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EXECUTIVE SUMMARY

Introduction and Context of the Study: The Current study has been commissioned under the
project “Regional Training Facility for Scaling up Pro-Poor Value Chains”, a collaborative
project of IFAD and HELVETAS. It is a part of the Multi country study aimed at identifying
policy/constraints/bottlenecks and opportunities for Value Chain Development (VCD) initiatives.
The countries included in the project are Bangladesh, China, India, Indonesia, Laos, Myanmar
and Vietnam. In this study we focus on the findings from India.

The findings will serve as a basis for initiating policy dialogue for VCD. The context of policy
assessment in this study is limited to the North East and Hilly areas because of the immense
challenges to VCD in these regions. The focus of the evaluation is limited to the downstream
part of the value chain including post-harvest management, marketing and processing. It has
been argued in this respect that traditionally the focus of all the government schemes,
development and project activities has been on production activities only whereas the
downstream part has largely been neglected. It is widely recognized that to improve farmers’
income, there is need to look beyond the production level. The findings will serve as a basis for
initiating policy dialogue for VCD in NE and HS.

Objectives and Approach for the Study: The main objectives of the study include: i) review
of past and ongoing policy initiatives related to VCD; ii) analyze the policy constraints/
bottlenecks and opportunities for the implementation and out/up-scaling of VC initiatives; iii)
initiate a policy dialogue among key stakeholders based on the findings through organizing a
workshop; and; iv) prepare a comprehensive report including study findings and
recommendations as input for a national forum with policy makers/ government staff, related
stakeholders and donors. In consonance to the stated objectives, the two broad research
guestions that set the framework for the study are: i) the situational assessment for agricultural
VCD in terms of the agricultural scenario, the level of basic and agricultural infrastructure; and
ii) the policy environment related to downstream part of the value chain in North East and
Himalayan States of India.

The findings of the study are based on both primary and secondary sources. The secondary
sources comprised of the literature review and collection of data on various aspects related to the
present environment for VCD. The primary sources include Key Informant Interviews (Klls) and
field visits to the two IFAD funded project sites in Uttarakhand and Meghalaya namely,
Integrated Livelihood Support Project (ILSP) and Livelihood and Access to Market Projects
(LAMP), respectively. Further, the participants of the round table organized to share the findings
of the study contributed strongly in suggesting the way forward.

The study has been organized broadly under four sections. The first section lays out the
introduction and context of the study. The second section mentions the objectives and approach
of the study. The third section discusses the main findings of the report which has been further
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divided into two parts. The first part presents an overview of the current environment for
agricultural value chains in NE and HS of India. The second part lays out an analysis of the
present policy environment for VCD through the downstream part of the value chain including
the aggregation level, the marketing level; the processing level; and some cross-cutting issues
which play crucial role throughout the value chain. The discussion on key challenges and way
forward as discussed during the ‘Round Table Discussion’ has been presented in the last section
of the report. Some of the successful case studies related to VCD forms the Annex | of the report
while the Annex II consists of the participants’ list of the Roundtable.

Situational Assessment for Agricultural VCD in NER and Himalayan States: The present
agricultural situation in NE and HS is characterized by lower share of agriculture in SGDP with
higher share of workforce employed in the sector as compared with all India average which
poses serious implications on farmers’ income. For the three HS, there is a dominance of small
and marginal land holdings whereas in case of NER, extreme variation is present among the
states. For instance, the average size of landholdings in Tripura is 0.49 Ha against 6.03 Ha in
Nagaland. The small land holding with mountainous terrain further lowers the productivity. The
level of irrigation is abysmally low in the region i.e. only 25% on an average (excluding
Uttarakhand and Jammu and Kashmir) as compared to all India average of 46%. Particularly in
case of Uttarakhand, there exists a huge difference between plain and hill districts i.e. there is
only 10.52% of irrigation coverage in hill areas against 81% in plain districts. Minimal usage of
chemical fertilizer is one of the significant characteristics of hill agriculture. Average fertilizer
consumption per hectare in NE and HS is 65 kg (except Uttarakhand and Assam) as compared to
all India average of 128 kg. The low level of chemical usage makes the hill produce by default
organic and enhances the sustainability of land fertility but on the other hand, it also raises the
cost of production, lowers the productivity and makes the hill produce uncompetitive in regular
market. A combination of the above factors contributes to low average agricultural productivity
for NE and HS i.e. 7.59 MT/Ha for horticulture crops and 1.91 MT/Ha for food grains against
11.69 MT/Ha and 2.04 MT/Ha all India average respectively. The low agricultural productivity
leads to low marketable surplus.

The situation of basic infrastructure in NE and HS is characterized by lack of all-weather roads
making it a challenge for farmers to transport their produce, especially in case of perishable
products and bulk produce. About 58% of the villages in the NER are not connected with proper
road links. However, as measured in terms of road density, the figures vary among the states.
Moreover, the implementation of SARDP-NE has given a boost to construction and up gradation
of road network. The rail network in NE and HS accounts for only 2% of the national coverage
at present. However, in NER, the work is in progress to connect all state capitals with Broad
gauge track. Considering the subject of electricity generation, the NER accounts for the highest
percentage of power deficit i.e. 2.38% as compared with all India average of 0.7%. Also, there is
huge amount of transmission and distribution losses i.e. more than 40% in case of J&K,
Arunachal Pradesh, Mizoram and Manipur. The existing situation of basic infrastructure has
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severe implications for financial viability of processing units and poses a severe constraint in
attracting private investment in the region.

The situation of agricultural infrastructure in high altitude areas is characterized by low level of
APMC markets coverage. For instance, in Uttarakhand out of 25 APMC markets, 22 are present
in four plain districts. In Meghalaya, only two of the 19 APMC mandis are operational. With
respect to the cold chain infrastructure, the focus has been on building cold storages nation-wide
neglecting the other logistics support like integrated pack houses, reefer transport and ripening
units. Given the remote location and hilly topography, the NER lacks on both aspects — cold
stores as well as supporting infrastructure.

The number of food processing units is abysmally low in NER i.e. only 149 (excluding Assam)
against huge all India number of 37,445. Further, the viability of schemes like Mega Food Park
has been questioned with respect to the hilly areas as it requires 50 acres of contagious land. All
the above-mentioned factors signify the minimal level of investment in agricultural infrastructure
of hill areas. The factors related to transportation challenges, inadequate post-harvest
infrastructure and management, lack of adequate marketing and processing facilities lead to the
significantly higher amount of post-harvest losses in NE and HS as compared to other states in
India. Evidently, the losses are four times higher for papaya and twice for that of cauliflower and
Arecanut for example.

The situation of rural finance for NE and HS is characterized by poor efficiency of SCBs implied
through lower Credit Deposit (CD) Ratio i.e. 40 against 72.4 for all India average. In case of
RRBs as well, the CD ratio is lower for all NE and HS than the all India average. However, as
compared to the situation of SCBs, the performance of RRB is better in these states except for
Arunachal Pradesh and Nagaland where the ratio is below 25. With respect to PACs, the
situation is critical for some of the NE states like Manipur and Meghalaya where more than 70%
of the present societies are operating in loss. For Arunachal Pradesh and Assam, the respective
figure is more than 50%. Further, the credit linkages through SHG microfinance institution
accounted to be less than 10% for all NE and HS against 22.13% all India average. In
consonance to the mentioned parameters, the percentage coverage of estimated number of
operational land holdings for NE and HS is meagerly low i.e. only 5% (excluding Uttarakhand
and Himachal Pradesh) against 34.48% all India average. Also, with respect to MSME financing,
the NER accounts for only 1.5% of the total credit flow in India.

Policy Environment for Agricultural VCD in NER and Himalayan States: At the post-
production level, the scattered land holdings and small volumes of produce coupled with
negligible value addition at farm level makes aggregation of the produce a major challenge in
hilly regions and thus, highly uneconomical for traders/buyers. In this respect, the
institutionalization of farmers’ groups through Cooperative Societies Act (1912)/ Farmer
Producer Companies Act (2002) and land consolidation are considered as two of the policy
initiatives available to address the issue. The system of cooperatives in India has historically
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been the mechanism of organizing farmers’ groups. However, there exist certain policy
constraints that limit their effective application. Key challenges include: registering as
cooperatives; different regulations in different states; the often target driven formation of
cooperatives misses the ‘spirit of cooperation’ and they function almost as a parastatal that limits
the role of farmers in decision-making. The Uttaranchal Self-Reliant Cooperative Act, 2003
proved to be an enabling instrument in this regard and led to birth of numerous SRCs in the state.
However, the growth seems to be directionless given the issues related to lack of balance
between independence, interference and nurturing.

The Farmer Producer Companies (FPCs) under the Companies Act provide same legal status
throughout the country and enable farmers to function as cooperatives. However, there are
challenges on the other side in the functioning of FPCs. They are largely limited to progressive
farmers. It is a challenge for small and marginal farmers to register given the minimum paid up
capital requirement of rupees five lakhs. Also, the tax compliance for FPCs was similar to
corporate entities initially. On account of a recent policy initiative meant to encourage FPCs,
under Budget 2018, Government of India has facilitated tax exemption on profits granted to the
FPCs with turnover up to INR 100 crores. The Land Consolidation was initiated in India since
1970s but the success was limited to few states. On account of recent initiative, the Government
of Uttarakhand has passed UHCHLRA, 2016 through providing administrative support to
voluntary consolidation of holdings in order to mitigate the problem of hill farming. The
provisions are going to be applicable for 11 hill districts of the state. Conceptually, the act holds
relevance to VCD through consolidation of land; increased scale of production and subsequently
the aggregation of produce. However, the rules for implementation of the act are yet to be
framed. Besides, the response of the farmers is not yet known.

At the marketing level, the identified issue is of the limited functioning of regulated markets
which refers to the scant coverage of APMC regulated markets in hill districts, resulting in
dominance of local markets. The implication of the current situation is limited information for
investing in processing in terms of quantity and price of the arrivals and difficult to implement
the schemes like e-NAM. However, at the same time, the significance of local markets cannot be
overlooked. With respect to the proposed reforms under the APMC Model Act, 2003, except
Himachal Pradesh, the other states even if have adopted the provisions have not notified the
same due to which the provisions have not been implemented.

At the processing level, the major issue that pertains is of very low investments in agro-
processing in the NE and HS. The policy constraint identified here includes restrictive
regulations related to land lease/ownership by private players. Given the comparative advantage
of NER in terms of natural resource endowments for the production of an entire range of agro-
products, the Ministry of MSME, Government of India approved the guidelines for the scheme
‘Promotion of MSMEs in NER and Sikkim’ to nurture the spirit of entrepreneurship amongst
youth for accelerated growth in the region in August 2016. Very recently, the budget 2018-19
has put major thrust to the development of MSME in order to boost employment and economic
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growth. Further, the new NEIPP is being drafted by Department of Industrial Policy and
Promotion (DIPP) in collaboration with NITI Aayog with the focus on incentivizing
environmentally sustainable industries like agro processing, horticulture, floriculture and
plantation crops and thrust on promotion of small and medium scale industries.

Given the nature of hill produce, i.e. organic by default and lower productivity, it becomes
uncompetitive in the regular market whereas, these features make it ideal for niche markets.
However, in order to be able to compete in these markets with other branded products, it is
important to signal the quality. In this regard, there is a presence of certain policy measures like
Food Safety and Standard Authority of India (FSSAI) license and Geographical Indicator (GI)
tag. However, the lack of organized farmers’ group has been identified as policy constraint in
availing the benefit of these quality norms.

Value chain financing is a key cross-cutting issue. Though there have been several measures to
augment the flow of institutional credit to farmers in terms of farm credit packages, interest
subvention schemes, collateral free loans and relaxed NPA norms for MSME; the reach of these
measures remain limited in case of NE and HS considering the present situation of credit
linkages. Further, the land ownership patterns and restrictive tenancy laws are identified as
critical constraints for land leasing at the farmer/processor level. In compliance to the restrictive
tenancy laws, there are very low percentages of leased-in area to the total operated area of
households. The scenario proves to be detrimental to the interest of both tenant and landowners
while poses difficulty in conversion of agricultural land for non-agricultural purpose. In this
respect, the introduction of Model Agricultural Land Leasing Act, 2016 has been viewed as an
important reform in the direction. It allows leasing of agricultural land for activities like
plantation crops, animal husbandry & dairy, poultry farming, stockbreeding, fishery,
agroforestry, agro processing, etc. along with crop cultivation. The next crosscutting issue relates
to the policies declaring the state/districts as organic. On positive side, it helps in improving
demand of hill produce but at the same time, lack of adequate extension support to farmers to
facilitate the change proves to be a major challenge. Lastly, the value chain extension at the post-
production and marketing level has been identified as an important component in doubling
farmers’ income.

Key Challenges and Way Forward: The discussion pointers put forward for Round Table
based on the key challenges identified included: First, the policy measures required to improve
farmers’ access to financial services and to build vibrant producers’ organization; second, the
best way to approach the issue of aggregation of produce and providing the market access to
farmers; third, the enabling policy initiatives required to attract private investment in NE and
HS; and fourth, the initiatives taken by MoDoNER, Ministry of MSME and IFAD funded
projects for VCD in the region.

With respect to ensuring smooth flow of finance to FPOs, the proposal with a well laid-out
business plan and a pre-identified buyer is more likely to be financed than the one with no idea
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of targeted market. Related to the working capital requirements of FPOs and aggregators,
suggestions were made to use innovative financing structures from the available pool of funds to
address the issue of liquidity like credit-guarantee schemes and cash flow based financing. A
need was identified to mitigate the risk of lending agency to enhance the credit flow. Reduction
in the current level of high interest rates would unveil huge potential in MFI source of financing.
In context to the farmers’ cooperatives, it was pointed out that the layers of market
intermediaries should be reduced. Improving market linkages came out to be another prerequisite
for a successful producer group/cooperative.

For aggregation of produce, the need to increase the productivity was prioritized while ensuring
the farmers of his/her stake ownership in the whole process and the expected benefits was
considered important to motivate him/her to go for aggregation of produce. The discussions
underscored the paramount importance of developing market linkages and knowledge of market
dimensions. Access to the retail market in the metro cities was identified as an opportunity for
producers in NE and HS. The recommendation was that the large buyers may provide floor space
to the FPOs at subsidized rates for display of farmers’ retail products which may be considered
as part of their CSR portfolio by the Government and IT department. Given the high logistic cost
of transporting produce from NE, it was considered viable to identify local markets and/or
regional export markets. With respect to the marketing of organic produce, the need was
identified to develop linkages to the distant markets or set up an organic mandi within the state.
A need was also emphasized to develop ‘Premium Spot markets’ as forward linkages to the
model of infrastructure investment.

For attracting private investment, the experts emphasized that any proposed solution or a
business model should be based on market demand while farmers should come up with
commercial farming even if at a smaller scale. Further, it is important to promote mini or
medium food parks in hilly areas instead of mega ones. A need was emphasized for awareness
generation among state departments regarding notifications and mandates of the government
related to the sourcing of services like consultancy or product sourcing.

The initiatives taken by MoDoNER includes the concessional funding pattern for the
dispensations of NE; MoDoNER is open to review the schemes and projects taken up by
ministries meant for vulnerable sections; a connectivity corridor is emerging in the region
expanding the rail network; NEC has now mandate to look into inter-ministerial issues and; the
North East Industrial Development Scheme aims to attract private investment and to promote the
local first generation entrepreneurs. On policy front, NITI Aayog established the NITI forum for
the North East, which will look into the critical challenges in the NER and recommend
interventions through civil society organizations, private players, etc. The Ministry of MSME
has recently developed four divisions namely, Micro Enterprise Division, SME manufacturing,
SME services and Social Enterprise Division. Through this initiative, MSME visualizes a role
for social science experts in order to facilitate business. Another initiative has been taken called
‘Udyam Sakhi Portal’ to support women entrepreneurship. The ILSP project in Uttarakhand has
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made provisions Livelihood Collectives and Federations of SHGs to set up collection centers in
each cluster which will also act as retail centers facilitating shorter value chains. Under Megha-
LAMP, recognition has been given to the existing rural markets and steps in the required
direction are being planned.
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1. INTRODUCTION AND CONTEXT OF THE STUDY

The development of agricultural value chains has widely been considered as a suitable approach
to induce economic growth in rural areas, addressing food supply shortages and enhancing rural
livelihoods. Value Chain Development (VCD) leads to improved value realization of agricultural
produce largely by cost optimization; improved productivity; value addition; improved price
realization through market linkages and improved quality standard. Recognizing the significance
of the same, the Government agencies have been investing in VCD. In order to support these
initiatives of the government, national and multi-lateral agencies like IFAD and World Bank
have also been actively contributing. However, it is to emphasize here that conducive policy
environment is a prerequisite for the success of these initiatives.

The Value Chain Building Network Program is collaboration between IFAD and HELVATAS
on inclusive VCD. The countries covered are India, Indonesia, China, Myanmar, Bangladesh,
Vietnam and Laos. Recognizing the significance of an enabling policy environment, a multi —
country study was proposed aimed to identify the policy constraints/ bottlenecks and
opportunities for VCD initiatives. Being part of this analysis, the present report represents the
findings from India. The analytical framework will provide a key input for action plan on VCD
related policies in IFAD supported portfolio in India.

In India, there have been a number of enabling measures taken on part of government in last five
years to promote VCD including promoting the Farmer Producer Organizations; the proposed
reforms in the APMC Act; e-NAM, SAMPADA scheme; promotion to agro-based industries and
financial inclusion schemes on enterprise development, etc. However, even in an environment of
growing investment in VCD, hill areas of the country remain largely excluded which calls for
special attention. Also, despite numerous measures taken, several policy constraints remain.

Given the background, the context of policy assessment in this study is limited to the North East
Region and Hilly areas given high potential for varied horticulture crops but significant
challenges in tapping the same due to small and scattered landholdings, remote location, poor
connectivity, low agricultural productivity which ultimately leads to low marketable surplus.
Further, the investments in agro-processing have been highly limited. It is also to note that the
findings will also act as input to ongoing IFAD VCD projects - in Uttarakhand, Mizoram,
Meghalaya and Nagaland. Further, the focus of the evaluation will be limited to the downstream
part of the value chain including post-harvest management; marketing and processing. It has
been argued in this respect that traditionally the focus of all the government schemes,
development and project activities has been on production activities only whereas the
downstream part has largely been neglected. Thus, it is important to note here that to improve
farmers’ income, there is need to look beyond the production level. Support to post- harvest
activities and development of market linkages is critical to doubling farmers’ income. Moreover,
IFAD portfolio has also been shifted from high focus on production & productivity towards
developing successful models of farmers’ access to markets.
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Particularly, with respect to the hilly areas, agriculture is characterized by low volumes of
production but high value crops and thus ideal for niche markets. However, the potential remains
untapped due to limited markets, leading to lower demand and depressed prices. It contributes in
demotivating the farmers to go for surplus production and this vicious circle of low income
continues. Thus, for the given scenario, VCD can act as key to improved incomes through
targeting national/global markets which would lead to improved prices and enhanced incomes
which in turn will act as motivation towards improving production, productivity and quality.
There exist certain instances of successful value chain development resulted from enabling
policy environment and effective intervention and collaboration of multilateral agencies,
government and NGOs. The case studies have been discussed in detail in Annex I. In the context
of this background, the objectives and approach of the study have been discussed in the next
section.
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2. OBJECTIVES AND APPROACH FOR THE STUDY

The present section mentions the objectives of the study, the methodological framework,
limitations of the study and the organization of the study.

2.1 Objectives of the Study

1. Carry out a review on past and ongoing policy initiatives related to VCD and conduct
actor-mapping to identify the key actors and stakeholders who play an important role in
the pro-poor value chain development promotion;

2. Conduct analysis of policy constraints/ bottlenecks and opportunities for the
implementation and out/up-scaling of VC initiatives, particularly relevant to the
identified IFAD projects and work out recommendations to address the issues.

3. Organize a workshop with the stakeholders identified above to discuss the study findings.

4. Prepare a comprehensive report including study findings and recommendations as input
for a national forum with policy makers/ government staff, related stakeholders and
donors;

5. Propose a follow-up action plan for policy dialogue.
In accordance to the objectives, the methodology for the study is described below
2.2 Methodology of the Study

The notion of ‘Agricultural Value Chain Development’ refers to a sequence of value adding
activities across the stages of production, processing and marketing (FICCI, 2013). It facilitates
an effective mechanism for backward and forward linkages by providing a common platform to
all the stakeholders involved in the production system. These linkages in turn lead to better price
realization and profitability for producers (BAIF, 2010). The definition sets the conceptual
framework for the study. In this respect, the focus of policy analysis as mentioned is the
downstream part of the value chain comprising of post- harvest management, marketing and
processing level, whereby the area of study is limited to the North Eastern and Himalayan States
of India.

Two key research questions that set the framework for the study include i) situational
assessment for agricultural VCD in terms of basic and agricultural infrastructural development;
and ii) the policy environment related to downstream part of the value chain in the North Eastern
and Himalayan region of the India.

The findings of the study are based on both primary and secondary sources. The secondary
sources comprised of the literature review and collection of data on various aspects related to the
present environment for VCD. The primary sources include Key Informant Interviews (KIIs) and
field visits to two IFAD funded project sites in Uttarakhand and Meghalaya. The study was
carried out during the months of October 2017 to March 2018.
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The study was initiated with a detailed review of literature comprising of various secondary
sources aimed to analyze the policy issues/initiative and the policy gaps. It includes Website of
Ministry of Food Processing Industries (MoFPI) and Ministry of Development of North East
Region (DoNER); studies by Government Institutions like NITI Aayog and Small Farmers’
Agribusiness Consortium (SFAC); DFI Committee report Volume I; Annual reports of Ministry
of Agriculture and Farmers’ Welfare; an assessment study of Cold Chain infrastructure by
National Center for Cold Chain Development (NCCD), Annual reports and Impact Evaluation
Study of various government schemes like Horticulture Mission for North East and Himalayan
region (HMNEH), Mission for Integrated Development of Horticulture (MIDH), Mega Food
Park and Mission Organic for North East, NABARD State Focus Papers, 2016-17, Parliament
Questions, articles of Press Information Bureau along with review of journals on Hill agriculture
and policy initiatives of government for North East Region and Himalayan states

For the case studies of successful VCD initiatives, the referred secondary sources include the
reports by different multilateral agencies, NGOs and research Institutions like World Bank,
ICIMOD, ACCESS Development Services, etc.

For data collection, the major sources referred include Handbook of Statistics on Indian States,
2017 (RBI); Handbook on State Statistics, NITI Aayog; Agriculture Census, 2010-11; Input
Survey (2011-12); National Horticulture Board and Statistical Year Book, 2017.

The information received through Key Informant Interviews (KIIs) deals with the overall
objectives of the study and contributed majorly for the section of policy analysis. The Key
Informants contacted for the purpose are associated with different institutions like Assam
Agribusiness and Rural Transformation Project (APART), Department of Agriculture,
Meghalaya, North Eastern Regional Agricultural Marketing Corporation (NERAMAC),
ASSOCHAM, CII (North East), ICCO Innovative Change Collaborative and Integrated
Mountain Initiative (IMI), etc.

For primary sources, the field visits were made to the project sites of Livelihoods and Access
to Markets Project (LAMP) in Meghalaya and Integrated Livelihood Support Project
(ILSP) in Uttarakhand. Table 1 and 2 provide details to the methods of data collection.

Table 1: Details of the field visit to LAMP, Meghalaya

Individual OSD- Marketing (Officer on Special Duty- Marketing)
Discussions

Different District Project Managers from North Garo Hills, Ri Bhoi, East Khasi
Hills, West Khasi Hills, and West Jantia Hills

Open discussion | At block office Kharkhutta block with lead farmers, NGOs and Business
volunteers

Focused Group | Banana Growers’ Association at Kharkhutta block zonal office
Discussions

Farmers’ Producers’ Group at Districts of Ri- Bhoi and West Jantia Hills.
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Table 2: Details of the field visit to ILSP, Uttarakhand

Discussions Project Management Representatives of ILSP

Representative of Himalayan Action Research Centre (HARC) — technical
partners for ILSP

Project management team for District Chamba

Focused Group | Team members of Appropriate Technology India (ATI)
Discussions

Group Members of ‘Utsah Swaysat Sahkarita’

Group Members of ‘Sursingh Devta Sahkarita’.

Based on the study findings, certain key challenges were identified and in order to suggest a way
forward, these were presented for discussion to the key stakeholders at the ‘Round Table
Discussion’ organized for the purpose. The list of the participants at the discussion has been
shared in the Annex Il of the report for reference.

2.3 Limitations of the Study

Given time and resource constraints, it is not an exhaustive study. Nevertheless, it manages to
capture the main policy issues in agricultural value chain development in North East and
Himalayan States of India.

2.4 Organization of the Study

The study has been divided broadly under four sections. The first section lays out the
introduction and context of the study. The second section mentions the objectives and approach
of the study. The third section discusses the main findings of the report which been further
divided into two parts. The first part presents an overview of the current environment for
agricultural value chains in North East and Himalayan States of India. The four subheads
considered for analysis are, the present agricultural situation; the situation of basic infrastructure;
the situation of agricultural infrastructure; and the situation of rural finance. Given this
background, the second part lays out an analysis of the present policy environment for VCD
through the downstream part of the value chain including the aggregation level, at the marketing
level and the processing level. This discussion will be followed with some cross- cutting issues
as well, which play a crucial role throughout value chain. The findings from the field and the
Key Informant Interviews (KIIs) form an integral part of the discussion. The discussion on key
challenges and way forward has been presented in the last section of the report. The case studies
related to successful VCD initiatives have been presented in the Annex I. The Annex Il of the
report presents the participants’ list of the ‘Round Table Discussion’ organized on the topic.
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3. FINDINGS OF THE STUDY

The findings of the study have been presented in two sections. The first section lays out the
situational assessment for agricultural value chain development in the North East and Himalayan
States of India. This is followed by detailed analysis of policy environment for VCD.

3.1 Situational Assessment for Agricultural VCD in North East and
Himalayan States of India

The present section lays out an overview of the current environment for agricultural value chains
in Northeast and Himalayan states on India. The discussion has been divided under four sub-
sections, viz., i) the present agricultural situation comprising of share of agricultural sector in the
respective State Gross Domestic Product (SGDP); workforce employment, average size of
landholdings, level of irrigation, usage of chemical inputs, amount of post-harvest losses and
agricultural productivity; ii) the situation of basic infrastructure in terms of road density,
railways, water and air transport and power supply; iii) the situation of agricultural infrastructure
in particular in terms of marketing, food processing units, cold storage and Mega food parks; and
iv) the situation of rural finance.

3.1.1 The Present Agricultural Situation

a) Share of agricultural sector in State Gross Domestic Product (SGDP) and workforce
engaged in agriculture

In terms of share of agricultural sector to State Gross Domestic Product (SGDP), the percentage
for most of the North Eastern and Himalayan States is considerably low as compared to the
national average. On the other hand, the proportionate share of workforce employed in the sector
is significantly higher. Notably, as compared to all India average of 17%, the average share of
agriculture in SGDP for all North Eastern and Himalayan States is only 11.18%.

Figure 1: Percentage Share of Agriculture in SGDP (2014-15)
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Figure 2: Share of workforce in agricultural sector (per 1000 person) (2011-12)
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In case of the states like Arunachal Pradesh, Meghalaya, Mizoram, Sikkim, Uttarakhand,
Himachal Pradesh and Jammu and Kashmir, the situation seems to be critical given the
exceptionally high dependence of labor force on agriculture with very low percentage share of
the sector in SGDP (fig. 1 and 2).

Manipur has comparatively lower share of workforce dependent on agriculture in rural area but
significantly higher share in urban area than national average. The contribution of agriculture in
SGDP is way lower than the national average. For Nagaland, though the percentage share of the
agricultural sector in SGDP is higher than the national average, it is coupled with higher share of
workforce participation in the sector. Similarly, for Assam, the lower share of workforce
employed in agriculture is coupled with lower sectoral contribution towards SGDP than the
national average.

For Tripura, however the situation seems little better. The share of workforce participation in
agricultural sector is near half of that of the all India average in both rural and urban categories,
whereas the sectoral contribution in SGDP is somewhat closer to the national average. Evidently,
the present scenario reflects serious implications on farmers’ income in the North Eastern and
Himalayan states of India. As discussed, the situation is worse in some states than the others. The
prevalence of sustenance farming practices and low price realization for the produce are the
probable contributing factors to the present situation.

b) Size of Landholdings

Firstly, considering the situation for the three Himalayan States, viz., Uttarakhand, Himachal
Pradesh and Jammu and Kashmir, there is a dominance of small and marginal landholdings (fig.
3). Also, the average size of landholdings is below the national average for these states (fig. 4).
On the other hand, the situation is a bit different in the states of North East Region. Particularly
in case of Arunachal Pradesh and Nagaland, there is a dominance of semi-medium and medium
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size of landholdings. Evidently, the two states have considerably higher average size of
landholdings than the national average.

Figure 3: Distribution of number of land holdings as per size (2010-11)
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For Tripura, the situation is same as of the Himalayan states, 96% of the holdings in the state are
small and marginal. For states like Assam, Manipur and Mizoram, the percentage of
landholdings in the small and marginal category is near to the national average, whereas for
Meghalaya and Sikkim the percentage of small and marginal landholdings is comparatively
lower than the national average. In terms of average size of landholdings, in case of northeastern
states except Tripura, the figures are somewhat equal to the national average. Such a scenario in
North East reflects sparsely located population.

Figure 4: Average Size of Landholdings (2010-11)
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c) Level of irrigation

In the North Eastern and Himalayan States of India, there is abysmally low level of irrigation
coverage against all India coverage of 46%. To have a clearer picture, refer to the Figure 5. As
delineated, the level of irrigation coverage in the North Eastern and Himalayan States is
considerably lower than the national average. It is to highlight here that except Uttarakhand and
Jammu and Kashmir, the level of irrigation is below 25% for all the states against 46% of all
India average. Further, it is important to note that in case of Uttarakhand, 48% of irrigation
coverage reflects the average of hill and plain districts and thus misleads. To quote, the average
percentage of net irrigated area for nine hill districts in the state is 10.52% against 81.06% for
plain areas (Kar, 2014).

Figure 5: Percentage of Irrigated and Unirrigated Land (2011-12)
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d) Minimal Use of Chemical Fertilizer

One of the significant characteristics of hill agriculture is the minimal usage of chemical
fertilizer (Figure 6 depicts per hectare consumption of chemical fertilizer state-wise). It can be
noticed that as per the database, for three of the states namely, Meghalaya, Arunachal Pradesh
and Sikkim, per hectare consumption of fertilizer is zero. Whereas, for others including Tripura,
Himachal Pradesh and Manipur, the figures are less than half of the national average with
Nagaland accounting for only 6.3 Kg per hectare usage. In case of Assam, per hectare usage of
chemical fertilizer is marginally lower than the national average, largely owing to the increasing
commercialization of agriculture and more number of plain districts. Further, Uttarakhand is an
exception to the mentioned situation, where the usage of chemical fertilizer exceeds the all India
average. However, agricultural practices carried in plain districts are a major contributing factor
towards the scenario.
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On a positive note, the lower usage of chemical fertilizers makes the hill produce by default
organic and enhances the sustainability of land fertility. However, on the other hand, it also
contributes to low agricultural productivity and higher cost of production, which makes hill
produce uncompetitive in the outside markets.

Figure 6: Per Hectare Consumption of Fertilizer (KG of NPK) (2014-15)
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e) Low Agricultural Productivity

Given the distinct agro-climatic zone in North Eastern and Himalayan States, there is a
significant potential for the farming of horticulture crops. With the combined effect of the
reasons discussed above — small and scattered landholdings, low level of irrigation, minimal use
of chemical fertilizers — the comparative productivity of horticulture crops in the North Eastern
and Himalayan States is much lower as compared to the all India average. The low level of
productivity also leads to the lower level of contribution by agriculture sector towards the SGDP
despite the significantly higher share of workforce employed. On an average, the productivity is
7.59 MT/Ha for NE and HS against 11.69 MT/Ha. Important to note here is that the average
productivity for food grains is also lower i.e. 1.91 MT/Ha for NE and HS against 2.04 MT/Ha all
India figures. The low productivity in turns leads to low marketable surplus.

Figure 7: Productivity of Horticulture Crops (2015-16)
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3.1.2 The Basic Infrastructure Situation

The discussion of basic infrastructure focuses largely on the situation of connectivity through
rail, road, water and air transport along with a discussion on situation of power supply in the
states.

a) Road Infrastructure

In hilly areas specifically, roads are the preliminary mode of transportation as other modes
proves to be costly or hard to construct. However, despite the fact, there is lack of all weather-
roads making it a challenge for farmers to transport their produce, especially in case of
perishable products and bulk produce. As per an estimate, it has been stated that about 58% of
the villages in the NER are not connected with proper road links. A large percentage of produce
is carried through head loads to the primary market with an average distance to be covered falls
in the range of 5-10 km. To mention, this percentage is as high as 88% in Manipur, 70% in
Meghalaya, 56% and 48% in Assam and Mizoram respectively (Department of Agriculture,
Government of Meghalaya). Figure 8 depicts road density in the concerned states compared with
all India average.

Figure 8: Road Density
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It is evident that the road infrastructure is deficient in the concerned states. In case of states like
Arunachal Pradesh, Jammu and Kashmir, Meghalaya and Mizoram followed by Himachal
Pradesh, the road density is considerably lower than the national average. For states like
Manipur, Sikkim and Uttarakhand though the figures are above 100, they are still below the
national average. On the other hand, three states namely Assam, Nagaland and Tripura recorded
significantly higher road density than the national average with Assam at the lead.

With the implementation of Special Accelerated Road Development Programme for North- East
(SARDP-NE) by the Ministry of Road Transport and Highways in 2006, road network
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construction and upgradation received a boost. Out of the total 6418 km (mdoner.gov.in)
envisaged for first phase to be completed by 2016, about 1000 km could be completed by the
time (Kukreja, 2016). It is to be noted that the total length proposed under phase ‘A’ comprised
of a special package for Arunachal Pradesh Roads and Highways i.e. of 2319 km and further,
585 km of total length fall in Sikkim (Rajya Sabha Starred Question no. 185, January, 2018). It
has been further argued that the difficult law and order situation is leading to a slow progress of
the program (Kukreja, 2016).

b) Rail Infrastructure

Railways are considered as the best means of transportation in the country. However, due to
difficult terrain in hilly regions, it is hard and costly to set up an extensive rail network.
Evidently, this has resulted into nominal presence of railway lines in hilly states of North East
Region such as Manipur, Meghalaya and Mizoram. Refer to table 3 for exact figures on state-
wise length of railway lines.

Table 3: State-wise length of railway lines as on March 31, 2016

NAME OF STATE ROUTE KILOMETRES
Arunachal Pradesh 11.67
Assam 2442 57
Manipur 1.35
Meghalaya 8.76
Mizoram 1.50
Nagaland 11.13
Tripura 192.54
Uttarakhand 339.80
Himachal Pradesh 296.26
Jammu & Kashmir 298.19
TOTAL:ALL INDIA 66687.46

Source: PIB, December 7, 2016

It is important to note here that excluding Assam, the other northeastern and Himalayan states
accounts only two percent of the national coverage. On account of development, there is
programme under implementation called ‘Linking the Capital of North Eastern States by
Railways’ funded by railway budget (PIB, May 6, 2016). Until now, the existing rail
infrastructure has been mainly limited to Assam in terms of broad gauge track. However, as per
recent developments under the program, Itanagar has been provided Broad Gauge connectivity
through commissioning of new line from Harmuti to Naharlagun. Agartala has also been recently
connected with broad gauge railway. The work is under progress to connect other cities as well
including Imphal, Aizwal and Kohima. In case of Shillong, while the rail link has been
sanctioned, the work stalled due to local issues (Rajya Sabha Starred Question no. 185, January,
2018).

|12



Policy Analysis and Policy Dialogue on Development and Scaling Up of Value Chain Initiatives- Findings from North
Eastern and Himalayan Region in India

c) Air Connectivity

Given the terrain, air connectivity is not a matter of option but an absolute requirement in hilly
regions. Particularly, with respect to the movement of agro- horticulture commodities, quick and
reliable movement of freight is essential to capture markets within and outside the region.

In case of North East specifically, provided the ‘Look East Policy’ and the successive ‘Act East
Policy’, besides emphasizing the use of surface transport, air connectivity has also been plunged
as a strategy to open up the region internationally especially to the neighboring and ASEAN
countries. In Arunachal Pradesh alone, being strategic for China Border trade, about 11 airfields
have been proposed to improve the connectivity (Kukreja, 2016). Some of them have already
been inaugurated. First is the Tezu Airport, which is suitable for ATR- 72 operations.
Additionally, seven advanced landing grounds have been upgraded which is suitable for civil
operations, and out of which, Pasighat can be used for ATR-72 operations.

In Sikkim, a green field airport suitable for ATR-72 operations has been constructed at Pakyong
Further, the Airport Authority of India (AAI) has been provided funds by Ministry of DoNER
through NEC, to upgrade the facilities in the airports and also to meet the viability gap to
incentivize air operations (Rajya Sabha Starred Question No. *185, Jan 4, 2018).

d) Inland Waterways

The development of Inland water transport holds great significance in case of North East Region.
the reasons for the same include, they are cost effective and environment friendly; best suited for
bulk goods, project cargos and hazardous goods; it offers shorter and alternative route to lower
Assam, Tripura, Mizoram and Manipur and; provides port- hinterland connectivity to the entire
region of Kolkata- Haldia (IWAI, 2014).

In North East region, there exist about 1,800 km of river routes that can be used by the streamers
and large country boats. There have been efforts on part of Central and State governments
towards improving regional water transport system. Currently, Brahmaputra has numerous small
river ports besides more than 30 pairs of ferry ghats (crossing points), facilitating transportation
of both cargo and passengers. Another river called Barak also has small ports at Badarpur,
Karimganj and Silchar with ferry services at several places across it (MoDoNER).

In Arunachal Pradesh, the rivers Lohit, Subansiri, Burhi Dihing, Noa Dihing and Tirap and in
Mizoram, the rivers like Dhaleshwari, Sonai, Tuilianpui, and Chimtuipui are used for navigation
in convenient stretches. Similarly, the Manipur River in Manipur is used for transporting small
quantities of merchandise by country boats (MoDoNER).

It is to be noted that 891 km of stretch of Brahmaputra River is under development as NW 2
whereas, 121 km of stretch of Barak River is under consideration to be declared as NW 6. Thus,
in total about 1012 km of National Waterway is likely to be developed in NER. Additionally,
1566 km stretch of tributaries of Brahmaputra and Barak River have been identified for
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development as State Waterways to serve as feeder routes in NER. The project named ‘Kaladan
multi-modal transport project’ is set to provide alternate route through Myanmar to NER and
through Tizu River Link, Nagaland can get access to Myanmar (IWAlI, 2014).

e) Electricity

Adequate power supply is one of the prerequisite for the establishment of industrial units in an
area. It is to note that for all India average, power deficit! has notably come down to less than 1%
in FY 2016-17 (Singh, ET, April, 2017). However, the given scenario differs across different
states of India. As a whole, the North East Region of India records power deficit of 2.8% in
2016-17, the highest in the country. As an individual state, Jammu and Kashmir has recorded the
highest power deficit till 2016-17 i.e. more than 5% (Dubbudu, April 10, 2017).

Figure 9: Transmission and Distribution Losses
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Source: Handbook on State Statistics, NITI Aayog

It is to note here that the increased power generation cannot deliver fruitful results until there are
reductions in transmission and distribution losses. Referring to fig. 9, it can be said that an all
India level for the FY 2014-15 out of the 100 units of energy generated, the government has been
able to account less than 75 units. Considering the situation in North Eastern and Himalayan
states, it is worse in case of Jammu and Kashmir, Arunachal Pradesh, Mizoram and Manipur
with more than 40% of losses. In case of Meghalaya and Tripura as well, the percentage of losses
is considerably higher than the all India average. For other states, namely, Assam, Nagaland,
Sikkim and Uttarakhand, the percentage loss is closer to national average. It is only Himachal
Pradesh that has managed to take its loss percentage close to 20%.

L Power deficit is calculated by the states as the difference between electricity requirement raised by distribution
companies and electricity supplied, and cannot be directly correlated to hours of power outages and the latent
demand in un-electrified villages, as per officials of Central Electricity Authority (CEA).

|14



Policy Analysis and Policy Dialogue on Development and Scaling Up of Value Chain Initiatives- Findings from North
Eastern and Himalayan Region in India

3.1.3 The Situation of Agricultural Infrastructure

The present section throws light on the situation of agricultural infrastructure in the North East
and Himalayan states. Given the focus of the study on downstream part of the value chain, the
discussion will be limited to the post-harvest infrastructure including marketing, cold storage,
processing units, etc.

a) Marketing- Coverage of APMC regulated markets

In hilly areas, the markets are largely in the informal domain. It is uneconomical to transport
small volumes to the distant markets. Hence most of the produce is largely sold in rural haats,
leading to poor functioning of regulated APMC market yards (see Table 4).

Table 4: Coverage of APMC regulated markets in North Eastern and Himalayan region

States Total No. Districts No. of total Coverage

of APMC* | covered* districts in the

state*™*

Arunachal Pradesh | 15 13 16 (21) In Meghalaya, only two APMC
Assam 25 21 27 (33) regulated markets are
Himachal Pradesh 41 10 12 operational (KlIs)
Jammu and 35 12 22
Kashmir In Mizoram, the coverage is
Manipur Do not have APMC Act | 9 (16) limited to only two districts of
Meghalaya 19 10 11 the state
Mizoram 3 2 8
Nagaland 19 10 11 In Uttarakhand, 22 APMC
Sikkim 7 4 4 markets are in four plain
Tripura 32 8 8 distri_cts and o_nly_ three are there
Uttarakhand o5 6 13 for nine hill districts

Source: *agmarket.gov.in; **Districts of India website (https://www.districtsofindia.com/ )

In Uttarakhand, there are only three APMC mandis for nine hill districts against 22 for four plain
districts and; in Mizoram, out of eight districts, only two have the access to APMC market. In
case of Meghalaya, where the government agricultural marketing portal mentions of 10 APMC
markets in 11 districts, the information gathered through KllIs reveals that only two are
operational viz. one in Mawiong for Bay leaf and broom stick and the other in Garo Hills for the
trading of jute and vegetables. Also, to mention that except Bay leaf, these markets fail to attract
trading operations for other agricultural produce. Large part of agricultural marketing is carried
out through 300 weekly markets and other daily markets only across the states. For other states
like Arunachal Pradesh and Assam, there have been additions in the number of districts post
Census 2011. These new districts lack the facility of government regulated markets. It is to note
here that even in the limited APMC markets, unfair practices are being carried out and they are
present at the catchment area of about 100-200 km in some regions, for instance in Sikkim
(SFAC, 2012).
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Due to the fact, farmers keep depending on the intermediaries and commission agents for selling
of their produce especially in case of perishable crops. Especially, during peak seasons, the
challenge becomes more severe for farmers. For instance, in case of Pineapple, the prices fall
drastically and at times there are no buyers. It leads to wastage of about 20% to 30% of the
produce at farm level itself as farmers are forced to leave their produce in the fields without
harvesting (SFAC, 2012).

b) Cold Chain Infrastructure

An adequate cold chain infrastructure in terms of cold storage facilities coupled with other
logistics support like pack-houses, reefer vans, ripening chambers, etc. along with continuous
power supply is crucial to effectively connect farmers and consumers. Especially in case of
horticulture crops, absence of adequate cold chain infrastructure proves to be a major constraint
due to highly perishable nature of the crops and less retention capacity of the farmers. It also
results in huge post-harvest losses (DFI Committee Report, Vol. I, 2017). The current status of
cold storage infrastructure for the North Eastern and Himalayan states in terms of number and
the capacity is given in Table 5.

Table 5: Number of cold storages and capacity (in ‘000 metric tonnes) in India (2016)

States Number Capacity

Arunachal Pradesh 1 5
Assam 35 153
Manipur 1 3
Meghalaya 4 8
Mizoram 3 4
Nagaland 2 6
Sikkim 2 2
Tripura 14 45
Himachal Pradesh 53 106
Jammu and Kashmir 33 101
Uttarakhand 44 149
All India 7395 34050

Source: DFI Committee Report, Vol. I, 2017

The data delineates that there is considerably low level of presence of cold storages in certain
states like Arunachal Pradesh, Manipur, Meghalaya, Mizoram, Nagaland and Sikkim.
Considering the all India situation, as per the study undertaken by National Centre for Cold-
Chain Development (NCCD) and NABCONs (2015), the country has met almost 90% of the
cold storage requirement. However, as mentioned, cold storage is just one part of the story, it has
to be coupled with other logistics support as well to build an integrated cold chain infrastructure.
However, the estimates have revealed a huge shortfall in terms integrated pack-house, reefer
transport and ripening units i.e. 99.6%, 85% and 91% respectively (DFI Committee Report,
2017).
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The mentioned figures create a cause for concern especially for hilly regions owing to their
potential in producing horticulture crops but remote location. The present status of cold chain
infrastructure hinders the ability of hill farmers in maintaining effective linkages to consumers in
distant markets.

c) Food Processing Units

In order to build up a complete model of agricultural value chains, setting up of food processing
units becomes an essential component as it facilitates value addition to the produce and target
distant markets. Table 6 mentioned below provides the number of registered factories in food
processing sector in the North Eastern and Himalayan States for the year 2013-14.

Table 6: Number of factories in Food Processing Sector (2013-14)

State Number of factories in Food
Processing Sector (2013-14)
Arunachal Pradesh 3*
Assam 1,294
Manipur 21
Meghalaya 18
Mizoram -
Nagaland 15
Sikkim 21
Tripura 71
Himachal Pradesh 172
Jammu and Kashmir 144
Uttarakhand 380
Andhra Pradesh 5,739
Telangana 3,850
All India 37,445

Source: Lok Sabha Unstarred Question No. 413

As can be noticed, in comparison to the figures for all India and the top two states (Andhra
Pradesh and Telangana), the number of food processing units is abysmally low for the North
Eastern and Himalayan States. An exception to the situation is Assam which registers a
significant presence of food processing units basically owing to larger share of plain area and
connectivity to mainland which led to developed infrastructure and attracts private investment.

d) Mega Food Parks

Mega Food Park Scheme was launched in 2008 in order to facilitate adequate post-harvest
infrastructure facilities in terms of cleaning, grading, sorting and packaging, dry warehouses,
specialized cold stores including pre-cooling chambers, ripening chambers, reefer vans, mobile
pre-cooler vans, etc. along with food processing units. It is now a part of SAMPADA scheme.
The aim was to facilitate linkage between agriculture production and market by bringing together
different stakeholders- farmers, processors and retailers. 42 mega food parks were sanctioned
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across the country, out of which nine are in the North Eastern and Himalayan states (ICIER,
2015). The status for these is given in table 7.

Table 7: Status of Implementation of Mega Food Park projects as on 06.02.2018
States Project Name Status

Arunachal Pradesh | Rongoge Mega Food Park Pvt. Ltd, Papum Pare | SPV- in process of meeting
the conditions of “Final

Approval”
Assam North East Mega Food Park Ltd., Nalbari Operational
Mizoram Zoram Mega Food Park Pvt. Ltd., Aizawl Under implementation
Nagaland DoysAgri Resources Pvt Ltd, Dimapur SPV —in process of

meeting the conditions for
release of 1% installment

Tripura Sikaria Mega Food Park Pvt. Ltd., West Tripura | Under implementation
Himachal Pradesh | Cremica Food Park Pvt. Ltd., Una Under implementation
Jammu and RFK Green Food Park Pvt. Ltd., Pulwana Under implementation
Kashmir

Uttarakhand Patanjali Food & Herbal Park Pvt. Ltd, Haridwar | Completed

Himalayan Food Park Pvt. Ltd , Udham Singh Under implementation
Source: http://www.mofpi.nic.in/sites/default/files/status_of mfp project.pdf

Only one park out of the nine is currently operational in these states while one has been
completed. However, it is to note that both of them are on the plain areas. Particularly with
respect to hilly areas, the scheme has been criticized as it requires 50 acres of contagious land
which is not viable for hilly terrain.

The factors related to transportation challenges, inadequate post-harvest infrastructure and
management, lack of adequate marketing and processing facilities lead to the significantly higher
amount of post-harvest losses in the North Eastern and Himalayan states as compared to other
states of India. Refer to table 8 for a comparative picture of post-harvest losses among the states
with reference to certain horticulture crops.

Table 8: Comparative picture of post-harvest losses among states- Horticulture Crops

Crops North East & Himalayan States Other States

Apple J&K, HP and UK- 10.39%

Papaya NER- 12.25% Andhra Pradesh- 3.16%
Cauliflower NER- 11.23% Punjab & Haryana — 6.86%
Arecanut NER- 6.49% Karnataka and Kerala- 3.80%

Source: ICAR, 2011
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3.1.4 The Situation of Rural Finance

The access and availability to adequate, timely and low cost credit from institutional sources is
vital for small and marginal farmers especially in an agricultural economy like India. Besides
other inputs, credit forms an essential component to promote sustainable and profitable farming.
It has been observed that the smooth access to monetary services at optimal cost leads to
improved productivity, asset creation, enhanced income and food security to the rural populace.
Thus, the matter of financial inclusion is one of the major concerns of Government of India
(www.agricoop.nic.in).

The structure of agricultural credit system in India that has emerged over the years broadly roots
from three prominent institutional agencies. They are Scheduled Commercial Banks (SCBs);
Regional Rural Banks (RRBs); and Rural Cooperative Credit Institutions. For the last one, there
are two channels. One is for short and medium term Credit with last unit in the chain be Primary
Agricultural Credit Societies (PACs). The other is for long term credit with last unit in the chain
be Primary Co-operative Agriculture and Rural Development Banks (PCARDBs) (RBI Bulletin,
2004). The following discussion throws a light on the performance of these four units in the
North Eastern and Himalayan States. It will be followed by the discussion on performance status
of microfinance through Self Help Groups (SHGs) and the percentage of land holdings that took
institutional credit.

Figure 10: Population per Scheduled Commercial Bank (2015)
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Source: Computed- Handbook of Statistics on Indian States, RBI (2017) for No. of SCBs; Census (2011) for total
population

As evident through Fig. 10, the coverage of SCBs is notably low for the North East Region as
compared to national average. Visibly, the figures are highly critical for Manipur where the
population covered per bank is more than double of that of all India average. To note here, in
case of Assam as well which otherwise performed comparatively better in other indicators, the
expansion of SCBs is significantly low. For other North Eastern states as well including,
Arunachal Pradesh, Nagaland, Meghalaya and Tripura, the coverage of SCBs is lower than the
all India average. In case of Mizoram and Sikkim, the situation is relatively better. Further, in
case of the three Himalayan states, the penetration of SCB is higher than the all India average.
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However, there is need to hold for celebration as the efficiency of these financial institutions
seems to be a major challenge (fig. 11). It compares the credit-deposit ratio (C.D. ratio) of SCBs
of the North Eastern and Himalayan states against averages for other regions along with the all
India average.

Evidently, there is a reason for concern as the ratio is below 40 for all the North Eastern and
Himalayan states except Jammu and Kashmir at 42.2. The figures are considerably lower than
the all India average. The C.D. ratio measures the efficiency of a financial institution. Very low
ratio indicates under-utilization of available resources and low earnings of banks. Alternatively, a
very high ratio questions the liquidity of banks. Thus, the low CD ratio in case of all the North
Eastern and Himalayan states, i.e., about half or less than half of all India average infers draining
of financial resources from these regions (Baruah and Sarma, n.d.).

Figure 11: Credit-Deposit Ratio of Scheduled Commercial Bank, 2015
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Source: Handbook of Statistics on Indian States, RBI (2017)

Coming to the status of Regional Rural Banks (RRBs). Referring to figure 12, the population
coverage per RRB branch is more for the North Eastern Region as a whole as compared to the
national average. The situation is highly critical for Nagaland for which the population covered
per RRB branch is more than thrice the all India average. For Manipur, the respective figures are
more than double the all India average. For Assam, the situation is again poor. In case of states
like Arunachal Pradesh, Meghalaya and Tripura, along with the other Himalayan states, the
coverage is lesser per RRB branch against all India figures.

However, again to note here, the CD ratio for RRBs is lower in case of all the North Eastern and
Himalayan states than the all India average. Refer to Fig. 13. Although, as compared to the
situation of SCB, the performance of RRB is better in these states except for Arunachal Pradesh
and Nagaland where the CD ratio is below 25.
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Figure 12: Rural Population per RRB Branch (2017)
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Figure 13: Credit-Deposit Ratio of RRBs (2017)
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Note: Figures are not available for Sikkim

Figure 14: Rural Population per PAC
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Figure 15: Percentage of PAC in loss
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Primary Agricultural Credit Societies (PACs) are the primary unit for rural cooperative lending
of short and medium term credits. Figure 14 highlights the poor penetration of PACs in the
North Eastern Region as a whole as compared to all India average. For Assam and Arunachal
Pradesh, the figures for population covered per PAC is exorbitantly high followed by Meghalaya
and Tripura. For other North Eastern states including Sikkim, Manipur, Mizoram and Nagaland,
the coverage of PAC is better than the all India average. In case of other Himalayan States, only
Himachal Pradesh performed better whereas Jammu and Kashmir and Uttarakhand marks lower
population coverage per PAC.

Figure 15 depicts the percentage of PACs in loss to the total number of PACs present as
according to the estimates provided by RBI. Though the overall percentage for North Eastern
Region is lower than the all India average, the estimates for states like Manipur and Meghalaya
are highly critical which indicate that more than 70% of the societies present are operating in
loss. For Arunachal Pradesh and Assam, the respective figure is more than 50%. The percentage
for Tripura is marginally lesser than the all India average. The states, which have performed
better in the respective indicator include Sikkim, and the three Himalayan States.

For long term rural co-operative credit lending, the primary unit is Primary Co-operative
Agriculture and Rural Development Banks (PACRDB). It marks negligible presence in the North
Eastern and Himalayan states. As per the figures sourced by NABARD for the year 2013-14,
there is only one PACRDB in Himachal Pradesh whereas for states including Assam, Jammu and
Kashmir, Manipur and Tripura, there is no PACRDB. In case of rest of the concerned states, the
figures are not available (RBI, 2017).

In order to promote financial inclusion, the concept of Microfinance Institution (MFI) came into
being in 1976. The MFIs act as important channel for delivery of financial services in the
country via raising resources from banks and other institutions and providing loans to individuals
or SHGs/JLGs members. Reportedly, the Indian Microfinance Sector has experienced an
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impressive growth over the past few years. Particularly the SHG- Bank Linkage Programme has
become the largest Microfinance programme worldwide (NABARD, 2017). The following
discussion analyses the performance of SHGs as an institution of Microfinance lending in terms
of the savings amount per SHG and percentages of SHGs that availed bank loans during the year
2016-17.

Referring to fig 16, the analysis with respect to the average savings outstanding indicates that the
figures are highest for Southern Region and lowest for the North East Region. Considering the
status of individual states, the figures are considerably low for Assam, Mizoram and Nagaland
followed by Meghalaya and Tripura. Sikkim, Arunachal Pradesh and Manipur has recorded
higher average savings than national average. It has been argued that since the North Eastern
States have added more number of SHGs during the year, it has contributed to low average
savings per SHG against matured SHGs in Southern Region. In case of other Himalayan States
as well, the savings are lower as compared to all India average.

Figure 16: Average Savings Outstanding as on March 31, 2017 (Amount/SHG)
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Source: NABARD (2017)

Referring to Fig. 17, it is evident that the North Eastern states are characterized by low credit
linkages through SHG microfinance, which is a critical area of concern. Considering all the
North Eastern and Himalayan states, the percentage of SHGs that availed bank loans is below
10%, except Jammu and Kashmir for which the respective percentage (20%) is close to the
national average. The present discussion highlights the fact that the overall status of rural finance
in the northeastern and Himalayan states is lacking. Consequent to the present scenario, the
Table 9 represent the meagerly low percentages of estimated number of operational land
holdings that took institutional credit for agriculture purpose. It includes the credit taken from
SCBs, RRBs, PACs and PACRDB.
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Figure 17: Percentage of SHGs availed bank loan during 2016-17
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Table 9: Institutional credit for agricultural purpose (2011-12)

State

AP

Assam

HP

J&K
Manipur
Meghalaya
Mizoram
Nagaland
Sikkim
Tripura
Uttarakhand
All India

Total no. of Est. no. of operational

operational holdings that took
holdings institutional credit
106528 871
2715175 207315
959948 285610
1447135 21153
150595 25041
208848 7937
91736 3368
177763 1260
73879 859
578152 55832
910648 313526
138109893 47623385

% age of Est. no. of
operational holdings that took
institutional credit

0.81

7.63
29.75
1.46
16.62
3.80
3.67
0.70
1.16
9.65
34.42
34.48

Source: Computed- Input Survey (2011-12), http://inputsurvey.dacnet.nic.in/nationaltables.aspx

Note: includes the credit taken from SCBs, RRBs, PACs and PACRDB

With respect to the access to finance by MSME segment through formal sources, the challenges
prevail at all India level. It is majorly due to lack of proper documentation pertaining to accounts,
income and business transactions; absence of collateral and lesser understanding of business and
cash flow among small enterprisers. Whatever small amount of advances are taken from Non-
Banking Finance Companies (NBFCs), it proves to be a high cost funding which ultimately
consumes their margins (Singh, 2015, July 1; Nathani, 2016, Jan 18). As presented in Table 10,
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the situation is worst in case of the North Eastern States as the credit outstanding to MSME for
whole of the North east region comprises a meagre 1.5% of the total of India, whereby excluding
Assam, it comes down to less than 0.5%. For the three Himalayan States, the percentage share is
close to 3%.

Table 10: Percentage Share of North Eastern and Himalayan States in total Credit
Outstanding to MSME Sector by SCBs as on March 31, 2013

States/Region Credit Outstanding (INR in crore) Percentage share in total
Arunachal Pradesh 334.85 0.04
Assam 7077.25 1.02
Manipur 299.93 0.04
Meghalaya 581.62 0.08
Mizoram 248.56 0.03
Nagaland 461.72 0.07
Tripura 947.04 0.13
Sikkim 304.4 0.04
Total-NER 10,255.37 1.49
Uttarakhand 7568.32 1.10
Himachal Pradesh 5049.48 0.73
Jammu & Kashmir 6697.6 0.97
Total- Himalayan States 19,3154 2.81
Total: All India 687208.7 100

Source: Lok Sabha Starred Question No. 406* (2014)

To summarize, a detailed review of the present environment for agricultural value chain
development in North East and Himalayan states of India emphasizes the critical challenges to
VCD in the region - low share of agriculture in SGDP along with high share of workforce
employed in the sector has strong implications for farmer incomes; small and scattered
landholdings combined with low level of irrigation and; minimal use of chemical fertilizer
resulting in low agricultural productivity and hence limited marketable surplus with implications
for development of markets and farmer prices; weak basic infrastructure with deficient road and
rail infrastructure, high amount of power transmission and distribution losses significantly
impacting investments in agricultural processing and value chain infrastructure including cold
stores, pack houses etc. leading to high post harvest losses. Last but not the least, the situation of
rural financing is also very weak in the NER and HS.

It is important to emphasize here that the purpose is not to be very critical of the situation for
VCD in the North East and Himalayan states. Highlighting the practical constraints to VCD will
help to take initiatives to address the issues to improve the situation. In the next section, we
discuss the policy environment for VCD in NER and HS.
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3.2 Policy Environment for Agricultural VCD in North East and Himalayan
States of India

The present section provides an in-depth discussion related to policy initiatives and constraints in
downstream part of the value chain. The discussion begins with the post-production level which
first recognizes the significance of institutionalization of farmers’ group in terms of establishing
effective backward and forward linkages through-out the value chain and for aggregation in
specific. Related policies will be discussed thereafter. A policy initiative of Government of
Uttarakhand taken for land consolidation also forms a part of the discussion under the post-
production level. It will be followed with the discussion on policy issues and initiatives at
marketing and processing level. Subsequently, some cross cutting issues relevant to value chain
development including agricultural credit, land leasing, organic mission, post-harvest extension
and interdepartmental collaboration will also be discussed.

3.2.1 Post- Production Level

Scattered landholdings and small volumes of production coupled with negligible value addition
at farm level makes aggregation of the produce a major challenge in hilly regions and thus,
highly uneconomical for traders. In this respect, the present section looks at institutionalization
of farmers’ group and land consolidation as remedial measures and discusses the related present
policy framework in India.

a) Institutionalization of farmer’s group

Institutionalization of farmer’s group is aimed at ensuring better income for the members. It is
specifically crucial for small and marginal farmers as individually they are unable to maintain
volumes- both for inputs and production in order to generate benefits out of economies of scale.
Furthermore, there exist a long chain of intermediaries at marketing stage, which often functions
in a non-transparent manner resulting in meagre payments to the farmers for their produce.
Under an institutional framework, primary producers can avail the benefits of economies of scale
through aggregation of produce. Besides, they also gain bargaining power vis-a-vis bulk buyers
of produce and bulk suppliers of inputs (NABARD, 2015).

Recognizing the significance of the same, Small Farmers’ Agribusiness Consortium (SFAC) has
been supporting the promotion of Farmer Producer Organizations (FPOs). FPO is a legal entity
formed by farmers. It can be a Farmer Producer Company (FPC), a cooperative society or any
other legal form, which facilitates sharing of profits/ benefits among the members (NABARD,
2015). The discussion below provides an analysis of the policies related to formation of farmers’
cooperative and FPC.

» Farmers’ Cooperatives

The Cooperative Society Act, 1912 has defined cooperatives ‘as a society which has its
objectives the promotion of economic interest, its members in accordance with cooperative
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principles’. The cooperative principles mention voluntary and open membership, democratic
member control, economic participation by members, autonomy and Independence, education,
training and information, cooperation among cooperatives and concern for community (Adukia,
ICAL n.d.).

The system of cooperatives in India has historically been the mechanism of organizing farmers’
groups. The Primary Agricultural Co-operative Societies have been the oldest producer
institution in India. The Cooperative Credit Societies Act of 1904 and 1912, the constitutional
reforms in 1919 and the recommendations of various committees such as Royal Commission on
Agriculture (1928), Committee on Cooperative Planning (1945) played a major role in shaping
the organizational structure of cooperatives in India (Sasikumar and Urs, 2017).

However, there exist certain policy constraints that limit the potential of cooperatives in India.
For instance, they are largely state promoted in a target driven mode and thus misses the actual
‘spirit of cooperation’. There has been a continuous intervention by state government in the
management of cooperatives. They also lag behind in terms of professional management given
that they need to survive in present competitive environment (SFAC and ACCESS Development
Services, 2012; Sasikumar and Urs, March 6, 2017). Further, being agriculture a state subject,
different states have different regulations for registration of cooperatives whereby farmers
mention of difficulty and delays in registration process.

» Self- Reliant Cooperative Act

The increased state control in the internal functioning of the cooperatives led to the passing of
Self-Reliant Cooperative Act (SRC Act) in many states. It has so far been circulated in nine
states including Uttarakhand and Jammu and Kashmir. In Uttarakhand, the Uttaranchal Self-
Reliant Cooperative Act, 2003 proved to an enabling instrument for registering cooperatives in
the state. The adequate government initiatives also contributed in making the registration process
smooth which otherwise proved to be tedious process in other states. To mention, Dr. Tolia, the
former Rural Development Commissioner, the head of IFAD and watershed project played a
major role here. He mandated for every block that any federation approaching with complete
papers should get registered within three days (KIlIs).

It is important to mention that, though the act led to birth of numerous SRCs in the state, their
growth seem to be direction less given the issues related to seeking balance between
independence, interference and nurturing. The members are left to manage themselves given the
name of self-reliance without realizing the need of providing them adequate financial knowledge
and skill to handle the scale of operations. Thus, it is important here to adopt a right approach for
capacity building of the cooperatives in terms of leadership, cooperative management, accounts,
audit and good governance (Sampark, 2015).
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» Farmer Producers’ Company

The concept of producer companies was introduced in 2002 through incorporating a new Part
IXA into the Companies Act, 1956. It is governed under the provisions of Sections 581A to
581ZL of Companies Act, read with Companies Act, 2013 and the rules made thereafter. A
producer company refers to an Institution which has been conceptualized and structured in
consideration to farmers/ agriculturalists/ ‘producers’, in order to facilitate the agriculture related
business activities be channelized and administered in a formal manner. Policy makers in
specific took into consideration the challenges faced by the primary produces in terms of limited
asset and capital base, climatic uncertainties, resource mobilization, issues regarding agricultural
labor, technological upgradation, transparency, governance and system.

The framework has also kept the provision of conversion of the existing principle cooperative
societies registered under different statues so to give an opportunity to the cooperative sector to
get corporatized. Producer companies have over the time been able to gain popularity as
companies act is liberal and accounts for minimal government control as against the cooperative
structure which is largely state promoted with a focus on welfare rather than business and its
functioning is characterized with more state intervention. Further, a producer company facilitates
amalgam of a company and a cooperative society, the goodness of cooperative and efficiency of
a company. It further accommodates the elements of cooperative business but under a regulatory
framework (ICSI, 2017).

However, there exist several challenges for farmers in the functioning as FPCs, as it is largely
limited to progressive farmers given the ability to adhere to the provisions. For instance, the
minimum paid up capital of INR 5 Lakh required for setting up of a producer company proves to
be a huge amount for small and marginal producers. In due course, there is requirement of huge
amount of working capital for carrying out activities like procurement, value addition and
marketing and also extending credit, loans and advances. Further, given only the equity share
capital of the primary producers, the companies lack required assets to avail credit from financial
institutions. There have been instances where banks refused to lend these companies owing to
lack of guarantee either from Central or State governments (Venkattakumar and Sontakki, 2012).
On part of tax compliance as well, FPCs up till now were treated at par with all the corporate
sector companies (SFAC and ACCESS Development Services, 2012).

Apart from financial issues, farmers also suffer due to lack of technical capabilities for handling
the management practices of a corporate company like handling of accounts and regular internal
auditing, etc. The rapid technological advancements mandate the capacity building of the
members while giving them the appropriate time for scaling up. Further, for effective functioning
of FPC, it is also important to first cultivate a business sense among farmers (SFAC and
ACCESS Development Services, 2012). On account of recent policy initiative meant to
encourage FPCs, under Budget 2018, Government of India has facilitated tax exemption on
profits granted to the FPCs with turnover up to INR 100 crores.
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b) Uttarakhand Hills Consolidation of Holdings and Land Reforms Act (UHCHLRA),
2016

Historically in India, during the early 1970s, it was realized that one farmer may hold several
scattered pieces of land across different revenue villages in the vicinity or in the same village at
far away distances. The scenario provided an escape to the Land Ceiling Act which in turn led to
the idea of land consolidation. It suggested that an individual holder should have consolidated
landholdings in one parcel only. However, the legislation proved to be difficult to formulate and
did not take in to the account either the prevalence of caste system in India within the farming
communities or the local course of politicization. Consequently, land consolidation failed to
make any impact except in some states like Punjab, Haryana and Uttar Pradesh. Though the
provisions were made in 15 states but could not prove to be very effective as it offered an escape
route as well. For instance, the states like Madhya Pradesh, West Bengal, Gujarat, Himachal
Pradesh and Maharashtra provided only for voluntary consolidation (Deshpande, 2007).

On account of recent initiative, the Government of Uttarakhand has passed Uttarakhand Hills
Consolidation of Holdings and Land Reforms Act, 2016 (UHCHLRA) through providing
administrative support to voluntary consolidation of holdings in order to mitigate the problem of
hill farming. Scattered landholdings in hilly areas make the hill farming labor intensive and un-
remunerative that forces farmers to migrate (Dushyant, 2017).

» Under this act, farmers will have an opportunity to voluntarily consolidate their holdings,
bringing them together with the help of local administration and increase their cropped area.
Apart from this, those who have migrated from villages would also like to return to their
roots with expectations to own consolidated large pieces of land.”

» The Consolidation Act for hills will also ensure earmarking and identification of consolidated
land holdings with new ‘Khasra’ or plot numbers. Government land will also be identified
and marked properly in order to utilize the same for public purposes in future and prevent
their encroachments.

» Provisions of act will be applicable only in 11 hill districts of Uttarakhand while plain
locations will be governed under provisions of land consolidation act of Uttar Pradesh.

Conceptually, this act holds relevance for Value Chain Development through consolidation of
land; increased scale of production and subsequently the aggregation of produce. However, the
rules for implementation of the act are yet to be framed. Besides, the response of the farmers is
not yet known.

3.2.2 Marketing Level

In order to bring about a real impact on rural income, an effective market mechanism is a
prerequisite. It ensures remunerative prices to farmers for their produce and facilitates smooth
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supply of produce to consumers at reasonable prices. In this regard, there have been a number of
interventions on part of government taken from time to time.

The establishment of Agricultural Produce Marketing Committee (APMC) regulated markets in
different states of the country was one of the significant legislative measures taken in this
direction. The features of traditional agricultural marketing in India like high marketing cost,
unauthorized deductions and prevalence of various malpractices act as a driving force behind
initializing regulation of agricultural marketing (MANAGE, n.d.).

The broad objectives of market regulation were to avoid exploitation of farmers through an
effective and efficient marketing system in order to fetch remunerative prices to the farmers and
ensuring smooth supply chain for their produce. It would in turn induce farmers to increase both
the quantity and quality of production. Another aim was to improve the infrastructure facilities to
promote orderly marketing of the produce (MANAGE, n.d.).

However, against to what was envisioned, the government-regulated markets initially aimed to
protect the interest of farmers proved to be a hindrance in developing competitive marketing
system in the country. APMC regulations hindered direct marketing to any exporter or processor,
there by hindering processing and exporting of agro-products. It prevented private sector from
setting up of any markets and investing in marketing infrastructure (MANAGE n.d and
http://agricoop.nic.in).

The given scenario called for reforms in the APMC Act. Consequently, in 2003, the
Government of India introduced the Model APMC Act, 2003. The salient features of the Model
Act included setting up of private markets, rationalization of market fees and promotion to
contract farming, direct marketing, grading and standardization along with setting up of Grading
and Standardization Bureau in each state/UT. However, being agriculture a state subject, the
present status of amendment in the respective State APMC Acts on the lines of Model Act differs
across the states.

More recently, in order to further liberalize agricultural markets and to end the APMC
monopoly, the Government of India has drafted a model ‘The Agricultural Produce and
Livestock Marketing (Promotion and Facilitation) Act, (APLM) 2017. It was released on April
24, 2017 for adoption by the States/UT. The act provides for progressive marketing reforms-
including setting up of private sector markets, direct marketing, farmer- consumer markets, de-
regularizing fruits and vegetables, e-trading, single point levy of market fee, issuing of unified
single trading license in the state and declaring warehouses/ silos/cold storage as market sub-
yards and Market Yards of National Importance (MNI) to facilitate more markets to farmers for
selling of their produce in better prices (PIB, August 1, 2017). The Union Agricultural Minister
envisages the implementation of the Act as a contributor to doubling farmers’ income by 2022
(PTI, April 24, 2017). However, since the Act is very recent, its impacts and response of
states/UTs are yet to be known.
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Given this background of agricultural marketing framework in India, the present section
highlights the policy constraint in the North Eastern and Himalayan States in terms of ineffective
implementation of APMC Act and adoption of provisions of Model Act, 2003.

a) Ineffective implementation of APMC Act

As mentioned earlier in the report, the present marketing infrastructure in hilly areas is
characterized by scant coverage of APMC regulated markets coupled with inefficiencies in the
existing ones. Though it has been established that the regulated marketing mechanism proved to
be a hindrance in promoting free market play, it is important to argue here that the near absence
of these markets in hilly regions led to the dominance of local markets which are largely
unorganized and unregulated.

Considering the instance of Meghalaya in particular, there are only two regulated markets which
are currently operational, one is for bay leaf and broom stick and the other is for jute and
vegetables. However, except Bay leaf these markets fail to attract trading operations for any
other commodity. Such a scenario leads to dominance of large number of local markets.
Evidently, there are about 300 weekly markets in Meghalaya (KIIs).

Field visit to Meghalaya revealed certain policy issues related to the local agricultural marketing.
Almost all the local markets in the state are under control of three district governing councils
namely Garo Hills, Khasi Hills and Jantia Hills governing councils- it mandates payment of
heavy taxes by farmers for selling of their produce?. It is to further note here that under LAMP
Project, Banana Growers’ Association based in North Garo Hills has been able to overcome the
problem of taxation by district governing council to an extent being organized into a group as a
legal entity. Further, the instances from Uttarakhand revealed that farmers are reluctant to go for
surplus production in absence of remunerative markets.

The present picture points out the severity of the situation, which indicates near collapse of
government created organized marketing structures. On part of its implications, the present
scenario bars the possibility of any information or database management regarding quantity of
market arrival and prices of the agricultural produce which acts as a hindrance for private
investment in processing. Further, it also calls for change in modality of implementation of the
schemes like e-NAM which is meant to create a unified marketing portal across country.

Having this discussion in place, it is important to mention that being primary means of
agricultural transactions, local markets are of major significance in hilly regions. With respect to
cross border trade as well, there is huge potential to tap the markets. Klls have recognized cross
border trade as a lifeline to the producers of NER. To quote an instance from Meghalaya,

2As per the Khasi hills District (Establishment, Management and Control of Markets Regulations, 1979) - ten
percent of the gross income derived from each private market shall be credited by the owner or owners thereof to the
District Council and another ten percent to the Elaka (an administrative unit within district) concerned- it is in
practice even today in some districts Like North Garo Hills.
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through government initiative two weekly border haats have started being organized with
Bangladesh and the step received an overwhelming response from the local producers.

b) Adoption of marketing and other farmer friendly reforms

The proposed reforms under the Model APMC Act, 2003 have gradually and partially been
adopted across different states and UTs. Further, in case of about half of the states, which
adopted the provisions of the Act did not notify the rules and thus the provisions remained
ineffective.

In this context, NITI Aayog developed an index termed as ‘Agricultural Marketing and Farmers
Friendly Reforms Index’ (AMFFRI) in 2016. Through the Index, the states and UTs under the
purview of APMC Act have been ranked according to the status of agricultural reforms. On part
of marketing reforms, in addition to the institutional reforms proposed under the Model APMC
Act, 2003, the index also takes into account the other reforms comprising of participation in e-
NAM, providing special treatment to fruits and vegetables and; number of agri- commodities
under taxes/fee/levy in primary markets. It also includes the other regulatory restrictions related
to land lease and liberalized felling and transit of trees. Table 11 provides the ranking of the
states.

Table 11: Ranking of states in terms of implementation of marketing and other farmer
friendly reforms Index, as on October, 2016 (Score out of 100)

States Score Rank
Maharashtra 81.7 1
Gujarat 715 2
Himachal Pradesh 59.5 6
Assam 37.1 15
Mizoram 37.0 16
Nagaland 33.3 17
Sikkim 32.6 18
Tripura 29.1 20
Uttarakhand 25.2 22
Arunachal Pradesh 21.1 23
Meghalaya 14.3 26
Jammu and Kashmir 7.4 27

Source: Chand and Singh, NITI Aayog, 2016

Through the analysis of the status of agricultural reforms across the states of North Eastern and
Himalayan region of India, it can be noticed that except Himachal Pradesh, the other states even
if have adopted the provisions of Model APMC Act, 2003 have not notified the same due to
which the provisions remained idle. Further, none of the 11 states has joined e-Nam except
Himachal Pradesh, which prevents the farmers from getting the opportunity for better prize
realization mechanism. Further, in all the states the policies related to land leasing continue to be
restrictive while no state had adopted the Model land lease law proposed by NITI Aayog by the
year this Index was made. However, there are certain developments later on related to adoption
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of Model Land Lease Law, which have been discussed later in the report. The given scenario
restricts the prospects for private investment in land whereas the opportunities for raising the
scale of operational holdings, bringing efficiency and reducing fallow land remained untapped.
The similar is the case for restrictions on felling and transit of certain trees species even if grown
on private land. These regulations put high barriers and create disincentive for farmers to grow
trees on their lands. To signify the relevance of these reforms, it is important to note here that in
Himachal Pradesh due to the adoption and notification of contract farming, Adani Agri Fresh
could play a major role in improving the Apple value chain (the detailed case study of the same
has been provided in the Annex I). For detailed state-wise status of marketing reforms, refer to
table 12.
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Table 12: Status of Marketing and Farm Friendly Reforms Across States/UTs. October, 2016

Reform indicator | AP | Assam | HP | J&K | Manipur | Meghalaya | Mizoram | Nagaland Sikkim Tripura UK
Setting up market in private sector
Provision in the Act v v v x x v v v v
Notified x x 4 x x x x x x
Direct marketing
Provision in the Act v v v x x x v v v v v
Notified x x v x x x x x x x x
Farmer- Consumer Market
Provision in the Act v v v x v v v v
Notified x x ' x x x x x x
Contract Farming
Provision in the Act 4 v v v v v
Notified x x v x x x x x x x
E -trading
Provision in the Act v x v v v
Notified v x x x x
Single Point Levy in Market
Provision in the Act v x x v v v v
Notified v x v x x x
Single Trader License
Provision in the Act x v x x x v v v x
Notified x v x x x x x x x x
Reform indicator AP Assam HP J&K Manipur Meghalaya Mizoram Nagaland Sikkim Tripura UK
Fruits and Not Follow Partial Not Not Follow Follow Not Follow Partial Not Follow Not Followed | Not
vegetables out of Follow Follow Follow Followed
APMC reg.
Provision in the Act x v - x x v x B x x =
Notified x v - x x v x _ x x x
Fee/service charge v Exempt Partial v v v v Exempt v v v
Exempt
Joining e-NAM x x v x x x x x x x x
Tax/levies/fee on
agri-commodities 2 1 7 0 0 1 0 0 1.25 2 9
(%)

Source: Chand and Singh, NITI Aayog, 2016
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3.2.3 Processing Level

In order to establish alternative marketing channels and to encourage surplus production, it is
essential to link the hill agricultural produce to locally based processing units which will also
lead to remarkable value addition to the produce. It has in turn multiplier effect in terms of
generating employment potential, augmenting farm incomes and combating agri-wastages. Thus,
a greater thrust on food processing sector may prove to be a crucial step in achieving the idea of
doubling farmers’ income. Particularly in case of horticulture crops, linkages to the food
processing units play an important role given the perishable nature of the crops.

Private investment is a prerequisite in boosting up of processing activities. However, being tribal
dominated, there are stringent regulations for outside non-tribal players given peculiar norms of
land ownership in the region. For instance, within Khasi Hills, it is mandatory for a non-tribal
trader to acquire a license from District Council®- it proves to be a cumbersome process and
discourages private players to move in. The following discussion mentions of the policy
initiatives taken by the Government of India to promote the food processing sector especially the
medium and small scale industries.

With respect to Micro, Small and Medium Enterprise (MSME), as per the analysis of 500
MSMEs by CRISIL, the states face major challenges in terms of lack of technological access,
concentration of operations and weak infrastructure. Quantitatively, the operation in terms of
either product, geography or customers were concentrated to 47% of them while about 30% of
them have weak infrastructure. Also, access to skilled labor is one of the challenges for these
units given that only 45% of the employees are permanent. Further, about 48% of them are being
operated under manufacturing sector of which 95% are functioning either with semi-automated
or with manual technology (Business Standard, May 24, 2016). However, it has been accredited
that the potential for development of North Eastern States including Sikkim is immense and is
suitable to the production of an entire range of agro-products which can be processed and
exported (Ministry of MSME, August, 2016).

Thus, given the comparative advantage of North East Region in terms of natural resource
endowments, there have been constant endeavors on part of Central Government to promote
MSMEs in the region. In August 2016, Ministry of MSME, Government of India approved the
guidelines for the scheme ‘Promotion of MSMEs in NER and Sikkim’ to nurture the spirit of
entrepreneurship amongst youth for accelerated growth in the region. Under the scheme,
financial assistance will be provided to the States by the Central Government for the following
four components:

a. Establishment and upgradation of Mini Technology Centers- @90% of the cost of
machinery/equipment/buildings up to INR 10 crores for setting up of new/ upgradation of
existing Mini Technology Centre.

3 Source: The United Khansi- Jantia Hills District, trading by Non-Tribal Regulation, 1959
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b. Development of Industrial Estates- @80% of the infrastructure cost, up to INR 8 crores;
the facilities including water, power distribution system, banks, roads,
telecommunication, drainage & pollution control facilities, storage and marketing outlets
etc. in the new / existing industrial estates.

c. Capacity Building of Officers engaged in Promotion of MSMEs- the concerned
Government officials shall be delegated for techno-managerial training in various MSME
institutes and NIMSME, Hyderabad. TA/DA expenses would be borne by the respective
state Governments, while fee and boarding/lodging to be reimbursed directly to the
training institutions by office of DC (MSME).

d. Other Activities regarding Promotion of MSMEs in the NE region — Funds up to INR one
crore per intervention can be utilized for undertaking various activities such as research
studies, strengthening of institutes, etc. The activities related to development of honey,
bamboo, organic products and promotion of IT modules for ease of doing business in
MSMEs in NE region may be considered for financial assistance on selective basis.
(Ministry of MSME, August, 2016).

» New Industrial Policy for North East

In order to provide a momentum to development and job creation without harming the regional
ecological balance, the Department of Industrial Policy and Promotion (DIPP) in collaboration
with NITI Aayog is in the process of drafting a new industrial policy for north east region
namely, new North East Industrial and investment Promotion Policy (NEIPP). The previous
policy which was launched in 2007 was suspended in 2014 after a review.

Notably, the policy is focused at incentivising the environmentally sustainable industries such as
agro processing, horticulture, floriculture and plantation crops. These industries are likely to
appear under the list of special sectors. The sectors which may harm the ecology of the region
will be under low priority. Among other incentives, this policy would facilitate easier access to
working capital loans and reimburse insurance premium.

The thrust is on the promotion of small and medium scale industries, as it was found during the
review of earlier policy that few large enterprises were cornering the benefits of the policy.
Further, under this new package, the upper limit on the capital investment subsidy for the new
units has been put at INR five crore per industrial unit under the manufacturing sector and INR
three crore under the service sector. Further, there is a provision of interest subsidy on term loans
(upto INR 10 crores) of 5-10 years maturity taken to finance capital expenditure for setting up or
expansion of industrial units (ET Bureau, May 2017).
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3.2.4 Marketing of Processed Products

Given the nature of hill produce, i.e. organic by default and lower productivity, it becomes
uncompetitive in the regular market whereas, these features make it ideal for niche markets.
However, in order to be able to compete in these markets with other branded products, it is
important to signal the quality. In this regard, there is a presence of certain policy measures like
Food Safety and Standard Authority of India (FSSAI) license and Geographical Indicator (Gl)
tag.

» FSSAI License

FSSAI was established under Food Safety and Standards Act, 2006 in order to lay down science
based standards for food articles and to regularize their manufacture, storage, distribution, sale
and import for ensuring the availability of safe and nutritious food for human consumption.
FSSAI license is considered to be a permit required to operate a food related business. The
advantages of getting FSSAI license can be counted in terms of increased consumer base; legal
advantage; usage of FSSAI logo which can act as a brand and finally the business expansion
(https://www.fssaifoodlicense.com). Under ILSP project in Uttarakhand, Livelihood
cooperatives are in the process of getting FSSAI certification.

» Gl Tag

Geographical Indications of Goods are one of the aspects of industrial property, which indicates
the distinctiveness of the product’s origin, the geographical situation and conveys assurance of
quality. Under Articles 1 (2) and 10 of the Paris Convention for the Protection of Industrial
Property, geographical indications are covered as an element of IPRs. They are also covered
under Articles 22 to 24 of the Trade Related Aspects of Intellectual Property Rights (TRIPS)
Agreement. India, being a member of World Trade Organization (WTQO), enacted the
Geographical Indications of Goods (Registration and Protection) Act, 1999 which came into
effect from September, 2003 (http://www.ipindia.nic.in).

The benefits of Gl tagging involves increased prices of the goods in international market;
promotes tourism through exchange and showcasing; expands the product market domestic and
internationally and contribute towards sustainable development (TNT News, n.d.). Considering
our concerned states, up till now, 10 North Eastern Horticulture Crops have received Gl tag
namely, Naga tree tomato, Tezpur litchi, Assam Karbi Anglong ginger, Khasi mandarin, Kachai
lemon, Memang Narang, Arunachal Orange, Mizo chilli, Sikkim large cardamom and Tripura
Queen Pineapple. Uttarakhand tejpatta (sweet bay leaf) became the first product in the state to
get Gl tag on May 31, 2016 (TOI, TNN, Jun 6, 2016) and in Himachal Pradesh, kangra tea bears
the GI tag among agricultural commodities. The lack of organized farmers’ group has been
identified as policy constraint in availing the benefit of these quality norms.
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3.2.5 Cross — Cutting Issues

The present section deals with the policies and the gaps at operational level related to the cross
cutting issues, the ones which are critical to the Value Chain Development throughout and hold
relevance at various stage of the process. It includes, a) policy initiatives taken to augment the
flow of agricultural credit; b) Land Lease Act, 2016 which is meant to legalize land leasing for
crop cultivation as well as for other purposes like agro forestry, agro- processing and plantation
purposes; ¢) the organic missions being followed by the states; d) post- harvest and marketing
extension which lacks any policy support in India and; v) reflects the need of collaboration of
various departments responsible for different activities under the VCD.

a) Policy initiatives to increase agricultural credit

There have been constant efforts on part of Government of India in terms of initiating several
policy measures to enhance the accessibility of institutional credit to farmers. The focus of these
policies have been particularly on small and marginal farmers and other weaker sections of the
society to facilitate them the adoption of modern technology and thereby improved agricultural
production and productivity. As discussed in Section A, there exist a multi-agency network for
disbursement of agricultural credit comprising of SCBs, RRBs, Co-operative financial
institutions and micro finance institutions. The initiatives taken by the Government to augment
the flow of institutional credit includes the following:

I.  Farm Credit Package: The package was announced in 2004 by the Government of India
to double the agricultural credit flow within three years. Consequently, at all India level,
there have been a constant rise in the agricultural credit flow. To mention, it increased
from INR 86, 981 in 2003-2004 to INR 468, 291 in 2010-11. In the subsequent years, the
actual disbursement continued to be more than the targeted amount — 107% (2011-12);
105% (2012-13); 102% (2013-14) and so on. The target for agricultural credit set for the
year 2016-17 was INR 9,00,000 crores, out of which INR 755, 995 had been disbursed
during April-September, 2016.

ii. Interest Subvention to farmers: @2% p.a. to Public Sector Banks and Private Sector
SCBs with respect to the loans disbursed by rural and semi urban branches; @7% p.a. for
short term crop loan provided to the farmers by Co-operative Banks and RRBs using their
own funds up to INR three lakhs as announced in 2006-07. Subsequently, in order to
incentivize prompt repayment, an additional 1% interest subvention was introduced
during the budget 2009-10 for the farmers who repay their loans before or on due date. It
was raised to 2% in 2010-11 and since 2011-12, has been continued @3%. Thus, the
farmers who repay the loans against the schedule fixed by the banks will get the loans at
an effective interest rate of 4% p.a.

iii.  Extension of interest subvention to post-harvest loans: It is to discourage farmers to go
for distress sales and instead store the produce in warehouses against warehouse receipts.
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The benefit of this measure has been extended to small and marginal farmers having
Kisan Credit Card for a period of six months subsequent to post-harvest on the same rate
as available to crop loan against the receipt given for keeping their produce in
warehouses.

Iv. Interest Subvention in the event of natural calamity: As per the RBI’s Master Circular
dated 01/7/2015 and circular dated 8/4/2015, the banks have been directed to
rescheduling of repayments for crop loans- period of maximum of two years in case of
crop loss between 33% to 50% and period of maximum of five years for crop loss 50% or
more. The rescheduling includes the moratorium period of one year.

v. Collateral free loans: the limit has been extended from INR 50,000 to INR 100,000.

vi.  Kisan Credit Card Scheme: the scheme has been revised to accommodate the interest
subvention measures provided to the farmers; processing fee is relaxed up to the limit of
INR three lakhs and for crop loans, no separate margins are now required to be insisted as
the margin is in-built in the scale of finance.

vii.  Joint Liability Group (JLG): JLG, an informal group is a model under microfinance
consisting of 4-10 individuals came together to avail the bank loan individually or in a
group against mutual guarantee. The JLG mode of financing acts as a substitute to
collateral for loans meant to be provided to target groups including small and marginal
farmers; tenant farmers; oral lessees, share croppers, etc. NABARD introduced the
scheme for financing JLGs of tenant farmers in 2005-06 which was extended to non-farm
sector in 2009 as well. In 2014-15, there was launch of scheme for ‘Bhoomi Heen Kisan’

by the Government of India for targeting 5 Lakh JLGs through NABARD
(www.agricoop.nic.in).

It is to argue here that though there have been numerous measures taken towards enhancing the
agricultural credit to farmers over the years by the Government of India and all India figures
have been impressive as well, the reach of these measures seem to be limited in case of North
Eastern and Himalayan region as evident through the situational analysis of rural finance
presented in Section 3.1 of the report.

With respect to credit accessibility to MSME sector, very recently, RBI has relaxed the Non-
Performing Asset (NPA) norms for MSME by removing the cap on loans to the sector classified
as priority sector loans. As per the central bank policy, the loans advance to MSME sector will
be considered as standard asset by the banks and NBFCs, even if dues are paid within 180 days
from the respective original due dates. At present, banks and NBFCs are classifying the loan
accounts as NPAs as per the 90-day and 120-day norms (RBI Monetary Policy, Feb 2018).
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b) Model Leasing Act, 2016

The lack of a sound institutional framework to enable land leasing was viewed as a major
obstacle for private investment in agriculture. In this context, an expert committee was set up by
NITI Aayog which after reviewing the existing tenancy laws of states and having consultation
with different stakeholders involved proposed a Model Agricultural Land Leasing Act (thereafter
Model Leasing Act).

Land leasing laws related to rural agricultural land were overwhelmingly enacted in Indian states
during the decades after Independence. It was the time when abolition of Zamindari system and
land redistribution were on the high policy priorities. Tenancy and sub-tenancy laws were
considered as integral to the feudal arrangements. Consequently, the tenancy laws adopted by
various states either completely prohibited or highly discouraged leasing and sub-leasing of land.
However, it has been argued that these restrictive tenancy laws do not hold relevance any longer
and proves detrimental to the interest of both tenant and landowners. Further, with respect to the
difficulties in land acquisition under 2013 land acquisition law, the states willing to enable
industrialization may further benefit from liberal land leasing. Currently, the conversion of
agricultural land for non-agricultural purpose entails permission from the appropriate authority,
which may take long time (Panagariya, PIB, July, 2015).

Particularly considering the case of Himalayan States- in Jammu and Kashmir, leasing out of
agricultural land is legally prohibited without any exception. For Uttarakhand, leasing out of
agricultural land is allowed only by certain categories of landowners like disabled, widows,
minors, defence personnel, etc. In Himachal Pradesh, the H.P. tenancy and Land Reforms Act
1972 enacted w.e.f. February 21, 1974 prevails. The Act while providing protection to certain
categories also prohibits transferring of land in favor of non-agriculturist (MRD, 2017). With
respect to the North- East region specifically, the land tenure system is characterized by strong
inter-state and inter-regional variation. Overall, the customary and government regulation co-
exist in the region. Table 13 mentions some of the prevalent systems in the region.

In compliance with the restrictive tenancy laws in the states, table 14 mentions the low
percentages of leased- in area to the total operated area of households. It can be noticed here that
as compared to the all India average, the respective figures are lesser for all the North eastern and
Himalayan states except Sikkim which accounts for about 8 percentage points more than the
national average. Referring to table 10, it is to note here that the tenure system in the hilly state
of Sikkim is under the government revenue administration system with no customary tenancy
laws. Similarly, in Manipur which accounts for second highest percentage of leased-in area, the
plains and valleys are under the government revenue administration system. The lowest
percentage is recorded in the state of Jammu and Kashmir in which the leasing of agricultural
land is completely prohibited as mentioned earlier.
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Given this background, the introduction of a transparent land leasing law has been viewed as a
significant reform in the direction. It will allow the potential tenant or sharecropper to get
engaged in written contracts with the landowners. Besides, the tenant will have an incentive to
invest in land improvement measures while land owner would be able to lease out his/her land
without fear of losing and also government will be able to implement its public policies
effectively. Additionally, these reforms will open up the avenues to the provision of land for
industrialization purposes as well (Panagariya, PIB, July, 2015). The law allows leasing of land
for activities including plantation crops, animal husbandry & dairy, poultry farming, stock
breeding, fishery, agroforestry, agro processing, etc. along with crop cultivation (Mani, 2016).
However, in case of the pockets in North East where customary laws of tenancy are prevalent,
the viability of this act is questionable.

Table 13: Different Tenancy Laws prevalent within North East Region

Tribes/ Region Tenancy Laws
Kuki and Mizo Tribe in Manipur and Mizoram Chief Land: Control and management of lands by village
Semas and Koyanks Tribe in Nagaland chiefs with right to cultivation for individual members
Noctes, Wochos and Khamti Tribes in Arunachal o Strong chieftainship system
Pradesh o  Chief cannot deny land to the villager neither;
Lushais Tribe in Mizoram o Can own land so to reduce the landholdings by the
Khasi Tribe in Meghalaya villagers
Thadou Tribe in Manipur o Rather, he regulates the allotment of plots for cultivation

and manage community resources

o  Gets tribute in return and not rent for land

Tribes practicing Jnoom Cultivation Community Land ownership - Land is held in trust as social
guarantee against unemployment and destitution for those
willing to work. Uncultivated land reverts back to the
community and can be assigned to any other member

Ri Bohi District in Khasi Hills of Meghalaya Unique land ownership: communally owned, controlled and
managed by chief representing a cluster of villages in almost
the entire district.

Khasi, Jaintia and Garo Tribes in Meghalaya Matriarchy is practiced, though ironically maternal uncle has
the control over sale or purchase of land.

Plains and valleys of Assam, Tripura, Manipur and No Customary land tenure system under village level

Hilly state of Sikkim authority, only revenue administration of government.

Settled agriculture in the Hills Individual ownership of land

In Assam since 1886, Tripura and Manipur since Private ownership - land is owned by Individual families.

1960

Source: Report of the Committee on State Agrarian Relations and Unfinished Tasks in Land Reforms (2017),

Ministry of Rural Development

Several states have initiated the process towards land leasing reforms. The notable of them
include Madhya Pradesh- the legislative Assembly passed a bill- The Madhya Pradesh
“BHUMISWAMI EVAM BATAIDAR KE HITON KA SANRAKSHAN VIDHEYAK, 2016”;
Uttar Pradesh and Uttarakhand have amended their restrictive provisions of land tenancy act — to
facilitate land leasing by all landholders for agricultural activities and Odisha has prepared a
draft bill on agricultural land leasing (PIB, April, 2017).
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Table 14: State-wise Proportion of Operated Area Leased- in (%)

States 2012-13

Arunachal Pradesh 1.71
Assam 421
Manipur 7.57
Meghalaya 4.12
Mizoram 1.59
Nagaland 1.08
Sikkim 18.21
Tripura 4.7

Himachal Pradesh 5.19
Jammu and Kashmir 0.41
Uttarakhand 4,08
All India 10.10

Source: NSS Key Indicators (70/18.1) (70th round) for 2012-13 data

¢) Organic Mission

There have been various initiatives on part of Central and different State Governments in
developing organic agricultural practices in India. Ministry of Agriculture, Cooperation and
Farmers Welfare, Department of Agriculture, Cooperation & Farmers Welfare is implementing
INM & Organic Farming, a component under National Mission for Sustainable Agriculture
under which Himalayan states like Uttarakhand and Himachal Pradesh are practicing organic
farming and have formed their Organic Policy. For North Eastern States, the Ministry has
launched central scheme “Mission Organic Value Chain Development for North Eastern
Region”, a sub-mission under National Mission for Sustainable Agriculture (NMSA), during
2015-16 to 2017-18. Recently, Sikkim is declared as 100% organic state (Reddy, 2018).

Particularly in case of North Eastern and Hilly areas, owing to the fact that the produce is by
default organic, these measure are taken up at a rapid pace. However, it is to be argued here that
there are issues in implementation of these organic policies given the competition with non-
organic produce and inadequate provision of prerequisite support to farmers in terms of
extension support, provision of organic inputs, storage, certification of organic produce and,
adequate price realization and marketing mechanism. The present scenario may pose several
challenges for the farmers such as

» Low vyield during conversion period- worsens the situation for small and marginal
farmers

> In case of disease/ pests attack — no awareness among farmers to develop organic
pesticides

» Competition from cheaper chemically grown produce- low price realization for
organically grown produce
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Given these arguments, it is important here to consider that before going for the promotion of
organic practices, it is first essential to recognize the significance of voluntary decisions to go
organic.

d) Post- Harvest and Marketing Extension

Though extension is an operational issue, it is important here to note that in India, agricultural
extension stops at the level of production meant to enhance the productivity. However, with the
focus on Value Chain Development, covering the downstream part under the extension support,
holds utmost significance.

The post-harvest extension is related to the practices like drying, grading, sorting and packaging.
It will contribute in enhancing the shelf life of the produce especially for the perishable crops and
may fetch better prices to the farmers. Further, the marketing extension refers to making farmers
aware of the national and international markets in order to increase their consumer base while
facilitating them more bargaining power. Popularizing the local hill produce will also contribute
in the desired direction. Apart from farmers, the necessity of post-harvest extension also applies
to the other downstream actors in the value chain including processors, traders, etc.

e) Need for Interdepartmental/ Inter-ministerial Collaboration

Another important identified operational issue critical to the holistic VCD is the need for
interdepartmental/inter-ministerial collaboration. Notably, the different components across
different stages of value chains fall under the administration of different departments/ministries.
For instance, the component of Research and Development is under the Department of
Agriculture Research and Education; Agriculture and Livestock Production is under Department
of Agriculture/ Department of Animal Husbandry; for FPO formation, the registrar of
cooperatives is responsible; for Agricultural marketing, Directorate of Marketing and Inspection
is liable, whereas the development of agro-based MSME is the area of Ministry of Micro, Small
and Medium enterprise.

Having mentioned the present scenario, it is to be emphasized that there is a need for
interdepartmental/ inter-ministerial collaboration so that the efforts and initiatives taken by
different entities are aligned and can effectively lead to VCD.
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4. KEY CHALLENGES AND WAY FORWARD

Based on the literature review and Key Informant Interviews, certain key challenges emerged
and accordingly the discussion pointers were put forward to the stakeholders at the Round Table
Discussion organized for the purpose. The key discussion pointers are as follows:

1.
2.
3.

What policy measures are required to improve farmers’ access to financial services?
What are the key measures required to build vibrant Producers’ Organizations?

There are small and fragmented land holdings in the Hilly states whereas buyers demand
for volumes. In the scenario, what could be the best way to approach the issue of
aggregation of produce?

Given the near absence of regulated wholesale markets in the NE and HS, what could be
the best approach to provide market access to farmers?

What are enabling policy initiatives required to attract private investment in NE and HS?

What are the initiatives taken by Ministry of Development of North East Region
(MoDoNER), Ministry of Micro, Small and Medium Enterprise (MSME) and the IFAD
funded projects for Value Chain Development in the region?

The suggestions/recommendations came forward through the deliberations at the ‘Roundtable
Discussion’ held on May 24, 2018 as response to the above mentioned pointers. They are
presented below.

Value Chain Financing

O The experts reported that the Regional Rural Banks (RRBs) are doing better in terms of

Credit-Deposit ratio (as depicted through data), is due to the fact that RRBs do not have
the option of lending outside the region, whereas, most of the other banks are completing
their targets by lending to leading states in agriculture such as Andhra Pradesh,
Karnataka, Haryana and Punjab. This depicts the limited willingness among banks to lend
in the NER. However, on a positive note, it was mentioned that there has been a sea
change in the opportunities available to get finance. For instance, Omnivore Capital
(OC), a venture fund investing in India is looking for early stage agriculture companies in
India. OC focuses investment activity around several well-developed thematic
"roadmaps” in agriculture, seeking out entrepreneurial opportunities that align with these
themes.

O With specific reference to the FPOs, following suggestions were put forward to ensure

the smooth flow of finance:

o If FPOs may come up with a well laid out business plan in place and a pre-identified
buyer or an off-taker for their produce, the proposal is more likely to be financed than
the one with no idea of targeted market.
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o In order to facilitate smooth flow of second tier financing i.e. the working capital
requirement of FPOs and the aggregators, suggestions were made to use innovative
financing structures from the available pool of funds to address the issue of liquidity.
For instance, an amount of the budgetary allocation to Ministry of DONER or NEDFi
or of the funds available with other such apex agencies through projects with World
Bank or IFAD may be used for providing partial or full credit guarantee to the
financial institutions against the loans extended to FPOs. Further, it was also
mentioned that the present credit enhancement schemes with agencies like NABARD,
SFAC or RABO Bank Foundation should be simple to document and easy to enforce
for banks to accept them. The example of Rabobank credit guarantee scheme was
presented as a good example in this regard.

o In respect to the same context, the need was emphasized to promote ‘cash flow based
financing’ instead of sticking to the ‘collateral based financing’. For instance, certain
percentage of funds available with the development projects in form of grants may be
parked as Fixed Deposit (FD) with banks, which can be used as collateral against the
credit, availed. It will translate the already available pool of funds into liquid assets.
In order to substantiate the above-mentioned suggestions, the need for Multi-stake
holder partnership was emphasized.

O It was further pointed out that given the informal nature of rural economy, it is not
possible to have first hand information of the financial credibility of the creditors. Thus,
there arises a need to develop a system that may ensure risk mitigation of the lending
agency to enhance the credit flow. Further, it was mentioned that there is a huge potential
in MFI source of financing if there can be reduction in their interest rates from the current
level of 22-25% to about 7-8%, through some form of public-private partnership.

O Finally, it was highlighted that cooperatives provide cheaper and easy access to finance
than commercial banks, with cooperatives reporting very low rate of Non-Performing
Assets (NPAs). Moreover, thanks to the NCDC support, cooperatives receive technical
support in addition to low rate interest loans.

Building vibrant Producers’ Organizations

O The discussion focused primarily on improving the existing models of producer groups.
In context to the farmers’ cooperatives, it was pointed out that the layers of market
intermediaries should be reduced. It was also emphasized that the success of the
cooperative sector relies on building the capacity of functionaries and this is the key to
change the outlook for the cooperative sector. Improving market linkages came out to be
another prerequisite for a successful producer group/cooperative.
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Aggregation of produce

O The need of increasing productivity was prioritized to make an economic sense of
aggregation given the scattered land holdings and small volumes of produce with
individual farmers.

O Another point raised was that, in order to motivate a farmer to go for aggregation of
his/her produce in a collective manner, it is first essential to assure him/her of his/her
stake in the whole process and the expected benefits.

O One of the initiative taken up by a private entrepreneur taken in this direction is the Gram
Unnati Foundation. It was started five years ago and works as aggregator. As an
enterprise, the foundation works with a group of large buyers, understand their
requirements and build systems on the ground with small farmers to cater to the needs of
the buyers. They work with the farmers to provide them assured access to markets and
also make sure that the cost attached with every transaction is spread out across multiple
revenue streams. To mention, they don’t work with single crop as a single farmer is
engaged in multiple crop cultivation and on the other end, buyers are also ready to take
multiple crops.

Market access to farmers

O The discussions underscored the paramount importance of developing market linkages
and knowledge of market dimensions. As mentioned earlier, a well laid out business plan
with assured market for the produce is considered an important catalyst in availing
institutional credit. It was stated that the knowledge of market in terms of product
demanded, quality and its price should be the foremost concern for developers and
facilitators. The strength of human capital was recognized an important tool in this
direction.

O Access to the retail market in the metro cities was identified as an opportunity for
producers in Himalayan States and NER. For the purpose, if FPOs from North East are
willing to retail the finished products at all India level, it is important for them to display
their products at the stores of some fairly large buyers like Nature’s basket, Big Basket,
Big Bazaar, etc. Since the activity requires a huge amount of investment, the
recommendation was that these buyers may come up and provide floor space to the
FPOs at subsidized rates which may be considered as part of their Corporate Social
Responsibility (CSR) portfolio by the Government and Income Tax department. It will
also prevent any leakages from the system. However, the ultimate success of the product
will depend on its quality.

O It was mentioned that there is an extraordinarily high logistic cost associated with
transportation of small quantity produce from North East to the mainland which in turn
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reduces its comparative advantage. Thus, it would be viable to identify local markets
and/or regional export markets.

O Another suggestion catering to the marketing of organic produce explained that
promoting NER or HS produce as organic by default fails to fetch a high price for the
produce. So in order to motivate and extend remunerative returns to the farmers, there is
a need to develop linkages to the distant markets or set up an organic mandi within the
state.

O Another point raised was that presently a plethora of schemes operate in North East and
HS to build infrastructure for agro-processing industries but what is lacking at the policy
front is the model of investment in infrastructure that connects this to appropriate
market linkages. The speaker emphasized the need to develop ‘Premium Spot markets’
where the products may be sold.

Initiatives required for attracting private investments in NER and HS

O The experts emphasized that any proposed solution or a business model should be based
on market demand while farmers should come up with commercial farming even if at a
smaller scale. It was also mentioned that a private processor may spend an extra penny
only if there is risk sharing arrangement whereby the delivery of produce of desired
quality is assured by the supplier. Gram Unnati Foundation was referred as an example
here.

O Another point raised mentions that it is important to promote mini or medium food parks
in the regions instead of the Mega ones. For instance, the mega-food park is Assam has
only 5% of its capacity in use. Given the scattered geography of the region, it was argued
that it is not viable to aggregate the produce at a food park from six different locations
without having any primary-processing in the first place. This would motivate private
players to come and invest in the same.

O It was pointed out that there is a mandate by the Government that all state departments
are required to manage an amount of their sourcing for any service required, be it
consultancy or product sourcing, etc. either from local MSME or start-ups. But most of
the state agencies and entrepreneurs in the North East are not aware of the notification.

O Further, the tenders put out in the domain demand up to 10 crores of yearly turnover
which makes it impossible for any small-scale enterprise to bid for it. Consequently,
these tenders are taken over by larger corporate enterprises. Thus, there is a need for
awareness generation among state departments regarding such notifications and mandates
of the Government.

|47



Policy Analysis and Policy Dialogue on Development and Scaling Up of Value Chain Initiatives- Findings from North
Eastern and Himalayan Region in India

Initiatives taken in the direction of Value Chain Development in the Region

There was mention of the schematic changes that the Ministry of development of North East
Region (MoDoNER) has taken up in last two to three years and that enabled value chain
development in the region. These are as follows:

O There are special dispensations first of all for North East. Whenever a policy document or
schematic document for NE is considered, it is taken for internal stakeholder
consideration to align it with the regional requirements. The funding pattern is
concessional as compared to other ministries.

O Ministries are encouraged to bring out in their schemes and projects what special
interventions are being done for the wvulnerable sections including the regional
vulnerabilities and bring it up front. MoDoNER reviews these and suggests
improvements as appropriate, as was the case for instance with PMGSY.

O Since connectivity is an issue, funds are being allocated for the same. In railways, many
milestones have been achieved like broad gauging of entire NE. A connectivity corridor
is emerging in the region which is North Bank, South Bank and the Lower Assam.

O As part of the restructuring, NEC (North Eastern Council) has also undergone changes.
To mention, NEC now has the mandate to look into inter-ministerial issues, focused on
livelihoods, on piggery, on science and technology interventions and on bamboo. So here
the schematic intervention and coordination that is required can be taken forward by the
Ministry.

O The North-East Industrial Policy (NEIP) was revamped and was issued in March 2018. It
is now called North East Industrial Development Scheme. It aims to attract private
investment and to promote the local first generation entrepreneurs. It provides subsidy on
transport and on capital investment. The transport subsidy consists of rail subsidy, inland
waterways subsidy and airfare subsidy for perishables.

O On part of a policy intervention, NITI Aayog established the NITI forum for the North
East which is co-chaired by the Vice-chairman of NITI Aayog and the minister
MoDONER. The Forum plans to look into the critical challenges in the NER and
recommend interventions through civil society organizations, private players, etc. Also,
the focus is on ‘Make in North East’, and on how to encourage production and value
addition in the region. The focus areas are tourism, bamboo, horticulture, etc- the ones in
which NER broadly has a comparative advantage.

O MoDoNER is developing the e-commerce platform namely e- RAKAM (Rashtriya Kisan
Agri Mandi) with the help of Ministry of Tribal Affairs.

O MoDoNER is also conscious of the fact that there is a need to improve information
dissemination, invest more in handholding support and in establishing a single window
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facility for entrepreneurs. Concomitantly, state officials also need to be trained
accordingly.

The Ministry of Micro, Small and Medium Enterprises (MSME), summarized the main
initiatives it sponsors to boost the sector-

O MSME has recently developed four divisions namely, Micro Enterprise Division, SME
manufacturing, SME services and Social Enterprise Division. Through this initiative,
MSME visualizes a role for social science experts in order to facilitate business.

O Another initiative, ‘Udyam Sakhi Portal’ (https://udyamsakhi.org/) has been initiated to
support women entrepreneurship.

The initiatives taken up by the IFAD funded projects namely LAMP and ILSP illustrate
practical solutions to the challenges raised:

O The ILSP project in Uttarakhand has made provisions Livelihood Collectives and
Federations of SHGs to set up collection centers in each cluster, and by now about 25%
of them are operational. They are not only working as aggregation point but also as the
pre-processing units.

O One of the recent initiatives of the project is that collection centres also act as retail
centers facilitating farmers' participation in shorter value chains.

O It was mentioned that there is an acceptance among farmers regarding cooperative
formation. Another issue that is of self- reliance of cooperatives, the project as of now is
giving handholding support, but the space to act as self-reliant has been created and the
members are expected to be self-reliant by the time project is phased out in next 2 years.

O Under Megha-LAMP, recognition has been given to the existing rural markets and steps
in the required direction are being planned. Of the 274 haats in the state 54 have been
identified under the project to rehabilitate their infrastructure and to develop their
management and their revenue model.

It is evident that many initiatives on value chain development are being undertaken by the
leading agencies such as NCDC, Ministry of MSME and Ministry of DONER. Also several
innovative aggregation models such as the one adopted by Gram Unnati Foundation are
emerging. Global initiatives such as the Sustainable Spice Initiative as well as private sector led
operations are also increasing in response to the market demand and owing to an increasingly
conducive policy environment. The IFAD projects are also demonstrating practical approaches to
address the challenges in VCD: what the roundtable and study demonstrated is that these projects
can gain much traction by converging with the relevant Government schemes, and partnering
with the private sector to generate impact at scale.
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Annexures

Annex |: Case Studies of Successful VCD Initiatives

Case Studies | Constraints (Pre-

intervention)

Interventions

Outputs

Impacts

Unorganized marketing Established a cooperative called
HAKVSS*- to facilitate linkages
among producers, processors &

markets

Inefficient state government’s
| marketing mechanism

MSP of INR 5.25/kg- to
collectors against 1-2/kg

Demonstrated a community-
based enterprise model

Case Study | (GMVN¥)
of Malta Dominance of traders from low | SHGs of local women were
Oranges- land markets formed- to produce value added
ChamOI' . products in CFC* established by
District (a hill | Delayed and low payment to HARC
district) of producers Technical & financial
Uttarakhand | N |ocal processing and value | gssistance to SHGs

addition for Malta oranges Business plans for SHGs-
Project of Short shelf life for oranges monthly production planning,
ICIMOD in costing, marketing strategy &
partnership monitoring
with HARC

FI1Gs* were formed- for
management of orchards

Organized VC- through
federations of FIGs- to ensure
coordinated harvesting, quality
control & selling of Malta
oranges

Poor capacity and lack of
technical services to producers

Lack of organization and
coordination among farmers

SHGs processed about 50
tonnes of Malta oranges

Produced five line of
products- juice, squash, face
pack, marmalade & mock-
tail

Introduced for local & state
market under the Brand
‘Switch On’

SHG member earned INR
200-300 each per 100 kg of
processed item

Demonstrated possibilities
for local value addition of
mountain products

Generated employment
opportunities locally- step to
curb outmigration and
feminization of agriculture.

Innovative approaches for
packaging and branding
mountain products

State Government-
increased MSP of Malta
Oranges- INR 6/kg

Grading of oranges-
facilitated INR 8-10/kg for
superior ones

Training Programs- tree
management, group
management, organizational

Qualitative improvements
noticed- size, taste and color
of fruits

Introduced ideas for broader
agribusiness development in
Uttarakhand
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development & financial
planning, post-harvest practices
& marketing

Identified target market- for
raw & processed products

Marketing Strategy- link
farmers & processors to market

Increase in yield- by 10%

I

Case of off-
season
vegetables in
Uttarakhand

Project of
GlZin
partnership
with agencies
like World
Bank
Supported
IWMP*
known as
GRAMYA,;
IFAD
supported
ULIPH*;
NABARD,
the NGOs
HARC &
CHEA*, &
with technical

Lack of access to market
information —primary
challenge faced by small
farmers in OSV sector VC

Poor accessibility to ICT
enabled services in Uttarakhand

Mobile SMS- for information
dissemination

Advantage- personalized,
authentic, timely and suited to
two-way communication

Mobile SMS- rated best
information system by 93%
of subscriber

Higher prices and reduced
risk- positive impact on
livelihoods

Less than optimal usage of
services like Kisan Call centres

GIZ partnered with RML** as
its services can be used in any
mobile handset under any
service

Time lag, high cost & low
technological literacy- major
impediments for farmers

67% of farmers- dependence on
local trader for market
information

On pilot basis- 1000 RML
subscriptions were provided
through NABARD, GRAMYA,
HARC, CHEA and ULIPH in
ten districts of the state.

Selection of farmers- based on
partners’ ongoing programs

Majority of small farmers
preferred to sell their produce
in near markets to offload the
osv

RML database covers- over
600 crop varieties, 1300 markets
& 3500 weather locations in
eight languages

Percentage of farmers used
the services for following
purpose:

Weather advisory (96%)-
earlier 81% - dependent on
television

Market prices (98%)-
earlier 67% relied on traders
while 26% on newspapers

Government Schemes
(96%)- earlier 40% relied on
newspapers

Crop Advisory (78%)-
earlier 66% had relied on
progressive farmers &
traditional knowledge

Daily agricultural news-
like information on
accessibility of roads-
enabled better planning of

Access to accurate & timely
information- placed small
farmers in better bargaining
position

Most of the users- utilized
services for information
beyond OSV VC- also used
for cereals, livestock &
horticulture

Through “Grameen
Soochna, Uttarakhand”
initiative, a three year
public-private partnership
project between GIZ’s
DeveloPPP.de & RML
launched in May 2012-
aimed to target 12,000
farmers for agri-information
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service from

harvest or the use of

RML services attracted-

the RML alternative channels of interest of development
routes to transport goods actors beyond agriculture-
government schemes, health
services, social issues, etc
Production Level- Production level- Production level- Direct linkages with

Il Practice of single row planting- | Training from- Horticulture Farmers initiated- double traders- fetched premium

Case Study of | Oversized fruits Department & CIH row planting- smaller sized | Of 20-30%- above market

Pineapple- | Less acceptable in market- low fruits price

Molvom prices More acceptable in the Selling of produce at farm

village in . market gate-no burden on farmers

Dimapur P(?st—harvest & Marketing- of loading, packaging,

District in Post- harvest- Direct Procur’ement by ICCOA- | |5 2011 summer season- transportation and logistics,

Nagaland Non-existence of processing of | 25 PeT clients” demand direct procurement of 6 MT | etc.

Interventions
by
Horticulture
Department
and CIH to
improve
productivity ;
direct
procurement
by ICCOA to
provide
efficient
market
linkages

the fruit at commercial level

Value addition services at farm
level- limited to grading as per
size

Marketing-

No regular markets-large
quantity wastage at farm-level
itself

During glut in market- prices
are so low- farmers are forced
to leave their produce in field

Produce is picked- at farm level

Packaged in CFB boxes by
laborers

Transportation- to railway
station through mini-carriers- 2.5
MT capacity

of pineapple by ICCOA

Use of collection center- at
village level- in case of big
orders received- from
Guwabhati, Delhi or
Bangalore, etc.

Farmers in the village- well
aware about the harvest
stages

Other interventions by
ICCOA-

Implementing OCP*- in Molvom
(Dimapur) & Gaili (Peren)- for
Pineapples

Training of farmers- on organic
farming

Making Farmers’ groups- in
production cluster villages for
potential crops

Working to improve- post
harvest practices & certification

Harvesting of pineapple-at
different stages of green
color- based on target
market distance

Lesson- easy to procure
with farmers’ group for a
particular crop in a cluster

Packaging at farm level- for
distant markets- fruit is
wrapped in paper with
crown at below in CFBs-
reduced chances of damage
due to jerk in transportation

Labor charges- provided by

Molvom village model-
better market linkages &
improved value chain- can
be replicated to other
pineapple cluster in North
East
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of organic farming

traders to farmers

v

Case Study of
Assam
Ginger Karbi
Anglong
district of
Assam (one
of the two hill
district of
Assam)

Result of
initiative of
Rashtriya
Sam Vikas
Yojana- Gin-
Fed

Post-harvest

Absence of any kind of value
addition at farm level

Lack of infrastructure-
primary cleaning, sorting &
grading

Lack of entrepreneurship- in
society in general- to take up
ginger (or any other fruit)
processing activities &
establish the brand in the
market

Formation of Co-operative called
Ginger Growers’ Co-operative
Marketing Federation (Gin-Fed)

An initiative under ‘Rashtriya
Sam Vikas Yojana’

Post-harvest and
Marketing-

Gin-Fed supplies directly
to Azadpur Mandi, New
Delhi

Arranges - procurement,
primary processing,
marketing information,
obtaining order and
shipment.

Higher prices

Gin-Fed facilitated — INR 6-
35/kg against INR 3-4/kg
that farmers used to get
through middlemen

The profit earned through
business- goes to the
stakeholders

Marketing

Uneconomical quantity with
individual farmers- for
transportation of produce

Low price realization-
involvement of aggregators &
farmers’ inability to sell
directly in the market

Limited options with farmers of
getting arbitrage

Group of more than 1500 small
and marginal tribal farmers

Financial access-

G-card- facilitated to
farmers

G-card assist in credit
facility from public sector
banks

Gin-Fed charges only for
handling- INR 1.50/kg and;

Administrative cost- 0.30-
1.00/kg

Gin-Fed is approached by
leading firms in Japan and
South Korea for organic
ginger export- due to more
oil content.

Trade opportunities-
Gin-Fed- major tie ups
with traders such as ITC,
Sresta Bio Products,
NAFED, Stacon, Ray farm
and Ace Agro

Organic Certification —
Gin-Fed is in process of
getting it to facilitate direct
export to European
countries

Transportation charges-
significantly reduced
Earlier- INR 4-5/kg (INR
45,000-50,000
transportation cost plus
other illegal taxes)

Now- through railways- 50
paisa/kg
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Note- the constraints are still
present in North East in general
for ginger farming

Transportation-

One parcel van facility-
provided by railways to
Gin-Fed to transport directly
to New Delhi- 50 paisa/kg

\%

Case Study
of Apples-
Himachal
Pradesh

(Apple
Growing
states in
India- J&K-
65%;
Himachal
Pradesh
(30%);
Uttarakhand
& Arunachal
Pradesh (rest
5%)

Result of
Policy
intervention
in Himachal
Pradesh

Constraints — common to all
apple growing states

Improvement in Basic
infrastructure in HP

Production level

India’s rank- much low in terms
of productivity amongst major
apple producing countries
(India- 7MT/ha against 32-40
MT/ha in countries like Italy,
France, US, Chile and
Germany)

Improved road conditions during
the last 10-15 years (mainly link
roads under PMGSY)

Buying of apples on weight
cum quality basis- by AAFL

Incentive to produce quality
apples

Scattered land holdings- 90%
of the apple growers — small
and marginal farmers- less than
1ha

Low tree intensity- due to both
the hilly terrain and dispersed
land holding pattern;

Policy intervention in
Himachal Pradesh-

Reforms in APMC Act in 2005 —
allowed the establishment of
parallel private markets for
apples, permitted contract
farming and allowed direct
procurement of apples from
farmers

Transparent Procurement
System — grading of
produce as per color, size &
spot free quality in front of
farmers at AAFL facility

Some farmers sell best
quality to AAFL and low
quality to HPMC in local
market

Timely Payments to
farmers- through bank
accounts within 10 days

Reduced wastage by 2.5-
3%- being AAFL plant
equipped latest technology
to sort/grade the fruits &
handle them with
minimum/negligible
chances of injury

Controlled Atmosphere
Storage- by AAFL against
traditional simple cold
storage which led to
significant wastage of the
produce.

Removal of middlemen &
better prices for the produce

Majority of the tress- already
peaked in their production
cycle- no investment to change
them

Result of amendment in
APMC-

Corporate Intervention- Adani
Agri-fresh

Extension services to apple
growers- information related
to quality of planting
material; spray schedules

Informed decision by
farmers on harvest and
market
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Lack of investment in new
technology- Traditional level of
packages of practices adopted
at the field level

New scientific knowledge -
limited to research institutions

No official data available on the
trends of productivity

Post-harvest level

Post-harvest losses- 30-35%

Bad practices of picking- by
untrained labor

Faulty methods of packing- 25
to 30 kg of apples- put in the
boxes having 20 kg capacity to
save on transportation cost

Over loading of the trucks-
carrying apples to the market;

Lack of cold storage chain;

Rough handling of apples at
every stage - mostly while
loading and un-loading and so
on.

Controlling wastages of apples-
both farmers & consumers- can
get an additional margin of
10%

Lack of weighing measures

Adani group took up the
opportunity and set up Adani
Agrifresh’s operations in
Himachal Pradesh for dealing in
apples.

for controlling insects and
pests, good package of
practices on production,
maintenance, harvesting and
packaging of the produce-
through a technical team.

Availing quality planting
material- through
collaboration with Gariba
Nurseries.

Application of state-of-art
technology- at every stage
of handling the fruit to
reduce wastages

Removal of middlemen-
AAFL directly procures
from farmers, puts them in
CA storage and market them
directly to its chain of
wholesalers.

Rate of Apples- declared in
three days advance through
SMS on mobile phones of
all registered farmers.
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Non- standardization of weight-
rate varies in market

Apples are sold as per box-
weight varies from 25kg to 30
kg- bigger box get slightly
better pries

Source: ICIMOD (2013); SFAC (2012); ACCESS (2015)

Notes* - Garhwal Mandal Vikas Nigam (GMVN); HARC Alaknanda Krishi Vjawasaya Swayatt Sahakarita (HAKVSS); Common Facility Center (CFC); Farmer
Interest Groups (FIGs); Integrated Watershed Management Program (IWMP); Uttarakhand Livelihood Improvement Project (ULIPH); Central Himalayan
Environment Association (CHEA); Reuters Market Light (RML); Central Institute of Horticulture (CIH); Organic Cluster Project (OCP)

**mobile- based agricultural information service providers
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