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Induction Programme
Objectives:
a. To introduce participants about different forms of collectives, its conceptual evolution,
governance, management operating system and member centrality.
b. To familiarise participants towards the concepts and theories of collective action and its
implications for sustainability of collectives.
c. To discuss the different aspects of collectives management in general and decision
making and performance management in particular.
d. To sensitise towards the concept of sustainable livelihoods, its principles, frameworks
and role of collectives in sustainable livelihood development.
Pedagogy: Interactive Lectures, Case Study Analysis
The readings has been divided into following Units –
Sl. No.

Title of Unit

1

Fundamentals of Collectives

2

Cooperatives as Forms of Collectives

3

Self-Help Groups (SHGs) as Forms of Collectives

4

Producers Organizations (PO) as Forms of Collectives

5

Decision Making and Performance Management

6

Sustainable Livelihood Development through Collectives

6

Detail Contents
No.
Session Title
Unit 1: Fundamentals of Collectives
1

Basics of Collectives

10

Design of FPCs

11

Growth and Issues of
FPOs
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Collectives – meaning, forms of collectives – Cooperatives,
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2
Theories of Collective
Concept of Collective Action,
Action
Theory of Critical Consciousness, Theory of Critical Mass,
Logic of Collective Action;
Implications of collective action theories
Unit 2: Cooperatives as Forms of Collectives
3
Basics of Cooperatives Concept, Emergence, Characteristics and Benefits of Cooperation,
Cooperative Principles – Analysis and Explanation
Classification of Cooperatives: Non-Credit and Credit
cooperatives
4
Cooperative Movement History and Growth during Pre-Independence, Post-Independence,
Present Status; Challenges in changed economic environment
5
Type of Cooperatives,
Producers Cooperatives and Cooperative Processing
Structure and Functions Credit Cooperatives
Marketing Cooperative
Other forms of Cooperative – Consumer; Housing and Labour
Cooperatives
6
Issues in Cooperatives
Issues related to Governance, Member centrality and functioning
of cooperatives
Other issues of cooperatives
Unit 3: Self-Help Groups (SHGs) as Forms of Collectives
7
Basics of SHGs and
Concept, Conceptual evolution, Panchsutras and Dashsutras,
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Collectives
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collectives
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Analyzing Performance Parameters for success and failures
of collectives
Criteria for categorizing the performance of collectives
14
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Plan (BDP) for
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Collectives
collectives
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Unit 1: Fundamentals of Collectives
Chapter 1: Basics of Collectives
1.1 Why Groups are good for their Members
For a group to function, each member has to benefit from it in some way. Here are some of the
ways they do this.
a. Buy cheaper inputs by buying in bulk, the group can get discounts from suppliers and
share transport costs.
b. Get services and advice Extension agencies and many other organizations are often
willing to serve groups, but not individuals. Farmers can share the costs of getting these
services (such as travel costs).
c. Build their capacity Members can easily share information and learn from each other.
New ideas spread quickly through meetings, training and working together.
d. Obtain financial services: An individual farmer may not have enough money to open a
bank account or qualify for a loan. A group can get such financial services, and can
acquire the skills to use them.
e. Get better prices for products: By marketing through a group, farmers can share the
storage, processing, transport and selling costs. By selling in bulk, they can attract new
buyers and negotiate better prices.
f. Share the work burden: Group members can help each other with field work, harvesting,
processing and administration. Members can focus on what they are skilled at, and leave
other tasks to other members.
g. Do things that individuals cannot: Some problems can only be tackled on a large scale.
Examples are controlling erosion in a watershed, managing irrigation, and filling a truck
with produce.
h. Get empowered: Groups can express their interests more effectively than individuals.
They make it possible for members to negotiate, demand services, and lobby for policy
change.
By sharing the costs among all members of the group, the cost for individual members is lower.
In this way, small-scale farmers can get the benefits that are open only to large-scale farmers.
These are often called economies of scale. Strong groups are the basis of many rural
9

development activities. They can act as local partners for development organizations – helping to
channel various kinds of assistance to those who need it. But more important, they can become
self-driving engines for growth in the community, independent of any inputs from outside.
1.2 Why Development Organizations Work with Groups
In addition to the above reasons, Development organizations like to work with groups because of
the following reasons –
a. Effectiveness: People often learn better in groups, and group pressure, or “peer pressure”,
stimulates individuals to change what they do – and to continue doing it in the future.
Organized groups are likely to be more effective than the same number of individuals
working independently.
b. Cost-effectiveness: It is easier, quicker and therefore cheaper for a field agent to serve
groups of farmers rather than the same number of individual people.
c. Scale and Impact: Groups make it possible to reach many more farmers than by serving
individuals. That multiplies the potential impact of an intervention.
d. Task sharing: Groups can take over certain activities, such as setting up demonstrations,
doing simple tests, training and coordination, and spreading information to people outside
the group.
e. Sustainability: Group initiatives can be more sustainable than individual efforts. People
can take turns at tasks, encourage each other, and help each other to get things right. If
one person drops out for some reason, the rest of the group can still carry on.
f. Payment: Each member of a group can contribute a small amount to pay for goods or
services. An individual may not be able to pay enough to cover the service costs.
g. Feedback: Groups can give better and more useful feedback than individuals. That helps
field agents and development organizations understand farmers’ situations and improve
the services they provide.
1.3 Need of Collectives in India
Over 85 per cent of Indian farmers are small and marginal, cover nearly 50 per cent of
operational holdings. An estimated 65 per cent of all farmers are marginal. More than 90 per cent
of the small and marginal farmers (SMF) are dependent on rain for their crops. In absolute
10

numbers there are about 90-100 million SMF in India who depend on agriculture for income and
employment. Due to continued phenomenon of land fragmentation the number of SMF is ever
increasing. Only a minority of India’s farmers is served by the formal agriculture extension
system due to various limitations including the structural problems. Only 9% farmers receive
extension services from government extension staff, while 19% of farmers depend on private
input dealers for advice (NSSO, 2005). This implies that poor extension systems led to a
situation where farmers do not have any problem solving mechanism for improving their
productivity. This has created a widening gap between the agriculture research results and their
adoption on the ground. A large chunk of SMF seek farm credit from moneylenders while only a
limited numbers from banks. In the XI and XII plan there has been significant jump in supply of
agriculture credit, however, in RBI’s own admission the SMF share in institutional credit is less
than 10%.
APMC to some extent has provided needed safeguard to the farmers against exploitation
by the market intermediaries. However, it has restricted competitiveness in the market. Also it
could not expand its reach to the remote areas. There is one regulated market per 450 sq. km.
Perhaps, not even one third of Indian farmers, especially the SMF, have access to the formal
agriculture marketing system, leaving the rest dependent on the informal service providers which
are exploitative and non-remunerative. The Model APMC Act., which advocates open trade
between buyers and sellers outside the market yard, has not been adopted by many state
governments. And where adopted it has been either adopted partially or the rules make the
changes ineffective. The role of organized private sector in the primary agriculture market is thus
very limited. Corporate and other bulk buyers of agriculture commodities find the transaction
costs of dealing with a large number of small producers prohibitively high and prefer dealing
with bigger farmers and mandi aggregators. The middle men fill the gap by making huge margin.
Although the share of cooperatives in fertiliser distribution is 36%, yet there are huge
uncertainties in input supplies mainly due to malpractices in distribution system. Things are
likely to improve with the Government’s recent move to digitize fertiliser distribution system
and direct subsidy transfer to the farmers bank account. A recent paper has noted the
competitiveness of small farms on virtually all parameters of resource and input use but
concludes that this is in itself not sufficient to pull smallholders out of the grip of poverty. The
missing elements of support, information asymmetry and the most critical issue of finance are
11

among the key factors that seem to determine the terms on which small producers relate to the
market (Source: ASA+NABKISAN Resource book).
Globalization, an expanding domestic middle class and diversification of the food basket
are driving growing corporate interest in agriculture as a source for raw material for agriculture
value chain. There are numerous examples of backward linkages between the corporate sector
and farmers in various parts of the country. However, majority of existing examples of linkages
between farmers and processors/retailers involve Large and Medium Farmers (LMF), with very
few instances of SMF successfully linking up with processors/retailers. The highly fragmented
nature of production and low per capita surplus of SMF make it unviable to directly link with the
organized markets and leverage better returns for their produce.
The climate change debate and the linked issue of global population expansion have
raised the public’s awareness of global warming and the allocation of scarce resources for food
and energy production. There is an increasing global trend demanding consumers to become
more responsible in their consumption pattern. The multi-stakeholders (producers, trade and
industries and NGOs) voluntary initiatives popularly known as Round Table for Responsible
Production,

processing

and

marketing

(www.responsiblesoy.org,sugarcane

of

agriculture

commodities

like

soybean

(www.bettersugarcane.org),

cotton

(www.bettercotton.org), palm oil (www.rspo.org), etc. are established mechanisms and fast
growing. The organic production standard is already an established system and growing globally
including India at a faster speed. All these are happening due to perceived environmental,
economic and social benefits.

1.4 Major Constraints faced by the Small and Marginal Farmers
a. Shrinking land asset, rising per unit cost of cultivation and shrinking profit margins
b. Difficulties in accessing critical inputs like credit, water, power as well as quality seeds,
fertilizers, pesticides and appropriate and timely technical assistance
c. Fragmented value chain in agriculture marketing, monopoly and /or monopsony
conditions, few opportunities for value addition at the bottom of the chain
d. Weak bargaining with market agents and low returns on investment
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e. Present arrangements for risk mitigation, especially crop insurance instruments, are
highly unsatisfactory and do not adequately cover the risks faced by the SMF, leaving
them vulnerable to the vagaries of weather.
f. Finally, there is no special targeting or earmarking of resources for SMF in centrally
sponsored agriculture development programmes.
Hence, there is an urgent need for solutions that mark a break from the past and
significantly improve the terms of smallholder access to the market. Aggregating SMF into any
form of collectives have seen as “Best-fit-Model” to address above issues. Farmer Producer
Organizations (FPO) and/or Community Based Organisation (CBOs) are a necessity in Indian
scenario if one has to effectively address the issues mentioned above.
Member based collectives offer a proven pathways to successfully deal with a range of
challenges that confront small producers, empowering their members in a variety of ways.
Several national experience in the performance of CBOs and/or FPOs suggests that FPOs are
able to leverage their collective strength and bargaining power to access financial and nonfinancial inputs and services, technologies, reduce transaction costs, tap high value markets and
enter into partnerships with private and public entities on more equitable terms.
Several institutional models of farmers have been tried or being tried in India to integrate
farmers with the value chain as follows:
•

Producers Cooperatives – Since 1900s

•

Self-Help Groups (SHGs) – Since 1990s

•

Farmers Producers Organisations (FPOs) – Since 2000s
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The basic purpose of any forms of collectives is to aggregate small farmers or producers for
enhancing and expanding their (a) backward linkage for inputs like seeds, fertilisers, credit,
insurance, knowledge and extension services and (b) forward linkages such as collective
marketing, processing, market led agriculture production etc. At the heart of this effort is to gain
collective bargaining power for small farmers/producers.

1.5 Definitions of different forms of Collectives
1.5.1 Cooperatives: is “an autonomous association of persons united voluntarily to meet their
common economic, social, and cultural needs and aspirations through a jointly-owned and
democratically-controlled enterprise” (International Coops. Alliance)
1.5.2 SHGs: “voluntary association of poor people, preferably from the same socio-economic
background, come together for the purpose of solving their common problems through self-help
and mutual help. They mutually agree to contribute a given amount to be lent to any member to
meet their consumptive needs” (NKC)
1.5.3 FPOs: “is a legal entity formed by primary producers’ viz. small and marginal farmers,
which is directly engaged in agriculture and allied activities as crop production, dairy, fishery,
animal husbandry, poultry, bee-king, sericulture, etc. A FPO can be a producers company, a
cooperative society or any other legal form which provides for sharing of profits/ benefits among
the members”.
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Chapter 2: Theories of Collective Action
2.1 Introduction
A renewed interest in collectivising small and marginal farmers into different forms of group 1
especially Farmers Producers Company (FPC) has developed in recent years. However, the
foundational work on this notion is by Mancur Olson in his book - The Logic of Collective
Action: Public Goods and the Theory of Groups (Olson 1965). Kumaran (2002) states that
individual approach to poverty alleviation is increasingly replaced by group approach. The
farmers organisations are formal forms of CA. Marshall (1998) defines collective action as ‘the
action taken by a group (either directly or on its behalf through an organization) in pursuit of
members’ perceived shared interests’. On the other hand, Bandiera et al (2005) defined collective
action as the “ability to refrain from individually profitable actions for the sake of the common
good”.
Many development practitioners called for ‘Collective Action’ to overcome the constraints of the
small and marginal farmers, discussed in the earlier section (Reardon et al 2009). The CA by
small and marginal holders in developing countries has been recognized as a tool to correct
market imperfections in the agriculture sector. It provides better access to inputs and high value
demanding markets, reduces transaction costs, increases bargaining power of the members and
provides acquisition of a collective reputation that serves as a guarantee while marketing the
product (Markelova et al 2009).
Furthermore it increases farmers’ capacity to undertake joint investments (infrastructure,
labelling and certification); provides farmers with information, technical assistance and
appropriate inputs; facilitates vertical integration; enables building favourable conditions for the
establishment of public-private partnerships; monitoring and evaluation at farming level and
likes. (Moustier et al 2010, Narrod et al 2009, Roy and Thorat 2008, Naziri et al 2014). In the
context of long-term investments for perennial crops and agro-processing technologies, it also
reduces individual farmers’ risk (DiGregorio et al 2004).

1

Like Cooperatives, Self Help Groups (SHGs), Farmers Interest Groups (FIGs), Commodity Interest Groups
(CIGs), association, Federations, and more recent form is the Farmers Producers Company by amendment of the
Companies act 1956.
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Thus most of the CA literature emphasizes on increasing economies of scale and bargaining
power of the group members, lowering of input, transaction and coordination costs , creation of
countervailence, easy access to capital markets and improved risk management as the main
benefits. However the outcomes of the CA depends on at least three factors: group
characteristics; institutional arrangements within the group; and institutional and economic
environment (Markelova et al 2009).
However, there is one major challenge while engaging in CA, which is ‘free riding’. Free riding
can be referred to as opportunistic behaviour that leads self-interested individuals to enjoy the
benefits of a collective effort while contributing little or nothing to the effort (Olson 1965).
Nonetheless, several scholars have identified a number of conditions and institutional
mechanisms that could limit free riding and facilitate the creation and maintenance of the
collective good.
2.2 Collective Action Model: Conceptual Framework
The CA model has been developed for the purpose of research after analyzing the process of
three collective action livelihood interventions. This paper analyses the three cases in terms of
the role CA plays in promoting livelihood opportunities within a conceptual framework. Fig. 1
provides a schematic overview of the framework depicting the process leading to CA and
discusses plausible outcomes and threats that may result from CA. The process begins with
conscientization on the left-hand side of the diagram.
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Figure 1. Collective action model to promote sustainable livelihood interventions
(Source: Wadkar, 2021)

2.2.1 Conscientization: The theory of critical consciousness or conscientization by Paulo Freire
(1970 and 2005) talks about how people’s critical consciousness enables them to express their
social discontent (oppressive elements), think critically about their problems and actively resolve
them. Consequently this led to the realization of felt and unfelt needs2 of people. It necessitates
exploration of ground realities by raising people’s consciousness. It is the moral awareness
which propels individuals to dissemble from their cultural, social, and political environment. It
encourages them to take action against the oppressive elements that are illuminated by that
understanding (Possardt 2003).

Thus the process of conscientization makes people reflect on

their realities.
All the case studies has been used this approach of sensitization & mobilisation of people to
identify the oppressive element/ community issues, keeping in view the sustainable livelihood
framework The PMRD Fellows had played crucial role in ‘mass awareness’ of the people and
created ‘desire to take participatory action’ to resolve the economic and social issues. They have
2

In psychological point of view, needs classified as felt or conscious and unfelt or unrecognized. The development
facilitators need to take intense efforts in identifying unfelt needs and make them aware about it.
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identified the problems and solutions, shared relevant information, and planned mutually
convenient activities to achieve common goals. This process led to develop a “sense of
belongingness and ownership” towards the development initiatives, which is the primary
criterion that determines the effectiveness of any CA and thereby help to ensure the ‘institutional
sustainability’ of the efforts undertaken.
2.2.2 Social Capital: The next stage is of social capital, a concept often referred in the literature
of CA (Coleman 1988, Uphoff 1995, Koelen and Das 2002). Social capital recognizes the
fundamental role social relations play in promoting livelihoods and ensuring sustained economic
growth. This group approach (for e.g. SHGs) improves the social capital base (Srivastava 2005).
In the context of CA, there are many interpretations of social capital, but one useful definition is:
"the shared knowledge, understandings, norms, rules, and expectations about patterns of
interactions that groups of individuals bring to a recurrent activity” (Ostrom 1999). This
includes both ‘horizontal ties’ among a group (referred to as “bonding social capital”) as well as
‘vertical ties’ between different groups (referred to as “bridging social capital”), also described
by Coleman (1988 and 1990) as ‘‘the structure of relations between actors and among actors”
that encourages productive activities. Hence, social capital facilitates CA, as the process
develops confidence among people to invest in collective activities with the belief that other
members will also do so.
Johnson et al (2002) state that where markets fail and transaction costs are high, social capital
can contribute significantly to stable performance by providing access to information and
reducing the costs of contracting and coordination. Pretty and Ward (2001) documented growth
of social capital as evidenced by group activities in wide range of natural resource management
and further have identified four aspects to build social capital asset viz. relations of trust;
reciprocity and exchanges; common rules, norms and sanctions; and connectedness, networks
and groups.
2.2.3 Collective Action: The theory of logic of CA by Mancur Olson (1965) explains the
rationale, reason and need for group formation to achieve the purpose/ goal of their togetherness.
Most definitions on CA highlight that its success requires involvement of a group of people,
common interest within the group and some kind of common action which works in pursuit of
their shared interest (Meinzen-Dick 2004).
18

The literature has shown that CA involves various aspects including development of institutions,
resource mobilization, coordination of activities and information sharing (Poteete and Ostrom
2003). The purpose of CA varies as per the level at which, we have to analyse the phenomenon
such as institutional level and social unit (individual, group, community and intra- community,
etc). Similarly indicators of analysis might differ depending on the specific objective of a CA.
Field studies and evidence from all across the globe have shown that the ‘tragedy of the
commons’3 is not unavoidable and people can efficiently cooperate and build institutions to
govern collective goods (Ostrom 1990). Most of the literature on CA is related to the
management of common pool resources. Agrawal (2001) synthesized the works of several
authors in an effort to identify enabling factors that would lead to successful outcomes such as
group size, social capital, education, organizational factors and institutional arrangements (Naziri
et al 2014).
2.2.4 Social Learning
Koelen and Das (2002) emphasis that the basis of exchanges between different stakeholders
while engaging in a collective activity is determined by social learning. Albert Bandura (1963
and 1977) posits that “learning is a cognitive process that takes place in a social context and can
occur purely through observation or direct instruction, even in the absence of motor
reproduction or direct reinforcement”. This process entails the shift from ‘multiple cognition’ to
‘collective cognition’ (Koelen and Das 2002). Social learning processes are seen as the ‘engine
of collective cognition’ (Jordan et al 2003). To benefit from collective cognition, it is important
that convergence on a shared idea occurs only after engaging in a dialogue between divergent
viewpoints. The interaction that takes place during CA also feeds back into the social learning
process changing the nature of social capital over time vis-à-vis conscientization in order to
redefine problems and challenges and to tackle the consequences, if any. Hence, in order to
design policies that are effective and sustainable it is important to understand the process of
social learning, as this will greatly enhance the sustainability of a CA

3

It is an economic theory of a situation within a shared‐resource system where individual users acting independently
according to their own self‐interest behave contrary to the common good of all users by depleting or spoiling that
resource through their collective action. The concept originated by William Forster Lloyd (1833) and popularized by
Garrett Hardin in 1968 and 1998.
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In present research, author argue that the ‘learning’ takes place at all levels viz. at
conscientization, building social capital, engaging in CA and even after the process of group
formation is completed and the group engages in certain defined CA. At the conscientization
level, it has been observed that the group of people (key persons) learn together to identify and
define problems, to search for and implement solutions, and to assess the value of a solution for a
specific practice. These key persons then further guided the collective action process.
At Social Capital level, it has helped to develop the trust & confidence among group members,
define their own sets of rules and regulations. The momentum generated has developed their
capability to deal with an individual and community problems collectively, which further leads
to ‘Collective Capability’4. It has been observed that tribal people has their own limitation and
faces to number of constraints (financial, physical, human capital), which has encouraged them
to act collectively to strengthen their capabilities. Thus the CA acts as a stimulus for collective
capability.
2.2.5 Triggers and Drivers
This process of CA is normally initiated by a ‘triggers’. This may be an external factor beyond
the control of the individual (in this case tribal people). CA is more likely to emerge where an
individual’s fail to address his/her issues related to livelihoods and/or other relevant local issues.
In contrast, the ‘drivers’ facilitates the process of CA and it could be external (for example,
government and private agencies, Civil Society Organizations - CSOs, NGOs, etc.), or internal
(community leader, progressive farmer, etc.) and takes a principal role. The driver can also play
a role in sensitizing and mobilizing local people to identify felt and unfelt needs and create the
willingness to work together.
References:
Wadkar, S. K. (2021). Collective Action Model for promoting sustainable livelihood
Interventions: Lessons from Case Studies in Chhattisgarh State, India. Cooperative Perspectives,
56 (2): 48-66.

4

It empowers the group with certain valued beings and doings which an individual alone wouldn’t have been to
achieve
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Unit 2: Cooperatives as Forms of Collectives
Chapter 3: Basics of Cooperatives
3.1 Concept of Cooperatives
Cooperative society is an organization of group of people with collective responsibilities and
thoughts for the development of needy, especially under privileged.
“A cooperative is an autonomous association of persons united voluntarily to meet their
common economic, social and cultural needs and aspirations through a jointly-owned and
democratically-controlled enterprise.”
It is based on the values of the development of agriculture, forestry, banking, credit, agroprocessing, storage, marketing, dairy, fishing and housing and its network covers 85 per cent of
rural households. It occupies a key position in agricultural development with support in resource
and input use, harvesting of water resources, marketing channels, storage facilities, distribution
channels, value addition, market information and a regular monitoring network system.
Cooperatives are also engaged in economic activities like disbursement of credit, distribution of
agricultural inputs (seeds, fertilizers, and agrochemicals), etc. Cooperatives have inherent
advantages in tackling the problems of poverty alleviation, food security and employment
generation. It is considered to have immense potential to deliver goods and services in areas
where both the public and private sector have failed.
By and large, cooperatives (except a few large ones) are “local institutions”, addressing
“local needs”, employing “local talent”, and led by “local leaders”. A situation is emerging
wherein there is a possibility of people migrating back to rural areas, as the cooperatives exhibit
vast potential for generating self-employment opportunities at grassroots.
Since its formal launch in 1904 in India, the Indian Cooperative Movement has played
very important role in the Indian economy especially in the development of the agriculture and
rural sectors combining the strengths of both public and private sector specially in supporting the
small and marginal farmers and weaker sections. Immediately after Independence in 1947, the
Cooperative Sector was recognised by the government as a third economic sector to serve as a
balancing factor between the private and public sectors. The government had even considered the
cooperative sector as a ‘Cooperative Commonwealth’. In this way cooperatives developed as a
special sector combining the strengths of both the public and private sectors, especially serving
the needs of small and marginal farmers and weaker groups. At present it is the largest
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Movement in the world. self-help, self-responsibility, democracy, equality, equity and solidarity
which helps in Cooperatives are democratically-managed economic institutions with social
objectives providing every kind of services that the members need based on the principles of the
Cooperation. In the economic development of the country, Cooperation was accorded a place of
prominence in the Five-Year Plan Documents until the 8th Plan. In accordance with the policies
laid down and the budget allocations provided, the Cooperative Movement has made tremendous
achievements e.g., Dairy Cooperatives, Fertiliser Cooperatives, Rural Credit sector, Environment
upgradation and livelihood improvement etc.
3.2 Genesis and Evolution of Cooperatives
A co-operative is a form of organisation that is widely prevalent in developing countries
including India. It has great potential as an instrument of rural development. Co-operation as an
ethical norm has been eulogised all over the world since time immemorial. As a mode of social
behaviour, it is manifest in countless activities of people performed for the purpose of achieving
a common goal. From the philosophical perspective, co-operation and its opposite, competition,
are two basic tendencies of human behaviour and both co-exit in every individual. Co-operation
can

emerge

under

highly

diverse

situations

and

accordingly

there

are

several

theories/propositions that seek to explain why people do and do not co-operate (Singh 1996a).
The origin of formal co-operation in the form of a co-operative organisation is traced to Europe,
particularly, England, France and Germany, in the mid-nineteenth century. Robert Owen of
England, Charles Fourier of France, and Herr F.W. Raiffeisen and Herr Franz Schulze of
Germany are considered as the founding fathers of the modern co-operation (Craig 1980:38,
Madan 1994:25-27). In 1844, a group of people in Rochdale, England, formed the Rochdale
Society of Equitable Pioneers to obtain higher wages from their employers and to set up a cooperative store. The Rochdale Society became the model for similar stores and related
enterprises throughout the world. Around the same time, Fourier established ―phalanxes‖ in
France and Raiffeisen and Schulze pioneered and implemented the idea of co-operative banks in
Germany. Subsequently, in other European countries also, co-operatives emerged primarily as
people‘s response to their exploitation by moneylenders and traders. With the emergence of cooperative movement in Europe, the International Co-operative Alliance (ICA) was established in
1895. Its main responsibility was to coordinate the activities of affiliated co-operative federations
in various parts of the world. Establishment of communism in USSR and subsequently in other
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countries was instrumental in promoting government-directed, or parastatal cooperatives. Some
co-operatives failed and some others succeeded. Despite their failures and weaknesses, cooperatives have survived over time and now control significant shares of markets in many
developed and developing countries including market-oriented economies. For example, in USA,
cooperatives command 70 per cent of the fluid milk market, 80 per cent of the fresh fruits
market, 35 per cent of agricultural credit of all types, and 30 per cent of the grains and oilseeds
market (Dwivedi 1996:723).
In most developing countries including India, co-operatives were promoted by their governments
as instruments of rural development. In India, thanks to the British legacy, the co-operative form
of organisation was born in 1904 consequent upon the enactment of the Co-operative Credit
Societies Act. Subsequently, a more comprehensive act, the Co-operative Societies Act, was
enacted in 1912. This Act provided, inter alia, for the creation of the post of Registrar of Cooperative Societies, registration of co-operative societies for various purposes, and audit. Under
the Montaque-Chelmsfort Reforms effected in 1919, co-operation became a Provincial Subject
and the provinces were authorised to make their own co-operative laws. Under the Government
of India Act 1935, ―co-operative societies‖ were treated as a State Subject. In order to facilitate
the establishment of co-operatives having membership from more than one Province, the
Government of India enacted the Multi-Unit Cooperative Societies Act, 1942. Later a more
comprehensive Central legislation, the Multi-State Co-operative Societies Act, 1984, was
enacted by Parliament with a view to consolidate different laws governing the same types of
cooperative societies.
After India attained Independence in August 1947, co-operatives assumed greater significance as
an instrument of socio-economic development and became an integral part of India‘s Five Year
Plans. The All India Rural Credit Survey Committee Report, 1954 recommended an integrated
approach to cooperative credit and emphasised the need for viable credit co-operative societies
by enlarging their area of operation, encouraging rural savings, and diversifying their business.
The Committee also recommended that the government should contribute to the share capital of
the co-operatives. In 1958, the National Development Council (NDC) adopted a Resolution on
National Policy on Co-operatives. Subsequently, in January 1959, the Working Group on Cooperative Policy set up by the Ministry of Food and Agriculture, Government of India,
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recommended a blueprint for implementing the NDC‘s Resolution. The Government of India has
since provided massive financial, technical and administrative support to co-operatives both
directly and indirectly through State governments (Dwivedi 1996:13-14).
3.3 The Principles of Cooperation
A cooperative is based on certain values and principles of its own which distinguish it from other
forms of organisations The International Co-operative Alliance (ICA) Congress held in
Manchester on September 23, 1995, adopted the following seven principles:
First Principle - Voluntary and Open Membership: Cooperatives are voluntary organisations,
open to all persons able to use their services and willing to accept the responsibilities of
membership, without gender, social, racial, political or religious discrimination.
Second Principle - Democratic Member Control: Cooperatives are democratic organisations
controlled by their members, who actively participate in setting their policies and making
decisions. Men and women, serving as elected representatives, are accountable to the
membership. In primary cooperatives, members have equal voting rights [one member one vote],
and cooperatives at other levels are also organised in a democratic manner.
Third Principle - Member Economic Participation: Members contribute equitably to, and
democratically control, the capital of their cooperative. At least part of that capital is usually the
common property of the cooperative. Members usually receive limited compensation, if any, on
capital subscribed as a condition of membership. Members allocate surpluses for any or all of the
following purposes: developing their cooperative, possibly by setting up reserves, part of which
at least would be indivisible; benefiting members in proportion to their transactions with the
cooperative; and supporting other activities approved by the membership.
Fourth Principle - Autonomy and Independence: Cooperatives are autonomous, self-help
organisations controlled by their members. If they enter into agreements with other
organisations, including governments, or raise capital from external sources, they do so on terms
that ensure democratic control by their members and maintain their cooperative autonomy.
Fifth Principle - Education, Training and Information: Cooperative provide education and
training for their members, elected representatives, managers, and employees, so that they can
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contribute effectively to the development of their cooperatives. They inform the general public –
particularly young people and opinion leaders – about the nature and benefits of cooperation.
Sixth Principle - Cooperation among Cooperatives: Cooperatives serve their members most
effectively and strengthen the Cooperative Movement by working together through local,
national, regional and international structures.
Seventh Principle - Concern for the Community: Cooperatives work for the sustainable
development of their communities through policies approved by their members. It undertakes
need based community-related services e.g., drinking water, health care, sanitation, education,
women empowerment, and other community related programmes. A cooperative is a central
rallying point in the village and therefore it performs a lot towards the social responsibility and
such activities bring the general community closer to the cooperative.
It has been observed that in many situations, adherence to these principles becomes an obstacle
for co-operatives in attaining and retaining financial viability in the present era characterized by
deregulation, privatization and globalization. In view of this, many liberal co-operators now
question the sanctity of these principles but there are many orthodox co-operators who continue
to maintain that these principles are essential for the existence of cooperatives as a distinct form
of organization. In addition, there is also a school of thought that maintains that co-operation has
three dimensions, that is, economic, social, and moral, which are equally crucial for its success.
The very motto of co-operation, ―each for all and all for each‖, signifies loyalty, trust, faith, and
fellowship. A co-operative is a perfect democratic institution of the members, for the members,
and by the members and is based on the ‘one-member-one-vote’ system of decision making.
The co-operative as a business organization is similar in many ways and different in many other
ways from other forms of organizations. The similarities are in the domain of roles and functions
and differences in the manner in which the roles and functions are performed. Co-operatives are
expected to reflect in their day-to-day practices the principles and values of cooperation which
emphasise, inter alia, equality, equity, and mutual self-help. Like any other business
organisation, co-operatives are expected to ensure efficiency and profitability in their operations.
But unlike other business organisations in the private and public sectors, a co-operative is both a
social organisation and a business enterprise and, therefore, has a dual purpose; it serves both a
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social as well as an economic function. A co-operative manager must be concerned not only with
the economic aspects but also with the social obligations of his organisation.
Co-operatives have higher comparative advantage over other forms of organisations in involving
people in their activities, in mobilising people’s resources and political power for achieving their
goals, in identifying and developing local leaders through democratic processes, in securing
vertical and horizontal integration of production, procurement, processing, and marketing
functions, and in facilitating equitable distribution of benefits of development. All these
advantages can help co-operatives in improving their competitive position as a business
organisation vis-à-vis their competitors (Singh 2000: 343).
The economic rationale for a co-operative organisation lies in its endeavour to secure for its
members the advantages of modern technology, economies of scale, access to national and
international markets, and professional management. A co-operative organisation that does not
want or cannot secure these advantages is doomed to failure sooner or later. Theoretically
speaking, there is hardly a better organisational structure than the co-operative for achieving the
dual goal of social and economic development but final success depends on the level of
operational efficiency achieved (Dulfer 1974).
The major difference between co-operative management and management in other organisations
is the greater need for co-operatives to involve directors, members, and staff in key positions in
problem-solving and decision-making. This is no small task. Managers trained in traditional
management schools, when confronted with a difficult situation, feel they must think it through
or themselves and find out a solution. That is what they have learnt in management courses. Cooperative theory requires a different response. Cooperative managers are expected to take the
problem out to the members, and staff and involve various interest groups in the development of
solutions.
Given the complex and diverse socio-cultural, economic and political environment in which cooperative managers operate and given the poverty, ignorance, and illiteracy of most of the
members of the co-operatives they are supposed to serve, co-operative managers have to be far
more creative, enterprising, affable and sensitive to members’ needs and aspirations than their
counterpart business managers. They have to have skills, dexterity and perseverance required for
organising rural producers and empowering them. In addition, they must also be adept in
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empathising and sympathising with rural people who because of their exploitation by
unscrupulous landlords, moneylenders, traders and petty government functionaries and
politicians for generations naturally tend to be suspicious and fearful. The co-operative manager
must also be adept in establishing and maintaining harmonious relationship with his Board
members. In a private business firm, the Chief Executive Officer (CEO) has to manage only one
boss—the proprietor - but in a co-operative, he has to manage many bosses having different,
often conflicting, expectations and interests. That is why managing a co-operative is much more
difficult than managing a private business enterprise.
3.4 Different types of cooperative societies
Types of societies with different activities can be grouped into the following four categories:
1. Production Cooperatives which deal with agricultural and industrial production, such as
Farming Cooperatives, Industrial Cooperatives and Processing Cooperatives.
2. Marketing Cooperatives which are engaged in marketing of agricultural produce, such as
Agricultural Marketing Societies and Consumer Cooperatives.
3. Service Cooperatives which provide services necessary for their members, such as
Cooperative Credit Societies and Cooperative Banks and also Housing Cooperatives.
4. Allied Service Cooperatives which are dealing with activities necessary for daily life and
business of the agriculturists, artisans, etc.
3.4.1 Farming Cooperative Societies: Development of farming sector was given major emphasis
after independence for ensuring food and employment security in rural India. While various land
reforms were enforced to ensure equitable distribution of natural resources, consolidation of
small and fragmented holdings was considered necessary for improving agricultural production.
Hence concept of Cooperative farming was mooted by the Planning Commission to pool the land
owned by small farmers for joint management. The proposed approach was either to retain
individual ownership of the land and lease to the cooperative or transfer land ownership to the
Cooperative and collect shares worth the value of the land. The Cooperative could then pool the
holdings for land improvement and intensive cultivation, using modern technologies. These
farming cooperatives were supported with financial resources to develop land and water
resources.
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By 1955-56, there were over 1000 cooperative farming societies with 1.9 lakh members, mostly
in Punjab, Bombay and Utter Pradesh states. The Government of India had provided Rs.50 lakhs
for promoting these societies. By 1960-61, the number of cooperative farming societies increased
to 6,325 with 3.05 lakh members. These cooperatives had brought 3.5 lakh ha under cultivation.
The number of farming cooperatives increased to 9,473 in 1971, with 2.57 lakh members and
4.88 lakh ha. Out of these 5,070 were joint farming cooperatives and 4,403 were collective
farming societies. The programme was intended to assist small and medium farmers to come
together for joint farming operations.
3.4.2 Agricultural Processing Cooperatives: The first processing cooperative society was
established in India for setting up of a ginning factory in 1917. Subsequently, cooperatives for
sugar processing, paddy milling, groundnut decorticating, copra and oil seed crushing,
processing of fruit, vegetables, tea and jute were established. These processing cooperatives with
individual farmers, cooperative marketing societies and local service cooperatives as members
are regulated by cooperative rules and by-laws. Farmers in India have been growing sugarcane
from time immemorial but the first sugar plant was established by a French group in Orissa in
1824. The first vacuum pan process sugar plant was set up in Bihar in 1904. By 1932, there were
31 sugar factories, all in the private sector, producing 1.5 lakh tons while the annual consumption
was about 12 lakh tons. Hence India had to import sugar mainly from Indonesia. With favourable
policies, there was a sudden spurt in the establishment of sugar factories. By 1933-34, there were
111 sugar factories with 4.6 lakh ton production, which further increased to 148 factories with 11
lakh ton capacity by 1940-41, all in the sub-tropical regions of North India. Today, with 316
cooperative sugar factories, India is the second largest producer of sugar in the world and the
cooperative sector is responsible for about 48 per cent of the total production. The sugar industry
has a huge annual turnover of Rs. 55,000 crores, ensuring livelihood for over fifty million
sugarcane growing families and a large mass of agricultural labourers. Presently, 7.5% of the
rural population of India is dependent on the sugar industry. Dairy cooperative is another success
story in India. To prevent the exploitation of marginal milk producers by the private dairy,
farmers in Gujarat formed the “Kaira District Cooperative Milk Producers' Union Ltd.” in
Anand. Under this Union, cooperatives were formed at every village to collect surplus quantities
of milk from small producers and a modern dairy was established to process the milk locally.
The products were sold under the brand name Amul since 1955. The success of this dairy soon
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spread across the neighbouring districts of Gujarat. To support these Dairy Federations and to
expand the activities, the Gujarat Cooperative Milk Marketing Federation, an apex marketing
body was set up in 1973.
Presently, 170 Milk Producers' Cooperative Unions and 15 State Cooperative Milk Marketing
Federations are involved in milk processing. However, many of these dairy federations could not
function successfully, in the true spirit of a people’s movement, barring a few states.
Nevertheless, the dairy cooperatives account for the major share of processed liquid milk
marketed in the country. During 2004-05, there were 12.95 million members of dairy
cooperatives who sold milk and milk products worth Rs.3320 crores. Dairy Cooperatives have
been instrumental in transforming the rural economy on the lines of cooperative sugar factories.
3.4.3 Agricultural Marketing Societies: Establishment of marketing cooperatives were
encouraged to provide marketing facilities to small farmers. The anticipated advantages were
increase in bargaining strength of farmers, removal of intermediaries and direct interaction with
consumers. There was also scope for availing credit and cheaper transport, storage facilities,
grading and processing of agricultural produce to fetch better prices. The National Agricultural
Cooperative Marketing Federation of India Ltd. (NAFED) was established in 1958 for promoting
cooperative marketing of agricultural produce. NAFED has been procuring foodgrains, pulses,
oilseeds, spices, cotton, tribal produce, jute products, eggs, fresh fruits and vegetables from
farmers through its cooperative network in selected areas whenever farmers faced problems of
marking their produce. The advantages of cooperative marketing were increased bargaining
strength of farmers, direct dealing with consumers, credit availability, cheaper transport, storage,
grading and processing facilities and market intelligence. Indian Farmers’ Fertiliser Cooperative
Limited (IFFCO) was established in 1967 to produce and distribute fertilisers through
cooperatives. Presently, over 40,000 cooperative societies are members of IFFCO. Initially,
IFFCO commissioned an ammonia – urea complex at Kalol and the NPK/DAP plant at Kandla
both in the state of Gujarat in 1975. The another ammonia – urea complex was set up at Phulpur
in the state of Uttar Pradesh in 1981. The ammonia – urea unit at Aonla was commissioned in
1988. Moreover, IFFCO has acquired an NPK/DAP and Phosphoric acid fertiliser unit at
Paradeep in Orissa in September 2005. The marketing of IFFCO's products is channelled through
cooperative societies and institutional agencies in over 28 states and union territories of India. In
29

term of plan nutrient, it holds about 20% share in nitrogen and 30% in phosphorus production of
the country. During 2013-14, it produced total 75.86 lakh MT and supplied 96.42 lakh MT
fertilisers for the country. The annual turnover of IFFCO for year 2013-14 was Rs 20,853.45
crores. At IFFCO, the thirst for ever improving the services to farmers and member co-operatives
is insatiable, commitment to quality is insurmountable and harnessing of mother earths' bounty
to drive hunger away from India in an ecologically sustainable manner is the prime mission. All
that IFFCO cherishes in exchange is an everlasting smile on the face of Indian Farmer who forms
the moving spirit behind this mission.
3.4.4 Agricultural Service Cooperatives: Cooperatives play a very important role in
disbursement of agricultural credit. These cooperatives have been aiming at increasing
agricultural production through credit supply to agricultural producers, agricultural labourers,
artisans, supply of agricultural inputs, arranging storage, marketing and processing of
agricultural produce, arranging raw materials for industries and providing technical guidance,
while promoting social and economic welfare. There have been cooperative land development
banks, which provide long term loans to cultivators for land development and capital
investments.
The Primary Agricultural Cooperative Credit Society at the village level is the base for many of
these activities. They federate into Central Cooperative Bank at the district level and with apex
bank at the State level. The loans advanced by the cooperative banks increased from Rs.55 crores
in 1950-51 to Rs.48,203 crores in 2005-06. At the same time, outstanding loans also increased to
a large extent from Rs.20 crores to Rs.39,996 crores. 7.5 Allied Agricultural Cooperatives: These
cooperatives cover activities like dairy farming, poultry, piggery, etc. Among them, poultry was
a major activity with over 4,876 cooperatives with 4.4 lakh members in 2003-04. However, most
of the members were not poor. There were 14,339 fishery cooperatives in 2003-04, but many of
suffered from inadequate financial and technical support and lack of coordination between
production, storage and marketing. There were 4714 forest labour cooperatives with 74000
members with a business turnover of Rs.227.23 crores in 2003-04.

30

Chapter 4: Cooperative Movement
4.1 The Cooperative Movement in India - A Brief History
Even before formal cooperative structures came into being through the passing of a law, the
practice of the concept of cooperation and cooperative activities were prevalent in several parts
of India. Village communities collectively creating permanent assets like village tanks or village
forests called Devarai or Vanarai was fairly common. Similarly, instances of pooling of
resources by groups, like foodgrains after harvest to lend to needy members of the group before
the next harvest, or collecting small contributions in cash at regular intervals to lend to members
of the group viz., Chit Funds, in the erstwhile Madras Presidency, “Kuries” in Travancore,
“Bhishies” in Kolhapur etc. were to be found. The “Phads” of Kolhapur where farmers
impounded water by putting up bunds and agreed to ensure equitable distribution of water, as
well as harvesting and transporting of produce of members to the market, and the “Lanas” which
were yearly partnerships of peasants to cultivate jointly, and distribute the harvested produce in
proportion to the labour and bullock power contributed by their partners, were similar instances
of cooperation.

The agricultural conditions and absence of institutional arrangements to provide finance to
agriculturists during the latter part of the nineteenth century led to mounting distress and
discontent. The Famine Commission of 1880 and 20 years later, the Famine Commission 1901
both highlighted the deep indebtedness of the Indian farmer, resulting in many cases in his land
passing into the possession of the money lending classes. The Deccan Riots and the prevailing
environment of discontent resulted in the government taking various initiatives but the legislative
measures did not substantially improve the situation.

The proposal for agricultural banks was first mooted in 1858 and again in 1881 by Mr.William
Wedderburn the District Judge of Ahmednagar, in consultation with Justice M.G. Ranade, but
was not accepted. In March 1892, Mr. Frederick Nicholson was placed by the Governor of
Madras Presidency (for enquiring into the possibility) of introducing in this Presidency, a system
of agricultural or other land banks and submitted his report in two volumes in 1895 and 1897.
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In 1901 the Famine Commission recommended the establishment of Rural Agricultural Banks
through the establishment of Mutual Credit Associations, and such steps as were taken by the
Government of North Western provinces and Oudh. The underlying idea of a number of persons
combining together was the voluntary creation of a new and valuable security. A strong
association competent to offer guarantees and advantages of lending to groups instead of
individuals were major advantages. The Commission also suggested the principles underlying
Agricultural Banks.
4.1.1 Cooperative Credit Societies Act, 1904 - The First Incorporation
Taking cognizance of these developments and to provide a legal basis for cooperative societies,
the Edward Law Committee with Mr. Nicholson as one of the members was appointed by the
Government to examine and recommend a course of action. The Cooperative Societies Bill,
based on the recommendations of this Committee, was enacted on 25th March, 1904. As its
name suggests, the Cooperative Credit Societies Act was restricted to credit cooperatives. By
1911, there were 5,300 societies in existence with a membership of over 3 lakhs. The first few
cooperative societies registered in India under the 1904 Act in the first 5-6 years are as follows:
Rajahauli Village Bank, Jorhat, Jorhat Cooperative Town Bank and Charigaon Village Bank,
Jorhat, Assam (1904), Tirur Primary Agricultural Cooperative Bank Ltd., Tamil Nadu (1904),
Agriculture Service Cooperative Society Ltd., Devgaon, Piparia, MP (1905), Bains Cooperative
Thrift & Credit Society Ltd., Punjab (1905), Bilipada Service Cooperative Society Ltd., Orissa
(1905), Government of India, Sectt. Cooperative Thrift & Credit Society (1905), Kanginhal
Vyvasaya Seva Sahakari Bank Ltd., Karnataka (1905), Kasabe Tadvale Cooperative MultiPurpose Society, Maharashtra (1905), Premier Urban Credit Society of Calcutta, West Bengal
(1905), Chittoor Cooperative Town Bank, Andhra Pradesh (1907), Rohika Union of Cooperative
Credit Societies Ltd., Bihar (1909). Under this Act, several non-credit initiatives also came up
such as the Triplicane society in Madras which ran a consumer store, weaver credit cooperatives
in Dharwar and Hubli, which gave credit in the form of yarn etc. However, these were registered
as Urban Credit Societies.
The 1904 Act provided for constitution of societies, eligibility for membership, registration,
liabilities on members, disposal of profits, shares and interests of members, privileges of
societies, claims against members, audit, inspection and enquiry, dissolution, exemption from
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taxation and rule making power. All other operational and managerial issues were left to the
local governments namely to formulate suitable rules and model bye-laws of the cooperative
societies. The institution of the Registrar, visualized as a special official mechanism to be
manned by officers with special training and appropriate attitudinal traits to prompt and catalyze
cooperative development was the result of the Cooperative Societies Act of 1904.
4.1.2 Cooperative Societies Act, 1912
With the developments in terms of growth in the number of cooperatives, far exceeding
anticipation, the Cooperative Societies Act of 1912 became a necessity and cooperatives could
be organized under this Act for providing non-credit services to their members. The Act also
provided for Federations of cooperatives.
With this enactment, in the credit sector, urban cooperative banks converted themselves into
Central Cooperative Banks with primary cooperatives and individuals as their members.
Similarly, non-credit activities were also cooperatively organized such as purchase and sales
unions, marketing societies, and in the non-agricultural sector, cooperatives of handloom
weavers and other artisans.
4.1.3 Maclagen Committee on Cooperation (1914)
The Banking Crisis and the First World War both affected the growth of cooperatives. Although
member deposits in cooperatives increased sharply, the war affected the export and prices of
cash crops adversely, resulting in increased over-dues of loans of primary agricultural societies.
To take stock of the situation, in October, 1914 a Committee on Cooperation under Sir Edward
Maclagen was appointed by the Government, in October 1914, to study the state of, and make
recommendations for the future, of cooperatives. The Committee’s recommendations, which are
detailed in Annexure-3, are basically related to credit cooperatives. It recommended building up
a strong three-tier structure in every province with primaries at the base, the Central Cooperative
Banks at the middle tier and the Provincial Cooperative Bank at the apex, basically to provide
short-term and medium-term finance. Considerable emphasis was laid on ensuring the
cooperative character of these institutions and training and member education, including training
of the Registrar and his staff.
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After the 1912 Act, the first Cooperative Housing Society, the Madras Cooperative Union in
1914, the Bombay Central Cooperative Institute in 1918 and similar institutions in Bengal, Bihar,
Orissa, Punjab etc. came up. Other than consumer cooperatives and weavers cooperatives, other
non-agricultural credit cooperatives generally performed well and grew in strength and
operations during this period.
4.1.4 Government of India Act, 1919
In 1919, with the passing of the Reforms Act, Cooperation as a subject was transferred to the
provinces. The Bombay Cooperative Societies Act of 1925, the first provincial Act to be passed,
among others, introduced the principle of one-man one-vote.
The agricultural credit scenario was a matter of concern and various committees looked into the
problems of cooperative banks in various provinces. The Royal Commission on Agriculture in
1928 also reviewed the cooperative sector and among others recommended the setting up of land
mortgage banks.
In both agricultural and non-agricultural non-credit sectors, societies were organized, but most
faced difficulties in operation as a result of opposition by private marketing agencies and also the
inexperience of their office bearers. This focused attention on strengthening of cooperative
institutes and unions for education and training. A prominent development of this time was the
setting up of the All India Association of Cooperative Institutes in 1929.
The setting up of the Reserve Bank of India (RBI) in 1934 was a major development in the thrust
for agricultural credit. The Reserve Bank of India Act, 1934 itself required the RBI to set up an
Agricultural Credit Department. As cooperatives were to be channels for rural development, with
the establishment of popularly elected governments in 1935, programmes were drawn up in
which rural indebtedness received priority. The Mehta Committee appointed in 1937 specifically
recommended reorganization of Cooperative Credit Societies as multi-purpose cooperatives.
The Second World War boosted the prices of agricultural commodities leading to increased
returns to farmers and consequently reduction in over-dues to the cooperatives. To counter
shortages of essential commodities for domestic consumption as well as raw materials, the
Government resorted to procurement of commodities from producers and rationing, for which it
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decided to utilize the cooperatives. This provided a momentum to the growth of multi-purpose
cooperatives.
The period between 1939-1945 provided a further stimulus to the growth of the Urban
Cooperative Credit structure. Many societies had started banking functions and had grown in size
and operations over a period of time, with substantial diversification of activities.
4.1.5 Multi-Unit Cooperative Societies Act, 1942
With the emergence of cooperatives having a membership from more than one state such as the
Central Government sponsored salary earners credit societies, a need was felt for an enabling
cooperative law for such multi-unit or multi-state cooperatives. Accordingly, the Multi-Unit
Cooperative Societies Act was passed in 1942, which delegated the power of the Central
Registrar of Cooperatives to the State Registrars for all practical purposes.
In 1944, the Gadgil Committee recommended compulsory adjustment of debts and setting up of
Agricultural Credit Corporations, wherever cooperative agencies were not strong enough.
4.1.6 Cooperative Planning Committee (1945)
The Cooperative Planning Committee under the chairmanship of Shri R.G. Saraiya was set up in
1945. The Committee found cooperative societies to be the most suitable medium for
democratization of economic planning and examined each area of economic development.
4.2 Pre-Independence Development
In 1946, inspired by Sardar Vallabh Bhai Patel and led by Shri Morarji Desai and Shri Tribhuvan
Das Patel, the milk producers of Khera District of Gujarat went on a fifteen day strike. Their
refusal to supply milk forced the Bombay Government to withdraw its order granting monopoly
procurement rights to Polson, a private dairy. History was made when two Primary Village Milk
Producer Societies were registered in October 1946. Soon after on 14th December 1946, the
Khera District Cooperative Milk Producers Milk Union known as Amul was registered.
The Registrars’ Conference in 1947 recommended that the Provincial Cooperative Banks be reorganized to give greater assistance to primary societies through Central Banks. For the first time
an effective linking of credit with marketing, and providing assistance by way of liberal loans
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and subsidies for establishment of a large number of godowns and processing plants was
considered.
It would be appropriate to mention here some developments in Bombay vis-à-vis cooperatives,
which had an impact on the cooperative sector. Shri Vaikunth Bhai Mehta took over as Minister,
In-charge of Cooperation in the Bombay Government after which the cooperative movement in
the province received a boost. A Committee on Cooperative Education and Training under the
chairmanship of Sir Janardan Madan, made recommendations for cooperative education
programmes and the setting up of an Education Fund. The Agricultural Credit Organization
Committee, with Sir Manilal Nanavati as Chairman recommended State assistance in agricultural
finance and conversion of all credit cooperatives into multi-purpose cooperatives. It also
recommended a three-tier cooperative credit banking system, and various subsidies etc.
4.3 Developments in the Post-Independence Era
After India attained Independence in 1947, cooperative development received a boost, with
cooperatives being given a vital role in the various plans formulated by the Planning
Commission.
The First Five Year Plan (1951-56), outlined in detail the vision of the cooperative movement in
India and the rationale for emphasizing cooperatives and panchayats as preferred organizations
for economic and political development. The Plan emphasized the adoption of the cooperative
method of organization to cover all aspects of community development. It provided for setting
up of urban cooperative banks, industrial cooperatives of workers, consumer cooperatives,
housing cooperatives, diffusion of knowledge through cooperative training and education and
recommended that every government department follow the policy of building up cooperatives.
All India Rural Credit Survey Committee (1951)
A major watershed initiative at this time was the appointment by Government of the Gorwala
Committee, popularly known as the All India Rural Credit Survey Committee. The Committee
was appointed in 1951 and submitted its report in 1954. It observed that large parts of the
country were not covered by cooperatives and in such areas where it had been covered, a large
segment of the agricultural population remained outside its membership. Even where
membership did exist, the bulk of the credit requirement (75.2%) was met from other sources.
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The Committee recommended introducing an integrated system of rural credit, partnership of the
government in the share capital of the cooperatives and also appointment of government
nominees on their boards, thus participating in their management. The Committee emphasized
the importance of training. The creation of the State Bank of India was also a major
recommendation.
The Government and the elected representatives accepted the basic approach and the major
recommendations of the Gorwala Committee. The Union Government acquired a major interest
in the Imperial Bank which was converted into the State Bank of India. A National Cooperative
Development and Warehousing Board was set up. The Reserve Bank of India Act was amended
to enable it to play an active role in building up of cooperative credit institutions.
The All India Cooperative Congress, held at Patna in 1956, accepted the principle of state
participation and government representation on the Board of Directors of cooperatives. It
resolved that the number of such nominees should not exceed one-third of the total number of
Directors or three, whichever is less and applicable even to cooperatives having government
share capital in excess of 50% of total share capital. This recommendation was accepted by the
Central Government.
In 1953, the Government of India and the Reserve Bank jointly constituted a Central Committee
for Cooperative Training to establish necessary training facilities for cooperative personnel. The
All India Cooperative Union and the State Cooperative Unions were entrusted with training of
members and office bearers of cooperative organizations.
The Second Five-Year Plan (1956-1961), emphasized “building up a cooperative sector as part
of a scheme of planned development” as being one of the central aims of National Policy. It
aimed at enabling cooperatives to increasingly become the principal basis for organization of
economic activity. The Plan drew up programmes of cooperative development based on the
recommendations of the All India Rural Credit Survey Committee (AIRCS). It was envisaged
that every family in a village should be a member of at least one cooperative society. Linking of
credit and non-credit societies to provide better services to the farmers was also targeted. State
partnership with cooperative institutions at various levels, the essential basis of which was to be
assistance and not interference or control, was recommended and for facilitating State
partnership in cooperatives, the Plan also recommended the establishment of a National
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Agricultural Credit Long-term Operations Fund. The National Cooperative Development Fund
was also established by the Central Government, during this period, to enable states to borrow
for the purpose of subscribing share capital of non-credit cooperative institutions in the country.
The Industrial Policy Resolution of 1956 emphasized the need for State assistance to enterprises,
organized on a cooperative basis for industrial and agricultural purposes, and “to build up a large
and growing cooperative sector”.
The Committee on Cooperative Law under the chairmanship of Shri S.T.Raja in 1956
recommended a Model Bill for consideration of State Governments. Another important
development, at this time, which affected the cooperative sector, was the National Development
Council Resolution (1958). The Resolution on Cooperative Policy stressed that cooperatives
should be organized on the basis of the village community as the primary unit and that there
should be close coordination between the village cooperative and the Panchayat. The Resolution
also recommended that the restrictive features of existing cooperative legislation should be
removed. Many State Governments amended their Acts, as a result of the recommendations of
the Model Bill.
Cooperative marketing and processing of agricultural produce formed an important part of the
Integrated Scheme of Cooperative Development in the Second Plan. About 1900 primary
marketing societies were set up and State Marketing Federations were established in all the
States, as well as the National Cooperative Marketing Federation at the Centre. Marketing
cooperatives along with the agricultural cooperatives played a major role in promoting the Green
Revolution by providing credit and inputs to farmers as well as processing their increased
outputs.
The Third Five Year Plan (1961-1969) stressed that “Cooperation should become, progressively,
the principal basis of organization in branches of economic life, notably agriculture, minor
irrigation, small industries and processing, marketing, distribution, rural electrification, housing
and construction and provision of essential amenities for local communities. Even the medium
and large industries and in transport an increasing range of activities can be undertaken on
cooperative lines”.
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From the mid-sixties onwards agro processing cooperatives, particularly in the sugar and
spinning sector grew in number and contribution, driven primarily by the government’s policy of
encouraging large scale industries in the cooperative sector and term loan assistance from
financial institutions.
With the setting up of NDDB to replicate the Anand pattern of cooperatives in milk, the Indian
dairy cooperative movement received a spurt. Later on NDDB also ventured into the field of
edible oils.
After the Indo-China war in 1962, both the Consumer Cooperative Structure and the Public
Distribution System (PDS) was strengthened. The government as a matter of policy decided to
give preference to consumer or other cooperatives in the allotment of fair price shops and certain
States allotted new fair price shops only to cooperatives.
With the growth of public deposits in Urban Cooperative Credit Societies, it was felt necessary
to insure these under the Deposit Insurance Scheme of Reserve Bank of India. Selective
provisions of the RBI Act 1934 and later Banking Regulation Act 1949 were made applicable to
Cooperative Banks w.e.f. March 1, 1966 to regulate their banking business and facilitate
insurance coverage of deposits. Thus, they became an integral part of the banking system of the
country.
Some National Institutions which came into existence in the 1960s
The Agricultural Refinance Corporation was set up in 1962 by the Government of India to
provide long-term loans to cooperatives, through Central Land Mortgage Banks.
In 1963, the National Cooperative Development Corporation (NCDC) was established as a
statutory corporation by an Act of Parliament. The establishment of the NCDC gave a great
boost to the growth of cooperative marketing and processing societies.
While on a visit to Anand in October 1964, impressed by the socio-economic transformation
brought about by milk cooperatives, Shri Lal Bahadur Shastri, the then Prime Minister of India,
spoke of the desirability of setting up a national level organization, the National Dairy
Development Board (NDDB), to replicate the Anand pattern of cooperatives in milk throughout
the country.
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Several other significant organizational developments also took place during this period such as
the setting up of various National Cooperative Federations and re-organization of the National
Cooperative Union of India (NCUI). In 1967, the Vaikunth Mehta National Institute of
Cooperative Management was set up in Pune. Growth of consumer cooperatives was also an
important development of this period. Simultaneously, the growth of Land Development Banks
also accelerated and rural electric cooperatives and programmes for dairy, poultry, fishery and
labour cooperatives were set up.
The Fourth Five Year Plan (1969-1974) gave high priority to the re-organization of cooperatives
to make cooperative short-term and medium-term structure viable. It also made necessary
provisions to provide cooperatives with management subsidy and share capital contribution, as
well as for the rehabilitation of Central Cooperative Banks. It also emphasized the need to orient
policies in favour of small cultivators.
The Mirdha Committee in 1965 laid down standards to determine the genuineness of cooperative
societies and suggest measures to weed out non genuine societies; to review the existing
cooperative laws and practices to eliminate vested interest. The recommendations of the
Committee resulted in amendments in the cooperative legislation in most states, which destroyed
the autonomous and democratic character of cooperatives.
The Fifth Five Year Plan (1974-1979) took note of the high level of over-dues. In its
recommended strategy for cooperative development, the correction of regional imbalances and
reorienting the cooperatives towards the under-privileged was to receive special attention. Based
on the recommendations of an Expert Group appointed by the Planning Commission in 1972,
structural reform of the cooperative set-up was envisaged. The Plan recommended the
formulation of Farmers’ Services Cooperative Societies as had been envisaged by the National
Commission on Agriculture and stressed the need for professional management of cooperatives.
The Sixth Five Year Plan (1979-1985) also emphasized the importance of cooperative efforts
being more systematically directed towards ameliorating the economic conditions of the rural
poor. The Plan recommended steps for re-organizing Primary Agricultural Credit Societies into
strong and viable multi-purpose units. It also suggested strengthening the linkages between
consumer and marketing cooperatives. Consolidation of the role of Cooperative Federal
Organizations, strengthening development of dairy, fishery and minor irrigation cooperatives,
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manpower development in small and medium cooperatives were some of the planned
programmes.
NABARD Act, 1981
The National Bank for Agriculture and Rural Development (NABARD) Act was passed in 1981
and NABARD was set up to provide re-finance support to Cooperative Banks and to supplement
the resources of Commercial Banks and Regional Rural Banks to enhance credit flow to the
agriculture and rural sector.
Multi-State Cooperative Societies Act, 1984
With the objective of introducing a comprehensive central legislation to facilitate the
organization and functioning of genuine multi-state societies and to bring uniformity in their
administration and management, the MSCS Act of 1984 was enacted. The earlier Multi-Unit
Cooperative Societies Act of 1942 was repealed.
The Seventh Five Year Plan (1985-1990) pointed out that while there had been all round
progress in credit, poor recovery of loans and high level of overdues were matters of concern.
The Plan recommended amongst others development of Primary Agricultural Credit Societies as
multiple viable units; realignment of policies and procedures to expand flow of credit and ensure
inputs and services particularly to weaker sections; special programmes for the North Eastern
Region; strengthening of consumer cooperative movement in urban as well as rural areas and
promoting professional management.
With increasing demand from proponents of an autonomous cooperative movement and reforms
in the Cooperative laws, the Government constituted a Committee on Cooperative Law for
Democratization and Professionalization of Management in Cooperatives in 1985, headed by
Shri K. N. Ardhanareeswaran. The Committee recommended the deletion of those legal
provisions in State Cooperative Acts, which militate against the democratic character and
autonomy of cooperatives, and also recommended incorporation of several provisions which
could activize democratic processes for infusing professional management into cooperatives.
Similarly, in 1989 the Agricultural Credit Review Committee under the chairmanship of Prof.
A.M. Khusro examined the problems of agricultural and rural credit and recommended a major
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systemic improvement. The Committee recommended that the Eighth Plan should become the
plan for revival of weak agricultural credit societies.
Model Cooperatives Act, 1990
In 1990, an Expert Committee, under the chairmanship of Choudhary Brahm Perkash, was
appointed by the Planning Commission to make a rapid review of the broad status of the
cooperative movement, suggest future directions and finalize a Model Cooperatives Act. The
Committee submitted its report in 1991. Since cooperation is a State subject and each State has
its own cooperative legislation covering cooperatives whose membership is confined to the State,
the report of the Committee, along with a draft Model Cooperative Law, was circulated to all
State Governments for their consideration and adoption at State level.
The opening up of the economy in 1990, and the liberalized economic policies followed by the
government since then, led to increasing pressures for various governments, state and central, to
bring about changes that would provide cooperatives a level playing field to compete with the
private sector. The Eighth Five Year Plan (1992-1997) laid emphasis on building up the
cooperative movement as a self-managed, self-regulated and self-reliant institutional set-up, by
giving it more autonomy and democratizing the movement. It also spoke of enhancing the
capability of cooperatives for improving economic activity and creating employment
opportunities for small farmers, labourers, artisans, scheduled castes, scheduled tribes and
women and emphasized development and training of cooperative functionaries in professional
management.
Parallel Cooperative Legislation
From the Ninth Plan (1997-2002) onwards, there has been no specific mention about
cooperatives as a part of the Plan. Since Cooperation is a State subject and recognizing the
difficulties in having the existing State Cooperative Acts amended on the lines of the Model
Cooperatives Act, a section of cooperators and civil society initiated action to put in place
Parallel Cooperative Legislation for self-reliant cooperatives. Self- reliant cooperatives are
generally defined as those which have not received any assistance from the Government in the
form of equity contribution, loans and guarantees. These Acts are largely based on the
recommendations of the Choudhary Brahm Perkash Committee. Ten States namely Andhra
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Pradesh & Telangana (1995), MP (1999), Bihar (1996), J&K (1999), Orissa (2001), Karnataka
(1997), Jharkhand (1996)), Chhattisgarh (1999) and Uttaranchal (2003), have so far enacted
Parallel Cooperative Acts which are enabling and ensure autonomous and democratic
functioning of cooperatives.
Multi-State Cooperative Societies Act, 2002
The Multi-State Cooperative Societies (MSCS) Act, enacted in 1984, was modified in 2002, in
keeping with the spirit of the Model Cooperatives Act. Unlike the State Laws, which remained as
a parallel legislation to co-exist with the earlier laws, the MSCS Act, 2002 replaced the earlier
Act of 1984.
National Cooperative Policy (2002)
In 2002, the Government of India enunciated a National Cooperative Policy. The objective of the
Policy is to facilitate an all-round development of cooperatives in the country. The policy
promises to provide cooperatives with the necessary support, encouragement and assistance, to
ensure their functioning as autonomous, self-reliant and democratically managed institutions,
accountable to their members, and making a significant contribution to the national economy.
Based on the recommendations made at a Conference of State Ministers for Cooperation, the
Government of India in 2002 constituted a Ministerial Task Force to formulate a plan of action
for implementation of National Cooperative Policy. The Task Force suggested that a single law
instead of parallel laws should be introduced in the States. It also recommended, among others,
that in order to depoliticize cooperatives, Members of Parliament or Members of Legislative
Assemblies should not be allowed to hold office of any cooperative society.
The Companies Amendment Act, 2002
A Committee under the chairmanship of Dr. Y. K. Alagh recommended the amendment of the
Companies Act, 1956. On the basis of the recommendations of the Committee, the Producer
Companies Bill was introduced in the Parliament and became law on 6th February, 2003 as Part
IXA - Producer Companies in the Companies Act, 1956. Based on the cooperative principles of
mutual assistance, it provides an alternative to the institutional form that is presently available to
cooperative enterprises.
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NCDC Amendment Act, 2002
Recognizing the need to improve its scope of lending and to bring about changes in its funding,
the NCDC Act was amended in 2002, which has enabled it to cover notified services, livestock
and industrial activities and more importantly to directly fund cooperatives against suitable
security.
Task Force on Revival of Cooperative Credit Institutions
To nurse the rural cooperative credit system back to health, to ensure that the rural credit doubled
over three years and that the coverage of small and marginal farmers by institutional lending was
expanded substantially, the Government of India in August 2004 set up a Task Force to suggest
an action plan for reviving rural cooperative credit institutions and legal measures necessary for
facilitating this process. The Task Force, chaired by Prof. A. Vaidyanathan, recommended that
any financial restructuring which did not address the root causes of the weaknesses of the system
would not result in its sustained revival and would require legal measures. The recommendations
of the Task Force in accordance with its Terms of Reference are basically confined to revival of
credit cooperatives for which it suggests a financial package. The Vaidyanathan Committee has
also suggested a model cooperative law that can be enacted by the State Governments.
Recommendations of the Task Force are being currently implemented. The Vaidyanathan
Committee has also given its report on the long-term cooperative credit structure.
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Chapter 5: Types of Cooperatives, Structure and Functions
5.1 Producers Cooperatives and Processing Cooperatives
Processing cooperative societies are voluntary organizations that established for process the
agricultural products for its value addition and increase durability of the agricultural products.
Processing cooperative societies are plying very significant role in India. Even the rural
industrialization was begins with Processing cooperative in various states in the country.
Therefore the study of processing cooperative societies is important in the cooperative movement
in India. There are numbers of processing cooperative societies existing in the country i.e. sugar
cooperatives, cotton processing cooperatives, spinning mills, dairy cooperatives, fishery
cooperatives etc.
5.1.1 Milk Co-operatives
Growth and development of milk producers’ co-operatives in Kheda district of Gujarat under the
umbrella of Kheda District Co-operative Milk Producers’ Union Ltd., popularly known as
AMUL, during the fifties and sixties demonstrated the potential of co-operatives as an instrument
of dairy development.4 After having visited AMUL and a village milk producers‘ cooperative
society in October 1964, the then Prime Minister of India, Lal Bahadur Shastri, got convinced
about the suitability of Anand model and advised the Government of India to set up an
organisation under the chairmanship of Verghese Kurien to replicate the Anand Pattern dairy
cooperatives in India. Consequently, the National Dairy Development Board (NDDB) was
established in 1965 with its headquarters in Anand. NDDB designed a programme called
Operation Flood (OF) to replicate the Anand Pattern co-operatives in the country. OF is perhaps
the world‘s biggest dairy development programme. Launched on July 1, 1970 in 18 selected
milksheds.
OF now covers 175 milksheds in India and is now in its Phase IV. OF has contributed
significantly to the modernisation and development of India‘s dairy industry. It has invested over
Rs. 2000 crore in creating and strengthening the basic infrastructure for procurement, processing,
transport, storage, and marketing of milk and milk products, for compounding of cattle feed, for
provision of animal health care and breeding services, for manufacturing of dairy machinery,
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equipment and other materials, and for education and training of rural managers, farmers, and
members of Boards of Directors of co-operative dairy unions and federations. As of March 1996,
there were some 72,000 Anand Pattern milk producers’ co-operative societies operating in India
with the total membership of over 9 million milk producers spread over 175 milksheds in the
country (Singh and Singh 1998:9).
The co-operative dairies under OF procure, on an average, some 96 lakh litres of milk every day
and sell 93 lakh litres every day in some 185 metro and class I cities in the country. Co-operative
dairies now handle about 12 per cent of the total liquid milk marketed in India. The total milk
production in India has increased from about 21 million metric tonnes (mmt) in 1969-70 (pre-OF
year) to about 74 mmt in 1998-99. India now is the highest milk producing country in the world
and is almost self-sufficient in milk and milk products; in fact, it now exports some dairy
commodities on a small scale. Besides, OF has generated millions of days of employment for the
rural poor and improved their socio-economic condition. All these achievements can be largely
attributed to OF which represented a paradigmatic shift from privatisation to cooperativisation of
India‘s dairy industry (Singh 1999b:201-223).
In their study in Madhya Pradesh, Singh and Acharya (1986) made an attempt to determine, inter
alia, the profitability of milk production and found that gross margins in milk production after
taking into account variable costs were very high – ranging from 30 per cent to 84 per cent. They
also found that OF had raised the proportion of income from milk production. In addition, they
asked a sample of selected milk producers their opinion about the benefits from Operation Flood.
The responses were remarkably positive.
All in all, the Anand Pattern milk co-operatives are considered to have been most successful in
serving their members as well as society at large. They have been most intensively studied by
research scholars and have been both applauded and criticised (Singh 1999b:201-223). There is
need for comprehensive national level studies to evaluate their financial performance and
identify determinants of success.
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Fig. Design of Milk
Cooperatives

5.1.2 Sugar Co-operatives
Co-operative sugar factories in India are a post-independence development although four such
factories were set up between 1933 and 1935. The Pravara Co-operative Sugar Factory which
was set up in 1950-51 in Shrirampur taluka of Ahmednagar district of Maharashtra proved an
outstanding success and inspired sugarcane growers and Maharashtra government to set up
similar factories in the state. The Government of India also adopted a policy of encouraging cooperative sugar factories through preferential treatment to them over private and joint stock
factories while issuing licenses. The State government assisted the co-operative sugar factories
by contributing to their share capital but no subsidies or any other privileges were granted to
them.
Two renowned public figures, D.R. Gadgil and Vaikunth L. Mehta played an important role in
assisting and guiding the co-operative sugar factories in the State. Like the Anand-pattern dairy
co-operatives of Gujarat, sugar cooperatives of Maharashtra are also considered successful as
instruments of rural development (Baviskar 1980; Attwood and Baviskar 1987). There are over
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280 co-operative sugar factories in India now which account for about 60 per cent of the
country‘s total sugar production.
Using a theoretical model, Sen (1996:193-225) examines the rationale of coexistence of sugar
co-operatives and joint stock companies in the Indian sugar industry. He analyses the relative
strengths and weaknesses of both the forms of organisation and attempts to explain why the cooperative form prevails in some regions of India and the joint stock company in others. In his
opinion, sugar co-operatives have an advantage over joint stock companies in term of their
ability to achieve more effective co-ordination of their own activities with those of the member
sugarcane suppliers and thereby to ensure optimal investment and production decisions. He
concludes that neither form is globally superior; in terms of some parameters, the co-operative
form is better and in terms of others, the joint stock form is superior. This explains their
coexistence, in his opinion.
While reviewing the growth and performance of sugar co-operatives in Maharashtra, Gadgil
(1975:280-293) identified several determinants of their success. They included a producer
oriented pricing policy that ensured remunerative and stable price of sugarcane; producer owned
and controlled cooperative sugar factories; provision for a proper depreciation reserve and
compulsory deposits by members; provision of technical guidance and inputs to sugarcane
growers by the agriculture departments created within each factory; equitable distribution of
benefits from sugar factories among the members; and provision of welfare services. He also
lists some undesirable, albeit unintended, effects of sugar co-operatives such as keen competition
among their members and bitter and expensive elections to gain control over the co-operatives,
lack of focus on improving the internal management and efficiency, and indiscriminate extension
of sugarcane cultivation to areas which were water-stressed. Baviskar (1980:4-5) identified a
number of social, political, economic, and institutional factors that affect the performance of
cooperatives.

In his opinion, those co-operatives which are imposed from above by the

Government or any other authority are likely to fail. On the other hand, if and when cooperatives are organised by the people themselves in response to their felt needs or to fight
against some sort of exploitation, they are likely to succeed. He also found out that the success of
a co-operative depended on its ability to fulfil the objectives for which it was established.
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Loyalty of members was identified to be another important determinant of success of a cooperative.
More recently, Apte (1996) examined the causes of success and failure of sugar co-operatives in
the state. He identified several factors like installation of plants in shortest possible time,
provision of irrigation facilities, bringing large areas under sugarcane cultivation, democratic
functioning, provision of remunerative prices to the farmers, business-like approach, and
diversification as the key to the success of sugar co-operatives. He also lists several factors
including corruption and malpractices which are responsible for the ruin of some of the sugar cooperatives in the state. Suryawanshi and Gaikwad (1996) explored various determinants of
spectacular success of the Warana Sugar cooperative in Maharashtra. They identified several
contributing factors such as relatively high share capital, large acreage under sugarcane,
provision to its members of improved inputs and services such as seedlings, soil testing facilities,
farm implements and machinery, development of horticultural plantations, improved technical
know-how, and irrigation facilities and provision of facilities for supplementary income from
dairying and poultry.
To sum up, sugar co-operatives of Maharashtra present an example of how a single commodity
co-operative could initiate a process of transformation of the entire rural economy through
backward, forward and lateral linkages. The model needs to be studied more intensively and
rigorously and lessons of experience of sugar co-operatives distilled carefully for their possible
use in future policies.
5.1.3 Cooperative Cotton Processing
The cotton is one of the important commercial crops in India. It is produced in the various states
of the country. However, after independence most of cotton mills were established under the
private ownership in India. But these mills are not protecting interests of cotton growers
therefore the idea of the cooperative spinning mills were applied in the field of cotton processing
in India. The Cooperative Spinning sector made its introduction in 1917 at Gadag (Mysore State)
when the first spinning cooperative was set up. The basic objective of the spinning cooperatives
is to ensure remunerative return to cotton growers through value addition and to ensure
consistent supply of quality yarn at reasonable prices to the handloom weavers and their
societies. Membership of Cooperative spinning mills is open to weavers‟ co-operative societies,
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other co-operatives societies, central financing agencies and individuals, preferably cotton
growers and weavers.
The progress in the initial years was slow and picked up in mid-sixties. Presently, there are 164
spinning cooperatives with an installed capacity of 35 lakh spindles and 16896 rotors, and
membership of 4.25 lakh cotton farmers. Cooperative spinning mills are nothing but it is
processing units which process raw cotton and produce finished or semi finished goods from it.
These units are working based on cooperative principles.
5.1.4 Fruits, Vegetable and Oilseed Processing Co-operatives
Increasing production of fruits, vegetable and oilseed and marketable surplus of these crops were
created need of its processing based on commercial syntax. If we look at the history we found
that, many household units were engaged in the processing of fruits, vegetable and oilseed in
India. However, present scenario shows that cooperative based fruits, vegetable and oilseed
processing units are established in rural as well as urban areas of the country. These are small
organization which functioning based on cooperative principles and processes fruits, vegetable
and oilseed.
5.1.5 Paddy Processing Co-operatives
Paddy is one of the major food grain productions in Maharashtra, Gujarat, Karnataka, A.P.,
Haryana, Bihar, West Bengal, Rajasthan, Assam and Orissa etc. Hence, most of cooperative
paddy processing units also established in these states. A Paddy processing cooperative units
processing paddy and producing finished rice to the direct consume or its further use for
preparing food items. Instead of privet paddy processing units in India cooperative paddy
processing units are performing well in Maharashtra, Gujarat, Karnataka, A.P. and Haryana.
Recent scenario shows that, the number of rice mills in the co-operative sector has increased
from 266 in 1964-65 to 614 in 1986-87, of which 614 (100%) have been installed. According to
the Studies conducted by the NCDC recently into the working of the co-operative rice mills have
made some interesting revelations. In some states like Maharashtra, Gujarat, Karnataka, A.P. and
Haryana, the co-operative rice mills have shown excellent results in respect of capacity
utilization as well as profitability. In some states like Bihar, West Bengal, Rajasthan, Assam and
Orissa the position is not so good.
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Problems of Processing Cooperatives in India
1. Mismanagement: A major problem being faced by the cooperative processing sector is
unprofessional management, lack of foresightedness and absence of decision-making
process.
2. Delayed in Decision-Making: The decision-making is delayed because of the high
number of people involved in the process.
3. Problem of Price Crash: Price for sugar cane and price for sugar produced is major issue
in the sugar industry. Increased prices for sugarcane is adversely affecting on profitability
and competitiveness of the sugar, milk and processed fruits in world market.
4. Competition: Increased competition between co-operative and private processing also
one the problem. Because of cut through competition is created by privet processing
units.
5. Shortage of Raw Material: It is noticed that, there were very high fluctuations in the
availability of sugarcane, cotton, milk, fruits, paddy etc. Some time it is available more
than expected quantity and some time it is very low than requirements.
6. Lack of Planning: Every business can‟t run without proper planning. However, it is
noticed that, there is lack of proper planning in cooperative processing units in India.
7. Inadequate Working Capital: Modem processing units require large capital. The members
of the co-operative being marginal, small growers have not been able to contribute
enough finance. The state governments have been experiencing difficulties in the matter
of finding adequate resources from within their plan funds for share capital participation
in the co-operative processing societies so as to enable them to attract block loan
assistance from the institutional sources.
8. Poor Capacity Utilization: It is found that most of cooperative processing units are not
utilizing there full capacity due to the poor availability of raw material and negligence
about capacity utilization.
9. Small Size of Firms: Most of cooperative processing units are small units and are
unorganized. There is lack of good organization of such cooperative processing units in
India.
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10. Traditional Technology: As per the changing scenario there is need of modern technology
to processing units, but is noticed that many processing units are producing products
using traditional technology.
11. Lack of Research: To increase productivity and efficiency of the units there is need of
research and development. But very few cooperative processing units in India are
established their research laboratory to carry research in the particular field.
12. Poor Support from Government: there is need of strong support from the government, but
it is noticed that, the government has not supporting appropriate level to the cooperative
processing units in India.
5.2 Credit Cooperatives
Co-operative banks are not philanthropic (stamp collecting) institutions, instead they are
commercial banks because they are engaged in banking and commercial activity. The difference
between a co-operative bank and a commercial bank is that of ownership, control and profit
motive. The co-operative pattern is restricted in ownership while no such type of restriction is
applicable in commercial banks. Each shareholders of cooperative banks, irrespective of number
of shares held, commands one vote in its control whereas in the case of commercial banks,
control is capital oriented. Earning profit is not the sole and prime objective of co-operative
banks where as in case of the capitalist bank, profits dominate the scene.
The three-tier co-operative network of co-operative credit institutions means three-agency
system for the ultimate borrowers. The district/central co-operative banks are affiliated members
of respective state co-operative banks. Similarly, the societies are constituents of the respective
district central co-operative banks. The central co-operative banks are called autonomous units
subject to excess control and supervision of Registrar, Co-operative Societies. Their autonomy is
limited to the formality of the registration of these institutions. The financial implication of
„Three-Tier system is that finance are arranged from R.B.I. or NABARD and are channelled
through state co-operative bank which passes over the same to its affiliated societies.
Short-term Rural Co-operative Credit Institutions
In India, short-term rural co-operative credit institutions include the following institutions/
banks:
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5.2.1 State Co-operative Banks (SCBs)
State co-operative bank means a provincial co-operative bank which would make bank capable
of attracting deposits from the richer urban classes and more suitably equipped to serve as a
channel between the co-operative movement and the joint stock bank. State cooperative bank
also known as Apex Bank, finances, coordinates and controls working of the central co-operative
banks in each state. The state co-operative banks play a significant role of being linkage between
R.B.I. at top and central co-operative banks with primary co-operative societies at the bottom.
These banks must not deal directly with the primary credit societies and should consolidate and
strengthen their position as financing agency and balancing centre for the central bank.
5.2.2 District Central cooperative Banks
“Central co-operative bank means the principal co-operative society in a district, in a state, the
primary objective of which is financing of other co-operative societies in the district”. This
definition explores that the working area of the central co-operative bank is limited to its district
only. In general, it works as a middleman between the state cooperative bank at the top and
primary credit societies at the bottom to serve the whole population of the district.
5.2.3 Primary Agriculture Credit Societies
Primary agriculture credit societies mean a co-operative society: (1) The primary objective of
which is to provide financial accommodation (assistance) to the members for agriculture
purposes or for the purposes concerned with agriculture activities; and (2) The bye-laws by of
which do not permit admission of any other co-operative society as a member.
Primary agricultural credit societies deal directly with individual farmers, provide short and
medium term credit, supply agricultural inputs, distribute consumer articles and also arrange for
the marketing of products of its members through co-operative marketing society. Most of the
PACS are dependent on the finances provided by central co-operative banks. The high level of
over-dues faced by many PACS makes a large portion of the members ineligible for fresh
borrowings.
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5.3 Marketing Cooperatives
Marketing is one of the major problems of Indian agriculture. Almost all farmers are facing
problems regarding to the marketing of agricultural products either row or processed products.
Inappropriate market facilities like infrastructure, storage, transport, pricing of the products,
exploitation by the middlemen etc. It was observed that, this problems can‟t be solved through
the general marketing mechanism in the agriculture therefore the Idea of co-operative marketing
system was applied in the agriculture sector.
Definitions of Agricultural Marketing Cooperatives
Marketing is a broad term covering a large number of functions. It includes not only purchase
and sales of agricultural goods, but also the various agricultural activities and process involved in
bringing the agricultural goods from the farmers to the consumer. Numerous interconnected
activities are involved in agricultural marketing such as planning production, growing and
harvesting, grading, packing, transport, storage, agro- and food processing, distribution,
advertising and sale.
"Co-operative marketing is the system by which a group of farmers or market gardeners
join together to carry on some or all the processes involved in bringing goods from the producer
to the consumer" (Margaret Digby).
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According to the Reserve Bank of India a co-operative marketing society is “an
association of cultivators formed primarily for the purpose of helping the members to market
their produce more profitably than possible through the private trade".
According to FAO “Food and agricultural marketing means the movement of agricultural
produce from the farm where it is produced to the consumer or manufacturer. This includes
physical handling and transport, initial processing and packing to simplify handling and reduce
wastage, grading and quality control to simplify sales transactions and meet different consumers'
requirements, and holding over time to match concentrated harvest seasons with the continuing
demands of consumers”.
Structure of Marketing Cooperative Societies:
The pattern of organization of co-operative marketing societies is not identical in India. There
are two types of the pattern of organization of co-operative marketing societies. In some states
like Assam, Bihar, Madhya Pradesh, Karnataka, Orissa, Kerala, Rajasthan and West Bengal,
there is a two tier system and in other states, there is a three-tier system of organization of
Agricultural Marketing societies. Three tire system consist primary marketing societies, district
level marketing societies (central marketing societies) and state level (apex) marketing society
and in the two tire system there is only two types of marketing societies i.e. district level
marketing societies (central marketing societies) and state level (apex) marketing societies.

5.3.1 Primary Marketing Societies
The primary marketing societies are working at the block or tahsil level to provide marketing
services to the farmers in their jurisdiction. Most of primary marketing societies are located at
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the secondary market. Membership of a primary society is generally open both to the agricultural
credit societies and the individual grower in the operational area of the marketing society

5.3.2 District or Central Co-operative Marketing Societies
In the tree tire system of the co-operative marketing in India there are the central co-operative
marketing societies are plying important role ate the district level in the particular states.
However, the central marketing societies existed only in few states. At the end of June 1982
there were 309 district or regional level societies. Of these, 138 were dealing in sugarcane
supply, 3 in cotton, 16 in fruits and vegetables, one each in coconut and areca nut 3 in tobacco
and 4 in other specialized agricultural commodities, the remaining being general purpose
societies.

5.3.3 State Co-operative Marketing Federations
The State Co-operative Marketing Federations are working as Apex institution in the state. These
federations function as the central organization of the affiliated marketing co-operatives working
in the state and who are registered with State Co-operative Marketing Federations. They are also
expected to procure agricultural inputs and other goods required by the farmer for distribution
through co-operative agencies within the state. They are mainly engaged in wholesale or
monopoly distribution of chemical fertilizers, con- trolled commodities like iron and steel, and
consumer goods.

5.3.4 NAFED and Agricultural Marketing in India
National Agricultural Cooperative Marketing Federation of India Ltd.(NAFED) was established
on the auspicious day of Gandhi Jayanti on 2nd October 1958. NAFED is registered under the
Multi State Co-operative Societies Act. NAFED was setup with the object to promote Cooperative marketing of Agricultural Produce to benefit the farmers.

5.4 Other forms of Cooperatives
5.4.1 Consumer Cooperatives
The Consumer co-operatives in India also have a long history going back to 1904 when India‘s
first Primary Consumer Co-operative Society was established in Tamil Nadu. Before
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Independence, their presence was more visible at the times of droughts, floods, famines, and
wars when they played an important role in distributing essential commodities to the affected
people (Gautam 2000:371). They were given due importance in Indian economy after
Independence in 1947. The Five Year Plans have identified the Consumer Cooperatives as an
institutional vehicle for socio-economic development, particularly in the rural areas. The
Consumer Co-operatives now have a four tier structure consisting of –

The total membership of all consumer co-operatives is estimated at about 1.65 million
and working capital at Rs. 45000 million. Their combined sales amounted to Rs. 90,000 million
in 1998-99 (Gautam 2000:371). Although the share of consumer co-operatives in the retail
distribution is merely 2 percent at national level, their significance lies in stabilising the prices of
essential commodities, ensuring availability of consumer goods at fair price, especially in times
of scarcity, creating employment opportunities, and enhancing the awareness of consumers of
their rights and privileges under the Consumer Protection Act. But in spite of the vital role
played by them, the consumer cooperatives have failed to build up their financial base which
might be attributed mainly to low margins and increased establishment expenses in comparison
to the private trade, lack of professional managerial staff and unnecessary interference by the
government in managing their affairs, and proliferation of their numbers without any
consideration of their financial viability.
National Cooperative Consumers Federation (NCCF)
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The NCCF is the apex federation of the consumer cooperatives in the country. NCCF was set up
on 16 October, 1965 and is administered under the Multi State Cooperative Societies Act 2002.
The present membership of the NCCF is 136 comprising of Primary Co-op. Stores, Wholesale
Societies, State level Consumer Cooperative Federations, National Cooperative Development
Corporation and the Government of India. The commercial operations of the NCCF are handled
through its headquarters at New Delhi and 34 branches/ sub-branches located in the State
Capitals and other important procuring centers in different parts of the country.
State Cooperative Consumer Federation
The State Consumers‟ Federations or State Cooperative Marketing-cum-consumer Federations
are the State level apex organizations in the consumer cooperative structure in the particular
States. The main functions of a state federation are to coordinate the work of the consumer stores
in the state and to obtain supplies from the NCCF and other sources and supply the same to
consumer stores. There are 29 state level cooperative consumer federations in India. They works
as federation for undertaking procurement and supply of textiles, pulses, spices, imported and
confiscated goods etc. to consumer cooperatives in the state. It also provide technical guidance to
the district level consumer societies or departmental store in the state for grading and mention
quality. These State Federations provide supply support to the wholesale/central consumer
stores. Some of the State Cooperative Consumer Federations have entered into the retail trade
and have set up Department Stores.
District level Central or Wholesale cooperative stores
Under the special scheme of October 1962 for establishment of the district level stores or
wholesale store many wholesale store or district level cooperative stores were established in
India. Today, such wholesale cooperative stores with a network of branches have been set up in
all big cities. In the beginning such types of stores were established in all cities with a population
of fifty thousand and above. Later on such stores were set up in almost all the districts of the
country.
Primary Cooperative Sores
The primary stores are the local cooperative consumer stores either set up by the general
consumers, students, industrial workers etc. These stores are lat ladder in the structure of
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consumer cooperative movement in India. These primary stores have been organized primarily to
provide rationed commodities or other necessary items to members living in the locality. In
urban areas, the primary consumer cooperative stores serve consumers as well as their members.
Some of the consumer cooperative stores organized by the employees of large undertakings /
business houses are well-managed ones.
Problems of Consumer Cooperatives
The consumer cooperative societies are very important organizations in the society which reduce
exploitation of the consumers from middlemen however this movement is not working up to
mark because there are numbers of problems related to this societies as mentioned below:
1. Weak organization set up of the consumer cooperative societies is one of the major
problems in the movement of consumer completive. It adversely affecting on the interests
of the members.
2. These societies require huge capital for establishment of the facilities and purchasing
goods but it is found that there is problem of inadequate fund in these societies.
3. In the era of privatization the government has ignoring the importance of the consumer
cooperative and did not taken serious efforts to enhance capacity of the consumer
cooperative in India
4. As a cooperative organization there is need of democratic management in these
organizations but it is found that there is dominance of some peoples
5. In the cooperative organizations audit is important however many consumer cooperatives
are not following rules and regulations of audit
6. Present supervision mechanism for the consumer cooperatives is not adequate it
adversely affecting the growth of consumer cooperatives in India
7. Many consumer cooperative societies are smaller is size which not having optimum
economies of the scale in the purchasing of goods for their sell to the member or
consumers
8. There is lack of coordination between various consumer cooperatives in the state and the
country
9. It has been observed that most of the stores deal with limited number of commodities and
hence most of the requirements of the customers are not at all satisfied.
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10. Most of the stores are run by persons and who have hardly any experience of business.
They also don't have adequate arrangements for the training of the staff.
5.4.2 Housing Cooperatives
It is defined as: “A legally incorporated group of persons, generally of limited means, pursuing
the same cause of meeting the common need of housing or its improvement based on mutual
assistance. In such a cooperative, the membership is voluntary and control is democratic, and
members make an approximately equal contribution to the capital required”.
A housing cooperative is a legally established association, owned and democratically controlled
by its members for the primary purpose of improving their living conditions. Democratic control
by residents, open and voluntary membership, limited return on membership investment, the
expansion of services beyond merely the supply of housing to the provision of a wide range of
community services, and a strong emphasis on self-help and cooperative action are the basic
characteristics of housing cooperatives.
The activities of housing cooperatives in various States are regulated through respective
Cooperative Societies Act and Cooperative Societies Rules administered by the Registrar of
Cooperative Societies appointed by the Government. The national level cooperative
organisations and the multi-state cooperative societies are governed by the provisions of MultiState Cooperative Societies Act and Rules. (Source: https://www.nchfindia.net/faq.html)
Structure of Housing Cooperatives in India:
At base level primary housing cooperative societies are facilities to the member for building
houses or flats at rural and urban areas, there are 92,000 primary housing cooperatives, with a
membership of over 65 lakhs. At state level, State cooperative housing federations/corporations
are coordinating the primary housing societies in the particular states. There are 26 State (apex)
cooperative housing federations/corporations, which are members of national level federation.
The function of the 26 state-level federations is in playing a significant role in the pursuance of
co-operative strategy. It not only provides financial assistance to housing co-operatives in their
respective jurisdiction but they also provide guidance on technical matters and assist them in the
general co-ordination and supervision of activities, such as assisting them in obtaining building
materials.
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National Cooperative Housing Federation of India (NCHF)
The NCHF was established in 1969 it is the nation-wide organization for the co-operative
housing movement in India. Founded by 6 state-level federations, NCHF takes the lead in
promoting, co-ordinating and facilitating the development of housing co-operatives, along with
providing guidance to housing cooperatives and their federations. NCHF is also sponsored by the
Ministry of Housing and Urban Poverty Alleviation which enables them to receive regular grantin-aid. Although the Bye-Laws of Apex Federations provide for undertaking various activities,
most of them have confined their activities to financing only. A notable exception is the Madhya
Pradesh and Punjab Cooperative Housing Federations which are providing effective technical
guidance to the primary cooperatives. Some of the Apex Federations, like the ones in J & K,
M.P., Punjab and Rajasthan, have also started undertaking construction activities. Nevertheless,
financing remains the key activity of the Apex Federations.
Sources of funds for Apex Cooperative Housing Federations: The sources of funds for the
Apex Cooperative Housing Federations are as follows:


Investment in share capital by primary cooperative housing societies, State Governments
and other cooperative institutions.



Loans from the Government, Life Insurance Corporation of India (LIC), National
Housing Bank (NHB), Housing and Urban Development Corporation (HUDCO),
Commercial and Cooperative Banks etc.



Issue of debentures guaranteed by the Government.
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Types of Housing Cooperatives: Housing cooperatives at the primary level can broadly be
classified into four groups as detailed below:
1. Tenant Ownership Housing Societies: Under this category the land is held either on
leasehold or freehold basis by societies, and houses are owned by members.
2. Tenant Co-Partnership Housing Societies: These housing societies hold both land and
building, either on leasehold or freehold basis and allot flats to their members.
3. House Mortgage Societies: Such societies lend money to their members for construction
of houses. The members have to make their own arrangements for building their houses.
This type of societies are really credit societies as distinguished from other credit
societies as per the objects for which they lend, the duration of the loan and the security
they demand.
4. House Construction or House Building Societies: Societies of this type spend money on
behalf of the members for building the houses, and the houses are handed over to
members when ready and the money spent is recovered as loan.
Advantages of Housing Cooperatives:
1. A housing cooperative is neither a public nor a profit seeking organisation. Its principal
objective is to eliminate economic exploitation as it is controlled by members only.
2. Contrary to public housing, cooperative housing provides opportunities to its members to
control the house designs at the planning stages. Moreover, the maintenance of the estate
is also in the hands of members, which leads to maintenance at lesser expenses and in a
better way.
3. Cooperative housing satisfies quantitative as well as qualitative aspects of housing. As it
incorporates a high degree of participatory involvement of members, the housing stock
created is more responsive to user’s needs than those supplied through any other subsystem.
4. Housing cooperatives, besides, generating a sense of responsibility amongst users for
post-occupancy maintenance, also provide the necessary mechanism for effecting it.
5. Project cost efficiency is demonstrated on account of the concerted efforts of members to
keep overheads to a minimum and to effect economy in construction by other means as
well.
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6. Loans are arranged by the cooperatives for their members and the members have a
collective responsibility for its repayment. So, a proper check on the repayment of loans
and other charges is maintained.
7. The members have got the right to vote and participate in the affairs of the cooperative,
and as such they develop a sense of self-reliance and self-respect.
8. A cooperative is a small community by itself and hence can undertake several social
activities such as organising special programmes, arranging health services, improving
the ecology of its area, improvement in social behaviour and mental health, etc.
9. Other economic activities such as consumer cooperatives, banks, clubs and other
common services which are needed by the community can be established by a housing
cooperative in an economical manner.
Problems of Housing Cooperatives
Cooperative hosing societies and its movement is playing significant role in Indian economy to
providing quality housing facilities to the members of the societies however, these societies are
facing some critical problems as mentioned below;
1. Cooperative hosing movement is facing problems of lack awareness regarding to the
rights of the members and their obligations
2. A basic weakness of the co-operative movement has been the lack of funds and these do
not command adequate resources
3. For construction of the housing large amount of funding required however these societies
facing a problem of capital
4. These societies also facing a problem of skilled labour for construction of buildings and
house construction
5. Generally it is seen that housing co-operative societies do not function efficiently due to
lack of managerial talent. The members or their elected representatives are not
experienced enough to manage the society
6. Frauds and malpractice in the housing cooperatives also one of the problems in these
movement. This adversely affects the growth of this movement in India.
7. The failure of many societies in rural areas was directly due to the defective management
and leadership in housing cooperatives in India.
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5.4.3 Labour Cooperatives
A labour cooperative is a cooperative owned and democratically managed by its labours. This
control may be exercised in a number of ways. A cooperative enterprise may mean a firm where
every labours participates in decision making in a democratic fashion, or it may refer to one in
which managers and administration is elected by every labours. It is a form of organization for
the employment of group of workers to work together for a joint reward. Generally it is
established by the agricultural labours, poor peoples, landless labours, artisans, casual workers
etc. The Indian Coffee Houses in India were started by the Coffee Board in early 1940s, during
British rule. In the mid-1950s the Board closed down the Coffee Houses, due to a policy change.
The thrown-out workers then took over the branches, under the leadership of A. K. Gopalan and
renamed the network as Indian Coffee House.
Types of Labours’ Co-operative Societies: There are two major types of labours‟ cooperatives
in India as mentioned below:
A) Forest Cooperatives: Forest cooperatives are one of the most important types of labour
cooperative which enables tribal peoples to assess the employment opportunities as collective
efforts. There were nearly 5000 labour cooperatives In the tribal areas of the Maharashtra,
Rajasthan and Madhya Pradesh.
B) Labour Contract Cooperatives: The labour contract cooperative societies are organization for
the provide employment opportunities through labour contract made by the cooperative society.
It provided employment to the members and protect interests of the member of labour
cooperative societies.
Structure of Labour Cooperatives
In India, there is three tire systems of labour cooperatives, primary labour cooperatives are
working as local level cooperative societies, district level federation are functioning as district
level central societies of the labour cooperatives and state level federation are functioning as
State Level central societies of the labour cooperatives in India. Recently 215 District, 16 State
Level Federations of the country and 38,879 Labour Contract/Construction & Forest Labour
Cooperatives, having a membership of approximately 26 lakhs. Presently Labour contract
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cooperative societies are executing the works more than 1850 crores per year. Main activities of
NLCF are being run with the financial support of Ministry of Agriculture, Govt. of India.
National Labour Cooperatives Federation of India Ltd (NLCF) is an apex organization
established in the year 1981, now working under the provisions of Multi State Cooperative
Societies Act (2002). NLCF's main objective is to organise, promote, co-ordinate, help and
develop the working of Labour Cooperatives for economic and social development of the
unorganized sector, the poor labourers consisting of economically weaker section of the society
mainly of SC/ST & OBCs. NLCF is representing 44,143 Labour Contract/Construction & Forest
Labour Cooperatives with their 215 District, 17 State Level Federations, having membership of
27.30 lakhs workers. Presently Labour contract cooperative societies are executing the works
more than 2350 crore per year. Main activities of NLCF are being run with the financial support
of Ministry of Agriculture, Government of India.
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Chapter 6: Issues in Cooperatives
6.1 Introduction
As we are aware that the cooperatives in India came into being as a result of the Governments
initiatives to address issues of the agriculture that prevailed during the latter part of the
nineteenth century and the absence of institutional arrangements for finance to agriculturists,
which had resulted in mounting distress and discontent. Small, local, locally worked institutions,
cooperative in form, which would satisfy the postulates of proximity, security and facility for
providing credit, were seen as the answer to this situation. However, subsequent events during
both pre and post-Independence period have led to a vast growth of cooperatives covering
various sectors of the Indian economy.
Though we can claim to have the World’s largest and most diverse cooperative movement,
barring some exceptions our cooperatives in general are fraught with a number of problems and
challenges. Apart from certain inherent weaknesses, they are constrained by the overwhelming
role of the government as well as prescriptive and restrictive legislation and have been unable to
retain an autonomous and democratic character.
The problems and challenges that cooperatives face today are numerous. These encompass the
functional aspects of cooperatives namely ‘Membership’, ‘Governance and Operations’
which could be considered as internal to the organization. These problems are further
compounded by two important external factors - namely ‘Politicization of cooperatives’ and
‘the control/ interference by governments’. These are discussed below in detail.
6.2 Membership
Theoretically and conceptually, a cooperative comes into being as a result of a common need of
members. The need could either be for a service, which serves as an input into his activity or to
service his output. The member owns the cooperative conjointly with other members and is
expected to act with due diligence to fulfill his membership duties and responsibilities. If
cooperatives are to succeed, it is important that members are well informed of not only their
rights but also obligations and the need to participate actively in the affairs of the cooperative.
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Ensuring ‘Active’ member participation and enabling speedy exit of non-user members
has remained a daunting task for cooperatives. Unfortunately, over the years, we have come to a
state where a large number of cooperatives are either unable to cope with the needs of members
or the members have in general become passive and apathetic and do not use the services
offered. Quite a number of cooperatives have also become irrelevant to their members’ needs.
Poor member participation has also been due to lack of effort to enhance member equity in
cooperatives and near absence of member communication and awareness building efforts.
This situation has been further aggravated due to the lack of provision in Indian
cooperative law to ensure that members are users and for removal of inactive members
expeditiously and on a regular basis. The Cooperative Acts allow a person who is not doing
business with cooperative to continue being enrolled as a member and eligible to participate in
meetings, exercise voting rights and to elect/be elected on the Board. Consequently, it is found
that in several cooperatives non-users apart from continuing as members, participate in elections
and even get elected to hold positions on the Board of Directors/Chairman.
Cooperative Acts in general stipulate removal of membership only by the General Body
through a special resolution. Calling a General Body meeting and expelling members is a long
drawn process and coupled with this due to political compulsions the problem of removing a
large percentage of inactive members has not been addressed with the required seriousness.
6.3 Governance
In an organizational context, governance refers to the institutional framework that defines the
structure and linkages, behaviour, interaction, rules of conduct, conflict resolution, incentives
and disincentives for behaviour. In cooperatives, governance issues are primarily focused on the
structure of the Board and its relationship with members, managers and the State. Sadly, the most
important function of governance, which is that of aligning the tasks in tune with the basic
objective with which a cooperative is organized, has received very little attention.
6.4 Lack of Recognition of Cooperatives as Economic Institutions
A fundamental issue having substantial bearing on the governance of cooperative institutions is
the lack of recognition of cooperatives as economic institutions meant to serve the needs of its
members. The general perception has been that cooperatives are instruments of government
meant for public good and therefore need to be supported by the government.
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The ICA Cooperative Identity Statement defines cooperatives as “autonomous
associations of persons united voluntarily to meet their common economic, social, cultural needs
and aspirations through a jointly owned and democratically-controlled enterprise”. Cooperatives
must therefore be seen as autonomous, economic institutions of user members engaged in
production, distribution or other services. They have to be competitive to survive as viable
entities, without which they cannot serve their members.
The general lack of a well-defined and explicitly stated official and legal recognition of
cooperatives in most cooperative laws is, and without doubt, the root cause of many of the
problems that afflict the sector. Further, both members of cooperatives and the public at large do
not consider cooperatives as economic institutions at par with other business organizations in
view of the predominant role being played by the government through exercise of vast powers
that the law provides.
6.5 Design Issues
The ‘design’ of a cooperative is an important factor in determining the manner in which it is
governed, its success and viability. While designing a cooperative enterprise, one needs to
consider factors such as local socio-political conditions, local economy, leadership, structure, bylaws, norms and rules, critical linkages with federal and other organizations, macro policies etc.
Most Cooperatives in the country have come into being through a Top-Down approach or
based on a Blue Print model and are a result of target based programmes/actions taken by the
higher tier organizations and State departments. Besides, there are numerous instances of
suppression of local initiatives and ignoring the perceived needs of the members while
structuring the cooperatives. Higher tier cooperatives in most cases have hardly retained any
cooperative character and operate like Parastatals and frequently with little or no member
involvement.
Lack of initial knowledge about the multi-faceted choices in designing/re-designing
cooperatives seriously affects governance, inhibits growth and can result in wrong choices. This
is particularly so where there is no clear focal and dynamic leadership.
6.6 Board and Management Interface and Accountability
Cooperatives have a two-tier management structure of the Board and its executives, all in the
ultimate analysis responsible to the General Body. The effectiveness of a cooperative depends in
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large part on the quality of partnership between its Board and Chief Executive. The Board should
concern itself with long-term or strategic planning; organizational (as opposed to operational)
policies; representation and relationships with members, government, other business and the
public at large; resource mobilization; monitoring of the organization’s performance; and the
selection, supervision/direction of the Chief Executive. The Chief Executive must be responsible
for achievement of plan objectives; the efficient, economical and effective use of resources;
recommending possible business strategies to its Board; recruitment, supervision and evaluation
of employees; coordination of departments and groups; etc.
In general, cooperative Boards suffer from lack of long-term perspective, market and
business orientation, understanding of the cooperative way of business and how it differs from
other enterprises, awareness about the environment (e.g. globalization) and using the knowledge
for furthering member interest. In addition, they are also not able to cope with the changing
needs of members and be responsive to member needs.
Ensuring accountability at all levels necessitates vesting the required authority
(delegation) and clearly defined roles and responsibilities. Unfortunately, in a large number of
cooperatives, Board and executive functions are not clearly demarcated, often leading to identity
conflicts. Boards are generally found to be assuming operational responsibilities and disinclined
to delegate powers and responsibilities to Managers. Striking a balance between Board and
Executive functions is a crucial element which determines the success of a cooperative
enterprise. The law too does not clearly define the roles, responsibilities and accountability at
different levels.
6.7 Business Operations
6.7.1 Professionalization and Accountability
In a business environment the importance of professionally trained and qualified manpower
cannot be overemphasized. However, this is one of the weakest areas of cooperatives where the
practice of posting government officials in managerial positions in cooperatives for brief tenures
has been growing. Many States have common cadre of employees who are deputed to the
cooperatives. Most often, these officials have no understanding of the business, either by training
or practice and they are deputed for too short a tenure to acquire adequate understanding. There
are also numerous instances where the officers posted by the government to hold key positions
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such as Chief Executive are changed too frequently resulting in a lack of accountability and thus
affecting the business of the cooperatives. The laws also do not provide the required autonomy to
cooperatives in matters related to staff strength, remuneration payable, service conditions etc.
Cooperatives are also unable to attract and retain competent professionals (particularly in areas
such as marketing and finance) since apart from their lack of financial ability to pay market
based compensation they are also unable to provide a stimulating and conducive work culture
and environment including freedom for operations with the required delegation of authority. The
need for change and adoption of sound HR policies assumes great importance, particularly with a
rapidly growing private sector.
6.7.2 Capital
Lack of capital, both equity and debt, are key constraints to the development and growth of
cooperatives. In the case of value-added businesses the problem is further compounded due to
their high capital requirements. The need for equity in all forms of organization arises out of the
requirement of containing the financial risk of debt within reasonable limits. Equity also ensures
member stake and interest in the cooperative. It is the sharing of risk in their venture, through
substantial financial stake, that is likely to enhance member interest and participation as well as
control in the affairs of cooperatives. In the absence of member funding, the stake of members in
the success of the business of their cooperatives is not high, which makes cooperatives
vulnerable to poor governance and mismanagement.
Most cooperatives suffer from lack of member capital and consequently low leverage in raising
debt required for the growth of the business. In fledgling cooperatives, the problem is
particularly acute since they have no reserves to fall back on and nor do the members, most of
whom are marginal and small operators, have the wherewithal to contribute substantially to
initial capital. Low levels of equity imply a higher debt equity ratio with the accompanying
hazards of actual cash flows being possibly inadequate to service the debt.
Unallocated reserves/retained earnings are the highest quality funds available to functioning
cooperatives. However, to avoid payment of income tax, cooperatives most often follow the
practice of paying price differentials to members for their supply, which has severely
undermined capital formation in cooperatives. Further, cooperatives are generally constrained to
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minimize retained earnings, as the cooperative Act and Rules virtually treat retained earnings as
out of the purview of members’ funds.
While corporate entities can raise equity as well as borrow from the market by placing
appropriate instruments, cooperatives do not have access to capital markets. Any effort to
broaden the equity base through introduction of instruments other than the shares to be
subscribed only by members opens up the debate about the ownership, voting rights, cooperative
principles etc.
In the globalized economic order, cooperatives as economic entities cannot remain isolated. In
order to be competitive they have necessarily to grow and for that, augmentation of capital at the
required pace is also necessary, as capital adequacy is one of the important parameters to judge
the strength of an economic business entity.
The concept of share-holding in cooperatives suffers in competitive attractiveness when
compared to shares in corporate entities.


The principle of one person - one vote precludes any advantage to holders of a larger
number of shares in the affairs of a cooperative.



The principle of limited return on capital results in denying cooperatives access to capital,



The value of a share to a member has no correlation with the performance of the
cooperative, as he gets back only the face value of his share.



Shares of cooperatives have no liquidity as there is no trading platform for transfer of
shares.

As seen above, cooperatives are finding it increasingly difficult to augment their capital to the
required levels through the existing available avenues, i.e. seeking more share contribution from
their members and retained earnings.
A problem affecting the capital of a cooperative is one relating to recoveries of debt. The
high level of under recoveries of Primary Credit Societies has not only adversely affected their
own growth, but also the financial results of higher tier financial cooperatives. The problems of
non-credit cooperatives are not materially different. A large number of non-credit cooperatives
are also either defunct or sick, the major reasons being similar to those of credit cooperatives.

71

There has been extensive debate on whether government should participate in the share
capital of cooperatives. Government financial support is often justified on grounds that
cooperatives cannot raise capital from capital markets and a majority of the members are unable
to contribute share capital in the quantity required to run the cooperatives efficiently. However,
equity contribution from government has invariably impacted on the autonomy of cooperatives
and is a matter which does not merit compromise
6.8 Linkages and Competitiveness
Though a tiered structure in cooperatives is intended to bring about effective linkages, both
forward and backward and maximize benefits to the primary membership, this has not often been
achieved. Since cooperatives at each level are distinctive legal entities, myopic assertions of
freedom have prevented greater integration leading to high transaction costs. We also find that
more and more cooperatives at primary as well as higher levels are transacting business with
non-members; higher tier cooperatives are frequently competing in business with their
constituent members and networking amongst cooperatives a rare feature to be seen. Lack of or
ineffective linkages have been adversely impacting the business performance of the cooperatives
and their competitiveness.
In the current liberalized and globalised economic environment, cooperatives need a level
playing field in order to cope with the emerging competition, sustain growth and meet member
needs and services effectively. Unfortunately, constrained by restrictive laws, cooperatives lack
functional autonomy including the required freedom in matters such as, area of operation,
appointment of staff, deciding on remuneration payable, pricing, mobilization of funds,
investment of funds and flexibility in business operations.
6.9 Accessibility to Finance/Credit Services by Members
Lack of credit facilities to a large segment of rural population, particularly the poor and
marginalized, is a concern that needs to be addressed. The formal banking system in the country
services 25.9% of total rural households while 14% farmer households depend on money lenders
for their credit needs. Further, 51.4% of the total farmer households do not have any access to
credit facilities.7
Cooperative credit presently accounts for a mere 18% of total agricultural credit. Having
declined to this level from 56% in 1985-86, this is indicative of the shrinkage of credit provided
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to agricultural households by the cooperative sector. Nearly 70 - 80% of the members of
cooperatives as also borrowing members are constituted of small and marginal members.
Although there is no hindrance in cooperative law for share croppers/tenant farmers/agricultural
labourers to be members of cooperatives, they are unable to avail loans in the absence of clear
ownership title to land/collateral, and hence remain for all practical purposes outside the
cooperative credit system. This marginalized segment does not have access to the commercial
banking system for the same reasons.
The weaknesses of the credit cooperative structure has been discussed in detail in the
Vaidyanathan Committee Report. A number of District Cooperative Banks are unable to provide
refinance to their member Primary Agricultural Cooperative Societies (PACS) and consequently,
even credit worthy members of PACs are unable to access credit to meet their needs.
The weather cycle and the crop cycle do not always match and hence particularly in drought
prone areas, farming is, and is likely to be, at best, a marginally viable if not non-viable
proposition. From time to time, governments have been resorting to one-time debt settlements
and / or re-scheduling of overdue loans, but these are not permanent solutions to the basic
problem of a perpetual cycle of indebtedness, which needs to be addressed.
6.10 Sickness in the Cooperative Sector
Of over 5 lakh cooperatives in the country at different levels, a large number today are not
viable, while many are practically dormant. A large number of the non-viable cooperatives are,
in fact, on the verge of sickness or incipient sickness. The sickness is particularly visible in the
processing sector, of which sugar, textiles and vegetable oil account for a sizeable portion.
Though the government has been providing financial assistance for rehabilitation of sick
cooperatives into a healthy enterprise, it has not always met with encouraging results. It must be
recognized that most cooperatives function in the agricultural sector where the risk element is
relatively high and the returns on investment low and they, therefore, start off with an initial
disadvantage. It is also important for us to appreciate that the cooperative form of enterprise may
not be the most suitable for all sectors and commodities. While there should no doubt be a clear
voluntary exit policy for cooperatives which are not amenable to revival, sick cooperatives with
the potential for improvement need to be supported through appropriate agencies and funding
possibilities.
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6.11 Politicization of Cooperatives and Control/ Interference by Government
Although cooperative democracy is based on common economic interest and as such is entirely
different from political democracy, over time cooperatives have been increasingly politicized.
Cooperative institutions in the country with their vast outreach have become powerful
instruments of political mobilization. Instances of a political party in power assuming control
over large sized cooperatives through methods such as appointing an active member of the party
to the position of Chairman, nominating persons of its choice on the Board, issuing directions to
them and the Official nominees to vote for a particular candidate as Chairman have become
common. Further, when elections are held, they are fought on party lines with panels of political
parties keenly contesting to gain control of the organization. This has led to factions in the board,
conflicts in governance and management and lack of consensus in decision making. Also, factors
such as personal/political interests of board members and use of the cooperative for political
patronage have weakened the cooperative sector and affected their ability to function as
competitive and professionally managed business entities.
Mass enrolment of members of cooperatives is also resorted to, prior to elections.
Changes in law to suit political ends are also to be found when there is a change of government.
In many instances, politicians who are chairmen of cooperative Boards refuse to call for
elections, continuing to be entrenched in positions of authority.
Audit of cooperatives is conducted by the Registrar and in several states it is not found to
be timely as well as satisfying the current days’ requirement/standards and challenges.
This state of affairs is largely on account of the enormous powers that the government
and Registrar are vested with by the Act. Apart from paving the way for politicization, with the
laws governing cooperatives becoming progressively more restrictive, the functional autonomy
and democratic character of the cooperatives have been seriously compromised. Some of the
restrictive provisions and powers of the government/Registrar which are contained in the State
Cooperative Societies Acts and which often lead to perpetuation of politicization and
government interference in cooperatives are:
1. Refusal to register cooperatives on various grounds;
2. Compulsorily amend by-laws, divide, merge, amalgamate co-operatives;
3. Give directions to a co-operative or co-operatives “in public interest”;
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4. Appoint supervisory staff and set up common cadres, approve wages and staff service
conditions;
5. Nominate persons on the management committee/Board;
6. Conduct/postpone elections;
7. Classify co-operatives and deal with them en masse for the purposes of amalgamation,
common cadres, service conditions, business, etc.;
8. Supersede committees/boards, disqualify members and committee members, compel
admission of members, and reinstatement of expelled members; direct a committee to
suspend an employee etc;
9. Rescind resolutions of the committee/board
10. Grant exemption to a cooperative or a class of cooperatives from any of the provisions of
the Act
11. Prescribe Rules to be followed
12. Restriction on simultaneously holding office in a number of cooperatives
13. Restriction on the terms of office bearers of the cooperative
All these powers militate against the voluntary and autonomous nature of cooperatives. There are
numerous instances of misuse of powers such as supercession of boards, postponement of
elections, granting exemptions and issuance of directives to meet political ends etc.
Parallel laws have been enacted in nine States, but except to some extent in the State of Andhra
Pradesh, they do not appear to have made much impact. Most cooperatives continue to operate
under the existing restrictive cooperative Acts. Absence of enabling provisions in the existing
Acts allowing existing cooperatives to be registered under the new law, non-availability of
refinance to such cooperatives, lack of will by the board and management of existing
cooperatives to function as autonomous enterprises, inability to repatriate government
equity/government finances and guarantee and political compulsions of the leadership are some
examples to name a few.
6.12 Conclusion
Co-operation is a philosophy of life and an important guiding principle for the all-round
development of a community. Co-operation brings together people on the basis of equality for
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the promotion of their economic interest. Major issues which limit the growth of cooperatives in
India are: (Source: Tripathy, 2018)
1. Lack of effective and efficient unit level leadership in the co-operatives creates confusion
in devising and implementing clear policies to carry out programmes and activities
without having any confrontation with the Government.
2. Lack of transparency and accountability in the cooperatives which needs to be given
foremost priority and the co-operatives should not lose their unique identity for the sake
of getting easy money or patronage of facilities offered by government or any other third
party
3. Absence of clear, well defined roles and functions including code of conduct of elected
officials in a co-operative set up.
4. Lack of focus on the basic values and co-operative principles in the operations of the cooperative units.
5. Lack of professional and management competency in different tiers of co-operatives
6. Political and bureaucratic influence over the co-operative system
7. Lack of technology adoption by co-operatives
8. Inflexibility in operation has restricted the co-operatives to diversify their products.
9. Lack of professional training to co-operative staff
References:
Tripathy, K. K. (2018). Cooperatives for agri-development in India. Smart AgriPost. December
2018.
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Unit 3: Self-Help Groups (SHGs) as Forms of Collectives
Chapter 7: Basics of Self-Help Groups
7.1 Conceptual Evolution of SHGs


In 1976, Prof. Dr. Muhammad Yunus came up with a Group Lending Program known as
the Grameen Bank (literally the Village Bank) in Bangladesh for the first time.



This was an experiment in giving credit to the very poor without any collateral.



Prof. Yunus reasoned that if financial resources can be made available to millions of
small people with their millions of small pursuits, it can add up to create the biggest
development wonder.



The experiment was a grand success and Prof. Yunus was awarded the Nobel Prize in
2006 for his contribution to development.

In India


Self-help groups (SHGs) first emerged in MYRADA in 1985. In 1986/87 there were
some 300 SHGs in MYRADA’s projects. Many had emerged from the breakdown of the
large cooperatives organized by MYRADA.



MYRADA - Mysore Resettlement and Development Agency, NGO
o Mission Statement: “Building poor people’s institutions”



Caste and creed played a role, but in several groups affinity relationships and economic
homogeneity were stronger; as a result, several groups included different castes and
creeds.
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From the time that the first SHGs emerged in 1985 to the inclusion of the SHG strategy
in the annual plan for 2000/01 (Government of India, 2000).



Several important steps were taken by the NABARD, RBI and leading NGOs, as well as
by multilateral agencies, particularly IFAD.



The SHG strategy is an important component of the Government’s overall thrust to
mitigate poverty and has been included in every annual plan since 2000.

Phase 1987 to 1992


NABARD focused on supporting NGO initiatives to promote SHGs and on analysing
their potential and performance.



Pilot Project: In 1987 it provided MYRADA with a grant of Rs. One million to enable it
to invest resources to identify affinity groups, build their capacity and match their savings
after a period of 3-6 months.



As a result, in 1989 NABARD launched an action research project in which similar
grants were provided to other NGOs.



In 1990 RBI accepted the SHG strategy as an alternative credit model.



NABARD (1992) issued guidelines to provide the framework for a strategy that would
allow banks to lend directly to SHGs – followed by the SHG-Bank Linkage
Programme launched in 1992.



In 1990 - Tamil Nadu Govt. adopted the concept and promoted in the State sponsored
programme. MYRADA - asked to play a lead role.

Phase II: From 1992 onwards: The SHG-Bank Linkage Programme


Programme began with a two-year pilot project to link 500 SHGs.



SHG-Bank Linkage Programme was slow to take off, but has been speeding along since
1999.



Received unstinting support from RBI, the central and several State governments of India
– notably Tamil Nadu, Andhra Pradesh, Maharashtra and Karnataka – and
thousands of NGOs and the banking sector, as well as multilateral agencies.
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As a result - SHGs became an instrument for the empowerment of poor and
marginalized sectors and proved to be an effective instrument for changing oppressive
relationships in the home (gender- and tradition-related) and in society.



Owing to this social impact, MYRADA has pointed out that the SHG movement does not
focus on the provision of credit, rather it focuses on the management of savings and
credit.

7.2 Concept of SHGs and Related forms of groups
7.2.1 Self Help Groups (SHGs) are a homogenous group of 10-20 individuals who come
together for saving and internally helping each other in times of need. SHGs promote small
savings among their members. The savings are kept with the bank. This is the common fund in
the name of the SHG. The SHG gives small loans to its members from its common fund. After
six months, if the SHG satisfies the bank as per the check list for quality, bank can give loans to
the SHG.
7.2.2 JLGs: NABARD has always been in the forefront of innovating products to cater to the
credit needs of the poor and under privileged sections of the society. One of such innovative
products introduced by NABARD is financing of Joint Liability Groups (JLGs). The JLGs were
first pioneered by Bank of Agriculture and Agricultural Cooperatives (BAAC) in Thailand as a
methodology to finance large number of small farmers. NABARD initiated a pilot project in this
regard in the year 2004-05 for financing of JLGs.
Another pilot programme was launched by Government of Andhra Pradesh through its
Agriculture Department by promoting RythuMithra Groups (RMGs) during 2004-05 through
group based lending programme aimed exclusively at small and marginal farmers.
The results of the above programmes demonstrated that the JLG approach can be successfully
adopted by banks to reach clients like tenant farmers, share croppers, oral lessees, Small Farmers
(SF) & Marginal Farmers (MF) and farmers without proper land records etc.
Based on the experience gained in implementation of the pilot project, a Scheme for financing
JLGs of tenant farmers and oral lessees has been formulated for implementation by the banking
system.
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The scheme aims to cater to the following categories of clients 1. Small and marginal farmers
'Small Farmer' means a farmer cultivating agricultural land of more than 1 hectare and up to 2
hectares. Marginal Farmer' means a farmer cultivating agricultural land up to 1 hectare.
2. Landless farmers cultivating land such as
Tenant: Any person who holds land under another person's name and pays rent to
such other person on account of the use of land is called a tenant i.e. Tenant is a person
who has taken the land on lease and is liable to pay rent for the same.
Oral lessees: The term refers to tenancy without legal sanction and permission or
without any written agreement.
Sharecroppers: Tenants who pay rent to landlords by way of sharing crops grown (in
lieu of rent by cash) are called sharecroppers
3. Poor Individuals
Objectives of JLG: The scheme aims at the following objectives


To augment flow of credit to landless farmers cultivating land as tenant, oral lessees or
share croppers and small / marginal farmers as well as other poor individuals taking up
farm activities, off-farm activities and non-farm activities.



To serve as collateral substitute for loans to be provided to the target client.



To build mutual trust and confidence between bank and the target client.



To minimize the risk in the loan portfolio for the banks by group approach, cluster
approach, peer education and credit discipline.



To provide food security to vulnerable section through enhanced agriculture production,
productivity and livelihood promotion through joint farming and cluster approach.

Size and Membership of the JLG


A minimum of four and maximum of ten individuals members



Members should have similar socio economic status and background
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Members should be likeminded persons



They must be residing in the same village/ area and should know and trust each other
well enough to take up joint liability for group/ individual loans



In case of farmers as members, they should be engaged in agricultural activity for a
continuous period of not less than 1 year within the area of operation of the bank branch



The members should not be a defaulter to any other formal financial institution. Not more
than one person from the same family



Not more than one person from the same family should be member



Members may engage in a similar type of economic activity or undertake different type
of economic activities



Members may be engaged in farm based or non-farm based activity

Essential features of JLG


Group Approach



All members should be active enough to assume leadership of the group.



The leader is the focal point for group activities, although all the members are liable
jointly and severally.



There should be regular meetings to discuss issues of mutual interests



Meetings must be attended by all the members



The principles of self - help and group strength are to be emphasised



There has to be emphasis on the roles, expectations and functions of the group/ members
& the benefits of group dynamics.



JLGs may act as a conduit for technology transfer, facilitating common access to market
information, for training and technology dissemination in activities like soil testing,
training and assessing input requirements.



JLGs may be federated at village/ block level for development of the product.



The JLGs in the clusters on their stabilization could come together and form themselves
into cluster federation or producers’ companies.



JLGs should build up empathy and understanding for greater interaction and
interdependence among the members of JLGs.
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7.3 From Pancha Sutra to Dashasutra
Pancha Sutra






Regular Meetings
Regular Savings
Regular Inter-Loaning
Timely Repayment of Loans
Up-to-date books of Accounts

Dashasutra






Health, Nutrition and Sanitation

Education
Active involvement in PRIs
Access to entitlements and schemes
Creating opportunities for Sustainable Livelihoods

7.4 Structure and Functioning of SHG
SHG Leaders: Each SHG constituted three office bearers i.e. President, Secretary and
Treasurer. Group leaders are defined as persons who keep the records of the group and attend
the training programs/ meetings with the promoting institutions
SHG Members: Apart from the office bearers. The members mostly contribute to the savings of
the group.
Office bearers should rotate at least once in two years. Ideal rotation is once every year,
depending on availability of educated members to act as Secretary.
Group meets periodically at fixed intervals to discuss, reflect on and find solutions to
socioeconomic issues / problems of members, the group and of the community to transact
business.
Decisions are taken at meetings by a consensus of the group and not by the President and
Secretary alone. The President and Secretary manage the administration of group as per the byelaws and group consensus.
Savings and Thrift: All SHG members regularly save a small amount. The amount may be
small, but savings have to be a regular and continuous habit with all the members. “Savings first
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— Credit later” should be the motto of every SHG member. SHG members take a step towards
self-dependence when they start small savings. They learn financial discipline through savings
and internal lending.
Internal lending: The SHG should use the savings amount for giving loans to members. The
purpose, amount, rate of interest, schedule of repayment etc., are to be decided by the group
itself. Proper accounts to be kept by the SHG.
Taking bank loan: The SHG takes loan from the bank and gives it as loan to its members.
Discussing problems: In every meeting, the SHG should be encouraged to discuss and try to
find solutions to the problems faced by the members of the group. Individually, the poor people
are weak and lack resources to solve their problems. When the group tries to help its members, it
becomes easier for them to face the difficulties and come up with solutions.
What are the books kept by an SHG?
Minutes Book: The proceedings of meetings, the rules of the group,names of the members etc.
are recorded in this book.
Savings and Loan Register: Shows the savings of members separately and of the group as a
whole. Details of individual loans, repayments, interest collected, balance, etc. are entered here.
Weekly /Fortnightly/Monthly Register: Summary of receipts and payments and Updated in
every meeting.
Members’ Passbooks: Individual members’ pass books in which individual’s savings and loan
balance outstanding is regularly entered. (Advantage: this encourages regular savings.)
7.5 NABARD’s – SHGs bank Linkage program
MODEL 1: Bank-SHG linkage with active support of SHPI
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MODEL 2: Bank – SHG linkage

MODEL 3: Bank – SHG – SHPI linkage

7.6 Check List for the Bank to Assess the Performance of an SHG
S.
No.

Factors to be
checked

Very good

Good

Unsatisfactory

1.

Group Size

15 to 20

10 to 15

Less than 10

2

Type of members
members

Only very poor
members

2 or 3 not very poor
members

Many not poor
members

3

Number of meetings

Four meetings in a
month

Two meetings in a
month

Less than two
meetings in a
month

4

Timings of meetings

Night or after 6 p.m.

Morning between 7 and
9 a.m.

Other timings

5

Attendance of
members

More than 90%

70 to 90%

less than 70 %

6

Participation of
members

Very high level of
participation

Medium level of
participation

Low level of
participation

7

Savings collection
within the group

Four times a month

Three times a month

Less than three
times a month.

8

Amount to be saved

Fixed amount

Varying amounts

—

9

Interest on internal
loan

Depending upon the
purpose

24 to 36 %

More than 36%
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10

Utilisation of
Savings amount by
SHG

Fully used for
loaning to members

Partly used for loaning

Poor utilisation

11

Loan recoveries

More than 90%

70 to 90%

Less than 70%

12

Maintenance of
books

All books are
regularly maintained
and updated

Most important
registers (minutes,
savings, loans, etc) are
updated

Irregular in
maintaining and
updating books

13

Accumulated savings

More than Rs.
5000/-

Rs. 3000-5000/-

Less than Rs.
3000/-

14

Knowledge of the
Rules of the SHG

Known to all

—

Not known to all

15

Education level

More than 20
percent of members
can read and write

—

Less than 20 per
cent know to read
and write

16

Knowledge of Govt.
programs

All are aware of
Govt. programs

Most of the members
know about Govt.
programs

No one knows
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Chapter 8: Growth of SHGs
8.1 Growth and expansion of SHGs through – SGSY (Swarnajayanti Gram Swarojgar
Yojana), NRLM (National Rural Livelihood Mission)


Integrated Rural Development Programme - first major self-employment prog: 1978–
1979 - to - 31st March, 1999.
o Aimed at providing assistance to BPL category, in the form of bank credit and
subsidy for taking up the sustainable self-employment activities



Further strengthening the IRDP
o Training of Rural Youth for Self-Employment (TRYSEM), (in August, 1979)
was intended to meet the training requirements of the people who were selected
and assisted under the IRDP
o For Rural Poor women mainly, Development of Women & Children in Rural
Areas (DWCRA), started in 1982–1983
o Sub-scheme- Supply of Improved Toolkits to Rural Artisans (SITRA), started
in July, 1992 introduced to modernize and improve the efficiency and
productivity of the poor rural artisans
o Sub-scheme: Ganga Kalyan Yojana (GKY) implemented during 1996–1997.
The GKY, however, had some operational problems in its implementation and it
was discontinued with effect from 1998–1999



Planning Commission Committee under the chairmanship of Prof. S. R. Hashim in 1997,
to review and rationalize various centrally sponsored schemes for poverty alleviation and
employment generation.



Report formed the basis for shifting from an individual beneficiary approach to a groupbased approach for poverty alleviation.



The schemes of TRYSEM, SITRA, GKY, DWCRA, and Million Wells Scheme merged
into a single self-employment programme namely Swarnjayanti Gram Swarozgar Yojana
(SGSY), to be implemented by the states, with effect from April, 1999.



SGSY - aimed at providing self-employment to BPL households through the
establishment of SHGs in order to bring them out of poverty

Independent Evaluation studies - SGSY
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Evaluation of the SGSY by NIRD, BIRD and several other institutions showed mixed
results.



Out of estimated 25 million households organized into SHGs until 2010, only 22%
succeeded in accessing bank credit.



Credit and other financial services are essential to help the poor smoothen their
consumption, minimize shocks and vulnerabilities and undertake investments for
acquisition, renewal and expansion of productive assets.



The studies showed that there were significant variations in the extent of mobilization
of poor into SHGs and the quality of their operation.



Often, the capital investment was provided up-front as a subsidy, without adequate
investment in social mobilization, institution and capacity building.



Moreover, uneven geographical spread of SHGs, high attrition rates among members of
SHGs, and lack of adequate banking sector response impeded the program performance.

To examine the various aspects of implementation of the scheme, the GoI constituted a
Committee on Credit Related Issues (under the chairmanship of Prof. R. Radhakrishna in 2009),
under the SGSY.


The Committee recommended adoption of ‘Livelihoods Approach’ to rural poverty
elimination.

The approach encompassed the following four interrelated tasks:
i. Mobilizing poor households into functionally effective SHGs and their federations
ii. Enhancing access to bank credit and financial, technical and marketing services
iii. Building capacities and skills for gainful and sustainable livelihoods development
iv. Converging various schemes for efficient delivery of socio-economic support services
to poor households
8.2 Key learning from implementation of earlier programmes (SGSY, DPIP, and such
other World Bank/ IFAD funded programmes)


Need for a sensitive support structure right from the State level to sub-district level for
inducing social mobilization and building strong grassroots institutions
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Need to provide continuous nurturing support which a poor household requires during its
journey out of poverty (at least a period of 6–8 years is extremely critical).



The poor manage their livelihoods through a mix of livelihood activities, with different
cash-flows, seasonality and support requirement. Therefore, communitization of
manpower for implementation is critical and need to supported them on multiple
activities.



A second tier of federation of the village federations at the block or sub-block level is
required to provide necessary linkages with ongoing Government programmes



The Poor are very vulnerable to shocks and they need safety nets and they need their
organizations to access safety nets entitlements under various Government programmes
MGNREGS, NSAP, PDS, etc.

8.3 Day NRLM – Deen dayal Antyodaya Yojana-National Rural Livelihoods Mission


The GoI accepted the recommendation of the Radhakrishna Committee and restructured
the SGSY into NRLM in FY 2010–2011 to provide a sharper and greater focus as well as
momentum for poverty elimination.



The years 2011–2012 and 2012–2013 were the transition years as both SGSY and DAYNRLM were implemented;



Complete transition of SGSY to DAY-NRLM took place with effect from 1 st April, 2013.



The framework for implementation for DAY-NRLM was approved by the Ministry on 9th
December, 2010. The Mission was formally launched on 3 rd June, 2011.

8.3.1 Evolution and Progress of NRLM:
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8.3.2 Features of Day NRLM


Universal social mobilization and social inclusion of the poor— at least one woman
member from each identified rural poor household is to be brought under the SHG



Financial inclusion: DAY-NRLM works on both demand and supply sides of financial
inclusion.



Community funds as resources in perpetuity: revolving fund (RF) and community
investment fund (CIF) to strengthen their institutional and financial management capacity
and build their track record to attract mainstream bank finance.



Livelihoods promotion - encouraging poor households to have multiple livelihoods in
order to cope with vulnerabilities - work towards stabilizing and enhancing the existing
livelihoods and subsequently diversifying their livelihoods – through



Vulnerability reduction and livelihoods enhancement through deepening/enhancing and
expanding existing livelihoods options and tapping new opportunities in farm and nonfarm sectors;



Employment—building skills for the job market outside; and



Enterprises— nurturing self-employed and entrepreneurs (for micro-enterprises).



Rural self-employment training institutes (RSETIs) encourages public sector banks to
set up RSETIs in all districts of the country to transform unemployed rural youth in the
district into confident self-employed entrepreneurs through need-based experiential
learning programme followed by systematic handholding.
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Convergence, partnerships, and linkages: convergence with other programmes of the
MoRD and other Central Ministries; Partnerships with NGOs and other CSOs; Linkages
with PRIs.



Sensitive Support Structures - National (NMMU), State (SMMU), District (DMMU)
and sub-district levels (BMMU) having suitable linkages with Government(s), District
Rural Development Agencies (DRDAs), and PRIs.



Funding pattern: 60:40 (90:10 in case of North-East and Himalayan States including
Sikkim and Jammu & Kashmir, while the centre meets 100% of the cost in respect of
UTs).

8.3.3 Shift in Approach: from SGSY to DAY-NRLM


Shift by design from top-down poverty alleviation approach to community managed
livelihood based approach of interventions.



The whole approach of looking at development strategies through a sustainable
livelihoods framework.



As people built their livelihoods on their endowments and aspirations, which varied
widely across India, accommodation of diversity is also a key feature of DAY-NRLM
where State specific amendments to the schematic design are allowed



Innovations are encouraged by earmarking 5% of the DAY-NRLM funds (Central
allocation) for innovations (DAYNRLM Mission Document 2012)

8.3.4 DAY- NRLM: Implementation Strategy
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Pillar 1: Promotion of Sustainable Institutions of the poor


5.6 crore rural women mobilized into 49.6 lakh Self Help Groups



2.7 lakh primary and 25080 secondary level federations promoted.



These community based organizations



adhere to core principles of democratic governance and financial accountability



participate effectively in local governance and development (Panchayati Raj Institutions)



mediate livelihood concerns and social issues affecting the poor on a 24X7 basis



facilitate access of the poor to entitlements and public services

Pillar 2: Financial Inclusion
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Demand Side Interventions


Promotion of good bookkeeping



Provision of capital support to SHGs



Developing a culture of prompt repayments of loans



Financial Literacy and Counselling



Support for micro-investment plan for repeat finance



Instituting Community Based Recovery Mechanism (CBRM)

Supply Side Interventions


Formation of SLBC sub-committees in all States



Sensitizing bankers to the concept, practices and requirements of SHGs through exposure
visits, workshops and trainings



Positioning of Bank Sakhis in all bank branches



Promote alternate models for delivery of banking services in remote areas



Facilitate regular conduct of BLCC, DLCC and SLCC meetings



Minimize life and asset risk to the poor through insurance coverage

Pillar 3 : Livelihoods


Enable every poor household:
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to cope with vulnerabilities – debt
bondage,

food

insecurity,

health

shocks and migration


to have two or more sustainable
farm/non-farm income



Focus

on

strengthening

existing

sources as well as promotion of new
sources of income


Promotion

of

opportunities

emerging

markets

–

in

micro-

enterprises, self-employment, skillbased employment etc.
Universalization of Farm Livelihood:
Blocks

Farm livelihoods interventions in all Intensive

Pillar 3: Livelihoods (Farm)


Mahila Kisan Shashaktikaran Pariyojana (MKSP) – 35.88 lakh women farmers
supported under non-chemical based agro-ecological interventions



Dedicated interventions for Non-Timber Forest Produce (NTFP)



Instituted value chain approach across specific commodities in multiple States viz.
Maize, Mango , Floriculture, Dairy, Goat etc.
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Proposals to support 2 lakh SHG members under value chain development interventions



1.16 lakh women have been covered under this intervention



Organic Cultivation initiated in 1000 clusters



Creation of community-led livelihood extension services – About 28400 Community
Resource Persons trained and deployed to scale up the livelihood interventions



Established Custom Hiring Centers / Community Managed Tool Banks in multiple
States - 7028 Custom Hiring Centers/Tool Banks set up in multiple States.



Small and marginal famers provided access to farm equipment and services such as soil
testing, cold chain management at a nominal rate

Pillar 3 : Livelihoods (Non-Farm)


Start Up Village Entrepreneurship Programme



Launched in 2015 to promote rural start-ups in non farm sector



Aims to support about 1.82 lakh entrepreneurs in 125 blocks in 4 years



30,352 enterprises supported under SVEP thus far



Aajeevika Grameen Express Yojana (AGEY)



Launched in August 2017, to provide safe, affordable and community monitored rural
transport services to connect remote rural villages



The CBOs can either purchase and own the vehicle and lease it to the SHG members or
provide interest free loan from CIF to SHG members for purchase of the vehicle.



624 vehicles plying on road

Pillar 4 : Social Inclusion and Convergence


Platforms established by Community Institutions leveraged by other government schemes
for better implementation of their programmes – SBM, MGNREGA etc.



Vulnerability Reduction Fund (VRF) created to address the needs of SHG members with
vulnerabilities and also the needs of any destitute/non-members in the village



Didi canteens/cafes are being opened in several states in Govt. offices and hospitals etc.
The SHG women are trained on healthy and sanitary cooking practices by the SRLMs



Promotion of elderly SHGs initiated in States of Tamil Nadu, West Bengal, Jharkhand
and Telangana as pilot projects
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TNSRLM has also launched has also launched “Annam” a food security programme to
feed the destitute in
the village

SMMU-

State

Mission

Management Unit


State

level

and

constitutes a State
Mission
Management

Unit

(SMMU) headed by
Chief

Executive

Officer (CEO).


The SMMU consist
of

experts

from

various areas like
social mobilization,
capacity

building,

bank linkages, etc. and is responsible for:


Designing policies and implementation guidelines at the state and district levels



Monitoring the progress and providing implementation support



Ensuring quality implementation



Managing partnerships and so on



The SRLM has GB and EC to provide guidance and advice in all aspects of planning and
implementation of the Mission.

DMMU – District Mission Management Unit


The district unit functions as a capacity building and support unit for implementation at
block and lower levels. The Unit is led by District Programme Manager, who would be
assisted by functional specialists in the areas of social mobilization, micro finance,
livelihoods, capacity building & placements etc.
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The district unit will interface with district administration and other line departments, in
particular with DRDAs and PRIs and coordinates the activities.

BMMU – Block Mission Management Unit


Principal role of Block Mission Management Unit is Mobilization of poor households
into SHG-fold, strengthen them and build their capacities.



The unit also takes the responsibility of federating the SHGs and ensures that the SHG
groups and their federations are strengthened in course of time and sustain themselves
without outside interventions.

Role of Panchayat Raj Institutions (PRIs)
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8.3.5 DAY-NRLM at a Glance (as on Dec. 2018)
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Unit 4: Producers Organisations (PO) as Forms of Collectives
Chapter 9: Basics of Producers Organisation (PO)
9.1 Producer Organisation (PO)
A Producer Organisation (PO) is a legal entity formed by primary producers, viz. farmers, milk
producers, fishermen, weavers, rural artisans, craftsmen. A PO can be a producer company, a
cooperative society or any other legal form which provides for sharing of profits/benefits among
the members. In some forms like producer companies, institutions of primary producers can also
become member of PO.
9.2 Need for PO
The main aim of PO is to ensure better income for the producers through an organization of their
own. Small producers do not have the volume individually (both inputs and produce) to get the
benefit of economies of scale. Besides, in agricultural marketing, there is a long chain of
intermediaries who very often work non-transparently leading to the situation where the producer
receives only a small part of the value that the ultimate consumer pays. Through aggregation, the
primary producers can avail the benefit of economies of scale. They will also have better
bargaining power vis-à-vis the bulk buyers of produce and bulk suppliers of inputs.
9.3 Farmers Producer Organisations (FPOs)
It is one type of PO where the members are farmers. Small Farmers’ Agribusiness Consortium
(SFAC) is providing support for promotion of FPOs. PO is a generic name for an organization of
producers of any produce, e.g., agricultural, non-farm products, artisan products, etc.
Can there be a PO for non-farmers
Yes. The PO is an organization of the primary producers. If the produce in question is a nonfarm
item (for example, handloom or handicraft), then the PO will be that of non-farmers. The
objective of the PO is to ensure better income realization to its members (who are producers)
through aggregation and, if feasible, value addition.
9.4 Essential features of a PO
a. It is formed by a group of producers for either farm or non-farm activities.
b. It is a registered body and a legal entity.
c. Producers are shareholders in the organization.
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d. It deals with business activities related to the primary produce/product.
e. It works for the benefit of the member producers.
f. A part of the profit is shared amongst the producers.
g. Rest of the surplus is added to its owned funds for business expansion.
Who owns the PO?
The ownership of the PO is with its members. It is an organization of the producers, by the
producers and for the producers. One or more institutions and/or individuals may have promoted
the PO by way of assisting in mobilization, registration, business planning and operations.
However, ownership control is always with members and management is through the
representatives of the members.
Who can promote a PO?
Any individual or institution can promote a PO. Individual persons or institutions may promote
PO using their own resources out of goodwill or with the noble objective of socioeconomic
development of producers. If, however, the facilitating agency wishes to seek financial and other
support, then they have to meet the requirements of the donor/financing agency.
Who provides support for promotion of PO?
NABARD, SFAC, Government Departments, Corporates and Domestic & International Aid
Agencies provide financial and/or technical support to the Producer Organisation Promoting
Institution (POPI) for promotion and hand-holding of the PO. Each agency has its own criteria
for selecting the project/promoting institution to support.
Can an NGO promote PO?
Yes, it can. The NGO may be a non-profit organization, but not the PO. The NGO can promote
PO which will provide better income to the members. Sharing of profit among members is an
important objective of the PO.
9.5 Different legal forms of PO
Producer Organisation can be registered under any of the following legal provisions:
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1. Cooperative Societies Act/ Autonomous or Mutually Aided Cooperative Societies Act of
the respective State
2. Multi-State Cooperative Society Act, 2002
3. Producer Company under Section 581(C) of Indian Companies Act, 1956, as amended in
2013
4. Section 25 Company of Indian Companies Act, 1956, as amended as Section 8 in 2013
5. Societies registered under Society Registration Act, 1860
6. Public Trusts registered under Indian Trusts Act, 1882
Which legal form is preferable for a PO?
Institutions registered as cooperative societies and producer companies have legal provisions for
sharing of profit earned by the PO by way of dividend. Other legal forms do not explicitly
provide for profit sharing. However, the PO can offer better price for the produce it procures
from the members, thus, benefiting the latter. Similarly, it can procure inputs/raw material in
bulk and sell to members with low margin. Such activities are permissible for POs under all legal
forms. A comparative chart of important features of Cooperative Society and Producer Company
is given below:

100

Can a PO be registered under Acts governing non-profit institutions?
Yes. Institutions can be built for promoting common interests of members/producers. The
limitation is that surplus generated by such a PO cannot be divided among members by way of
dividend etc. The PO can re-invest the surplus to grow the business. Comparison of PO
registered under different Acts governing non-profit institutions is given below:
Parameter

Section 8 Company
Non-profit activities

Objectives

Society
Charitable,
Scientific

Trust

Literary,

Charitable,
beneficial

Socially

Statute / Law

Indian Companies
Act,
1956
(amended)

Societies Registration
Act 1860

Indian
1882

Alternation of
objects

Complex
procedure

Simple procedure

Normally only Settlor
can modify

Formation

Complex procedure,
3-6 months

Management

Formalities
of
Company law have
to be observed

Meetings

To be held as per
provisions of law
which are quite
extensive

Annual meeting as per
law and Rules of the
society

No provisions
down

Penalties

Various offences and
lapses attract severe
penalties

Few offences and
penalties have been
prescribed

Very negligible

Full

Legal status with
certain limitations

Legal status
limitations

Very limited

Nominal

Legal Status

Exhaustive
mature

Statutory
Regulation
Removal
members

legal

of

Dissolution or
takeover
by
State

legal

status
but

Simple and easy
Few
restrictions
imposed under the Act

Not possible without
consent

Possible
consent

Very difficult

Possible

9.6 Farmer Producers Company
"Producer Company" means a body corporate
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without

Simple

Trust

and

Act,

easy

Very few restrictions
imposed under the
Act

Not applicable `

Possible

laid

with



registered under amended Companies Act, 1956,



the terms of section 465 of the Companies Act, 2013, the provisions of the Part IX A of
the Companies Act, 1956 shall be applicable mutatis mutandis to a producer company



the objects of producer company shall confirm to the activities included in 581B of the
Companies Act, 1956

Who are members of a Producer Company and their position in a company?


In a producer company, only primary producers or producer organisations can become
members



Membership is acquired by purchase of shares in a Producer Company



A Producer Company can act only through its members



Members create the company



Members can also wind up the company



Members act through their General Meetings

What is the minimum share capital for a producer company?
a. The minimum Authorized Capital of Producer Company is Rs.5 lakh.
b. The Authorized Capital of the company can be more than Rs. 5 lakh as indicated in the
Memorandum of Association.
c. The authorized share capital should be sufficient for carrying out the objects mentioned in the
memorandum.
d. The authorized share capital should be realistic.
e. The minimum paid up capital for Producer Company is Rs. 1 Lakh.

What are the preparatory arrangements for registration and incorporation of a Producer
Company (PC)?
The preparatory steps to be followed for the incorporation of a PC are
a. Identify a cluster where the PO can be formed.
b. Conduct Baseline and Feasibility Studies to ensure that a viable PO can formed in the cluster.
Plan for business activities that are possible to improve the incomes.
c. Meet the villagers (primary producers) and introduce the concept of Producer Company to
them.
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d. Explore the need for a Producer Company (PC) with the primary producers. The primary
producers should understand the benefits and feel the need for it.
e. Take the interested primary producers on an exposure visit to a functioning Producer
Company and enable meaningful interaction among them.
f. Create a critical group of primary producers, who are very enthusiastic about the idea of
Producer Company and empower them further with the concept and details and benefits of a
producer company.
g. Use the critical group for canvassing among other eligible members about the need, urgency
and benefits of a Producer Company.
h. Allow enough time to the prospective primary Producer Company members to understand the
idea. Make frequent visits to them and clarify all their doubts. The objective should be that the
prospective members have right understanding, and willing to participate and work together for
their mutual benefit. It may take typically 3 to 6 month time for this kind of social mobilisation.
i. Have focused group meeting and motivate eligible members to become shareholders.
j. Hold a meeting with the prospective shareholders and discuss objectives and possible business
ideas for the company.
k. Revise the business plan for the company taking into account the views of the prospective
members.
l. Once the primary producers are willing to form a Producer Company and are ready to
contribute to the share capital
a. Identify Promoter Directors.
b. Prepare a draft Articles of Association (AoA).
c. Prepare a draft Memorandum of Association (MoA). Hire the services of a consultant
to get the AoA and MOA drafted, if necessary.
d. Call first informal meeting of the shareholders to approve
i. Articles of Association
ii. Memorandum of Association
iii. Selection of Promoter
iv. Authorized capital and cost of each share
m. Collect the capital and savings also if possible.
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What are the legal formalities for formation of a Producer Company?
a. Obtain Digital Signature of the Nominated Director, who will be affixing DSC on all the
documents to be submitted to RoC online, on behalf of the company.
b. Chose maximum 4 names for the Producer Company in order of preference.
c. Apply for the name availability in Form – INC1.
d. Once name is available, a letter is received from RoC indicating it. The documents to be
submitted to ROC thereafter are:
e. Articles of Association (AoA).
f. Memorandum of Association (MoA).
g. Form No. INC-22 for Registered Office.
h. Form No. DIR-12 for Directors’ Appointment.
i. Apply on-line for Directors Identification Number (DIN) for the proposed Directors.
j. INC-7 – Affidavits by subscribers to Memorandum of Association to be filed, in case, if they
have signed in Hindi.
k. Power of Attorney in favour of a consultant to authorize him to make necessary changes in
MoA and AoA as required by the RoC.
l. Submit the documents to RoC for Incorporation of Producer Company.
m. Obtain Certificate of Commencement in INC-21

A comparison of various options for registration under the companies Act

104

105

Chapter 10: Design of FPCs
Organisational Structure of FPC

Source: DPIP, MP
CASE STUDY (Source: S. Singh and T. Singh, 2013)
Business Profile: Samarth Kissan PC
It is the most capitalised PC among DPIP PCs. The PC is into production of wheat and soybean
seeds and input supply. In 2008, PC also started better soybean programme with the help of
Solidaridad‟s Soy Producer Support Initiative (SOYPSI). Within the SOYPSI, Solidaridad works
on the improvement of living conditions of farmers and labourers. It provides a premium and
technical support, leading to increased income and reduction of environmental problems. They
provide support and training on environmental and social issues to farmers and farmers' groups
and for building farmers' institutions. The project target is that within 3 years, more than 6000
soy family farmers should increase production by at least 12% while using less input. In the first
year, more than 3000 farmers were trained. The estimated yield increase amounts to as much as
20–30%, with less input used. Better soybean in Samarth is directly through the Solidaridad and
in case of rest of the PCs in MP, it is through ASA. During 2010-11, PC produced 6000 qtls of
soybean seed. They also got Rs. 500/qtl seed subsidy on soybean (www.solidaridadnetwork.org).
Business Profile: Sagar Samridhi Crop PC
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The main business of the PC is production of soybean and wheat seed and also input supply. For
the seed production, PC contracts with 20 member farmers only every season and purchases seed
at higher than the market price. PC has its own seed processing equipment which they purchased
in 2007 for Rs.2.7 lakh from their own money and also have rented a warehouse, for which they
pay Rs. 9900/month and an office on a rent of Rs. 3550/month.
PC has formal contract with the state Markfed and Devidayal seeds for the supply of inputs, but
they sell the inputs only through the Project Facilitating Teams (PFTs) of the DPIP and other
Cooperatives Societies. DPIP has 7 PFTs in Sagar and they give the demand for inputs in their
villages to the PC and the PC send the demanded quantity of the inputs to the PFTs who
distribute it among the farmers and collect the money from the farmers.
Organogram of Madhya Pradesh Women’s Poultry Producers Company Pvt. Ltd. (MPWPCL)

Source: Annual Report, MPWPCL, 2008-09
Organisational Structure of Poultry Cooperative
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Guiding Principles:
The typical FPOs/FPCs may have 500 to 1000 members. In case of special circumstances (tribal
regions, commodity specific needs), the number of members in a FPO/FPC could be either less
than 500 or more than 1000 if their aggregate volumes are suitable for a business model. 4.2. The
legal status of the entity should enable business/trading/other commercial activities including
value chain development that generate additional income to the members. 4.3. These entities
could also be nested institutions – i.e., cooperatives (under MACS) at primary level becoming
members/shareholders of a FPO/FPC, at apex level/ federation level. 4.4. Increasing benefits to
the members (enhancing income through technology and knowledge infusion, higher
productivity and business services like input distribution, output marketing, value addition,
accounts management and administration/others) is the fundamental requirement/purpose for
establishing FPOs/FPCs. 4.5. The FPO/FPCs is a business entity with a detailed business plan as
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well as share capital from all the members who are actual farmers producing a specified
commodity/commodities. 4.6. FPOs/FPCs have to be established in the context of existing and
emerging market opportunities that they could potentially access in future. Based on a systematic
assessment of market potential, business plans of FPOs/FPCs have to be developed
professionally. 4.7. The timeline for promotion and sustainable establishment of an FPO/FPC
shall be limited to 3-5 years. 4.8. On-going efforts by departments, NGOs and other agencies
should be consolidated and further strengthened by converging necessary support systems at
district and state level. 4.9. FPOs/FPCs will focus on (a) improving productivity through
improved extension services; (b) use of appropriate technology and knowledge systems; (c)
creating infrastructure facilities for improved efficiency in pre and post harvest production
systems; (d) reduce cost of production; (e) creating business opportunities that generate higher
incomes.
Guidelines for sustaining FPOs/FPCs
Based on the above principles, a set of guidelines by which FPOs/FPCs will put these into
practice are outlined below; 5.1. Voluntary and open membership to all farmers/producers is
mandatory. Use the services and willingness to accept membership without social, gender, racial,
political or religious discrimination. 5.2. It is desirable that the policies within FPO/FPC are
formulated by active participation of all farmer members through democratic decision making.
5.3. Farmer-member economic participation should be ensured through equitable contribution
and democratic control of the capital of their FPO/FPC. A part of the capital shall be used to
create the common property of the FPO/FPC for the purpose of members. 5.4. Autonomy and
independence of FPOs/FPCs is controlled by farmer-members only and no non-members can be
associated as member for the FPOs/FPCs. 5.5. The elected body will comprise of members
representing different commodity producers in case the FPO/FPC handles more than one
commodity. It would be desirable to ensure equitable gender participation for effective
functioning. 5.6. Irrespective of the number of shares held by the member, voting right will be
limited to one from each family. 5.7. Training and capacity building for farmer members should
be actively taken up. 5.8. Cooperation among FPOs/FPCs working through local, regional,
national and international organizations need to be promoted. The FPOs/FPCs may be federated
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at district/state or any other appropriate level. 5.9. FPOs/FPCs should work for sustainable
development of their communities through policies approved by their members.
Key Functions: Farmer Producer Organizations/Farmer Producer Company
The following are the key functions of the FPO/FPC:
 Engage in mobilizing members from villages by conducting a systematic membership drive
 Estimating demand of products from the members of group/ market assessment
 Develop micro plan (demand estimate/ production plans) for each member/ group of members
 Registration of FPO/FPC
 Develop business plan and approval by Board of Directors (BoDs)
 Implement the business plans and ensuring financial compliance as needed along with
sustainable development of the FPO/FPC
 Develop MoA/AoA/Bye Laws/ Code of Conduct/ Business Rules/ Policies
 Collect membership fees/ share capital mobilization


Ensure

legal

compliances

–

Audit/Tax

payments/Accounting

and

Finance

Management/MIS/Board Meeting/Getting licence for taking up business
 Adopt new production technologies – soil testing, cost reducing improved management
practices, improved processing, etc.
 Compliance to the requirement of promoting agencies (reports/MIS/others)
 Participation in training programs/capacity building inputs
 FPO/FPC should ensure committed quantity and quality of produce/commodity is supplied to
the corporate’s as agreed in the ppp project agreement.
 FPO/FPC is encouraged to process, brand and market their respective produce/commodity.
Stages of FPO Promotion
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Key characteristics of Producer Companies
It is a corporate body registered under the Indian Companies Act. 2013. Ownership and
membership of such companies is held only by ‘primary producers’ or ‘Producer Institution’,
and member’s equity cannot be traded.
However, it may be transferred, only with the approval of the Board of Directors of the
producers companies.
• The clauses of Private Limited Company shall be applicable to the producer companies except
the clauses specified in Producer Company Act. ). For this a new part IXA, divided into 12
chapters and 46 sections numbered as 581A to 581Z and 581ZA to 581ZT has been inserted,
which makes it different from a normal private or limited company.(Kindly refer to the Producer
Company Act for details).
• The liabilities of the PC is limited to the value of the share capital it has issued. Similarly the
member’s liability is limited to the value of share capital held by them. The minimum authorized
capital at the time of incorporation of PC should be Rs.5 lakh. The authorised capital is such that
a company has been authoried to

raise by way of equity shares through the Articles of
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Association / Memorandum of Association of the PC. This is typically the capital at the time it
has been incorporated. There cannot be any government or private equity stake in the producer
companies, which implies that PC cannot become a public or deemed public limited company.
• Minimum number of producers required to form a PC is 10, while there is no limit for
maximum number of members and it can be increased as per feasibility and need. However,
based on the experience (not to be treated as prescribed) it is found that for agriculture based PC
800-1000 farmers with about 1000-1500 acre of agriculture land is a good size for initial years to
make it economically viable and increasing up to 2000 as the company grows. • The area of
operation for a PC is the entire country.
Salient Features of Producer Companies
Producer Companies are slightly different from other companies in nature of their incorporation,
structuring, management, administration, etc. Some of the key highlights of their features are as
under:
• Objects as per Section 581B of the Companies Act, 1956
Producer companies are allowed to carry on the activities as specified in Section 581B of the
Companies Act, 1956 which makes it slightly different from other companies as Companies Act,
2013/1956 doesn’t prescribe the specific objects to be pursued by any company relating to any
specific sector i.e. infrastructure sector, IT Sector, etc. Such objects are being specified by the
Act so as to make the stakeholders understand the purpose of differentiating producer companies
from other companies, to avoid any conflict of objects and to protect the interest of producers
and their institutions.
• Promoters may be minimum 10 individuals or 2 Producer Institutions
Minimum 10 (Ten) individuals or 2 (Two) Producer Institutions or a combination of 10 or more
individuals and Institutions are required to form a producer company. Producer Company is
treated as Private company as per Companies Act, 1956 but the minimum criteria of forming a
private company i.e. 2 promoters doesn’t apply to it. Such criteria are being determined so as to
widen the scope of producer companies rather than making it a closely held company or a
business restricted to a family.
• Single vote of every member without any relation with shareholding or patronage, except
where all members are institutional members
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Single vote of every member irrespective of his shareholding is being determined so as to give
equal rights to every producer associated with it rather than giving the controlling power to the
person holding maximum shareholding as in the case of private companies.
• Name ends with “Producer Company Limited”
Name of producer company ends with Producer Company limited irrespective of its being a
private company so as to give the producer company an identity separate from other corporate
entities. ‘Limited’ doesn’t make it a Public Limited company by nature.
• Minimum 5 Directors and maximum 15 Directors: Minimum 5 (Five) Directors and
maximum 15 (Fifteen) Directors are stipulated for the Governing Body of Producer Companies.
• A full time Chief Executive who will be ex –officio Director and not liable to retire by rotation
Chief Executive of Producer Companies as per Section 581W of the Companies Act, 1956 shall
not be confused with Chief Executive Officer under the Companies Act, 2013 and Key
Managerial
Personnel under Companies Act, 2013. Role of chief Executive of producer companies have
been
prescribed in the Companies Act, 1956.
• A Whole time Company Secretary when average annual turnover exceeds rupees five crore In
case of Producer Companies, a whole time Company Secretary is required to be appointed on the
basis of average annual turnover rather than as per paid-up capital. In practice it has been found
that due to lack of availability of the service of the Company Secretary in the rural areas many
farmer producer companies jointly avail the services of the Company Secretary from the nearby
urban centre. The services of the Company Secretary is a must for the Producer Companies so as
to make them good entity for corporate governance.
• Share Capital only in Equity Shares as per Section 581ZB of the Companies Act, 1956
Contribution to share capital can be made only by way of equity shares.
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Chapter 11: Growth and Issues of FPOs
Introduction
Agriculture is dominated by smallholders who have recently experienced the strains of slow
productivity growth, rising input prices and greater import competition5. The prominent reason
could be the changes in the world trade scenario with the implementation of WTO guidelines,
greater integration of the domestic market with the global market, changes in consumer taste and
preferences, etc. Under these circumstances, it is primarily small and marginal farmers that are
exposed to the high risk of farming, arising from uncertainties around production, inadequate
infrastructure, poor public services, limited access to credit and insurance, limited market
linkages, and vulnerability to drought, pests, and other sources of risk are the problems facing
small-scale farmers in developing countries (World Bank, 2007). The past two decades have
been marked by higher levels of farmer indebtedness, rising unemployment and forced
migration, creating what has been called a period of ‘generalised rural distress’ (Government of
India, 2005; Suri, 2006).
On the other hand, globalization has offered a plethora of new opportunities for
companies which are investing in both retail of primary produce and processed food segment.
These companies, in turn, have to depend on the supply of high quality produce on time to meet
their production targets and commitments. The benefits of the same largely flow to medium or
large farmers who have the resources to make new investments and undertake farming along
commercial lines.
However, in India promoting livelihood to vast size of population and growing workforce
is a greatest challenge as it is dynamic and sensitive to socio-cultural, economic, political, market
and other conditions. Among these, enhancing livelihoods of small and marginal producers has
unique challenges. It requires blend of capital and knowledge with forward and backward
linkages to promote sustainable livelihoods.
In such scenario, many governmental and private organisation as well as donors agencies
have been often attempted a group farming approach to integrate small and marginal farmers to
transform from their existing subsistence agriculture to a more commercial agriculture by
promoting membership based organizations such as Cooperatives in 1900s, Self-help Groups
(SHGs) in 1980s, producer associations, contract farming, and other village-based organsiations.
5

81 per cent of all landholdings in the country are less than five acres (NSSO, 2003). 70 per cent of farmers
operated less than one hectare of land in 2003 compared with 56 per cent in 1982 (Government of India, 2008).
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These forms of farmers organisation have been succeeded upto certain levels in economising
scale of production, promoting collective action and thus increases farmer bargaining power in
markets for inputs as well as for outputs (Bernard and Spielman, 2009; Fischer and Qaim, 2012)
. Since farmers are more aware about their own needs and know the local situation better, placing
them at the centre of development is need of the hour and has also been stated by many scholars.
However such forms of organization have been tried in different sectors in different parts
of the country and have their own strength and weaknesses. For example farmers’ cooperatives6
are one form of organization that enables farmers to organize themselves as collectives and move
up the value chain by ownership and operation of their own processing units and sometimes
extend the chain upto the retail level. The cooperative experience in our country has not been a
very pleasant one, as cooperatives have largely been state promoted, with a focus on welfare
rather than to do business on commercial lines. They have been infected by political interference,
corruption, elite capture, poor efficiency, loss-making ways and declining government support
(capital constraint) (Singh, 2008).
India has a large number of cooperative institutions in a vast range of enterprise sectors,
but there have been few successes in milk, sugar, and fertilizer sector and that too limited to a
few states. These efforts led to the emergence of ‘New Generation Cooperatives (NGCs)’ with
advanced member-friendly profile viz, restricted membership, tradable equity shares, product
delivery right to shareholders, contractual delivery of produce by members, distribution of
returns based on the patronage, value addition through processing, providing better market
linkage, one-member one-vote policy and being economically efficient, financially viable and
inculcating loyalty among the members. Ironically, the concept of NGCs too could not overcome
certain pulling factors like preferred share premium, limited rights of Members on internal
control mechanism, suitability only to large holders, functioning like closely-held companies,
risk of becoming investor-oriented company, off-market purchases to meet contract terms,
leasing of delivery rights by members and dependence on non-producer member equity and nonmember business (Singh, 2008).
Amidst such deficiencies and inadequacies in cooperative system, gave thoughts to the
need for new forms of institution and thus ‘Farmers Producers Company’ (FPC) came in

6

Registered under the State Cooperatives Societies Act 1904.
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existence on a response to the Report7 of the Committee under the Chairmanship of Dr. Yoginder
K Alagh. Ministry of Consumer Affairs, Government of India introduced the Bill for amendment
(in section 581) of Companies act 1956 by introducing part IX-A and thereby paved the way for
incorporation of Producer Companies (Alagh, 2007, Gupta, 2007, Singh, 2008 and NRRA,
2009). It has given mandate to frame a legislation that would enable incorporation of
cooperatives as companies and conversion of existing cooperatives into companies, while
ensuring the unique elements of cooperative business with a regulatory framework similar to that
of companies. The amendment has also given primary producers the flexibility of organising
themselves on the one person-one vote principle, the essence of a democratic institution. Now a
days it is being argued to be the only institutions which can protect small farmers from illeffects of globalization or

make them

participate successfully in modern competitive

markets (Trebbin and Hassler, 2012). Some of the salient features that provide a producer
company its competitive edge are:


The format provides higher legitimacy and credibility in the immediate business
environment.



It allows membership of registered and non-registered groups, offering enhanced
possibilities for creating a member-controlled organisation.



Outsiders cannot capture control of these companies, as the act permits only “primary
producers” and persons or associations connected with the primary producers to
participate in the ownership of produce companies.



The format provides for patronage based participation in governance. Surplus distribution
also may be determined by the level of patronage provided by members.



It has stringent regulations making statutory demands for better disclosure and reporting,
thereby, protecting members’ interests.

The collectivization of small and marginal farmers into FPO/ FPC have been seen as a useful
organizational mechanism for sensitizing and mobilizing farmers’ to take a collective action,
aimed at improving their own economic and social situation and that of their communities by
leveraging the collective strength to bargain effectively in accessing the financial and non7

http://reports.mca.gov.in/Reports/26-Alagh%20committee%20report%20of%20high%20powered%20committee
%20for%20formation%20and%20covering%20of%20corporative%20business%20into%20Companies,%202000.pdf
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financial inputs, services and technologies and thereby strengthen the backward and forward
linkages. Furthermore, it is observed that the farmer’s share in consumers’ rupee is still
substantially low, so the FPOs can undertake appropriate interventions to manage post-harvest
losses and focusing more on value-addition and processing of the produce. Thus, the focus of
development has now shifted from enhancement of production to market connectivity.

Government Initiative to Finance FPOs:
The Union Finance Minister while presenting Union Budget for 2014-15, has announced setting
up of “Producers Organization Development and Upliftment Corpus (PRODUCE) Fund of Rs.
200 crore in NABARD to be utilized for the building and promotion of 2000 FPOs in two years.
This initiative will address the initial requirements of the emerging FPOs which, in turn, will
provide new business opportunities for financing institutions, to support them with credit. The
broad objective of the Fund is to build, promote and nurture FPOs by way of extending the
required financial & non-financial support during the nascent/ formative stage. It is critical to
support FPOs in terms of awareness creation, capacity building, technical support, professional
management, market access, regulatory requirements, etc. and provide handholding support for a
minimum period of three years and the same is met as grant under the Fund. The requirement of
the FPOs for their business has to be met out of their own funds, equity, credit, profit generated,
etc.
Recently the Hon’ble finance minister in his budget 2018-19 speech has duly
acknowledged the positive role played by FPOs in India and said that on the lines of tax
exemption provision for cooperative societies, the FPOs also will be hundred per cent tax
exempted, having annual turnover up to Rs.100 crores in respect of their profit derived from
farm activities for a period of five years from financial year 2018-19. The decision has been
made in order to encourage professionalism in post-harvest value addition in agriculture and
allied sectors. Moreover, government has planned to extend a favorable taxation treatment to
FPOs for helping farmers aggregate their needs of inputs, farm services, processing and sale
operations (Budget 2018-19).

Operational Mechanism for Promoting FPOs in India:
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The formation and nurturing of FPOs is actively encouraged and supported by the Central and
State Governments and their agencies like SFAC8, NCDC, NAFED, FCI, NABARD, using
financial resources from various Centrally-sponsored and State-funded schemes related to
agriculture and allied sector. These agencies have empanelled Resource Institutions (RIs), in the
case of SFAC (See Figure 1) and district wise Producers Organisations Promoting Institutions
(POPIs) in NABARD case (See Figure 2), in order to develop and nurture the FPOs effectively
and efficiently. There are some RIs and POPIs whose area of operation is in more than one state
and districts respectively. For example, BASIX Krishi Samruddhi Ltd., Indian Grammen
Services (IGS), Action for Social Advancement (ASA), Indian Farm Forestry Development
Cooperative Ltd. (IFFDC), Indian Society of Agribusiness Professionals(ISAP), International
Traceability Systems Ltd. (ITSL), Evangelical Social Action Forum (ESAF), International
Competence Centre for Organic Agriculture (ICCOA), etc.

Figure 1: State-wise Number of RIs empanelled by SFAC (Source: SFAC 2018)

8

The designated agency of DAC to act as a single-window for technical support, training needs, research and
knowledge management and to create linkages to investments, technology and markets.
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Figure 2: State-wise Number of POPIs empanelled by NABARD (Source: NABARD 2018)
It is evident from the Figure 1 and 2 that the State of Maharashtra, Madhya Pradesh, and Tamil
Nadu have maximum numbers of RIs. Out of a total number of district in India, NABARD has
identified POPIs in 472 districts, highest among the State of Uttar Pradesh, Karnataka, Kerala,
Rajasthan, Andhra Pradesh, and Bihar, having more than 50 POPIs involved in the sensitizing
and mobilizing farmers to form a producers company and to extend the handholding support in
their respective area of operation.

Roles and Responsibilities of RIs and POPIs:
The primary responsibility is to ensure the sustainability of FPOs having suitable business plan
and technical and managerial capability of members to run the business successfully once the
promoting institution withdraws its support. Therefore the principal role is to build the
capabilities of the staff and management of the FPO through training and continuous handholding.
The broad responsibilities are indicated below:
1. Cluster identification
2. Diagnostic and feasibility studies
3. Mobilisation of Producers and Registration/Incorporation of PO
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4. Resource mobilisation
5. Development of management systems and procedures
6. Business planning and operations
7. Assessment and audit

Present Status of FPOs in India:
During 12th Five Year Plan (2012-17) the promotion and strengthening of FPOs has been one of
the key strategies to achieve inclusive agricultural growth and has witnessed a big spurt in the
formation of FPOs. In this context, 2014 was declared as “Year of Farmer Producer
Organizations” by the Ministry of Agriculture, Government of India.
As on 30.08.2018 SFAC have promoted 1108 registered FPOs (769 FPOs by SFAC and
338 by non-SFAC RIs) and 2082 registered FPOs by NABARD’s POPIs, which are working in
different parts of the country. The Madhya Pradesh state has highest registered FPOs (141)
followed by Karnataka (119) and Maharashtra (91) as shown in the Figure 3 (SFAC, 2018).

Figure 3: State-wise number of FPOs promoted by SFAC
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Figure 4: State wise Number of FPOs formed by NABARD POPIs
It is clear from the Figure 4 that the State of Karnataka, Tamil Nadu, Madhya Pradesh, West
Bengal, and Gujarat have maximum number of registered FPOs promoted and nurtured by the
NABARD’s empaneled POPIs.
Further to strengthen the FPOs functioning and business performance by linking them to
suitable technology as well as to the markets in association with private, corporate or cooperative
sector in order to expand and enhance their backward and forward linkages, SFAC has been
taken an initiative to establish the State Level Federations of FPOs to create a State level
umbrella support for the members FPOs. At present 8 such State Level Producer Companies
(SLPCs)9 in the States of Gujarat, Madhya Pradesh, Maharashtra, Rajasthan, Tamil Nadu,
Telangana, Uttar Pradesh, and West Bengal are working and are observed as an effective
solution to the following functional challenges of FPOs:
1. Achieving the better coordination among FPOs formed in the State
2. Enabling them to enter into policy dialogue with the State and Central agencies
3. Availability and accessibility of services and inputs
9

http://sfacindia.com/UploadFile/Statistics/List%20of%20registered%20State%20Level%20Producer%20Compan
ies%20%28SLPCs%29.pdf

122

4. Increasing the capacity in cost effective manner
5. Facilitating the credit support from financial institutions
6. leveraging the opportunities for strengthening backward and forward linkages

Challenges and Way Forward
The major issues concerning the functioning and performance of FPOs as follows:
1. Fund Mobilisation and credit support for undertaking post-production activities
2. Technology application to increase efficiency in the production and post-production
3. Marketing of produce in order increase the share in consumer rupee
4. Technical and professional human resource to run the business
5. Sense of belongingness and ownership towards FPOs activities
6. Identification of Board of Directors (BoD) and Chief Executive Officer (CEO)
To address these issues, a systematic application of “Collective Action Approach (CAA)” is
imperative. The foundational work on this notion has been done by Mancur Olson and explicitly
mentioned in his book “The Logic of Collective Action: Public Goods and the Theory of
Groups” (Olson 1965). Kumaran (2002) states that individual approach to poverty alleviation is
increasingly replaced by group approach. The farmers organisations are formal forms of CA.
Marshall (1998) defines collective action as ‘the action taken by a group (either directly or on its
behalf through an organization) in pursuit of members’ perceived shared interests’. On the other
hand, Bandiera et al (2005) defined collective action as the “ability to refrain from individually
profitable actions for the sake of the common good”.
The process of CA starts from the identification of felt and unfelt needs of the farmers.
Generally it has been observed that in the process of FPO formation, more emphasis is given on
the registration of the FPO with required members as a Board of Directors (BoD) and then the
formal membership drive begins. As a result a social vacuum arises and members lack in
developing the sense of belongingness and ownership (which are the key indicators of
sustainability) towards the efforts undertaken, despite its benefits. The FPO promoting
institutions or agencies should give more emphasis on sensitization and mobilization of farmers,
their felt and unfelt needs, and give them an orientation to transform from farmer to agripreneur
with the professional business approach. Further, there is need to develop a technical and
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professional competencies of board of directors and chief executive officers to manage the FPOs
functioning and would be in a position to develop a business plan with a strong forward and
backward linkages to earn a larger share in the retail sector.
References:
Alagh, K. Y. (2007). On Producer Companies. PRADHAN’S Workshop on Producer
Companies.
Bandiera O, I Barankay and I Rasul (2005): “Cooperation in collective action,” The Economics
of Transition, 13 (3): 473–498.
Bernard, T. and Spielman, D. J. (2009). Reaching the rural poor through rural producer
organizations? A study of agricultural marketing cooperatives in Ethiopia. Food Policy,
34 (1): 60–69.
Budget (2018-19). Budget Speech 2018-19, Ministry of Finance, Government of India.
Fischer, E. and Qaim, M. (2012). Linking smallholders to markets: Determinants and impacts of
farmer collective action in Kenya. World Development, 40 (6): 1255–1268.
Government of India. (2005). Final Report of the Commission on Farmers’ Welfare. Hyderabad:
Government of Andhra Pradesh.
Gupta, A. (2007). A Critical Appraisal of the Provisions of Producer Company. PRADHAN’S
Workshop on Producer Companies.
http://sfacindia.com/PDFs/List-of-FPO%20identified-byNONSFAC/Statewise%20list%20of%20FPOs. pdf?data=6546554.545
http://sfacindia.com/PDFs/List-of-FPO%20identified-by-SFAC/Statewise%20list%20of%20
FPOs%20 registered%20under%203%20year%20programme.pdf?data=23692.1521
http://sfacindia.com/PDFs/List-of-FPO%20identified-by-SFAC/Statewise%20list%20of%20
FPOs% 20registered%20under%202%20year%20programme.pdf?data=12345.34
Kumaran, K P (2002): “Role of Self Help Groups in Promo ting Micro Enterprise through
Micro Credit: An empirical study,” Journal of Rural Development, 21 (2): 231-250.
Marshall, G (1998): A dictionary of sociology, New York: Oxford University Press.
Ministry of Agriculture, Government of India. (2013) State of Indian Agriculture 2012–2013.
New Delhi: Press Bureau of India.
National Sample Survey Organisation. 2003. National survey sample, 59 th round. New Delhi:
Ministry of Statistics and Programme Implementation.
124

NRAA (2009). Perspectives and Problems of Primary Producer Companies-Case Study of Indian
Organic Farmers Producer Company Ltd, Kochi, Kerala”; National Rainfed Area
Authority (NRAA), New Delhi, India. Pp 18.
Olson, M (1965): The logic of collective action, Harvard University Press, Cambridge:
Massachusetts.
Rouse, J. (2006). Promoting sustainable producer group enterprises: A review of FAO
experience (1981–2006) Lessons learned and ideas for the future. Rome: FAO. Retrieved
February, 20, 2008.
Singh, S. (2008). Producer Companies as New Generation Cooperatives. Economic and Political
Weekly, (22-24).
Spielman, D. J. and Pandya-Lorch, R. (Eds.). (2009). Millions fed: Proven successes in
agricultural development. Washington, DC: International Food Policy Research Institute.
Suri, K. (2006). Political economy of agrarian distress. Economic and Political Weekly, 41 (16):
1523–1529.
Trebbin, A. and Hassler, M. (2012). Farmers producer companies in India: A new concept for
collective action?. Environment and Planning A, 44: 411 - 427.
World Bank. (2007). World development report 2008: Agriculture for development. Washington,
DC: World Bank.

125

Unit 5: Decision Making and Performance Management
Chapter 12: Governance in Collectives
12.1 Aspects of Good Governance
Good governance includes:
•

Regular, independent elections. Group members periodically choose officers to lead the
group.

•

Term limits. These restrict how long a person may serve in the same office.

•

Transparency. All information is open and freely available to all. For example, group
meetings are open to all members, financial records may be reviewed by any member,
and rules and decisions are open to discussion. When activities or decisions are
transparent, it is more difficult for individuals to take advantage in their own interest.

•

A constitution. The group should have a constitution that sets out its goals, functions and
basic rules.

•

Bylaws. The group may also decide on bylaws (internal rules) to say how it does
particular things.

•

Record keeping. Good records help the group monitor its progress, review discussions
and agreements, keep track of expenses and earnings and prepare financial reports.

•

Good communication. Good communication among group members helps them to
participate in group activities and decision-making.

Why a Constitution: A country needs a constitution and a set of rules that describe how its
government operates. These documents tell the leaders and the citizens what they can and cannot
do. Without such documents, there is nothing to prevent the powerful people in government
doing what they want. That is bad for the citizens, bad for the economy, and bad for society as a
whole.
A farmers’ group also needs a constitution, for many of the same reasons. It describes
the group’s goals, tells the groups’ leaders what powers they have, and sets the rules for
managing the group and its assets.
In many countries the law requires a group to have a written constitution for it to be
registered officially with the government.
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A constitution is like the foundation of a building. Without a strong foundation, the building is
likely to collapse. Without a good constitution, the group is likely to fail. A constitution is also
like a map. There will be times when a group faces problems or challenges. The constitution is
the map that the members can use to remind themselves where to go. When they get to a fork in
the road and need to make a decision, they can look at the map to see where to go.

Why a constitution is necessary: A constitution provides a clear and consistent set of guidelines
to define each member’s rights and obligations to the group. The constitution is meant only for
the benefit and use of the members. It is made by the members and can only be changed by the
members in the general assembly. In many countries, a formal constitution is required to register
an organization with the authorities and to open a bank account.
Development organizations may also require a group to have a written constitution before they
can work with it.

Parts of a Constitution: There is no blueprint for a group constitution. It should be made step by
step, and tailored to the particular needs of the group. The first draft is made when a group is
formed. Rules can be added or changed as new issues arise. Groups often borrow a constitution:
indeed, many development agencies have standard formats that groups can copy. While these
may be a good basis, the group should consider them carefully and adapt them to their own
needs.
A constitution that is just borrowed wholesale is unlikely to reflect the group’s own purposes.
Possible Items to Include in a Constitution:
Item

Issues for discussion

Goals and Functions
Name of the

If the group has not yet chosen one, now is the time to do so.

Organization
Basic information on

The group’s location, when it was formed, registration date and

The group

contact information

Objectives
group

of

the The group’s goals and how it aims to achieve them. They should be
specific enough to
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Guide the group, but broad enough to allow for change over time.
The group’s specific functions, such as the activities it performs or
services it provides.
This section may also state whether the group may:
Raise funds
Employ staff
Functions

Lease, hire or purchase property
Run savings-and-loans schemes
Make a profit
Liaise with other organizations.
It is best to start with a broad range of powers, to avoid having to
add things later.

Members
Who may join the group (e.g., farmers who live in a particular
Membership

village), the conditions for
Membership, and the rights and responsibilities of members.
Whether members have to pay a fee to join the group, and whether
there is an annual fee.

Contributions

(The level of the fee can be decided on at the annual general
meeting, and does not have
To be written into the constitution.)

Governance
The composition of the general assembly, how frequently it meets
General assembly

(usually once a year),
And its rights and responsibilities.
The types of posts in the management committee, the duties of each

Management
Committee

member of the
Committee, how the committee members are chosen, and how long
someone may hold a
Particular position.

Election procedures

How often elections take place, and what procedure will be
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followed.
Who makes what decisions, and how the decisions are made (e.g.,
Decision-making

by consensus, or
Majority vote).
The frequency of meetings, the number of members needed for

Meetings

decisions, whether
Members must attend, and the penalties for non-attendance.

Records

How records of meetings and decisions will be kept.
The penalties to be imposed on members of the management

Disciplinary actions

committee or normal
Members if they do not fulfill their responsibilities (e.g., fines,
expulsion from the group).

Review of the

When and how the constitution may be reviewed and how

Constitution

amendments can be made.

Dissolution

How the organization can be wound up, and what happens to its
assets if this happens.

Check with The Authorities: Before the group approves the draft constitution, it is a good idea
to check it with the relevant government authority.
•

To register as a cooperative, the law will require a group to fulfill certain requirements.

•

The law may prohibit a group registered as a non-governmental organization from
paying members (such as the officers) for the work they do. It is best to check things
like this first to avoid difficulties later.

Keeping the Constitution: At least two copies of the constitution should be made. The secretary
keeps one, and the other may be lodged with the village chief or the local authority. The relevant
government ministry may require a copy of the constitution if the group is registered with the
authorities. A bank or microfinance institution may also need a copy of the constitution if the
group takes out a loan.
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Bylaws: Bylaws are internal rules that the group sets for itself. The constitution gives the big
picture; the bylaws fill in the details. For example:
•

The constitution says that members will be penalized for not attending meetings.

•

The bylaws set the type of penalty (e.g., the amount of a fine), and whether a member
who gives a good reason beforehand for not attending is excused from the fine. If a
member does not attend three meetings in a row, he or she may be asked to leave the
group.

The group should decide on its own bylaws, and all members should understand them well. They
should cover aspects such as:
•

The number of members allowed in the group

•

The level of membership fees

•

The frequency of meetings each month

•

How officers are elected

•

The duration of posts

•

How to share costs

•

How records will be kept

•

What action to take if a member does not comply with one of these rules. Penalties are
generally in the form of small fines. The bylaws set the amount of these fines.

Registering the Group: The management committee should find out beforehand what the
requirements are for registering the group with the authorities. You can help them contact the
relevant officials and fill in the paperwork. The group will also have to register with your
development organization.
12.2 Cooperative Governance
•

Cooperative governance is about striking a fine Balance between the process of making
the Decisions and the process of implementing the Decisions.

Four Pillars of Cooperative Governance are:
1. Teaming: successfully working together to achieve common purpose.
2. Accountable Empowerment: successfully empowering people while at the same time
holding them accountable for the power granted.
3. Strategic Leadership: successfully articulating the cooperative’s direction/ purpose and
setting up the organization for movement in desired direction.
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4. Democracy: successfully practicing, protecting, promoting, and perpetuating our healthy
democracies
(Source: Scholl and Sherwood, 2014)
12.3 Cooperative Governance – Creation of Enabling Environment
1. Take care of members need and monitor the same
2. Attract, motivate and retain members
3. Creating a secure and prosperous operating Environment for improving performance
4. Responsibility and power of each stakeholder is Defined
5. Manage and mitigate risk
6. Elected leadership drives the cooperative
7. Ensures formation of policy to be driven by both – Position holders and members
8. Member-lead philosophy and business results
9. Create a balance between economic performance and Social responsibility
10. Promote and protect the interest of the Cooperative
12.4 Effective Cooperative Leadership
•

Autonomous and independent

•

Member driven -accountable to members

•

Knowledge about business dimension, vision and Business acumen

•

Transparent decision making

•

Monitor and direct cooperative towards its Objects

•

Alive and responsive to social needs

•

Alive to market practices and technological Innovation

•

Open for ideas and sensitive to market changes

•

Handling conflict

•

Visualise the future
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Chapter 13: Analyzing Performance of Collectives
13.1 Criteria for categorizing the performance of collectives
A. Self-Reliance and Sustainability
Once the group has been formed and has developed its own rules, record-keeping system and
income-generating activities, your role as development agent changes from initiator and active
participant to assistant and advisor.
As the group matures, the members will learn how to work together more efficiently.
They will become better at planning, keeping records, managing money, selling products, or
whatever else they do. If all goes well, they will gain benefits and earn bigger profits that they
can share and use to reinvest in their activities.
Your goal now is to guide the group towards self-reliance and sustainability. The
members will develop and refine how they manage the group: the record-keeping system, the
constitution, plans and activities.
In the beginning you will spend a lot of time with the group. But after 2 or 3 years your
assistance will be reduced to occasional visits to monitor progress and to discuss new problems
and issues. At this advanced stage, you can still help the group in a number of important
functions.

B. Expanding and Diversifying Existing Activities
The members may decide to expand or to diversify their current activities. But this may increase
their risk: if a marketing group invests in producing and selling eggs for the local market, what
happens if the price of eggs suddenly falls?
Groups can spread the risk in several ways:


Sell the same product to different markets. For example, it could start selling eggs to
restaurants in town.



Diversify into related products or activities. It could start producing and selling baby
chicks, or mature chickens for meat.



Diversify into new products and markets, using the expertise they have learned. For
example, they could start raising groundnuts for sale, or process groundnuts into peanut
butter.
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Similar considerations apply to groups that focus on other issues.


A savings group may want to get a bank account to improve its services to members and
reduce the risk of having a lot of cash around.



A natural resources group will need to maintain the irrigation and erosion-control
structures it has built already, as well as expand them into a new area.



An innovation group may choose to test several different crops.

C. Before Expanding into another Area
Before they expand into these new areas, the group should consider the implications.
As with any enterprise, a feasibility study is essential beforehand. The group should investigate
things like:
•

Is there a market (ask customers or try to sell a few new products)?

•

Does the group have enough time and resources?

•

Do tasks need to be divided?

•

Can the group manage a bigger loan?

Achieving financial sustainability goes together with reaching group sustainability. The key to
sustainability is in reviewing plans and adjusting them wherever necessary.

D. Adding Activities: They may wish to add other activities. Here are some possibilities:
•

Savings and credit. The group could start running a savings- and-credit scheme for its
members. See the courses on Facilitating savings and internal lending communities and
financial education for details of how to do this.

•

Marketing. The group could start producing and selling crops or livestock. See the
courses on Marketing basics and seven steps of marketing for more.

•

Natural resource management. They could address problems in managing natural
resources such as soil and water. The courses on Understanding natural resources and
Managing natural resources have ideas on how to do this.

•

Innovation. They could test ways to improve their agricultural production. The course on
Promoting innovation has more.

Members may also decide to focus on other areas. There are many possibilities:
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•

Building community infrastructure (e.g., schools and grain stores)

•

Building individual infrastructure (e.g., tanks to harvest rainwater, household biogas
plants)

•

Trying to secure land rights

•

Supporting less-fortunate community members (such as orphans or people affected by
HIV).

You can put the groups in touch with people or organizations who can help them.

E. Adding Members?
As the group becomes more successful, other people may want to join. It is better not to let the
group grow too big, though, as many of the advantages are lost if there are more than about 30
members:
•

Individual members do not know each other as well, so they lose mutual trust

•

The group becomes harder to coordinate

•

Members are more likely to have different interests, so conflicts become more likely

•

Existing members may think the newcomers are taking a free ride on their hard work and
initiative.

Here are some options if the group grows too big:
•

The group could split into two, and allow newcomers to join either one.

•

A completely new group could start for the newcomers. The old group can act as
advisors and mentors to this new group.

•

The original group could divide into smaller units of three or four members each. Each
could act as the nucleus of a new group.

•

The group could divide into smaller sub-groups that work together in an association of
groups or as a cooperative. For example, a group of 100 members could organize subgroups of 20–25 people each.

F. Building Confidence and Self-Esteem
You can help strengthen the group members’ confidence and self-esteem by recognizing their
knowledge and skills and the positive aspects of their group or enterprise. But you should also
help them recognize weaker points as well.
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It can be difficult to discuss low achievement or bad performance, especially in the presence of
outsiders. Some members may feel threatened and try to hide what went wrong or blame others.
Therefore, emphasize that setbacks or failures should be seen as useful lessons that help the
group avoid further failures and to improve its performance. Such a positive approach helps
maintain and build self-confidence.

G. Measuring Self-Reliance
Building sustainable groups takes time. As a group promoter, you play a pivotal role in initiating
and sustaining this learning process in its initial phases. However, you should recognize when
groups have reached a point of self-sustainability and no longer require your assistance.
The groups can use a number of indicators to measure their progress.
These include:
•

Regularity of group meetings and level of member attendance. If meetings take place
regularly and attendance is high even if you are not there, the group is obviously highly
motivated and well on the way to achieving self-reliance.

•

Shared leadership and member participation in group decision-making. Groups that
share leadership responsibilities and where many members help make decisions making
learn more quickly and develop a broader leadership base. Groups dominated by a
minority are unstable and vulnerable to leadership crises.

•

Continuous growth in group savings. Group saving and internal lending are key
measures of members’ faith in and financial commitment to group activities. They are
also good indicators of profitability. Groups which do not save (or save very little) are
less likely to achieve sustainability.

•

High rates of loan repayment. Does the group’s repay loans on time? This is an
indicator of group financial discipline and profitability.

•

Increasing re-investment. As confidence grows, farmers will invest more in their
individual production and group support to better land management and collective
marketing.

•

Group problem-solving. A group which solves problems and takes initiatives on its own
has a high level of member confidence.
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•

Effective links with development services. The self-reliance of a group also depends on
its ability to maintain links with government and NGO development services.

13.2 Comparison of policy incentives for Cooperatives and PCs
Sl.

Parameter

No.

Income
1

under

Cooperatives

tax rebate Section 80P
Income

of the

PCs
I.T

for Income

tax providing exclusive tax rebate to processing

1961

coops societies

2

from free from tex if it is earned other

Income Tax

than activities mentioned in the sl.
No. 1

Provision
3

distribution

for
of

Income

is

secondary
taxable

@

30.2%

Income upto Rd. 1 Lakh is also
Relaxation

from

Annual turnover upto Rs. 100
Crore as derived from farm
related activities is exempted

There are different provisions for
dictribution of income in different
welfare heads which is non-

None

taxable
Provisionmade at Gotvt. Revenue

4

Lease out govt. Land

dept. for lease out govt. land at Non
very low rates

Central
5

Seed

Subsisdies

for

production

and

marketing

Eligible

for

all

govt.

seed

production,

distribution

and

marketing

subsidies

under

different schemes like NFSM,

PCs are not allowed for such
subsidies

RKVY
State govt. is supporting several
coops support cells like Beej Maha No such support is available

6

State Support

Sangh providing all kinds of for PC. In fact membership of
logistic, production, training and those federations is not open
marketing support to seed coopes. to PC even if they want.
While MARKFED is another such
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federation

supporting

primary

coops
Coops are eligible for fertiliser
allocation through State Marketing
7

Allotmet

of Federation (MARKFED) which is

Fertilisers

the authorised body of the State
Govt.

to

get

allocation

and

It is not available for PC.
MARKFED is not open for
membership to the PC.

distribution through member coops
Allotment of breeder seed is only
made to Central and State Seed
Allotment of breeder Producing Agencies like NSC,
8

seeds

which

is State

regulated by govt.

Seed

Corporations,

and

coops like IFFCO & KRIBHCO

No

such

provision

is

available.

and all State Seeds Coops through
federations like Beej Maha Sangh.
State govt. Policy to
9

support

such

initiatives
10

Mandi APMC Tax

Number of Policies are available at
every State and Central Level
Cooperatives are exempted
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To some extent in the selected
State like MP, KA, Mah., no
other State have policy on PC.
No Such Provisions

Chapter 14: Sickness in Collectives
14.1 Introduction
Cooperatives vs SHGs vs FPCs: Difference lies in the Regulatory Structure that govern these
forms of collectives and CHALLENGES are still the same for all forms.

Role of Federations
1. Achieving better coordination among village/ district level collectives
2. Enable them to enter into policy dialogue with the State and Central agencies
3. Access services and inputs from Government and private agencies
4. Seek credit from financial institutions
5. Leverage opportunities in agribusiness
6. Increase capacity in cost effective manner
7. Facilitate Capacity building services
14.2 Challenges of Cooperatives and Collectives
•

Lack of consistency in leadership

•

Conflict of interest of BOD’s

•

Autonomy issue which include
•

State interference

•

Audits/constitutional amendments

•

Pricing and Strategic decisions
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•

Key positions are vacant

•

Absence of sufficient Equity base

•

Aging processing infrastructure

•

Unstable active membership causing instability in round the year milk supply

Dairy cooperatives are still relevant because
•

Direct link with the producers

•

Market access to the farmers

•

Nurturing milk shed area by providing technical and extension services

•

Assured market for the milk

•

Fair and transparent milk collection

•

75-80% producers share in consumers rupee

•

Better quality of milk and milk products for the consumers.

(Source: Shri Meenesh Shah, General Manager, NDDB (2019)

Cooperatives
•

Private Sector after liberalization started investing in Agri-allied sector. It primarily
happened only in the developed States where they started earning good profit but used to
share only 30-40% of it with the producers while cooperatives share more than 60% of
their profits with the milk producers.

•

Hence there is a need to focus on developing dairy coops society in underdeveloped
states.

•

Capitalize on SHG and JLG platforms as there are around 85 Lakh Women SHG’s
and 35 Lakh JLG’s.

•

Mobilization of them into dairy and any other cooperative is needed.

(Shri Satish Marathe, Director, Central Board, RBI)



Factor like lack of autonomy, decreased member engagement, Lack of cooperative
leadership, led to the decrease in profits and weakening of the system

(Shri Dilip Rath, Chairman, NDDB, 2019)

A/c to Mr. Sangram Chaudhari, Executive Director, NDDB (2019)


50% cooperatives are not delivering what they are meant for



Crisis of leadership – both at political and professional levels



Attracting talent and retaining - is a problem
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Confidence of the farmers is not reflected in the leadership



Aging dairy machineries



R&D investment is decreasing



Value addition is still lagging behind



Only Solution – Enhance Productivity of: Human, Cattle and Machine



Factor like lack of autonomy, decreased member engagement, Lack of cooperative
leadership, led to the decrease in profits and weakening of the system (Shri Dilip Rath,
Chairman, NDDB, 2019)

A/c to Mr. Sangram Chaudhari, Executive Director, NDDB (2019)
•

50% cooperatives are not delivering what they are meant for

•

Crisis of leadership – both at political and professional levels

•

Attracting talent and retaining - is a problem

•

Confidence of the farmers is not reflected in the leadership

•

Aging dairy machineries

•

R&D investment is decreasing

•

Value addition is still lagging behind

•

Only Solution – Enhance Productivity of: Human, Cattle and Machine

14.3 Reasons for Collectives Failure and Sickness
Goals

Failure to agree on goals
Uncertain goals
Too many goals
Group goals not reflecting the members’ individual goals
Goals change too often
Unrealistic goals
Inadequate progress towards goals

Procedures

Flawed procedures
Long meetings
Poor record keeping and group memory
Lack of confidentiality

Facilitator

Facilitator too dominant
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Facilitator mishandles group coordination
Leadership

Lack of transparency
Leaders too dictatorial
Leaders weak and indecisive
Mismanagement of resources and funds
Disputes among leaders
Corruption

Management

Membership too big or diverse
A few people dominate and make all the decisions – but their wishes
do not reflect what
the rest of the members want
The management allows conflicts to get out of hand
Unfair distribution of group profits
Favoritism

Membership

Members attend only because they think they can get something for
free
Members feel forced to take part
Unfair burden of work
Unfair allocation of benefits
Weak communication and literacy skills
Discourtesy, lack of tolerance, jealousy and backbiting Failure of
some group members to
follow norms
Lazy members
Power-hungry members
Big power differences
Outside conflicts spill over into group
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Chapter 15: Business Development Plan for Collectives
15.1 Concept of Business Plan
Business plan is a succinct document that specifies the components of a strategy with regard to
the business mission, external and internal environments and problems identified in earlier
analysis. A business plan is not written each time a modification to a strategy is made. It should
be written when a new venture is developed or a major new initiative is launched. Sincere
contemplation is needed about the business concept, the business opportunity, the competitive
landscape, the essential elements for success, and the people who will be involved. The exercise
will often lead to more questions, and these new questions must be properly researched to gain
deep insight into the issues and challenges that lie ahead. In short, the business plan must contain
answers to the questions “Who/What/Where/When/Why/How/How Much”.

Business Planning:
The business planning process starts with Generation of Business Ideas, followed by
Opportunities & Threats Analysis leading to Identification of suitable Business Opportunities.
Once Business Opportunity is identified, a Marketing Plan is prepared. The final part of the
process deals with the Financial Plan.


Business Ideas Generation



Short-listing Business Ideas



Opportunities/Threats Analysis



Business Opportunities Identification & Selection



Market Plan



Financial Plan

15.2 Why should a PO prepare a business plan?
Every business irrespective of size needs planning. Business planning is essential for growth and
sustainability. It provides broad ideas to meet the expected and unexpected opportunities and
obstacles the future holds. In case of a PO, it is all the more essential since most of the members
will be acting as businessmen for the first time. A business plan helps the PO in the following
ways:
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a. It helps in examining viability of the venture in a particular market.
b. It provides guidance to the PO for organising and planning activities.
c. It serves as an important tool in accessing finance/funding. If the financier is
comfortable with the business plan, the PO will be asked to prepare a Detailed Project
Report (DPR).
15.3 Structure of BDP for Collectives
15.3.1 Executive summary: The executive summary is an abstract containing the important
points of the business plan. Its purpose is to communicate the plan in a convincing way to
important audiences, such as potential investors, so they will read further. It may be the only
chapter of the business plan a reader uses to make a quick decision on the proposal. As such, it
should fulfill the reader’s (financier’s) expectations. It is prepared after the total plan has been
written. The executive summary should describe the following:
a. The industry and market environment in which the opportunity will develop and flourish
b. The special and unique business opportunity—the problem the product or service will be
solving c. The strategies for success—what differentiates the product or service from the
competitors' products
c. The financial potential—the anticipated risk and reward of the business
d. The management team—the people who will achieve the results
e. The resources or capital being requested—a clear statement to your readers about what
you hope to gain from them, whether it is capital or other resources

15.3.2 Business Description: The business description explains the business concept by giving a
brief yet informative picture of the history, the basic nature, and the purpose of the business,
including business objectives and why the business will be successful. The purposes of the
business description are to:
a. Express clearly understanding of the business concept
b. Share enthusiasm for the venture
c. Meet the expectations of the reader by providing a realistic picture of the business
venture
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15.3.3 Industry Analysis: Understanding the industry, the competition, and the market in which
the business will operate is fundamental to the business plan. The analysis will help in
identification of a real opportunity that solves a real problem of the members.
The result of the analysis will:
a. Provide thorough understanding of the business environment
b. Guide in developing an effective marketing plan
c. Persuade the readers of business plan of the realistic potential of the venture
d. What special technology, innovation, new perspective, or unique concept will the
business offer to the customer?

15.3.4 Marketing Plan: The marketing plan describes how the product will be sold, how the
business will motivate the customer to buy. The purpose of developing and including the
marketing plan in the business plan is twofold:
a. The process of designing a coherent marketing plan, that is an integral part of the overall
business plan, will help the business to test ideas, explore options, and determine
effective strategies for success.
b. The result of a well-conceived and coherent marketing plan will convince the business
plan reader about the competence of the business.

Marketing Strategy:
The marketing plan is the first step in developing any new strategy. It should be based on a
realistic assessment of the external environment. Marketing strategy largely determine resource
needs in other areas. For example, the strategy to seek a large share of a market will require a
significant commitment of resources of various kinds. How the business chooses to promote and
distribute the product will have huge implications on organizational, production, human resource
and financial plans.

Market Analysis:
The market analysis should cover details about:
a. The overall market
b. Changes in the market
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c. Market segments, their attractiveness, profitability
d. Target market and customers
e. Description of customers
f. Competitors – Direct and indirect

Marketing Strategy: After choosing the market segment that the PO wishes to target and having
carried out the SWOT analysis, the suitable marketing strategy should be chosen. The choice
depends on a variety of factors including the image that the PO wants to project about the
product and the organization, its sales objectives like whether it wants rapid penetration or is
content with slow penetration of the market etc. The PO may choose one or more combinations
of strategy, but needs to strategically plan a right mix of the 4 Ps (Product, Price, Place &
Promotion – called the Marketing Mix) to develop an appropriate marketing strategy.

15.3.5 Operations Plan: Operations is the work (activity) of the business. It is transforming of
the raw materials into products to be sold to the customer. The operations plan gives an overview
of the flow of the daily activities of the business and the strategies that support them. The main
purpose of the operations plan section is to show that the business is focused on the critical
operating factors that will make it successful. It should contain the critical success factors
affecting how the business creates value for the stakeholders of the business, and the breakeven
point.

Break-even point: It is that volume of operation of the business at which unit sales equals
operating costs. The breakeven point determines how many units of the product must be sold to
break even, to cover the cost of production. It is the point at which the business will have no
profit, no loss.

15.3.6 Financial Plan: The financial plan translates all the other parts of the business - the
opportunity, the operating plan, the marketing plan, the management team—into anticipated
financial results. It contains the current status and the future projection of financial performance
of the business. The financial plan represents the best estimates of the risks involved, and the
return on investment. Three financial areas are generally discussed in the financial plan:
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a. Capital requirement and financing pattern
b. Financial projections including cash flow statement
c. Financial returns (Return on Investment, Internal Rate of Return, Net Present Value)

Budget: A budget is a forecast of all cash sources and deployments. Budgets help to determine
how much money one has or can access, where to use it, and whether the financial targets will be
achieved. It shows the flow of money into, through and out of the business. The three basic
elements of a budget are:
a. Sales revenue
b. Costs
c. Profits
15.3.7 Generate business ideas: Identification of specific business opportunity is largely a
reactive process. Some of the ways to hit upon a business idea are given below:
a. The idea can be a solution to a problem experienced by primary producers. For instance,
collective sale of agricultural produce to the bigger market will reduce the role of
middlemen and ensure better price to producers. Collective purchase of agricultural
inputs like seeds, fertilizers, pesticides, etc., and selling them to the producers reduces per
unit cost while ensuring quality of the inputs.
b. It can be for use of new technology or material to meet a widely felt need. An idea of
creating an agro service center for hiring tractor, power-tiller, transplanter, harvester,
thresher etc., on rental basis to the small farmers can reduce cost of production besides
increasing productivity. Similarly, establishing a Bulk Milk Chilling Unit for milk
producers can be a good business idea.
c. It can be for establishing an Agri-Clinic for providing fee-based extension services.

15.3.8 Identification of business opportunities and threats: Once a few business ideas are
generated, each idea must be critically evaluated with respect to the external business
environment for identifying the business opportunity and threats. Every idea must be evaluated
to know whether it is worth pursuing. The opportunities and threats of each ideas are analysed in
terms of the following attributes:
a. Size of the market
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b. Its stability i.e., the demand for the product long term or purely temporary?
c. The extent to which the market is dissatisfied with the existing solution
d. Level of competition, high, medium or low
e. Price and quality sensitivity of the market
f. Barriers to entry/exit
g. Changes in government’s policies such as subsidy, availability of low cost funds, etc.

15.3.9 Identification of the risks and provide safeguards: Identification of risks and possible
safeguards is an integral part of the Opportunity/Threat analysis. The goal is not to eliminate risk
altogether (an impossible proposition) but to identify them and assess whether they can be
managed or minimised through operational resilience. If the risks or threats seem unmanageable
then one may discard the business idea all together. Even after starting the business, the risks
continue to remain in the business environment, internally and externally both. Hence, it is
important to develop risk assessment mechanism and risk mitigation strategy. There are five key
steps in the development of this strategy.
a. The first step is to identify and map the processes/factors that would have the biggest
impact on earnings, if disrupted. For example, bad monsoon will severely affect crop
production in rain-fed areas thus reducing earning of the PO considerably.
b. The second step is to identify critical infrastructure —including processes, relationships,
people, regulations, plant, and equipment—that supports the PO’s ability to generate
earnings. For example, if there is break-down in the Bulk Milk Chilling Unit, the whole
stock of milk will be spoilt and go waste, besides adversely affecting the supply chain.
c. The third step is to identify the main vulnerabilities. Vulnerability is inability to cope
with the adverse effects of an event or risk. For example, storage, processing and trading
of commodities can come under new regulation, imposing conditions, which the PO may
find difficult to comply with, at short notice.
d. The fourth step is to identify the weakest links, the elements on which all the others
depend. For example, if there is a single buyer for all produces, this is the weakest link.
e. The last step is to develop planned response to mitigate the risks. For example, the
enterprise may build redundancies in some critical infrastructure like a spare refrigerated
van for ferrying chilled milk.
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15.4 Support is available from government departments for market linkage
Many State Governments have schemes for preferential procurement of produce from POs. For
example, procurement of certified seeds through POs has been implemented by the Government
of Chhattisgarh. The facilitating agency should be able to get the relevant information from the
respective Governments.

15.4.1 Support is available from corporate for market linkage:
The corporate need continuous supply of desired quality produces for processing and value
addition. Therefore, they prefer to enter into contract with few producer organisations who will
meet their requirement. Usually the following mechanisms are adopted:
a. Retail chains tie up with POs for procurement.
b. Corporate extend dealership for farm machinery and inputs to POs.
c. Corporate provide primary processing machinery to PO with buy-back arrangement for
the produce

15.4.2 Role corporate can play to assist the POs:
Corporates can support the POs financially and technologically through CSR initiatives. The
following activities can be taken up:
a. Training and capacity building of producers in better technology
b. Providing support for common infrastructure
c. Bulk supply of agricultural inputs to POs
d. Providing support for acquiring technology, plant and machinery
e. Establishing quality control and testing labs to meet market specifications
f. Bulk purchase of produce of the POs for further processing
g. Marketing the produce in collaboration with the PO

15.5 Knowledge linkages: PO enter into twinning arrangement with research institutions
Many research institutions and technology suppliers can provide twinning arrangement to the
PO. Under such arrangement, professional service will be rendered by the research institution
through continuous deployment of its professionals to build the technical and managerial
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capacity by providing hand-holding support to the staff of PO. The duties and responsibilities of
the research institution may include:
a. Building up the capacity of staff
b. Designing and implementing suitable management system
c. Developing capacity to provide technical service and consultancy
d. Designing and preparing courses and curricula for building capacity
e. Conducting applied research to address specific problems
f. Bridging the gap between PO’s performance and national benchmarks

15.5.1 Research institutions, commodity boards and KVKs support to the POs through
twinning arrangement:
These institutions can act as technology guide as twinning partner for the POs. While some
public sector institutions may provide their service free or on nominal cost, private technology
companies would require to be adequately compensated. In general, the twinning partner can
provide the following services:
a. Evaluate available technologies and suggest the most appropriate technology
b. Design the specifications for technology procurement
c. Evaluate technology vendors and their technical and financial bids/quotations
d. Train staff of the PO to use the technology
e. Depute own technical personnel to the PO for initial period to provide hands-on training
to the operating staff of PO
f. Train staff of PO to undertake repair and maintenance periodically
g. Assist the PO to access local, national and international markets
h. Advice on solutions to specific problems being faced by the PO
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Chapter 16: Leadership in Collectives
16.1 Concept of Leadership in Collectives
To work well, a group needs a management committee made up of a chairperson, secretary and
treasurer, and perhaps other officers. In many groups the most open or outgoing members are
chosen as chairperson and secretary. However, other members may also have hidden but
valuable skills. All the skills and abilities of the individual members should be used as far as
possible. A group can exploit these abilities by rotating the leadership positions among the
members.
Leadership: A process of influence to attain important group, organisational and societal goals.
•

“the process of influencing the activities of an individual or a group in efforts towards
the achievement of goals in a given situation”.

•

To achieve these goals leaders must resolve – Social Dilemmas i.e. Conflicts between the
self-interest of individual members and the collective interest of the group.

•

Without some form of leadership many groups and organisations would not be able to
deal adequately with social dilemmas, because in the absence of leaders and authorities,
freeriding in groups would be too widespread (Olson, 1965; Yamagishi, 1986).

•

Leadership is a complex political process involving continuous negotiations between
group members about what kind of leaders they desire.

For example,
•

Groups must decide where the leader should come from (e.g., from inside or
outside the group),

•

How they should be assigned to the group (e.g., by election or appointment),

•

What power base they should have (e.g., reward, coercive or legitimate power),

•

What should be their leadership style (e.g., task or relation-oriented),

•

Personal attributes (e.g., a highly skilled vs highly committed leader),
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•

How they can be replaced if necessary

(Source: Bass, 1990, French & Raven, 1959; Hollander, 1985; Levine & Moreland, 1998; Yukl,
1989).
16.2 Qualities of a Good Leader and Styles
Good leaders have many personal qualities. Here are some of them:
•

Exemplary character. A leader must be honest and impartial and must earn the trust and
respect of others. They trust the leader to take responsibility for the group.

•

Vision. Vision gives direction and builds cohesion among the group members. People
trust a leader who knows where they should go and how to get there.

•

Enthusiastic. Leaders must inspire and motivate the group members, and must convince
outsiders about what they do.

•

Team player. At the same time, leaders must be part of a team working towards the
group’s goal. Good leaders work well with other people, and lead by example.

•

Confident and purposeful. People look to a leader for leadership. That means ability to
make decisions, an ability to inspire confidence in others, and the talent to draw out the
best efforts of the team and to get things done well.

•

Resolving conflict. A good leader knows that only a united group can be strong and
successful. He or she helps resolve disputes among members and guides their energy into
positive channels.

•

Good communicator. Leaders must be able to communicate well with the group
members. They listen to what everyone says (not just to a few people), and explain
themselves clearly. They encourage the building of relationships within the group and
with outsiders.



Calm, focused and analytical. Good leaders manage crises by staying calm, and keeping
the main goal in mind. They break down a task into manageable steps to make it progress
easier.

•

Knowledgeable. Good leaders do not need to be experts. Rather, they must have a good
understanding of the problems that group members face, and should have ideas on what
the solutions might be. They coach members and draw on other people for the specific
skills needed to solve the problem.
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•

Participatory. To lead a group of farmers, a leader must make it possible for all the
members to voice their ideas and contribute to the group’s goals.

Leadership Styles: There are many different types of leadership. Some are better in certain
situations; others are more suited to other circumstances. Sometimes it is useful to combine
styles. Here are three of the main styles.
•

Leaders who command. They make decisions on behalf of the group, and allow little or
no discussion with group members. This may be necessary in times of trouble, but
normally it does not encourage the group to grow in confidence and skills.

•

Leaders who consult. These leaders encourage discussion, and then make a decision on
behalf of the group.

•

Leaders who enable. These leaders set certain limits, but enable members to discuss and
make their own decisions within these limits. This is also known as participatory
leadership. Participatory leadership is not appropriate for all groups or all occasions, but
it is particularly important for working with communities and smallholder farmer groups.
Let us look at it in more detail.

Mistakes Leaders Make: The success of a group depends in large part on its leaders. A good
leader guides the group through good times and bad. A bad leader pulls the group in the wrong
direction, looks after his or her own interests, or does nothing. Some common mistakes leaders
make:
• Not listening to the members
• Failing to keep members informed
• Failing to delegate responsibility
• Misunderstanding roles
• Looking after their own interests, not those of the members or the group as a whole.

16.3 Participatory Leadership
Participatory leadership is like the flying geese. All members have the same chance to
participate, and all members can become leaders. Elections to change leaders take place
regularly. Rotating the duties gives all members a chance to develop their leadership skills. That
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makes the group more effective and promotes further participation. Participatory leaders
encourage everyone to be fully involved in the group affairs by keeping them informed, by
delegating tasks, and by having open discussions.
Like A Shepherd: We can also think of participatory leadership as “shared leadership” or
“leadership from behind.” The leader has to be comfortable sharing power and responsibility. He
or she must be able to see the potential in ordinary people to lead, make decisions and make
meaningful contributions. It is based on the principles of partnership and collective effort.
“A leader is like a shepherd. He stays behind the flock, letting the most nimble go out
ahead, whereupon the others follow, not realizing that all along they are being directed
from behind.” – Nelson Mandela, long walk to freedom
Participatory leaders create an environment where all individuals are engaged, and where
the group’s collective talent is tapped by having everyone take the lead at some point.

Advantages and Disadvantages of Participatory Leadership
Participatory leadership has many advantages:
•

Group members are more satisfied

•

They have a chance to develop their skills

•

They are motivated to work hard.

But it also has disadvantages:
•

If something does not work out, who is responsible?

•

Participation takes time. That may be a problem if something has to be done quickly.

16.4 Management Committee and Roles & Responsibilities
Who Can Become a Leader: Anyone in the group with the right skills can become a leader.
Literacy and numeracy are important, though: it’s difficult to be a treasurer if you cannot add up,
or a secretary if you cannot read and write. It is possible (though more difficult) to become a
chairperson without being able to read.
Officers: The group leaders should be given specific tasks. The number and type of officers, and
their specific responsibilities, will depend on the nature of the group and the specific situation.
153

They may change over time as the group matures and takes on new tasks. A group will need
some (or perhaps all) of these officers:
•

Chairperson

•

Treasurer

•

Secretary

•

Production coordinator (lead farmer)

•

Marketing coordinator.

These make up the group’s management committee. In addition, the group will also need two
or more auditors. A group may also appoint other officers, such as a vice-chairperson,
communication officer or warehouse manager. The roles and responsibilities of each officer
should be clear. The positions and duties of the officers should be included in the group’s
constitution. Here are some suggestions for their duties.

Duties of a Chairperson: The chairperson leads, coordinates and represents the group. He or
she:
•

Coordinates the group’s and the officers’ activities

•

Organizes meetings and review sessions

•

Chairs meetings and summarizes them at the end

•

Encourages participation by all members in discussion, decision making and work

•

Ensures the group constitution is followed

•

Ensures that the secretary and treasurer do their jobs

•

Ensures members pay their contributions as agreed

•

Delegates work and assignments

•

Ensures that the work plan is followed

•

Maintains harmony in the group

•

Represents the group at meetings with others.

Duties of the Secretary: The secretary manages the group’s correspondence and records. He or
she:
•

Writes the agenda and minutes, and keeps a record of attendance at meetings
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•

Maintains the list of members, the constitution, bylaws, business plan, and other
important documents

•

Reads aloud the minutes of meetings

•

Deals with communications to and from the group

•

Assists the chairperson.

Duties of a treasurer: The treasurer manages the group’s money. He or she:
•

Safeguards and manages the group’s money

•

Keeps the financial records of the group

•

Reports to the members about expenditures and receipts, and the balance available in
cash or at the bank

•

Receives money on behalf of the group, and gives receipts for the money received

•

Keeps the cash book and the receipts of purchases, sales and received money

•

Counts the money kept by the group, in the presence of the members

•

Reports to the members on the group’s financial situation.

•

Prepare financial records as required by outside organizations, such as donors, banks or
the government.

Duties of a Production Coordinator: A group that grows crops, raises animals or processes
products will need someone to coordinate these activities. The production coordinator or lead
farmer:
•

Ensures that the members have the knowledge and skills they need to produce the product

•

Arranges for members to get the seed and other inputs they need

•

Coordinates the timing of planting and harvesting (or for livestock, of insemination)
among the members

•

Manages the members to work as a group when required on common tasks such as
terrace building, erosion control and irrigation

•

Coordinates production targets

•

Keeps records about production targets and actual production figures.
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Duties of a Marketing Coordinator: A group that focuses on marketing should have someone to
coordinate this activity. He or she:
• Coordinates the delivery of the output to a common collection point
• Arranges for the produce to be dried and stored (if necessary) while awaiting a buyer
• Ensures that the produce is sufficient quality and quantity
• Identifies potential buyers and negotiates the sale of the produce
• Manages the sale and handover of the produce
• Keeps records about marketing targets, profits and actual amounts sold.
Duties of an Auditor: The treasurer has to report to the members on the group’s financial
situation. He or she may also have to prepare accounts each year for the government. In some
countries, the law requires that the group accounts are checked by two other group members
(someone other than the treasurer and the other officers). At the end of every year, these auditors:
•

Check the accounts prepared by the treasurer to make sure they are accurate

•

Check the amount of money the group has in its bank account or savings box

•

Signs the accounts to state that they are accurate.

•

The auditors are not members of the group’s management committee.

Forming a Management Committee: All of the leaders (except the auditors) are members of the
group’s management committee. The committee meets regularly to coordinate the group’s
activities. The committee is coordinated by the group chairperson. Each person in the
management committee has his or her own tasks and responsibilities. For day-to-day activities,
they get instructions from the management committee, and they report to the management
committee on their work. The management committee is responsible to all of the members of the
group. It reports to the general assembly during the annual general meeting. This is when the
officers are elected, and when they get instructions for the next year.

Electing Leaders: Each of the officers should be nominated and democratically elected by the
group members. Normally, elections for each position are held on an annual basis. Before the
election, the members should evaluate the officers’ performance. If the officer has not performed
well, he or she should be replaced. For someone to be elected, three things must happen:
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•

Another member must nominate the person for the position.

•

The person nominated must say he or she is willing to stand for the position.

•

The group must elect the person to the position.

Two or more people may be nominated for and stand for the same position. The person with the
most votes is elected. You should make sure that the individual officers understand their duties.
Give them training or coaching as required. Once the group is established, the previous
incumbent can help train his or successor.

How often should leaders be changed: Rotating leadership frequently provides all members
with the chance to develop their organizational and leadership skills. But changing leaders
frequently can be unsettling and make long-term planning difficult. A balanced approach is
needed. Depending on the particular group activity, the leadership could be changed each month,
each season, or each year. In most groups, the leaders are elected each year. How long the
officers hold their positions should be written into the group’s constitution. The constitution
should also state whether someone may be re-elected, and how long an individual may hold the
same position. The leaders must be accountable for their actions. They must be required to
explain what they have done and to justify it. A good time to do this is before the election of the
leaders, though it must be possible for the members to challenge the leaders at any time. This
should also be written into the constitution.

Professional Managers: As it grows, the group may find that the members do not have the
skills, ability or time to do certain tasks. For example, a savings-and-loans group may find it
needs an accountant to manage its funds. A marketing group may need a professional warehouse
operator or marketing manager. There are two possible solutions to this:
•

Have one or more members trained in the skills required.

•

Hire a professional to do the job.

Training members to do the job. This approach can be problematic:
•

It can be difficult to find a suitable training course.

•

There may be no group members who are willing or suitable for training.

•

Training someone may be costly and time-consuming.
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•

It may be unrealistic to try to train someone in all the skills needed.

•

The trainees may be tempted to use their skills to get a job elsewhere.

Hiring a professional. This is often the better option.
•

A professional can be expected to have all the skills needed. No extra training is needed.

•

The professional is paid a salary, with the level based on performance or results.

•

The position is subject to oversight by the group’s management committee.

•

The job may be part-time if necessary.

•

If the professional does not perform adequately, he or she can be replaced easily. Doing
this is much harder with a member who has been specifically trained for the job. The
professional manager sits on the management committee and reports to it.

16.5 Leadership and Cooperation in Groups
•

Two major types of motivation underlie the ability of leaders to gain cooperation in
groups.

1. Desire of people to gain rewards and avoid punishments. Leaders can tap into such
motivations to the extent that they control resources and/or instruments of surveillance
and sanctioning.
2. People's internal attitudes and values, which shape what people want or feel they ought to
do.
•

Leaders can draw on these internal motivations by appealing to or creating
attitudes and values.

Both strategies influence behavior, but there are clear advantages to leadership based on
connecting to people's attitudes and values.
(Source: Tyler, T.R. (2002) Leadership and Cooperation in Groups. American Behavioral
Scientist, 45 (5): 769-782)
Social dilemma is the generic term for two special classes of social conflicts, the resource
dilemma and the public good dilemma
1. Resource dilemma involves a potential conflict between a group of people over the
distribution of a finite resource.
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2. Public good dilemma entails a potential conflict between group members over the
contributions necessary to create a commonly shared good.
(Source: Komorita & Parks, 1994; Messick & Brewer, 1983)
•

At the heart of the public good dilemma lies the freerider problem (Kerr, 1983; Olson,
1965).

•

In creating public goods, group members must decide whether to cooperate by making a
contribution or to free-ride on the contributions of others.

•

Free-riding is personally more attractive, but if it is too widespread the group may fail to
secure the good, which leaves every group member worse off.

•

Cooperation is thus the most sensible strategy from a collective viewpoint.

•

Yet members may be reluctant to cooperate because

(a) it is tempting to free-ride, and
(b) even if they cooperate, there is a risk that they are being exploited by other group members.
Hence, both motives of greed and fear can explain the emergence of free-riding in social
dilemmas (Kerr, 1983).
•

In a fully cooperative group task each member will be inclined to cooperate
spontaneously, and therefore the demands on leadership are relatively straightforward.
•

Leadership function is to coordinate, often diverse efforts of group members and
bring them together.

•

In a fully competitive group task the role of leaders is also fairly clear.

•

Leader serves as an arbitrator to mediate between the individuals (or groups) with
opposing interests.
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Chapter 17: Compliance requirement for Collectives
17.1 Compliance of Farmer Producers Company
S. No.
1.

2.
3.

4.
5.

6.

7

Compliance
Details
Holding
first
Extra Within 90 days from the date of Incorporation.
Ordinary General Meeting Notice of the meeting should be sent to all members
before 21 clear days.
Appointment of First First Auditor should be appointed within 90 days in first
Auditor
EOGM.
Board meeting
At least 4 meetings in year and 1 in every quarter
Notice of the meeting should be sent to all directors
before 07 clear days
Annual General Meeting
One AGM in Every year.
Preparation of minutes
Minutes of all meeting should prepared and signed by
chairman of meeting director within 30 days from
meeting.
Annual Filing
Filing of Annual return in E-Form MGT 7 and financial
statement AOC 4, after AGM of every Year.
Board of Directors
(DIR-3 KYC)

Annually following documents in hard copies are
compulsory to submit
1. Color Photo
2. PAN
3. ID Proof: Aadhaar Card
4. Passport -Mandatory If available
5. Mobile No. and Email ID
6. Latest copy of Bank statement or light bill or mobile
bill or Telephone bill (any one )
7. DSC - Digital Signature Certificate
All documents should be self-attested
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Unit 6: Sustainable Livelihood Development through Collectives
Chapter 18: Basics of Sustainable Livelihood
18.1 Concept of Livelihood and Development
Livelihood: A livelihood comprises the capabilities, assets, and activities required for a means of
living. It is deemed sustainable when it can cope with and recover from stresses and shocks and
maintain or enhance its capabilities, assets, and activities both now and in the future, while not
undermining the natural resource base.
Development: It has many meanings and Cowen and Shenton (1998) have made an interesting
case for two basic forms:
1. Immanent development (or what people are doing anyway): this denotes a broad
process of advancement in human societies driven by a host of factors including advances
in science, medicine, the arts, communication, governance etc. It is facilitated by
processes such as globalisation (an international integration) which helps share new ideas
and technologies.
2. Intentional (or Interventionist) development: this is a focussed and directed process
whereby government and non-government organisations implement development projects
and programmes (typically a set of related projects) to help the poor. The projects are
usually time and resource bound, but have an assumption that the gains achieved would
continue after the project had ended.
18.2 The Sustainable Livelihoods Approach
The sustainable livelihoods approach is a way of thinking about the objectives, scope, and
priorities for development activities. It is based on evolving thinking about the way the poor and
vulnerable live their lives and the importance of policies and institutions. It helps formulate
development activities that are 

People-centered



Responsive and participatory



Multilevel



Conducted in partnership with the public and private sectors
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Dynamic



Sustainable

The sustainable livelihoods approach facilitates the identification of practical priorities for
actions that are based on the views and interests of those concerned but they are not a panacea. It
does not replace other tools, such as participatory development, sector-wide approaches, or
integrated rural development. However, it makes the connection between people and the overall
enabling environment that influences the outcomes of livelihood strategies. It brings attention to
bear on the inherent potential of people in terms of their skills, social networks, access to
physical and financial resources, and ability to influence core institutions.
Appreciative inquiry—originally developed as a tool for industry to avoid negative approaches to
problem solving—extends this constructive outlook. Appreciative inquiry is a highly inclusive
process that maximizes the positive (as opposed to minimizing the negative) in which a
community takes responsibility for generating and gathering information and then forms
strategies based on the most positive experiences of the past.
18.3 Sustainable Livelihood Framework - Explained
Capital Assets
The sustainable livelihoods framework helps to organize the factors that constrain or enhance
livelihood opportunities and shows how they relate to one another. A central notion is that
different households have different access livelihood assets, which the sustainable livelihood
approach aims to expand. The livelihood assets, which the poor must often make trade-offs and
choices about, comprise:
1. Human capital, e.g., health, nutrition, education, knowledge and skills, capacity to work,
capacity to adapt
2. Social capital, e.g., networks and connections (patronage, neighborhoods, kinship),
relations of trust and mutual understanding and support, formal and informal groups,
shared values and behaviors, common rules and sanctions, collective representation,
mechanisms for participation in decision-making, leadership
3. Natural capital, e.g., land and produce, water and aquatic resources, trees and forest
products, wildlife, wild foods and fibers, biodiversity, environmental services
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4. Physical capital, e.g., infrastructure (transport, roads, vehicles, secure shelter and
buildings, water supply and sanitation, energy, communications), tools and technology
(tools and equipment for production, seed, fertilizer, pesticides, traditional technology)
5. Financial capital, e.g., savings, credit and debt (formal, informal), remittances, pensions,
wages.
Vulnerability Context
Vulnerability is characterized as insecurity in the well-being of individuals, households, and
communities in the face of changes in their external environment. People move in and out of
poverty and the concept of vulnerability captures the processes of change better than poverty line
measurements. Vulnerability has two facets: an external side of shocks, seassonalities, and
critical trends; and an internal side of defenselessness caused by lack of ability and means to
cope with these. The vulnerability context includes
•

Shocks, e.g., conflict, illnesses, floods, storms, droughts, pests, diseases

•

Seasonalities, e.g., prices, and employment opportunities

•

Critical trends, e.g., demographic, environmental, economic, governance, and
technological trends.

Policies and Institutions
Livelihood strategies and outcomes are not just dependent on access to capital assets or
constrained by the vulnerability context; they are also transformed by the environment of
structures and processes. Structures are the public and private sector organizations that set and
implement policy and legislation; deliver services; and purchase, trade, and perform all manner
of other functions that affect livelihoods.
Processes embrace the laws, regulations, policies, operational arrangements, agreements,
societal norms, and practices that, in turn, determine the way in which structures operate. Policydetermining structures cannot be effective in the absence of appropriate institutions and
processes through which policies can be implemented.
Processes are important to every aspect of livelihoods. They provide incentives that
stimulate people to make better choices. They grant or deny access to assets. They enable people
to transform one type of asset into another through markets. They have a strong influence on
interpersonal relations. One of the main problems the poor and vulnerable face is that the
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processes which frame their livelihoods may systematically restrict them unless the government
adopts pro-poor policies that, in turn, filter down to legislation and even less formal processes.

Livelihood Strategies and Outcomes
Livelihood strategies aim to achieve livelihood outcomes. Decisions on livelihood strategies may
invoke natural- resource based activities, non-natural resource based and off-farm activities,
migration and remittances, pensions and grants, intensification versus diversification, and shortterm versus long-term outcomes, some of which may compete. (One of the many problems of
development is that projects and programs, while favoring some,can disadvantage others.)2
Potential livelihood outcomes can include more income, increased well-being, reduced
vulnerability, improved food security, more sustainable use of the natural resource base, and
recovered human dignity, between which there may again also be conflict.

Implications
The sustainable livelihoods approach encourages thinking out of the box. It frees development
practitioners from conventional approaches that are often restricted to identifying problems and
finding solutions. It invites them to look at contexts and relationships so that development
activities can become more process-oriented. It compels them to look for multiple entry points
and to move beyond a homogenous “community” view and a narrow sectoral perspective. It
represents an important shift away from the focus on project inputs and outputs and the assumed
mechanical links between them. In particular, the sustainable livelihoods approach stresses the
importance of understanding institutions by mapping the institutional framework and linking the
micro to the macro and the formal to the informal. Therefore, it calls for a new style of policy
appraisal that moves from universal prescriptions to context-specific approaches that allow
alternative, local perspectives to reveal themselves in the policy framework.

Sustainable Livelihoods Frameworks—Strengths and Weaknesses
Strength
Seeks to understand changing combinations
of modes of livelihood in a dynamic and
historical context
Explicitly advocates a creative tension

Weakness
Underplays elements of the vulnerability
context, such as macroeconomic trends and
conflict
Assumes that capital assets can be expanded

164

between different levels of analysis and
emphasizes the importance of macro- and
micro-linkages
Acknowledges the need to move beyond
narrow sectoral perspectives and emphasizes
seeing the linkages between sectors
Calls for investigation of the relationships
between different activities that constitute
livelihoods and draws attention to social
relations
(Source: Serrat, 2008)

in generalized and incremental fashion

Does not pay enough attention to inequalities
of power
Underplays the fact that enhancing the
livelihoods of one group can undermine those
of another

18.4 Different Sustainable livelihood Frameworks
There are two broad approaches to livelihoods which builds on the strength of the rural poor viz.
the narrower and holistic view. The former deals with an economic focus on production,
employment and household income, and later emphasized on the concepts of economic
development, vulnerability and environmental sustainability (Shackleton et al. 2000). The
concept of livelihood varies with regard to the vulnerability context, institutional mechanism, the
policies and the linkages between rural and urban areas. As a result there are differences in
interpretation and variations in the livelihood frameworks, but they all have a common
theoretical background based on earlier development theory. These include aspects of the
integrated rural development planning (IRDP) approaches in the 1960s and 70s; farming system
research during the 1980s; rapid rural appraisal (RRA); participatory rural appraisal (PRA);
participatory action and learning (PLA); agro-ecosystem analysis; political ecology;
sustainability and resilience studies, etc.
However, many of these development approaches assumed that there was no differentiation
between rural households and they possessed same means of livelihoods. Consequently,
development organisations and its enabling agencies have tendency to focus on narrow, sectoral,
production-orientated strategies and they often fail to recognize that rural households have
multiple economic strategies (Turner, 1998). The definition of Chambers and Conway (1992)
underpins the current understanding of livelihood in the contemporary context. They understood
livelihood as comprising of:
Capabilities, assets (stores, resources, claims and access) and activities required
for a means of living: a livelihood is sustainable which can cope with and recover
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from stress and shocks, maintain and enhance its capabilities and assets, and
provide sustainable livelihood opportunities for the next generation; and which
contributes net benefits to other livelihoods at the local and global levels in the
long and short term.
Such an approach enables us to a) Identify people’s resources/ assets, sources of livelihood and what they are already doing to
cope with risk and uncertainty;
b) Explore the factors that constrain or enhance their livelihoods and its linkages on the one
hand, and policies, processes and institutions in the wider environment;
c) Identify appropriate measures that can strengthen assets enhance capabilities and reduce
vulnerability (Satge et al. 2002).
Globally there are four prominent approaches that underline the sustainable livelihood
framework and espouse its principles

Sustainable Livelihood Framework by the UK Department for International Development
(DFID)



Household Livelihood Security Appraoch by the Cooperative for Assistance and Relief
(CARE, International NGOs)



Oxford Committee for Famine Relief (Oxfam) Sustainable Livelihood Approach



United Nations Development Programme (UNDP) Sustainable Livelihood Approach

These approaches are based on the works of the Chambers and Conway (1992) and adopt
their definition of livelihoods, as stated above. However DFID (1999) modified this definition in
view of sustainable livelihood activities as follows:
A livelihood comprises the capabilities, assets (including both material and social
resources) and activities required for a means of living. A livelihood is
sustainable when it can cope with and recover from shocks and stresses and
maintain and enhance its capabilities and assets both now and in the future,
whilst not undermining the natural resource base.
DFID’s sustainable livelihoods framework explores “how people operate within a vulnerability
context that is shaped by different factors such as shifting seasonal constraints (and
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opportunities), economic shocks and longer-term trends; how they draw on different types of
livelihood assets or capital in different combinations, which are influenced by the vulnerability
context, a range of institutions and processes, how they use their asset base to develop a range of
livelihood strategies to achieve desired livelihood outcomes” (Carney 1998). Thus the
vulnerability context is nothing but external factors which affects directly and indirectly on
livelihood of people and over which people have limited or no control. The approach suggests
three types of actions that can contribute to poverty elimination namely, i) Enabling actions that
support the policies and context for poverty reduction and elimination; ii) Inclusive actions that
are broad based and improve opportunities and services and also address issues of equity and
barriers to the participation of poor people; iii) Focused actions are targeted directly at the needs
of poor people (Carney, 1998).

CARE's Household Livelihood Security (HLS) approach was developed in 1994 as basic
framework for their relief and development programmes. Food and nutritional security of people
is at the core of the concept of household livelihood security (Swift, 1989; Carney, 1998;
Frankenberger and Drinkwater, 1999). This approach based on the three basic features in order to
address needs of people namely, the possession of human capabilities; access to tangible and
intangible assets; and the existence of economic activities. The interrelationship between these
features help to define livelihood strategy for a particular household and further identifies that
these categories are not mutually exclusive, as it occurs at different place and time. It offers
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following three different livelihood activities such as i) Livelihood promotion (participatory
ways to enhance and expand livelihood opportunities); ii) Livelihood protection (ensuring
household livelihood security by building their capacity to do so); iii) Livelihood provisioning
(facilitates to meet essential needs of households). The livelihood interventions with this
approach aims towards personal empowerment of household i.e. expanding their capacity to
make choices and to transform those choices into meaningful actions; social empowerment (in
order to fix the issues with education, community mobilization and political advocacy); service
delivery by expanding access to basic services for the poor. Thus, it intends to gain a
multidimensional view of livelihoods that helps to identify the most vulnerable households and
places peoples own felt and unfelt needs at the centre of the analysis and the planning process
(Drinkwater and Rusinow, 1999).

Oxfam GB adopted sustainable livelihoods approach in the early 1990s. It emphasizes on the
‘environmental dimensions’ as a core strategy to promote livelihood activities and also stressed
the need for poor people’s participation in the development process. It uses a livelihoods
framework ‘semi-officially’ that has a lot in common with the DFID framework, that emphasizes
that everyone has the right to a sustainable livelihood. However, the major departure of Oxfam’s
approach from other existing approaches is that it maintains there are no ‘established rules’ and
the existing frameworks are too abstract for field-level staff to understand, although they are
valuable at the programming and policy levels. Like chambers and Conway’s (1992) work on
sustainable livelihood, it also stresses the need to analyse sustainability from different
perspectives such as economic, social, institutional and ecological etc. Apart from the outcomes
like DFID’s framework, this approach desired to achieve food, income and livelihood security
(Eade and Williams, 1995).

UNDPs Sustainable Livelihood Approach is based on the mandate of the sustainable human
development (SHD). It was adopted in 1995 to address issues of poverty, unemployment,
livelihoods, gender, environment and governance. Unlike other approaches, this approach
explicitly focuses on the participatory assessment and usage of appropriate technology to
improve the productivity of individuals and communities asset base and thereby help people to
rise out of poverty. The sustainability of livelihoods is depends on effective and efficient usage
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of existing asset base to cope with and recover from shocks and stresses by adopting
economically viable, socially acceptable, ecologically sound adaptive and coping strategies.
Unlike other illustrated frameworks, it focuses on the strengths of people (as opposed to needs);
macro-micro links affecting asset base to address the issues of poverty, governance and
environment; and sustainability of livelihood interventions. Thus this approach use its
programming cycle as the initial entry point to strategise sustainable livelihood by adopting
participatory ways to assess people’s indigenous knowledge, their asset base and risks associated
with, and their coping and adaptive strategies. Secondly, it analyses the micro-macro and crosssectoral policies and local governance which affects people’s livelihood strategies. Thirdly, how
modern science and technology can play crucial role in enhancing and expanding livelihood
opportunities and assess investment mechanisms (social and economic) that affects directly or
indirectly on people’s livelihoods (Roe, 1998). Thus technological options and existing policies
and governance structure acts as drivers in UNDP’s livelihood approach to strategise sustainable
livelihoods by integrating with peoples existing asset and knowledge base.

Hence, it is difficult to point out the significant differences between these approaches. They
could all be said to use the sustainable livelihood approach as a strategy towards eradicating
poverty. They also use similar definitions of what constitutes sustainable livelihoods; share the
view that livelihood resources must be conceptualized broadly, and include not only physical and
economic assets but also human and social assets; and stress the need to take into consideration
the impact of overriding policies and economic structures on the livelihoods of the poor.
Evidently, sustainable livelihood approach has the advantage of integrating environmental, social
and economic issues into a holistic framework for analysis and programming.
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Chapter 19: Drivers of Rural Livelihood Diversification
19.1 Paradigm shift in Agriculture
Agriculture has changed substantially from a subsistence activity to become a huge technology
and market driven business. Fig. 1 explains the paradigm shift in agriculture and it is now
moving towards agri-business.



Structural transformation of the economy, the share of agricultural production (farming)
in the economy is going down, and that of processing, distribution and trade is increasing.



Further, with the increase in backward and forward linkages, the distinction between
agriculture and agro-industry is getting blurred.



Farm production, processing, and trade are getting increasingly coupled



Supply chain is a coordinated system of organizations, people, activities, information,
and resources involved in moving a product or service in physical or virtual form from
supplier to the customer.



Supply chain activities include transformation of raw material and components into
finished products that are then delivered to the end customers.

In the developed countries,
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Agribusiness is defined as “the total output arising from farm production and product
processing at both pre- and post-farm gate levels”.

In developing countries like India


Agribusiness sector encompasses four distinct sub-sectors, viz. agricultural inputs;
agricultural production; agro-processing; and marketing and trade.



Agribusiness is emerging as a specialized branch of knowledge in the field of
management sciences.



Agribusiness can be defined as.. “science and practice of activities, with backward and
forward linkages, related to production, processing, marketing, trade, and distribution of
raw and processed food, feed and fibre, including supply of inputs and services for these
activities” (Acharya, 2007).

19.2 Major Drivers
To understand what the origins and causes to rural livelihood diversification in general and
moving from Agriculture to Agribusiness in particular, but also the likely direction of future
changes
1. Scarcity of Land and the Need to Improve Productivities
2. Markets, Urbanization and Increasing Commercialization of Agriculture
3. Need for Change in Scale and Reorganization of Production and Marketing
4. Economic Liberalization, Reducing Government Involvement, Income Growth, WTO
and Trade
5. Changing Food Consumption Pattern and Demand for Quality and Convenience
6. Development of the Rural Economy, Infrastructure, Rural-Urban Migration, and
Globalization
7. Information and Communication Technology Revolution
1. Scarcity of Land and the Need to Improve Productivities


Rise in population, as health care improves, coupled with the scarcity of cultivable land
and its fertility are major drivers for the development of large sections of agribusiness in
India.
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Intense focus on science and technology for increasing crop yields which has led to the
need for numerous modern inputs for increasing production. These include:
o Better genetics/ high yielding variety seeds
o Better plant nutrition through fertilisers
o Better water provision through water sourcing technology and management
o Better pest control through pesticides
o Farm power and machinery for better physical and time efficiency.

These developments have galvanised the growth of numerous agribusinesses/ agro-indust ies,
includes the seed industry, fertiliser industry, irrigation equipment industry, agro-chemical
industry, and farm machinery industry.
Growth of selected input agribusinesses – indicators

Pesticide Industry - This maybe due to their toxic nature, environmental concerns, the use of
more effective less bulky chemicals, and the adoption of resistant seed varieties such as with Bt
cotton.
2. Markets, Urbanisation and Increasing Commercialisation of Agriculture


The increasing use of externally purchased cash inputs and the growing off-farm food
demand due to urbanisation, & has led farmers to commercialisation, or producing for the
market.
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Agriculture is no longer practiced just for subsistence or own needs but substantially for
markets, profits and incomes.



The recent levels of marketable surplus in selected crops. It shows that even in the recent
years there is a rising trend in marketed surplus and for major staple crops it has risen to
high levels such as 81 per cent for rice and 73 per cent for wheat
Marketed surplus of selected crops



This growth in marketed surplus has led to substantial agribusinesses development - for
handling this huge marketed surplus: including procurement/purchase, transport, storage,
processing, and marketing, as well as providing services such as finance, information and
management.



Commercialisation has also led to diversification in the production, as farmers respond to
market signals, needs and prices, and seek profits. There is a shift to high value crops/
products such as fibers, spices, vegetables, fruits, flowers and livestock products. This
has stimulated the development of various agribusinesses which support and facilitate
their production, undertake processing, and do the special supply chain management,
marketing and trade arrangements they require.
Fig. India: Growing high value agriculture – Gross value of production
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Commercialisation and economic development also lead to increasing pressure on
farmers and agribusinesses to be more profitable and competitive.



This requires better management, decision-making, improving the efficiency of
resource use, and strong marketing.

This leads to and will continue to propel the development of numerous specialised agribusinesses
such as extension and advisory services, consulting and input services, marketing and trade
organisations, and those bringing the benefits of the latest information and communication
technology to agriculture and the rural economy.
3. Need for Change in Scale and Re-Organisation of Production and Marketing


With increase in competition within agril and to be remain in …..the need to be profitable
often lead to the need for having a larger or optimum scale in farming and related
operations, to be competitive and viable.



Mani and Gandhi (1994) found that despite legal and structural constraints, the rural sale
and lease market for land is quite active in agriculturally progressive areas such as
western Uttar Pradesh.



The need for scale and re-organisation also comes from the shortage of labour and rising
wages in the rural areas with economic development, given rising industrial labour
demand and migration to urban areas.

4. Economic Liberalisation, Reducing Government Involvement, Income Growth, WTO and
Trade


In the initial stages of development, the government often needs to play a major role in
investment, stimulation and guidance of the processes of development.
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Since 1991 in which numerous government controls and regulations were removed and a
relatively free hand was given to market forces and the business sector.



This has brought huge changes in the economy, and with the liberalisation, there has been
a quantum increase in national income growth rates from around 3 per cent to as high as
9 per cent per year.



As a result, encouragement to private sector involvement and created space and
opportunities in several spheres for agribusinesses to develop and fill the gaps. This can
be seen particularly in the seed industry, pesticide industry and agro-processing industry.
Growing agribusiness trade - Agricultural exports of India

5. Changing Food Consumption Patterns and Demand for Quality and Convenience


Rapid growth in the incomes of the people resulting from economic liberalization is
causing big changes in food consumption patterns of the population.



There is a shift away from staples such as cereals, and towards other foods such as
livestock products, vegetables, fruits and edible oils, (Gandhi and Zhou 2010).



Urban consumer expenditure on both livestock products and vegetables and fruits
has crossed that of cereals in the last decade. This has created a substantial need to
cater to these new demands.



This includes agribusinesses supporting these changes in agriculture production from the
input side – such as animal feeds, seeds and breeds, as well as those engaged in efficient
processing and marketing of these products to the consumers.

175



Apart from the change in the consumption mix, there is also a growing demand for
processed, branded and packed food of assured quality. Consumers are demanding
convenient, processed and ready-to-eat foods, and food services.



This is leading to numerous new opportunities for agribusiness development. Besides, as
incomes rise, there is a reduction in the consumer price sensitivity in food.

6. Development of the Rural Economy, Infrastructure, Rural-Urban Migration, and
Globalisation


The commercialisation of agriculture and economic liberalisation and growth has also
resulting in a substantial increase in the rural incomes. This is leading to a huge
expansion in rural demand and participation of rural consumers as buyers in the market.



Thus, the rural areas are turning not only into large producer bases but also large
consumer bases. These changes are also giving significant opportunities to agribusinesses
and other businesses in food, agriculture, consumer and industrial goods.



Economic liberalisation also greatly accelerates the migration of people from rural to
urban areas.

7. Information and Communication Technology Revolution


One of the major problems in doing business with agriculture is the distance and
remoteness of the rural areas and the farmers which they need to reach.



This makes it difficult for businesses to connect and communicate with producers (and
customers) and transact business, transaction costs high.



With the advent of the new ICT, includes radio, television, computers, telephones,
internet and mobile phones. It has now become far easier to connect with and reach
communications to even remote rural areas and millions of farmers. Eg. AMUL - call
centre.

19.3 Challenges - to growth and development of Agri-Business in India


CII-McKinsey (1997) has indicated that there is tremendous scope and potential for
development of food processing and agro-industry agribusiness in India.
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Ways of harnessing the potential of agribusiness in India


Modernization of existing agri-infrastructure and creation of new capacities for handling
and storage of agricultural produce



Risk mitigation of agriculture through insurance



High cost of credit delivery to the agriculture sector and absence of linkages



Incentivizing commercial banks to increase credit flow to agriculture sector as well as
rural India



Small and marginal farmer is always distressed on the viability of his project – Promote
SHGs, Cooperatives, FPCs, etc



Food processing sector and Export competitiveness
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Chapter 20: Role of Collectives in Sustainable Livelihood Development
20.1 Ways & Means for Improving Livelihoods of Farmers
Normally, a livelihood is known by any set of economic activities through which a household
meets its basic needs and earns some cash income. When carried out on a repetitive basis, these
tend to become a “way of life”. The vast majority of people make a living through selfemployment or wage-employment in the informal sector. In broader way, the livelihood
comprises of people, their capabilities and means of living including food, income and assets.
The tangible assets are income and stores, while the intangible assets are claims and access. The
livelihoods should be sustainable environmentally and socially. The livelihood of farmers in
India largely depends on agriculture and allied agricultural activities and the agriculture depends
on land, water, Agri-inputs, credit, market, Govt policies and knowledge base.
Presently, with about 40% of the population living in poverty, livelihood security for the
rural poor farmers continues to be a cause of concern in India. As a majority of the rural
population is dependent on agriculture for their livelihood, increasing agricultural production
through active involvement of the poor and weaker sections of the society is the most appropriate
solution.
Small and fragmented land holdings, heavy soil erosion resulting in depletion of soil
productivity, inefficient use of water resources, out-dated agricultural production technologies,
un-availability of agricultural credit and lack of infrastructure for post-harvest management and
marketing of agricultural produce, are responsible for lower yield and income. Livestock is
another source of income for small farmers. However, over 75% of the animals are
uneconomical due to severe genetic erosion, inadequate feeding and health care. With lower crop
and livestock productivity, the employment opportunities in the farming and other related sectors
are reduced further, leading to reduction in farm wages, seasonal employment, malnutrition and
migration.
Water is a critical input for food production and better quality of life. Neglect of water
resources will not only affect the agricultural production and employment opportunities, but also
affect the supply of clean potable water. Scarcity of water leads to unemployment, ill-health and
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hardship for women. This vicious cycle can be broken through improvement in agricultural
production.
It is necessary to address the above challenges, particularly to improve the productivity
crop yields of low productive non-irrigated areas, owned by small and marginal farmers, which
in turn can improve the purchasing power of the poor. This calls for a value chain development
approach, where small farmers are supported for backward and forward integration to improve
production and add value to the produce. There are many initiatives across the country where
small and marginal farmers and tribal families, have excelled in food production in spite of small
holdings, poor quality soils, limited resources and poor access to modern technologies, when
they were assisted for establishing backward and forward linkages.
20.2 Why Cooperatives in Livelihood Enhancement
Beside the Public and Private sectors, Cooperative being the third economic sector of the country
has the important responsibility for improving rural livelihoods by playing major role in
improving the agriculture sector as majority of the population depends on it for their livelihood
particularly in rural area.
Since its introduction, the cooperative movement in India has been considered more as a product
of Government Policy rather than a people’s movement. Nevertheless 100% villages and 75% of
the rural population in India are serviced by the cooperatives today. It is estimated that there are
5.45 lakh cooperatives functioning with 2.36 crore members and a working capital of Rs. 34,000
crores, who have made significant contribution to the development of institutional infrastructure,
formation of private capital, distribution of agricultural inputs, and processing and marketing of
the produce, which are the key components of value chain development.
Cooperatives have also been active in the areas of land development, water resources
management, farm machinery services, power distribution, labour supply and many other
sectors. Cooperative organisations had several advantages such as easy access to financial and
administrative support for developing critical infrastructure and services required to boost
agricultural production and to replicate on a wider scale.
Nobody can repudiate the efforts put by some of the cooperatives like Indian Farmers Fertiliser
Cooperative Ltd (IFFCO) and Krishak Bharti Cooperative Ltd (KRIBHCO) in fertiliser Sector,
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AMUL in dairy sector and Indian Farm Forestry Development Cooperative Ltd (IFFDC) in
forestry and environment sectors in the country towards improving rural livelihood.
20.3 Co-operatives as an Instrument of Rural Development in the New Era
In the wake of privatization and deregulation that characterize India‘s New Economic Policy
(NEP) and in view of opening up of India‘s markets to competition from foreign firms under the
new world trade regime ushered in by the World Trade Organization (WTO), co-operatives will
no longer have the protection, support, and patronage of government. They will have to defend
for themselves and compete with private firms—both Indian and foreign—for their survival and
growth. In our opinion, it is only co-operatives that can protect the poor producer and poor
consumer from the adverse effects of free world trade and serve as the safety net for them. The
economic reforms have so far bypassed the rural sector; it is only the industrial sector and
banking sector that have been liberated from the shackles of unnecessary government rules and
regulations/controls. The rural sector still continues to be stifled by several restrictions such as
ban of inter-state movement of foodgrains, fixation by the government authorities of consumer
price of milk sold by co-operatives dairies in cities, restrictions on adoption of modern
technologies by sugar factories, and ban on export of gur (jaggery) from producing states to
consuming states within the country for months during the gur manufacturing season.
With nearly one-third of India‘s rural population living below the poverty line and with most of
the rural producers being small scale unorganized operators having virtually no bargaining
power, it is unlikely that the free market model of development will help them. Most of the rural
people are simply outside the domain of ―markets‖. So how can the new policy of open and
competitive markets help them? For example, freedom of entry in dairy industry by both Indian
and foreign firms is neither economically sound nor socially desirable. Economically, it is
imprudent to invest scarce capital in dairy plants and machinery when the capacity already
created in the co-operative sector is under-utilized. In the short run, the quantity of milk supplied
to new dairies established in the milk shed of a co-operative dairy comes out of the total quantity
that is supplied to the co-operative dairy and thus represents a transfer and not any addition to the
quantity of milk that is already produced and processed. Hence, no contribution of private dairies
to dairy development. With the total quantum of milk processed by both co-operative and private
dairies remaining almost unchanged, any increase in investment in milk processing plants by
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private dairies would lead to inefficiency in the use of capital from the society‘s point of view.
Thus a ‗free for all‘ policy in these matters will certainly result in over-capitalization of the dairy
industry and both the co-operative dairies and private dairies will suffer from higher fixed costs
and lower margins and neither producers nor consumers will be benefited from this policy in the
long run. Many dairy rich developed countries in Western Europe such as France, Denmark,
Sweden and the Netherlands have realized the futility of unfettered competition in dairy
processing and consequently have decided to enlarge the scale of processing operations through
margins and acquisition so as to control the major segment of the processing industry. It would
be an unwise decision of the Indian government to pursue a ―free for all policy‖ in such a
situation. On the contrary, it is quite likely that if the cooperative dairies become financially nonviable and have to close down, private dairies would exploit both the producer and the consumer
as they used to do before cooperativisation. The surplus generated from the business would be
siphoned out of the rural sector and/or India rather than ploughed back for dairy/rural
development as is done by dairy co-operatives. Furthermore, distribution of surplus generated
from processing and marketing of milk would be less uniform or more skewed when private
dairies do these functions. Thus, promotion of private dairies as a policy measure is neither
economically efficient nor socially equitable.
Socially also, privatization is likely to have adverse impact on the weaker sections of milk
producing populations in terms of reduced employment opportunities, higher costs of inputs and
animal health care and breeding services and reduced or no access at all to nation‘s political
system. The poor milk consumers would also be marginalized and priced out of milk markets
and milk production would gradually become a pursuit of the rural rich.
Politically, privatization will prove to be disastrous for the political parties in power at the centre
and state levels. If 10 million households (or 50 million people who are members of dairy cooperative) unite and lobby against this policy, no government can afford to ignore their demand
unless the party in power deliberately chooses to commit a political suicide. Milk being a
politically sensitive commodity, no government can afford to deny supply of adequate and good
quality milk at reasonable price to city/urban consumers. With private dairies ruling the roast and
with the soft state that we have, there is no way the government can ensure this. Private dairies
have no sense of social obligations. There are umpteen examples of private dairies and
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multinational corporations supplying unsafe and unhygienic milk and milk products and evading
payment of taxes and duties. So in view of all this, it seems to us that it is only producers‘ cooperatives or companies owned and controlled by their members and managed professionally
that would promote their socio-economic development in the new era.
All in all, there is enough evidence that the ethical, ideological, social, political, and economic
bases of co-operatives will enable them not only to survive but also successfully compete with
other forms of organisations in the new era (Rajagopalan, 1996). New forms of co-operation
such as Self Help Groups and Producers’ Companies and co-operatives in new sectors like
rubber and coffee plantations, and health care (e.g. co-operative hospitals in Kerala) will
hopefully be more robust, vibrant and autonomous than the conventional co-operatives.
20.4 Critical Issues and Strategies for Resolution
In recent years, particularly after the launching of the New Economic Policy (NEP) in August
1991, several structural and operational reforms have been introduced in India‘s economy.
Similarly, at the international level, new rules of game are being put in place by several
international financial and development organizations, especially the World Bank, the
International Monetary Fund, and the World Trade Organization. These changes in the national
and international economic environment pose several challenges for co-operatives and
necessitate a re-examination of their role and prospects in the new era. The Government of India
has not yet formulated any definite national policy on co-operatives and hence the role of cooperatives in the new regime is ambiguous. Some of the emerging challenges/issues before the
co-operatives are:
(a) How to enable the weak co-operatives to attain and retain financial viability?
(b) How to professionalize their management so that they could meet the unfettered and
increasing competition from the private enterprises?
(c) How to liberate them from unnecessary government controls;
(d) How to create a congenial legal environment and ensure a level playing field for
cooperatives?
(e) How should co-operatives be re-engineered to enable them to cope with the
challenges that they are facing and are likely to face in the new era?
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More specifically, the following issues emerge from a review of the literature available and from
the analysis of the experience of various types of cooperatives presented in the preceding section
of this paper. Strategies for resolving these issues are 

Poor Performance and Loss of Financial Viability



Lack of Professionalism in Management



Excessive Government Control and Political Interference



Lack of Good Leadership



Loss of Focus on the Prime Objective and Growing Alienation of Members



Poor Board-Management Relations



Lack of Performance-based Reward Systems and Poor Work Environment

20.5 Conclusion
Rural development is affected by a multitude of factors including institutions and organizations.
Co-operatives as a form of organization are widely prevalent in both developed and developing
countries of the world. They are considered an important instrument of rural development in
developing countries including India. Since their birth in 1904, co-operatives in India have
treaded a long and arduous path. Now, they occupy an important place in India‘s rural economy
in terms of their membership, business turn over, and contribution to the socio-economic welfare
of their members., and hence rural development. They have performed well in some sectors in
some places and badly in many other places. But the fact remains that most of them have
survived, albeit with a rather heavy dose of oxygen in many cases, for over 90 years and there is
no reason for anyone to believe that they will all die in the near future.
Despite their overwhelming importance in India‘s rural economy, most of the co-operatives are,
however, not financially viable due to a variety of reasons and suffer from many other internal
and external constraints. The major constraints include lack of professionalism in management;
lack of good leadership; archaic co-operative law and excessive government control; small size
of business and hence inability to afford the services of professional managers; and internal work
culture and environment not congenial to professionalization of management. Co-operatives
could have a bright future in India in the new era if they are transformed into member-owned
autonomous organizations governed by the elected representatives of their members, managed
professionally and liberated from unnecessary government controls.
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