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Michigan State University Extension (MSUE) and the National Institute of Agricultural
Extension Management (MANAGE), India have had a long history of collaboration in
strengthening agricultural extension systems in developing countries. We have been jointly
organizing international training programs, conferences and developing joint publications to
share our knowledge and experiences in the field of agricultural extension. On February 21,
2021, MSUE and MANAGE jointly published a new book “Innovations in Agricultural
Extension” which was widely disseminated to agricultural extension professionals all over the
world.

Experiences from all over the world suggest that farmer organizations (farmer cooperatives,
farmer producer companies, commodity groups, etc.) play a critical role in the empowerment
of smallholder and commercial farmers. The aggregation of farmers into Farmers Producer
Organisations (FPOs) or Farmers Producer Companies (FPCs) is gaining momentum in India
and in many developing countries in order to ensure better income for the farmers. The
Farmers Producer Companies (FPCs) movement is gaining importance in empowering small
and marginal farmers access to credit, inputs, new technologies and extension services in
India. The aggregation of farmers into FPCs has been suggested as the way to eliminate
constraints faced by farmers and other stakeholders in the agricultural value chain. Further,
FPCs are playing a key role in enhancing the resilience of sustainable food systems through
the promotion of good agricultural practices and enhanced grades, quality and safety
standards. The lessons and experiences of FPCs in India are highly relevant for many
developing countries who strive to empower small and marginal farmers.

This publication, second in the series, titled “Farmer Producer Companies-led Sustainable
Agriculture through Organic Farming in India: Issues and Way Forward” by Dr. Abhilaksh
Likhi, Additional Secretary in the Ministry of Agriculture and Farmers Welfare, Government
MsuU EXTENsION  ©f India is very timely and informative for stakeholders in developing countries who are
Office of the Director ~ engaged in empowering resource poor farmers. This publication provides a thorough review
416 W. Cirde Drive  ©F the role of FPCs in providing market access, best practices through cluster approach,
Morrill Hall of Agriculture  government schemes and shares experiences from various models of farming towards
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East Lansing, Ml 48824  building sustainable agri-food systems.
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F;;f(;;’éfgfgﬁ | appreciate Dr. Abhilaksh Likhi for his timely contribution on the topic of FPCs which is gaining
importance in India and in many developing countries. This publication will provide valuable

inputs for the forthcoming “United Nations Food Systems Summit 2021” scheduled in

September 2021 and will help agricultural professionals across the world to enhance their

S — knowledge on strengthening FPCs in order to connect smallholder farmers to local, regional
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ABSTRACT

This review paper attempts to delineate the role of Farmer Producer Companies (FPCs)
in empowering small and marginal farmers to strengthen nutritional security through
the sustainable agricultural practice of organic farming. It further focuses on pre and
post FPC formation key issues raised by experts that hinder FPCs effective
participation in the agricultural value chain. In this context, it also highlights FPC best
practices from across the country emphasizing the criticality of factors in organic
farming such as the cluster approach, nutrient management, quality control, social
inclusion and use of appropriate technologies. It also points to the dire need of making
access to credit easy by strengthening Bank-FPC linkages. Finally, the paper suggests
the way forward to strengthen organic farming FPCs at the last mile by fostering
synergies with Panchayati Raj Institutions (PRIs) and Krishi Vigyan Kendras (KVKs) in
agriculture produce clusters.







FARMER PRODUCER COMPANIES-LED SUSTAINABLE AGRICULTURE THROUGH
ORGANIC FARMING IN INDIA: ISSUES AND WAY FORWARD

INTRODUCTION

The ‘agriculture sector’ in India is a critical source of livelihood, especially in the vast
rural geographies of the country. It plays a key role in making the nation food secure
and generating exportable surpluses. Ever since the country’s independence and the
onset of the Green Revolution', the sector has been undergoing structural change in
respect to farm size, cropping patterns and its share in the ‘Gross Value Added
(GVA).”" As per ‘provisional estimates 2020-21, it accounts for 20.2% of the country’s
GVA.”" As per the Census 2011 54.6% of the total workforce in the country is still
engaged in this sector. Approximately 85% of the operational holdings of farmers are
small and marginal i.e., holdings of less than two hectare (and in some regions
dependent on ‘rainfed farming’¥). The size of these operational holdings is
continuously declining, raising serious questions on survivability of these small
holders (Pandey, et. al., 2010). Despite this constraint, the country’s food grain
production as per ‘advanced estimates 2020-21 has touched an all-time high of
305.44 million tonnes and it has, infact, been surpassed by horticulture production of
329.86 million tonnes.”

Agriculture is a ‘state subject’," yet the central and state governments, in
conjunction, have been active facilitators of the process of agricultural development.
This includes strengthening of ‘agricultural marketing infrastructure’' (rural roads,
wholesale and periodic markets etc), ‘research and development’™ and outreach to
farmers through technology (‘direct benefit transfers”™ and ‘electronic national
market™) across the country. Besides, nurturing an apt ecosystem of incubation has
enabled innovative agricultural ‘start-ups™' to take roots.

In the recent decades, a few important trends have been witnessed. Change in
lifestyles and consumption habits, in both rural and urban areas, has led to
diversification in consumer diets. There is increasing substitution of traditional
staples e.g., rice and wheat by non-staples such as fruits, vegetables, millets, other
coarse cereals, livestock, organic and processed products. As a result, issues of

‘nutritional security i.e., access to diverse foods™" have come into sharp focus. An




effective food system, thus, needs to enable nutrition secure citizens to have the
opportunity to improve their health through a balanced diet.

Another concern is the loss of agricultural produce on its way from farm to
consumers. Such loss, that is said to ‘range between 15 to 20%, is attributed to
bottlenecks in post-harvest connectivity”" to markets. Perishables such as livestock
produce, vegetables and fruits form a significant part of this loss.

The adverse impact of climate change on crop production is another worrisome
phenomenon. Integration of adaptation and mitigation strategies to encourage
requisite investments in ‘climate smart agriculture’ have become critically
important. In this regard, the need for tapping clean renewable energy sources and
more importantly promote water conservation has been emphasized to reduce the
carbon footprint and hence the associated risks.

The agriculture sector in India is committed to achieving the United Nations 2030
Sustainable Development Goal (SDG) 2 of “Zero Hunger’. As the country recovers
from the impact of COVID-19, agricultural practices in the country have to ensure
generation of economic livelihoods of farmers. At the same time, the focus has to be
also on minimizing use of harmful or synthetic inputs and on-farm resources through
organic farming. Dovetailed with climate smart agriculture, the latter has to enable
production of affordable, nutritious and sustainable crops to our citizens.

A target has been set by Government of India to double the farmers’ income by 2022.
Therefore, the ‘Report of the Committee on Doubling Farmers Income (DF1)"*" assigns
the highest priority to interventions that will eliminate constraints faced by small and
marginal farmers and other stakeholders in the ‘agricultural value chain.”" Such a
value chain includes input provision/use, production, post- harvest processing/
storage and transportation/marketing/sales through requisite investments. The
Report further outlines the importance of improving net returns to such farmers in
this chain by lowering costs through their aggregation into collectives (Please see

Figure 1).




Figure 1: Next Step Interventions for Farmer Groups
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(Source: Report of the Committee of Doubling Farmers Income, Volume Ill, August
2017)

The ‘DFI Report 2017 also states that sustainable agriculture entails management
of resources for agriculture that aim to produce food that is both nutritious and
without contents that might harm human health. In practice, the Report adds, such
an approach avoids the use of synthetic fertilizers, pesticides and instead relies on
crop residues, animal and green manures.

In the above backdrop, there is a dire need, first and foremost, to further strengthen
the access of small and marginal farmers to agricultural credit, inputs, technology
and ‘extension services.”™ At the same time there is a need to plug bottlenecks in
transaction costs associated with their market entry and attaining economies of
scale. To do so, aggregation of farmers into Farmer Producer Organizations (FPOs)
and more specifically Farmer Producer Companies (FPCs) has been suggested by
experts as the way forward (Singh, 2013).

Herein, small and marginal farmers jointly access input resources and also market
their produce. With other requisite backward and forward linkages, such as
availability of credit and robust extension services, aggregated small and marginal




farmers are to be the fulcrum of future agricultural growth in the country. This,
experts contend, will empower them, as business entrepreneurs, to connect
effectively to domestic and global markets and hence raise their incomes manifold.

Infact, unleashing of such agribusiness entrepreneurial spirits is at the core of the
announcements made by Government of India for the agricultural sector under the
‘Atma Nirbhar Bharat Krishi Package’ ™ This package intends to transform small and
marginal farmers into vibrant producers through a barrier free agricultural eco
system with availability of funding for infrastructure. The aim is also to enhance the
resilience of India’s agri-food system through promotion of good agricultural
practices and further reducing its environmental footprint through organic farming.

STRUCTURE OF THE REVIEW PAPER

In the above context, this review paper is structured as follows. First, in the backdrop
of the synergies between the Cooperative Movement and FPOs, it attempts to
specifically delineate the role of FPCs in providing market access and empowering
small and marginal farmers in India. Second, it highlights the importance of the
agriculture produce cluster rationale. Third, it outlines the legal framework to
constitute FPCs and their essential statistics. It also highlights the guidelines and
schemes announced by Government of India to support them from time to time.
Fourth, it probes some critical issues raised by experts in the setting up and last mile
functioning of these producer companies especially easy access to credit. Fifth, it
expands upon the organic farming forays in India and related productivity issues. In
this context, it also shares information about a few organic farming FPC from across
the country exploring key operational issues focusing on sustainable agricultural
practices. Finally, the paper arrives at conclusions on the way forward to strengthen
such producer companies by forging last mile convergences and plugging information
asymmetries in agriculture produce clusters.

APPROACH AND DATA SOURCES

The approach of this review paper is essentially analytical. Through such an
approach it aims to delineate issues and challenges in empowering small and
marginal farmers to strengthen nutritional security through the sustainable
agricultural practice of organic farming. The study is based on secondary data of
annual reports, books, journals and published articles including online resources.




COOPERATIVE MOVEMENT AND FPOs

The review of literature for this paper reveals that the discussion on FPOs and more
specifically FPCs is embedded in the discourse, policy and practise of the ‘Cooperative
movement”™ in India.

The first cooperative act was legislated in British India in 1904. Producer
organizations in the form of producer cooperatives have existed over hundred years
ever since then. Infact, ‘Primary Agricultural Credit Societies (PACS) are one of the
oldest forms of producer organization” at the village level addressing the rural
credit needs of small and marginal farmers. Similarly, Amul became India’s largest
dairy food product marketing cooperative. To replicate its success, the National Dairy
Development Board (NDDB) was set up and it launched Operation Flood to create
farmer milk cooperatives across the country.” Hence, ever since independence,
Government of India has provided massive financial, technical and administrative
support to co-operatives both directly and indirectly through State governments
(Dwivedi, 1996).

FPOs, in the above context, are aggregation institutions that aim at connecting the
small and marginal farmer to both input and output markets. Such organizations are
initiated either by the government, cooperative institutions, private sector, civil
society, trusts and statutory societies. ‘There forms include agricultural cooperatives,
producer companies, self-help groups, federation of self-help groups, common
interest groups, farmer interest groups, commodity interest groups, joint liability
groups, farmers clubs etc. These forms vary in terms of membership and geographic
spread.””V

A fundamental basis is that farmer producers with common interests agree to pool
their resources and jointly manage farming issues of credit, input sourcing,
deployment of farm technology and post-harvest handling. They also manage
dissemination of market information, good agricultural practices, participation in
‘commodity exchanges™ and ‘exports’ . ‘Farmer members, herein thus can seek
reduction of transaction costs by leveraging their collective and bargaining strength

to access financial inputs. At the same time, they can, on equitable terms, tap high
value markets through business partnerships with myriad entities.”"




THE AGRICULTURE PRODUCE CLUSTER RATIONALE

Grouping farms together to operate as a produce specific cluster with contiguous
tracts of land has also been argued as the concept behind forming of FPOs. ‘Such an
approach is necessary to bring about a critical economy of scale at the farm gate so
that farm inputs can be better managed, the cultivation gets consolidated care and
the output from farms has a viable scale for post- production handling. More
importantly, production from collaborative farming is to be linked to multiple
demand centres (including proximity to urban centres) for quick evacuation of
produce and to further maximize market opportunities.”Such produce clusters can
span across villages, blocks and even districts.

LEGAL PROVISIONS

As has been explained in the preceding paragraphs, while an FPO is a generic name
that represents different forms of community organizations/enterprises, a “Producer
Company” is a special case of a producer enterprise that is registered as a body
corporate under Section IXA of the Companies Act, 1956 (now Companies Act, 2013
as amended in 2002).

An expert Committee led by noted economist Dr. Y. K. Alag recommended setting up
of such companies by incorporating Part IXA in the Companies Act, 1956. Such a
producer company’s main activities consist of ‘production, harvesting, processing,
procurement, grading, pooling, handling, marketing selling, export of primary
produce of the members or import of good and services for their benefit. It also
includes promoting mutual assistance, welfare measures, financial services,
insurance of producers or their primary produce.”*™

FPCs constitute of only primary producers to participate in the ownership and
management of the company. Thus, members necessarily have to be persons
engaged in any activity with or related to primary produce which in the case of this
review paper are agriculture and allied activities. Besides, ‘primary producers share
profits among its members. Such producers are shareholders in the company and
remaining profits are added to the organizations owned funds for business
expansion.” It has been aptly stated that FPCs are formal autonomous, outward
oriented organizations and can be regarded as a hybrid between private companies
and cooperatives (Trebbin, 2014).







