaction. which members will derive from the ability of 
the cooperative to facilitate the receipt of remunerative price from the 
market and marketing cost incurred . The levels of satisfaction of th 
members on important dimensions are presented in Table 2.10. 

Table 2.10: Extent of Satisfaction with Price Settlement Mechanism 

Parameter Satisfaction Level 
(Av.Rank Scor ) 

Fairness 4 .69 

Transparency 4.93 

Timeliness 5.00 

Relative price received· 4 .83 

• Price received in comparison to open market 

The above data indicate that most of the members felt very much 
satisfied about the fairness of the payment system. They point d out 
that the passbook provided by the co-operatives furnishes all the details 
regarding payment dates, amount paid and the quantum and grade of 
the produce supplied. They also felt that the system has been 
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functioning without any scope for severe criticism. Computerisation of 
the accounting and payment system in Gujarati (Local language) has also 
enriched the members' satisfaction. 

A small section of the members in the sample (3 out of 42) were not 
satisfied with the performance of cooperatives with regard to the price 
received. In the course of discussion with these members. the follOwing 
pOints emerged: 

• 

• 

Pooling of produce is one of the limitations in receiving relatively 
better prices for better quality, as the payment system has no 
provision for price discrimination based on qUality. These problems 
are likely to acquire significance as varietal and characteristic 
differences will drive sales in future in number of commodities. 

The perceived impression of lower price for better quality is 
nullified to some extent by 'other services' provided by the 
cooperatives in comparison to open markets . Further, the 
cooperative members also perceived that open markets are less 
reliable for following reasons: 

• There have been instances wherein under weighing was 
reported in open market. The modus operandi of the private 
traders in this regard was to measure one maund as 21 Kg 
instead of 20 Kg. Due to this in each maund farmers were 
losing one kg. 

• Traders in the Agricultural Produce Market Committee (APMC) 
charged a higher commission of eight or more per cent. Further. 
wide fluctuations were the order of tl:re day in the open market. 

• Moreover, equal treatment was not meted out by the open 
market to the farmers . Big farmers whose produce was falling 
in the premium quality were given more importance in the open 
market and they duly received higher prices. 

• Further, there were complaints about the traders in the open 
market that payment was inordinately delayed and in some 
cases the traders left the village without paying the farmers. 

On the contrary. co-operatives were entertaining all the members and 
payments were effected within a short period. In addition to these, 
many services provided to the members, stability of rates paid by the 
co-operatives and members' trust in the functioning of the co-operatives 
have also positively contributed to the success of the co-operatives. 
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2.7 Provision of Non-Business Services 

Apart from the production and marketing services, thes o-op rative 
have been providing varying types of non-business servi es uch a 
consumer stores, textiles, medical stores, petrol. cattle-feed, veterinary 
services, stationary, building materials and medical clinic . How v r, 
all the cooperatives do not provide all the services with exception of 
consumer stores (Table 2.5). The extent of usage of th s servic s al 0 

Widely varied across services (Table 2.6). 

2.7.1 Scope of Services - Rank Order Analysis 

In order to gauge the importance members attach to th se rvic s rank 
order analysis was undertaken and the finding are pre ented blow: 

Very High (>9.0) 

High (6.0-9.0) 

Moderate (3.0-6.0) 

Low «3.0) 

Consumer Stores (9.78) 

Textiles (7.37), Petrol (7.00), 

Medical Stores (5 .93), Animal Husbandry (5.20) , 
Crackers (4 .62), Cattle Feed (4.56), 
Stationery (3.68) 

Kites (2.75), Flour Mill (1.50), 
Building Materials (1.41) 

The above average rank order analysis is ba d on ranking provided 
by the respondents to whom these servlces are accessible. Howev r. in 
this regard. it will be appropriate to consider the following: 

a) Firstly. the overall utility of the non-business service should be 
regularly monitored on two criteria. i. ., ext nt of usage and 
importance attached to the service or in oth r word cooperativ 
should concentrate on providing services, which are perceived to b 
unique by the members. For example, the services like building 
materials, flour mills reflected high satisfaction by the users. but 
members availing the services were very few and therefore, 
cooperatives need to do some re-think in offering such services both 
from the point of views of utility and cost of delivering su h services. 

b) Secondly, these unique services not only are made availabJe to the 
membership, but also need to be promoted. The concept of 
promoting its own services with a view to enhance its usage and 
improve the efficacy of its delivery seems to be absent in 
cooperatives. The members will utilise the services provided by 
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cooperatives only when they perceive its superiority compared to 
other sources where similar services are available. The success 
of consumer stores adequately proves such assumption. The 
benefit of this service as narrated by the members are: 

• Purchase all day to day needs from these stores at a lesser 
rate than the open markets. 

• Moreover, they could make these purchases even at credit 
basis, and need not pay the interest for the credit availed if 
the payment was made within three months of purchase. Most 
of the members were repaying the credit within a short time 
and it was told that there are very few defaulters in this regard. 

Therefore. promoting usage of its services will go a long way in building 
long term relationship with the membership. The textiles. petrol. medical 
store. livestock related services like animal husbandry and cattle-feed 
were other important general services offered by the cooperatives. 

2.7.2 Delivery of Services - Member Satisfaction 

The satisfaction levels from these services were very high nearly 
approximating to 5.0 on 1-5 scale in all cases. Nevertheless , there were 
suggestions to improve some of the services. For instance. there were 
demands to keep the medical stores open for longer period and 
stocking various types of medicines. which are not available at present. 

2.8 Governance System - Some Insights 

During the course of this study, it was observed that in addition to the 
services offered. the members have been given very important roles in 
deCiSion-making process in these cooperatives. Such governance system 
has increased the sense of belongingness of the members and they have 
started identifying their interest with the success of the co-operatives. 
Some of the relevant observations in this regard are detailed below: 

2.8.1 Distinction by Membership Type 

As already stated in sub-section 3.0 of this report. these cooperatives 
have grade "K and grade "B" type membership. The members received 
differential treatment in terms of range of facilities extended and 
representation in the governing bodies within the cooperatives 
(Table 2 .11). 
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Table 2.11 : Membership Type - Representation and Facilitation 
within Cooperatives 

Particulars Status of Representation and Facilitation for 'S' Grade Members 

Amalsad Dhanurl Gadat Gandev1 AJaral Karel 

Represen tatlon 
In Soard 

Grade S Yes (2) No No No No Yes (I) 

Credit facilities 

Grade S No cr edit No No Yes No 
Less 

Advances 

Grade B advance Yes No Yes Yes Yes 
Less 

• The grade:l\' members get all LhesejacillUes in all the cooperaLtves, In case oj grade 'B' members 'Yes ' 

Indicates availability, 'No ' indicates non-ava ilability 

It is eVident from the above table that grade 'B' memb r t1vely 
receive representation in governing bodies and facilitation within 
various cooperatives, In other words all the cooperatives hav grad 
'B' members, but their policies with regard to r pre entation and 
facilitation vary from cooperative to cooperative, In fact the largest 
cooperative Amalsad had more grade 'B' (nominal) memb rs (4451) as 
compared to grade '/\ members (3997) as on June 1998 , The Amalsad 
and Karel cooperatives have offered notional representation to grade 
'B' members while other cooperatives offer only facilitation with 
exception of Gadal. Credit facilities to Grade B members (nominal 
members) are extended fully by Ajarai co-operative and partly by 
Dhanuri co-operative, The Gadat cooperative offers no representation 
and no facilitation to grade 'B' members, 

Further, none of the cooperatives in this study is allowing voting right 
to Grade B members in the general body meeting, As far as 
representation of Grade B members in governing bodies is concerned, 
only Amalsad and Karel Co-operatives have provisions and that too a 
limited extent, A few co-operatives such as Amalsad entertain non­
members just for one year, For subsequent years such non-members 
are required to become members to continue their transactions, 
However, no discrimination for any category of members or non­
members was observed as far as prices payable for the produce were 
concerned, The whole concept of grade 'B' membership is oriented 
towards attracting potential members and also allows flexibility to 
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members to market their produce. At the same time, members who are 
more committed and supply their entire produce to the co-operatives are 
given more say in its functioning than the fringe players. The management 
is also obliged to first handle the production of its core members. 

2.8.2 Membership Participation in Decision Making 

The governance system has created ways and means to make the 
decision process more participatory in these cooperatives although the 
elections to the Governing Board are covertly fought on political party 
affiliations . The Governing Board in turn constitutes its own 
committees for decision-making. For instance , in case of Gandevi co­
operative , there were four committees, namely, crop committee , staff 
committee, transport committee and consumer committee. 

• 

• 

• 

Crop committee has 11 members (5 from the Governing Board and 
6 others from General Body). This committee deals with all the 
services related to crop production like yield and extension. 

Staff and transport committees had five Governing Board 
members each. 

The consumer committee was entrusted with the responsibility of 
overseeing the supply of consumer goods through the general stores 
of the co-operative and it consisted of seven members from the 
Governing Board. 

2.8.3 Horizontal and Vertical Integration 

The horizontal and vertical integration is one of the important features 
of these cooperatives even though they sometime compete in the 
terminal markets to garner higher prices for their produce. This 
horizontal and vertical integration among these co-operatives operates 
through the Valsad Fruit and Vegetable Co-operatives Federation , 
Gandev1. Considering individually, the horizontal integration Is 
operationalised by organising day-to-day meetings among the 
secretaries to achieve the following: 

• assessment of the market in terms of demand, supply and prices, 

• information exchange about their own activity to avoid surplus 
supplies in the same market, & 

• Resource sharing to reduce cost likes sharing of railway rake to 
reduce transportation cost of chickoo for su pply to New Delhi 
terminal market. 
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The feder ated structure also benefits th m through v rtical coordination 
to achieve economies of scale. not available to individual coop ratlv . 
to undertake processing activity. The vertical integration ha b n 
operationalised: 

• 

• 

through a common brand 'AMIDHARA' for mark Hng mango pulp . 
and 

By the decision of these cooperatives to pool the urplu mangoe 
to produce the intermediate product for pickles. 

The recent initiatives by these cooperatives to work toward horizontal 
and vertical coordination are likely to positively impact th coop rattv -
market interface and improve their forward integration with markets . 
Simultaneously. improvement in forward Integration is likely to improv 
volume and profitability of bUSiness to benefit its memb rShip. 

2.8.4 Managerial Issues 

Although the governance system. as describ d above . ha helped to 
resolve a number of problems in these cooperatives. some of th 
managerial challenges still evading satisfactory olutlon are: 

2.8.4.1 Member Behaviour 

The opportunistic behaviour by somc of the members contlnu s to po 
problems for the cooperative, for example: 

• some of the farmers supply unripe chickoo fruits to th 
cooperatives to receive higher prices in the beginning of th season. 

• The incidence of member disloyalty seems to be higher in case of 
mangoes and negligible in chickoos. Some of the mango grow rs 
sell large part of their produce in the open market. 

2.8.4.2 Managing Seasonal Peaks in Supply 

Alm ost year after year. the cooperatives do face the problem of glut 
in supplies at least fo r 8-1 0 days. primarily due to pooling of larger 
q uantities of fruits by its members than their production estlmates. 
This leads to cris is m any a times particularly with regard to logiStics 
including t r ansportation'. Sometimes. decline in availability of 
labour due to festivals also creates problems of timely handling of 
perish able fru its. 
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2.8.4.3 Higher Cost of Borrowing Funds 

These cooperatives also end up in paying higher interest rates on the 
borrowings from the district cooperative banks. It was suggested by 
some of the members that the policy of the State need to change to 
allow these cooperatives to directly borrow from NABARD. 

2.9 Inferences 

The six multi-purpose co-operatives covered in this study were mainly 
engaged in marketing of chickoo and mango. An earlier study has 
estimated that 29.10 and 65.70 per cent of mango and chickoo of this 
region are marketed through these co-operatives. These cooperatives 
also provide marketing services in other crops like paddy, banana, 
elephant foot, etc. to even meet the secondary marketing needs of their 
membership. The cooperative-member interface extends backwards to 
improve the production system of these crops and also extends forward 
to improve the members' income (Fig. 2.1). 

2.9.1 Cooperative-Member Interface (Backward Integration) 

In terms of backward integration, the cooperatives provide a range of 
services, which can be sub-categorised into: 

• Delivery of inputs like fertilisers, pesticides, and cattle feed, 

• facilitation through transfer of technical know-how, implementation 
of pest management projects on command area basis, animal 
husbandry prescriptions etc., and 

• Delivery of services, which are important to members but are not 
related to their core business like running of consumer/ medical 
stores, supply of petrol, textiles and stationery. 

By prOViding these services, the cooperatives attempt to improve the 
efficacy of the production system and also provide a range of non­
business services to its membership. At the same time, the study 
findings suggest that some of the services offered by the cooperatives 
suffer from low rank in importance and low usage by the membership. 
It is necessary for the cooperatives to not only identify services in 
accordance with the needs of the members, l'lUt also offer these services 
in a manner, which maximises their usage and results in better 
allocation of available resources wtthiJ? the cooperatives. 
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The other. but very important component of backward integration is 
purchase of produce by the cooperative from its members. In thi ar a. 
the cooperatives have attempted to maximise the transparency of the 
system resulting in a very high satisfaction amongst th members with 
regard to processes of transaction. which includ grading, w ighing. 
pricing. etc. 

Purchase of Produce Delivery of ervices 
• Pricing • Inputs 
• Transparency in • Facilitation 

transactions • Non-business 

Member-Coop 
Interface ..... 

t 
Coop. Governance 

System 

• Coop - Market 
Interface 

~ 
Processing (Value Trading 

Addition) • Wholesale markets 

• Primary processing • Local markets 

• Marketing 
• BulklInstitutions 

• Retailing 

Fig. 2.1 : Member-Cooperative-Market Interface : An Outline 

These backward linkages are further strengthened with the 
participatory governance system wherein the membership finds 
representation in various committees and gets a platform to convey the 
needs and grievances of the membership they represent. The study 
observes that baring a few exceptions. these cooperatives have been 
able to build strong relationship and trust with their membership. 
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2 .9.2 Cooperative-Market Interface (Forward Integration) 

As stated above. the cooperatives under study seem to be quite 
successful in building strong interface with their membership. However. 
this interface can only be sustained provided the cooperatives are able 
to continuously strengthen their interface 'with the markets particularly 
under growing competition from the private trade. 

Currently. these coop ratives attempt to achieve cooperative marketing 
interfacing partly through horizontal integration and partly through vertical 
integration (Fig. 2.1). The horizontal integration is more of a coordination 
process involving combined assessment of ever-changing market Situation. 
sharing of information to improve marketability of the produce of cluster 
cooperatives and resource sharing to contain or cut costs. The vertical 
integration is driven by the need to manage supply gluts and move up in 
the value chain through processing. Therefore. all the grades of mango 
from all the cooperatives are processed (mango pulp or intermediate product 
ready for making pickle) for when the prices are low while the processing 
is restricted to 2nd and 3rd grade when prices are high. These products are 
generally sold to bulk/institutional buyers with some portion diverted for 
retailing locally or to metros and big cities through their own outlets. 

2.9.3 Member-Cooperative- Market Linkages 

The member-cooperative-market linkage can best be described as three 
major initiatives of the cooperative governance system. Firstly. the 
backward linkages with the members are strengthened through the 
'organising element' to support farm production at the level of individual 
members. Secondly. the cooperatives have horizontally integrated in an 
attempt to improve marketability of highly perishable fruit products. 
Thirdly. the purpose of vertical integration is to overcome the problems 
of unpredictable supply gluts and acquire desired economies of scale for 
the processing activity. Interestingly, such backward, horizontal and vertical 
integration have brought together eight cooperatives and more than 13,000 
farmers under a federated structure to supply their entire produce to the 
co-operatives for trading and marketing. It can be observed that the process 
of backward and horizontal integration seems to have achieved higher level 
of perfection as compared to forward integration with markets. The study, 
though not very explicitly, suggests that farmer behaviour and loyalty 
towards the cooperative is dictated by the trade-off between the price 
realised for his produce and the nature and extent of services offered. 
Therefore, in order to sustain emerging competition, contain possible 
discontent in membership and to achieve growth, the cooperatives will have 
to find new ways and means to radically improve upon their marketing 
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capabilities and satisfy grOwing expectations of their memb r hip through 
constant improvement in range and quality of services. 

Annex 2.1: Activity Profile of F&V Cooperatives Including Commodity Trading 

Nam e of the Commodity Season Approx. Disposal arrangements 
co· operative Quanuty 

handled Trading / Mnrketlng 
(In metric ton) ProcesslnJ:! arranl-lell1cnl~ 

Alllalsad Chickoo Whole year 11.537 Tradlnj:( Sale!> agency HI 
Ncw Deihl 

Mango May· Junc 227 Trndlng and Processing lhrough 
Processing F,~deratlon and 

Trrldlng locally 

P'dddy Ocl • Nov 1800 Tradlnj:( Tradll\g Uuough 
May·June 'I\ lluka S<llIgh 

Elcphal1l No specific 2 Trading LO<'a l Traders 
Fool season 

Banana June ·Ocl 0 .8 Trading Loc-ol Traders 

Dhanurl Chlckoo Nov · Feb 800 Trading Salt:s aAcl]('y 
at New Deihl 

Gadal Chickoo Whole year 250 Trading Su)es ag"nclcs at 
Nt'w Deihl I I'unjnb 

Mango May · June 1400 Tradlnj:( and Processing through 
Processing Federation . Trading 

at New Dt'lhl. 
Saun-Ishtrn :lnd lomlly 

Elephant fool Ocl· Nov 10 Tmdlng Lo('al trad,'r~ 

Banana June · Feh 152 Trading Local trudel'S 

Paddy May · June 1600 Trading Trading lhrough 
Ocl · Dcc THlllk" S(l ngh 

Gandevt Chtckoo Oct · March 1735 Trading Snlcs ,Igency 
al New Deihl 

Mango May· June 35 Trading and ProC'c:,.slng Ihrollgh 
Processln~ Fcclcrllllon and 

Trading loca lly 

Oanana Whole year 0.68 Trading Local Irllcins 

Paddy May · June 890 Trading Tradln!-( Lhrollgh 
Ocl · Nov Taluka 5angh 

Ajaral Chlckoo Nov · May 2800 Trading Sal~s agencies 
at New Delhi (95%1 / 

IndOl e (5%) 

Mango May· June 1000 Trading and Processing Lllrough 
Processing Fedi!raUon and 

Trading locally 

Paddy Mny · June 611 Trading Trading Lhrough 
Ocl· Nov Taluka Sangh 

Karel Chlckoo Whole year 1464 Trading Sales ag ney 
al New Deihl 

Mango May· June 900 Trading and Processing Ulrongh 
Proccsslng F'cdcrallol1 and 

Trading locally 

Banana Whole year 16 Trading Local Lraders 

Paddy May · June 8648 ProceSSing Traders frolll Gujarat 

Sep · Ocl 

39 





CHAPTER 3 

CONTRACT FARMING IN CHICORY 
- A CASE STUDY 

3.0 Introduction 

The marketing of chicory mixed coffee was start d in India In 1950 
by Mis. Brooke Bond India Limited (BBIL), which lat r m rg d with 
the Hindustan Lever Limited (HLL). The us of chicory as a b verage 
was popular in France as 'French Coffee'. It was only aft r th S cond 
World War that French Coffee wa introduc d in India to provid 
economy and richer taste to coffee. How ver, Its c mm r tal u 
was dependent on sourcing chicory locally instead of import . 

Suitable climatic conditions and low irrigation r quir m nt I d BBIL 
to Jamnagar in 1956. In a drought-prone area where farm r hay 
small holdings, BBIL demonstrated its commitment to 1h farm rs by 
installing basic processing facillties for chicory. assuring 100 P r n t 
buyback, providing free seeds which were to be import d and 
implementing best agricultural practices. 

By 1960, BBIL had 130 acres of land belonging to 50 farmers und r 
chicory cultivation on contract basis. The area und r chicory ullivation 
has grown to 4,500 acres belonging to 1,700 farmers. The sine r elIort 
of the farmers coupled with the use of appropria1c tcchnology hav 
doubled the yield to 3 tonnes per acre (Datta, 1996) . Gradually, chicory 
cultivation shifted away from Jamnagar due to r curring drought 
leading to frequerit crop failures. At present, chicory cultivation i 
concentrated in the districts of Anand and Kheda (bifurcat d from the 
composite district of Kheda) and to a lesser extent in Jamna ar and 
Mehsana districts of GUjarat, Mathura in Uttar Pradesh and oimbatore 
in Tamil Nadu. According to reliable industry sources, noli eabl 
change in area shift to Uttar Pradesh is taking place since the y ar 1999 
and nearly half the area under chicory cultivation has been shifted by 
the year 2002. At the same time, it is recognised that due to limited 
area under its cultivation, it does not make any significant impact ev n 
on the agricultural economy of the concerned districts. Even with th 
on-going area shift, Gujarat continues to be a major proce sor and 
producer of chicory in the country. On the other hand, the con umption 
of chicory mixed coffee is prevalent in the Southern States, probably 
in order of Karnataka, Tamil Nadu, Andhra Pradesh and Kerala. 
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3 .1 Chicory - Some Basic Facts 

3.1. 1 Chicory - Uses 

Chicory as a product is unique in the sense that it had only one well­
known use, Le., an ingredient to coffee. Some coffee planters in India 
also call chicory as an 'adulterant' to coffee. In Belgium, chicory is 
sometimes even used as a drink without admixture of coffee. Sometime 
back, HLL had test marketed a new product, a mixture of tea, tapioca 
and chicory to penetrate low price segment of the beverage market, but 
not much is known about the success of this product. 

Some attempts have also been made to discover its value as a 
pharmaceutical product. It is claimed that chicory not only refreshes 
and purifies the blood but also enables the blood to run quicker in 
the veins and arteries. Further, Inulin from chicory roots is marketed 
under the trade name Raftiline.a This inulin is a mixture of glucose­
terminated, b -2, 1 linked fructans that can be used as bulking agent 
on low calories bifidogenic dietary fibre . It is said that this is SUitable 
for diabetics . This is supposed to improve the body and texture, mouth 
feel, increase gelling capacity and stabilize emulsions. In addition to 
the above, this insulin is being used in baked goods, beverages , 
desserts, etc. Though a few products such as instant chicory and 
chicory paste have been developed in France, its predominant use in 
India is as a complement to coffee. 

3.1.2 Ch icory - Cult ivation an d Process ing 

In GUjarat, chicory is sown during November and harvested in 
February/March. The crop duration varies between 120 to 135 days 
and is influenced by soil conditions, Le., it matures early in lighter soils 
as compared to heaVier soils. The tap root of chicory is harvested as soon 
as its leaves turn yellowish to avoid any loss in weight of the harvested 
produce. The incidence of pests and diseases is very negligible, but 
intensive use of labour was observed to be a requisite in chicory cultivation. 

In the post-harvest stage, the wet roots of chicory are sliced into bits 
for proper drying and in turn for proper roasting. In order to obtain a 
better quality 'sliCing thick and slow drying' is recommended. It is found 
that 3-4 tonnes of raw roots are required to produce 1 tonne of dry 
roots . The chicory varieties grown in Gujarat on an average yield 2.5 
to 3 tonnes of dry roots per acre. The sun dried roots are roasted and 
then ground into powder. Some of the firms prefer the end product in 
granulated form to blend it with granulated coffee. 
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Most of the chicory is produced and processed in Gujarat primarily in 

Jamnagar. Mehsana and Anand. but. the processing units are locat d 
in Tamil Nadu, Andhra Pradesh. Karnataka and Kerala . Th s pro ssing 
units obtained their requirements of chicory roots from Gujarat. 

3.1.3 Chicory - Market Size and Structure 

The old estimates suggest that the world consumption of chicory 
powder is anywhere between 1.1 to 1.2 lakh tonnes with Franc and 
India accounting for major consumption. The historical data sugg st 
that quantity of the chicory roots used for pr paration of hi ory 
powder estimated to vary between 34 to 35 thousand tonn s p r year 
(100 kg of dry chicory roots yield about 70 kg of chicory powder) during 
1980s. Since then the demand for chicory has shown a continuously 
declining trend. According to industry estimat obtained during the 
course of the study, the requirement of the industry in terms of dry 
chicory roots further fell to nearly 18-20.000 MT in 1990s to around 
12,000 MT in 2001. It may be mentioned tha t the demand/consumption 
of chicory is a matter of habit for a segm nt of offee drinking 
population while in the other segment its consumption depends on th 
prices of coffee. The current phase of low demand is primarily driven 
by the steep decline in prices of coffee after 1998 and th refore its 
demand for blending in coffee is on the decline . at least temporarily. 

3.1.4 Chicory - Consumption Dimensions 

It is stated that about 80 to 85 per cent of the coffee consumed in India 
contains varying proportion of chicory ranging from 30 per c nt 
upward. The ratio in the end product can reach as high as 50:50 and 
yet it is sold as coffee. Thus. chicory being a product with limit d u ag 
and nearly static demand generates its own market dynamics . As 
against its limited usage , its main advantage is in terms of Its relatively 
low price as compared to coffee. Therefore. the mixtur of chicory and 
coffee allows the coffee manufacturers and retailers to keep the prices 
of coffee within affordable range of a large number of consumers. This 
phenomenon was observed in the market place when prices of coffee 
ruled high during the period 1995-97. This is probably the most 
important reason for many private firms and Multinational Companies 
(MNCs) to take keen interest in the cultivation of chicory. The alternat 
view suggests that chicory has harmed the consumption of coffee when 
used as an adulterant in coffee. 

43 



The limited usages of chicory have also influenced the linkages 
between the chicory producers and manufacturers or retailers of 
coffee. As already stated its cultivation in India started on contract 
basis for two reasons: 

• Lack of large open market, and 

• Lack of feasibility of production of seeds in India . 

The situation has remained unchanged with total demand continuing 
to be shared between the manufacturers of coffee products and retailers 
(popularly known as roaster- grinders) of coffee. Secondly. the attempts 
to produce chicory seeds in India have more or less failed. These two 
reasons have compelled the chicory growers to remain linked to the 
buyers through a contract. In spite of prevalence of contract farming, 
the situations of supply surplus are more common than the situations 
of supply deficits. In other words. contract farming has not been able 
to prevent yearly variations in supplies particularly supply surpluses 
which in turn impact yearly fluctuations in its area under cultivation. 
productivity and market price. In fact. many times chicory traders have 
resorted to manipulation of supplies to their advantage through supply 
of excess chicory seeds. 

The circumstances explained above make contract farming of chicory 
a challenging task for the farmers. intermediary traders, chicory 
processors and coffee manufacturers. Therefore, the objective of this 
case study was to understand the dynamics of contract farming in a 
situation wherein possibilities of exploitation of farmers are high due 
to specific usage and limited demand of the product. 

3 .2 Methodology 

A preliminary enqUiry in the form of an 'exploratory survey' was 
conducted during June 1998 through persons associated with chicory 
cultivation. processing or marketing and were knowledgeable in their 
respective areas of expertise. The personnel covered included farmers. 
traders. processors. co-operators and officials of the Directorate of 
Horticulture and the National Seeds Corporation (Regional Office, 
Ahmedabad). Based on this preliminary research. the framework for 
the detailed study was prepared. The field research for the study was 
mainly conducted during the months of February 1999 and March 1999 
(close to harvest of chicory crop) and continued afterwards till the 
wriUng of this report to fill Information_ gaps and obtain update of 
events in the industry. 
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3 .2.1 Respondents 

During the conduct of exploratory survey. it was felt that obtainin 
relevant information from the trade and industry (chicory and cofr 
manufactures) is going to be difficult while responses from farmers will 
not pose much of a problem. Accordingly. a structured qu stionnair 
was prepared for 'farmers survey' while for the 'trad urvey'. p rsonn 1 
associated with the trade and industry w re interviewed with th h lp 
of a checklist. 

The respondent contacted for the 'trade survey' included owner of 
chicory processing firms (2), field representative of chicory and cofl~ 
firms (6), representatives of chicory cooperatives (3) and privat trader 
(3). The 'farmers survey' was conducted with 57 farmer repres nUng 
anyone of the following categories or sub-categories. 

Table 3.1: Farmers Survey - Sample Spread 

Category Sub-category No, of 
Respondents 

Contract farmers HLL 20 

Local processor 17 

Sub-total 37 

Non-contract Past experience in contract. 
farmers now selling freely 6 

Past experience in cooperative, 
now seiling freely 5 

Past experience in contract. 
but now diversified away from chicory 5 

No past or present experience 5 

Sub-total 21 

Total 58 

The local processor-wise sample spread of farmers was - Vlmsons , 
Anand (10); Jamnagar Chicory Industry (3); Chicory Processor. 
Shedpur (2) and KK Chicory. Jamnagar (2), 

The scope of enqUiry during field research remain focused on the 
linkages between the farmers and the chicory proces.so~s or coffee 
manufactures with particular emphasis on areas of conflIct III ex cullon 
of produetion contract and how these conflicts are resolved to the 
satisfaction of both· the parties. 
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3 .3 Chicory Ma.-ket Setting 

Chicory is traded in the form of dried roots which are obtained a~ter 
slicing and sun drying the fresh chicory roots or chicory powder 
obtained after roasting and grinding the sun dried roots . Lately. it is 
a lso being produced in granulated form for blending with granulated 
coffee. The trade and marketing channels in chicory are still evolving. 
Our study noticed a few marketing channel typologies which have 
evolved over a period of time as illustrated in Fig. 3.1. 

In Channell . farmers enter into contract with HLL for the supply of 
a fixed quantity of dried roots of chicory. The dried chicory roots are 
passed on to the chicory processors by the HLL for roasting and 
grinding. These firms in turn process the chicory roots into powder 
on job work basis and supply to HLL. Further. the HLL produces 
chicory b lended coffee and passes on it to its distribution chain 
consisting of distributor/stockist and retailers of coffee. 

Channell : I+- HLL (for Chlcory 
Farmer~ ~ L..___B_le_n.,-d_ed....,.-C_of_fe_e_l __J 

Channel 2: 

Channel 3: 

Channel 4 : 

r::=L Co-operatives! 
L:.:::.J ... Federatlons/ 

District Unions 

CCL (for Chicory 
Blended Coffee) 

Fig. 3 . 1 : Alternative Marketing Channels in Existence in Chicory Trade 
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In Channel 2 , farmers enter into contract with the local proc or, 
These processors in turn enter into supply contract with coff 
manufacturers, viz., Nestle India or Consolidated Coffee Limited (CCL). 
a subsidiary of Tata Tea or to the wholesalers of regional brands of 
coffee located in Southern India. The chi ory procured by CCL or N tl 
India is for internal consumption to produce chicory blended coff . 
The wholesale traders of chicory sell their produce to 'Roast r-Grind r ' 
who in turn retail freshly ground chicory blended coffee to consumers. 

In Channel 3 can be described as open market channel with no 
involvement in contract farming. The private traders or their ag nt 
purchase dry/fresh chicory roots from the farmers and sell th m to 
chicory processors. Sometimes, the processors themselves purchase rools 
from the farmers through their agents. The channel is dominantly u ed 
by wholesale traders of chicory sell their produce to 'Roaster-Grind rs' 
who in turn retail freshly ground chicory blended coffee to con sum rs . 

Channel 4 is managed by various types of cooperatives. viz .. Chicory 
Growers' Co-operatives or Purchase and Sales Unions (distrlct/laluka 
levels) or District Chicory Producers' Co-operative Federation . The 
farmers association with the cooperatives was observed to be 011 

voluntary basis and to a lesser extent through contract farming. In th 
absence of own chicory processing capacities. the cooperatives had litUe 
leverage in bargaining on behalf of the growers . Hence, they were also 
selling their produce to chicory traders or processors. 

3.4 The Contractual Framework 

The linkages between the producer and the buyer revolve around th 
document which specifies the terms and conditions of the contract and 
is signed by both the parties. The current study limited Its If to 
ide ntifying the problem areas and their short and long-term 
consequences on producer-buyer relationships rather than on legalities 
of honouring or dishonouring the contract. 

In this context. the production contracts of three majoT procurem nt 
channels were evaluated on eight important dlmen :3 ions relating to 
production. facilitation and purchase of chicory. A comparative 
information on these dimensions is presented in Table 3 .2 , 

The comparison reveals that the cooperative channel represented by 
Kheda District Procurement and Sales Union (DPSUl. Nadiad offered 
least attractive terms, but at the same time offered maximum flexibility 
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in terms of sale of produce to the union. The local processors were 
offering relatively better price terms and facilitation in post-harvest 
operations like transport, unloading etc. However, their contract 
framework left many terms unspecified to make the contract more flexible. 

Table 3.2: Contract Farming Framework: 
A Comparison Across Agencies 

51. Partlculars HLL DPSU Nadlad Local 
No. Processors 

I Seed supply 
Quantlty 700 g / acre 700 g / acre 700 g / acre 
Price charged Free of cost Rs.1250IKg Free of cost 

II Post-Harvest 
Drying/Grading Farmer n.a. n.a. 

PackingtLoadlng Farmer Farmer Farmer 
[Only loading) 

l'ransport/Unloading Farmer Farmer Firm 
[Except Vlmsons) 

Weighing Firm Farmer Farmer 

IV Facilitation 
Supply of bags 40 bags of None Bags of 61 Kg 

51 Kg neVacre net In ca e of 
at harvest dry rools 

V Farmers' Entire produce Entire produce Entire produce 
Chicory Supply [dried roots) (wet roots) (wet roots) 
Commitments 

Minimum Llmlt 2000 kg/acre 260 Kg* Not speclfjed 

VI Purchase Price for Rs.4500/MT Rs . I000/MT Rs.23 .75/20 kg 
Chicory roots (dried . cleaned (cleaned) (cleaned) 

and graded) 

VII Penal Provisions for Not specified Rs .1250lkg for Cost of seeds 
Non-supply seed + 18% of Rs.540/ acre for 

seed price + price seed + market 
loss Incurred price loss 

VIII Payment Modalities 

Mode of payment Cheque /MT Not SpeCified Not specified 

Period of payment Within 25 days Not specified Not specified 
after delivery & 
acceptance of 
produce 

• in case oj sale oj produce to some other party. 
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The HLL contract was observed to be relatively mor sp ciflc in it 
description of various terms and conditions. but offered hardly any 
facilitation during production and post harv st phase . The firm lays 
down relatively more stringent conditions and quality norms for 
acceptance of the produce from the farmers . The HLL doe not 
entertain any claim of loss incurred by the cultivator due to natural 
calamities. failure of seeds to germinate and for any other r ason . The 
contracts of other agencies are silent on this aspect. 

The standard norms framed by various agencies engaged in chicory 
purchases do not reflect the extent to which they are op rationalised 
at field level. The field research conducted as part of this tudy primarily 
aimed at understanding this through expert opinion . trade and farmer 
survey in addition to overall functioning of the chicory/coffee industry. 

3.5 Chicory Cultivation within Contractual Framework 

The chicory contract farming can best be de cribcd a a type of 
'production contract'. However. its market dynamics which ar 
characterized by limited and captive demand have a strong infiuenc 
on the terms and condition of the contract and its operationali ali on 
on the ground. Some of the dimensions of chicory cultivation which 
are influenced by its market dynamics are detailed below : 

3.5.1 Seed Procurement 

The chicory seed used to be imported into India in 1960s and 1970s 
by private traders and firms engaged in its contract farming. It is 
understood that the malpractices like adulteration . supply of old seed 
and charging higher prices by the private trade. were common feature 
of chicory seed marketing. In view of the numerous complaints. Gujarat 
Cooperative Marketing Federation (GUJCOMASOL) got involved in 
importing chicory seeds from Holland. Belgium and France and 
distributed them to the farmers through their local co-operative 
SOCieties . During early 80s Himachal Pradesh Agricultural University 
was able to produce chicory seeds indigenously. Subsequently, th 
National Seeds Corporation (NSC) was entrusted with the responsibility 
of producing and distributing the chicory seeds. The NSC for reasons 
best known to them could not sustain indigenous production and 
resumed its imports. At the time of this study. the NSC was importing 
most of the seeds after obtaining orders and advance of Rs.500lkg from 
interested parties. The process of inviting interest is initiated in 
February-March and seeds are delivered by September-October to be 
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in time for sowing in November. Currently. the import of chicory seed 
has been placed under Open General License (OGL) and major 
importers include Hindustan Lever (for its own distribution). NSC and 
3-4 private traders based in Anand and Jamnagar in GUjarat. 

3 .5 .2 Seed Distribution 

It was observed during this study that Jamnagar was the most 
preferred location of HLL for contract farming of chicory followed by 
Kheda. Therefore. the area under cultivation and quantum of seed 
distrIbution in Kheda seemed to be dependent on extent of cultivation 
in Jamnagar in a particular season. Further, the quantum of seed 
distribution to contract farmers of HLL is decided after village level 
meetings are conducted between the farmers in contract with HLL and 
representative of the firm. It was noticed that the farmers have 
developed confidence in HLL local representative who has been 
associated with them for over 25 years. This representative in turn have 
agents in most of the villages in which HLL is operating. 

Other local processors' agents also visit their contract farmers and collect 
seed demand and sign contracts with the interested farmers. This is done 
after these agents receive communication from their processors about the 
price and the quantum of chicory roots that may be needed during the 
ensuing season. It was observed that most of the agents were well known 
figures in their respective areas. For instance. one of them was the 
PreSident (Sarpanch) of the Village Panchayat and another was Chairman 
of Co-operative Milk Society. Probably this factor has helped these agents 

. to rope in as many farmers as necessary for their processing firms. 

3 .5.3 Seed Germination Failure 

The seed germination failure can occur in case of chicory due to poor 
quality or due to occurrence of rain within 2-3 days of sowing. In either 
case sowing has to be done. The contracting firms generally inspect the 
field to assess the damage before agreeing to supply the seed again. The 
study suggests that in general the contracting firms are not penalising the 
farmers for genuine failure in seed germination. Only those farmers who 
do not inform sych failures to the firm within a reasonable time and 
deliver less than the stipulated quantity of chicory roots face penal action. 
At the same time. the flrms ensure that their interests are also safeguarded 
by inspection of the field. It was observed that such actions on the part 
of the firm help in building mutual trust over time. In order to avoid such 
failures. some of the firms (Mis Vimsons chiCOry) conduct germination 
test before seeds are supplied to the farmers. 
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3.5.4 Crop Husbandry and Extension 

Chicory has a long tap root which penetrates deep into the oil up 
to 40cm. therefore fleld preparation requires deep ploughing and 
application of farm yard manure. The crop requir s high care 
immediately after sowing to achieve good establishment oj plants. 
Some of the important crop husbandry practices include thinning at 
Jourth leaf stage. weeding at desired intervals. removal oj bolted 
chicory plants. irrigation once in 10-15 days etc., to achieve b it r 

productivity and quality oj roots . The incidence oj pest and disea e 
is negligible. The harvesting has to be carefully done to minimise 
damage to the roo ts andJor this purpose, Jarmers generally irrigate 
the crop 4-5 days before harvesting . Given its simple crop husbandry 
practices . the contracting Jirms have neglected extenslon services 
even in areas where it is needed, e.g .. post harvest management. 

3.5.5 Post Harvest and Quality 

The post-harvest operations which are generally carried ou t aft r 
harvesting in April involve cutting the leaves , cleaning the roots. utting 
them into pieces, drying. grading and packing. However. during th year 
of study, Le .. 1999, the harvesting was delayed by about 15 days to allow 
the roots to gather weight since the yields were not up to the expected 
levels. Most of the farmers reported that harvesting is carri d out fr of 
cost by 'Bharvad' community people who migrate to these regions in s arch 
of fodder for their cattle. These people take the leaves fre of cost in lieu 
of their labour. However. the farmers have to employ additional labour 
for cleaning the roots. The HLL farmers need to cut, sun dry and grad 
the root slices according to the size and pack them in 50 kg. gunny bags. 
The firm supplies a minimum of 40 bags/acre of chicory for packing. 

The other contracting firms generally accept wet roots and ther fore th 
only quality criteria used is the cleanness of roots. In case th roots ar 
smeared With mud, deductions ranging from 100-200 kg/tractor troll y 
load of 5000-6000 kg are made. The HLL quality norms ar relatively 
more stringent and applied rigorously as it buys chiCOry only as dry rools. 
In some cases when the moisture content is above permissible limits. the 
produce is returned to the farmer for further drying. This has led to b tt r 
discipline and most of the farmers supply properly dried roots. In ca 
of marginal deviations in moisture content from desirable limit, the HLL 
agent reduces 100 to 200 kg in the total weight considering the past record 
of the farmer. 
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The processors continue to standardise the procedures for collection 
of produce and inspection of quality. The HLL procedure is based on 
a sample check of five bags for moisture content and weight to arrive 
at the total weight of the lot. On the other hand , Mis. Vimsons who 
also buy fresh chicory roots were facing complaints that during the peak 
season, the farmers' produce has to wait for 2-3 days in the factory 
before delivery. This results in weight loss and in turn loss of revenue 
to the farmers. In order to overcome this problem, Mis Vimsons opened 
up regional root collection-cum-cutting centres in a few selected villages. 

3 .6 Farmers Survey 

The findings of the farmers survey have been detailed to identify problem 
areas in the contract between the farmers and the trade (including 
processors and coffee manufacturers), nature of conflicts and the 
outcome of these differences on long term relationships between the 
two parties. The major findings of this survey involving 58 farmers are 
detailed below along with a brief profile of farmers included in the survey. 

3.6.1 Farmers Profile 

The farmers engaged in contract cultivation of chicory were generally 
owning between 3 to 6 acres of land with most of it under chicory 
cultivation. On the other hand. non-contract farmers were not commitung 
their total owned land to chicory cultivation (Table 3.3). 

Table 3.3: Landholding and Land Use Pattern of Chicory Farmers 

Land size class NlU11ber of Contract farmers Number of Non-contract farmers· 

(In blghas) Land under Total land Land under Total land 
chicory owned chicory owned" 

Upto 5.0 23 18 15 6 

5.0 to 10.0 8 9 4 9 

10.0 to 20.0 6 1 2 3 

20.0 to 40.0 0 7 0 2 

>40.0 0 2 0 0 

Total 37 37 21 20 

• Figures also Include farmers who have left chiCOry cultivation. 1 blgha = 0.6 acre 
•• One far~er was cultivating chicory on lease land . He was not owning any land 

It seems that the contract farmers are forced to cultivate chicory on 
the same piece of land without any break_to maintain good relationships 
with the contract firm. Most of these farmers admitted that they do 
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not have sufficient land to rotate the crops and with th result. th 
fertility of their land is on decline (Table 4). On th other hand. non­
contract farmers were not cultivating chicory on the arne piec of land 
continuously to overcome problems of declining soil fertility and in turn 
lower crop productivity. Thus. most of them were awar of the n d to 
retain soil fertility through crop rotation. They contend d that sinc 
they do not have any contractual obligations . they could leave chicory 
cultivation any time and come back to it when they d ir . 

3.6.2 Contract Farming - Sustainability of Relationship 

The sustainability of the relationship between various typ of buy r 
and sellers as reflected by the years of their association i pre nt d 
in Table 3.4. 

Table 3.4: Period of Experience in Chicory Cultivation 

Number of years No. of contract farmers by No. of non-contract farmers 
experience years of their association by years of their associatlon 

with the present firms with the present buyer 

Up to 5 years 9 9 

6 tolO years 8 1 

lIto 20 years 13 6 

> 20 years 7 0 

Total 37 16* 

* Five farmers have Left chicory cultivation 

As eVident from the data. the overall association eems to b relatively 
stronger in case of contract farmers as compared ' to non-contract 
farmers. Nearly 54 per cent of the contract farmers have a sociaUon 
of 11 years or more with their respective buyers as compared to only 
37 per cent in case of non-contract farmers. This is partly explained 
by the practice followed by HLL which discontinues the contract in case 
fanners fail to grow chicory in any particular year. It was observed that 
some of the farmers even pass on their own quota of chicory se d to 
their relatives to honour their yearly contract with HLL. Th oth r 
processors try to enforce Similar practice as of HLL. but were obs rved 
to be relatively more flexible in allowing farmers to come to back Into 
their fold. The practice of shifting from one firm to another was 
observed to be common. Even amongst the non-contracting farmers 
in our sample. nearly 2/3rd of farmers were involved in contract farming 
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in the past. However, their current involvement with the private trade was 
purely on economic considerations. These farmers were even SWitching 
away from chicory in situations of adverse projected price scenario. 
Given the mixed picture of sustainability of contract farming in chicory, 
further attempts were made to understand the parameters which govern 
this relationship between the buyers and sellers in case of chicory. 

The HLL has been maintaining this relationship for more than 25 years 
through their sole agent who in turn has sub-agents in most of the 
villages where HLL operated. Similarly, another private processor Mis . 
Vlmsons Chicory, Gamdi has agents in 7 village clusters in the chicory 
belt with each agent covering nearly 200-300 acres. These agents extend 
facilitation to farmers in getting production contracts signed, crop 
inspection and organising transportation of chicory rools to the factory. 
The other processors operate on the pattern of Mis . Vimsons Chicory with 
additional responsibility given to their agents to ensure cleaning, cutting 
and drying of chicory roots before despatching it to the processing 
factory. These agents are carefully chosen and in most of the cases , 
these persons are well known in their respective areas and also hold 
important positions like Sarpanch or a chairman of village level milk 
cooperative. This helps these agents to rope in as many . farmers as 
necessary for their firms and other buyers. These agenls being local 
are also available to the chicory farmers to facilitate procurement and 
resolve their problem, if any. In a nutshell , the relationship between 
the firms and the farmers seems to revolve around three parameters: 

1. Credibility of the agent, 

2 . Open access to the firm through agents to communicate and resolve 
problems, if any, and 

3 . Extent of facilitation by the agent. 

3.6.3 Delivery of Extension Services and Crop Inspection 

It was observed during the study that all the crop husbandry operations 
are carried out by the farmers without any service from the firms. Most 
of the farmers contacted seem to have gained substantial experience in 
chicory cultivation, but they have not been able to mecharuse its cultivation 
in view of the delicate nature of chicory seeds and after care it requires 
in the initial stages of crop growth. The farmers were of the opinion that 
there was no need for the firms to provide any gUidance to them. During 
the survey it was observed that only one_ farmer has sought technical 
opinion from the firm for controlling weeds immediately after sowing. 
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The other aspect of 'field inspection' of chicory crop showed no patt rn . 
Around 46% (17/37) of the farmers informed thai their crops hav been 
inspected . The extent of crop inspection was higher in case of local 
processors (60%) as compared to HLL (30%) . Even in terms of numb r 
of inspections during the crop season, HLL farmers were only insp ct d 
once while it varied between 2-3 times in case of local proce ors. 

The differences can be partly explained on the b asis of long r 
associations of HLL with its farmers and existenc of trusl betw n 
them. On the other hand, the operations of local proce sors ar 
concentrated in a fewer villages and are highly agen t dep ndenl. Th 
agents are paid commission in accordance with the amount of chicory 
supplied from their respective areas. Therefore, these agent insp ct 
the crop regularly to estimate the expected crop yield and also pr vent 
their farmers from selling the produce in the open mark t. 

3.6.4 Pricing and Terms of Payment 

The major provisions of the contract Signed between the firm and th 
farmer include - quantity, quality and price with price bcing th mo t 
sensitive component of the contract. The criticality of the price can b 
judged by the fact that Narsanda Chicory Growers Cooperativ wa 
formed as a result of price disputes between chicory growers and HLL 
which will emanate due to considerable price differential b twe n the 
spot market and contracted price . 

During the year 1998-99 when a Significant part of the fieldwork for 
the study was conducted. the HLL contract price was around Rs.IOO/ 
20 kg of dry chicory roots while it was Rs .23.75/20kg of wet chicory. 
Considering the conversion ratio from wet to dry chicory root to 
around 25 per cent, the price offered by processors on comparable 
basis works out to Rs.95/20kg of dry ch icory. The enquiri with the 
representatives of various firms revealed that even if the open mark ·t 
prices fall . these firms pay the prices as per the terms of the contract. 
These representatives also observed that despite s u bstantia l 
fluctuations in prices in the open market (both upward and downward) 
majority of the farmers keep their supply commitments with the firms . 
Nevertheless. they admitted that in a few instances farmers vary Lh 
quantum of supply to them depending upon the open market prices . 
Nearly 57 per cent of the contract farmers (21 contract farmers - 4 of 
HLL and 17 of other firms) expressed that they supplied the entire 
produce to the firms when the open market prices are lower. However. 
the remaining 43 percent (16 HLL farmers) informed that they suppll d 

55 



only the stipulated minimum produce to the HLL. Some of the agents 
observed that in the past, when the open market prices went down 
drastically, some of the farmers have acquired the chicory roots from 
non-contract farmers and supplied as their own produce to gain 
monetary advantage. Therefore, irrespective of upward or downward trend 
of open market prices, HLL and some other processors strictly adhere to 
the terms of contract to avoid dumping of produce by the farmers. The 
farmers are free to dispose their surplus produce in the open market. 

Similarly, even when the prices of chicory roots are higher in the open 
market, the firms generally pay the contracted price only. About 60 
percent of the contract farmers associated with HLL and other firms 
informed that they used to receive some price compensation in case 
of market price being much higher than the contract price . Normally 
they receive the original contract price on supply of produce and receive 
additional compensation at a later date . During the chicory season in 
the year 1999-00, which CoinCided with our study, the expected yield 
was reported to be very low. Consequently, all the firms raised the price 
payable considerably. The agents of various firms called farmers 
meeting to announce the hike, but many of our sample farmers were 
not aware of the hike. Some of the farmers doubted that the agents 
might retain part of the benefit in case of enhanced payment by the firms . 

3.6.5 Terms of Payment 

The payment within a short period can be conSidered as one of the 
pOsitive dimensions of the contract farming in chicory (Table 3.5). 

Table 3.5: Time Schedule for Payment of Produce 

Period Number of farmers 

HLL Others 

Within 10 days 2 13 

Within a month 15 4 

More than a month 3 0 

Total 20 17 

It is eVident from the data that farmers associated with HLL generally 
receive payment within a month as ·againsj: within 10 days from other 
processors. The farmers also seem to appreciate the facility of receiving 
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payment through multiple instruments such as demand draft. mail 
transfer and cheque from HLL which also eliminat possibilities of 
intermediaries siphoning off even a fraction of the price paid to lhe 
farmers. On the other hand. most of the farmers (70%) asso ial d with 
other processors received their sale produce in cash. 

3.6.6 Penal Provisions in Contract 

The penal provisions of the contract are primarily wi lh referen e to 
quantity. quality and price. Our enquiries led to highly varying 
response. but with regard to the quantum of delivery. the following 
limits seem to operate for every 700gm seeds supplied to the farmer 

Buyer 

HLL 

Other Processors 

* Dried and cut roots 

Normal 

2000kg* 

8000kg** 

Maximum 

2250kg 

Entire produce 

** Washed and wet roots 

All the processors impose penalty for short supply. but a small 
section of farmers (15%) reported absence of such provisions . In cas 
of short supply-

• 

• 

The HLL pays @ 90 per cent of the contracted price for the produce 
actually delivered . In case of recurrence of short supplies. the 
production contract is discontinued. 

Some of the processors recover the cost of the seed in proportion 
to short fall in supply of chicory roots. 

Some of the farmers reported that in cases of non -supply of the 
produce. the entire cost of the seed is recovered at a rate which is much 
higher than the market rate. As far as quality is concerned. the firms 
involved undertake following recourse : 

• In case of marginal deviation in moisture level. the agent might 
deduct 100-200kg in the total weight considering the past record 
of the farmer. However, in cases where moisture content is much 
above permissible levels. the produce is returned to the farmer for 
further drying leading to farmer incurring additional costs on 
labour and transportation. In order to trace the supplier and avoid 
cheating. the HLL makes specific identification marks on the gunny 
bags supplied to the farmers. 
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• 

• 

As the other processors buy wet chicory and therefore make 
deductions of 100-200kgttractor load of 5000-6000 kg. 

One of the processors has developed a transparent process wherein 
mud is separated from chicory roots after washing and deductions 
for the mud weight are made accordingly. 

3 .6 .7 Farmers ' Awareness of Contract Details 

It was surprising that most of the farmers did not have much idea about 
the terms and conditions of the contract they have signed with the HLL 
or other processors. The responses received during our survey clearly 
brought out that the contract document was silent on important issues 
like arbitration. renewal and termination. Most of the farmers informed 
that the contracts are primarily signed based on the confidence they 
have on the agents of the firms. 

During our fieldwork only 12 farmers (32%) mainly associated with 
HLL admitted that they are in the possession of the contract document 
while' another 14 percent informed that they have misplaced the 
document. The remaining 54 per cent of the farmers mainly aSSOCiated 
with private processors informed that their contract document is with 
the agent. The ignorance of the terms and condition on the part of the 
farmers is due to various reasons . Some of them include: 

• In case of HLL. the language of the contract document is English. 

• In case of processors. the agents prefer to retain the copy of the 
contract with themselves. 

• The farmers seem to rely more on relationship (trust) with the 
agent rather than the terms and conditions spelled in the contract 
document. 

3 .6.8 Far~ers Satisfaction with Contract Farming 

The farmers' satisfaction with chicory contract farming was measured 
on a five-pOint semantic differential scale. Amongst 37 sample farmers 
engaged in contract farming nearly 70 per cent were highly satisfied 
with another 16 per cent stating that they were satisfied. On the other 
hand, only 38 per cent non-contract farmers gave similar impressions 
(highly satisfied/satisfied) even though the~ are no more engaged in 
contract farming (Table 3.6). 
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Table 3.6: Farmers Opinion Survey - Satisfaction with Contract Farming 

Impressions Number of farmers 

Under contract Non contract 

Very much satisfactory 26 3 

Satisfactory 6 5 

Neither satisfactory nor unsatisfactory 1 0 

Unsatisfactory 0 12 

Very much unsatisfactory 4 1 

Total 37 21 

The contract farmers who espoused 'satisfaction' cited the following 
reasons for their response: 

(a) payment by the firms within a short period of time and full amount 
is paid at once. 

(b) less problems with the firms . 

(c) seeds are supplied free of cost, and 

(d) prices of produce were never reduced even if open market rates 
decline. 

The farmers who termed contract farming 'unsatisfactory' extended 
varied reasons which can be categorised as 'relating to the firm' and 
'with chicory cultivation itself'. The problems relating with the firm 
include - fixed amount of seed supplied per acre by the firms. alleged 
supply of inferior quality of seed by the firms, transport to be borne 
by the farmers. imposition of penalties for moisture content and soiled 
roots and finally the rates offered by the firms do not reflect the real 
prices. The sole problem relating to the 'chicory cultivation' is of high 
labour requirement for drying and grading the roots. 

The majority of farmers (62%) in non-contract category rated their 
impressions as 'unsatisfactory' with regard to contract farming. Given 
the mixed response of the non-contract farmers as 'satisfactory' as well 
as ·unsatisfactory·. further enquiry and analysis was done to understand 
the reasons for their shifting away from chicory contract farming. The 
responses wer e m ultiple and varied as presented in Table 3 .7. 
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Table 3.7: Reasons for Shifting from Contract Farming in Chicory 

Reasons for shifting Number of 
responses (%)* 

Lower price offered by firms 8 (38.1) 

More labour in dry chicory supply 4 (19.0) 

Absence of Cooperative 3 (14.3) 

Tran actionai problems (weighing. delayed payments, 5 (23.8) 
transport problems, etc.) 

Economic viability (chicory vs. other crops/chicory 6 (28.6) 
based cropping pattern vs. alternate cropping patterns) 

Other reasons 8 (38.1! 

,. percentage based on multiple response from 21 respondents 

The low prices offered by the firms for the chicory roots as compared 
to prices offered by private traders was indicated as single most 
important reason by the farmers (38.1 %) for shifting away from 
contract farming. The next important reason seems to be problems with 
chicory cultivation itself including problems relating to its cconomic 
viability (28.6%) and demand for high labour in drying chicory roots 
(19.0%). The transactional problems (23.8%) and lack of alternative 
institutions like cooperatives (14.3%) are some other reasons for 
shifting away from contract farming or chicory cultivation. In other 
words, the shifting of farmers away from contract far.:ning is due to 
multiplicity of reasons with two interrelated problems, viz., low price 
paid by the firms and declining economic viability of chicory cultivation, 
accounting for nearly 60 per cent of the reasoning. 

3.7 Chicory Farming - An Analysis of Task Environment 

During the course of the fieldwork and later at the stage of writing this 
report. it was felt that the task environment for chicory cultivation in 
general and chicory contract farming in particularly has undergone 
change in the recent past. The process of change in task environment 
began with a steep fall in coffee prices beginning 1997 and continues 
till now. The important components of this task environment have been 
briefly discussed below: 

3.7.1 Demand for Chicory 

The chicory being an additive in coffee, -its demand is obviously 
influenced by the demand of coffee. It is estimated that nearly 80-85 
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percent of the coffee consumed in India is sold after mixing with chicory 
in varying proportions ranging from 30-50 per cent. Although reliable 
data are not available on the production of chicory powder it was 
estimated to vary between 13500 to 30000 MT/annum during 1970s 
and 1980s. The trade estimates obtained during our study sugg st that 
during 90s the demand of chicory expressed in terms of dry roots 
varied between 18000-20000 MT/annum which works out to nearly 
12600 to 14000 MT/annum of chicory powder. An update with the 
industry at the time of writing this reports suggests that the demand 
for chicory powder has fallen further to 12000 MT/annum of chicory 
roots or 8400 MT of chicory powder due to continuous fall in coffee prices. 

3.7.2 Profitability of Chicory Cultivation 

The assessment of profitability brought out the fact that chicory 
cultivation brings assured profits to the farmers. but con cerns were 
also raised that its profitability is gradually going down. The generic 
reasons attributed for diminishing profits has expressed by the farmers 
are (a) increases in labour cost, water Charges and manure . (b) yield 
levels are gradually declining. and (c) the price paid by the firms and 
private trade for chicory has not increased sub~tantially over last 25 
years. The farmers' response with regard to current 1 vels of 
profitability are presented in Table 3.8. 

Table 3.B: Profitability Estimates of Chicory Cultivation 

Profit leve ls (Rs./ha.) Number of farmers (%) 

Contract Non-contract 

Rs .4000-8000 16 (43.3) o (0 .0) 

Rs.800 1 - 12000 6 (16.2) 10 (47 .6) 

Rs.12001-16000 6 (16 .2) 6 (28 .6) 

RS.16001 - 24000 5 (13.5) 3 (14.3) 

> RS .24001 2 (5.4) 2 (9.5) 

No Response 2 (5 .4) o (0.0) 

Total 37 (100 .0) 21 (100.0) 

Note: 1 bigha = 0.60 acre 

The above analysis indicates that though the contract farmers are 
receiving seeds free of cost. their profit levels have been reported to 
be lower as compared to non-contract farmers. Some of the farmers 
were of the view that this may be due to gap between the prices offered 
by the firms and open market. 
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The above data indicate that a large section of contract farmers (43.2%) earn 
profits ranging between Rs.4000-8000/ha. while non-contract farmers (47.6%) 
reported higher profit levels ranging between Rs.8000-12000/ha. FUrther field 
enquiries revealed that the low profitability levels of contract farmers can be 
explained by continuous cultivation of chicory and lack of scientific crop 
rotation. On the other hand, some of the non-contract farmers mentioned 
that they do not cultivate chicory continuously in the same piece of land to 
avoid problems of declining soil fertility and lower crop productivity. They 
further contended that if necessary they can leave chicory cultivation and come 
back to it when they felt necessary. In fact most of them are aware of the 
need to retain fertility of the soU through crop rotation. Some of them were 
of the opinion that it has become more profitable to them after they left 
contract farming. This probably explains the higher profitability in respect 
of non-contract farmers though this observation could not be substantiated 
through data though there are many elements of truth in this conclUSion. 

3.7.3 Economics of Chicory Based Crop Rotations 

This issue of economiCS of chicory based crop· rotations is closely linked 
to profitability of chicory cultivation and the time it occupies the farm 
land. This issue seems to be forcing some of the farmers to have a rethink 
on chicory cultivation. For instance, higher profit levels in other crops such 
as potato and tobacco in the past few years has been the motivation for 
20 per cent of the non-contract farmers to leave chicory cultivation. 
Another important issue which was brought up by the farmers is of land 
occupancy by chicory for five months and one more month spent on drying 
related operations. Hence, only six months are available effectively for 
other crops. This gives them the time to have just one more crop in any 
year since most of them opt for bajra after chicory (Table 3.9). 

Table 3.9: Other Crops in Chicory Based Crop Rotations 

Additional crops to Chicory Number of farmers 

Contract Non-contract 

Bajra or Paddy or Vegetables (once/year) 33 (89.2%) 19 (90.5%) 

Bajra and/or vegetables (twtce/year) 4 (10.8%) 2 (9 .5%) 

Total 37 (100.0%) 21 (100%) 

The above data clearly show that nearly 90 per cent of the farmers are 
able to grow only one crop after chicory (November - April). Within 
the three alternatives of bajra, paddy and- vegetables, most of the 
farmers are growing bajra (approx. 65%) and remaining prefer to grow 
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paddy and vegetables. There were a few enterpri ing farmers (nearly 
10%) who were cultivating three crops in a year (chicory + baJra twice 
or vegetable twice). Similar observations were made in case of non­
contract farmers. However, farmers growing two crops with chicory 
were of the opinion that it was with severe and strenuous efforts only 
they could do it. Hence with a view to raise more number of crops (at 
least three in a year) and increase the fertility of the soil, some farmers 
are shifting to other crops such as potato, wheat and tobacco for higher 
returns. This is despite the fact that these crops are more risky than 
chicory. 

3.7.4 Role of the Government 

There has been no noticeable role for the Government of Gujarat or 
Government of India in development of chicory either through 
improvement in its production technology or price intervention when 
the price falls below optimum levels . Even the state department of 
agriculture does not have basic statistics and information with regard 
to chicory production and productivity. However, in the current year, 
the Government of Gujarat has exempted chicory procurement from 
sales tax. 

3.7.5 Role of Cooperatives 

Though contract farming in chicory is in vogue for more than 25 years 
in this region , farmers do not have any countervailing power to bargain 
with the processing firms with regard to fixing of price and other terms 
of the contract. It is understood that whatever grievances are expressed 
in these meetings by the farmers did not have much bearing on the 
outcome. Generally, the agents communicate the pre-determined prices 
of chicory roots to the farmers. Thus there is no organised method of 
communication between the farmers and processing firms. Some 
farmers felt that there was no need to bargain for increase in prices 
since the firms themselves are increasing them periodically. However, 
substantial number of the farmers said that the increases are not 
keeping in trend with the prices of other agricultural produce such as 
tobacco and potato. 

A major cooperative intervention was made between 1986-87 to 1991-
92 in marketing chicory roots after exorbitant increase in chicory prices 
without much benefit to most of the farmers. Vaswani et.al. (1992) 
observed that the failure of cooperative interventions and institutions 
(village and district level societies in Kheda and Mehsana districts in 
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GUjarat) during this period was the result of : 

• 
• 
• 
• 

competitors' counter strategies, 
lack of marketing skills in cooperatives. 
conflicts within cooperative channel. and 
no control/access to consumer markets. 

In the process. the private traders and multinational companies 
operating through their agents gained farmers ' confidence at lhe cost 
of co-operatives as r.eilected by the farmers attitudes towards various 
marketing channels. Afterwards . fresh attempts were not made to 
reactivate cooperatives in chicory trade. 

3.8 Issues and Inferences 

The findings of the study suggest that majority of farmers currently 
involved in contract farming of chicory are either highly satisfied (70%) 
or satisfied (16%). As expected. 62 per cent of the non-contract farmers 
had unsatisfying experience during the period of contract. The overall 
percentage of highly satisfied and satisfied farmers declined to 44.8 
per cent and 10.3 per cent respectively based on the total number of 
farmer respondents. 

The sources of satisfaction amongst these farmers included terms of 
payment, free supply of seeds. hassle free transaction and payment of 
committed price by the firms even in the event of decline in price in 
Lhe open market. On the other hand, the sources of dissatisfaction 
amongst the farmers who have shifted away from contract farming of 
chicory include lower prices offered by the firms (38.1%). declining 
profitability. poor economic Viability of chicory based cropping systems 
(28.6%), transactional problems (23 .8%) and absence of cooperatives 
(14 .3%) in chicory. It was felt that the contract farming in chicory in 
Gujarat is in for difficult times which is compelling farmers to leave 
contract farming. The reasons for such inferences are outlined below: 

3.8.1 Criticality of Price in Production Contract 

Like any another commodity. price seems to be a critical element of 
the production contract. The most important grouse of the farmers for 
discontinuing contract production (38.1 %) was lower pi ices of chicory 
related to open market. At the same time, the farmers do not have any 
appreciable role in negotiating the price of their produce. It is a 
common knowledge that the final price of the chicory is much higher 
when it reaches its consumption markets in southern states. viz., 
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Andh ra Pradesh, Tamil Nadu. Karnataka and Kerala. Under the 
cir cumstances. the farmers do not have a reliable benchmark for 
judging the fairness of the contract price. It may be worth mentioning 
that some of the chicory processors have confided that even though 
they feel that the prices paid for chicory roots are very low, they are 
unable to revise them since they are minor players in the field . They 
pOinted out that unless HLL as a major player increases the prices to 
reasonable levels they could not raise the prices on their own. 

3.8.2 Extent of Value Addition and Proportionate Realisation by 
the Farmers 

The chicory is a typical product with only single use . Le .. blending with 
coffee . However, value addition to chicory takes place in two ways; 
firstly in its conversion to chicory powder and relatively larger value 
addition (nearly equivalent to coffee prices) lakes place in the process 
of its blending with coffee . In years when coffee prices ar high . the 
coffee marketing firms make Wind-fall profits . Therefore , the real test 
of mutually beneficial relationship between coffee trade and producers 
lies in the extent of market realisation passed on to the producers in 
such years. A fair evaluation of the relationship rests on discovering 
the true answer to the question - does chicory trade (including coffee 
manufacturers) pass on a reasonable proportion of price realised for 
chicory in the process of blending it with coffee? In other words . the 
real price of chicory is its blended prices and should form a bench 
mark for making comparisons and drawing inferences. 

It was mere coincidence that this kind of situation was witnessed during 
the course of this study. The coffee prices showed sharp increase in 
1997 and remained attractive in 1998 as well . Obviously, any blending 
of chicory in coffee brought windfall profits for the coffee firms . In these 
circumstances, most of the firms resorted to a comparatively steep hike 
in the prices to be paid by them to their contract farmers after 
specifying a lower amount in the contract. This unusual response of 
the firms was due to their expectation of much lower chicory yields 
during these years although it was not possible to authenticate the same 
with accurate data. Having stated earlier that the uncertainties relating 
to r aw material procurement have been overcome to a large extent, then 
what was th e need to announce an enhanced price at the later stage? 

It will be important to mention at this stage that this type of announcement 
of increase in the prices even before the starting of the procurement process 
has n ever been done in the past. It only pOints to the underlying fear of 
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the firms that the farmers might be prepared to leave them if they are not 
paid the reasonable prices. The alternative argument may be of the 
opportunistic behaviour of the coffee marketing firms, which do not want / 
to lose the opportunity of making high profits from chicory (it will sell at 
the price of coffee after blending) in such situations. 

It will be interesting to find an answer to another alternative question 
- whether the contracting firms would have raised the prices of chicory 
in a situation where coffee prices are high, but there is ample supply 
of chicory? In all probability, the answer is 'no'. Such an answer is 
based on the historical facts wherein the average price paid to the 
farmers for last so many years has nearly remained static with marginal 
fluctuations on either side. The negotiation power of the farmers has 
further weakened because of the failure of cooperatives to sustain 
competition and counter the manipulative practices followed by the 
private trade. As eVident from the farmer's response that some of them 
have left chicory cultivation because of absence of cooperatives. 

3.8.3 Sustainability of Chicory Cultivation and its Productivity 

Secondly, continuous cultivation of chicory forced on to the farmers 
through the terms and conditions of the contract farming is leading to 
declining yields coupled with rising cost of cultivation is also deterring 
the farmers in continuing with chicory. Nearly 43.3 per cent of the 
contract farmers were earning profits (Range: Rs.4 ,OOO-B,OOO/ha.) 
which were lower than the non-contract farmers (Range: Rs.B ,OOO-
12.000/ha.) due to cultivation of chicory year after year by the contract 
farmers. Some other compulsions which are enabling farmers to shift 
away form chicory are poor economic Viability of chicory based 
cropping system (bajra/paddy/vegetable - chicory) and perception of 
higher profit levels in tobacco and potato based cropping systems. In 
spite of these problems, the contract farming in chicory continues to 
attract small and marginal landholders for being less risky. As stated 
above. the other components of the chicory production contract like 
free supply of seeds. relative stability of price of chicory roots continue 
to be the major reasons (in addition to the timely and one time payment 
effected by the contracting firms) for preference of this segment of 
farmers for contract farming. 

Lately. the pressure is building on the contracting firms to enhance the 
price payable to the farmers to improve the economic viability of chicory 
production , which has declined over years due to its continuous 
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cultivation. The major processing firm, the HLL rather than resolving 
this problem has started to identify alternate locations in other states. 
viz., Mathura. Aligarh and Etah in Uttar Pradesh for shifting their 
chicory cultivation activities. This has led to a sense of insecurity into 
the minds of the farmers in existing chicory growing areas in Gujarat. 
This also raises an ethical question regarding the long term 
commitment of these firms to the farmers after drawing upon the 
natural potential of their land and other resources. 

3.8.4 Chicory Production Contract - Enforcing its Terms and 
Conditions 

Since the quality of the chicory roots is not a major problem, the firms 
insist upon the quantity of supplies from the farmers as per terms and 
conditions of the contract. However, the quality in case where 
transaction is in the form of dry roots is judged by the moisture 
content. The firms have evolved their own criteria for accepting or 
rejecting the deficit or surplus quantities from the farmers with 
adequate penal provisions wherever necessary. 

Surprisingly, many of the farmers do not receive a copy of the contract 
which they have signed and it is generally kept in the custody of the 
agent to avoid any legal problems. Though most of the farmers are not 
reneging on the contract and not resorting to selling the produce in 
the open market during the periods of scarcity and high price for the 
fear of losing contract with the firms, there are discernible signs of 
dissatisfactiop among them. The reasons for such discontent are: 

• 

• 

Absence of incentives for higher productivity due to ceiling on 
quantity of chicory to be accepted by the firm from a unit area or 
against quantum of seed supply. 

The firms have not made any attempt to build long-term 
relationship with the contract farmers beyond execution of chicory 
contract. 

It will be inappropriate to ignore some of the confidence building 
measures that have been established by the contracting/processing 
firms with the chicory farmers in this region. Some of the farmers 
remember the goodwill gestures extended by some of the firms, e.g .. 

• Acceptance of nearly unusable and unfit dried roots due to fungal 
infection in one of the years. The firm procured it from the farmers 
as per contract and destroyed the same. 
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• Similarly, when the open market prices were lower during some 
of the years, the roots were procured at the contracted price though 
it meant a higher cost for the firm. 

• Some of these firms supplied seeds for the second time within a 
single season after seeds failed to germinate due to reasons beyond 
the control of the farmers. 

3.8 .5 Possible Intervention to Sustain Chicory Contract Farming 

The above discussion brings out some important issues which can 
make chicory cultivation and its contract farming sustainable in the 
long run. The major initiative in this regard has to come from the 
contracting firms. Some of the initiatives which are worth conSidering are: 

• 

• 

• 

The contracting firms have to make price offers more attractive to 
the farmers by taking two factors into account - a fresh assessment 
of the costs involved in chicory cultivation and its price prevailing 
in terminal/consumption markets. The basis for working out 
chicory price should shift from its cost production to the price of 
blended chicory (with coffee). The firms may also conSider revision 
of these prices at periodical intervals depending upon the Changes in 
cost of cultivation and prices in the terminal markets. The firms wWch 
buy cWcory as dry roots should compensate the farmer for extra 
expenditure incurred in drying the roots and maintaining its quality. 

In order to maintain land fertility and in turn productivity of 
chicory cultivation, farmers may be allowed to break away from 
chicory cultivation and return to its contract farming within a 
reasonable period of 1-2 years. This will help in overcoming their 
fear of contract termination, maintain productivity of land as 
resource and will reduce cost of production with improvement in 
crop productivity. 

Some improvements can also be introduced in the terms and 
condition of the contract, e.g., the duration of contract can be for 
a longer period, say, three to five years with the option of reviewing 
the price every year, making the contract somewhat flexible to allow 
genuine concessions for situations which are beyond the control 
of the farmers. 
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CHAPTER 4 

PROCUREMENT OF COTTON 
- A CASE STUDY OF ARVIND TEXTILE MILLS 

4.0 Introduction 

In the Indian economy, the textile sector occupies a place next only to 
agriculture. The textile industry contributes 5 percent to the GOP and 
nearly 14 percent to India's industrial production. The importance of 
textile sector can be gauged further by the fact that it contributes nearly 
14 per cent to the annual value addition in industrial production, 30 
per cent of total exports and direct employment to 35 million people . 
If cotton and other services are included, the total employment will be 
in the region of 100 million. India is the world's largest exporter of 
cotton yarn with 1/4th share of world market , but its exports in other 
areas (2.9% in textiles, 3.5% in garments) are very low. However, for 
Rs . l,50,000 crore, Indian textile industry, cotton is the most important 
raw material. In order to maintain India's global competitive advantage, 
a strong domestic raw material base is needed for the Indian textile 
industry. In this context, the avallability of cotton as raw material needs 
improvement in productivity and reduction in cost of production to 
ensure a price competitiveness in comparison to imported cotton. The 
Indian cotton also needs radical improvement in quality to compete 
with imported cotton in terms of levels of contamination and fibre 
attributes. Currently, these problems have reache alarming 
proportions resulting in India becoming the 3rd largest importer of 
cotton from a status of a net exporter until recently. If cotton production 
shows no significant growth as projected (-1.0% during the decade 
1995-2005) by FAO/ICAC, India may have to import more than half a 
million tonnes of cotton by 2005 . However, the situation may change 
if India can successfully exploit its great production potential. 

4 . 1 The Proble m 

The Indian textile industry uses a wide range of fibres, both natural 
and manmade, but its primary dependence is on cotton . In contrast 
to world consumption pattern of textile fibre, which is tilted towards 
non-cotton fibres in the ratio of 3:4. the ratio in India is 2 : 1 in favour 
of cotton. The level of cotton imports suddenly increased from a level 
of 55685 MT in 1998-99 to 230626 MT in 1999-2000. The 
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corresponding value increase was from Rs.376 to RS.1244 crores. After 
increasing sharply, the level of imports during 2000-2001 fell by nearly 
10 percent. It is quite evident that the country has been spending 
substantial foreign exchange to meet the shortfall in domestic cotton 
production. Under such circumstances the need is to gear up the cotton 
production system for adequate quality supply at reasonable prices to 
the textile industry. 

4.1.1 Demand - Supply Gap 

India is the third largest producer of cotton in the world with its share 
varying between 12-14 per cent of the world production during the 
period 1997-98 to 2000-2001. This corresponds to production of 11-
12 million bales against world production of 85.0 - 91.8 million bales 
during the period under reference. On the other hand, India's share 
in world cotton consumption, which varied between 85 .3 to 92.1 bales 
during the reference period, is relatively more stable and ranges from 
14.5 to 14.8 per cent. The data indicate that currently India occupies 
2nd position as consumer and 3 rd position as producer of cotton. 

According to recent projections by FAO/ICAC. total mill consumption 
. would reach 2.85 million tonnes by 2005, assuming that domestic 

cotton production remains unchanged and that there is a slight decline 
in consumption per capita. Against this projected demand for mill 
consumption, the total demand during the year 2001-02 was of the 
order of 2.96 million tonnes. This conSisted of 149 lakh bales (2.533 
million tonnes) of mill consumption. 12 lakh bales (0 .204 million 
tonnesj for small scale units, 12 lakh bales (0.204 million tonnesj for 
non-mill reqUirement and one lakh bales (O.017 million tonnes) for 
exports. If non-mill consumption and small-scale mill consumption, 
which together amounted to 0.23 million tonnes in 1996/97 are 
included, total cotton consumption will be well above 3 million tonnes. 
If the expectations of the textile industry are met, India should boost 
its share of the expanding global market from 3 percent in 1998 to 5 
percent by 2005. This implies nearly doubling the exports of textiles. 
In order to meet the increasing demand of the textile industry. cotton 
production should grow annual1y by at least one percent in next few 
years which will mean reversal of projections made by FAOIICAC (-1.0% 
during the decadt: 1995-2005). 
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4 . 1.2 Productivity as Barrier 

India occupies top position in the world in respect of area under cotton 
cultivation but ranks third in total production , clearly meaning low 
productivity. The area under cotton cultivation varied between 8 .85-9.16 
lakh ha. during last seven years with corresponding average yield of 318kgt 
ha. with yearly variation ranging between 296-330 kgtha. in last few y ars. 

The level of productivity is low as compared to the world average of 
600 kglha. (Israel ranks first with 1814 kglha.) and still lower in 
comparison to other high productivity countries like Australia (1500 
kglhal. Turkey (1171 kg/ha. l. USA and China. Even the availability of 
irrigation which nearly covers 35.8 percent (in 1996-97) has not proved 
too helpful in improving productivity. The low productivity of cotton 
is one of the important reasons for declining global competitiveness of 
Indian textile industry. Some of the important reasons for low 
productivity of cotton include 

• 

• 

• 

Nearly 2/3rd area under cotton is rainfed and therefore, is subject 
to the vagaries of monsoon. 

Multiplicity of traditional poor yielding cotton varieties coupled with 
problems of the non-availability of seeds of improved varieties in 
terms of quantity and quality. 

Relatively higher incidence of pest and diseases and poor quality 
of crop husbandry. 

The important measures which are being suggested to improve cotton 
yield in the coun try are: 

• 

• 

Varietal improvement in terms of high yield potential, resistance to 
major pests and diseases and crop duration to escape natural calamities. 

Effective technology transfer by using tools like 'on-farm research' 
and extension approach of 'seeing is believing'. 

4 . 1 .3 Cost Competitiveness 

The low productivity might erode the cost competitiveness of Indian 
cotton and that of manufactured textile products. Therefore, increase 
in productivity and simultaneous reduction in production cost are two 
essential reqUirements to ensure price competitiveness of Indian cotton 
which currently faces threat from imported cotton on following counts: 

• Firstly, the introduction of genetically modified Bt (Bacillus 
thuringlensis) cotton has improved productivity in many countries. 
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• The high level of subsidies recently extended to US cotton farmers 
is distorting the international trade through falling global prices. 
Despite low world prices, US farmers are expected to continue 
producing large amounts of cotton with the help of higher 
subsidies, preventing a recovery in prices. Resultantly, US farmers 
are able to offer good quality cotton far cheaper than competitors 
like Ailstralia. Brazil , Uruguay, CIS (Commonwealth of Independent 
States) nations, Turkey and countries in West Africa. It is for this 
reason that US has emerged as the top exporter of cotton to India. 
The threat of cotton imports into India will always loom large if 
local cotton prices exceed global prices even though India has 
raised the import duty on raw cotton from 5 percent to 10 percent 
to curb imports. 

• Such distorted cotton trade at lower world prices will drive up 
subSidy cost to the Government of India. The government does have 
a subSidy programme for cotton farmers which conSists of indirect 
(reduced prices for fertilisers and pesticides) and minimum 
support price (MSP) to buy cotton from the farmers , if market 
prices fall below the MSP. In the cotton year 01-02 (Oct-Sept) the 
government spent nearly Rs.80-90 crore on purchasing cotton from 
farmers compared to a negligible amount in 2000-01. However, if 
subsidies in the US continue the world prices will fall further to 
only drive up the subsidy cost in the cotton year 2002-03 . 

If the above situation continues , India's export compe titiveness 
(expressed across countries in terms of specialisation indices) in 
textiles, which is currently ranked 4 th by the International Trade Centre 
(ITC), may slip down further. 

4.1.4 Quality Constraints 

In addition to productivity, the quality of cotton is an equally important 
concern as it determines the quality of the end products. The quality 
of cotton is generally judged on various criteria. viz. , fibre length and 
strength, its colour, texture and fitness beSide the degree to which it 
is free from contaminants and immature kapas. Contamination nullifies 
the benefits of introducing improved varieties. impairs the quality of 
raw cotton and adversely affects the subsequent processes of textile 
production. 

Indian cotton continues to carry the stigma of very high degree of 
contamination resulting in reluctance of many consumers in Europe 

72 



to buy Indian cotton. The "Cotton Contamination Survey 200 I" observed 
that foreign matter. stickiness and seed-coat fragments in raw cotton 
continue to be among the most serious problems affecting th cotton 
spinning industry world-wide. The report observes that the most 
contaminated descriptions in terms of foreign matter and seed-coat 
fragments originate from India. The other countries having high 
contamination problems are Pakistan and Tajikstan. In terms of specific 
contaminants. Nigerian cotton was high in foreign matter. Sudanese in 
stickiness and seed-coat fragments. 

In India. cotton suffers contamination successively first at the [arm 
level. and later in mandies and in ginneries (Table 4.1). 

Table 4.1: Contamination of Cotton at different Levels between 
Farm to Factory 

Stage Type of Contaminants Reasons 

Level Activity 

Farm Picking Trash. leaves . hulls and Short cut methods (labour wag s 
twigs and weeds by kllos of cotton pic){ed) In 

picking cotton to save expenses. 

Strings and fabrics of Bags shredding and patch up 
Jute/woven plastic materials due to use of worn out 

bags for picking 

Home Sweepings. hairs, pieces Storage in tile small house and 
Storage of fabrics. dust. strings. transportation In bags made of 

etc. Jute/HDP material . 

Trader Transport & Mix of two varieties To save transportation cost 
other Mix water/crystal salt To make cotton bags galn weight 

Marketing Product Dust. tree falls, bird Marketing yards arc unclean 
yard display & droppings. rain, strands without proper flooring and 

marketing of Jule/hesslan, colour roofing. 
marking Ink. market Influx of people and food 
yard Utter articles in market yards . 

Rolling. shifting and piling of 
cotton In marketing yard 

Ginning Ginning and Dust, strands of Jute/ Improper filling of bags. poor 
factories pressing hessian bags and other storage, shifting of cotton from 

foreign matter ginning to pressing area. poor 
hygiene in the work area and 
poorly maintained ginS 

Source : Mainly drawnfrom Chlnnaswamy, M (1999), "Contamination - Controls and 
Commitments. " 
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• Contaminated cotton becomes sticky and creates spinn ing 
problems, wastage of dye material, fragments of contaminants 
getting impeded in cotton yarn resulting in wastage of raw materials 
and cost inflation . Therefore, the resolve to avoid contamination 
has to percolate down from the textile mill management, to the 
ginner/trader, to the handlers of raw cotton at marketing yards and 
finally down to the cotton growing farmer. In other words, 'quality 
care' during post harvest handling and primary proceSsing of cotton 
has become a necessity. Some of the impressions of the 
knowledgeable persons in the industry suggest that 

• 

• 

Out of different stages indicated above, marketing yards are the 
worst breeding grounds of contamination, and 

A collective effort by the state, the mills, the ginner, the trader and 
the grower is necessary to improve cleanliness levels of Indian 
cotton. 

4.l.5 SWOT Analysis - Indian Textile Industry 

The SWOT analysis of the Indian textile industry besides many other 
factors also identifies low cotton yield and poor quality as some of the 
major constraints. This deficiency will reflect in increased prices, poor 
availability of raw material and inferior quality of output 
(Chandrasekhar et.al., 2001). The low cotton yield will not make cotton 
available for international trade and will limit India's share in world 
markets . . On the other hand, poor quality and subsidies by competitors 
will make it mandatory to import better quality cotton and thus will 
also act against taking advantage of opening up of world markets. 

4.2 Current Initiatives 

It is against the above background and in view of the importance of 
cotton in the Indian economy, current initiatives include launching of 
a Technology Mission on Cotton (TMC) in early 2000 and recently, 
clearance by the government for cultivation of Bt cotton. 

4.2. 1 Technology Mission on Cotton (TMC) 

The National Textile Policy - 2000 states that with regard to cotton 
production "the primary aim will be to improve production, 
productivity, and quality and stabilise prices". The Technology Mission 
on Cotton (TMC) will be the instrument for achieving these parameters. 
The miSSion proposes to address the problems relating to low 
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productivity, poor quality and relatively high cost of production. The 
main objectives of the mission are: 

• 

• 

• 

• 

Improve yield and quality through better cotton varieties and 
quality of crop husbandry. 

Increase income of cotton growers by reducing cost and increasing 
yield through proper transfer of technology. This will facilitate 
increase in production and availability of cotton for internal 
consumption and exports. 

Improve quality of cotton particularly in terms of contamination 
by improving marketing infrastructure. 

Improve cotton processing faCilities by up gradation/modernisation 
of existing ginning and pressing (G&P) factories. The resultant 
quality improvement with tolerable or no contamination will 
produce better value added products Hke yarn, cloth, garments, 
made ups , etc. 

The above objectives are planned to be achieved in a mission mode. 
Under the TMC, four mini-miSSions have been established (Table 4.2). 

Table 4.2: Mini Missions under Technology Mission on Cotton 

Mini Objective Nodal Agency 
Mission 

I Cotton Research and Indian Council of 
Technology Generation Agriculture Research (lCAR) 

II Transfer Technology and Dept. of Agriculture and 
Development Cooperation, Min. of 

Agriculture 

III Improvement of Marketing Ministry of Textiles 
Infrastructure 

IV Modernisation/Upgradation MiniStry of Textiles 
of Ginning and Pressing 
Factories 

In addition to the nodal agencies, numerous other agenCies have been 
involved to implement each Mini Mission . The working of TMC will be 
coordinated by Agriculture Commissioner, Dept. of Agriculture and 
Cooperation, Ministry of Agriculture. An outlay of Rs.566.50 crore was 
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provided for the period 1999-2000 to 2001-2002. The progress 
achieved by TMC by March 2002 covered: 

• Three Integrated Cotton Cultivation (contract farming) projects 
were taken up. 

• Around 51 project proposals covering setting up or improvement 
or activation of marketing yards were sanctioned involving Rs. 
74.95 crore. 

• Modernisation of 150 G&P factories was sanctioned at an estimated 
cost of Rs.173.60 crore. 

4.2.2 Cultivation of Bt Cotton 

After its dependence on hybrid cottons for nearly three decades, India 
is now entering into the era of genetically modified cotton . The 
cultivation of Bt cotton has now received clearance from the government 
and is likely to reduce the cost of production by cutting down on 
pesticide use, provide environmental protection and finally higher yield 
as compared to traditional varieties. 

The South India Textile Research Association (SITRA) has projected that 
the cotton requirement will touch 205 lakh bales by the end of year 2004-
05 and will comprise 180 lakh bales for production of spun yarn, 15 lakh 
bales for blended yarn and 10 lakb bales for technical textiles. However, 
it will be sometime before the domestic cotton production can meet the 
quantitative and qualitative requirement of the textile industry. 

4.3 Methodology 

The reference organisation for the study was Arvind Mills Limited 
(AMLl, Ahmedabad, a flagship company of the Lalbhai Group. The field 
enquiries with regard to this study were made at various levels as 
detailed below: 

• 

• 

The fIrst level was Arvind Mills itself involving its senior officials with 
a relatively closer interaction with its cotton procurement division. An 
interaction was also arranged with the management of Mis. 
Shanmugavel Mills Ltd., Dindigul in Tamil Nadu to understand the 
process of building backward linkages With their ginners. 

The next or second level of interaction was with the cotton trade 
including variety of trade participants (wholes_alers, commiSSion 
agents and brokers) and cotton processors owning ginning mills. 
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The number of traders contacted were around 10 in addition to 
11 ginning units. Amongst the units visited for enquiry 4 wer 
located in Mehsana (Kadi). 3 ginners in Baroda (2 in Bodeli and 1 
in Palej). 1 in Kutch (Anjar) 1 in Ahmedabad (Dhanduka) and 1 in 
COimbatore (Pollachi) in Tamil Nadu . 

At this level . number of officials holding important positions in public 
(Cotton Corporation of India) and cooperative institutions (cooperatives 
located at various levels. viz .. village . taluka. district and state) 
including managers of cooperative ginning factories were also contacted 
[or discussion and gathering information . As a part of the study, the 
villages adopted by CCI in Bodeli were also visited to observe and 
investigate the status of CCI adopted villages. 

At the village level, around 30 farmers representing major cotton growing 
districts of Gujarat, viz., Ahmedabad, Bhavnagar and Gandhinagar were 
interviewed through a structured questionnaire . The farmers survey was 
spread over in 12 villages in three talukas o[ the districts in Gujarat. 

4.4 Arvind Mills - A Profile 

The Arvind Mills Limited (AML), Ahmedabad is the flagship company of 
RS.20 billion (USS550 million) of the Lalbhai Group . The Arvind Mills 
came into existence in 1931 and today it is one of the top ten 
manufacturers of denim in the world and it is on its way to become a 
global textile conglomerate. The current fabric product range includes 
Denim, Knits, Shirting and Bottom weights with value added through a 
range of ready-to-wear. The company is also engaged in customised 
manufacturer of ready-to-wear products for a number of other national 
and international brands. The sales turnover of the AML was RS.1251 
crores during 1999-2000 which rose to Rs.1877 crores during 2000-2001 
(18 months). 

The AML is one of the largest buyer and consumer of cotton in the 
country. The raw material purchases of AML. dominantly consisting 
of cotton, have gone up from Rs.361 crore in 1996-97 to Rs.519 crores 
in 1999-2000 and further to Rs.794 crores in 2000-2001 (18 months). 

4.5 AML - Cotton Procurement Arrangements 

The AML has a cotton procurement division which regularly buys from 
various types of buyers in the market. The broader policy seems to be 
a mix of building relationships with select suppliers and at the same 
time keeping open the option to buy from the open market in case of 
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a price advantage. This policy probably facilitates the AML to strike a 
balance between quality and price. This policy is reflected to some 
extent in the performance statement of the AML for the quarter ending 
March 2002 which states "the company has covered almost the next 
twelve months requirement of cotton as these prices are amongst the 
lowest in recent times". 

The four important sources which AML was observed to be using for 
procuring cotton included: 

1. Cotton ginning and pressing units (directly or through' brokers), 

ii. Gujarat Cooperative Cotton Federation popularly known as GUJCOT, 

iii. Central market intervention agency like Cotton Corporation of India 
(CCI), and 

iv. Market yards (through brokers). 

An attempt has been made to depict the complex networks deployed 
by each of these agencies to procure cotton and players involved in this 
network at various levels. The sketch illustrates that the ginners 
representing the private trade deploy longer procurement channel, but 
operate in the market with greater flexibility as compared to state 
agency like CCI or cooperatives like GUJCOT (Fig.4.I). 

Textile Industry 

GUJCOT ~ 
UnJons 

'----

Trader 

Farmers 

Fig.4.1 : Cotton Procurement - A Sketch of Farmer Industry Linkage 

The farmers exercise various alternatives in accessing buying agenCies. 
The most commonly used alternative for the farmers having economies 
of cale in production, seems to be the regulated market. The other 
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alternative is to sell to specialised commodity cooperative like GUJCOT 
which operates through 3-tier structure consisting of village/taluka level 
societies which federate into cooperative unions at district level which 
in turn federate to state level apex cooperative. viz .. GUJCOT. The small 
and marginal farmers generally approach the trader or middlemen and 
sell the produce at village level itself due to lack of economies of scale 
in production. Some of the big farmers also function as middlemen in 
favourable market situations. Such transactions undertaken by various 
types of middlemen are categorised as unregulated as they are based 
on indiVidual negotiations rather than the norms followed in regulated 
markets . The central agency like CCI has a policy of purchasing raw 
cotton from the regUlated market yard only. 

All these buying agencies have to organise primary processing of cotton 
in ginning and pressing factories ( G&P) before its delivery to the textile/ 
spinning mills. The primary processing in G&P factories adds a typical 
structural dimension to the cotton trade. The G&P industrial units were 
observed to be under private or cooperative ownership . The private and 
cooperative trade channels undertake primary processing in their 
respective units while CCI uses both types of units on hire basis with 
preference to cooperative units. 

The additional feature of AML cotton sourcing operation is deployment 
of brokers even while buying cotton from private G&P units. 
Interestingly. AML is also in direct touch with these ginners for technical 
and quality adVise. but finanCial transactions are undertaken only 
through the brokers. Though this arrangement transfers all the risks 
of delivery, quality, price, etc., onto the broker, but at the same time 
adds upto the total transaction cost. However. AML probably views this 
as a trade off in a highly uncertain supply scenario where raw material 
supplies can fail both on quantitative and qualitative parameters. 

4.6 AML -Linkage with Cotton Suppliers 

The AML Is sourcing its cotton from a number of suppliers which 
mainly include ginners-cum-traders. GUJCOT. CCI and other brokers/ 
commission agents. These linkages between the textile industry and 
its suppliers evolve in a given task environment. In the current task 
environment, India has a globally competitive textile industry without 
Similar competitive advantage in the raw material like cotton. This 
limitation brings in some peculiar issues which influence the degree 
of linkage whlch AML has with its raw material suppliers. It is in this 
context, that the study attempted to understand the complexities of this 
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critical linkage with reference to the textile industry in general and that 
of AML with its major suppliers. 

4.6.1 Ginner-cum-Trader/Trader Linkages 

As stated in the previous section, the AML was sourcing relatively larger 
quantum of cotton from G&P units having the best ginning and pressing 
facilities. Given the severity of quality problems in Indian cotton, the 
AML maintains direct linkages with selective G&P units in order to keep 
quality problems under check. The scope of linkage covers price 
negotiations, quantum of supplies, quality specifications and areas of 
modernisation in the factory to maintain quality. 

4.6.1.1 Profile 

The ginning and pressing industry in India is more than 100 years old 
and continues to be in the small scale sector. Of the estimated 4000 
ginning factories in India, only 500 are composite (meaning additional 
handling of cotton for shifting to pressing units in non-composite 
factories) . However, most of the ginning units in the country are still 
using same old out-dated technology with inadequate and unscientific 
storage facility. Above all, factors like seasonality and inadequacy of 
raw material due to surplus installed capacity has raised serious 
concerns regarding financial viability of a number of existing units. The 
Gujarat ginning mills numbering nearly 700 produce more than 45 lakh 
bales per annum, but all these years the ginners have not made any 
serious effort to establish backward linkages with the farmers to 
improve the quality of cotton procured and ginned. The lack of quality 
concern at the level of ginning mill is due to following reasons: 

• 

• 

nearly 90 percent of the ginning factories in the country are run 
on job work basis, and 

textile mills are not willing to pay any premium for better quality 
or for additional facilities prOvided by the ginning units . 

4.6.1.2 AML Criteria for Establishing Linkage 

The parameters which are generally used by AML to select ginning and 
pressing units for direct purchase are: 

• Infrastructure • Service quality/attitude 

• Skill levels of people • Past quality record 

• Housekeeping • Other clients -
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Oiven the ab ove cr iter ia, the AML selected 13 O&P units, in Karnataka 
(4) fo r s upply of long staple cotton and Gujarat (6) for procurement of 
Shankar-6 cotton. The distantly located Karnataka state was specifically 
selected for its finer varieties of long staple cotton and the sourcing 
effort of AML was restricted to only four G&P units to meet its peciflc 
quality reqUirements. The remaining nine O&P units were selected from 
three industrial concentrations in Mehsana, Vadodara and Ahmedabad/ 
Kutch in Gujarat (Table 4 .3) . 

Table 4 .3: G&P Units in Supply Link with AML 

Name of G&P Unit Location Raw Cotton 
Purchase· 

Raja Industry Kadi (Mehsana) 90 : 10 

Tirupati Oil Industry -do- 40: 60 

Cot Industry -do- 50 : 50 

Vaibhav Industry -do- -

V.O. Gins Ltd . Palej (Vadodara) o : 100 

Durga G&P Ltd . Bodeli , (Vadodara) 100 : 0 

Mahavir G&P Ltd ., -do- 100 : 0 

Atmaram. M. Industry Ahmedabad -

Bansidhar G&P Ltd., Anjar (Kutch) o : 100 

* Approximate proportion oj purchase Jrom regulated markets : 
non-regulated sources 

It is eVident from the above table that most of the G&P units linked to 
AML mainly source their raw material from regulated markets with 
some exceptions. It was observed that two of the units were sourcing 
near ly half of their cotton reqUirement directly from farmers / 
unregulated sources (traders) while two other units were totally 
dependent on these sour ces. 

4.6.1.3 Strengthening Linkages with Ginners - Upside and 
Downside 

The quantum of s upply between the ginners and the AML is contracted 
b efore th e beginning of th e season b ased on select criteria. The 
purchase committee of the AML reviews the past performance of each 
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ginner of these criteria before entering into such contract. Generally, 
when the ginner does not comply with the instructions of AML to 
improve quality continuously for 2-3 times, his services are 
discontinued as regular supplier. 

In order to ensure quality, AML closely works with these G&P units in 
upgrading the quality standards in general, and minimise 
contamination in particular. This objective is operationalised through 
a set of actions such as : 

• Regular Ginnery Supervision • Hygienic LoadingtUnloading Practices 

• Improved Packaging • Sampling before Bale Pressing 

The observations of the purchase committee with regard to quality of 
cotton supplied in a particular season are given to ginners followed by 
personal contact during the slack season to ensure that the quality 
defiCienCies do not recur in future supplies. In addition. a dedicated 
team of AML officials try to sensitise the ginners and associated farmers 
by organising seminars. The team interacts with G&P units' personnel 
at all levels including management committee, managers and 
employees. SpeCially designed training programmes are also organised 
for ginners with respect to modernisation of G&P units, quality 
specifications in global markets ways and means of containing 
contamination etc. The AML has also distributed Video films and photos 
to G&P units regarding improved practices to keep cotton clean during 
the process of production. handling and ginning and pressing. At some 
point of time, cotton cloth bags were supplied to ginners at a nominal 
charges to procure cotton from farmers. Such campaigns seem to have 
succeeded in enforCing modernisation of G&P units and improvement 
in quality standards. Consequently, the ginners were rewarded by AML 
with premium prices to compensate for tightening their procurement 
network and for making investments in ginning technology 
improvement. 

An enquiry into the downSide of establishing and strengthening such 
linkages revealed some interesting facts. The success of initiative by 
the AML to strengthen backward linkages and associated rewards in 
terms of price premiums to the select ginners also encouraged other 
ginners (not assOCiated with AML) to embark upon modernisation and 
improve quality standards including low levels of contamination in raw 
cotton. Unfortunately, the mills could not sustain the momentum of 
paying premium prices for relatively cleaner cotton due to fall in raw 
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cotton prices in international markets. For Similar reasons, AML could 
not afford to pay premium prices for other cotton used in manufacture 
of regular/value for money textile products. For instance, the linkages 
with the G&P units in Karnataka which deal with DCH cotton for 
shirting, premium prlces could be paid as a reward for maintaining 
quality. This was not possible in case of Shankar and other short staple 
varieties. Under the Circumstances, the focus of AML and other textile 
mills shifted to cutting down the cost of raw material . This compulsion 
in the context of Indian markets, sets in a chain reaction with mills 
not paying premium price to the ginners and in turn , ginners not paying 
premium price to farmers for raw material of relatively superior quality. 
Resultantly, farmers seem to lose incentives to produce relatively 
superior quality cotton. 

4 .6 .1.4 Plans towards Zero Contamination 

In the medium term, the AML is trying to attain zero contamination at 
all stages of handling, i.e., from farm gate to storage godown and to 
achieve this, AML has introduced the practice of signing MOU with Its 
ginners and other suppliers to include : 

• Contamination standards • Supply and service specifications 

• Bale packaging norms • Loading and transportation norms 

• Spot supervision of ginning operations . 

All the ginners do not seem to fully endorse such efforts without being 
rewarded with adequate compensation for improving quality. Some of 
them also perceive that the textile mills do not pay deSired attention 
to various dimensions of quality and also in rewarding quality for 
following reasons: 

• 

• 

Believe that sophisticated technology at mill level is adequate to 
improve cleanliness of cotton. 

Some of the mills have successfully standardised processes to miX 
varieties of different staple length and count to achieve reduction 
in r aw m aterial costs and therefore, do not feel the need of putting 
considerable effort in improving the quality of raw material. 

4.6.1.5 AML - Ginner Linkage (Through Broker) 

The AML also deals with another set of ginners through brokers to 
attain some flexibility in their procurement operation to respond to 
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situations like increase/decrease quantum of purchase . demand in 
terms of specific quality requirement, take advantage of favourable 
market price. etc. The AML deals with these ginners directly including 
framing of terms of transactions, but all the financial transactions are 
done through broker. The broker plays important role in ensuring raw 
material supplies in time, desired quantity. as per quality specifications , 
etc. In other words, the brokers ensure reliability of transaction when 
a big firm like AML is dealing with unknown or less reliable suppliers. 
During our study. we observed that all the G&P units located in Bodeli 
were operating through brokers only. 

4.6.1.6 Textile Mills - Ginner Interface : Opinion Survey 

The ginning houses are one of the two (other being the cotton trade) 
key intermediaries in the supply chain between the cotton producers 
and textile mills. Even the TMC (under Mini-Mission IV) has recognised. 
the role of G&P units in improving the quality of cotton available to 
textile mills . The TMC has already sanctioned modcrnisations of 150 
G&P units by March 2002 with preference to composite ginning units 
at an estimated cost of Rs.173.60 crores. This seems to be a small 
beginning considering that there are 4000 G&P factories including 500 
composite units (having both roller and saw-ginning). The following 
problem perspectives emerged during the course of this study: 

• 

• 

Policy Issues: The policy initiative of the Government of Gujarat 
in late 1980s to promote Small Scale Industries (SSI) including 
G&P units with subSidy and sales tax incentives led to 
indiscriminate growth of G&P units . Due to these incentives. the 
installed capacities of these units increased from 3 million bales 
to 10 million bales per year. The increase in installed capacity 
increased competition to unethical levels due to sub-optimal use 
of installed capacity in many of the G&P units particularly the old 
ones. These benefits have been withdrawn with effect from April 
1. 2000, but the damage to the industry has been immense 
resulting in closure of many old units causing losses to the cotton 
economy in the state. 

Modernisation Programme - Contradictions : The ginning and 
pressing industry in India is more than 100 years old and 
continues to use out-dated technology. During our study we 
observed that a number of ginning and pressing units have 
undergone modernisation programme in addition to various 
measures to control contamination of cotton. As already stated . the 
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textile mills like AML use rigorous criteria to select and hire the 
best G&P facilities . However, many of the ginners perceive that they 
have been forced into a situation of implementing modernisation 
programme in their mills without corresponding monetary rewards 
from the textile mills benefits for producing better quality cotton. 
They are of the opinion that the textile mills have been successful 
in pushing on to them the additional task of minimising 
contamination and thereby the need for investment in 
modernisation/upgradation. The G&P units have to absorb the 
extra financial burden on account of: 

• 

• 

increase in processing loss of cotton from 1 to 3 percent, and 

additional cost incurred in keeping cotton free of 
contamination without corresponding price incentive in general 
barring a few cases. 

At the same time, some of the ginners expressed the view that ginners 
need to make up this loss by reducing labour requirements , improving 
productivity and utilisation of installed capacity. 

Opportunist Behaviour of the Buyers (Mills) : Many of the ginners 
reported opportunistic behaviour on the part of textile mills which 
seems to express itself in the following ways: 

• 

• 

Most of the mills have made it a practice to buy raw material on 
credit ranging from 21 to 60 days. This practice places extra 
financial burden on the ginners towards mobilising additional 
working capital from informal sources to make cash payment to 
the farmers. 

The ginners also suffer default risk due to failure of the buyer to 
honour the purchase deal particularly in situations of price fall or 
sudden closure of the mill . 

4.6.1. 7 Ginners - Concerns and Initiatives 

The growing realisation about quality in the textile industry and the fact 
that the ginning units are the last link in the supply chain where removal 
of cotton contamination is possible, brought more pressure on them to 
make additional efforts to improve quality and reduce contamination. 
Such pressures resulted in investments in modernisation of ginning mills 
which gained further momentum after inclusion of modernisation as an 
important component of the TMC, 2000 Initiated by the Government of 
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India. In our field enquiry. the ginners highlighted the following reasons 
for undertaking modernisation programme: 

i. Reduce processing cost. 

Ii. Gain recognition and image as a quality supplier. and 

iii. Build linkages with known textile mills and has option of 
prioritising amongst the buyers . 

However. such modernisation can only resolve part of the problem as 
modernisation of ginning and pressing units can only prevent the 
occurrence of contamination at the ginning factory level; but can not help 
in eliminating the contaminants that are already present in the cotton. 
Further. the processing of contaminated cotton at the gins will only 
increase the problem. as fragmented contaminants become undetectable 
at the mill stage. It is , therefore, recognised that separat.e efforts are 
needed outside modernisation programme to keep the cotton clean during 
its transit from farm to ginning mill after undergoing 3-4 handlings. 

The cotton as a raw material is sourced to the ginning mills through large 
farmers/traders/commission agents. It is estimated that nearly 70 percent 
of the cotton produced in the country is channelised through private trade 
while the remaining 30 percent is handled by public sector organisations 
like CCI and state cooperative cotton federations with Maharashtra State 
Cotton Growers Cooperative Marketing Federation accounting for major 
share under cotton monopoly procurement scheme. These private 
int.ermediaries have little knowledge or concern about quality of cotton 
and impl!cations of contamination for the textile mills. ResuHantiy. the 
farmer and the trade seem to remain unconcerned or ignorant about the 
quality dimensions leading to multiplication of contaminants at various 
stages of handling, Le., at farm, during transportation, in the marketing 
yard and in the ginning mill. 

Therefore, ginners have also started making parallel effort to create 
awareness and influence the quality at intermediate stages between the 
farm and ginning mill. The enquiries made from AML officials in this 
regard coupled with our own observations made during the field 
research indicated that the private trade/ginners have started new 
initiatives in this direction to improve the quality of raw material 
procured. Some of the indications in this regard suggest that: 

• The ginners are taking their own initiative to procure quality cotton 
from the farmers. Towards this end, the visit of..ginners to farmers' 
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fie ld to educate them on quality are quite rewarding, but such 
activities are rare. Another section of ginners feel that such activity 
is a wasteful exer cise in absence of reliability of the farmer/trader 
as a supplier in a dynamic price situation. 

• Some of the ginners send their personn I to the farmer 's fi ld along 
with the transporters or broker at the time of cotton procurem nt 
to sensitise the farmers with regard to quality. Th y aU mpt to 
maintain transparency of the purchase process by explaining to th 
farmers the reasons for price reduction or pric premiums. 

• In a few cases, ginners are exposing farmers to educational material 
(photographs and videos) to facilitate them to adopt production 
and handling practices to improve cotton quality. 

4.7 Cooperative Linkages 

The cotton cooperatives were established in the State in 1919 beginning 
from Surat distriCt. Over time, a loosely knit structure has evolved 
consisting of more than 500 primary cotton cooperatives, 150 G&P 
societies and 13 district marketing unions which have been federated into 
a state level federation Gujarat State Co-operative Cotton Federation Ltd., 
(GUJCOT). At the grass root level, the cooperative structure consists of 
primary (village-level) cotton marketing cooperative or multipurpose 
cooperative, which also market cotton. The farmers can also become 
members of ginning and pressing cooperatives. which also market cotton. 
The primary cotton or multipurpose societies generally get their colton 
ginned and pressed in cooperative units and engage private units wherever 
cooperative units do not exist (Fig. 4.2). 

Private and 
P Factory 

G and P 

Farmers 

Private and 
P Factory 

Fig. 4.2: Network of Ginning and Pressing Transactions 

Source: RaJaram. N (1 999), Poli tics and Cotton Co-operatives in Central GUJarat. 
EconomiC and Political Weekly, Vol.34 (30), 2095-2103 
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All the cooperatives whether marketing. multi-purpose or ginning and 
pressing. are members of district level unions which in turn federated 
into GUJCOT. Even though. the structure of cotton cooperatives from 
vUlage level to state level is vertically integrated. the cooperatives at 
each level enjoy autonomy. e.g .. village-level cooperatives till late 1980s 
had preference for marketing through traders. but afterwards with 
change in demand supply scenario their preference have shifted for 
marketing through unions . 

The cooperative practises "pooling system" of marketing. Under the 
system. the farmer members pool their cotton at the cooperative which 
gets it ginned and pressed into bales. Once all the cotton in the pool 
is sold. cooperatives work out the price of raw cotton after deducting 
all the expenses incurred. The farmer members are paid this price and 
the cycle from pooling to payment may take 5-8 months. 

The GUJCOT operationalises its procurement operation by opening 
cotton purchase centres in different parts of the state including in the 
area of member unions . The other major activities of cooperative 
SOCieties coordinated by GUJCOT include: 

• 

• 

• 

• 

• 

Distribution of fertiliser to the members. Making special 
arrangement for sale of fertilisers in backward areas through the 
depots opened by GUJCOT. 

Organise production of seeds through cooperative societies of the 
member unions under seed plot programme. The seed produced 
is distributed back to the cooperative societies. 

PrOvide state-of-art quality testing facilities for samples of cotton bales. 

Organising exports of cotton. 

VoiCing the concern of cotton farmers through organising seminars· 
and regular publication of Kapas Bulletin. 

It was qUite evident from the study that amongst various procurement 
agenCies. cooperatives have tried to create meaningful linkages with 
their membership. 

4.8 State Agency Linkages - Cotton Corporation of India (CCI) 

The CCI is a Government of India undertaking for cotton marketing in 
the country (except Maharashtra) . In addition to marketing activities. CCI 
has a number of schemes to benefit cotton growers and upgradation of 
ginning and pressing facilities. Some of the schemes are described below: 
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• Marketing Operations: CCI undertakes its marketing operations 
both through price support and commercial operations . The ccr 
undertakes price support operations on behalf of GOI. whenever 
the market prices of Kapas fall to the level of support pric s 
announced by the government. As per CCI there have b en far and 
few occasions in recent years for undertaking such operations. The 
commercial operations are conducted through purchase of cotton 
(Kapas) directly from cotton growers or through commission ag nts 
in open auctions in the regulated markets. In turn th cotton i 
processed in cooperative or private G&P units and sold to t xtile 
mills to meet the speCific demand from the mills including Export 
Oriented Units (EOUs). Like cooperatives. the share of CI 
percentage sales to pubUc sector mills has sharply fallen over years 
from 91.32 percent in 1990-91 to around 19.34 in 2000-01. 

• Cotton Development Schemes: In addition to its core activiU s of 
marketing cotton. CCI has initiated some schemes for the b nefit 
of growers and G&P units . The speCific schemes cover activities 
like production and supply of certified seeds, distribution of inputs. 
village adoption programme, R&D programme, crops surveillance 
and modernisation in existing G&P units. 

The field research conducted as a part of this study indicated that the 
involvement of CCI in the above mentioned activities is d clining. In 
fact. CCI seed production programme initiated in 1991 offered 
incentives to farmers (Rs .15/kg) for producing better quality seeds of 
more than 95 percent genetiC purity of varieties Sankar-6 and 10. Th 
seeds produced were sold through Gujarat State Cooperative Marketing 
Federation Ltd., (GUJCOMASOL). The programme has become almost 
non-operational from 1999-2000 onwards . Secondly. the village 
adoption programme started in the State in 1994-95. The programm 
primarily covers the promotion of one variety in the village, organis s 
seed distribution on subsidy ranging from 25-50 percent, distribution 
of pesticides and fertilisers without service charge and organisation of 
seminars and meetings to raise awareness regarding SCientific farming 
of cotton. This programme has also been downSized in Gujarat in 
recent years with number of adopted villages falling from a high of 47 
(3850 ha.J in 1999-00 to 24 (480 ha.J in 2000-01. In our survey area 
Bodell. it was observed that awareness about the village adoption 
programme is lacking amongst villages. Some of them became aware 
of the programme only after the cooperative SOCiety asked them to 
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produce a verification certificate of being a farmer of the village to 
extend subSidy benefits. The farmers seem to be showing resistance 
to adoption of varieties (Sankar-6 and 10) being recommended by CCI 
for quality reasons. The farmers' viewpoint is that the yield of these 
varieties is reducing year after year and have also developed resistance 
to pesticides. The CCI was also observed to be supplying pesticides to 
the farmers from its own procurement centres on cost-to-cost basis . 
The concerned offiCials were found to be irregular in visiting the 
adopted villages to render technical advice or monitor the programme. 

In terms of research. CCI has sponsored a research project being 
undertaken by Gujarat Agriculture University for further improvements 
in cotton variety V-797. The CCI's third major initiative is to extend 
incentives to G&P units in purchase of cotton in lieu of adopting modern 
technology and creating necessary infrastructure towards reducing 
contamination levels in cotton. The standard incentives given by CCI were 
observed to be conditional and work out to nearly Rs .36/bale (170 kg) if 
availed in full. The eight conditions which have been prescribed range 
from building of pucca platform. lint opener, extra packing of bales, 
double roller gins. etc. In all. the CCI interventions have not made much 
impact in building its linkages with the farmers. As a result private 
traders were found to be dominating even in adopted villages and seem 
to offer competitive prices and better services as perceived by the farmers . 

4.9 AML Suppliers - Farmers Interface 

During the study, an attempt was made to understand the problems 
affecting procurement agencies -farmer interface-or cotton production­
primary processing interface which seems to revolve around two major 
but closely linked dimensions . viz .. pricing and quality. In the proces~ 
of sourcing cotton. ginners directly come in contact with a few large 
farmers but hy and large it is through traders and marketing yards . 
Our inquiries with procurement agencies. viz . . private ginners, 
cooperatives, state agencies like Cotton Corporation of India, traders 
and farmers brought up some of the important issues relevant to this 
interface, which is a critical link in the cotton supply chain. Some of 
the findings and observations are detailed below: 

4.9.1 Neglect of Quality Issues 

The main objective to be achieved. during this interface is to produce 
and provide good quality raw material to the textile industry. But on 
the other hand. Indian cotton is seriously contaminated as indicated 
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in the "Cotton Contamination Survey 2001" conducted by International 
Textile Manufacturers Federation", based in Switzerland. Our structured 
and open ended inquiries at various levels brought up following issues 
which are closely linked to quality of cotton: 

• Farmers' Quality Concerns - A Status Survey: The farm rs survey 
which was conducted as a part of this study revealed that th 
awareness about contamination problem Is low (40%) and the 
practices followed in handling cotton at farm level themselves lead 
to contamination. The extent of adoption and non-adoption of 
sUitable practices is highlighted in Table 4.4. 

Table 4.4: Farm Practices in Handling Cotton· 
-

SI.No. Handling Practice Desirable practice Undesirable Practice 

1 Colton Picking Cotton cloth (43.3%) PlasUc (fertiliser bags) In 
combination with other 
materials 153.4%) 

2 Storage Separate storage (46 .6%) Open yard/part of 
residenllal prcmls s 
(46.6%) 

3 Covering cotton Covered With cotton cloU1 Not eovered/Cov red with 
heaps during storage (6 .7%) fertiliser bags (70 .0%) 

4 Floor covering Cotton cloth (3.3%) None/Jute/Sand (96 .7% ) 

* Source: IRMA Farmers Survey. 

Although most of the farmers (60%) agree that relatively cleanlbetter 
quality cotton fetches somewhat better price, they do not respond to 
this requirement for following reasons: 

• lack of price rewards (6.7%) 

• traders miX the produce from different farmers and therefore 
no need to clean (6.7%) 

• labour intensive, costly and time consuming (23.3%) 

• separate low quality produce (13.3%) 

• take proper care at the time of plucking (13.3%) 

• not required (36.7%) 

This suggests that quality and cleanness of cotton has been one of the 
most neglected areas amongst the priority of the farmers. 
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• Price Dynamics - Linkages with Productivity and Quality: The low 
produCtivity of cotton seems to be the basic reason which leaves most 
of the farmers dissatisfied (86.7%) with the prices they receive from 
the market. The extent of this dissatisfaction is important considering 
the fact that prices of cotton in India are generally higher than the 
international prices. Moreover. our study observed declining trends 
in productivity (56.7%). probably due to lack of investments by the 
farmers in improving their production system. The impact of these 
frustrating opinions and actions were clearly reflected in the decline 
in area under cotton cultivation with the sample farmers from 327.5 
to 219.0 ha (-33.0%) in a span of five years. 

The sense of frustration was also eVident when nearly 1I3rd of our study 
farmers reported that they have no way out to influence the price 
dynamics while a lesser number of farmers (16.7%) were experimenting 
with new varieties to improve productivity. A larger chunk (26 .7%) of 
them were attempting to diversify and reduce the area under cotton 
cultivation. Further. the price deductions resorted by the traders. in 
the pretext of one or the other contamination added upto the overall 
frustration amongst cotton farmers. 

The low productivity at the farm level. out-dated technology of ginning 
and pressing units coupled with problems of their viability are some 
important reasons preventing adequate effort and investments in 
promoting cleanliness and quality of cotton. 

4.9.2 Trading and Handling Practices -Compromising Quality 

The trading practices do not also seem to draw distinction nor reward 
good quality over bad quality. On the other hand. the current handling 
practices add up to quality problems. 

• Firstly. doing away of cotton grading in the marketing yard has 
worsened the Situation leading to farmers and collection traders 
indulging in malpractices like adulterating cotton with water, stones 
and foreign matter to increase the weight. This results in frequent 
disputes and renegotiation of price after the auction. Nearly 43.3% 
of our sample farmers reported renegotiation of price with the buyers 
due to contamination complaints after the completion of auction. 
Even the formation of trade association to deal with management. 
committees of the marketing yards and-seek re-addressal of this 
problem did not bring in much change in the situation. 
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• Secondly, the cotton arriving from farms is brought to the 
marketing yard or to private godowns for storage before moving 
the stocks to G&P units. This multiple handling increases th 
pOSSibility of deterioration and adulteration. Further, due to lack 
of adequate and scientific storage facilities, cotton bal s are stored 
in open places with adverse implication on quality. The industry 
experts feel that maximum contamination in cotton takes place 
during its transportation and storage. There is a ne d to improve 
the process of handling cotton at various stages either in the 
marketing yard or in ginning and pressing units. The mini­
mission III under technology mission of cotton (TMC) i 
addressing this issue by bringing in desired improvements in 
marketing infrastructure. 

• Thirdly. some of the ginning and pressing units and cotton traders 
mix different varieties by design to improve their profitability for 
a given transaction . The attempt is to fetch the price of the superior 
variety for the whole lot mixed with inferior variety. Such admixture 
lowers the quality of end product through reduction in staple length 
and non-uniformity of the staple. During our study we observed 
that some of the small traders mix the produce of many farmers 
to make it a transportable lot. 

4.9.3 Multiplicity of Varieties 

The number of varieties available for cultivation to farmers in case of 
cotton far exceed the requirement. resulting in serious quality problems 
due to mixing of varieties at the farm level. It is estimated that nearly 
120 varieties are cultivated in the country with 20 varieties occupying 
90 per cent of the acreage under cotton . The Satyam Committe report 
on textiles has made some suggestions in this regard which Include 
enforcing cultivation of recommended varieties and creation of a 
National Cotton Council of India. 

In the area covered under this study, It was observed that farmers 
categorised cotton varieties as traditional. certified and research. Our 
study sample farmers numbering 30 were cultivating around 16 
varieties with 3 varieties (19%) categorised as local/traditional, 4 
varieties (25%) as hybrid/certified and remaining 9 (56%) as research 
varieties. The phenomenon of availability of so-called 'research' varieties 
prevails due to extremely lax regulation which leads to value loss 
suffered by the cotton economy in the state. Surprisingly, the research 
varieties seem to be more popular with the farmers as compared to 
traditional or certified varieties and are major source of cotton 
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contamination in terms of staple length and count. The Mansa Taluka 
in Gandhinagar has achieved national prominence in cultivation of 
these research varieties. It was observed that these research varieties 
continued to have an edge over other traditionallhybrid varieties even 
with their inability to alter the low productivity levels of cotton . 

Our study revealed that nearly 60% of the farmers select varieties based 
on their varietal traits like yield, ball size, staple length. resistance against 
insect pest and other crop husbandry requirements including labour. The 
next important factor (20%) in influencing chOice of variety is marketability. 

4.9.4 Technology and Technology Transfer 

The farmers use different alternatives to dispose their produce , viz .. 
through trader or cooperative society at village level , market yard and 
directly to G&P unit. Our sample study observed that the highest 
transaction was through marketing yard (46.7%) followed by 
cooperatives (16 .7%) and village trader (10.0%). The remaining farmers 
(26.6%) used multiple sources including state agencies to dispose off 
their produce. Given the problems of low productivity, poor quality and 
price volatility, only meaningful technology transfer can help to improve 
the situation in each of these areas. With this background, the study 
made an attempt to understand the current status of technology 
transfer and extent and nature of effort being made by three major 
procurement agencies, viz., private. government and cooperatives. 

The . technology transfer inquiry covered two aspects, viz .. supply of 
agricultural inputs and extension inputs. The farmers ' dependence on 
various agenCies for sourcing different inputs is presented in Table 4.5 . 

Table 4.5: Sourcing of Agro and Extension Inputs by Farmers 

Agro Input Extension Input 

Input Agency • Input Agency 

Seed Private dealers (33 .3%) General Coop & State agenCies (43 .3%) 
Coop & State agenCies (30.0%) awareness FelJow farmers (16.7%) 
Fellow farmers (13.3%) Self (16.7%) 

Fertiliser Coop & State agenCies (83 .3%) Production Coop & State agencies (36.7%) 
technology Fellow farmers (23.3%) 

Insecticide Private dealers (76.7%) Market Media (36.7%) 
information Fellow farmers (16.7%) 

Irrigation Self (33 .3%) Problem Coop & Stale agencies (40.0%) 
Fellow farmers (16.7%) solving Fellow farmers (16.7%) 

• Parenthes(S indicate proportion oj lotaljarmers dependent on. an agency 
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The above spread of farmers across agencies indicates relatively greater 
dependence of cotton farmers on cooperatives and state agencies with 
a few exceptions like purchase of insecticides and seeds. The traders/ 
G&P units who constitute the main procurement agency have hardly 
done anything in terms of establishing backward linkages with the 
farmers. This suggests varying degree of integration between farmer 
and procurement agencies. It is for this reason that the study went on 
to analyse the degree of backward linkages established by each of the 
procurement agency. 

4.10 Issues and Inferences 

The cotton economy of the country is too important to be ignored in 
any manner. The cotton constitutes an important raw material for the 
textile industry which contributes 5 percent of the GDP, 14 percent to 
India's industrial production and accounts for nearly 1/3 rd of the 
country's export earnings which are targeted t.o touch USS 50 billion 
by 2010. Under such circumstances, there is a need to gear up adequate 
supply of quality cotton at reasonable prices to the textile industry. 
However. in reality India has become net importer of cotton from its 
status as net exporter in the recent past due to availability of quality 
cotton in the international market at pric~s lower than Indian markets . 

4.10.1 Constraints in Stepping up Domestic Cotton Supplies 

The inability of the farm sector to meet the growing demand of textile 
industry in terms of quantity and quality is a matter of cone rn . Even 
with a production of nearly 158 lakh bales in 2001-2002, the industry 
is expected to import around 22 lakh bales during the current season . 
In fact India has been importing over two million bales per annum for 
qUite some time to meet the short fall in industry's requirement. The 
imports are likely to go further, if the projected cotton reqUirement goes 
up to 205 lakh bales by 2004-05 as prOjected by the South India Textile 
Research Association (SITRA). A recent report prepared by the en for 
PUI)Jab Government observes, "As India is trying to increase its share 
in the global textile market from 4 per cent to 10 per cent in the next 
10 years. there will be a surge in demand for raw cotton from the state. " 
Further the report paints out that in India. cotton imports attract 10 
per cent customs duty. Adding miscellaneous expenses the landed-price 
of imported cotton is 15 per cent higher than the original import price. 
The en feels if raw cotton is available domestically in sufficient quantity, 
import of the commodity will go down and industry will have greater 
flexibility on the price front. While pointing out that the area under 
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cotton cultivation in Punjab has declined from 7.14 lakh ha. in 1990-
91 to 4.71 lakh ha. in 2000-0 I, it has urged the state government to 
take immediate steps to set up the special economic zone (SEZ) for 
textiles and initiate steps to ensure steady supply of quality seeds and 
undertake quality research . 

4.10.1.1 Up scaling Quality 

Similarly, a report recently prepared by the management consultancy · 
firm, McKinsey and Co., on behalf of the Cotton Textiles Promotion 
Council (Texprocil) observes that India 1s rapidly forfeiting the cost 
advantage its manufacturers have in home-grown cotton because of high 
levels of contamination, poor quality of cotton seeds and low 
productivity. The nature and extent of specific problems in each of these 
areas have emerged clearly during the survey and have been detailed 
in the previous sub-section of this report. 

As brought out by the McKinsey report and many other reports 
prepared with reference to the quality of cotton indicate that the 
industry faces two major quality problems, viz., 'high contamination' 
and 'false packing' . The industry experts suggest that Indian cotton is 
relatively clean (barring extra cotton plant parts) at the picking stage 
when compared to developed countries like Australia and USA where 
it is picked by machine and therefore requires pre and post cleaning. 
However, in India contamination starts during multiple handlings in 
transport, marketing yard and ginnery which makes the end product 
(cotton bales) dull besides getting contaminated. The time and energy 
required to clean our cotton at the mill site acts as a deterrent for our 
industry to go for indigenous cotton. This Is one of the essential reasons 
why external cotton is preferred by the industry. 

4.10.1.2 Vertical Coordination 

In order to understand the problem of increasing gap between domestic 
demand and supply of raw cotton, an in-depth analysis of the textile 
industry reveals that the industry is characterised by numerous 
participants, viz., cotton production and ginning, synthetic fibre, 
spinning, weaving and composite mill. Further, the industry structure 
is fragmented with certain strong sectors such as spinning trying to. 
survive with weak areas like processing which act as bottlenecks in 
the overall development of the textile industry. The textile industry 
which has been primarily manufacturing driven has ignored the 
development of cotton production and ginning sector, During the course 
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of our study, it was observed that some of the textile mills have taken 
initiative to reduce contamination at ginnery level with practically no 
efforts at the farmer level. Similarly the ginners-cum-traders have not 
made any noticeable attempt to influence the farmers through measures 
which can control contamination during picking, handling, storage or 
transportation. The other procurement agencies repre enting the 
cooperative (GUJCOT) and the state (CCI) sector seem to be making 
some efforts to control contamination at farm level though inadequate 
by any standard. 

4.10. 1.3 Need for New Initiatives 

With growing concerns regarding domestic availability of raw cotton in 
suffiCient quantity and quality in future, efforts have been initiated to 
rectify this imbalance and allow the cotton production and ginning 
sector to achieve parity with other sectors of the textile industry. Some 
of the initiatives in this direction include project DCH (Dharward Cotton 
Hybrid - 32) by the ginners in Badnawar in Dhar district in Madhya 
Pradesh, to promote suitable varieties of cotton, promotion of organic 
farming in Vidarbha region under Vldarbha Cotton Growers Association 
(VCGA), GOI approval to cultivation of Bt cotton, contamination 
removal drive at the ginnery level by some of the lextile firms and 
launch of TMC with four mini-missions Including integrated cotton 
cultivation . The overall objective of these efforts seems to be: 

• 

• 

• 

to promote linkages between various sectors of textile industry 
particularly with cotton production and ginning sector. and 

to develop a strong raw material base for the Indian textile Industry. 

Project DCH-32: The textiles made of DCH cotton are very popular 
in international markets . However, the area under DCH variety of 
cotton has fallen by about 70% in Tamil Nadu and 50% in 
Karnataka, the two major States growing DCH variety of cotton. 
This was attributed to farmer's preference for short staple varieties 
having a lower gestation period and lower production costs. On 
the other hand, the quality of DCH cotton from MP in 1999-2000 
was not upto the desired levels due to various reasons such as poor 
quality seeds with low germination and maturity levels. Hence, the 
project DCB has been initiated in 2000 by Cotton Association of 
Badnawar consisting of 15 ginners of Badnawar in district Dhar 
in Madhya Pradesh involving 3000 farmers cultivating DCH-32 in 
and around Badnawar. The association organised pure seed of 
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• 

• 

• 

DCH-32 to farmers at a discounted rate through CCI with a 
condition that these cotton farmers have to sell their produce in 
the market yard at Badnawar in open auction. In the second stage 
the association enVisages that the Cotton Market Yard should evolve 
as an A to Z cotton care centre under one roof. The other important 
ingredient of the project is to frame a minimum price guarantee 
scheme for the farmers in the initial stages with the concurrence 
of the textile mills using DCH variety. Thus the Project DCH aims 
at assuring various benefits to all the players of the cotton and 
textile industries including farmers. traders. marketing yard . 
ginners and textile mills. 

OrganiC Farming: Cotton is being grown organically in the Vidarbha 
region under Vidarbha Cotton Growers AssOCiation (VCGA) . The 
VCGA has tied up with the international agenCies and more than 
1000 bales of cotton are being exported. But certification of organiC 
cotton by Indian agenCies has not started yet. International agenCies 
visit the farms . certify that cotton is organically grown and then 
import it. The Maharashtra Cotton Growers Federation is also 
helping in export of this product and farmers get premium of more 
than Rs .300 per qUintal for organically grown cotton . 

8t Cotton: The Bt cotton is genetically modified cotton. It has the 
capacity to Withstand the onslaught of pests. To that extent. 
significantly lower quantities of pesticides would need to be used 
in the upkeep of the crop . Equally importantly. Bt cotton helps 
improve cotton productivity substantially. Some estimates put this 
figure at as high as 30%. Higher productivity combined with low 
cost of production holds great potential for the industry as it can 
help slash costs and make Indian cotton textiles significantly more 
competitive in world markets. 

Integrated Cotton Cultivation (ICC): Under TMC. an effort is being 
made through integrated cotton cultivation (contract farming) to 
achieve appropriate linkages within the textile sector. This means 
creating effective and efficient linkages between the end users of 
cotton and growers with ginner/trader acting as crUCial 
intermediary. The system would be on the same lines as that 
adopted in the sugar sector. The state-owned Cotton Corporation 
of India (CCI) has been appointed as the nodal agency to implement 
the contract farming by signing MoU with farmers for integrated 
cotton cultivation . The contract farming is expected to benefit the 
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• 

cotton farming community by making available quality seeds, 
pesticides on the one hand and also enable the textile mills obtain 
the desired quality of cotton . Ginning units would act as the nodal 
pOints to the farmers in their catchments areas . To begin With, the 
CCI has taken up four projects of integrated cotton cultivation 
(contract farming). one in Adilabad district of Andhra Pradesh and 
the other three in Madhya Pradesh, Gujarat and Orissa by forming 
farmers ' group. 

Contract Farming Model - An Illustration : In the meantime, 
APPACHI Cotton Company. a cotton ginning and trading house in 
Pollachi in Tamil Nadu has unveiled a working model of contract 
farming for cotton . The model cotton contract farming titled 'Farm 
to fashion : A Win-win formula' which offers scope for a 'back-to­
back' agreement between cotton farmers and mills seeking specified 
cotton varieties . with ginning firms acting as the coordinating 
agency. The ginning firm will identify and negotiate with a 
prospective mill on the quantity/quality of cotton they require with 
no price fixation, which will be decided at the time of arrival of 
seed cotton. Similarly. it Will also identify farmers willing to take 
up cotton farming in an identified locality to grow the agreed variety 
of cotton. The prospective farmers would be registered through an 
MoU after assessment of their compatibility to the task and here 
again , no price for their final produce would be fixed which would 
be kept open-ended. The price depends on the prevailing market 
condition at the time of arrival of the seed cotton. 

The ginning firms would help the farmers coming under the contract 
to avail of bank finance for inputs to raise cotton. The finance will be 
input-specific which could be drawn from only specified input shops 
on a 'credit' basis as per the ginning firms' advices. Cotton credit card 
system with a pre-determined credit limits fixed to the farmer groups 
could be introduced. The Appachi Cotton's contract farming formula 
which focuses on special cotton crop insurance to be negotiated with 
insurance companies will rope in farmers service centres (FSC) run 
by leading agri-business companies at national level. These firms will 
act as the agenCies for transfer of technology to farmers on crop 
management practices, pest management and farm equipment supply 
on a shared basis and their service charges would be negotiated. 

The above initiatives are likely to contain levels of contamination and 
meet the requirements of the textile industry in terms of quality. It is 
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claimed that the levels of cotton contamination had witnessed a decline 
in ginning and pressing units that went in for modernisation under the 
TMC programme. Compared to 7-8 per cent trash content in the cotton, 
they were found to be lower up to 3 per cent now. This has to be further 
reduced to just 1 per cent. 

The case study clearly brings out that various sectors of the textile 
industry are moving towards coordination and a robust framework for 
the same is yet to emerge. Although adequate care is being taken to 
address the problem of cleanness of Indian cotton, but the larger issue 
of productivity and in turn cost competitiveness of the Indian textile 
industry based on domestic raw material has not been fully addressed 
in the current initiatives. In fact the critical issues which will have to 
be addressed include the following: 

• 

• 

• 

Improvement in productivity througb improvement in quality of 
husbandry and greater investments in development of better 
yielding varieties. 

Improvement in cost competitiveness of the textile industry by 
maintaining parity between domestic and international prices. The 
improvement in productivity is going to play an important role in 
achieving this objective. 

The farmers preference for short and medium staple variety as 
against long staple cotton has to be addressed if it leads to 
mismatches between demand and supply. 

In order to address these issues, the textile mills as end-users will have 
to playa more proactive role in addressing cotton production-related 
issues. Establishing backward linkage will surely benefit the industry 
by helping it access quality raw material and add to its competitive 
strength. FUrther, the active participation of market functionaries would 
catalyse the process to achieve success in quick time. 
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CHAPTER 5 

KERALA HORTICULTURE DEVELOPMENT 
PROGRAMME (KHDP) - A CASE STUDY 

5.0 Introduction 

The Kerala Horticulture Development Programme (KHDP) was initiated 
in November 1993 after signing of a 'financing agreement' between the 
European Union (EU) and Government of India (GOI) in early 1992. 
The objectives of the programme were: 

• 

• 

• 

To give the farmers in the Kerala State supplementary income by 
sCientific management of high-value horticultural crops, 

To ensure that farmers ' income is improved by value addition 
through the development of an agro-processing industry and by 
strengthening the link with marketing institutions for the fresh 
fruits and vegetable , and 

Provide a replicable methodology to make fruits and vegetable crops 
an important sector in Kerala's agriculture production pattern . 

It will be appropriate to mention here that Kerala imports around 80% 
of its fruits and vegetable requirements primarily from its neighbouring 
states. In view' of this dependency the larger objective of the programme 
was to develop a replicable model for horticulture development to 
influence diversification of Kerala agriculture. The programme was 
primarily directed to benefit small farmers and lease land cultivators. 
In terms of its scope, the programme envisaged to cover 35000 farmers , 
8-9 important vegetables and three fruit crops viz., banana, pineapple 
and mango grown in Kerala . The over all output targets of the 
programme aimed at bringing 12,030 ha . under its fold with 
corresponding production of around 2,45 ,OOOMT of horticulture 
produce in five years. The total project outlay was RS.131.45 crores . 

The reasons which make KHDP an interesting case study include the 
size of the programme, its holistic nature and flexibility to impart 
changes whenever and wherever ne e sary dur ing the cours · of 
programme implementation. As indicated above , the programm was 
unique in terms of the size of the intervention with r gard to number 
of farmers and acreage rovered which was spread over seven d istrict 
of Kerala and that too without any subSidy. 
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5.1. Conceptualisation of KHDP 

The attractive feature of the programme was its conceptualisation, 
which aimed at integrating three main components of agricultural 
development i.e .. production. R&D and markets. In this direction . the 
programme explored ways and means to integrate farming community. 
particularly small farmers . the market and the State in the emerging 
economic system. More importantly. KHDP has evolved and continues 
to evolve new institutional mechanisms and their linkages towards 
developing a fruitful partnership between the farmers. the markets and 
the State. The organisation of farmers through Self Help Groups (SHGs) 
and adoption of ideas such as Participatory Technology Development 
(PTD) as a substitute for institutional research findings were some of 
the important and innovative institutional interventions. Some other 
innovative interventions include office-less extension system. farmers 
markets (known as field centres), etc. These innovations were possible 
because of the flexibility available in programme implementation for 
changing the type and nature of interventions as and when problems 
were encountered. 

This proved to be the most creatIve and unique feature of the programme 
considering the existence of a framework of the programme both in terms 
of its organisation and activities in the original 'financing agreement' . 
Some of the institutional interventions which underwent change include 
- the proposed specialised fruit and vegetable co-operatives were replaced 
with informal institutional structure in the form of Self Help Groups 
(SHG~) consisting of 10 to 30 farmers in the neighbourhood and 
replacement of State Co-operative Banks with CommerCial Banks for 
delivery of credit to SHG members. In fact during the process of 
evolution. the programme seems to have gradually moved from a multi­
functional and multi-institutional effort into a dominantly multi-functional 
effort of the KHDP. In other words. KHDP took upon itself to coordinate 
a number of functions like research. credit etc . rather than other 
institutions directly performing their functions. The evolution process 
suggests that organiSing marketing proved to be the biggest challenge and 
obviously the most critical component in achieving sustainability of this 
unprecedented developmental effort. 

In nutshell . the programme enVisaged promoting backward linkages 
through numerous production-related interventions and forward 
linkages through marketing of fresh produce and vertical linkages 
through agro-processing. In the process of developing these linkages. 
the KHDP has built two horticulture development models: 
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• The first model which is being referred as 'Farmers Mark t Mod J' 
deals with marketing of fresh produce of the SHGs. 

• The second model referred as 'Farmer Factory Linkage Model' deals 
with processing and marketing of horticulture produce. 

The first model seemed to be a new iniliative and much different than 
the earlier initiatives while the second model was a refinement over 
existing contract farming models to suit local conditions. This case 
study attempts to highlight the salient features of both th se model . 

The programme was initially expected to be completed in six years and 
will culminate with the formation of an organisation called Kerala 
Horticulture Development Council (KHDC) which would carry forward 
the works initiated by KHDP. Later, the programme was extended for 
another two years and finally came to an end on 31 st December 2001 
with the formation of Vegetable and Fruit Promotion Council Keralam 
(VFPCK) as an independent Company registered under Section 25 of 
the Indian Companies Act, 1956. The objective of the newly formed 
company is to create a sustainable successor organisation to the KHDP 
which has already made spectacular changes in the Vegetable and Fruit 
sector in the State of Kerala and has won accolades as one of the best 
External Aided Projects in India. 

5 .2 Methodology 

Most of the information for this case sludy was generated during IRMA's 
association with KHDP. The aSSignment for KHDP included "In-depth 
Appraisal of the Kerala Horticulture Developmenl Programme - Part I 
and Part II" during the period 1998-99 followed by the Phase II 
aSSignment during 1999-2000. 

In the first phase, Study team conceptualised and apprised various 
components of the programme like appropriateness of SHGs as 
organisational structure for mobilising collective action by the farmers, 
efficacy of the research and training programm es, marketing 
institutions and linkages and their efficacy, etc. The detailed 
understanding of 'Farmers Market Model' was developed during the 
course of this study. The part II primarily focused on developing farm­
factory linkages for the pineapple processing factory, which was 
undergoing trial runs at the time of the study. The 'Farmer Factory 
Linkage Model' was conceptualised during the course of this study. 
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The Phase II of the study attempted to address some of the important 
issues like implementation of Command Area Development Programme 
(CADP) for growing pineapple varieties suitable for processing. farmer's 
opinion on modalities of contract farming of pineapple and ownership 
pattern of the factory. In this connection. an opinion survey covering 
32 farmers in five village panchayats around Nadukkara Agro­
Processing Company (NAPC) was conducted through a structured 
questionnaire to understand farmers ' problems with respect to 
pineapple cultivation and their readiness to enter into a contract 
agreement to grow and supply pineapples to the factory. 

The other assignments and studies on KHDP which contributed to 
preparation of this case study include 'action project' and 'theme 
papers' prepared by IRMA students as a part of their Management 
Traineeship Segment during the year 1999-2000 on subjects like 
'Package of Practices of Pineapple Farmers' , 'Economies of Pineapple 
Cultivation' and 'Farmer Trader Linkage' in Vazhakulam Pineapple' 
Market. The information obtained from all the above sources and 
studIes has been integrated in the preparation of this case study and 
towards elaboration of marketing models developed as a part of this 
programme. 

5.3 KHDP - The Organisation 

The KHDP framework has two important dimensions . viz .. conceptual 
and organisational . The conceptual component explains the 'strategic 
orientation' of the programme while the organisational component 
explains the 'structural configuration' of the programme. 

5.3.1 KHDP - Structural Configuration 

The Implementation of the programme was proposed through pilot 
project approach to be implemented by an independent agency -
Kerala Horticulture Development Programme (KHDP). The programme 
envisaged setting up of eight pilot projects - six for fresh 
horticulture products to be located within a radius of 15-20 km of 
the EEC financed wholesale markets already under implementation 
through J\gricultural Markets' project. The idea was to channelise the 
vegetable production from these pilot projects to regulated wholesale 
markets for consumption in the urban areas of Kerala. However, thi$ 
locatlonal restriction was withdrawn due to delay in implementation 
of 'Agricultural Markets' project. One of the pilot proJects was 
proposed for seed multiplication and another for supply of fruits to 
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the agro-processing factory proposed in Muvattupuzha. The 
programme plan also provided for evolution of comprehensive 
organisational structure to supersede the arrangement created during 
the implementation of the programme. In this context, the KeraJa 
Horticulture Development Programme (KHDP) and Agro-food 
Processing Factory will give way to Kerala Horticulture Promotion 
Council (KHPC) and Kerala Agriculture Processing Co. (KAPC) 
respectively. before the end of the programme . However. the 
programme organisation underwent a number of changes from time 
to time and the structure which emerged is shown in Fig. 5.1. 

PILOT PROJECT ORGANISATION 

FARMERS 

I (TARGET - 35000) 

~~LL 
SHG 

15-20 Farmers/SHG) 
TARGET - 35000) 

1 Master Farmer - Production 
1 Master Farmer - Marketing 
1 Master Farmer - Credit 

~ 
Technical Officer (TO) or ~ Site/FC 
Technical Assistant (TAl (8-12 SHGs/SIte) 

Target· 160 

APMs · Credlt 1 · Marketing 
· Horticulture 

Pilot Projects (PPs) · Training 
(20 Sites/PP) 

One of the APMs as Target· 8 
AsSistant Coordinator 

~~ 
TEAM OF SPECIALISTS 

KHDP DIRECTORATE 

Fig. 5.1: Macro Model - KHDP and Its Linkages with Farmer Organisations 

The programme organisation at grass root begins with informal 
organisation of farmers popularly known as Self Help Group (SHG). 
The activities of SHGs are managed by farmers themselves with three 
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Master Farmers (MFs), viz., Credit, Production and Marketing providing 
leadership and performing important tasks for the membership. 

Next level is called 'Site' consisting of a group of 8-12 SHGs. The 
KHDP's assistance starts at this level through technical staff (technical 
offer/technical assistant) who facilitate multiplicity of tasks for SHGs. 
The next level in organisation is Pilot Project covering around 20 'Sites'. 
At this level, KHDP support becomes more specific and is overseen by 
four senior/middle level personnel with specialisation in Horticulture, 
Credit, Marketing and Training. 

further up in the hierarchy are Specialists who plan and co-ordinate 
implementation of these activities at the programme level. The Project 
Director, who gUides overall administration of the programme, heads 
the KHDP Directorate. 

5 .3 .2 KHDP - Coverage 

The eight pilot projects of the programme were located in various parts 
of Kerala. The fresh vegetable pilot projects covered the districts of 
Thiruvanathapuram, Kottayam, Ernakulam, Trichur, Palghat, Malappuram 
and Calicut. The seed production pilot project was located at Alathur 
(Palghat district) while the agro-processing pilot project (factory) was 
located at Muvattupuzha (Ernakulam district). The raw material for 
the factory was planned to be sourced from Ernakulam (pineapple) and 
Palghat (mango) . 

5.4 KHDP: Farmer Market Linkages 

As already indicated in the process of developing farmer-market 
linkages, KHOP succeeded in building an innovative 'Farmers Market 
Model' for marketing fresh horticulture produce. However, the attempts 
to build a 'Farmer Factory Linkage Model' for processing and marketing 
of horticulture produce based on contract farming in pineapple proved 
to be much more complex. Both these models with relevant details are 
presented below: 

5.4.1 Farmers Market Model 

The model was operationalised by organisation of farmers at two levels 
viz., as Self Help Groups (SHGs) at grass root level for organiSing 
production and at Field Centres (FCs) level for organising marketing 
of fresh horticulture produce. The concepts and key interventions as 
adop ted in this model have been depicted in Fig. 5.2. 
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5.4.1.1 Core Concept 

The figure clearly depicts that the SHGs were upgraded to broad base 
their functions from their traditional 'thrift and credit' activity to 
'production' of horticulture crops. This upgradation represents th core 
concept of KHDP model (Fig.5 .2). 

i KHDP Model 

Traditional Concept Core Concept 

SHG 

Credit DeUvery 

Master Farmer 
( Sub-Concept) 

KHDP interventions 
• Inputs 
• R&D support 
• Technology transfer 
• Training 
• Risk coverage 

Extended 

Group Mktg. 
(Extended concept) 

KHDP interventions 
• infrastructure 
• Markel inIormaUon 
• Training 
• Tnleractlon with 

trade Retailing & 

Fig. 5.2: Farmers Market Model as Adopted in KHDP 

The importance of this core concept was adequately reDected during 
exploratory research conducted with the SHG members. The majority 
of the SHG members contacted during the field research. representing 
23 selected SHGs spread over four pilot projects expressed that 
following benefits have accrued to them as members of SHG: 

• 

• 

• 

• 

• 

Access to credit. agricultural technology. information and markets . 

Sharing information and learning from each other in an 
atmosphere of co-operation rather than competition. 

More opportunities for mutual interaction leading to organised and 
shared learning. 

Spirit of analysing problems and evolving solutions as a group. 

Sharing of resources like irrigation. pesticide spraying etc. 
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The above responses are in conformity with the observations made by 
Wrol Alderson of 'functionalist' (total system structure) scho,ol of 
marketing thought who stated that "In an organised behaviour system 
the organising element is the expectation of the members that they as 
members of the system will achieve surplus beyond what they could 
attain through indiVidual and independent action" (1985) . 

On" the other hand, the limitations expressed were far and few and can 
be categorised as below: 

• 

• 

• 

• 

• 

Interpersonal problems due to differences in age, education and 
size of land ownership etc . 

Some SHGs have drafted governance rules of their own to enforce 
and sustain group interest while others have created common fund 
to support certain group activities like transportation etc. leading 
to discontent amongst a section of SHG members, 

Infrequent meetings and thereby inadequate interaction between 
members, 

Inadequate representation to women, and 

Lack of interest in maintaining necessary SHG records. 

The above enquiry clearly reveals that the overall attitude is positive 
and outweighs the unfavourable attitudes of members towards the 
concept of SHG. Given the positive inclination towards the concept of 
SHGs, it is expected that members of SHQs would act to preserve the 
system, if the system stability is threatened from within. Therefore, 
some of the SHGs framing their own rules" to manage internal 
dynamics should not be a cause of concern. Even in informal settings 
like SHG , there have to be rules for membership, allocation of 
responsibilities and criteria for measurement of output. During the 
period of our field research, the KHDP has already introduced women's 
participation as a new focus area and 1308 women members were enrolled. 

5 .4.1.2 Master Farmer (MF) as Secondary Concept 

The Master Farmer (MF) is a secondary or a SUb-concept of the core 
concept of SHG. In other words, this SUb-concept is a part SHG 'rules', 
which determine the aSSignment of duties within the system. In the 
context of KHDP. the major responsibil1tie_s of production, credit and 
marketing were aSsigned to 3 members of SHG called as Master 
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Farmers (MFs). As per the KHDP gUidelines, the members themselves 
must select three MFs for each SHG. Ideally, MF should be enterprising 
and capable of acquiring role and responsibilities of a trend setter for 
the SHG. Further, the assumption is that the necessary leadership 
qualities and competence can be built through appropriate training. 
In turn these trained MFs are expected to impart training to other 
members of SHG and co-ordinate core activities assigned to them. The 
Farmer-to-Farmer approach is presumed to be relatively more effectiv 
in dissemination of technology/knowledge and skills as compared to 
traditional method of extension personnel-to-farmer. 

The study tried to look more closely into the efficacy of this concept. 
Nearly 21 Master Farmers (I5 MF Prod ., 2 MF Credit and 4 MF 
Marketing) were interviewed covering relevant issues. The qualitative 
inferences drawn from these responses are: 

• The three MFs in a SHG do not seem to have similar level of 
influence on members. 

• 

• 

• 

• 

• 

The MFs (production) seems to have occupied centre stage and in 
some cases at the cost of MFs (credit, Marketing) . This is probably 
due to scope of his day to day responsibilities 

The MFs are expected to maintain records like attendance register 
of meetings. minute book etc. This is not being done in most of 
the cases. 

The ability of MFs to act as trend setters have not been fully realised . 

The leadership qualities to carry their roles and ability to give direction 
to group in problem solving needs to be sharpened further. 

The idea of one of the MFs acting. as spokesperson for the SHG 
and l1aisioning with KHDP seems to be absent. 

Despite of these limitations. the MF concept is effectively translating 
into gains for SHG members. We recognise that the concept has some 
inherent limitations, which are imposed by the selection of MF by SHG 
members. The MF so chosen may not have inherent leadership/ 
competence capabilities. which can only be overcome in part through 
training. It is therefore important for the KHDP to not only impart one 
time basic training to build leadership qualities but occasionally 
reinforce through more objective training. 
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5 .4 .1.3 Master Farmer Concept - Performance Evaluation 

In spite of the inherent and operational limitations of the MF concept. 
it'S overall success in catalysing the SHG performance was beyond 
doubt. One of the major inputs. which can enhance the efficacy of the 
MF concept. is training. Our study evaluated two important interfaces 
of the MF training viz .. KHDP to MF and MF to Farmers. In both the 
interfaces a number of deficiencies were observed which seem to 
require moderate corrective effort. Some of the deficiencies include: 

• 

• 

• 

High variability in involvement of the MFs in receiving training 

MF (production) received more rigorous training as compared to 
other MFs. viz .. credit and marketing 

lack of speciaUsed input to build leadership quality 

In the MF- farmer interface the information exchange between MF and 
SHG members was dominantly taking place in informal settings like 
SHG meetings, house visits. field visits. one-to-one contact etc., and 
formal training schedules as envisaged in KHDP guidelines are not fully 
practised . The other problems in this interface include: 

• credibility problems with SHG members 

• Lack of confidence in discharging their responsibilities and feeling that 
only KHDP is the competence agency to undertake this function. 

5.4.1.4 Extended Concept - Group Marketing 

In the KHDP model. the core SHG concept was extended to organise 
group marketing (Fig. 5.2). The evolution of the group marketing 
structure probably went through maximum number of modifications, 
both structural and operational. as compared to any other concept or 
sUb-concept in KHDP model. Under the group marketing arrangements. 
the Field Centres (FCs) were formed with participation of 10-15 SHGs 
representing 200-250 farmers. The justification extended by KHDP in 
favouring small FCs is described below: 

• 
• 

• 

The small FCs are more representative of the SHGs. 

The FC committee and staff can directly interact and communicate 
with the SHG members thus improving efficacy of communication 
and in turn reducing room for conflicts. 

The transactions are perceived to be more transparent as they are 
held in the presence of the members. 
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5.4.1.5 Structural Configuration of FCs 

The very idea of FCs originated from the initial proposal of 'bulking 
point' - where members from nearby SHGs would bulk their produc . 
The bulked or pooled lot of vegetable and fruits will be taken to the 
nearest traditional markets . . The thinking was that such bulking will 
enhance the negotiating power of the farmers by providing desired 
economies of scale. While conducting this operation, it was realised 
that it is possible to avoid the transportation expenses if trad rs could 
be invited to buy directly from the bulking point. In this way, the 
concept of a Field Centre was born, which is a farmer run market 
located close to the farms. It also helped to reduce the length of 
marketing channel as shown below: 

I 
SHGs 

(Membership) I 

Field Centres (Farmers 
Markets) Farmer-Trader 

Linkage 

Fig. 5.3: Fanner Market Model 

The Farmer Market Model benefited farmers in terms of proximity and 
thereby saving in time and cost, transparency in transactions and 
reduction in marketing commission. Those SHG members who wish 
to become the members of the Fes are required to contribute a sum 
of RS.IOO to 200 and this money is used as capital to run the FCs. 
Some of the FCs on their own enlarged the concept of Fe to include 
'input centre' to facilitate the availability of pesticides and fertilisers 
to SHG members. In spite of innumerable problems to begin with KHDP 
was able to set up 77 FCs (farmer markets) during the life span of the 
programme. Most of them are now in the midst of getting registered 
as Swarsya Karshaka Samitls (SKSs) under the Charitable Societies Act. 

5.4.1.6 Management of FCs 

A committee consisting of MFs (Marketing) representing each 
participating SHG undertakes the management of the Fes. The 
committee elects its convenor on yearly rotation basis to coordinate 
activities of the FC. The Committee meets once a week or fortnight to 
review the functioning of FC and takes decisions. The proceedings of 
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the committee need to be recorded. The FC also employs a full time 
secretary to manage day-to-day affairs and maintain books and records 
of the FC. The KHDP provided budgetary support to the extent of 
Rs.13.89 lakhlField Centre (towards land. building. crates. computers 
etc.) including Revolving Fund of Rs.93.000 towards working capital. 
A uniform accounting system. developed by KHDP with expert advice 
is being introduced to make accounting more transparent. In addition. 
auditing has been made compulsory for all FCs . 

5.4.1.7 Dissemination of Market Information and Development 
Support 

The KHDP provides training to MFs (Marketing) in marketing and to 
SHG farmers in general in Post-Harvesting Handling (PHH) of fresh 
produce . The farmers are also provided price information on day-to­
day basis to facilitate marketing decision. This information is based 
on 15 wholesale markets (10 within state and 5 outSide state) for 32 
vegetables and fruits (29 and 3 respectively) and is disseminated 
through AIR. newspapers and cable TV network. KHDP also provides 
weekly and seasonal trend analysis in prices. Further. KHDP activities 
included - mobilisation of traders visiting FCs. trade directory 
containing list and contact or private traders. market research. market 
development through generic advertising to promote use of vegetables. 
retailing by FCs and input marketing. 

5 .4. 1.8 Field Centres - Concept Evaluation 

The evaluation is based on functioning of 4 FCs and some of the 
observations made by respondents are: 

• 

• 

All the SHG members contacted were convinced that easy market 
access through FCs saves considerable time. transportation cost 
and marketing commiSsion (5 percent in FC as compared to 10 
percent in the market place) . 

Knowledge of market prices improves negotiating!bargaining ability 
of the farmers with the traders who visit these FCs . 

As against the above advantages. a number of limitations of group 
marketing as expressed by respondents are: 

• All the SHG members are not convinced about the benefit of group 
marketing and in turn FCs. 

• The prices still fluctuate widely due to fhe uncertain demand and 
Influx of cheaper vege tabl s from neighbouring states. 
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• 

• 

• 

The traders come to FCs with pre-determined prices which restricts 
their bargaining power .. 

Farmers compare between Fe and market prIces before decidIng 
to sell their produce . 

Ironically. when all the farmers use FC facility. the prices sometimes 
come down due to excess supplies. 

Amongst the operational limitations. two observations made by MF 
(Marketing) are note-worthy. 

• 

• 

The prIce Information does not reach farmers in time. 

The working capital (accumulated through commissions) is not 
adequate to meet the level of credit facility demanded by the 
traders. This delays the payment to members by 5-8 days. which 
makes them suspicious and unhappy. 

5.4.1.9 Concept Application and Consolidation 

• 

• 

• 

The KHDP model is unique in terms of its key interventions and 
'holistic' concept. The study noted dominantly positive inclination 
of the beneficiaries towards the SHG concept including that of 
women members. 

The Master Farmers (MFs) concept essentially attempts to build 
on "amongst us" type of leadership. which is expected to be more 
sensitive to the needs of SHG membership . Additionally. the 
concept helps in better articulation of problems of the beneficiaries 
and imparts speed to key interventions of the programme. The 
concept is effectively translating itself into gains through informal 
interactions between MFs and SHG members. 

The Group Marketing Concept through Field Centres (FCs) seems 
to have mixed impact . Firstly, due to frequent changes in 
operationalising the concept; the progress made in establishing FCs 
has been slow. Secondly SHG members are not fully convinced that 
FCs improve their bargaining power. However. they believe that FCs 
saves them the transportation cost and time. So far only 4 per cent 
of vegetables and banana pr.oduced in the project are being 
channelised through FCs. The market information system of 
providing daily prices suffers from time lag and some of the FCs 
has made their own arrangement to obtain daily prices. 

113 



The application of the group concept and the farmer market model as 
shown in Figure 5.3 suggest that the model can be consolidated further in 
terms of Important components and sub-components of the programme. 
Some of the suggestions which emerged as a part of the study are: 

• The study brings out the need for a robust framework to 
measure and monitor the health of SHGs on continuous basis using 
Key Performance Areas (KPAs). The five KPAs suggested for the 
purpose included: 

1. Group sustenance 

3 . Farm practices 

2. Maintenance of records 

4. Joint ventures 

5 . Marketing and Price realisation 

This will facilitate to develop 'prescription' for SHGs, if performance 
of some of the SHGs deteriorates at a later date. 

• The MF concept also faces complex issues to realise its full 
potential namely - inadequate competence and motivation , 
credibility of MFs, rotating responsibility and honorarium for the 
services rendered. Keeping in view that the MF-Farmer training 
interface is most critical to the performance of SHGs, the MFs need 
to be tested for their competence to train fellow farmers. The 
training approach suggested under such situations needs to be 
flexible in terms of KHDP support to MFs as depicted in Fig. 5.4. 

Training to 
trainer (MF) 

MFs Basic + 
Spectall cd 
Training 

Assessing Trainer's (MF) 
Training Competence 

MFs Competence 
Level Categories 

KHDP support to MFs 
In Training Farmers 

A 

Expert Panel of I---- - B 
Tratners 

------ C 

- --- - - + 

- - - - - - ++ 

- - - - - - +++ 
A ~ C indicates decreasing competence level. 
+ ~ + + + indicates Intensity of training and profeSSional support 

Fig. 5.4: Customised Training Approach for MF-Farmer Interface 

Similarly. the other issues also need to be resolved in a gradual manner 
but the direction of effort to strengthen the concept should include -
more objective training. need-based support to brIdge competency gap 
and succession planning for smooth changeover of leadership. 
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• The performance of FCs reflects that initial response from the farmers 
was not encouraging. However, the relevance and utility of the concept 
can not be undermined considering its success in case of banana. 
The analysis attributed relatively higher success in case of banana, 
mainly due to economies of scale in supply, which in turn attracted 
enough buyers and enforced competition. It is observed that in 
absence of such competition, farmers' bargaining power has not 
improved in dominantly vegetable FCs. The other conditions, which 
also helped group marketing in banana, include - market potentiality 
and location of SHG. Unless similar conditions are created in case 
of vegetable FCs, besides overcoming operational problems as 
mentioned above, it will be difficult to achieve success in group 
marketing effort in vegetables. Number of other measures were 
suggested t.o improve participation and operational efficacy of FCs. 
These measures include - careful selection of the location preferably 
in proximity to demand pockets, assessment of local demand 
(consumer and institutional markets), economies of scale through 
joint operations between small and large FCs and promoting direct 
retailing through FCs and existing trade channels. 

5.4.1.10 Farmer Market Model-Performance Evaluation 

At the time of completion of this study in March 1999 , KHDP has 
completed a little more than four years of its existence. The project 
continued till December 2001 leading to formatlon of the Vegetable & 
Fruit Promotion Council Keralam (VFPCK) as a sustainable organization 
of Kerala Horticulture Development Programme (KHDP). Between 1992 
and 2001, KHDP made spectacular changes in the Vegetable and Fruit 
sector in the State of Kerala and has won accolades as one of the best 
External Aided Projects in India . The salient achievements of the 
Programme as on 31 51 December 2001 are summarized below: 

Around 40,958 Vegetable & Fruit farmers have been organized, 
trained, facilitated and empowered to undertake all activities in 
respect of vegetable & fruit sector ranging from cultivation to value 
addition and final marketing of produce. These farmers have been 
organized in 1886 Self Help Groups. 

• Nearly 5442 Master Farmers (MFs) have been moulded from the above 
farmers who formed a highly trained and motivated cadre acting as 
a strong linkage between the organization and the beneficiaries. 

• About 98 Farmer Markets have been set up in the operating districts 
enabling trading of the produce of the farmers at fair prices, resulting 
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In a better share of the prices to the producer. These markets 
together have an annual turnover of around Rs.50 Crores. 

• A sum of Rs.46.76 Crores have been facilitated as Credit to the 
farmers through the participating banks. 

• The average productivity of vegetables in the Pilot Project Areas of 
KHDP has risen from 8 to 12.80 Metric tonnes/ha .. and in the case 
of fruits it has risen from 12 to 17.32 Metric tonnes/ha. 

• A Seed Processing Plant has been set up for supnlying quality seeds 
and planting materials to the beneficiary farr .ers. 

5.5 Farmer Factory Linkage Model 

The 'farmer-market model' detailed above has achieved considerable 
success in establishing a new group marketing model wherein 
farmers instead of going to the traditional markets and selling their 
fruit and vegetables individually to traders, now form their own 
market and get traders to come and buy from this market. The 
'Farmer Factory Linkage Moder is extension of this concept which was 
applied in case of an agro-processing factory established as a part of 
KHDP. One of the important objectives was to ensure development, 
promotion and management of farmer oriented agri-business activities. 
In context of the local agricultural production, it was deCided to set 
up a model processing factory as a major agri-business enterprise 
which will be owned by the farmers as the principal stakeholders. 
Initially this venture was known as Kerala Agro-Processing Company 
(KAPC), but was renamed later as Nadukkara Agro Processing Co. 
(NAPC) Ltd. and registered in December 1999. The NAPC is a 
modern factory for commercial processing of pineapple, mango and 
other fruits. The installed capacities for various type of raw 
materials is depicted in Table 5. 1. 

Table 5.1: Product-wise Plant and Nominal Capacities of NAPC Ltd 

S. Raw Plant Capacity Output Nominal Capacity 
No. Material (Raw Material) (end-product) • 

1 Pineapple 3.5 MTlhour Juice €oncentrate 560 MT 
(Decrowned) (600 BriX)- 280 kglhour 

2 Mango 2.0 MT/hour Juice Concentrate 200MT 
(280 Brlx) - 500 kglhour 

3 Pineapple, 3.0 MT/batch Candied fruit 120 MT 
Mango (Pineapple) 1.2 MT/batc~ in 48-72 hrs. 
Papaya. -

• As dejlned In the jlnanclng agreement on the basIs oj 8 Hr./day jor 300 days In a year 
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The factory is located in the midst of pineapple growing area. The 
facility has been built at a cost of Rs .25.19 crores (interest @ 12.5% 
per annum) and has state-of-art equipment and processing technology. 
The three end-products are juice concentrate, ready-to-serve (RTS) 
drinks and candied fruit. The factory started production in December 
1998 with raw material purchases sourced from open market. 

5.5.1 NAPC and the Core Issues 

The agro-processing facility now known as NAPe was set up to play 
an important part in KHDP's strategy to ensure that farmers eventually 
own a proce'ssing factory by becoming shareholders. The factory is 
supposed to provide supplementary income to the farmers through 
value addition to their produce. However, the issues which were 
important for the factory and KHDP and needed addressal were : 

• Securing raw material supplies for the factory from local farmers 

Establishing mechanisms by which farmers can own the factory 
through shareholding 

In this context, it will be interesting to go through the evolution of NAPe 
because the debate on this model still goes on - whether setting up 
this factory was a wise thing to do in the market conditions which 
prevailed in the heart of Kerala's pineapple growing area. 

5.5.2 Sourcing Raw Material-Command Area Development (CAD) 
Approach 

While conducting Farmer-Factory Linkage Study as a part of in-depth 
appraisal of the KHDP, it was observed that the fruit processing factory 
is likely to face serious problems in sourcing its major raw material 
i.e . pineapple for following reasons: 

• Firstly, the current popular variety cultivated by growers is 
'Mauritius' and is good for table purpose. This approach is being 
adopted considering the fact that NAPe would require special 
variety ,of pineapple ('Kew') which is superior to existing popular 
variety 'Mauritius' for processing. However, 'Kew' has gone out of 
cultivation in last 10-15 years due to lack of demand created by 
failure of local pineapple processing industry. Presently, its 
cultivation in Kerala is limited to a few pockets of traditional 
pineapple growing area and with few individual farmers. In fact 
obtaining suckers of 'Kew' for fresh planting in Kerala is 
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problematic. However. area under 'Kew' in Karnataka is increasing 
at a relatively rapid pace. In these circumstances, the KHDP fruit 
processing factory is likely to face, at least in near future. the 
problem of sourcing adequate quantities of 'Kew' from its vicinity. 

• The second problem which emerged from observations made 
during the study was of market price of pineapple . It is necessary 
for the factory to source raw material at a price . which is 
internationally competitive. The prevailing price of popular variety 
'Mauritius' generally remains higher due to its demand for table 
purpose. The higher price obviously will make juice concentrate. 
manufactured by NAPC, non -competitive in the volatile 
international market. 

• The third problem. which came to notice during trial runs was of 
the colour of the juice concentrate with the use of variety 'Mauritius' 
as raw material . The international market prefers light colour while 
the juice extracted out of 'Mauritius' is dark yellow and relatively 
less acceptable . 

Considering these problems. it was suggesteq to Kerala Agro Processing 
Company (KAPC) to adopt the concept of command area development 
for promoUon of 'Kew'. The broad features of the CAD programme 
suggested in the preliminary stages are described below: 

Procurement Policy Framework - Long-term 

• 

• 

• 

Adopt Command Area Development (CAD) concept to bring 350ha. 
under cultivation of 'Kew' through contract farming. 

The conceptual framework will be based on improving productivity. 
transfer of technology. credit delivery. buy-back arrangement and 
immediate payment. . 

The CAD programme will have to be implemented in a phased 
manner - development of the concept, likely acceptance by the 
grower, refining the concept and finally its implementation in a 
phased manner spread over a period of 4 years. 

The concept has to be deSigned taking into account existing short 
comings of the production and trading system. The growers will have 
to be convinced of the fact that such linkages will assure them better 
economic returns. However, this approach required further exercise to 
conceptualise . refine and prepare a blueprint for implementation of 
such programme in a phased manner. 

118 



5.5.3 NAPC Ownership and Shareholding 

The financing agreement between GOr and GOK envisaged a palt rn 
of ownership and shareholding i.e. "a company with a majority 
shareholding of the farmers". However, the events did not unfurl as 
planned. The decisions finalised with respect to KAPC during the tenure 
of this study were : 

• 

• 

It will dominantly serve the interests of pineapple farmers . 

Adoption of variety 'Kew' by the growers will be key to its success . 
A minimum command area of 350 ha will have to be brought und r 
'Kew' cultivation. 

The above mentioned requirements led to evolution of the eligibility 
criteria for the target farmer and was defined as a farmer willing to 
grow and supply 'Kew' variety to KAPC under a contractual 
agreement. The study suggested that other criteria like acreage (say 1 
acre/farmer) distance from the factory (15-20 km) can be add d later 
after careful examination. This would mean registration of nearly 1000 
farmers representing the constituency of pineapple growers . 
Considering the uncertainty about the other processing activities of 
KAPC, the study suggested the following composition of the Board as 
an interim arrangement till final scenario emerges about the scope of 
KAPC activities (Table 5.2) . 

Table 5.2: Constituency-wise Break-up of Board Positions 

Constituency No. of Board 
Positions 

Pineapple Farmers 4 

Other Farmers 3 

GOK nominees 3 

KAPC (CEO as Member-Secretary) 1 

Total 11 

The target pineapple farmers will occupy four positions on the board 
of KAPC. In this context, the KAPC should be as specific as possible 
in defining the registered farmers to avoid entry of vested interests on 
the Board on KAPC. In order to facilitate their representation and 
election , the pineapple growing area in the state (presently restricted 
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to five panchayats) can be sub-divided into four territorial 
constituencies (for the time being two of the smaller panchayats can 
be merged to form four constituencies from five panchayats). One 
farmer can be elected from each constituency. The delineation of these 
four constituencies can be reviewed from time to time based on the 
criteria of patronage to the factory by each of the five panchayats. The 
cooperatives also follow similar procedup"e to attain representation of 
growers on the Board. The other three positions representing the 
constituency of 'other farmers' can be temporarily filled from the pool 
of specialists in consultation with the Project Director, KHDP and the 
Managing Director, RAPC. 

5.6 Command Area Development (CAD) - Development Phase 

During the development phase a number of activities were undertaken to 
understand the problems which are likely to be encountered in developing 
command area which will ensure regular supplies of raw material to the 
factory. The important exercises undertaken during this phase included: 

• An opinion survey covering 32 farmers in five village panchayats 
around Nadukkara Agro-Processing Company (NAPC) was 
conducted to assess the farmer's response to enter into an contract 
agreement to grow (variety 'Kew') and supply the same to the 
factory. The command area in geographical sense meant five 
panchayats. which have been traditionally growing pineapple. 

• 

In fact 69 per cent of the 32 farmers indicated their willingness to 
enter into production-cum-marketing contract with the factory, 
because majority of the Willing farmers (72%) felt that the very idea 
of contract farming is good to very good . The major terms which 
aroused positive opinion with regard to the contract included 
availability of loan (43 .5%). assured price of Rs.3.50/kg (39%). 
yearly bonus benefits (26%) and assured market (22%). However, 
farmers preferred (61 %) the price to be between Rs.4.50-Rs.5 .00/ 
kg and observed that Rs.3.50/kg is not attractive. The remaining 
farmers (22%) were not willing to Sign the contract because they 
felt the variety 'Mauritius' is more profitable than 'Kew'. The survey 
revealed that many farmers (40%) expect that 'insurance' cover 
should be a part of the contract package. 

The other aSSignments and studies conducted by IRMA students 
as a part of their Management Trarneeship Segment covered 
'Package of Practices of Pineapple Farmers', 'Economies of Pineapple 
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• 

• 

• 

• 

Cultivation' and 'Farmer Trader Linkage' in Vazhakulam pineapple 
market. The information obtained from all the above studies went 
into preparation of CAD plan. 

Scheduling of planting of 'Kew' to receive 63MT/day of pineapple 
(in the proportion of 80:20 through contract farming and open 
market purchase) was an important component of this study. The 
major problems envisaged in implementing the scheduling of 
factory arrivals was with regard to obtaining adequate suckers to 
achieve coverage of proposed area under 'Kew' variety and secondly 
that of switching by the farmers to 'Kew' variety. 

The preparation of framework of agreement between the NAPC and 
farmers, who are likely to be registered as shareholders, for 
production and supply of pineapple to the NAPC. The framework 
titled "Production-cum-Marketing Contract" was prepared after 
taking 'operational and legal' issues into account. In addition to 
this framework the procedures which were transparent enough 
were evolved to register the farmers subject to fulfillment of certain 
terms and condition. After registration, the farmers were expected 
to grow 0 .5 acre pineapple (var. 'Kew') and supply the same to the 
factory as per the time schedule of the factory. The factory in turn 
will pay the sale proceeds to the grower at a pre-determinant price 
subject to fulfillment of the terms and condition of the written 
contract with regard to quantity, quality and time of delivery. In 
order to enforce the farmers to comply with the reqUirements of the 
contract a system of de-registration was evolved. In other words, the 
registered farmers can be temporarily or permanently de-registered 
for failing to fulfill the terms and conditions of the contract. 

Open farmer meetings/workshops between the factory personnel and 
the farmers in important villages like Nadukkara and Kalloorkkad. 

Action Research Project by the students of IRMA as a part of their 
Fieldwork Component to educate the farmers and improve the 
image of the factory which is currently not favourable amongst the 
growers in the proposed command area for following reasons: 

• Most of the growers feel that factory has been established to 
extend price support in case open market prices fall below a 
certain level. 

• In situation of price fa11. the factory should also purchase all 
the pineapples brought to the factory. 
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• Some of the growers also feel that the factory should be able 
to absorb unlimited quantity of pineapple for processing and 
in turn, lead to increase in price in the open market. 

Obviously, the NAPC seems to have got established in the midst of these 
contradictions. So far it could do little to control the heightened 
expectations of growers on two occasions during 1999 when pineapple 
prices fell sharply. It is necessary that NAPC need to educate pineapple 
growers in the following: 

• Erase the wrong impressions created among growers about 
its role. 

• The installed capacity can not have major influence on 
pineapple prices. 

• Its requirement of pineapple is regular and it can not deal as 
interventionist agency in a situation of supply glut or price fall 
or both. 

Such education, if succeeds will go a long way in smooth 
implementation of the proposed Command Area Development (CAD) 
programme. The modalities of the education campaign which was part 
of the action research project included : 

• 

.. 
• 

• 

5.6.1 

Discussion with pineapple growers individually or in group 
during field visit of students. 

Organising interaction between a group of pineapple growers 
and factory personnel. 

Prepare suitable educational material for Circulation amongst 
pineapple growers in five panchayats. The educational material 
should have two components - one containing answers to 
growers' major concerns (Frequently Asked Questions - FAQ 
format) and the other strides made in pineapple cultivation in 
India and abroad vis-a.-vis situation in Kerala. 

Organise visits of opinion leaders to the factory and interaction 
with factory personnel. 

CAD Approach - Unresolved Issues 

The efforts which were made in translating the CAD concept into action, 
resulted in improvement in understanding the issues involved in CAD 
implementation but at the same time it also became clear that the RAPC 
will find it difficult to negotiate the following: 
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• 

5 .7 

The KAPC may encounter serious problems in procuring the right 
variety of pineapple, Le. , 'Kew' for following reasons: 

• 

• 

The open market price for pineapple fruits remains onsistentIy 
higher and some times it can go substantially higher than the 
NAPC offer of Rs.3.50/kg. The disparity in pricing b tween 
'Mauritius' and 'Kew' is primarily dictated by demand and supply. 
Firstly, the variety 'Mauritius' is better suited for table pur po 
and is now grown only in Kerala. The trade has be n able to 
generate demand for this variety in pre~ rence to 'K w' for tabl 
consumption. The farmers switched over from 'Kew' variety for 
reasons of lack of demand due to collapse of pineappl proce sing 
industry in Kerala in mid 1980s. Given this historical background 
and the fact that 'Mauritius' continues to be demanded in th 
market and that too at premium, it will be a difficult task for the 
KAPC to persuade farmers to switch over to 'Kew'. Secondly, tile 
availability of suckers of 'Kew' will also pose serious constraint 
in expanding its area. The suckers will have to be organised from 
Karnataka where this variety is grown. It will turn out to be a 
costly proposition and KAPC will have to intervene and incur part 
of the cost to motivate farmers to SWitch to ·Kew'. 

The other problem which KAPC will face will be of its poor 
image amongst a section of pineapple farmers residing in 
villages located in the vicinity of the factory. Thi was r fIe ted 
in the action research project organised by IRMA students to 
mobilise farmers to register with the factory for supply of 
pineapple. Against this constraint, the factory management may 
also come under pressure to buy 'Mauritius' variety pineappl 
from the farmers in the event of fall in price in the open market. 

NAPC - Current Status 

As indicated earlier NAPC was formerly registered in December 1999 
encompassing five panchayats in its Command Area Development 
Programme and with a nominated Board of Directors. After its 
registration , the developments in NAPC can be categorised into CAD 
activity, ownership and diversification. 

• The implementation of CAD was brought to momentum with 
opening of farmers' registration for acquiring shareholding and 
pineapple supply rights (including shifting to 'Kew' cultivation in 

123 



a phased manner) . The events that followed in this regard are 
presented below: 

• About 252 farmers have been registered in phases over two and 
a half years against the target of 1100 farmers· with restriction 
of 0.5 acre/farmer. This level of registration have been achieved 
through expansion of CAD area of NAPC from 5 panchayats to 9 
and finally to 18. Many other terms and conditions of 
registrations have also been relaxed including interim 
arrangements for supply of 'Mauritius' and planting of 'Kew'. 

• The process of deregistration of farmers for non-compliance 
with the terms and conditions of the supply of raw material 
could not be fully implemented for a number of reasons -
firstly, the board had to relax the conditions for de registration 
due to poor response of farmers, and also because of legal 
compulsions (court directive). As per the status in October 
2002, nearly 72 farmers have been de-registered for not 
supplying interim quantity of 'Mauritius' while 46 farmers have 
been ·deregistered for not planting 'Kew'. 

• 

• 

• 

• 

The farmer loyalty to NAPC continues to remain low 
considering the observation of NAPC officials that farmers 
bring pineapple to NAPC only when prices fall in nearby 
Vazhakkulam market. Secondly, few farmers who have started 
cultivating 'Kew' ·have also diverted to pineapple from their 
captive cultivation to factory to outside market due to better price. 

Lately, the Board of Directors, NAPC have deCided to introduce 
reward (loyalty bonus of Rs.0.50lkg for supplying pineapple as 
per the terms and conditions of the registration) and penalty 
(Rs.0.25lkg for short fall in quantity) system. In addition, the 
procurement price has also been increased from Rs.3 .50 to 
Rs.4.00lkg. How it will impact the NAPC is yet to be judged, but 
it is felt that it will benefit farmers in terms of stabiliSing 
pineapple prices in the open market. 

The non-compliance by the farmer with regard to planning of 
'Kew', which was an important component of the whole CAD 
concept has created a heavy backlog of 'Kew' planting. This has 
also been adversely affected by increase in price for 'Kew' suckers 
between Rs.1.60 to Rs. 3.00lkg due to increase in demand . 

Considering the slow progress in implementing the CAD 
approach in case of pineapple due to typical market 
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• 

• 

5.8 

environment. the Bo·ard of Directors are proposing to diversify 
the product portfolio of the NAPC to include - passion fruit 
cultivation subject to its feasibility and performance in 
production trials and backward integration with ginger farmers 
and undertake ginger processing in a big way. 

The NAPC performance can be termed relatively better in terms 
of organizational evolution given its current shareholding and 
ownership status. The Board of NAPC was constituted as per 
the norms with four elected farmer members, three experts, 
three government nominees and the Managing Director and its 
first AGM was held on July 16, 200l. 

In terms of forward integration, the NAPC has tied up with 
National Dairy Development Board (NDDB) for domestic and 
export marketing of fruit concentrate. It has also built clients like 
Dabur in the private sector for purchase of juice concentrate. It 
has also launched a ready-to-serve (RTS) pineapple juice in 
250ml tetrapack called 'JNE' in the domestic market. It has also 
launched candied fruit in small tubs and pouches for local market 
for which the market response has been good. The NAPC is 
developing a new ginger based product in coordination with 
Spices Board and working jOintly with an Australian Company 
(market leader in ginger products) to develop the Indian market. 

Issues and Inferences 

The Kerala Horticulture Development Programme (KHDP) projects itself 
as one of the most successful agriculture development programme in 
the country. The programme has helped nearly 41 ,000 vegetable and 
fruit farmers in Kerala through 1886 SHGs spread over seven districts . 
The KHDP experimented on two major models which evolved over eight 
years of its existence. 

The first model envisaged promotion and development of Self Help 
Groups (SHGs) at the grass root with successful interventions by an 
apex level sustainable organization in the form of a council. The council 
which came into existence in January 2001 was named as Vegetable & 
Fruit Promotion Council Keralam (VFPCK) to replace Kerala 
Horticulture Development Programme (KHDP) after 8 years of 
operation. The council is an organization without profit motive, 
incorporated under Section 25 of the Companies Act 1956 with its 
vision as "Empowered farmer groups leading the Nation in reaping the 
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fruits of Self Help". This organizational model, referred as 'farmer­
market model' in this report. consisting of council at the apex level. 
field centers (FCs) at the middle level and SHGs at the grass root level 
primarily evolved to produce and market vegetables and fruits . The 
other model referred as 'farmer factory model' was operationalised 
to ensure that farmers eventually own a processing factory by becoming 
shareholders and earn supplementary income through value addition 
(Vaswani and Reddy. 2000). 

In the farmer market model. number of innovative interventions were 
attempted to solve many of the problems. Some of the notable 
interventions included formation of SHGs to organise production of 
vegetables and fruits. 'master farmers' concept to coordinate important 
activities of SHGs. need based training of master farmers and SHG 
members, participatory technology development (PTO) in place of pre ­
designed institutional research findings . innovative credit package 
through five commercial banks to reduce loan defaults and achieve an 
impressive 90 percent credit recovery, office -less extension system 
supported by an efficient organizational structure and finally farmers ' 
market (field centers) which were registered as Swarsya Karshaka 
Samitis (SKSs) under the Charitable Societies Act . These farmer 
markets were able to reverse the marketing trend. i.e .. get traders to 
come and buy from the farmers' market located close to the farms . 

The 'farmer-factory model' though not equally successful as 'farmer­
market model' but demonstrated that farmers can get together to run 
a state-of-art fruit process factory. The factory named Ndukkara Agro 
Processing Co. (NAPC) was registered as public limited company where 
eventually farmers became 70 percent shareholders and Government 
of Kerala a 30 per cent shareholder. The main reasons for under 
performance of this model can be traced to wrong planning and lack 
of understanding of the task environment at the time of project 
planning. Due to these reasons the project will take longer time to 
stabilise and produce expected results. 

The KHOP have attempted to build new agriculture development and 
extension models, which are farmers, focused, farmers driven and are 
relatively more accountable to the farmers. The policy makers, planners 
and development personnel have lot to learn from KHOP's experiences 
in terms of its successes and failures. In the scenario wherein there is 
a need to develop location/regional specific models of agricu lture 
development, the learning from KHOP cannot be undermined. 
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CHAPTER 6 

GENERIC FRAMEWORK: 
AGRICULTURE-MARKET LINKAGES 

6 .0 Background 

The development of Indian agriculture all these years ha r mained 
supply driven. The producer has remained de-linked from th mark t . 
emerging demand pattern and more so from changing consumer 
preferences. One is compelled to come to an inference that the 
agriculture production system and the policy framework of th state 
which supports and influences this system has not been able to keep 
pace with the requirements of the emerging demand patterns and 
consumption preferences. The evidence of these imperfections is clearly 
reflected in the huge surplus of food grains, which has been generated 
in the last few years . Further, the storage and marketing of this surplu 
continues to drain the scarce resources of the state. However, th s 
mismatches of the past are understandable conSidering that food 
security was the foremost concern of our agricultural policy frameworl< 
in the post-independence era . Having overcome the food security 
concerns to a great extent, it is time to re-think on the issue of allowing 
agriculture to not only stabilise rural incomes , but also generate 
relatively larger resources for further investment in the rural economy. 
These investments need ;0 be channelised for improving agricultural 
productivity, sustainable use or even towards augmen taUon of 
resources. which provide necessary support to the agricultur 
production system. 

The agricultural developments in the recent past suggest to a great 
extent that the country has at least achieved 'food sufficiency' which 
was one of the major concerns in the past. However, we have not fully 
addr essed our larger and core concern of 'food security' , which also 
includes 'nutritional security' by overcoming malnutrition, and 
minimise 'regional imbalances' in agricultural growth and production . 
In order to achieve, all the objectives of food security, we need to ensure 
that the poorest of the poor have not only economiC access to food, 
but also receive enough nutrition to overcome malnutrition . Such 
interventions ar e extremely important considering the fact that India 
has th e la rgest number of poor and malnutrition people in the world. 
Simultaneously, to ensure long-term growth of agricu ltl.:e allied ector, 
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the country requires a progressive policy framework to address the 
emerging concerns of 21 st century and greater market orientation at 
operational level to minimise existing market distortions and maximise 
competitiveness. 

6.1 Redefining Concerns of Indian ~griculture 

A careful examination of the existing food supply-demand scenario 
reminds us that a country like India can not drop food security as a 
concern until problems of food security at household level, 'nutritional 
insecurity' and 'regional imbalances' are resolved to a satisfactory level 
(Fig. 6 .1) . 

Food 
S ufficiency 

20th Century ---------. 

Sustainablilty 

21" Century 

Flg.6.1. Concerns of Indian Agriculture - Past, Present & Future 

At the same time , Indian agriculture cannot ignore th e emerging 
concerns of 21 sl century due to rapid changes taking place in political, 
economic, technological and environmental fronts around the globe. In 
a nutshell , the time has come to re-define food security (nutritional 
security/regional imbalances) and simultaneously shift our core 
concern from 'Food Security' to 'Productivity and Diversification' 
(Fig. 6.1) . This core concern will have to be addressed with other 
existing and new concerns, which include food security as re-defined 
above , liberalisation and globalisaUon , sustainability, and finally 
changtng consumer preferences. In other words , Indian Agriculture will 
have to respond simultaneously to many more concerns, as we enter 
21 51 century to create new opportunities for producers, processors and 
consumers. 

The need for a re-think on these concerns emanates from the very fact 
that keeping 'food security' in its traditional meaning as core issue of 
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agriculture development will t b . . no nng agnculture to the centre stage 
~f India~ economy. This needs to be replaced with growth through 
productivity and diversification' as Indian Agriculture enters 21 st 

century. At the same time, the task environment during the 21 51 century 
will be defined by newer concerns, viz ., liberalisation and globalisation , 
sustainability, consumer preferences and food security with a new 
meaning (Fig 6.1). As far as the liberalisation and globalisatton of 
Indian agriculture is concerned, the schol,ars offer too widely differing 
viewpoints - one of which believes that opening up of agriculture will 
lead to increase in poverty levels and proportion of landless cultivators. 
The other viewpoint suggests opening up of agriculture sector through 
removal of undeSirable controls would increase public investments. 
investment in rural infrastructure and rationalisation of subsidies. It 
is hoped that such interventions by the state will encourage efficiency, 
private investment in agriculture and expansion of agro -processing 
activities . Independent of these viewpoints, Indian agriculture has to 
evolve its solutions relevant in its own context and increase investments 
in agriculture , which have fallen to low level as against 24 per cent of 
GDP a decade ago. 

6.2 Market Orientation of Indian Agriculture 

The Indian agriculture like other countries in Asia is characterised by 
small holdings , seasonality and traditional production and management 
practices . These characteristics constrain Indian agriculture to remain 
a dominantly supply driven system . In the emerging scenario more 
pressure is likely to build up on this system through 'liberalisation and 
globalisation' on one hand and changing 'consumer preferences' on the 
other. In addition to a progressive agricultural policy package , these 
pressures will have to be countered partly through driving agriculture 
towards greater market orientation. The ideal situation would be to 
gradually move the current supply driven production system to a 
demand driven system. In other words , imparting market-orientation 
to Indian agriculture through dissemination of market information, 
linkage with agro-processing sector and promoting competition and 
transparency of agricultural produce markets have to take place . The 
demand driven system includes both the quantity and quality of the 
agricultural produce. 

While supporting this novel argument, questions will also be raised 
regarding the practicality of its implementation, particularly in the 
context of a highly uncertain production system like agriculture. A clear 
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understanding of the consumption system will be required to catalyse 
market-oriented agriculture production. Further, with what degree of 
precision the supply can be matched with the demand and even more 
difficult question is whether there are time-tested interventions which 
can infiuellce demand and supply in the short run . The past experience 
suggests that the phenomenon of uncertainty in demand and supply 
is inherent to agriculture production and consumption. However, 
enhancing market-oriented production of agriculture produce should 
not be attempted at the cost of employment generation and food security 
particularly in the Indian context. 

The mismatch between supply and demand in case of agricultural 
commodities happens primarily because of the inability of the farmers 
to forecast the exact demand , changing nature of the demand itself and 
lack of efficiency of commodity markets. Unfortunately. farmers lack 
the mechanisms to control and influence the demand. Still. the 
assessment of demand through better understanding of agricultural 
markets must precede any effort to reconfigure the agriculture 
production systems. However, the process of aligning the demand and 
supply is quite complex due to the influence of numerous external 
factors on production system and/or operation of agricultural markets. 
Berlo (1993) observed that the vegetable processing industry is a 
representative example of uncertain conditions and the need for 
planning. The three components important for this industry are -
market, industry and agriculture which he conSidered as parts of a 
logistical chain. But each of these components has a different cyclical 
pattern and therefore, effective and efficient planning can only partially 
deal with this uncertainty. Under the circumstances. the best that 
pOSSibly can be attempted is a tactical balance between demand and 
supply. Moreover, this balancing approach has to be uniquely tailored 
in tune with the typical characteristics and reqUirements of Indian 
agriculture. 

Secondly. it is necessary to link agriculture prodl:ction system and 
product characteristics with the preferences of the consumers, 
processors and manufacturers to achieve market orientation. Therefore, 
in addition to achieving tactical balance between demand and supply, 
mismatches also have to be overcome in terms of quality, product 
attributes and product specifications. Towards this end the 
agribusiness firms should maximise synergy between three important 
sub-system of agriculture production system namely R&D, extension 
and markets. 
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The challenge. therefore. lies in aligning the projected supply with the 
'projected demand. or in other words . adjusting the agricultural 
production system to market conditions of demand and supply to the 
extent possible within a given market boundary. In the process of 
promoting market oriented agriculture. several initiatives will have to 
be undertaken to restructure processes. enterprises and institutions 
including capacity building of personnel engaged in its promotion. 

6.3 Case Studies - Learnings 

The focus of this long-term study was to understand agricultural­
industry linkage in all its dimenSion and how such linkages can be 
strengthened further and even promoted to new commodities and new 
geographical regions. It was assumed that the learning from these case 
studies will provide adequate insights to achieve the objectives of this 
study. Probably. the case studies conducted do not represent full 
spectrum of agriculture industry linkage models. which have evolved 
in the recent past. This deficiency has been compensated for including 
a separate section in this chapter under the Utle "On-gOing Initiatives 
in Vertical Coordination in India". The case studies. which covered 
varying forms of vertical coordination ranging from 'spot markets' to 
'cooperation' provided valuable input for the 'generic framework' of 
agriculture market linkage. The salient learning pOints from the 
indiVidual case studies. are presented below: 

6.3.1 Marketing of Horticulture Products - Cooperatives in South 
Gujarat 

The study observed that the bondage between the cooperatives and its 
membership revolved around three major factors . viz .. strong backward 
integration through provision of services needed by the membership. 
purchase of produce from its members and processes of market 
transaction. The findings also suggest that some of the services offered 
by the cooperatives received low rank in importance and usage from 
the membership. It is. therefore. necessary for the cooperatives to not 
only identify services in accordance with the needs of the members. but 
also offer these services in a manner. which maximises their usage and 
results in better allocation of available resources within the cooperatives. 

In purchase of produce by the cooperative from its members. the 
cooperatives have made extra ordinary effort to maximise the 
transparency of the system resulting in a very high satisfaction amongst 
the members with regard to processes of transaction. which include 
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grading. weighing. pricing. etc. The study observes that baring a' few 
exceptions. these cooperatives have been able to build strong 
relationship and trust with their membership through an effective 
participatory governance system. Surprisingly. even the. magnitude of 
B class membership. small or large has not influenced the membership 
trust in these cooperative. 

In order to organise efficient marketing of farm produce procured from 
the membership. the cooperatives need a strong interface with markets 
particularly under growing competition from the private trade, The 
cooperatives have not been able to achieve the desired level of perfection 
in forward integration with markets. One of the probable reasons for 
otherwise efficiently functioning cooperatives could be the lack of 
appreciation for the fact that catering to distant and competitive markets 
reqUires radically different expertise as compared to establishing 
backward linkages. Secondly. the growing competition would require the 
cooperative to improve their economies of scale and product differentiation 
(a popular varIety or fruits with certain quality differentiation) to 
effectively compete in the marketplace . In order to achieve these 
objectives the cooperatives have to not only act as effiCient and honest 
middlemen. but work proactively to enhance value addition of their 
products or commodities. Therefore. the cooperatives need to strengthen 
the organiSing element by influencing the production system to align them 
more closely with markets and maximise the membership benefits. 

The study. though not very expliCitly. suggests that the farmer's 
behav,1our towards the cooperative Is influenced by the trade-off 
between the price realised for his produce ana the nature and extent 
of services offered. Therefore. in order to sustain emerging competition 
and contain possible discontent in the membership and to achieve 
business growth. the cooperatives will have to find new ways and means 
to radically improve upon their marketing capabilities and satisfy 
expectations of their membership through constant improvement in 
range and quality of services. . 

6.3.2 Contract Farming in Chicory 

The cultivation of chicory on contract basis was probably the first such 
experiment in India started in 1956 in Jamnagar. With a small 
beginning the chicory contract farming now covers 1700 farmers and 
4500 acres (Datta, 1996). However, the geographic location of 
cultivation shifted from Jamnagar to Kheda p.istrict in Gujarat in 
the early 80s. 
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The study observed that most of the farmers (70%) currently growing 
chicory under contract farming with various agencies including HLL 
seem to be qUite satisfied. but 62 per cent of the non-contract farmers 
had unsatisfying experience during the period of contract. The sources 
of satisfaction amongst these farmers included terms of payment. free 
supply of seeds. hassle free transaction and payment of committed price 
by the firms even in the event of decline in price in the open market 
On the other hand. the reasons which forced farmers to discontinue 
the contract farming included - lower prices offered by the firms 
(38.1 %). declining profitability. poor economic viability of chicory based 
cropping systems (28.6%). transactional problems (23.8%) and absence 
of cooperatives (14.3%) in chicory. . 

The study obs~rves that most of the firms including HLL honoured the 
terms of conditions of the contract and occasionally extended goodwill 
gestures to minimise the financial losses to the farmers. However. the 
benchmarking of price reflects the opportunistic behaviour of these 
agencies. In fact. the price paid for chicory should be benchmarked 
with the price of chicory-blended coffee. In reality. the prices of chicory 
paid by these agencies to the farmers are in parity with this benchmark 
or market price of chicory-blended coffee. On the other hand. the 
chicory prices paid to the farmers' loose parity when coffee prices shoot 
up and so the prices of chicory-blended coffee. Therefore. the chicory 
procuring firms show opportunistic behaviour in sharing of market 
rewards with the farmers . The firms do not want to loose the 
opportunity of making high profits when market conditions permit. but 
at the same time do not want to share these rewards with the contract 
farmers. Unfortunately. in absence of alternative use chicory. farmers do 
not have any appreciable role in negotiating the price of their produce. 

The study also observes that procurement firms have not made any 
attempt to build long term relationship with the contract farmers 
beyond execution of chicory contract. Le. in terms of improvement in 
the quality of agriculture or any welfare measure for the area. This is 
eVident from the fact that lately many firms have resorted to 
intermediation to procure and process chicory for a given quality at a 
certain price. In the process. they have been able to transfer the price 
uncertainty to the intermediary (trader/processor) who in turn passes 
it on to the farmer. This structural change in contracting has been 
facilitated due to failure of cooperative intervention and institutions in 
the past and in turn re-establishment of the monopoly of private trade 
(Vaswani et. aI. 1992). 
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The firms have shown a lack of long term commitment to protect local 
environment, build agriculture on sustainable basis and use contract 
farming purely for the purpose of sourcing raw material supplies. 
Nearly 43.3% of the contract farmers were earning lower profits than 
the non-contract farmers due to the adverse impact of Chicory 
cultivation year after year and lack of SCientific crop rotation. The 
contract farmer is compelled to do so with the fear of loosing the 
contract. Instead of addressing this problem of monoculture and 
declining productivity, HLL has started to identify alternative locations 
in other districts in UP mainly in Etah wherein it manages and 
integrated rural development programme with focus on dairying. 

6.3.3 Procurement Of Cotton 

The case study on procurement of cotton very clearly brings out the 
plight of the farmers as suppliers to the textile industry having 
fragmented structure. Surprisingly the textile industry in general has 
hardly made any effort towards backward integration with the cotton 
production system. The industry seems to keep its procurement options 
open including import of cotton with the plea that it is cheaper and 
has a uniform quality. The stand of the industry is surprising amidst 
report that India is rapidly forfeiting the cost advantage its 
manufacturers have in home grown cotton because of high levels of 
contamination, poor quality of cottonseeds and low productivity 
(Business India, 2001) . These findings are based on a study on cotton 
textile exports beyond 2004 by McKinsey and Co. for the Cotton Textiles 
Export ~romotion Council (Texprocll). In fact the declining trend in 
indigenous production is reflected in the level of cotton production 
during 02-03 to a decade low of 136 lakh bales from a high of 178 
lakh bales in 1996~97. 

This study also observed that the farm to textile mill transaction is 
intermediated by ginning and processing (G&P) units. Relatively larger 
investments have been made at this level to improve technology and 
overcome the most serious quality problem of cotton, i.e .. 
contamination with reasonably good success. Automation has increased 
the production rate in most ginneries. In fact such intermediation has 
only helped the industry and not the farmer. As far as the farmer is 
concerned, the industry has not addressed the problem of prodUCtivity. 
which may improve his investment capacity to not only improve yields 
but also improve the quality of cotton. However, the Cotton Cooperatives 
have tried to create some meaningful linkages wHh the membership 
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through input distribution and output processing and purchase 
activities. Similarly, Cotton Corporation of India (CCI) has attempted 
to implement cotton development programmes of GOI in addition to 
sponsoring local R&D in cotton. 

The emerging pattern of the linkages is a clear pOinter towards 
opportunistic behaviOur of the textile industry and its inability to plough 
back part of its profits into the cotton production system. The industry 
argues that globally the textile industry is highly competitive and th y 
can only compete in such markets when raw material is available to 
them at international price. Such opportunistic behaViour was also 
observed at other levels in the marketing chain, i.e., at the level of 
ginning and preSSing units, farmers and traders. The empirical evidenc 
suggests that firms pursuing cost leadership strategies place 
conSiderable emphasis on achieving scale or absolute cost advantages . 
These firms often act on spot-markets. In cases where the flow of raw 
materials is insecure or a guaranteed steady flow is a condition for 
pursuing a cost-leadership strategy, "long term" contract (coordination 
contract type) are entered into with farm-firms (Drescher 2000). With 
the exception of one firm (APPACHI Cotton Co.) in Pollachi in Tamil 
Nadu, the textile industry has not taken much interest in building long 
term relationships with the farmers. 

On the other hand , some of the experts involved in cotton production 
allege that the mills preferred to import 'cotton lint with the plea that 
it was cheaper, with a uniform quality. The real fact is that they could 
fetch the fibre on credit, which is negotiable unlike in the domestic 
market. These fibre-exporting countries have tremendous built-in 
export subsidies that are hidden in the costing of the product to afford 
such offer of credit to buyers. Since they find that labour is cheap in 
Asian countries, they transfer raw material at subSidised cost to get 
back yarn or even finished products at negotiated price . This has 
ultimately brought in an era of reducing domestic initiatives to surviv~ 
within highly pressurised trade system. The Indian textile industry is 
also not interested to plough back a share of profit into the cotton 
production system on which they are largely dependent to sustain their 
units (Mayee, et.al 2002) . 

Some new initiatives have been taken both in the private sector and 
by the state to re-Iook at the linkages in the cotton industry. The launch 
of multi-objective Technology Mission on Cotton (TMC) proposes to 
expand integrated cotton cultivation (contract farming) to achieve 
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appropriate linkages within the textile sector. This means creating 
effective and efficient linkages between the end users of cotton and 
growers with ginner/trader acting as crucial intermediary. The system 
would be on the same lines as that adopted in the sugar sector. The 
private sector initiatives such as 'Farm to Fashion: A win-win formula' 
which offers scope for a 'back-to-back' agreement between cotton 
farmers and mills seeking specified cotton varieties, with ginning firms 
acting as the coordinating agenCies. 

These initiatives reflect that at last the textile industry and government 
have awakened to address the problem of cleanliness of Indian cotton, 
but the larger issue of productivity and in turn cost competitiveness 
of the Indian textile industry based on domestiC raw material has not 
been fully addressed in the current initiatives. The government has to 
make a rigorous and affective step to settle issues relating to Bt cotton 
to enable productivity improvements and check Bt cotton market 
susceptibility to spurious materials. As rightly stated, all stakeholders 
in the cotton sector have to pull together to achieve global 
competitiveness 1.e. "globally acceptable quality at globally comparable 
cost". The industry and the cotton production system have to respond 
to such global challenges that will emerge with the phaSing out of the 
multi-fibre agreement (MFA) by 2004. 

6.3.4 Kerala Horticulture Development Programme (KHDP) 

The Kerala Horticulture Development Programme (KHDP) can be 
consider.ed as one of the most successful agriculture development 
projects in the country. The programme has helped nearly 41,000 
vegetable and fruit farmers in Kerala through formation of nearly 1,886 
SHGs spread over seven districts. The programme interventions have 
resulted in improving the average productivity of vegetable from 8.0 
to 12.8 MT/ha and that of fruits from 12.0 to 17.3 MT/ha. In addition 
to achieving results, which are impressive in terms of statistics, the 
programme has also been successful in introducing new and effective 
interventions. Some of these important concepts/interventions include 
formation of Self Help Groups (SHGs) to organise production of 
vegetables and fruits, 'master farmers' concept to coordinate important 
activities of SHGs, need based training of master farmers and SHG 
members, participatory technology development (PTD) in place of pre­
deSigned institutional research findings, innovative credit package to 
reduce loan defaults and achieve an impressive 90 percent credit 
recovery, office-less extenSion system, and finally establishment of field 
centers (farmers' market) for sale of horticulture produce. 
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As planned. Vegetable and Fruit Promotion Council. Keralam (VFPCK) 
was formed to succeed Kerala Horticulture Development Programme 
(KHDP) after 8 years of operation. The Council took over the field level 
activities of KHDP with effect from April 1. 2001 and the entire activities 
from January 1. 2002. The Council is an organization without profit 
motive. incorporated under Section 25 of the Companies Act 1956. 

The success of KHDP was primarily observed in its ability to develop 
on its own interventions to suit the needs of the participating farmers, 
which were in tune with the local environment. Further. it promoted 
new institutional forms like farmer's market and farmers owned agro­
processing factory. In a nutshell, all the interventions of the 
programme were primarily farmers' focused, farmers~ driven and are 
relatively more accountable to the farmers. Secondly. the success of 
horticulture component (vegetable production) was also POSSible due 
to availability of ready market for locally grown produce as Kerala 
imports 80% of its fresh vegetable requirement from neighbouring 
stsites viz. Tamil Nadu and Kerala. 

Although the concept of farmer's market appears to be relatively 
successful at the moment. but the farmers owned agro-processtng 
factory had its own set of problem and cannot be termed as a success. 
In fact the factory has acquired the status of a reSidual customer 
considering that the farmer loyalty to the factory continues to remain 
low. In addition. the farmers bring pineapple to the factory only when 
prices fall in the nearby markets. Secondly. a few farmers who have 
started cultivating a suitable variety known as 'Kew' have also diverted 
pineapple (Kew) from their captive cultivation for the factory to outside 
market due to better prices. 

A careful analySiS of the reasons for failure of these farmers owned 
factory project reveals serious lapses . which occurred at the project 
planning stage. After haVing established the factory. the Nadukkara Agro 
Processing Company (NAPC) management Is finding it nearly impossible 
to neutralise two major disadvantages. which were ignored at the 
planning stage. viz .• price disadvantage. and the disadvantage of non­
availability of pineapple variety (Kew) suitable for processing and 
exports. The price advantage was absent due to availability of relatively 
higher price for alternative use (for raw/table consumption) and closely 
connected to this was the variety disadvantage because the variety that 
is suitable for table use (Mauritius) is not suitable for processing. The 
efforts of the management to persuade some farmers to SWitch over to 
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processing variety (Kew) through a systematic command area 
development approach is yielding results but taking unduly long time. 
Given a mixed picture of success and failure, one may question the 
sustainabUity of these institutional mechanisms, but for the time being 
KHDP has set an example of building farmers owned institutions 
outside the cooperative sector. 

6.4 Past and Ongoing Initiatives in Vertical Coordination in India 

The vertical linkages in the agricultural commodity market have been 
evolving over a pertod of time, probably at the faster pace in developed 
countries as compare to developing countries. In India the past and 
ongOing initiatives in vertical coordination have resulted in 
simultaneous action in three areas - evolution of commodity and 
location specific linkages between producers and agro industry, 
evolution of supply chain models integratIng technological 
advancements and promotion and regulation of these mechanisms with 
particular reference to contract farming. The commodities which have 
been covered or likely to be covered under such arrangements include 
gherkin. potato. spices. groundnut. passion fruit. citrus. silk. etc .. 
mainly destined for export. The portfolio of commodities. which will 
qualify for contracting and integration. will expand even to main crops 
whenever government withdraws its minimum price support 
programme. Some of the important initiatives of the past and currently 
in progress have been described below: 

6.4.1 Evolution of Commodity and Location Specific Linkages 

The process of evolution of any major and noticeable linkage between 
the producers and agro-industry in India began with the formation of 
Anand Pattern Cooperatives (APC) in early 50·s . The process picked 
up again after a long gap of nearly four decades through public 
interventions and private sector initiatives in early 90·s. soon after 
liberalization of Indian economy. 

6.4.1.1 Anand Pattern Cooperatives (APC) 

The APC model is perhaps best known for the striking successes it 
has achieved in the development of India's dairy industry. The APe was 
the first organizational approach of its kind in agriculture commodity 
sector that attempted development of dairy sector in an integrated 
manner. The APC went on to prove the extent to which modern dairy 
technology and institutions can be utilized to minimize the exploitation , 
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of small milk producers in free but imperfect markets; enhance th ir 
share in consumer rupee and at the same time ensure the all round 
development of a viable and efficient dairy economy (Rao 1990) . Th 
totality of the treatment given to the commodity is evident vertically in 
as much as it encloses the entire gamut of operating interm diate 
between primary producer and final consumer, and horizontally 
umbrella the provision of needed inputs, extension and services. The 
structure of APC model is such that even though base production is 
on a very small scale, the economies of scale for various operations 
are made directly accessible to indiVidual producers, while vertical 
integration on the basis of cooperative ownership ensures that the 
value-added to primary milk is passed on to the primary producers, 
remaining within the agricultural sector, so to say, instead of leaking 
out. The APC seems to lie in "formal cooperation" category on the vertical 
coordination continue suggested by Peterson and Wysocki (1997). 

As per the assessment of National Dairy Development Board (NDDB), 
the Anand Pattern succeeds because it involves people in their own 
development through cooperatives where professionals are accountabl 
to leaders elected by producers. The institutional infrastructure - village 
cooperative, dairy and cattle feed plants, state and national marketing 
- is owned and controlled by farmers . The model was replicated in 
many other states though with lesser success. Through the 26 years 
(1970-96) of Operation Flood, NDDB has facilitated establishment of 
170 Milk Producers' Cooperative Unions in various parts of the country, 
which federate into 15 State Cooperative Milk Marketing Federations . 
Over the years, these federations have created strong and popular 
brands like Amul (Gujarat). Vijaya (AP). Verka (Punjab), Saras 
(Rajasthan), Nandini (Karnataka), and Milma (Kerala). 

6.4.1.2 Small Farmers' Agri-business Consortium (SFAC) 

The other public intervention in promoting vertical coordination was 
made during the budget proposal of 1992 in the name of Small 
Farmers' Agri-business Consortium (SFAC), which became operational 
only by 1994-95. The SFAC was registered as public-private joint 
venture society and has also been declared as a financial institution 
under Reserve Bank of India Act, 1934. The basic objective of SFAC 
was to catalyse agro-industrial growth and pave the way for 
establishment of integrated producers organisations with forward and 
backward linkages. Currently, the SFAC is engaged in diverse activities 
but has not been able to make much impact in creating proposed 
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linkages. It has taken two five-year plans to create SFACs in 15 states. 
The only notable achievement of SFAC has been in the promotion of 
horticulture in North-Eastern states by establishing linkages between 
farmers and food-processing corporates. SFAC has managed to rope 
in Godrej Foods and NAFED for manufacturing and marketing of exotic 
juices - passion fruit seabuckthorn. a wonder berry (energy enhancing 
drink) . However. the agency seems to have performed poorly in terms 
of its promotional and infrastructure development role. 

6.4.1.3 Private Sector Initiatives 

The private sector initiatives started in an organised way with the entry 
of Pepsi Foods Pvt. Ltd . into contract farming of tomato in Punjab in 
1989. The Pepsi model is essentially based on the principle that 
location-specific R&D will drive profit enhancement over the whole 
range of crops. R&D to processing and distribution. are fully integrated 
in the model (FICCI 2002). Beginning with this initiative. liberalisation 
and globalisaUon added further momentum to this process of 
agriculture - industry linkage. When this process was gradually gaining 
momentum, its problems also came to the forefront. The PHD Chamber 
of Commerce and Industry (PHDCCI) has said that the food processing 
industry is suffering in the absence of effective backward linkages with 
small farmers which causes mismatches between product_1on schedule 
of the processing industry and supply of raw material for farmers. The 
study noted that there have been instances where companies have gone 
into contracts with farmers for s'upply of raw material after providing 
them with various inputs like seeds. fertlisers and other technical and 
financial assistance. The study went , on to conclude that the concept 
of 'contract farming' has been successful in isolated cases for products 
such as sugarcane and soybean which do not have much of demand 
outside the processing industry (PHDCCI 1997). Similar views were 
echoed earlier by Datta (1996) while narrating the experiences of 
Brooke Bond Lipton India Limited in contract farming. He stated that 
in times of glut, some factories cannot accept the entire produce, and 
farmers are put to grate hardship . Similarly. companies have little 
recourse when contract farmers sell their produce in the fresh market 
at relatively higher prices. The PHD CCI described that these experiences 
acts as disincentives for the food processing industry to export or to 
even produce for domestic consumption. 

These teething problems including that of market regulation are now 
being addressed by the central and state governments resulting in more 
corporate houses, becoming involved in the contract farming of agricultural 



products to ensure better quality of raw materials and minimize costs. 
Some other contract farming ventures which have come up recently 
include McCain Foods in potato . Pepsi Foods in chilly. peanuts and 
citrus. Hindustan Liver and UB Group for Basmati exports etc. 

6.4.2 Supply Chain Management (SCM) Initiatives 

The SCM concept has received increasing attention as an approach for 
improving vertical coordination and market performance . The SCM is 
also very relevant. with substantial opportunities for improved efficiency 
and performance. if the perspective is from an agricultural commodity 
industry (Rick et. al. 1999). However. the task environment in the 
agricultural commodity sector in India is nearly hostile considering its 
fragmented structure. inadequacy of infrastructure. large number of 
middlemen. and host of rules and regulations. In spite of these 
difficulties. number of innovative and resourceful organizations has 
come forward to intervene in the management of our agricultural supply 
chain. Some of these success stories have been documented by FICCI . 
which observes that partnerships become the prime criteria in supply 
chain management (FICCI 2002). 

6.4.2.1 Tata Rallis 

The Tata Rallis in the process of marketing the key farm inputs. 
including agri-chemicals. peSticides . seeds. fertiliser·s. etc. have 
succeeded in leveraging their . strength to the benefit of farmers and 
other partners. These partners include processors interested in raw 
material procurement for processing and finanCial service institutional 
partner to offer credit on inputs to the farmers as well as funding working 
capital reqUirements. Additionally. Tata Rallis are utilising their core 
strength. i.e. distribution of inputs. to undertake location speCific R&D and 
provision of extension service for the benefit of the farmers (Fig. 6.2). 

Currently there are several projects in operation - wheat and Basmati 
rice at Panipat, Piperia. Athraul1. Hardoi and Shahjanpur and for fruits 
and vegetables at Nashik and Chitradurga. In all these projects. credit 
Is provided by ICICI while the produce is picked up at prevalent rates 
and payment made to farmers up front by Rallis partners such as 
Hindustan Lever Ltd. (HLL). Cargill and Food World . The FICCI 
documents states that it is early yet but the response from the farming 
communities and partners has been encouraging and Rallis has plans 
to rapidly upscale its operations in the coming years. New business 
opportunities are being created. 
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Fig. 6 .2 : Tata Rallis Supply Chain Management Model 

Note: Operating in States where direct p rocurement from farmers is permissible 
under APMC Act 

Source: FICCI. 2002. Policy Paper "Ind ian Ag ricul tur e Unbound: Making Indian 
Agriculture Globally Competitlue" 

6 .4 .2 .2 Cargill India 

Cargill India procures from farmers directly without middlemen. This 
provides the farmers not only an assured marketing outlet but also 
allows them to eliminate fees , commission , brokerage etc. , paid to a 
host of middlemen in the supply chain as it eXisted in the past. The 
system enables the farmer to save almost Rs.BOO/MT of grain merely 
by squeezing out inefficiencies from the system. Coupled with this 
initiative , Cargil1 India is also prepared to fund procurement, storage, 
warehousing and ancillary activity related to grain handling and trading 
operations. The key focus for Cargill India has been on 
disintermediation and intelligent use of financial resources and 
services. This private sector initiative is likely to expand further to 
include farmers from a variety of locations in India and across a broad 
spectrum of food grains, oil seeds and cash crops. 

6.4.2 .3 . ITC e -Choupal 

The e-Choupal model promoted by ITC is specifically designed to overcome 
the unique characteristics of the Indian agriculture. The modeJ tends 
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to resolve the problems that are associated with small and fragmented 
farm holding, weak infrastructure, supply chain intermediaries and 
most importantly due to the lack of quality and real time information. 

As a part of this project, ITC has set up small Internet kiosks at the 
village level to provide farmers real time market and pricing related 
information and highlighting arbitrage opportunity in sales between 
various Mandis. It is also involved in providing information related to 
prices, availability of inputs, weather data and other information related 
to the agricultural sector. These kiosks are manned by local level lead 
farmers called "Sanchalaks" who transmit back to the company, 
information that enables ITC to respond effectively to procurement 
challenges. ITC is also involved in providing online extension services . 
ITC has also tied up with Monsanto and Madhya Pradesh's Seeds 
Corporation for seeds and BASF for fertilizers . 

ITC believes. that their intervention in the supply chain has permitt d 
farmers to increase their realizations on crop sales. from anywhere 
between 10% - 15% in relation to what was realized earlier. Further, 
the company has succeeded in generating saving~ of 3% - 4% of 
procurement cost allowing ITC to incrementally improve its competitive 
position in national and international commodity trade. The model is 
an excellent example of information technology working towards th 
benefit of both farmers and marketer. 

6.4.2.4 Mahindra Shubh Labh Services 

The Mahindra Shubh Labh Services is wholly owned subsidiary of tractor 
major Mahindra and Mahindra. The model provides for services that help 
the farmer to perform the task of farming itself better and to improve 
farm profitability. The major services include supply of all agri inputs. 
provision of farm machinery on rent basis and agriculture extension on 
commercial basis. Mahindra has adopted a hub-and-stoke model in its 
operations so that it can improve its reach across a greater number of 
farmers. The experiment, which began in October 2000, is now working 
in 13 districts across relatively poorer states like Tamil Nadu, Andhra 
Pradesh, Karnataka and Rajasthan. The typical farmer who goes in for 
these services owns 5-10 acres of land. The fees for these services are 
fixed in such a way that it works ·out to 10-20 per cent on the incremental 
profit. The fees have a floating and fix component, the farmer being linked 
to an assured increase in profitability. In addition to these services 
Mahindra Shubh Labh is negotiating with buyers and plan to put farmers 
directly in touch with them, Le., to act in the capacity of market makers 
(ET Series - Rural Economy, 2002). 
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6.4.2.5 MPKGB - HLL Joint Venture 

The MP Government through MP Khadi Gramodyog Board and 
Hindustan Lever Ltd. (HLL) has entered a new era of private-public 
sector partnership. The joint venture has launched a umbrella brand 
"Vindhya Valley" for food products under which HLL will market the 
board's products in the country. It is for the first time that a 
multinational company has developed a food product brand for the 
state government and lent its expertise in the field of marketing strategy, 
product design and development as well as formulation and execution 
of a multi-pronged communication strategy. The joint venture would 
address the problem of self-help groups (SHGs), which are unable to 
market theIr product properly. On the other hand, HLL will be benefited 
by joining hands with the government as it can sell its products in the 
rural market through the network of SHGs. 

6.4.3 Promotion and Regulation Mechanisms 

With vertical integration activities taking a slow but cautious start in Indian 
agriculture, particularly contract farming the government has started 
intervening to promote and regulate these activities. Besides promoting 
directly, the government can facilitate adoption of vertical integration by 
promulgating a model contract farming law that would provide for tripartite 
arrangements between the farmer, the industry and the government. 

Although, the major initiative has come from the private sector, the 
government has also decided to encourage integrated cotton cultivation 
(contract farming) in four projects, one each in Ap, MP, Gujarat and 
OrIssa through state-owned Cotton Corporation of India (CCI). The 
Government of IndIa is also working with state governments to amend 
the Agriculture Produce Marketing Act (APMC Act) to provide freedom 
to the farmer to sell their produce directly to the potential processors. 
Currently, the farmers are required to trade their commodities 
exclusively through the stipulated APMCs and their licensed traders. 
With the amendment to the Act, corporates would find dealing with the 
farmer much easier than what exists today. The states like Karnataka 
and Madhya Pradesh have. already taken a lead in involVing private 
sectors in agri-marketing and made subsequent amendments. 

The State Government of Punjab is proposing to promote Farmer's 
clubs to organIse farmers through a new subsidiary of Punjab Agro 
Industry Corporation (PAIC). This is likely to make farmIng in Punjab 
a planned and systematic affair. The state has gone further to tighten 
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law with regard to contract farming. It is understood that all first-time 
corporate players in the contract farming of basmati, in particular, are 
being asked to provide guarantees to the state government while the 
companies which have already been successfully contracting with 
farmers for several years now, have been exempted from this provision. 
The corporate and bank guarantees are being asked for to ensure that 
these firms finally pay to the farmers what they promised. On the other 
hand, the contracting firms as part of the contract with the government 
have been allowed to blacklist all growers who enter into an informal 
agreement with them but eventually sell in the open market to get a 
better price. With these legislative changes the interest of the industry 
and the farmers will stand protected. This legislation would have to 
be followed by establishing a redressal mechanism to address cases 
of breach of contract or situation demanding resolution of conflicts. 

6.5 Generic Framework: Agriculture - Mark~t Linkage 

The agriculture transformation from 'commoditisation to 
commercialisation' is driven and contributed primarily by increasing 
competition, changing consumer preferences, changes in government 
policy and regulation, R&D and technology transfer. These influences 
are reflected in changes in the structure of agro-industry in terms of 
ownership, financial deployment, technology, economies of scale and 
Similar characteristics. BeSides these changes in the task enVironment, 
the changes are also noticeable in agriculture which might best be 
described as changes in the fundamental business propositions and 
the ways of doing business. 

At broaq r level, effective agriculture-market linkages begins with 
market orientation. In the context of agriculture, market orientation 
can be conSidered as a gUiding philosophy so as to achieve 
responsiveness to market information and market demand. The market 
oriented agriculture should attempt to achieve: 

'. Tactical balance between demand and supply to achieve certain 
degree of price stability and 

• Servicing the market demand in requirement with the preferences 
of end-users to realise benefits of value addition. 

In the current scenariO the production and marketing system remain 
relatively independent from one another with informal sector 
prOViding loose link between the producer and terminal markets. 
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Therefore. the open/spot market mechanism would require more 
effective linkages to achieve tactical balance between demand and 
supply. The other objective of the market orientation requires greater 
alignment across production. processing and distribution value chain. 
Such an alignment should have vertically coordinated production 
system that orients agricultural production to meet the needs of 
specific customer markets . Under such arrangement. the focus is on 
the final product and/or specific product attributes rather than the 
primary commodity. The vertical coordination (varying types/degrees) 
allows a firm to obtain raw materials with specific quality/ 
specifications without getting into another business domain. I.e .. 
farming. Further. in such a vertically coordinated system the 
production steps have to be necessarily interdependent. The farmer 
becomes a part of a larger food production system and produces 
according to the market demand . Such interdependencies become 
more relevant in cases where the end-use markets have very specific 
raw material/product requirements . 

Based on the linkage structure described above. findings of the 
indiVidual case studies covered as a part of this larger study. analysis 
of past and current initiatives in vertical coordination in India and 
empirical research done elsewhere. a generic framework of agriculture­
industry linkage was hypothesized for the study. With the incorporation 
of findings of the case studies as and when available. the focus of the 
proposed generic framework was enlarged to agriculture-market linkage 
with agriculture-industry linkage as a subset of this larger system (Fig. 6.3). 

All attempts have been made to ensure that the proposed generic 
framework does consider the ground realities of Indian agriculture. 
structure of agricultural produce markets and consumption patterns. 
The agriculture which is characterised by smallholdings and 
inadequacies in the quality of crop husbandry at the farm level, 
dominance of trade in agricultural produce marketing and relatively 
rigid affinity to native foods at the household level. All the above inputs 
enabled identification of three important core processes. which seem 
to be critical in establishing effective agriculture-market linkages. These 
processes are: 

• 

• 

• 

Building effective backward linkages. 

Conduct and performance of markets and marketing institUtions. 
and 

Demand generation through value addition. 

146 



Demand GeneraUon through Value Addllio'1 
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Fig. 6.3: Generic Framework Towards Establishing Effective 
Agriculture-Market Linkage in Indian Context 

Any attempt to improve interdependency of agriculture with industry/market 
will be determined by the success and failure of these processes with due 
consideration to the externalities which will influence these processes. 

The generic framework depicts three categorise of marketing 
institutions, which are likely to link agriculture with the markel system, 
viz., informal to formal producers organisations including coop ratives, 
private and public sector institutions and lastly, informal ector consisting 
of various functionaries involved in commodity trade . Tht>se institutional 
mechanisms differ in the ways in which they link themselves to the 
production system and interact with the markets. As far as the intra 
institutional interactions are concerned the private sector largely depends 
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on informal sector marketing institutions and to a lesser degree on 
cooperatives. This was evident from case studies on cotton and chicory. 
On the other hand, the cooperatives also end up in becoming raw material 
suppliers to the private sector, but rarely act as buyers of raw materials 
from informal/private sector. The case studies and other empirical 
evidences suggest that these market institutional mechanisms achieve 
increasing degree of integration with production systems, as one move 
from informal sector to cooperative coordination. The agriculture-market 
integration gradient depicted in the framework , parallels with the 
continuum wherein coordinating mechanisms move from completely 
external (spot markets) to internal control (formal cooperation) and 
finally to vertical integration (Peterson, 1997). 

In terms of analysis the processes of 'building effective backward linkages' 
and 'conduct and performance of marketing institutions' has been 
adequately covered in this study. However, the process of 'demand 
generation through value addition' has been partly conceptualised based 
on the findings of this study and part of it comes through empirical 
s tudies done in the past and also by hypothesiSing a role for agriculture 
in the total economy. Similarly, 'informal sector ' as institutional 
mechanism has received lesser attention considering the scope of this 
study in its first phase and availability of vast literature on the subject. 
The discussion with regard to criticality of each 'process' and 'institutional 
mechanism' in tightening agriculture market linkage along with 
implementation issues involved is presented in the following section. 

6.5.1 Building Effective Backward Linkages - Evaluating 
Alternatives 

An effiCient backward integration of industry with agriculture should 
lead to globally competitive production system in terms of cost and 
quality. In this context, a review of the on-gOing initiatives in agricultural 
coordination mechanisms suggest that interests in vertical coordination, 
especially in contract farming is on the rise in the country. Resultantly, 
an impression is being created that contract farming type of 
coordination may resolve many problems of Indian agriculture. The 
learnings from the in-depth analysis of four case studies, which were 
part of this study, do not fully substantiate these impressions. There 
are some potential issues that beg for more detailed and thorough 
analysis to substantiate or negate these impressions. Some of the 
critical issues to consider to evaluate wh~ther a backward linkage 
mechanism will work or not are: -
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• 

• 

• 

Do we know the impact of vertical coordination on producers? 

How do returns for producers in those crops and livestock compare 
with less coordinated sector or compare within these commodities 
before and after coordination? 

Who will control the vertically linked production system and benefit 
from higher margins? 

Our broad understanding that increasing degree of integration with 
production systems increases, as one move from informal sector to 
cooperative coordination do not provide satisfactory answers to all the 
questions raised above. Therefore, the core processes have been evaluated 
with respect to each marketing institutional mechanism to find answers 
to the questions raised above. identify critical issues and future areas of 
research with respect to establishing sustainable backward linkages. 

6.5.1.1 Vertical Coordination through Cooperatives/Farmers' 
Institutions 

In fact the advantages of collective bargaining were known as far back as 
1928. when the Royal commission on agriculture stated. "group marketing 
must be more efficient. than marketing by individuals. especially in 
conditions such as those exist in India, where the individual is a small 
unit" (Jain . 92). The Reserve Bank of India gave institutional definition 
of cooperative marketing and defines a cooperative marketing society as 
"an association of cultivators, formed primarily for the purpose of helping 
the members to market their produce, more profitably than possible 
through private trade". At conceptual level. a very convincing argument 
was made by Alderson (1965) in the context of organized behaviour system 
which states that "In an organized behaviour system the organizing 
element is the expectation of the members that they as members of 
the system will achieve a surplus beyond what they could attain 
through individual and independent action". Secondly, collective action 
will generate economies of scale to a level that will allow producers to 
capture additional value from the commodity or product the farmers are 
producing. The presumption is that by moving up the value chain. the 
producers will be able to capture additional value from the subsequent 
stages of the value chain. 

The key elements for success of coordination effort in fruit cooperatives 
of South Gujarat was due to strong relationship and trust with their 
membership which has been built over years through effective 
marketing support. services support and transparency of the exchange 
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process. The trust building is necessary considering that the control 
in cooperatives is decentralized amongst the membership and the 
ownership parties still maintain a separate identity that allows them 
to walk away from the exchange if they so desire (Peterson, 1997). It 
was observed that the performance of cooperative effort could improve 
further through strengthening their interface with markets and also in 
organizing production at the level of membership to improve economies 
of scale of their market offerings . Although this case study identifies 
factors, which are critical to the success of cooperative coordination, 
but the fact cannot be denied that with few exceptions many 
cooperatives have performed far below their potential. The selective 
success of AMUL and few other cooperatives including fruit 
cooperatives in South Gujarat suggests that cooperative coordination 
succeeds better than all other forms of vertical coordination provided 
the conditions for its success are established and maintained. 

An analysis by Vaswani and Vyas (2003) suggests that the marketing 
cooperatives have failed to capitalize on their 'cooperative advantage' 
which comes to them on the strength of their local origins and has been 
defined to have two important dimensions- one of trustworthiness and 
reliability and the other of 'organising exchange' of agriculture produce 
on behalf of its membership. The analysis further suggests that in order 
to offer higher levels of co-operative advantage, which is unique to co­
operatives, the marketing co-operatives have to undergo conSiderable 
'member orientation' and establish unique 'competitive advantage' 
through 'organised exchange' with its membership rather than mere 
'exchange' of agriculture produce. 

The other case study covered a newly emerged informal producers' 
organisational structure consisting of SHGs at the grass root level. The 
organisation known as Vegetable and Fruit Promotion Council, Keralam 
(VFPCK) is owned and managed by the producers (earlier known as 
Kerala Horticulture Development Programme, KHDP) . It is registered 
as a Company incorporated under Section 25 of The Companies Act 
1956 was found to be the most appropriate one for a developmental 
organization without commercial motive. The critical factors which 
made KHDP's 'farmer market model' to succeed on such a large scale 
(40.958 vegetable and fruit farmers organized in 1886 SHGs) was to 
do with its radically new interventions in terms of organizing SHGs, 
credit delivery, research and extension and marketing of horticulture 
produce. Its successor organization VFPCK is too new to predict its 
success In future. However, the KHDP experiment has provided a new 
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model for organizing producers (Vaswani and Reddy, 2000). The study 
also observed that similar success could not be achieved in organizing 
producers for fruit processing due to prevailing market conditions and 
lack of supply of sUitable raw material. This model described as 'farmer 
factory model' in this study proved to be a case of KHDP entry and 
investment into an unattractive business. The corrections made in the 
process of implementation are likely to succeed in the longer time frame 
than originally planned. 

6.5.1.2 Vertical Coordination - Private/Public Sector Marketing 
Institutions 

In terms of overall approach, the private/public sector initiatives in 
establishing backward linkages with agriculture can be categorized into 
- contract farming and supply chain management. The implications 
both these approaches have been discussed below: 

Contract Farming 

The analysis of case study on 'production contract in chicory' identified 
few problem areas and impact it has created on the dynamics of chicory 
market. It was observed that in the process of helping their membership, 
the cooperatives lost their competitive ability and ultimately withdrew from 
the market in late 90s. The farmers engaged in contract farming at the 
time of study were satisfied while non-contract respondents who have given 
up contract farming reported it as an unsatisfying experience. 

In the context of suitability of contract farming as an approach, an FAO 
study based on emerging trends in many parts of Asia revealed that 
farmers and agribusinesses are linking up in mutually beneficial 
contracting arrangements that offer producers lower market risk and 
greater access to inputs, financing and ensure for the processors a 
guaranteed supply of farm produce (FAO, 1998) . Later, Eaton and 
Shepherd (2001) prepared an FAO gUide on "Contract Farming: 
Partnerships for Growth" which observed that contract farming approach 
is widely used not only for tree and other cash crops but, interestingly for 
fruits and vegetables, poultry, pigs , dairy produce and even prawns and 
fish. The gUide observed that contract farming Is characterized by its 
"enormous diversity" and is becoming an increaSingly important aspect 
of agribusiness, whether the products are purchased by multinationals, 
smaller companies, government agencies, farmer cooperatives or individual 
entrepreneurs . Interestingly, the guide cautions that contract farming is 
not a development model but a commercial one and should not be tried 
by aid donors, governments and non-governmental organizations. 
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The contract farming also brings its own negative impact due to profit 
maximization approach of the firms and that too in the short term. This 
approach combine with market power or unequal bargaining power in 
the contract makes it an unattractive proposition for the farmer. Even in 
case of chicory. the unsatisfying experience of farmers was due to low price 
offer and transactional problems with the contracting firms. The 
opportunistic behaviour of frrms particularly HLL was eVident from its 
contract pricing policy and lack of concern to improve the declining 
profitability of chicory based cropping systems and thereby sustainability 
of the contract farming with existing farmers. In fact. the HLL has already 
shifted part of its chicory contract farming command area to Uttar Pradesh 
thus deserting the farmers who have supported HLL for more than three 
decades. A study by the United States Agency for International 
Development (USAID) observed that firms do not care as they tend to move 
on to new growers and lands after exhausting the potential of the total 
resources or when productivity declines for some other reason. 

Similar observations were made by Singh (2002) while studying the 
contract farming practices of three corporates (Pepsi Foods. Hindustan 
Lever Ltd .. & NiiJer Agro Foods Ltd .. in the Indian Punjab that contracting 
has initially led to higher incomes for the farmers and more labour 
employment but it has not been a smooth sailing for firms . Further. the 
contract farming is unlikely to be sustained due to lack of trust between 
firms and farmers and tendencies towards agribusiness normalisation and 
monopolisation by firms. The study findings also suggest that contract 
system of local firm (NiiJer Foods) is able to relate better to the growers 
due to its local origins. He inferred that agribusine s firms prefer to deal 
with relatively large producers and their contracts are biased against the 
farmer and perpetuate the existing problems of the farm sector such as 
high chemical input intensity and social differentiation. McDonald and 
Denbaly ( ..... ) while analyzing concentration in agribusiness in US 
observed increasing usage of contracts as a method of market exchange. 
However. only 16 per cent of small farms had contracts as against 
nearly two thirds in case of very large farms. They opined that in 
addition to a variety of benefits. But reliance on contracting may also 
introduce new costs. particularly in concentrated markets with only a 
few buyers. The buyers may use contracts as a tool of price 
discrimination and may be able to manipulate thin cash market prices. 
which frequently form the basis for contract settlements. In short. 
contracts combined with buyer concentration allows buyers to exploit 
market power - either through lower prices that- farmers receive for 
their products or raise the costs they pay for inputs. 
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Some of the studies have also highlighted problems relating to 
inconsistent farmers' response and need for regulation. Subrahmanyam 
(2000) while reporting the findings of two case studies on contract 
farming in gherkins and tomatoes near Bangalore by Hindustan Lever 
Limited (Kissan) and Sterling Agro-product Processing Private Ltd., 
respectively observed that the supply of inputs under these 
arrangements helps to prevent the drop out of farmers due to crop 
failures. but real benefits of savings in transport cost and commission 
charges have not accrued as the produce is not picked up at the fields 
by the processing firms. Though there is no fresh markets for gherkins, 
the industry still faces the problem of Red farmers (who fail to supply 
the produce after receiving inputs from the firm). Epur (1999) observ d 
that given the socio-economic 'reality in Indian villages, the only viabl 
system is to have Vibrant, interactive. reliable contract farming. Th s 
observations follow experience of VST Natural Product Ltd., with 
contract farming in gherkins which brought out the need for legal and 
other changes to make the contract farming system effective and viable 
so that companies develop greater faith and trust in its utility. 

In order to resolve the negative impacts of the contract farming, the 
involvement of a 'third party' whether governmental. NGO or private sector 
- was also considered important in identifying buyers and farmers and 
helping them to ensure "fair and enforceable" agreements (FAO, 1998). 
In addition, farmers need to be organized into groups or cooperatives that 
can use economies of scale in bargaining. coordinating supply and 
accessing credit and other support-services, Resource poor farmers. 
particularly. need support in organizing producer groups in order to 
increase their negotiating power and benefit from the increasing 
commercialisation of agriculture. Singh (2002). based on Punjab's 
experience in contract farming suggested that for making contract-farming 
system successful. organisational innovations (like bargaining cooperatives 
in US and Japan) are needed to negotiate equitable contracts. 

Considering the fact that even in developed 'countries contract farming 
introduces new costs. the arguments of "third party" or "bargaining co­
operatives" as institutional mechanisms to protect the interest of small 
farmers seems to be quite valid . Therefore. formal or informal group 
of producers organized around a common purpose will be in a much 
better position to align themselves with the markets and industry. The 
KHDP case study highlighted that producers' alliances as SHGs were 
able to generate economies of scale in production . pool finanCial 
resources, establish farmers own markets and generated resources and 
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information for member benefit. The other case studies also suggest 
that existing formal grass-root institutional mechanisms like Village 
cooperatives have contributed in building effective backward linkages. 
The formation of grassroots institutional mechanisms like Self Help 
Groups (SHGs) or Common Interest Groups (CIGs), farmers 
associations, farmers club or any other type of farmers institution need 
to be formed to enhance the probability of success of establishing 
effective backward linkages. In the background of these arguments, the 
organization of formal or informal farmers institutions at the grassroots 
level has been suggested and included in the generic framework 
(Fig.6.2) . The need for such a structural change acquires relevance and 
urgency considering reports that several corp orates are increasingly 
becoming involved in the contract farming of agri-products to ensure 
better quality and minimize cost. 

Supply Chain Management 

On the vertical coordination continuum, supply chain oriented 
procurement models can be described as strategiC alliances, wherein 
firms involved share risks and benefits emanating from mutually 
identified objectives. In strategiC alliance coordination arises from 
mutual control and in a way they represent a "no man's land" between 
external and internal control over coordination. The partners agree to 
work closely together and thus must find some means to resolve 
internal differences and concerns (Peterson , 1977), In fact, the supply 
chain structure and approach begins with a different premise than 
traditionally used in most approaches to managing agriculture market 
linkage - the focus i.s on the function performed, not on the nrm or 
the economic agents that perform it. A supply chain increases the 
interdependence among the various stages in the food chain by using 
strategiC alliances, networks and other governance structures to 
improve logistics, product flow, and information flow (Boehlje . .. ). While 
supporting this view Dial (1996) observed that bUSiness model in 21 Sl 

century will be 'virtually integrated' . Such model for agriculture would 
tie together independent enterprises - the seed firm, the farmer, the 
processor, the distribution network and the retailer. The model would 
allow each player, to retain its autonomy, independence and ability to 
adapt quickly to new market demands. 

In our case study on "Procurement of Cotton", Arvind Mills has entered 
into a supply chain arrangement resulting in strategiC alliance between 
the textile mill and few select ginning and processing units. 
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Unfortunately. the farmers were kept out of this arrangem nt and G&P 
units were free to buy raw cotton from farmers or market yards. It is 
well-known that such arrangement have deprived farmers of crucial 
services like improved seed. credit. extension and marketing resulting 
in loss of economic viability of cotton production at farm level. In this 
context. the new models structured on partnership and tighter linkages 
between farmer-input supplier-the financer and output buy r is a 
change in the right direction. 

The simplest model of Mahindra Shubh Labh Services attempts to 
provide services that help to improve farm profitability. The Tata Rallis 
initiative with credit institutions like NABARD/ICICI and marketing 
firms like HLL/Food world has been taken to leverage their strengths 
In farm inputs to bring larger benefits to the farmers. Similarly. ITC 
e-Choupal w1ll add much needed efficacy to the supply chain and h Ip 
farmers to increase their market realization . The e-Choupal provides 
an alternative route to mandi. without the compulsion of elling his 
produce to the corporate at a pre-determined price (ETIG. 2003). A 
quick evaluation done by IRMA on e-Choupal revealed that farmers hav 
been benefited in terms of better price for soyabean. lower tran action 
cost and transparency of marketing operations. Interestingly. the 
traditional middlemen who lost their grip on the market are trying to 
counter ITC success through liberal credit. marginally higher price and 
greater transparency in pricing and weighing of soybeans (Gupta. 2003). 
However. these alternatives to improve vertical coordinalion through 
supply chain management do not elimin ate the need for formal or 
informal farmer groups/organization at the grassroot I vel. 

6.5.1.3 Agriculture-Market Linkages through Informal Sector 
Marketing Institutions 

The commodity trade is mainly in the hands of private enterprise. 
commonly known as informal sector. which handles about 80 per cent 
of the marketed surplus of agricultural products in India (ETIG. 2003). 
A conS id erab le research has been done and corresponding 
generalization have been drawn on the performance of informal sector 
in marketing of agriculture produce. However. a deta iled analysis of 
this sector was not in the scope of this study. but. the findings of this 
study strongly pOints out towards the need for radical reforms in the 
existing regulate('l market system so as to improve conduct of informal 
sector marketing institutions. In fact. it has already been documented 
that the nature and structure of commodity trade presently gives rise 
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to a set of typical problems which can be summarized to "too many 
intermediaries, too little value addition". The effect of such 
intermediation by informal sector in India's food chain is manifested 
in several ways - one of the effects is a low return to the farmer as a 
percentage of the retail price and the second effect is at the retail end 
- food products actually cost more in India, despite of abundance of 
food. In the end the value addition is just 7 per cent from the farm 
gate and the farmer gets just about 20-30 per cent of the retail value 
of the food (ETIG, 2003). Similarly, the studies done by Directorate of 
Marketing and Inspection (DMI). GOI reveal that costs and margins 
account for 30 to 35 per cent of consumer's price in foodgrains, 45 to 
55 per cent in fruits and vegetables and 12 to 36 per cent in oilseed 
crops. The results further reveal that the costs were higher when 
farmers adopted private channels in marketing of surplus produce 
compared to the institutional channels (Acharya, 2003). The market 
regulation which extends to 7,161 regulated markets in the country 
covers two aspects of marketing - development and extension of the 
marketing network and actual regulation of the conduct of markets has 
not been fully effective. 

The need to strengthen the regulated market system arises from 
changing nature of linkages between agriculture and markets. In 
traditional agriculture, the different steps in production system 
remained relatively independent of each other because the markets were 
supply driven. In the emerging scenario changes in production no 
longer drive the market. Therefore, it is necessary to facilitate and even 
influence farmers decisions with regard to farm production and help 
them to manage their risk inherently volatile markets. It has been 
observed that better information flow on market price along with easy 
market access can bring in much desired market orientation of the 
production system. The farmer response to such an effort can only be 
gradual considering limitations of small farmers in changing their 
cropping pattern in the short term. What makes this flow difficult are 
the beliefs of traders who conSiders information sharing unpalatable 
with the fear that they may loose their market power. Therefore, 
ensuring fair price to independent farmer in the existing decentralised 
and regulated market system remains a challenging task. 

The spot markets that lack substantial competition (buying and selling) 
are vulnerable to price distortions and manipulations. It is because, 
the fundamental issue is 'competition' and more so 'price competition', 
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which means a 'large number of buyers and sellers' (Helmuth 1999). 
In other words. price discovery mechanisms (spot markets) have to be 
strengthened so that markets are able to discover and pay fair price 
to the farmers. The Government need to examine its policies and 
regulations with a view to strengthen the marketing network and ensur 
that prices are being determined on a competitive basiS and markets 
are not being manipulated. Some of the important areas in which open 
market system need to improve on priority basis are (Thompson and 
Sonka, 1997; Coffey, 1999) : 

• 

• 

• 

• 

Strengthen dissemination of market information particularly pric 
information to improve effiCiency of agricultural markets through 
reduction in transactions cost and market thinness 

Developing methods to objectively, accurately, and effiCiently 
determine the qualities and values of commodities . 

Develop monitoring system to make sure that prices are being 
determined on a competitive basis and the markets are not being 
manipulated . Design policy gUidelines to make markets more 
competitive. 

Create ways that producers can retain ownership and capture more 
of the value added' and not be relegated to receiving the generic 
farm gate average price 

As revealed in our case studies, the textile and coffee industry showed 
tendencies to by-pass open markets and restrict competition by 
establishing linkages with the primary processors . These linkages 
faCilitated manufacturers and processors to pass on their price 
uncertainty on to the farmers. As a part of marketing reforms such 
tendenCies of firms need to be curbed by overhauling the regulated 
marketing system in terms of monopolistiC and restrictive practices that 
prevent free and competitive trade in agriculture produce. Secondly. 
in terms of institUtional interventions. collective action through informal 
institutions (SHGs/Farmers' Associations) at grassroot level needs to 
be promoted to improve upon the negotiating power of the farmer in 
the marketplace. 

6.5.1.4 Promoting Vertical Coordination 

The case study on procurement of cotton revealed a typical setting 
wherein the end-use industry, Le .. textiles is competitive globally and 
surprisingly has not made much of an attempt to make domestic raw 

157 



material production equally competitive. The textile industry has used 
its market power to pressure the primary processors (ginning and 
pressing units) to make investments in modernizing their units and 
make raw material available to them at a globally competitive price and 
quality. The management of primary processor - farmer interface has 
been left to the primary processor who seems to have passed on his 
price uncertainty onto the producer resulting in lack of investment in 
quality improvement at the farm level. The declining viability of cotton 
production is clearly evident in decline in national cotton production 
to a new low during the year 2002-03. The experts connected with the 
production system allege that the textile industry is not doing enough 
to improve quality at the farm level. On the other hand, the industry 
feels that it has little option but to source quality raw material at 
globally competitive price. As a result we have uncompetitive production 
system and independent supply chain instead of a highly integrated 
supply chain. 

The Government of India promoted a scheme of integrating cotton 
cultivation [contract farming in cotton under technology mission of 
cotton (TMC)] to enable the textile industry to obtain the desired quality 
of cotton at globally competitive prices . The programme will be 
managed by state owned Cotton Corporation of India (CCI) as the nodal 
agency in AP. MP. Gujarat and Orissa. This public intervention is in 
line with the understanding that the competitiveness of the industry is 
dependent on both the competitiveness of the individual firms and the 
nature of linkages between firms along the value chain . It is high time 
that the textile industry embarks upon a path leading to greater vertical 
coordination via supply chain oriented procurement model. The 
Government and industry should also make efforts to identify such 
problem sectors and sub-sectors where vertical coordination needs to 
be promoted for improving gains to the industry and agriculture. 

The Punjab Government has been front runner in promoting agriculture 
- market linkage. The state is seeking the cooperation of the world's leading 
technology providers as well as top Indian and foreign companies, as one 
of the offiCials put it bluntly "With the inherent deficiencies of all _ 
bureaucracies, we can no longer rely on government agronomists, scientists 
and other departments. The state government must now start acting as a 
facilitator and catalyst in a series of joint ventures and encourage any 
enterprise that revltalises agriculture in the state." (Baig. 2003) 
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6.5.2 Conduct and Performance of Market and Marketing 
Institutions 

As facilitators in the process of moving goods and ervices from produc rs 
to consumers, market and marketing institutions play an important role 
in determining the efficacy of value addition , marketing and distribution 
processes. The efficiency of markets and marketing institutions has far 
greater implications for the future of agriculture than one can imagine 
(Coffey, 1999). Firstly, the producer should have access to comp tltive 
market prices which can only happen when the state puts all its efforts in 
strengthening the competitive marketing system. At the same time, the 
marketing institutions need to maximise efficiency and transparency in 
transactions with the producers and also share of retail/consumer pri e 
accruing to the farmer. The ideal system as described by Dial (1996) 
suggests that 'I win, you lose' adversial supply chain is not the key to 
profitability and business model that will evolve in 21 S l century will b 
one that is 'virtually integrated' . Such model for agriculture would tie 
together independent enterprises - the seed firm. the farmer, the processor, 
the distribution network and the retaller. The model would allow each 
player, to retain its autonomy, independence and ability to adapt quickly 
to new market demands. The price the consumer pays for the final product 
would be divided among the players based on the value of their respective 
component part - a win-win situation for everyone. 

Within these broad objectives, the speCific issues which need to be 
resolved include i) efficacy of contract vs. spot markets and how their 
co-existence can improve the overall efficiency of markets and iI) to 
maximise efficiency and transparency of marketing institutions in their 
transactions with the producers. The relevant dimensions regarding 
both the issues are discussed below: 

6.5.2.1 Open Market vs. Vertical Coordination 

Number of studies from developed countries indicate that as the 
practice of contract selling increases, the efficacy of centralised spot 
or auction markets to discover fair price will decline . In addition, the 
firms can also use their market power to manipulate cash market 
prices, which frequently form the basiS for negotiating contract price . 
For instance, the chicory production contract case study showed that 
opportunities did exist for price manipulation when contract prices are 
linked to spot market prices. 
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The scale of operations through contract farming is not too large to be 
a cause of immediate concern. However. this caution is being raised 
considering the experience of other nations who have already gone 
through the cycle of open markets to integration of varying magnitude . 
These experiences suggest that the neglect of 'market system' by forcing 
agrIculture Into contracts and integration can lead to pricing 
inefficiencies particularly at local/regional level. The viewpoint further 
suggests that industrialisation of agriculture is not inevitable nor is 
inherently more efficient than one based upon independent producers 
and an open and decentralised market system (Coffey. 1999). Under 
these circumstances. government should constantly strive to strengthen 
price discovery mechanisms (spot markets) to be able to discover fair 
price and provide an efficient benchmark for farmers to negotiate price 
under any contract farming arrangement. 

6.5.2.2 Conduct and Performance of Marketing Institutions 

As indicated earlier. the marketing institutions need to maximise 
efficiency and transparency in transactions with the producers and also 
share of retail/consumer price accruing to the farmer. The case study 
of fruit cooperatives in South Gujarat suggests that cooperative 
marketing institutions seems to have achieved higher level of perfection 
in backward integration resulting in high satisfaction levels amongst 
its membership . However. cooperatives Will have to constantly find new 
ways and means to improve upon their marketing capability to contain 
possible discontent in the membership with growing competition and 
ability of the private sector to offer matching benefits. The other case 
study relating to KHDP has proved that it is possible to create new 
models of informal and independent farmers' institutions (other than 
promoted by state) to benefit small farmers typical to Indian 
agriculture. This farmer driven model could make need based 
interventions to resolve organizational problems and also the problems 
encountered by in carrying their produce from farm to market. 

On the other hand. the case study on chicory contract farming revealed 
that HLL gave a go-bye to its own lessons as highlighted by Datta (1996) 
while sharing Brook Bond Lipton India Ltd. (Now HLL) experiences in 
building linkages with agriculture. The five important lessons learned 
by HLL were: 

• 

• 

Demonstrate new technologies continuously to initiate Change . 

Establish exacting quality standards right from incp.ption of the 
rela tionshi p. 
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• 

• 

• 

Incorporate a range of relevant inputs, and not just raw material, 
through a combination of technology, service and networking, 

Invest in building farmer's trust through mutuality of benefits, and 

Upfront investment in processing is the surest way of reassuring 
farmers the company's commitment. 

Similarly, the case study on 'Cotton Procurement' clearly brought out 
the opportunistic behaviour of manufacturers and primary processors 
(G&P units) in keeping farmer out of their supply chain arrangements 
and pass on the entire price uncertainty/risk onto the farmer. Th 
alternative route of closely working with farmers to improve 
productivity and quality of cotton and make production system globally 
competitive was not thought off nor put to practice . 

The observations made with regard to conduct of marketing institutions 
clearly suggests that we are still in 'I win, you lose' situation at least when 
it comes to agriculture-market linkages through private sector marketing 
institutions. However, the conduct of all types of marketing institutions 
should proceed in the direction described by Dial (1996) wherein "The 
price the consumer pays for the final product would be divided among 
the players based on the value of their respective component part - a 
win-win situation for everyone". However, the learnings from the case 
studies suggest that this can be achieved through multiple interventions, 
viz., market regulation, promoting informal or formal farm ers' 
institutions at grassroots and transparent price discovery mechanisms 
in spot markets. It is suggested that price discovery mechanisms can be 
improved further through establishment of futures market which will 
encourage more private trade and generate relatively stable price signals 
for spot markets to indirectly benefit small farmers. 

6.5.3 Demand Generation through Value Addition 

The most common observation repeatedly made with regard to value 
addition of agriculture produce in India is about its higher rank in total 
production of many commodity groups as compared to other countries 
but its lower rank in terms of the proportion of produce commercially 
processed, e.g. , only less than 2 per cent of fruits and vegetables production 
is commercially processed in contrast to 30 per cent in Thailand, 70 per 
cent in Brazil and the US, 78 per cent in Philippines and 83 per cent in 
Malaysia (FrCCr, 2002). The Flccr document also states that 'In India it 
is a truly astounding case of neglect, where the value addition to food 
production is only 7 per cent compared to as much as 23 per cent in 
China, 45 per cent in the Philippines or 188 per cent in the UK. 
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The expert opinion indicates that some of the factors like low per capita 
income and low savings rate of the population and low growth of these 
economic factors are constraints. Add to these woes, centuries of tradition 
and culture with firm affinity native foods and a host of restrictive and 
punitive food legislation is hampering whatever little innovative ability and 
initiatives left with the food industry (Potty, 2003). This view point is 
supported by other service which point out that the main hindrances in 
promoting value added products in India is the fact that Indian tastes have 
not changed significantly to create demand for new products. Therefore, 
upward movement of the agricultural produce in the value chain will be 
gradual and has to be carefully guided. The 250 million strong middle 
class of dual income nuclear families in the country with high disposable 
income holds the key to the future of the food market. 

The range of products which dominate the food industry landscape in 
the country include edible oils, white .sugar, tea and coffee, marine 
products. wheat products and dairy products. Though the market for 
processed and packaged foods is of the size of. US$21.43 billion, a 
closer look will reveal that larger volume business is based wither on 
foods with minimum value addition or exports (Potty, 2003). While 
stating that the structure of Indian food markets consists of processed 
foods at 6 per cent, Semi-processed 16 percent and nearly 78 per cent 
as unprocessed, it was pOinted out that there is a big opportunity to 
grow processed foods which are still a very small proportion of the 
overall largely commoditised food market (Bagga, 2003). 

The above observations clearly state the need for more and appropriate 
value addition to generate demand for products manufactured by food 
industry. The other problem lies in the narrow definition of value 
addition that is generally understood in terms of value addition through 
transformation of commodities into products. However, in agriculture, 
the opportunities for value addition exists both at the level of marketing 
and/or through agricultural raw materials. Therefore. it is necessary 
to understand better the possible scope of value addition and processes 
through which such value addition can be achieved. 

The marketing route will be primarily based on a set of marketing 
practices applicable to many other products provided the products meet 
the basic needs of good taste variety (easier to purchase. prepare and 
eat) and affordability. Lately. nutrition and -safety have also become 
important consumer concerns. Although not much work has been done 
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on value addition in this study, but, market trends and analysis suggests 
that the process of value addition in agriculture can be broad based to 
cover all forms of value addition including branding commodities. 
primary processing and manufacturing highly differentiated products. 
Further, the efficacy of any value addition process should become an 
integral part of this process as judged by its capacity to generate demand. 
This process can be well illustrated in the efforts of a Assam Tea 
Company which is attempting to decommoditise tea in a bid to add value. 
The company claims that it is "recreating and redefining markets in the 
value addition space" through "white tea". a totally new product. Secondly, 
the company has established tea bars, which offer range of teas in new 
formats including tea for children spiked with fruit juices and dollops 
of ice-cream toppings. As per the company claims. these new tea formats 
has resulted in a wider bandwidth of consumers. 

The other dimension of value addition through production of 
differentiated raw material will become important with increase in 
productivity and production of staple foods and declining concerns for 
food security. In the changed circumstances, the process of diversification 
will have greater chance to succeed provided agriculture produces raw 
materials for a much broader set of industries which in turn can facilitate 
manufacture and consumption of more and more consumer and 
environmental friendly products. In other words. the differentiated raw 
materials (on the basis of nutritional value or chemical composition) wi]] 
facilitate development of differentiated products. 

Traditionally, agriculture has been a raw material supplier, primarily 
for the food and to some extent to the fibre and textile industry. In 
order to substantially expand the role of agriculture in the overall 
economy, the use of agricultural products as raw material should 
expand to new sectors of economy. This will require investments in 
R&D particularly bio-technology which can bring in radical expansion 
in potential uses for agricultural raw materials, e.g., agri-biomass to 
bio-fuel, jute as geo-textile, etc. Further opportunities in this direction 
can be explored objectively by segmenting the markets for agricultural 
raw materials on the basiS of their end-use Table 6.1 

The use of end-use criteria, six segments in two major categories seems 
to emerge, viz., household, institutional (engaged in ready-io-serve/ 
ready-to-eat segment). agro-exports in high-moderate growth category 
while food processing, industrial and feed and fodder in moderate-low 
market growth category. The analysis shows that each of the segment 
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Table 6 .1: Identifying Opportunities for Agricultural Raw Materials 
through Market Segmentation 

High - Moderate 
Market Growth 

Household 

Institutional 

Export 

Moderate-Low 
Market Growth 

Food processing 

Industrial 

Feed & Fodder 

presents an opportunity of its own as already happening in health and 
pharmaceutical products (industrial segment). This approach will facilitate 
diversification of agriculture to improve its capacity to produce raw 
materials/products With specific attributes for unique end-use markets and 
in turn trigger the process of "demand generation through value addition" . 
The challenge lies in shifting stable or slow growing segments into growth 
segments through indentification of unique opportunities. 

6 .6 Issues and Inferences 

The changing task environment is leading to change in priorities of 
Indian agriculture in the 21"t century. In the emerging scenario, the core 
concern has to shift from 'food security' to 'productivity and diversification'. 
However, national food security will continue to remain a secondary 
concern unUl the problems of 'household level food security', 'nulritional 
ins curity' and 'regional imbalances' are resolved to a satisfactory level. 
In addition, the Indian agriculture Will have to respond to new concerns 
like 'sustainability' and 'consumer preferences' as we step forward to 
create new opportunities for farmers , processors and consumers. It will 
be possible to address these concerns through greater market orientation 
of agriculture, that is, achieVing tactical balance between demand and 
supply on one hand and greater synergy between important agricultural 
SUb-systems, (R&D. extension and markets) on the other hand. In the 
process. adequate care will have to be taken to prevent its adverse 
impact, if any, on employment generation and food security. The 
interface between agriculture - markets need to be streamlined further 
through interventions like dissemination of market information , 
promoting comp tition and transparency in· agricultural produce 
markets and establishing linkages with agro-processing sector. 

The transformation of Indian agriculture on these lines has already 
begun, though it is silll at nascent stage. A number of initiatives have 
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already been taken on selective basis to achieve vertical coordination 
between agriculture and industry. These arrangements primarily 
include contract farming and supply chain management in v'lrying 
configurations through strategic alliances. The farm rs owned and 
managed organisational arrangement includes informal stru tur s lik 
SHGs and higher order vertical coordination through cooperatives. The 
case studies observe that agriculture-market linkage through open 
markets. which represents the most prevalent form of linkage in India, 
needs reforms to overcome monopolistic and restrictive practices so 
as to allow free and competitive trade in agriculture produce . 

With these considerations and other realities of Indian agriculture like 
smallholdings and inadequacies in quality of crop husbandry and 
relatively rigid food consumption patterns. a generic framework for 
agriculture market linkage was hypothesised. The framework identifies 
three important core processes, which seem to be critical in 
establishing effective agriculture market lin]{ages . These processes are 
i) building effective backward linkages. ii) conduct and performance 
of markets and marketing institutions. and iii) demand generation 
through value addition. Any attempt to improve interdependency of 
agriculture with market/industry will be determined by the success and 
failure of these processes with due conSideration to the externalities 
which will influence these processes. The case studies also I d to 
identification of possible interventions. which can improve the efficacy. 
and impact of these processes . 

In establishing backward linkages, the scope of possible interventions 
includes quasi-legislation with regard to contract farming. promotion 
of anernativ~ vertical coordination mechanisms like multi-agency 
strategic alliances. cooperatives and open market reforms to promote 
competition and price discovery. In addition. the backward linkag s 
can also be strengthened through institutional interventions in the form 
of SHGs at the grass-root level to improve small holders' economies 
of scale. establishment of farmer markets to provide direct market 
access to farmers and agricultural futures to strengthen price discovery 
mechanisms. Secondly. the conduct of markets and marketing 
institutions can be improved through regulation. competitive setting and 
favourable policy environment leading to free and fair trade in 
agricultural commodities and products . The third critical process in 
bUilding effective agriculture-market linkage is of 'demand generation 
through value addition' either through marketing and/or agricultural 
raw materials. The value addition through marketing can involve 
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practices like commodity promotion programmes . branding 
commodities. primary processing and manufacturing highly 
differentiated products. The other dimension of value addition through 
differentiated raw materials (nutritional/chemical composition) will have 
greater chance to succeed provided agriculture attempts to tailor raw 
materials for a much broader set of industries. in addition to its 
traditional base. to faCilitate manufacture of more and better 
environmental friendly products like bio-fuel and geo-textiles. The 
opportunities to produce such new products can be explored through 
segmenting the markets for agricultural raw materials on the basis of 
their end-use . The six distinct segments. which present an opportunity 
of their own are - household. institutional (engaged in ready-to-serve/ 
ready-to-eat segment) . agro-export. food processing, industrial and 
feed-fodder. It is expected that such market-oriented diversification of 
agriculture will improve its capacity to produce raw materials/products 
with specific attributes for unique end-use markets . 

The generic framework detailed above would require certain new policy 
initiatives within the framework of national agricultural policy. 
Simultaneously, it will also require appropriate programmes and 
schemes towards implementation of the existing and n ew policy 
prOVisions and achieve broader objectives of the agriculture policy. At 
the macro level, there is a need to make agriculture more responsive 
to demand, i.e ., achieving greater market orientation. Such orientation 
will require poliCies, which will enable information , technological and 
marketing support to farmers . The Agriculture Market Information 
Network (AGMARKNET) has already been launched. At operational 
level. the generic framework identifies the process of establishing 
effective backward linkages to achieve this objective. The sub-processes 
which will need policy support include strengthening open marketing 
system for agricultural commodities and promoting vertical 
coordination between agriculture and industry in cases where the end­
use markets have very specific raw material/product reqUirements. With 
regard to open markets, the government should remove all hurdles in 
freer movement of commodities apart from ensuring competition and 
technical improvements in trading. The new institutional mechanism 
like farmers ' markets and agricultu-re futures will go a long way in 
improving ~he efflciency of the commodity marketing system. The policy 
support should also be provided to strengthen institutional mechanisms 
like SHGs and cooperatives to strike a balance in the market power of 
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farmers owned and privately owned agribusiness firms and improve 
their conduct in the marketplace. The recent changes in the national 
policy on cooperatives to enable them to work as autonomous. s If 
reliant and democratically managed institutions needs to be 
Implemented rigorously. 

The vertical coordination is gradually catching up to control quality 
and market risks and the stage is ripe to promote vertical oordination 
in commodities like cotton ~here benefits are going to be larg . At the 
same time, the state needs to introduce necessary amendments to the 
existing APMC Act and also come out with a model legislation to 
promote vertical coordination through contract farming and supply 
chain management initiatives. The study advocates favourable poliCies 
for value addition in agriculture through 'both mark ling and 
production of differenliated agriculture raw materials . The agro ­
processing route has been getting policy support for qUite orne time. 
but results have not been very encouraging. The need is to understand 
the reasons for such policy failure on one hand and also promote value 
addition in other· market segments wherein differentiated agricultural 
raw materials can be used to improve probability of successful 
diversification of Indian agriculture. There is a need to undertake n w 
research in these areas to get at these important qu stions . 
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