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ATHR

39 LT &I YT IR H &H 37 94 Bl 3R "iret & g e-a7 ik siftreral
& §gd MR & TSl steaa & 931 e & fee anawas o, sniss #itk
URTEATS SR T TR H HETA1 G2 . &F faery w0 & aet selram=
famra erden, e faew fafiee, gerars f5em wer 37k T Fear) Betem
fefids 3R fegam diteR ferfie s va 390 Fearht wieal & st & s
TP STHHR] JUAS TR I & T eI 31 YHeH i T @l ael
g &1 3 §IeAl, 3O ¥ 3 aafFaal, @R AR oue & |t srur) @
forat s 3R A9 39 31wz | 89R e agd 3w <@,

&9 9TE & O st & A 59 sreuad & alkE ek g AR
gie @ Faegd FEdIT Ui g3, & T8 & g% HEIueud, A & ar
MUqe] U HEMETd, A T v 1 & a9y st & Faeia s wmwfas o3 &
daR == & fae miefa foan, wies stegas & g o= 3R 51 warer @
FUR S ® X gRT YaH &) 78 FETIdl SRIEAT YE,

3 FEHRHE B IR &R H g YA Fdra AR gAG FuleA § & 3
g% GIRI J&H (e MU [EAIT & it 87 376 HTHR e v 8.
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HRAUTHS G&Y

B & arfoTfogdraxor / A ereT # AR IR 8147 faer @ ve w@rafas
yitmar &, gafy el dor ot faare & 1T & s 180 BROT S - iy Ay &
s, fauor & Sl sitterer 39-9ver & WHY shad W, Hfe ywifad
o &, T o) Y & 09 3R 819 ¥ &8 o 3k aifsar wg @ it @
2. ggfere Tifg-fafardt & foae o8 snevos & fe 3 v wga & a5 s9mn
oy Y & U9 3R 81 W ug a1en gl 99Td A et & & afes aut
wa-giesd @ Torar ue afifearta 7 siftaftrs ary @ foe 9. 39 sieoas &
"W | B U fagHe disdl & geaiod 3R oY 3a / widse feidss & fae
HBHCATHD IR AT AR IR BT §aTs7 e mar & f5 aradta @iy o |er
feem & am g I | A9,

2. ALY B o HeNearsn & 3w fear wan €, gw dendyEish |
YR A § HY IO st & gawont @ W Y § e #T 9d
G ae B IgEE 9 370 IRR TEY & o7 ¥ Geradl fhelt. e deags
T aftafaa itz gaw me ame § f=fafea afaa & -

e AT 3T & fauUE,

o gEwE I B IR Toi FEER! HekyE fafies, mHed

o Torgam dirax ferfies & fay wew & we (o) # fuar) & 3 @
* 3Rfue ficw forfics, seaaee gRT U & HIdaRET,

e &R Gela aer SriHd §RT BelleH 3eTa @ 3ere 3R fauor.

3. 39 UTS &I 3 HIY INT B VI &5 FAHH Y & faeeisv
&R U U 31T SR GHA A1 Fh HRATT HeH H PuSI, T3, Y I
AR FuMeEas & fae ga st I faa 8 9. sxifee 3H9-349 39 seoas
A grfa 21 w2, 4949 =99 &3 919 Tovar Siay @1 afe HeagT o URY
¥ Py 3o feidss g § T3 oy fauom fassst &1 g fea man o
3 TFY HRATT PHY IUTEH TR B IRATGhed13] W 1R Tb THI
ey yfaurfed & |,

4. 339 ORI B § YRS AW B MOA-FOA Glaat E FFEEa eron
Jeare1 & / v gomelt & &g faem dwag fass wenfua axa # mee
e, sue faRlvans & TR SRS gR1 A9 U4 Wl B i Uean
oy e o3, Taerd) @ Siot & warsE ¥ W fig doitos 3uai o &
&, Targers THel! g1 HuTE B Naaieae Frd o fisgin aitw prafeT smgal
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@ FFHT-AIH W A1 enfHe At anfes gea s o &) 3k s & gde=
B 9 3R e & axe weraE faerd erded § st Swma caaeen
P T BeAra &7 fIgor 4 & Tob.

5. UGG HEORI GRAAT B AAG H FEpR! dwnah 3k gewat & g
TRERS Ha g 57 OF 99@ sRet & 31 gaa &, 3 &« dani o wawrn
& FRT Aelqa ddae 3fcied, dgad fauos & ey 3k fguo= aaes.
gReRl gfthar & g Hewdl & fawary a91e 7@ o foir weort SRt o
a1 AE@yUl HeH oM B 8. 3EH & JUH dEd Qi o aarfeel § gaR
STRY 1 3t b siftrhier e ared @ 3R %1 TSR & SR o 3R
“ITE YUTTel!” B aawid @A & AT “HioATs d@” & FERT da)
v U 1faawn & frmfer g S Swel o widasht o e & gawR
T, 9! A€ P TETR Yo IR FEBR] FIRATH Bl TEHR! TSR &l Hblaerl
aRe & TeTe 31ftres gam o= ugd @ o1 o6 WitseTa Je gl §7qT 3 T3S
R AR Ieuel & deg vfeee A foman 511 w@ar .

6. TedRl S o e fen o fuddt &g @ 3 geaR dac
PG & T IS IR & R §917 & 5ATE &) aall. 9 ded &1 Ial 39
FuH g far T BRel | gerar @ foria ot & o= ac Wt & S
T8 x@T. 599 U °en % 38% 3 gwfte s ac viE e fegwe dftax
fafaes 3 372 &7 HIEd 3oR @ 2. 5590 sifalad foerd o snenfya wae
JUTTE! & 3T Tawy HHAIR (23.8%) o1 dT VE T3t &l 3199 @ A
1 ST FEHR! Hwns @ faded g & ol of . aary 5 §ue 38 w9
HoaC BITHT A ol T 8 378 ¥ S (70%) B @ 6T &. P96 59 ard
¥ it sfas O o fegram eftex fafics & srawR da et Zaer a7 a1 3’
3 WAl & PP & 1T AT FeR kard T 7. 3ifaw 3w wufd
Fn faddt @ & T fadrd & HIHET & J=HieT H g BAf 3
=TT B BH DHIHT IR TG SIS FHST dUT SHTAC Hot o oraat o gfa
> 1Y gg o= W Fear gon Ta1. g Wt uran man e duiafy ofy o faw
fagwm Aax fafies afea e waf 7 Sofafy sftedc & g ar stan
o6 B ac Pud & TS A Tui) & & 3T R Faged @ we &
TH A B XV MFGIAT 3R THTET B RIT BH B FPCATHT TR
fean an aar Ffes ¥9 & $9B Fg ac BIHT URaeE] @ [oRE 3 a6 4
& s e foed faaid & ames feemal # srgRen & wia- dar g3,

7. 3Rfde fhew fafacs, sereee o FiagIHe Aaw & 3e0d- 9 §gd
Fﬁﬁmméwﬁﬁmaﬁmﬁﬁmn?wﬁqéym
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e R e F & Gt &, 397 3regg= § g ua g & o 3a & angfdeat
& ¥ H 7P o foad gaerg el & sk, Soas-fidst & oRuT & Ja &)
TE §d &, AR STFHTISE JaT teiiac o gite & wferar @, ofes 3 oy sl
FaTac! aFl & gt & TU | &) Wi § 39 YR & Fiadi o Iueied 9a) &
AR sTF TN JATERYT B PR THD d6dS (ehs ISR 2. Ig g 7y Th
FRtde fiex fefiee @od W & & § 30 oar @ TER-a-3aR, STgoTTaey,
TR 3R 317 SR, HA9E Ualel T 991 9191 § U o @1 O1. ST g8 W
U 37 vos O SHEAT F U & o7 5t uRy adret B F 35 dife o gratis
g gfoent Jucrer F. F@fce) oeid @ e W@ & fow aRfde e fafaes
T HATENR O 37 008 QY 33T & e Hael §-72 IJaT 8. FU &b 316, IqFH
gusfer aen fifsw 3k ofdn & s ot & IR § Seddr dar e $ o
FRfde firew fafiace 1 51 vog 0 saeal o fofsan s foaRa &1 smge aow
TIFARAT @ T a1 AT a=A & Arerd § 30 [Ided Ger @ D Fawen &
ST93IE 590 v s 2@, 39 ofa  arfue e fofiee @& o= oo evee
TR ¥ 30 Bl JieT B PRI DIAT BH G- H Jag e,

8. U & 7T FUR §dAT M0 S HIA B TFGIHC & GIOHIV F HUET
I P Jra R Tt @ a9 Ut 8 Heal 2 oo gHY I P 'R W)
JTEaT Bt g1 ITETT W B & ST R, 3 FHH g HA AR aia gar
wusr Frafa Yag= oftwe @eantae) & Rard & g @ 78 & 6 ara o
g I A aTE o SN BUTT 95 IAEH W A5 F AN HE € AT FHE
B 37 <@ 2. g sfafked ad 2002-03 & 291 # BUTH &1 3 IFEH AT a8
ToTH H 9y & @ fIey udt gerdl @ o 3eamesd AR 4o & a1 ¥R R
BT & 3ATE Df U FHAaT HF & 718 &, &l e T ure [a el grariima
e # Y 3eeea & GUR W wgfua FR 781 fear m g

9. IR Wenar famr sedmy @ v v fafere sriws aren wan e
raf=aa- af¥9e A S—E e 3R FRIT/ETecAD dF & Hgad Ae
g 2. 3 HrRAwH B Wl Bl ud1 36! A Feran ¢ (o fuwse 8 auf 7 1886
WU eI GHE b TETT ¥ 3EH 41,000 FHED! 1 eI fear g s
el 3R afesral @ saramar @ gfic & gaa! famEear 7 50 giaera | &t
it o UR B3 2. B 3T T 318 AR PUP! GR1 T FREIAAT TR
IS, A 511 & &5 d bt B A TH &5 ST FOT Y&TH AT, FEHH
yanfire! famra sk dratea fadT TR gone! a1fe @ oy $ue! gR1 ArYfed
FRars & e drafaf gised & durR o= & FRIdr fHeft. g9 Faimm gt
& HATag, YR TR X &I Feraar §9& o9 stk dwns 3%
Ftaarie afed st gR1 yd fad ‘s arerR” St s (afeas afafa
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At & swata dsiiea) & meam | foear man an. 59 famer |@meg 3
R B fame e § sRIER foar o1 39 geh 3k we dasda
yfkwg, el & A U FUTIH 1956 B TR 25 & Jiafa dsiigea fear
TIT. PUB GRI T I TATHT garg & TeT “ue-thaedt fedps” dad= &
fore oxe warta= fawa uRve & yara 309 a%a 78 8 9o f5aa 9w
39d “PYD-ASTR” Alsd 8. e faeataor & udr gen fes saes ard wafaron
21 GHE BRO D AT TR IR IUETT B 715, AT 35 HATS &F o
FaTE (Fd)) Jugad matan fewr & a1 gran man SR Iad &7 § {5
Zad fooem (A1) &7 317t 3cuTe= &) 3|1 o 39 SiHa reafie off . 3rd:
39 Fiosdl & g3 I+ & foe fow s a7 faor gfemor & yame ge
39d5 UfROTH 378 3T o & Wl §1 9 aR-a fier @ 8.

10. 39 UWR & Faria f5= & et o entya fosan man @ 390 Iaads
3T U §R & Gedivl | §gd THe €. /00 39 1ea=l &t U g 9
e gigaaTd =g g, darty fospet | \ie ik ) o8 s=er) fie) &
5 dwad fedssr wfia = & foe el gRT afera e & sifte
‘PG [ IAEH’ I 2. PUD P U IR B fquve o sifalkad o=
FEISG QI B TRd B & I W I WoT Jua oW 8. gEs 3%
st o s1ftres TTFgRAT 3 @A & IR D! B Y ITH Fa & TFIIHT
G 3ttt s T ST 3 o gived | & gge i gar Qar 3ueey a]id!
g ®UE & 9He § 59 87 & Witk & fafve wox wd7 v @ oriza g 3k
PP F NATE & a7 e & DS faw 2. 599 oot 3 vt & fea ve
g & faudia fewrd gza 2 o sugaa dwma sitv frafia dastass &
SR FTHT 37T FIE WA B T &,

11, 3900 & geR 9 ° 99 HiY a1 fddsst & @1 & duR a3
@1 ward foar man &, faaa ardast & Hiax fafis fawet o e axd 8o
IR U 1 IR GHAT TR, HRATT Y & WTa! [9Pr J 59 W[y Bl
Tyl fFdr @ @A g0 9 &3 H e 3k 79 & fawra @
anfeets gem ax= # |egradr el a7 weE foear mor i araa 3y &
wag o faos zewnsd & sdartd & iy R fdes & am @d &
forera & foe wame <=t 817, S wRata oY & g:aivefud fam &3 &, 59
g RS &5 AR 21 9 TATE! § "RAT PN & ha & g &1 Jearadal
A% fafaeiaxor &1, s 31 # 3TRIGROT, YA ORI, TUSIcTd JTHTEFAT
mafaean Y @ gren (o awor 3k &3y @ gren & w9 H ga:
ufvnfya feean man @) wret Frf FraraRoT & S @I, TR ST B AT
Trfara v iz TdFfae Fea @ afufeard 39 ueR &= 8 faad
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39 &7 | el gig, o e f9aw aen iy grafe sdeem @ fawar
g 9. I8 W Tyl 2 fe wRaa iy & 09 e gfaufea a=a 8
3T 39 W & HeH ¥ S dod ’ R ) Hfv d fdwrag 9. w2
S & G A By 3 FEY & TR 24 AT ST U T GRS AT aE) e BH
TR Y 307 AT 2

12, ufene™ TR U= 9 &) BISATZA) Y §X @R @ TR &, 36! PISATgdl
& PRUT YR HY & 37gd gone W snenfia & s aR-aR gwd
gfiadd aRds $9 S6IR 3799 §9H & orexd &, 7ee frafa ag e o
T, YT IHE AT JUTel] GR-ER HIT 3| @ e AR 37W Fiy
Ieaqre o 7 3R warferet @11 8. gwa v g s aTeTR o & UER,
FiY 3c01e IR A wiaafiar 3ty orefStar o waef= gon ofy mafean gs
3% st S Feas o= & TR ARAIT HIY D aSR I AT
BT, ¥ d> & T A IR gU 390 hral=ag & ar | faeiy wu 9 iy st
sreafte srffvad 3ame yorel & dey §, 39a! agerkaal i ue W @g
8 wda . o oRkTwufaal § wed e dHa garg 5 R eyl & dtg
FHUAAGA B FI= G Bl 16 2111, HP HATaiaa HRAIa Hiy &t fafax
faersanan 3R sreval & W1 TN E doTER WA o gieHIvT B IEHT &
1y & eifafs=w waf & $fY 3@ gomet & @19 Jgayol 30 gomen
Ftd IHaE AR faHd, JER q27 TR & §ra Afbaan | o w2 ud
FRAT A1, gk Jrfafad WA, I 3R HRs & gAeS @ SeRd |l
gt fored daefa o o et @ emar fomfor oft enfie & genfy faere w0
¥ 9RAY gl e § TR 59 FR @ GRem & HAd R TR IHE
HIY 3TE & Haea T8 fosan s anfee.

13.  dediawoT P g I8 araraxer 3T g & eiR-e saRkiawur & fardr
J URATT Y F Fu F griTad ox= @ FieaT ¥ aedrd @ & 59D HRT
Feares, wrafam gtk fauors & fafig ord ve gy w v e s & ok
I IS FEG W e W SUE W Iared Junel 8 9THER a9 g, qd
3tz foamm wemt o e | gar e ¢ {6 3 | gweag diF arRien ®
SgdT W& 3 ORI & : W By o BIBT | I0Es IR By 36017 & ar"
awq & A AR e fafere faass wlafie) fawar & sfede a=a ge
g O Afsell o Ufdure a7 3@ Hi & favly ded & 39 d31 o7 daelw
3tz fafaaaur, 2= anif & sianta o1 fafere s onfia € 9 & - s s ded
R TedR! ainfadl, ay ove cfifalome a~qldam & Fhe adaf1s
SCATH, B ac BIrH @ doft Hied aur gensg 97 dAsmic & wu A e
g3 T Ued. Ieng 949 A9 7 oo fafve wem ¥ gaqe stk anseye &
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o e el AT B 91 erel o S o o e ane v o
mihe 2. 590 arfafied, Ixa wava faer edsy ve v fadiy srden
uran mran fsraw fafde wa=t ur 3auest gt Sanferd sitaenfies stk stoanfes
FEImT HBHFH SR . 7 g9 @rar grEreny @ig 3k fegwaE dvax
foafits & dig dgaa sov fHsi-adatae &7 & aEaR) & 98 g7 o §ad
2. ug 39 @ 3@l ¥ fae “SHea den” o faama s foraes siata fegeam
e ferfids o o T &1 o gy a1d gy senfed awqart o 2w o fagom
IR, 39 P P FJT HG b INHA Pl TS HUGT VY HrRAGA! &b Faia
ITHE & STaTel avg3 H ddsl, 31e], T, Jawent, Yo o, Aig Fta
& w1, Taes gearfe enfaa & f5=e geoa: faata fear srar &, van o &
e 5= omet § sifaw 3ae & aoR fts fafee o 9 [ 3ae )
naTia 8 a8l 0¥ By aTatR feidsst ykyr & srféres e 31t 3aures fag g1
R gR-UR A &% 377 waal R Gag &3 & IRl & ug g S,

14, & JTIF) F I Ve FESRI, 9 W FU IH9T & e 3o M
9d 3R g aedl dgn R St Feafaal § foe me s wes=a s 3
PY-aT5TR ferdsst o fore siftres smifera s ghan dor ax foar & 3699 wRarg
Py B FOR wWRIT aRATabaisi, HY 3T TR & e 3 IgqT
ugfa @ 9 e | < war o1, faferedar, 59 faRvwant ¥ sew o-arfyar
FHIR B R TR B ITATEA D UTaE H BH, BN IAET §15TR AR &
gq@Ear 3 o1 § 3Uengd WS & sruitadena ded enfie 8. 59 dwd
gu, a1e # T v A9 meayol gaei # Iwhad fhell 3 gwidt Sy aieR
feta Tonfa a1 & fere wecaqet 2. g uftanst &, (i) et deag feiasst
doR ==, (i) TR 3R fauor dwenan & waes 3R o e 3tk (i)
Heaad | & wem § AT Giod < & w9 H afvla T man 8. 3@/ iER
& AT PY B aRERS U § guR & D H g 39 gieans
Feerar 3R 3rmadr o) fAUY e, 3w uik@ ey § 39 9@ a6l & 9fud
&7 X1 Se f5=9 3 gisand gwrfaa grdt 2.

15, @ma 3R Faradt o gie & ST & T FT B A VA B
TeNae ST 3ATE YUl T Aged o)1 &1, 5% faveryor & d&ad geried
HWHE H 3 PO AE@YUT U B ITR g5 B gAY yars fean 2. 3 ge
A UPBR ¢ (i) ITTEH R W) THGT & 94971, (i) g3 ore Faf-ad &7 a9
T Tl 8T W D B T Fiervset df e SR (ifi) e 7 FR!
qUTTelt &1 Fra 30T, 3uaTe & iR 0R afE HedRY SRl 3R Hud gR1 I 4d
setuenes Gl B BrE @ O FuR) §H-ag & 99T Sitad fearg ugm.
3eTeH! GRT 3 YA Fawanst ¥ g frafkor § ol &1 saes 9e et JeER,
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g3 PP & faw o=, Sogd &7 & PIDH & GY0f 31T &) WIHR TR
J H41 FRAT, 3B HY @ 3careaddr iR Srdaiaar s @ & fowe ufafy
BIHCHT B FHT AT A 2. I 3R 776 DiAd 31 e & a9 oo
fl 37U I W ISR # 9Td ¢, gafy 37 wEnan & g8 & fa
HHT T8 ¢, T PV FEdae Tawen 3maeas & fsad fmam st od
al & fedl & JRen & YEuE 8. BH gR1 3% & FqueE ¥ dafud
T, ATTR He T HGER IR TR 2ferd & 39T b GHTGAU 0 qafeg
®ROT & Toas Toe oawastt o1 A gewe & 99 a1 feell ara 9o &
P 1o o1 JtuaiRe a1 3ETeTe FOR-TRg S®INd 5 & w9 °
PSB! P! FUA HY P! [ FIAT TN, VT FIFd dRars & O I8 9730
# faomm srdsoawn & 3 g B 39 MUR-TET GRI B ey g

16. IR ¥ FAfd d7 91 39 a19 & fav ggmsa ¢ 6 a@g 95 3779
WagIHT Afzal ¥ arH g fope 311 39as. Aifafes, misae oo 3k ga=r &
STHBR] B GURA & Te10 v T@T8 I9 H 37F7E 7 aTel] -1 ef Tene=4,
Jeads R 3 fodas gl & @@ o7 @ fafim sewenst & orafe
faefvan & gfg arelt &, 30 Saa o s/ sngasns diang et woemE wwens
aan fegeam drax fafits/gs a2 st fauom Swnst & w19 T s
S @ B YT B AR IW TG IR haH DI A UG @19 ga
TR ? FETad B, axqa: eret $enH 3R T8 ad weg gHeny afday Ay
HIGROT HISe PP DI U YT, 0T, YER 3R fauvrs suass s=od 54
HIY ITA & FB-HH IeIed R T, S YHR FEeIH §-atae I
99 # 98 1% WEqH I I IE! gl araasar B wnihe foear s sty
=gq forgHl @ 3T §T9R RIAESeH B gg™ A #ce foe. 5391 gRT 8-
atuer R fr e ey geaied | vt gaar @ fe feaml o avarat & sred
DA, T AL oTe aen fagurs uRane @ gRafeiar & e g3 &,

17. v Hel o @ T wma & qdfird Feem Swnst & ) 'y
T TET B & & [0 BIg IR et &1, 3Huare & &Y H HE 0H J16T
8 wad &, 58 ud & wenfua fosan wan an. 393 wwi~5a gard & wwere @
JU@E HROT 378 HUA T P T HW a9 I HR 370 A0 4 faward
a1 g3 a1, ug Feafer o awf & grdl fauor wwed=, Srar geay sk eawdl s
yfseen & uRef¥far ¥ & g o, yd # awhadr @ gott X8 39 Teayof aal
B GHId: FAE G & g FHEAEN T GepR! g ® oiafda T8
@Y UTA, 3 FTST & B JaaRVT & S8 G & wfad fe & foe 37
P TP W3 B [IHr P YAt AR E AN, IR T | TSATHD
&Y B ARE FEISN 7 FUR GGG B 99107 & Tefe o ddfeus wisa AiHa
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foan 8, foae yee feamt grT fopar siar €. g9 dige o 29 & fafis
waa &3 3R AT H 3= ST AT 2.

18. 3181 Ao aTaTR 3R fauo Twenst & “Goeae’ o Gay €, & 79 Bl
30 &g i e Agcaqut urgn AT @, fored | uger, wie-aam-5uR | waf-ad
SR & A e qgedT, 3R IR, fra | Jusiaar as o 3cae & g
4 @il fauos Swnat &1 “deae” €. FET do Ugd A9A & 989 &, I8
T fo TR guTTel & 3uen & Yo fawinfaat, fagiy v @ wirl/aiy ')
R dar & Fawil 8. ged cEa @ giavad axa & fav e gfaafier &
MURYT FH & Aacd ¢ gl &1 § @xigar) 3R fagsast &t sufwifa.
o fagm 39 ad o Ten Ga oAt ur # o By @ sitanfidaxor 3 &
ALY & FIR 7 ISP HARD W9 & T T IAEH AR Gert q2 faorgd
STSTR WOUTTET UR 3NenfRa e ¥ 8 37 gef 8. 399 fag faar v aret
@ da ¢ b e g 3k gfaa encass wenstt & gfte 8 gar) srafies faadaor
faqur gonet @ g RE S @ SR &, TP gaHE B 39S Py
Ire H w@d R gfawaaicrs ¢ g § arer @ 2.

19. fauum Azad @ ggg IxA D gie § Ta1 ged! B FTaadm R W)
faffkd = 3k TR & A99ec &9 § Fa & e |WRSR 1 3o
Frfat 3R fafami o sta = @ a8, g™, g ac 3R Wi Ardel
& G-3RI @ &1 @1 S 3R U Y HiAET WX NI el §rdT S
arfee. diex, fauvm dwenstt & aac & 79 & e wu § faqoml gry
3R 37Tere U & 37 Fwnat 3R deAt @ Fattd iR gead axd gasrar
ST @A &, 3 feamt & feal &t xem & fav ord ax @ €. 3, pfa o faaw
TR B YA A JAEH! Bl U &7 GURA & ot Iz 7ea o Fafa
&RAT U gAT W= a2

20. iy fauom ferdsst & wemal fmfor &5 e A=t mecagot orarw geoad=
& ke A fafda o= ot gfoear 2. ¢4 ufpar @ 9gd 31 s/awRi ol
FuraeTe &, St w1 & J “Reas” 3 sridr &, o umon @ o yra ®
IR $HG 0T €% 2, ST W™ IUeA ¥ qrgad dhad 7% 2, Fad ar
H I 23%, fifearga § 45% a1 ggee famen  188% &, g8:T X A &aon
¥ g ft 71 g3 @ T wRd # Heuaftia scred & Gad= # 5 gra e g,
gg AT IR & AT & AT a=a & &, stafe v a8 @ e uRdata @™
e | ®g uiad A8 g3 2. 39T HiY Ieue & JeowH H gfg aR-aiR
g1t 31tk 3T AraaT @ feen g e @ndt. 2 H Qe 3 aret =<ffaereR
gftart & 250 faferam aaga qegatta @, fa=e 3 fewmasa am 2,
QT 919K & wigs @ fAaika ax= o g3 &
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21.  ®IY ¥ groaed= & 3@, HY b ow q1a 3tv/ar fagos & wifte, @t
& wRI R 3uae €. fauom anf gea: gty faoom ugfaal w snenfea
&I, 311 370 ITET & AT H o @ @, sered e 3eTe 37 SR & InaRya
SRl @ g1 aa g1, 38H Tafggar (@lies, duR axA 3t @ 3 3rame)
81 3R 98 &F aW H @RI 37 Fad1 &Y. ' &, @ giee 7Y gRen
Teayut Jumiad fadr 7 v €. 3 fauue yoaw 39 9@R ETg S, aife
SITET & yata F axg3i o danfaiw, ymarfhe wratam Ak srafts femfaues
I o Hthaaf Jigd 94 UHR & Jraad = IFH 3 T, 39 Heg § 37
T4 F Faede [een T80T & 311 Fad! &, 3 3149 3amal 3R fagors gensn
& SIRT graatf W A 3uWad o FFIfEpacs 7T 96 & @19 367 37 &,
¥ g &7 R soR & g7 okwfyg & & ya o= <@ &, qanfy,
Hegadd @l YHEIAEH B §H TichaT &1 HWH 31 7 F1 A1iEe A7 E
T f9Ha = B 39D &THAT J 30H AT 8. 3HD Hlaxad 319 gea fator
YT &1 YR ISR D AHG B FoTd JYWadr df 9G91 &1, a /i
fafta g & gais & gegaels g yuTg 816 Hahd &,

22 fewfewes 37 weifad (Sarexond, =gfeema dog a1 Hiadd darf 5er)
& 3UTeA & FNU AR TEYH &5 3 31ATH IVER W & IATEdal FHR
Jeared B gfg 3k @ qren & fbar & o0 & |1 & "gayol 8@ s,
fafaehaxor & wiwar @t a1 aga s Fue-T §, aerd fo 396 uRuie
meaR & fafad g8 3nm & s de & foe aFwd 91d & 49 AR R,
5 sttt e qataRor g, SraT-S1 0 8T IATE] B IR fhaT 51 Jb.
g fore sgw e SR faar, foety wu @ arar-gtarfimt # fHaer & sexa
&, foreat iy & aed W1 37t arat-ogd & e et ataram, dasesa
& &9/ 3¢ e # fawaR &l 3R HH1a=e 8.

23. PV & ded 91 B AT ITANT &5 IR R TSR AU &5 7GR B
GG &1 qdl Tl 57 bl 8. 9 HIYGE o SUANT 7k & gig aml § :
fafere Amice o ugend ot 13 & 31t ey, TR (Qa1 & o dar/a=
& fow dar Amde), Hiy faata, @m nratan, starfie st vig-wisx. 7a®
QAT 3R WY R daT axal 8, e w@red FiR GHEgfcad Idel
(3itanfire Qme) & & <er 2. fafere sifay sumin et & fafere wgarm @
el HIEl/3TE & &HaT B GUR & fav 39 gieaior § @iy # fafadiaro
& T fHerT.

24.  FegoA ¥ udl goren & e wfew § oy aT@R feidss A aga uikada
g1 @ GuraAr &, W v 3 gafad yH@ §ey & A foad &
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@fa geatea | Fu Ao @l 3k T it e & faaus ggami
3R 3o Hatta Fifaal & 7598 T @ I B ydT getdr & OTus w9
17 B PV B Ufd A I =7a a7 B 5Texa & i 3t a1k 3E
feafa g a=a &) ka2, P 3Ear & foe ot faal &) srexa g1,
5 ol @ &1 PiAd R FEeR!, Starfiet sitx fago= sueer & @
T giaaITh STER SiEdl o Faree #R 3 96 Fue @ 5T ¥ R &,
T HiY At o fauom, Sy o o Farfad), dwme gar, s
TS qrarexvr & graa= fqem= af €, dfes 39d oraf-agd &) aarer @
udt gera & T Ttfaal & smaere eRae R 3aR= & Tae g9 sdwAl 3tk
AT D gfic F g B & B Tovar 311 wam 2. Fenfy, i fagor Aeads
(AGMARKNET) &1 39817 3ehT 379dTE &.

25.  UIRaTeH WR R 3TH SR H &l 39-311 HEwson & o= foon man €,
5 gurat dwag fadat ya a3 & foe fare wuda smavas &,
Fftre gfea i 3R UResl awan & Fell TR GoTel B Hi awqai & fae
37Ut ére geeTeran W @ Wal. awg3l & aarfere R gra fAaifia axa &
ggia # GUR a7 & Ffdfked awgd @ fomr fes fohaor & o= s A
3 GTel B oATga] Bl TROR G o a%] 990 JUTTe! o GHoreal G- &
o ove S13R | SV wigs ¥ 9 IRINA G & 79 FHT dd B dA
2. P B @I D R B a5 BAf B aIFR wiad & AT B §A
@ 3R TR H 390 dsae o YURA & fav Aifa favas s+ 7wy
FETIAT TR AR TRHR! TR S AR dF B A P BT I6a
g1 TTfEe. HEdR! RIS B W@ 9 H S aRA ad] 3% @iae sl g9
3R 3% gFEEG B F B aA & (v g & A g Aifa 7
gfiad= gU €, 38 s 9 AN a= & ¥R &.

26. I wHGY -G FafEet aerd R aeR sifEs @ @) g
TRA TR & 3R T A g g A H IR qA9T & fabrd afuda Hawl
YT R ST IET &, U 37faH 3uaiT & aTeTR1 & a5 & fafere awd 71 @l
SERd gt @ 31 59 sarues o1y 9T ®i. 59 aRE X9 & faaH eqHs
ffaom § sravas Felgd A 3R HIg ac BIHT T2 Fwls 9= HASHT
& FRE FUR T & fadmra & foe Fe Jfed T a9 6 57914 &,

27. 39 Heooq ¥ fsufnes oY oo ara & fauor 3k 3a@res, 91 &
sife oY ® gra adq & fov spa Afaal ) 3R feor mr 2. po ara |
By THTaor AR @ Arfauke awdT fie @ 2, dfes g afkon sgd
ICHTE ST T8 YET 8. JTET U 3N 5 A< DI ST 35 HIRON B = Bl
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TR &, T U 3R VN 7Y §IGIR WHE F ou q”= B H greanEd
AT FEgad g faa wRata By & qwd fafaaxor &t GvE=r &
goRA & fau oo feumf=mees Sy ame & suar foan s | &,

28. T YTl & IR UTW &R 3 o8 FWR §aE e @A § T4 IEa
TR B orexd ¢ . fafaa erd aramaRor & siota 3 wga sfiRiwERo & g
o faw fafere faazor 31k examsitaxeT o fav 3= FHa= Frafaean aa
o ST At &, 0F srgd e § 99 gy iR @ 41 e & Jura
TR €T ol -5 TohaT 511 FabelT & 3R TG qa1 @ IRl & M HAR Teax
fama 3u-arfireamoT yfmanstt @ wnfie o+ & foe wrdhe vad 31 o s e
femar 5 e &,
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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. overall
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 evaluate
some of the existing models and evolve a conceptual framework for
agriculture-industry/market linkage, which can facilitate ithe transition
of Indian agriculture in the right direction.

2. The study was conducted using ‘Case methodology'. The
methodology was helpful in clarifying the nature of problems in
agriculture industry linkage in each case and identifying relevant
variable and nature of their relationship. The cases covered and
reporled 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 responsive to the
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 the 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%),
transaciional problems (23.8%) and absence of alternative institutions
like cooperatives (14.3%). However, majority of farmers (70%) who are
currently engaged with the firm are satisfied. The farmers are unaware
regarding the opportunistic behaviour of HLL and other firms towards
sharing markel rewards with the farmers. Instead of benchmarking
chicory price with the end product, i.e., coffee chicory blend. the firins
keep the benchmark at lower levels and the gap increases with increase
in coffee prices. It was also observed that private firms including HLL
lacked long-term commitment towards sustainable agriculture as
cvident from low productivity and profitability of chicory, in case of
contract farmers. Lately, the firm has outsourced procurement and
processing to local processing firms and has partly moved its contract
farming operations outside Gujaratl leading to sense of insecurity
amongst chicory growing farmers.

7. The study of procurement operation facilitate by Arvind Mills
Limited (AML). Ahmedabad brought out very complex sel of factors
which are at work including factors associated with global industry
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environment. The study brings out the plight of the farmer as a supplier
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 terms of cost and
quality, in cotton as raw material. The AML was observed to source
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 supplies. 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 pressing of
cotton. Despite these arrangements temptations to keep ils optlions
open in procurement to take advantage of favourable market price
remains high. This strategy also enables AML to reduce its cost of raw
material and remain competitive in domestic «nd global markets.

8. The raw material procurement approach of cotton described
above may give textile industry price and quality advantage but has led
to complete neglect of productivity at farm level. Therefore, it is not
surprising that Cotton Textiles Export Promotion Council (Texprocit)
report cautions that India is rapidly forfeiling the cost advantage its
manufacturers have in home-grown cotton. Moreover. cotton production
in Lhe country during 2002-03 has fallen to a decade low, reflecting
lack of economic viability of cotton production at the current levels of
productivity and price. Even in Technology Mission on Cotllon.
productivity improvement has not received due emphasis.

9. The Kerala Horticulture Development Frogramme (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 like
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 inpul 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 '‘productivity and diversification’ as the core
concern of Indian agriculture in the 21% 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 nutritional 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 encourage
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 increase investments
in agriculture, which have fallen to a new low as against 24 per cent
of GDP a decade ago.

12. At the operational level, the country needs to overcome
constraints, which makes Indian agriculture a dominantly supply driven
system and gradually change its course towards greater market
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 marketl 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 ol a highly uncertain
production system like agriculture. Under the circumstances, Lhe 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, the agribusiness firms will have 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 course
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-business Consortium (SFAC), Pepsi model of contract
farming, and private sector initiatives in the form of Supply Chain
Management (SCM). Some of the specific initlatives 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 hoard'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
much needed input for building the generic framework for agriculture-
market linkage. The ground realities of Indian agriculture, structure
of agricultural 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 lo be
critical in establishing effective agriculture market linkages. These
processes were described as 1) Bulilding effective backward linkages,
2) Conduct and performance of markets and marketing institutions,
and 3) Demand 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 due
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 vertical
coordination on producers; ii) 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 vertical coordination seems to be limited. The problems experienced
by the producers include opportunistic behaviour of the private firms
in pricing, preference for large farmers, refusal to accept the entire
produce of the farmer from the contracted area, lack of long terin
commitment to maintain produclivity and sustainability of agriculture
of the contract farms. etc. On the other hand. farmers also sell their
produce in the local markets when the prices are ruling high. Thesc
problems though cannot be fully resolved, but some kind of quasi-
legislation is required which provides protcction to the interests of both
farmers and the firm. The problems of compliance of contracts,
opportunistic behaviour and possibilities of exercise of market power
by the firms provide enough reasons for farmers to organise themselves
in formal or informal grass-root institutional mechanisms like Self Help
Groups (SHGs) or Common Interest Groups (CIGs) or any other {ype
of farmers’ institutions. Such collective action will also benefit these
grass-root institutions in generating economies of scale in production.

16. The vertical coordination mechanisms are also trying Lo discover
the benefits of supply chain oriented procurement models. 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. In
this regard, Tata Rallis initiative with credit institutions like NABARD/
ICICI and marketing firms like HLL/Food 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 like inpuls,
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, which 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 strenglh of spot vs. vertically coordinaled markets
and secondly, the conduct of marketing institutions engaged in transfer
agriculture produce {rom thc 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 al 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 compelitive
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 markets are not being



manipulated. Secondly, the contract and spot markets must be allowed
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 the interest
of small farmers. The challenge lies in ensuring fair prices for producers
to improve his capacity to make further investments in agriculture.

20.  The third critical process in building effective agriculture-market
linkage is the process of demand generation through value addition.
This process seems to offer huge opportunity as recently assessed by
FICCI which observes 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. On the other hand. surveys
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 classes
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 exists 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 eal) 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 commodities
for the purpose of branding, primary processing and manufacturing
highly differentiated products. Necessary lessons in this regard can be
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, the
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.

xxvii



22. The other dimension of value addition through production of
differentiated raw material (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
sel 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 distinct 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 opportunitly of its own as it
is happening in health and pharmaceutical products (industrial
segment). This approach will facilitate diversification of agriculture to
improve ils capacity to produce raw malterials/products with specific
altributes for unique end-use markets.

24. The study does indicate that lot of changes can be anticipated in
agriculturc-market linkages in future. A quick appraisal of policy
instruments relating to core processes identified in the generic
framework highlights the need for new policy initiatives and
strengthening some of the existing provisions of National Agriculture
Policy and other related policies. Al the macro level, there is a need to
make agdriculture 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 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 environment
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 launch of
the Agricultural Marketing Information Network (AGMARKNET).
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25. At operational level, the generic framework identifies two sub-
processes which will 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 movement
of commodities apart from improving methods to determine quality and
value of commodities. The new institutional mechanism like farmers’
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 cooperatives
to strike a balance in the market power of 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, self reliant and democratically managed institutions
needs to be implemented rigorously.

26.  The vertical coordination is gradually catching up to control quality
and market risks and the stage is ripe Lo promote vertical coordination in
commodities like cotton where the end-use markets have very specific raw
material/product requirements and benefits are going 1o be large. Al the
same time, the state needs (o 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
differentiated 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 delails and documentation of the three
core processes under varied task environments. The research can also focus
on the feasibility of adding fourth core process, viz.. ‘'market ¢xchange’ to
cover sub-processes like wholesaling and retailing ol 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 development process
which can be termed as ‘commoditisation to commercialisation’. The
commodity oriented agriculture is supply driven wherein the emphasis
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
al lower cost. Further, the production-market interfacing is dictated by
the consumer response to market prices. These price signals are
interpreted by the intermediaries, modified according to grades and
standards and sent back to the farmers. In other words the purchase
or procurement of agriculture produce is based on such market-pricing
mechanism or price signals. It is alleged that in such markels the trade
engages itself in manipulating these price signals resulling in market
imperfections. It is possible that these market imperfections affect the
process of agriculture development by influencing thec pace of
‘commoditisation to commercialisation’ cycle.

Despite the cost effectiveness of the production system at the
comrmoditisation stage, the agriculture (ransition towards
commercialisation is natural though its pace may be influenced hy
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 o 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 the
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 became more
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specific and sometimes stringent. 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
firms 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 ‘commoditisation 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, alcoholic 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 agriculture 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 matdrials. This in turn, will lead to increasing 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 elc. (Fig.1). The
framework also highlights that some of the product attributes, which
cannot be created during the 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, i.e., demand-side research is not an
alternative to production-side research but greater impact will be
achieved by integrating the two.



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

Source: Streeter, et, al (1991), "Information Technology, Coordination and Compelitiveness
in the Food and Agribusiness Sector, Amer. J. Agr. Econ.73(5): 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 (wo 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 (o
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, i.e., 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

Spol/Cash Contracts  Strategic Formal Vertical
Markel Alllances Cooperations
Characteristics of " | Characteristics of
“Invisible-Hand" e & “Managed
i Coordination”
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External Extérnal Mutual  Internal Internal
Control via Control via  Control  control via control via
price and  specification decentralize centralized
generic and legal deciston
standards appeal structure

Respective Primary Coordinating Mechanisms

Fig. 2 : The Vertical Coordination Coantinuum

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, coordination 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 cooperatives
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 coordination. It can be
observed that coordinating mechanisms move from completely external
in form (spot markets) to completely internal in form (vertical
integration) while passing through several transitional stages of mixed
form (contracts, strategic alliances, and formal cooperation). Although
ownership is correlated with this transformation, it is not (as
historically argued synonymous with it (Peterson, 1997).

The vertical coordination is a rather broad term, which encompasses
all means of harmonising vertically interdependent production and
marketing activities ranging from spot markets through various types
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 off-
farm businesses are generally recognised, viz., coordination without any
contract (spot market or open market), contracl farming, ownership
integration and farmer cooperatives. Some of the important characteristics
of each of these coordination mechanisms are described below:

1.2.1 Spot or Open Market

The traditional commodity markets (spot or open) generally trade in
homogenous product that meets standardised minimum quality factors
for delivery to a specific location on a specific cdate. 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 specifications
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). The
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



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 this vontext, the different vertical
organisational mechanisms whieh can coordinate the transformation
of commodities to differentiated food, products have been classified into
two areas, viz., Vertical Coordination and Vertical 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 flexibility. 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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Source: Eaton, C.S., 1998b: 274( Extracted from 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 arrangemeasts.
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 quality or technology are
to be integrated with contractual arrangementis 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 additfonal 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 noticeable due
to changes in the organisation of enterprises in agro-processing under
the impact of liberalisation and globalisation. The nature of existing
imperfections in agricultural markets and information technology have
provided further momentum to this change.

1.2.3. Vertical Integration

The vertical integration is one of many possible types of vertical
structures. In this type of integration, cach individual farm loses its
identity and becomes a company-owned farm. The company owns or
leases the land, buildings and equipment and has its own employees
(Rehber, 1998). Similarly, Aust (1997) observed that the key to vertical
integration is asset ownership. Vertical integration is defined as the
ownership of the production and processing. It is assumed that the
transaction costs are reduced by internalising production and processing
assets. The uncertainty of supply, quality and sizc¢ is greatly reduced
but not totally eliminated due to the high cost of information. However,
Peterson (1997) observed that the vertical integration is not so 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, il need not constitule a
case of vertical integration if the business units of that corporation are
allowed to operate autonomously, i.e., in decentralised fashion. Such
a corporation operales as a form of formal cooperation and not verlical
integration. Vertical integration in his version of the continuum is a
mechanism that relies upon centralised control Lo achieve coordination.

1.2.4 Farmer Cooperatives

An agricultural cooperative is an organisation usually owned 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 (o 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, Lhe past discussions have
focussed on explaining - why cooperatives have not been successful in
integrating forward into high-margin, value-added activities Lo a greater
extent? The possible explanations include the argument that co-
operatives are often insufficiently capitalised 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
suitability 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 (FICCI, 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 need 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 undertaken
between the period 1998-2001, not only attempts to answer the above
questions but also allempts to evolve a conceptual framework for
linking agriculture - industry in Indian situation. The objectives of the
study were (a) to look beyond old market-price signalling mechanism
and (b) explore newer means of integration which may prove (o be more
efficient and responsive to trade, agro-industry and the consumer.

As the study progressed its scope was enlarged (o 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 Indian agro-produce markets. In fact it was observed that
‘agriculture-industry linkage' is a sub-system of ‘agriculture-rarket
linkage' and reflects realities as observed in Indian agriculture produce
markets. The study approach is more or less similar (o 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-system
need to be clearly defined depending on the problem being analysed.

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 thetr relationship. The cases covered and
reporled 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 the world as far as
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-harvest
handling and lack of adequate processing facilities. These produce are
highly perishable in nature. Moreover, they are seasonal. Further, a
substantial number of fruits and vegetable growers consists of small
farmers. They cannot individually carry out the tasks of linking the
production and consumption centres separated by a large distance due
to lack of economies of scale in these processes. Many studies have
shown that the farmers most often receive less share in the consumers’
price for these produce. Hence formation of co-operatives has been
attempted in many parts of the country with a view (o (a) establish the
bargaining position of the farmers with the buyers. (b) spreading the
price risk over a large amount of produce in order to reduce the risk
of an individual farmer and (c) discipline the markct to reduce the
unfair trading practices. These co-operatives have been either fresh
marketing co-operatives or assembly co-operatives or bargaining co-
operatives or vertically and/or horizontally integrated co-opecratives.

An assembly co-operative might just bring the produce of its members
together from farm gate to its warehouse. Thus it adds value to the
produce by providing it as needed by the next stage of the 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 first handlers of the produce. Based on the cxperience
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 fruits into various other products. Likewise, they have felt
the need to work together 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 (o 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 Mandali Ltd, Manekpur,
Gandevi Khedut Vividh Karyakari Sahakari Mandali Ltd, Gandevi,
Navsari Khedut Vividh Karyakari Sahakari Mandali Ltd, Navsari.
All these eight mandalis (co-operatives) have joined together to form
Valsad (erstwhile district now bifurcated into Valsad and Navsari
districts) Jilla Fal Ane Shakbhaji Sahakari Sangh Limited, Gandevi.
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
Ajarali 7
Dhanuri 7
Karel 5
Total i 43

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

2.2 Membership Profile

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

Table 2.2: Profile of Co-operatives

Particulars ' Name of the co-operative

Amalsad | Dhanuri Gadat Gandevi Ajarai 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 Gandevi till 1990. Another deviation was observed in Karel
co-operative which entertains farmers from 20 non-member
neighbouring villages, which do not have co-operatives of their own.
In general, a member 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 ‘B’ 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 cooperalives
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 neérly 11-12000MT of
chickoo/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,
sales 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 {o 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 every year for retail 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 levies
a service charge of Re.1/- per bag for providing necessary facilities to
these members. However, the payments to members are made through
the respective co-operatives to enable them (o recover the dues from
the members towards purchase of various inputs and services. The
Karel co-operative is procuring paddy on its own and have four
warehouses for storage of the same. I{ 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 Commeodities

Commodity Infrastructure with various co-operatives

Dhanuri | Amalsad J Gadat ] Gandevii] Ajaral l Karel
Chickoo 3 Grading, Packing and transport a
Mango n.a. 3 Grading, processing, Packing and transport a
Paddy n.a. 3 Storage by Taluk Sangh a Proccssing

& storage

Elephant foot n.a. - Transport n.a. n.a. n.a.
Banana n.a. - Transpart | Transport n.a. n.a.

n.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 fruit, 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 (o 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

Services Members (%) utilising the facilities provided bywvarious Co-operatives
Amalsad Dhanuri Gadat Gandevi Ajarai Karel
Fertilisers 100 40 100 100 60 30
Pesticides 100 20 40 100 60 25
Bio-fert. - 60 - - 40 -
Credit 70 85 90 55 50 40
Tractor for 40 70 80 25 60 0
tillage
Advance 80 Negligible 90 85 50 50
Agricultural Negligible n.a. Negligible n.a, n.a. n.a.
Implements
Seminar Occasionally n.a. 10 n.a. Occasionally | Occasionally
Fruit Fly 3 All farmers in the region &
Project

n.a. - not applicable
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The above information indicate that range of services include supply
of inputs like fertilisers (both chemical and bio-fertilisers), pesticides
and seeds (in case of paddy), credit, monetary advances, tractor (on
hire basis), agricultural implements, supply of petrol and diesel. etc.
The technology transfer is done through activities like seminars on
cultivation practices and organising pre-season meetings for all the
members in case of chickoo and mango. The serious production
problems are resolved on project basis such as fruit fly project to
control pest infestation. The extent ol use of these services was
relatively high in fertilisers, pesticides, followed by credit and other
monetary advances.

The most widely availed services are that of fertilisers and pesticides
followed by monetary services like credit and advances. The
management of these cooperatives believes that the credit, advance,
tractor for tillage and supply of diesel (offered by Amalsad. Gadat and
Karel co-operatives) have also assumed an important role in
strengthening the backward linkages. It was claimed by these co-
operalives that all the members are using diesel supplied by them and
wherever not made available, it is procured [rom the pumps of the
Gandevi Taluka Sangh. Further, fruit fly project benefits all the farmers
of chickoo and mango in the entire region irrespective of the
membership of the co-operatives.

2.4.2 Forward Integration

The cooperalives assist their members in movement of their produce
from farm to the wholesale or to the retail markets. However, the
operations, which are performed at the farm level, include plucking of
fruits in semi-ripe condition followed by grading through experienced
labourers. In case of chickoo, the grading is done solely based on the
size of the fruit while in mango: the grading is done scparately for
different varicties based on the ripeness, size and other rclated 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 below:

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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Welghing 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 [urther 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, jantri 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 ulilising
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 fransported 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 alternative
arrangements have its own problems like non-availability of railway
wagons on time and possibility of th~{t when the wagons were not sealed
properly. In spite of these problems, most of the secretaries of these
co-operative socielies felt that with this new and alternative
arrangement, the profitability of the chickoo business has gone up and
during peak season special trains from Amalsad Lo New Delhi are
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, Indore and Chandigarh
markets. Surprisingly, none of these co-operatives have their own
marketing establishment in New Delhi even though they are in the
business for more than 50 years. The cooperatives generally tend to
be independent in their activities in chickoo except for logistical
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 ol ‘Dhanuri’ cooperative), Gadal cooperaltive
(on behalf of federation] manages warehousing of mango pickle
material. Similarly, the Gandevi Taluka Sangh offers all services related
to paddy primary processing and marketing to member cooperatives.
It seems that lack of economies of scale in their activities drives 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 case of
chickoo, banana and elephant foot are procured under single pool
because there are not many distinct varieties of these crops in the
command area of cooperatives. However, multiple pooling is resorted
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 commodities.
Exception to this rule is deduction of Re.1/bag in case of paddy by some

23



cooperatives, viz., Amalsad, Gadat and Gandevi. The significant features
of the payment system are indicated below:

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

ii. Service charges: 3% of the price realised with exception of Re.1/-
bag for paddy

ili. Payment : Approx. 75% of the price within 1-3 days and
final seltlement in June-Aug.

The part payment (75-85%) against the produce is paid to the farmer
within 1-3 days while the remaining is paid after finalising the pool account
by 30" June every year. While making this final payment, the members’
dues against the purchase of inputls or other goods/services are deducted.
In addition, the associated selling agencies of these cooperatives on an
average receive 4-5 percenl commissjon on sales proceeds (Annex 1).

In order to encourage members fo use cerlain 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)

Amalsad
Amalsad, Gadat
Amalsad, Gadat, Gandevi

Medical camps
Construction material
Cattle Feed

Consumer stores 6 All sample cooperatives
Textiles 2 Amalsad, Gadat
Groundnut oil 1 Amalsad
Flour Mill 2 Amalsad,Gadat
Stationary 3 Amalsad, Gadat, Karel
1
2
3

24



The consumer stores is the facility offered by all the cooperatives. The
utility of such services need to be considered along with the extent of
their utilisation. The analysis with regard to utilisation of services like
consumer store, cattle-feed, flourmills reveal high utilisation (Table 2.6).

Table 2.6 : Use of General Services by Cooperative Membership

High (around 100%) Consumer Stores, Flourmills, Textiles. and Cattle-feed
Moderate (around 50%) Slationery,

Low (below 25%) Medical, Constructlion Material cic.

The other services like lextiles, stationery, and construction material are
used relatively by fewer members. Apart from the services mentioned
above, Ajarai Co-operative sells PVC Pipes and operales an agency for
supplying LPG with utilisation by membership to the extent of 15% and
5 % respectively.

2.6 Membership Opinion Survey

In order {o assess the utility of services offered by the cooperative and
corresponding members satisfaction, an opinion survey was conducted
through a random sample of 43 members representing five cooperatives
{Table 2.1). The other characteristic of the sample is presented in Table 2.7.

Table 2.7: Sample Membership Profile

Membership type : ‘A’ grade (37), 'B’ grade (6)

Years of membership : <10 years (17), 10-20 years (10), 20-30 ycars (8)and
>30 years (8).

Land holding (acres) : No land (2), <3 (9), 3-6 (9), 6-9 (2), 9-12 (9). 15-18
(6) >18 (6)

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

As far as the pooling of the produces is concerned, nearly all members

market their produce through cooperatives (Table 2.8).
UAS LIBRAR
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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 Coob.
R?s,.psoir;lf:)rlis Full Partial* None**
Chickoo 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 eoncentrate 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%) : Fertilisers, Pesticides and Fruit Fly Control Project
Moderate (50-90%) : Technical Seminars, Extension and Credit.

Low (<50%) : Advance, Diesel, Tractor Hiring. Implements
and Seeds

In terms of magnitude of importance, the services received the following
average rank score (using rank order scale) {rom the respondents:

Very High (>9.0) Fertilisers (9.09)
High (6.0-9.0) Pesticides (7.19), Fruit Fly Control Project (6.20)

Moderate (3.0-6.0) Technical Seminars (4.16), Credit (4.13),
Extension (4.04)

Low (<3.0) Advance (2.26), Traclor Hiring (2.19), Diesel
(2.05), Implements (1.19), Seeds (1.14)

In addition to importance, which the members attached to these
services, the satisfaction with regard to delivery of these services was
measured on a 5-point Likert scale. The response was observed to be
highly satisfactory in all the cases. One of the important concerns
noticed during the analysis of open-ended responses in case of one of
these co-operatives was about extending much higher level ol credit
facilities as compared to all other co-operalives. The members of this
cooperalive wanted that the efforts have to be made to reduce the
credit available lo individual members considering the growing
indiscipline among members in repaying the credil availed by them.

Some of the members expressed a few grievances with regard to
availability of tractors for tillage in time, supply of relevant literature,
research material and seminars to increase the mango yields and
improving the quality of fruit fly project. Some members suggested
supply of more fertiliser variants, soil testing facilities, provision of
more extension services by appoinling agricultural graduatcs, pumps
for spraying pesticides, supply of labourers, ctc.

2.6.2 Marketing Services

The core function of these co-operatives is obviously the marketing of
agricultural 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 importance
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 relatively
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 quality than the best jantri
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 importlance 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 rupees to the co-operatives
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these sales agencies at New Delhi are reaping higher benefits and the
co-operatives are at the mercy of these agencies. Some members felt
that since each co-operative has been dealing with the same set of sales
agency over a period of time, they could not have any data for
comparing the prices paid by other sales agencies. It was alleged by
them that the same set of five to six sales agencies have been
dominating the Delhi market right from the beginning and hence there
is sufficient scope to believe thatl they have formed a cartel to
manipulate the prices to be paid to the co-operatives.

It has become a regular feature of the general body meetings to compare
the prices obtained by all the societies in this regard. Its members
would normally take the management of any co-operative to task. in
case a neighbouring co-operative achieves higher prices for its
members’ produce. There is a generally fell need to find out alternute
markets to overcome the monopoly situation faced in Delhi market.

2.6.3 Satisfaction with Price Settlement Mechanism and Payment
of Sales Proceeds

The sustainability of the cooperative marketing effort depends on the
extent of satisfaction, which members will derive from the ability of
the cooperative to facilitate the receipt of remunerative price from the
markel and marketing cosl incurred. The levels of satisfaction of the
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 Score)

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 pointed 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 Lo 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 Lo open marketls. 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 K¢
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 tife 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, these co-operatives
have been providing varying types of non-business services such as
consumer stores, textiles, medical stores, petrol, cattle-feed, veterinary
services, stationary, building materials and medical clinics. However,
all the cooperatives do not provide all the services with exception of
consumer stores (Table 2.5). The extent of usage of these services also
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 these services rank
order analysis was undertaken and the findings are presented below:

Very High (>9.0) Consumer Stores (9.78)
High (6.0-9.0) Textiles (7.37), Petrol (7.00),

Moderate (3.0-6.0) Medical Stores (5.93), Animal Husbandry (5.20).
Crackers (4.62), Cattle Feed (4.56),
Stationery (3.68)

Low (<3.0) Kites (2.75), Flour Mill (1.50),
Building Materials (1.41)

The above average rank order analysis is based on ranking provided
by the respondents to whom these services are accessible. However, 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.e., extent of usage and
importance attached to the service or in other words cooperative
should concentrate on providing services, which are perceived to be
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 such services.

b) Secondly, these unique services not only are made available 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 (o 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 al 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-operalives.
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 "A” 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 ‘B Grade Members
Amalsad | Dhanuri Gadat Gandevi Ajarai Karel
Representation
in Board
Grade B Yes (2) No No No No Yes (1)
Credit facililies
Grade B No credit No No Yes No
Less
Advances
Grade B advance Yes No Yes Yes Yes
Less
.

* The grade A" members get all these facilities in all the cooperatives. In case of grade 'B' members 'Yes'
Indicates avatlability. ‘No' indicates non-availability

It is evident from the above table that grade ‘B’ members sclectively
receive representation in governing bodies and facilitation within
various cooperatives. In other words all the cooperatives have grade
‘B’ members. but their policies with regard to representation and
facilitation vary from cooperative to cooperative. In fact the largest
cooperative Amalsad had more grade ‘B’ (nominal) members (4451) as
compared to grade ‘A’ members (3997) as on June 1998. The Amalsad
and Karel cooperatives have offered notional representation to grade
‘B’ members while other cooperalives offer only facilitation with
exception of Gadal. Credit facilities to Grade B members (nominal
members) are extended [ully by Ajarai co-operatlive 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

33



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 constitules 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,
Gandevi. 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 supply to New Delhi
terminal market. '
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The federated structure also benefits them through vertical coordination
to achieve economies of scale, not available to individual cooperative.

to undertake processing activity. The vertical integration has been
operationalised:

* through a common brand ‘AMIDHARA' for marketing mango pulp,
and

* By the decision of these cooperatives to pool the surplus mangoes
to produce the intermediate product for pickles.

The recent initiatives by these cooperatives to work towards horizontal
and vertical coordination are likely to positively impact the cooperative-
market interface and improve their forward integration with markets.
Simultaneously, improvement in forward integration is likely {o improve
volume and profitability of business to benefit its membership.

2.8.4 Managerial Issues

Although the governance system, as described above, has helped to
resolve a number of problems in these cooperatives. some of the
managerial challenges still evading satisfactory solution are:

2.8.4.1 Member Behaviour

The opportunistic behaviour by somec of the members continues to pose
problems for the cooperative, for example:

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

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

2.8.4.2 Managing Seasonal Peaks in Supply

Almost year after year, the cooperatives do face the problem of glut
in supplies at least for 8-10 days, primarily due to pooling of larger
quantities of fruits by its members than their production estimates.
This leads to crisis many a times particularly with regard to logistics
including transportation. Sometimes, decline in availability of
labour due to festivals also creates problems of timely handling of
perishable fruits.
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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, elc. 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
ol pest management projecls 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
elficacy of the production system and also provide a range of non-
business services to ils membership. At the same time, the study
findings suggest that some ol 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, but also offer these services
in a manner, which maximises their usage and results in better
allocation of available resources within 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 this area,
the cooperatives have attempted to maximise the transparency of the
system resulting in a very high satisfaction amongst the members with

regard to processes of transaction, which include grading, weighing,
pricing, etc.

Purchase of Produce
e Pricing
o Transparency in
transactions

Delivery of Services
¢ Inputs
o Facilitation
« Non-business

Member-Coop
—» Interface <

?

Coop. Governance
System

v

Coop - Market

I——' Interface

Processing (Value Trading
Addition) e Wholesale markets
e Primary processing e Local markets
Marketing
o  Bulk/Institutions
¢ 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 cooperatives 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 2™ and 3™ grade when prices are high. These products are
generally sold to bulk/institutional buyers with some portion diverted for
retailing locally or (o metros and big cities through their own oullets.

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
menibers. 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 Lhe problems
of unpredictable supply gluts and acquire desired economies of scale for
the processing activily. 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 (o 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 membership through
constant improvement in range and quality of services.

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

'Name of the

Commodity Season Approx. Disposal arrangements
co-operative Quantity
handied Trading / Marketing
(In metric ton) Processing arrangements
Amalsad Chickoo Whole year 11,587 Trading Sales agency at
New Delhi
Mango May - June 227 Trading and Processing through
Processing Federation and
Trading locally
Paddy Oct - Nov 1800 Trading Trading through
May-June Taluka Sangh
Elephant No specific 2 Trading Local Traders
Foot season
Banana June - Oct 0.8 Trading Local Traders
Dhanuri Chickoo Nov - Feb 800 Trading Sales agency
at New Delhi
Gadat Chickoo Whole year 250 Trading Sales agencles at
New Delht / Punjab
Mango May - June 1400 Trading and Processing through
Processing Federation, Trading
al New Delht,
Saurashtra and locally
Elephant foot Oct - Nov 10 Trading Local traders
Banana June - Feb 152 Trading Local traders
Paddy May - June 1600 Trading Trading through
QOct - Dec Taluka Sangh
Gandevt Chiickoo Oct - March 1735 Trading Sales agency
al New Delhi
Mango Muy - June 35 Trading and Processing through
Processing Federation and
Trading locally
Banana Whole year 0.68 Trading Local traders
Paddy May - Junc 890 Trading Trading through
Oct - Nov Taluka Sangh
Ajaral Chickoo Nov - May 2800 Trading Sales agencles
at New Delhi (95%) /
Indore (5%)
Mango May - June 1000 Trading and Processing through
Pracessing Federation and
Trading locally
Paddy May - June 611 Trading Trading through
Oct - Nov Taluka Sangh
Karel Chickoo Whole year 1464 Trading Sales agency
at New Delhi
Mango May - June 900 Trading and Processing through
Processing Federation and
Trading locally
Banana Whole year 16 Trading Local traders
Paddy May - June 8648 Processing Traders [rom Gujaral
Sep - Oct
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CHAPTER 3

CONTRACT FARMING IN CHICORY
- A CASE STUDY

3.0 Introduction

The marketing of chicory mixed coffee was started in India in 1950s
by M/s. Brooke Bond India Limited (BBIL), which later merged with
the Hindustan Lever Limited (HLL). The use of chicory as a beverage
was popular in France as ‘French Coffee’. 1t was only after the Second
World War that French Coffee was introduced in India to provide
economy and richer taste to coffee. However, ils commercial success
was dependent on sourcing chicory locally instead of imporis.

Suitable climatic conditions and low irrigation requirements led BBIL
to Jamnagar in 1956. In a drought-prone area where farmers have
small holdings, BBIL demonstrated its commitment to the farmers by
installing basic processing facilities for chicory. assuring 100 per cent
buyback, providing free seeds which werc to be imported and
implementing best agricultural practices.

By 1960, BBIL had 130 acres of land belonging to 50 [armers under
chicory cultivation on contract basis. The area under chicory cultivation
has grown to 4,500 acres belonging to 1,700 farmers. The sincere clfort
of the farmers coupled with the use of appropriate tcchnology have
doubled the yield to 3 fonnes per acre (Datla, 1996). Gradually, chicory
cultivation shifted away from Jamnagar due to recurring drought
leading to frequent crop failures. At present, chicory cultivation is
concentrated in the districts of Anand and Kheda (bifurcated from the
composite district of Kheda) and to a lesser exlent in Jamnagar and
Mehsana districts of Gujarat, Mathura in Uttar Pradesh and Coimbatore
in Tamil Nadu. According to reliable industry sources, noticeable
change in area shift to Uttar Pradesh is taking place since the year 1999
and nearly half the area under chicory cultivation has been shifted by
the year 2002. Al the same time, it is recognised that due to limiled
area under its cultivation, it does not make any significant impact even
on the agricultural economy of the concerned districts. Even with the
on-going area shift, Gujarat contlinues to be a major processor and
producer of chicory in the country. On the other hand, the consumption
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, i.¢.. 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 ol 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.& This inulin is a mixture of glucose-
terminated, b-2, 1 linked fructans that can be used as bulking agent
on low calories bifidogenic dijetary 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 Chicory - Cultivation and Processing

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, i.e., 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 located
in Tamil Nadu, Andhra Pradesh, Karnataka and Kerala. These processing
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 France and
India accounting for major consumption. The historical data suggest
that quantity of the chicory roots used for preparation of chicory
powder estimated to vary between 34 to 35 thousand tonnes per 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 estimate oblained 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 (o around
12,000 MT in 2001. It may be mentioned that the demand/consumption
of chicory is a matter ol habit for a segment ol coffce drinking
population while in the other segment its consumption depends on the
prices of coffee. The current phase of low demand is primarily driven
by the steep decline in prices of coflfee after 1998 and therefore its
demand for blending in coffee is on the decline, atl least temporarily.

3.1.4 Chicory - Consumption Dimensions

It is stated that about 80 to 85 per cent of the colfee consumed in [ndia
contains varying proportion of chicory ranging from 30 per cent
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 limited usage
and nearly static demand generates its own marketl dynamics. As
against its limited usage, its main advantage is in terms of its relatively
low price as compared to coffee. Therefore, the mixture 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 alternate
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 feasibilily 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
writing 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 ohtlaining
relevant information from the trade and industry (chicory and coffee
manufactures) is going to be difficult while responses {romn farmers will
not pose much of a problem. Accordingly, a structured questionnaire
was prepared for ‘farmers survey’ while for the ‘trade survey'. personnel
associated with the trade and industry were interviewed with the help
of a checklist.

The respondent contacled for the ‘trade survey' included owners of
chicory processing firms (2), field representative of chicory and coffee
firms (6), representatives of chicory cooperatives (3} and private traders
{3}). The ‘farmers survey’ was conducted with 57 farmers representing
any one of the following catlegories or sub-categorics.

Table 3.1: Farmers Survey - Sample Spread

hCategory Sub-category No. of
Respondents
Contract farmers| HLL 20
l.ocal processor 17
Sub-total 37
Non-contract Past experience in contract.
farmers now selling [reely 6

Past experience in cooperalive,
now sclling freely 5

Past experience in contract,
but now diversified away from chicory

[#)]

No past or present experience
Sub-total 21
Total 58

The local processor-wise sample spread of farmers was - Vimsons,
Anand (10); Jamnagar Chicory Industry (3); Chicory Processors,
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 processors or coffee
manufactures with particular emphasis on areas of conflict in execution
of produetion contract and how these conflicts are resolved to the

satisfaction of both the parties.
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3.3 Chicory Market Setting

Chicory is traded in the form of dried roots which are obtained after
slicing and sun drying the fresh chicory roots or chicory powder
obtained after roasting and grinding the sun dried roots. Lately, it is
also 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 Channel 1, 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 blended coffee and passes on it to its distribution chain
consisting of distributor/stockist and retailers of coffee.

Channel 1:
<« HLL (for Chicory
Farmers Blended Coffee)
Chicory
Processors
Channel 2: CCL (for Chicory
Blended Coffee)
Farmers Chicory Nestle (for Chicory
«— Processors Blended Coffee)
Wholesaler |__,.| Retailer :
of chicory of coffee [“’ Consumer
Channel 3:
Chicory Chicory Wholesaler Retailer
— —>
Farmers F_b traders Processors of chicory g of coffee | Consumer
Channel 4:
Chicory
Co-operatives/ traders
] Farmers —| pRederations/ v
District Unions N Chicory Retaller Consum
Processors of coffee umer

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 processors.
These processors in turn enter into supply contract with coffee
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 chicory procured by (:CL or Nestle
India is for internal consumption to produce chicory blended coffee.
The wholesale traders of chicory sell their produce to ‘Roaster-Grinders’
who in turn retail freshly ground chicory blended coffee to consumers.

In Channel 3 can be described as open marke{ channel with no
involvemnent in contract farming. The private traders or their agents
purchase dry/fresh chicory roots from the farmers and sell them to
chicory processors. Sometimes, the processors themselves purchase roots
from the farmers through their agents. The channel is dominantly used
by wholesale traders of chicory sell their produce to ‘Roaster-Grinders’
who in turn retail freshly ground chicory blended coffec to consumers.

Channel 4 is managed by various types of cooperatives, viz., Chicory
Growers’ Co-operatives or Purchase and Sales Unions (district/taluka
levels) or District Chicory Producers’ Co-operative Federation. The
farmers asscaciation with the cooperatives was ohserved to be on
voluntary basis and Lo a lesser extent through contract farming. In the
absence of own chicory processing capacities, the cooperatives had little
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 the
document which specifies the terms and conditions of the contract and
is signed by both the parties. The current study limited itsell to
identifying 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 major procurement
channels were evaluated on eight important dimensions 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 (DPSU], 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

Mode of payment

Period of payment

Cheque /MT

Within 25 days
alter delivery &
acceptance of
produce

Sl. | Particulars HLL DPSU Nadtad Local
No. Processors
I Seed supply
Quantity 700 g / acre 700 g / acre 700 g / acre
Price charged Free of cost Rs.1250/Kg Free of cost
11 Post-Harvest
Drying/Grading Farmer n.a. n.a.
Packing/Loading Farmer Farmer Farmer
{Only loading)
Transport/Unloading | Farmer Farmer Firm
(Except Vimsons)
Weighing Firm Farmer Farmer
IV | Facilitation
Supply of bags 40 bags of None Bags of 61 Kg
51 Kg net/acre net in case of
at harvest dry roots
v Farmers’ Entire produce | Entire produce Entire produce
Chicory Supply {dried roots) (wet roots) (wet roots)
Commitments
Minimum Limit 2000 kg/acre 260 Kg* Not specified
VI | Purchase Price for | Rs.4500/MT Rs.1000/MT Rs.23.75/20 kg
Chicory roots (dried, cleaned | (cleaned) (cleaned)
and graded)
VII | Penal Provisions for| Not specified Rs.1250/kg for Cost of seeds
Non-supply seced + 18% of Rs.540/ acre for
seed price + price | seed + market
loss incurred price loss
VIII | Payment Modalities

Not Specified

Not specified

Not specified

Not specified

* in case of sale of produce to some other party.
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The HLL contract was observed to be relatively more specific in its
description of various terms and conditions, but offered hardly any
facilitation during production and post harvest phase. The firm lays
down relatively more stringent conditions and quality norms for
acceptance of the produce from the farmers. The HLL does not
entertain any claim of loss incurred by the cultivator due to natural
calamities, failure of seeds to germinate and for any other reason. 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 operationalised
at field level. The field research conducted as part of this study primarily
aimed at understanding this through expert opinion, trade and farmer
survey in addition to overall functioning of the chicory/coffec industry.

3.5 Chicory Cultivation within Contractual Framework

The chicory contract farming can best be described as a type of
‘production contract’. However, its market dynamics which are
characterized by limited and captive demand have a strong influence
on the terms and condition of the contract and its operationalisation
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 ils contract farming. It is
understood that the malpractices like adulteration, supply of old seeds
and charging higher prices by the privatc trade, were common [eatures
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 Universily
was able to produce chicory seeds indigenously. Subsequently. the
National Seeds Corporation (NSC) was entrusted with the respousibility
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.500/kg from
interested parties. The process of inviting interest is initiated in
February-March and seeds are delivered by September-October (o 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 cullivation 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
representiative of the firm. It was noticed that the farmers have
developed confidence in HLL local representaiive 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’ agenls 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 such 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 firms 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
faitures, some of the firms (M/s 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 rool which penetrates deep into the soil up
to 40cm, therefore field preparation requires deep ploughing and
application of farm yard manure. The crop requires high care
immediately after sowing to achieve good establishment of plants.
Some of the important crop husbandry practices include thfnning at
Jourth leaf stage, weeding at desired intervals, remouval of bolted
chicory plants, irrigation once in 10-15 days elc., to achieve belter
productivity and quality of roots. The incidence of pest and disease
is negligible. The harvesting has to be carefully done to minimise
damage to the roots and for this purpose. farmers generally irrigate
the crop 4-5 days before harvesting. Given its simple crop husbandry
practices. the contracting firms have neglected extension 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 gencrally carried out after
harvesting in April involve cutting the leaves, cleaning the roots. culting
them into pieces, drying, grading and packing, However, during (he year
of study, i.e., 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 carried out {ree of
cost by ‘Bharvad’ community people who migrate (o thesc regions in search
of fodder for their cattle. These people take the leaves [ree of cost in lieu
of their labour. However, the farmers have {o employ additional labour
for cleaning the roots. The HLL farmers need to cut, sun dry and grade
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 therefore the
only quality criteria used is the cleanness of roots. In case the roots are
smeared with mud, deductions ranging from 100-200 kg/tractor trolley
load of 5000-6000 kg are made. The HLL quality norms are relatively
more stringent and applied rigorously as it buys chicory only as dry roots.
In some cases when the moisture content is above permissible limits, the
produce is returned to the farmer for further drying. This has led Lo better
discipline and most of the farmers supply properly dried roots. In case
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, M/s. 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, M/s 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 committing
their total owned land to chicory cultivation {Table 3.3).

Table 3.3: Landholding and Land Use Pattern of Chicory Farmers

[ Land size class Number of Contract farmers | Number of Non-contract farmers*
(in bighas) Land under { Total land f.and under Total land
chicory owned chicory owned**
Upto 5.0 23 18 15 6
5.0 to 10.0 9 4 9
10.0 to 20.0 1 2 3
20.0 to 40.0 0 7 0 2
>40.0 2 0 0
Total 37 37 21 20

* Figures also include farmers who have left chicory cultivation. 1 bigha = 0.6 acre
** One farmer was cultivating chicory on lease land. He was not owning any land

[t 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 the result. the
fertility of their land is on decline (Table 4). On the other hand. non-
contract farmers were not cultivating chicory on the same piece of land
continuously to overcome problems of declining soil fertility and in turn
lower crop productivity. Thus, most ol them were aware of the need (o
retain soil fertility through crop rotation. They contended that since
they do not have any contractual obligations, they could leave chicory
cultivation any time and come back to it when they desire.

3.6.2 Contract Farming - Sustainability of Relationship

The sustainability of the relationship between various types of buyers
and sellers as reflected by the years of their association is presented
in Table 3.4.

Table 3.4: Period of Experience in Chicory Cultivation

Number of years | No. ol cantract farmers by | No. of non-conlrac‘l“f;l‘l:r;;(:s
experience years of their association | by years of their association
with the present lirms with the present buyers
Up to 5 years 9 9
6 1010 years 8 1
11 to 20 years 13 G
> 20 ycars 7 0
Total 37 16% |

* Five farmers have left chicory cultivation

As evident from the data, the overall association seems Lo be rclatively
stronger in case of contract farmers as compared o non-contract
farmers. Necarly 54 per cent of the contract farmers have association
ol 11 years or more with their respective buyers as comparcd to only
37 per cent in case of non-contract farmers. This is partly cxplained
by the practice followed by HLL which discontinues the contract in case
farmers fail to grow chicory in any particular year. It was observed that
some of the farmers even pass on their own quota of chicory seed to
their relatives to honour their yearly contract with HLL. The other
processors try to enforce similar practice as of HLL, but were observed
to be relatively more flexible in allowing farmers to come to back into
their fold. The practice of shifting from one [irm to another was
observed to be common. Even amongst the non-contracting farmers
in our sample, nearly 2/3" 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 mamtaining 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 M/s.
Vimsons 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 roots to the factory.
The other processors operate on the pattern of M/s. 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 (o 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 mechanise 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
opinton from the firm for controlling weeds immediately after sowing.
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The other aspect of ‘field inspection’ of chicory crop showed no pattern.
Around 46% (17/37) of the farmers informed that their crops have been
inspected. The extent of crop inspection was higher in case of local
processors (60%) as compared to HLL (30%). Even in terms of number
of inspections during the crop season, HLL farmers were only inspected
once while it varied between 2-3 times in case of local processors.

The differences can be partly explained on the basis of longer
associations of HLL with its farmers and existence of trus( between
them. On the other hand, the operations of local processors are
concentrated in a fewer villages and are highly agent dependent, The
agents are paid commission in accordance with the amount of chicory
supplied from their respective areas. Therefore, Lhese agents inspect
the crop regularly to estimate the expected crop yield and also prevent
their farmers from selling the produce in the open market.

3.6.4 Pricing and Terms of Payment

The major provisions of the contract signed between the firm and the
farmer include - quantity, quality and price with price being the most
sensitive component of the contract. The criticality of the price can be
judged by the fact that Narsanda Chicory Growers Cooperative was
formed as a result of price disputes between chicory growers and HLL
which will emanate due to considerable price differential between the
spot market and contracted price.

During the year 1998-99 when a significant part of the ficldwork for
the study was conducted, the HLL contract price was around Rs.100/
20 kg of dry chicory roots while it was Rs.23.75/20kg of wel chicory.
Considering the conversion ratio from wet to dry chicory roots to
around 25 per cent, the price offered by processors on comparable
basis works out to Rs.95/20kg of dry chicory. The enquiries with the
representatives of various firms revealed that even if the open market
prices fall, these firms pay the prices as per the terms of the contract.
These representatives also observed that despite substantial
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 the
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 supplied
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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 [armers were
not aware of the hike. Some of the farmers doubted thal 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 against 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 eliminate possibilities of
intermediaries siphoning off even a fraction of the price paid to the
farmers. On the other hand, most of the farmers (70%) associated with
other processors received their sale produce in cash.

3.6.6 Penal Provisions in Contract

The penal provisions of the contract are primarily with reference 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 (or every 700gm seeds supplied {o the farmers.

Buyer Normal Maximum
HLL 2000kg* 2250kg
Other Processors 8000kg*~ Entire produce
* Dried and cut roots ** 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 case
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 discontlinued.

* 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 100-200kg/tractor 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 Farmers 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 they 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
fTotal e 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 al once,

(b) less problems with the firms,
(c) seeds are supplied free of cost, and

{d} prices of produce were never reduced even il open market rates
decline.

The farmers who termed contract farming ‘unsatisfactory’ extended
varied reasons which can be categorised as ‘relating Lo the firm’ and
‘with chicory cultivation itself’. The problems relating with the f{irm
include - fixed amount of seed supplied per acre by the {irms, 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 were multiple 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)
Transactional problems (weighing, delayed payments, 5 (23.8)

transport problems, elc.)

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
instituticns like cooperatives (14.3%) are some other reasons for
shifting away from contract farming or chicory cultivation. In other
words, the shifting ol farmers away from contract farming is due to
multiplicity of reasons with two interrelated problems, viz., low price
pald 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 il was
estimated to vary between 13500 to 30000 MT/annum during 1970s
and 1980s. The trade estimates obtained during our study suggest that
during 90s the demand ol chicory expressed in terms of dry rools
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/annumn 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 prolits to the farmers, bul concerns 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 substantially over last 25
years. The farmers’ response with regard to current levels of
profitability are presented in Table 3.8.

Table 3.8: Profitability Estimates of Chicory Cultivation

Profit levels (Rs./ha.) Number of farmers (%)
Contract Non-contract

Rs.4000-8000 16 (43.3) 0 (0.0)
Rs.8001 - 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) 0 (0.0)
Total 37 (100.0) B 21 (100.0)

Note : 1bigha = 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 soil 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 (twice/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 enterprising farmers (nearly
10%) who were cullivating 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’ counler 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 the cost
of co-operatives as reflected 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 suggesl 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 satisflied 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
the 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 piices of chicory
related to open markel. 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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Andhra Pradesh, Tamil Nadu, Karnataka and Kerala. Under the
circumstances, 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 untess HLL as a major player increases the prices o
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. i.e.. 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) takes place in the process
of its blending with coffee. In years when coffee prices are 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 coffce 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 (o authenticate the same
with accurate data. Having stated earlier that the uncertainties relating
to raw material procurement have been overcome to a large extent, then
what was the 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 never 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 gquestion
- 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.4,000-8,000/ha.)
which were lower than the non-contract farmers (Range: Rs.8,000-
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 gquantity of supplies {from the farmers as per terms and
conditions of the contract. However, the qualily 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
dissatisfaction among them. The reasons for such discontent are:

* Absence of incentives for higher productlivity 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 atltempt 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 which
buy chicory 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 texlile sector occupies a place next only to
agriculture. The textile industry contributes 5 percent to the GDP 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 1/4" share of world market, but its exports in other
areas (2.9% in textiles, 3.5% in garments) are very low. However. for
Rs.1,50,000 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 availability of cotton as raw material needs
improvement in productivity and reduction in cost ol production to
ensure a price competitiveness in comparison to imported cotton. The
Indian cotton also needs radical improvement in quality to compete
with imported colton in terms of levels of contamination and fibre
attributes. Currently, these problems have reached alarming
proportions resulting in India becoming the 3™ 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 Problem

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, s relatively more stable and ranges from
14.5 to 14.8 per cent. The data indicate that currently India occupies
2™ position as consumer and 3™ 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
tonnes} for small scale units, 12 lakh bales (0.204 million tonnes) for
non-mill requirement and one lakh bales (0.017 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 annually by at least one percent in next few
years which will mean reversal of projections made by FAOQ/ICAC (-1.0%
during the decade 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 318kg/
ha. with yearly variation ranging between 296-330 kg/ha. in last few years.

The level of productivity is low as compared to the world average of
600 kg/ha. (Israel ranks first with 1814 kg/ha.) and still lower in
comparison to other high productivity countries like Australia (1500
kg/ha), Turkey (1171 kg/ha.), 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 2/3™ 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 cotion
yield in the country 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
thuringiensis) 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 Australia, 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 colton 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 markel
prices fall below the MSP In the cotton year 01-02 (Oct-Sept) the
government spent nearly Rs.80-90 crore on purchasing cotton {rom
farmers compared to a negligible amount in 2000-01. However, if
subsidies in the US conlinue the world prices will fall further to
only drive up the subsidy caost in the cotton year 2002-03.

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

4.1.4 Quality Constraints

In addition to productivity, the qualily 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
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to buy Indian cotton. The “Cotton Contamination Survey 2001” observed
that foreign matter, stickiness and seed-coat fragments in raw cotton
continue to be among the most serious problems affecting the 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 farm

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 Activlty
Farm Picking Trash, leaves, hulls and | Short cut methods (labour wages
twigs and weeds by kilos of cotton picked) in
picking collon to save expcnses.
Strings and fabrics of Bags shredding and patch up
Jute/woven plastic materials due to usc of warn out
bags for picking
Home Sweepings, hairs, pieces | Storage in the small house and
Storage of fabrics. dust. strings, | transportation in bags made of
elc. Jute/HDP material.
Trader Transport &| Mix of two varieties ‘To save transportation cost
other Mix water/crystal salt To make cotton bags gain weight
Marketing | Product Dust. tree falls, bird Marketing yards are unclean
yard display & droppings. rain, strands | without proper flooring and
marketing | of jute/hessian, colour roofing.
marking ink, market Influx of people and food
yard litter 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 ol cotton from
foreign matter ginning lo pressing area, poor
hygiene in thc work area and
poorly maintained gins

Source : Malnly drawn from Chinnaswamy, M (1999), “Contamination ~ Controls and

Commitments.”
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* Contaminated cotton becomes sticky and creates spinning
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 cotlton 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.

4.1.5 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 qualily 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 like 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

1 Cotton Research and Indian Council of
Technology Generation Agriculture Research (ICAR)

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

Agriculture

11 Improvement of Marketing Ministry of Textiles
Infrastructure

v 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.

J Modernisation of 150 G&P faclories 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 lakh 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
(AML), 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 M/s.
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 (wholesalers, commission
agents and brokers) and cotton processors owning ginning mills.
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The number of traders contaclted were around 10 in addition to
11 ginning units. Amongst the units visited for enquiry 4 were
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 atl various levels, viz., village. taluka, district and slate)
including managers of cooperative ginning (actories were also contacted
for discussion and gathering information. As a part of the siudy. the
villages adopted by CCI in Bodeli were also visited to observe and
investigale the status of CCI adopted villages.

At the village level, around 30 farmers representing major cotion 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 of the districts in Gujarat.

4.4 Arvind Mills - A Profile

The Arvind Mills Limited (AML), Ahmedabad is the flagship company of
Rs.20 billion (US$550 million) of the Lalbhai Group. The Arvind Mills
came into existence in 1931 and {oday it is one of the top tlen
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-io-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 ol AML, dominantly consisting
of cotton, have gone up from Rs.361 crore in 1996-97 1o 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". V

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

i. 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.4.1).

Textile Industry [ '
T Brokers

y

GUJCOT GUJCOT Private
Unions CCI G & P Units
Taluka Regulated market Wholesale Traders/

G & P Units (APMCs) Brokers
y
T ]
[
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 scale in production, seems to be the regulatéd 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 middiemen 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
siructural dimension {o the cotlon 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 cotlon 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 which 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
e Skill levels of people ¢ Past quality record

* Housekeeping * Other clients -
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Given the above criteria, the AML selected 13 G&P units, in Karnataka
(4) for supply 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 specific
guality reguirements. The remaining nine G&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.G. Gins Ltd. Palej (Vadodara) 0: 100
Durga G&P Ltd. Bodeli, (Vadodara) ~100:0
Mahavir G&P Ltd., -do- 100 : O
Atmaram. M. Industry Ahmedabad —_
Bansidhar G&P Ltd., Anjar (Kutch) 0: 100

* Approximate proportion of purchase from 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
nearly half of their cotton requirement directly from farmers/
unregulated sources (traders) while two other units were totally
dependent on these sources.

4.6.1.3 Strengthening Linkages with Ginners -~ Upside and
Downside

The quantum of supply between the ginners and the AML is contracted
before the beginning of the season based 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 qualily, 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 Loading/Unloading Practices
* Improved Packaging * Sampling before Bale Pressing

The observations of the purchase commitiee 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 seunsitise 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 prices 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 gquality.
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 adequale Lo
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 raw material 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.
elc. 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 cotion 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 (SS}) 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 {rom April
1, 2000, but the damage to the industiry 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
exlra 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 cxpressed 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 conlamination.
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,
if. 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: bul 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, therelore, recognised that separale 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 slate cooperative cotton federations with Maharashtra State
Cotton Growers Cooperative Marketing Federation accounting for major
share under cotton monopoly procurement scheme. These private
intermediaries have little knowledge or concern about quality of cotton
and implications of contamination for the textile mills. Resultantly, 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, i.e., 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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field to educate them on quality are quite rewarding., but such
activities are rare. Another section of ginners feel that such activity
is a wasteful exercise in absence of reliability of the farmer/irader
as a supplier in a dynamic price situation.

* Some of the ginners send their personnel (o the farmer's field along
with the transporters or broker at the time of cotton procurement
to sensitise the farmers with regard to quality. They attempt to
maintain transparency of the purchase process by explaining to the
farmers the reasons for price reduction or price premiums.

* In afew cases, ginners are exposing farmers to educational material
(photographs and videos) to facilitate them to adopt production
and handling praclices to improve cotton quality.

4.7 Cooperative Linkages

The cotton cooperalives were established in the State in 1919 beginning
from Surat district. Over time, a loosely knit structure has cvolved
consisting of more than 500 primary cotton cooperatives, 150 G&P
socleties and 3 district marketing unions which have been federated into
a state level federation Gujaral State Co-operative Cotton Federation Ltd.,
(GUJCOT). At the grass root level, the cooperalive structure consists of
primary (village-level) cotton marketing cooperalive or multipurpose
cooperative, which also market cotton. The farmers can also become
members of ginning and pressing cooperatives, which also market cot{on.
The primary cotton or mullipurpose societies generally gel their cotton
ginned and pressed in cooperative units and engage private units wherever
cooperative units do not exist (Fig. 4.2).

Private and G and P Private and
P Factory Co-operative P Factory

b—= ] —— 3

Cotton 'marketing Multipurpose
Co-operatives Co-operatives

; ;

Farmers

Fig. 4.2: Network of Ginning and Pressing Transactions

Source: Rajaram. N (1999), Politics 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 cotlon cooperatives from
village 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 cotlon 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:

88



e Marketing Operations : CCI undertakes its marketing operations
both through price support and commercial operations. The CCI
undertakes price support operations on behalfl of GOI, whenever
the market prices of Kapas fall to the level of support prices
announced by the government. As per CCI there have been 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 agents
in open auctions in the regulated markcts. In turn the cotton is
processed in cooperative or private G&P units and sold to textile
mills to meet the specific demand from the mills including Export
Oriented Units (EOUs). Like cooperatives, the share of CCI
percentage sales 1o public 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 ils core activities of
marketing cotton, CCI has iniliated some schemes for the benefil
of growers and G&P units. The specific schemes cover activitics
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 declining. In
fact, CCI seed production programme initiated in 1991 offered
incentives to farmers (Rs.15/kg) for producing belter qualily seeds of
more than 95 percent genetic purity of varieties Sankar-6 and 10. The
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 programme
primarily covers the promotion of one variety in the village. organises
seed distribution on subsidy ranging from 25-50 percent, distribution
of pesticides and fertilisers without service charge and organisation ol
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.) in 1999-00 to 24 (480 ha.) in 2000-01. In our survey area
Bodeli, 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 cofton 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 process
of sourcing cotton, ginners directly come in contact with a few large
farmers but by 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 farmers survey
which was conducted as a part of this study revealed that the
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*

S1.No. |Handling Practice |Desirable practice Undesirable Practice

1 Cotton Picking Cotion cloth (43.3%) Plastic (fertiliser bags) in
combination with other
materials (53.4%)

2 Storage Separate storage (46.6%) | Open yard/part of
residential  premises
{46.6%)
3 Covering cotton Covered with cotton cloth Not covered/Covered 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 clean/better
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 1/3™ 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 colton
cultivation. Further, the price deductions resorted by Lhe 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 the
possibility of deterioration and adulteration. Further, due to lack
of adequate and scientific storage facilities, cotton bales 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 need to improve
the process of handling cotton at various stages either in the
marketing yard or in ginning and pressing units. The mini-
mission [II under technology mission of cotton (TMC) is
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 Lo 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 il 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, resulling 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 Committee 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 sfudy, 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’ varicties
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 traditional/hybrid 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, slaple 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 | Fellow 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 & State agencies (40.0%)
Fellow farmers (16.7%) solving Fellow farmers (16.7%)

* Farenthesis (ndicate proportion of total farmers 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 farmers
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 Lo
India’s indusirial production and accounts for nearly 1/3" of the
country's export earnings which are targeted to touch USS 50 bhillion
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 prices 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 concern. Even
with a production of nearly 158 takh bales in 2001-2002, the industry
is expected to import around 22 lakh bales during the current season.
In fact India has been importind over two million bales per annum for
quile 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 CII for
Punjab Government observes, "As India is trying to increase ils 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 points out that in India, colton 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 ClI feels if raw cotton is available domestically in sufficienl 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 2000-01, it has urged the state government to
take immediate steps to set up the special economic zone (SEZ) for
textiles and initiale steps to ensure steady supply of guality seeds and
undertake guality research.

4.10.1.1 Upscaling 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 is 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 indusiry 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 representing the
cooperative (GUJCOT) and the state (CCI) sector seem Lo 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, cfforts 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 Vidarbha Cotton Growers Association
(VCGA], GOI approval to cultivation of Bt cotton, contamination
removal drive at the ginnery level by some of the textile 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 DCH 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 minimurn 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 il. 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.

Bt 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.

e 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 modernisatton 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 through 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
achteving 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 play a 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 2,45,000MT 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 necessary during the coursc of
programme implementation. As indicated above, the programme was
unique in terms of the size of the intervention with regard to number
of farmers and acreage rovered which was spread over seven districts
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 importanily, 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
(SHGs) 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 Market Model’
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 initiative and much different than
the earlier initiatives while the second model was a relinement over
existing contract farming models to suit local conditions. This case
study attempts to highlight the salient features of both these models.

The programme was initially expected to be completed in six years and
will culminate with the formation of an organisalion called Kerala
Horticulture Development Council (KHDC) which would carry forward
the works initiated by KHDFE Later, the programme was extended for
another two years and finally came to an end on 31° 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 alieady made spectacular changes in the Vegelable 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 study was generated during IRMA's
association with KHDP. The assignment for KHDP included “In-depth
Appraisal of the Kerala Horticulture Development Programme - Part [
and Part II” during the period 1998-99 followed by the Phase Il
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 programmes, 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
guestionnaire 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 ‘Agricultural 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, this
locational 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 Kerala
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
{TARGET - 35000)

N/

15-20 Farmers/SHG)
TARGET - 35000}

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

v

Technical Officer (TO) or Site/FC
Technical Assistant (TA} —»| (8-12 SHGs/Site)
Target - 160
APMs - Credit
- Marketing
-H It
: ﬁgl:;gure Pilot Projects (PPs)
(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

105



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 mulliplicity 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, Palghatl, 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, KHDP 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
adopted in this model have been depicted int 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 represeuts the core
concept of KHDP model (Fig.5.2).

l———’KHDP Modelﬂ—j

Traditional Concept Core Concept Extended
Master Farmer Group Mktg.
(Sub-Concept) (Extended concept)
Organising
—> production —p» [ Marketing of

through SHG produce

KHDP interventions KHDP interventions

: * Inputs * Infrastructure
Credit Delivery ¢ R&D support * Markel information

* Technology transfer * Training

« Training * Interaction with

» Risk coverage trade Retaﬂlng &

Fig. 5.2: Farmers Market Model as Adopted in KHDP

The importance of this core concepl was adequalely reflected 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) school of
marketing thought who stated that “ln 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 SHGs 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 enroiled.

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 responsibilities of production, credit and
marketing were assigned to 3 members of SHG called as Master

108



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 effective
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 (15 MF Prod., 2 MF Credit and 4 MF
Marketing) were interviewed covering relevant issues. The qualitative
inferences drawn {rom 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 f{urther.

* The idea of one of the MFs acting, as spokesperson for the SHG
and liaisioning 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,
i'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 specialised 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 produce.
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 traders 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
markeling channel as shown below:

SHGs
(Membership)
Field Centres (Farmers

Markets) Farmer-Trader
Linkage

Fig. 5.3: Farmer Market Model

The Farmer Market Mode] 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 FCs are required to contribute a sum
of Rs.100 to 200 and this money is used as capital to run the FCs.
Some of the FCs on their own enlarged the concept of FC 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 Samitis (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 FCs. 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 lakh/Field 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 the uncertain demand and
influx of cheaper vegetables from neighbouring states.
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The traders come to FCs with pre-determined prices which restricts
their bargaining power.

Farmers compare between FC and market prices before deciding
to sell their produce.

Ironically, when all the farmers use FC facility, the prices sometimes
come down due 1o 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.

.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 produced 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.
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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 2. Maintenance of records
3. Farm practices 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 lo 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 Assessing Trainer's (MF)  MFs Competence KHDP support to MFs
trainer (MF}  Training Competence Level Categories in Training Farmers
A +

MFs Basic + f’//
Specialised Exper! Panel of B + +

Training Trainers

1\c

A —> C indlcates decreasing competence level,
+—> +++ indicates intensity of training and prolessional 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 rhat 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 vegelable 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 o improve participation and operational efficacy of FCs.
These measures include - carelul 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 [ormation 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* December 2001 are summarized below :

Around 40,958 Vegetable & Fruit farmers have been organized,
trained, facilitated and empowered o 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 [rom the above
farmers who formed a lsighly 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 suprlying 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 Model’ 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 MT/hour Juice €oncentrate 560 MT
(Decrowned) {60° Brix)- 280 kg/hour
2 Mango 2.0 MT/hour Juice Concentrate 200 MT
{28° Brix) - 500 kg/hour
3 | Pineapple, 3.0 MT/batch Candied fruit 120 MT
Mango (Pineapple) 1.2 MT/batch in 48-72 hrs.
Papaya, -

* As defined (n the financing agreement on the basts of 8 Hr./day for 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 NAPC was set up to play
an important part in KHDP's strategy to ensure that farmers eventually
own a processing 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 NAPC
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 NAPC 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 ils 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 inlernational market prefers light colour while
the juice extracted out of ‘Mauritius’ is dark yellow and relatively
less acceptable.

Considering these problems, it was suggested to Kerala Agro Processing
Company (KAPC} to adopt the concept of command area development
for promotion 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 programime 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.
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5.5.3 NAPC Ownership and Shareholding

The financing agreement between GOI and GOK envisaged a pattern
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 under
‘Kew' cullivation.

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 added later
after careful examination. This would mean registration of nearly 1000
farmers representing the constituency of pineapplc growers.
Considering the uncertainty about the other processing activities of
KAPC, the study suggested the following composition of the Board as
an interim arrangement (ill 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 inlerests on
the Board on KAPC. In order to facilitate their representation and
election, the pineapple growing area in the state (presently restricted

119



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 procedure 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, KAPC.

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
availabllity 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 Traineeship 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 fall, the factory should also purchase all
the pineapples brought to the factory.
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e 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:

* 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.

5.6.1 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 bécame clear that the KAPC
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, i.e.. 'Kew' for following reasons:

The open market price for pineapple {ruits remains consistently
higher and some limes it can go substantially higher than the
NAPC offer of Rs.3.50/kg. The disparity in pricing between
‘Mauritius’ and ‘Kew’ is primarily dictated by demand and supply.
Firstly, the variety ‘Mauritius’ is betier suited for table purpose
and is now grown only in Kerala. The trade has been able to
generate demand for this variety in preference to 'Kew' for table
consumplion. The farmers switched over from ‘Kew' variety for
reasons of lack of demand due to collapse of pineapple processing
industry in Kerala in mid 1980s. Given this historical background
and the fact that ‘Mauritius’ continues to be demanded in the
market and that too al premium, it will be a difficult task for the
KAPC to persuade farmers to switch over to ‘Kew'. Secondly, the
availability of suckers of ‘Kew' will also pose serious constraints
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 iniervenc and incur part
or the cost to motivate farmers to switch (o "Kew'.

The other problem whicli KAPC will face will be of its poor
image amongst a seclion of pineapple larmers residing in
villages located in the vicinity of the factory. This was reflected
in the action research project organiscd 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 ‘Maurilius’ variety pineapple
from the farmers in the event of fall in price in the vpen 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’ cullivation in
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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 deregistration
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.0.50/kg for supplying pineapple as
per the terms and conditions of the registration) and penalty
(Rs.0.25/kg for short fall in quantity) system. In addition, the
procurement price has also been increased from Rs.3.50 to
Rs.4.00/kg. 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. 3.00/kg 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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environment, the Board 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, 2001.

* 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 JIVE' 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 producls) to develop the Indian market.

5.8 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
vegelables 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
through five commercial banks to reduce loan defaults and achieve an
impressive 90 percent credit recovery, office-less extension system
supported by an eflicient 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 gel 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 lask environment at the time of project
planning. Due to these reasons the project will take longer time to
stabilise and produce expected results.

The KHDP 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 KHDP's experiences
in terms of its successes and failures. In the scenario wherein there is
a need to develop location/regional specific models of agriculture
development, the learning from KHDP 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 has remained
supply driven. The producer has remained de-linked from the markets,
emerging demand pattern and more so from changing consumer
preferences. One is compelled to come (o an inference that the
agriculture production system and the policy framework of Lhe 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 surplus
continues to drain the scarce resources of the stale. However, these
mismatches of the past are understandable considering that food
security was the foremost concern of our agricultural policy framework
in the post-independence era. Having overcome the food securily
concerns to a great extent, it is time to re-think on the issue of allowing
agriculture to nol only stabilise rural incomes, but also generate
relatively larger resources for further investment in the rural cconomy.
These investments nced ‘o be channelised for improving agricultural
productivity, sustainable use or even towards augmentation of
resources, which provide necessary suppori to the agriculture
production system.

The agricultural developments in the recent past suggest to a great
extent thal the country has at least achieved ‘food sufficiency’ which
was one of the major concerns in the past. However, we have not fully
addressed 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 o ensure
that the poorest of the poor have not only economic access to food,
but also receive enough nutrition to overcome malnutrition. Such
interventions are extremely important considering the fact that India
has the largest number of poor and malnutrition people in the world.
Simultaneously, to ensure long-term growth of agricultu.e allied sector,
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the country requires a progressive policy framework to address the
emerging concerns of 21% century and greater market orientation at
operational level to minimise existing market distortions and maximise

competitiveness.
6.1 Redefining Concerns of Indian Agriculture

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).

Liberalisation &
Globalisation

Food
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(Nutritionay
Regional)
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& Diversifi-
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Consumer
Preferences
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Imbalances Security
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20" Century P 21" Century

Fig.6.1. Concerns of Indian Agriculture — Past, Present & Future

At the same time, Indian agriculture cannot ignore the emerging
concerns of 21* 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 globalisation, sustainability, and finally
changing consumer preferences. In other words, Indian Agriculture will
have to respond simultaneously to many more concerns, as we enter
21* 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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i%r;:l‘:it:;ee(?:zzlr(r)‘sm’;;litswill not bring agriculture to the centre stage
‘ . : needs to be replaced with growth through
productivity and diversification’ as Indian Agriculture enters 21*
century. At the same time, the task environment during the 21% 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 globalisation of
Indian agriculture is concerned, the scholars 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 influence 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 [armers
to forecast the exact demand, changing nature of the demand itsell 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 ol 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 dilferent cyclical
pattern and therefore, effective and efficient planning can only partially
deal with this uncertainty. Under the circumstances, the best that
possibly can be atlempted 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 production 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 title “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
behaviour towards the cooperative is influenced 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
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 district 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 observes 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 Lo 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 coflee 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, i.e. 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
uncertéinty 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. al. 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 profils 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 produclivity
(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 Promotion Council (Texprocil). 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 with the membership
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through input distribution and output processing and purchase
activities. Similarly, Cotton Corporation of India (CCl) 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 they
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 evidence
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 costl to get
back yarn or even finished products at negotiated price. This has
ultimately brought in an era of reducing domestic initiatives to survive
within highly pressurised trade system. The Indian textile industry is
also not interested to plough back a share of profit into the cotion
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-look 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

135



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 i.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
considered 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 19586.

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 producc as Kerala
imports 80% of its fresh vegetable requirement from neighbouring
states 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-processing
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 custormer
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 sultable 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
sustainability 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 period 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 APC 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 their
share in consumer rupee and at the same time ensure the all round
development of a viable and efficient dairy economy (Rao 1990). The
totality of the treatment given to the commodity is evident vertically in
as much as it encloses the entire gamut of operating intermediate
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 ol cooperative ownership ensurcs 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 accountable
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 ol the country,
which federate into 15 State Cooperative Milk Marketing Federations.
Over the years, these [ederations 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 globalisation 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 production 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 supply 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 PHDCCI 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, Athrauli, 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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under APMC Act

Source: FICCI, 2002, Policy Paper “Indian Agriculture Unbound: Making Indian
Agriculture Globally Competitive”

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 middiemen in the supply chain as it existed in the past. The
system enables the farmer to save almost Rs.800/MT of grain merely
by squeezing out inefficiencies from the system. Coupled with this
initiative, Cargill 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 Speciﬁcélly designed to overcome
the unique characteristics of the Indian agriculture. The model 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 Sceds
Corporation for seeds and BASF for fertilizers.

ITC believes, that their intervention in the supply chain has permitted
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 savings 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 the
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 itsell 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, i.e., 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 umbrelia 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 - Market 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 broader 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 orlents 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, l.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 malerial/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 leve],
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.
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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 stuccess 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 market system,
viz., informal o formal producers organisations including cooperatives.
private and public sector institutions and lastly, informal sector consisting
of various functionaries involved in commodity trade. These 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
studies 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 whether 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?

e 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 Lhat 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 ol 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 1o low price
offer and transactional problems with the contracting firms. The
opportunistic behaviour of firms 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., & Nijjer 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 lowards agribusiness normalisation and
monopolisation by firms. The study findings also suggest that contract
system of local firm (Nijjer Foods) is able to relate better to the growers
due to its local origins. He inferred that agribusiness 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 fall to supply
the produce after receiving inputs from the firm). Epur (1999) observed
that given the socio-economic reality in Indian villages, the only viable
system is to have vibrant, interactive, reliable contract farming. These
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 corporates 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 is on the function performed, not on the firm 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 Dijal (1996) observed that business model in 21%
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 arrangement and G&P
units were free to buy raw cotton from farmers or markel yvards. 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 buyer 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 (o leverage their strengths
in farm inputs to bring larger benefits to the farmers. Similarly, ITC
e-Choupal will add much needed efficacy Lo the supply chain and help
farmers to increase their market realization. The ¢-Choupal provides
an alternative route to mandi, without the compulsion of sclling his
produce to the corporate at a pre-determined price (ETIG, 2003). A
quick evaluation done by IRMA on e-Choupal revealed that farmers have
been benefited in terms of better pricc for soyabean, lower transaction
cost and transparency of markeling 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 coordination through
supply chain management do not eliminate the need for formal or
informal farmer groups/organization at the grassroot level.

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 aboul 80 per cent
of the marketed surplus of agricultural products in India (ETIG, 2003).
A considerable research has been done and corresponding
generalization have been drawn on the performance of informal sector
in marketing of agriculture produce. However, a detailed 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 racical reforms in the
existing regulated 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 ensure
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 price
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 compelilive 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, i.e., textiles is competitive globally and
surprisingly has not made much of an attempt to make domestic raw
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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
guality. 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 revitalises 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 services from producers
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 competitive
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 price
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" century will be
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 retailer. 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 Lo 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
promolied 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 inception of the
relationship,

160



* 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. The
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 consurner pays for the final product would be divided among
the players based on the value ol 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 farmers’
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 relatlively 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 (FICCI, 2002). The FICCI 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, US521.43 billion, a
closer look will reveal that larger volume business is based wither on
foods with minimum value addition or exports (Potly, 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 Lo 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) will
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-to-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 Moderate-Low
Market Growth Market Growth
Household Food processing
Institutional Industrial
Export 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 214 century. In the emerging scenario, the core
concern has to shift from ‘food security’ to ‘productivity and diversification’.
However. national food security will conlinue to remain a secondary
concern until the problems of ‘household level food security’, ‘nutritional
insecurity’ 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 competition 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 still at nascent stage. A number of initiatives have
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already been taken on selective basis to achieve vertical coordination
hetween agriculture and industry. These arrangements primarily
include contract farming and supply chain management in varying
configurations through strategic alliances. The farmers owned and
managed organisational arrangement includes informal structures like
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 patierns, a generic framework for
agriculture market linkage was hypothesised. The framework identifies
three important core processes, which seem to be critical in
cstablishing effective agriculture market linkages. These processcs are
i) building effective backward linkages, ii) conduct and performance
ol markets and markeiing institutions, and iii) demand generation
through value addition. Any attempt to improve interdepcendency of
agriculture with market/industry will be determined by the success and
failure of these processes with due consideration to the exlernalities
which will influence these processes. The case studics also led 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 contracl farming, promotion
of alternative vertical coordination mechanisms like multi-agency
strategic alliances, cooperatives and open market reforms to promote
competition and price discovery. In addition, the backward linkages
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 markect
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 {ree 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 malerials/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 new 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 agriculture futures will go a long way in
improving the effictency 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, self
reliant and democratically managed institutions needs (o be
implemented rigorously.

The vertical coordinalion is gradually catching up to control qualily
and market risks and the stage is ripe to promote vertical coordination
in commodities like cotton where beneflits are going to be large. At the
same lime, the state needs to introduce necessary amendments t{o 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 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 differentiated agricultural
raw materials can be used to improve probability of successful
diversification of Indian agriculture. There is a need to undertake new
research in these areas to get at these imporiant questions.
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