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EXECUTIVE SUMMARY 

 

INTRODUCTION 

For a significant percentage of primary producers in India, farming is characterised by low 

output and paltry income levels. The farmers often find themselves at the receiving end, and 

their production is threatened due to various production risks coupled with a weak rural 

infrastructure. Successive governments have tried to implement different policies to improve 

the condition of Indian Agriculture, but the initiatives taken are insufficient. Eighty-five per 

cent of land holdings in India are small (with an area less than 2 ha) and marginal (with an area 

less than 1 ha); however, their share in the country’s total operated area is only 44.6 per cent 

(Agriculture Census, 2010-11). There is a massive imbalance in India's average size of 

operational landholdings. The average size of operational land holding with small and marginal 

farmers is 1.42 and 0.39 hectares, whereas, in the case of large farmers, it is 17.38 hectares 

(Agriculture Census, 2010-11). The problem is further exacerbated as 2 million medium and 

large farmers join the pool of small and marginal farmers each year because of land 

fragmentation (NAC Draft Document, 2012-13). Small and marginal land holdings result in a 

smaller output coupled with problems like lack of mechanisation and bargaining power in 

marketing, which make these holdings uneconomic. As the land had become uneconomic, it 

caused an increase in the number of agricultural labourers and the decline of cultivators. Also, 

problems like dependency on monsoons, supply of inputs, marketing issues, number of 

intermediaries, and lack of price dissemination trammel the small and marginal farmers. To 

improve the condition of Indian farming and envisage the true meaning of ‘united we stand, 

divided we fall’, policies related to farmer’s collectivisation are essential.  

 

The evolution of cooperatives in India started in the 19th century. One of the developments in 

this sector is the tweaking of the Indian Companies Act and the introduction of farmer-based 

companies, also referred to as the ‘Farmer Producer Company (FPC)’. Farmer Producer 

Organisations (FPOs) may take various forms such as a Trust, Society, Co-operative or 

Company. FPOs registered under the Indian Companies Act are called Farmer Producer 

Companies (FPCs). In the budget of 2019, the Government of India announced the plan to 

create 10,000 FPOs in the next five years, and the operational guidelines were introduced in 

July 2020 (Ministry of Agriculture & Farmers Welfare, 2025). The idea behind a Farmer 

Producer Company is that a group of farmers involved in agricultural production can 
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collectivise and register themselves as a company under the Indian Companies Act. The idea 

behind an FPC is that when farmers collectivise and operate as a company, there are 

advantages. The FPC can buy inputs at a lower price, benefit from reduced marketing costs 

because of bulk production and transportation to the market, and have better access to 

institutional credit. Investing in storage facilities to avoid distress and sell as a group is easier. 

Farmer Producer Company might also help its members with simple activities like training, 

technical advisory, financial advisory, and processing, or it can be a more significant part of 

the value chain, covering a set of activities. At the policy level, the idea behind collectivisation 

through FPCs is that farmers have been producers, but now they can act as skilled traders to 

fetch a higher price. Also, it will bring large chunks of land and farmers together.  

 

LITERATURE REVIEW 

FPCs are also defined as a hybrid between co-operatives and private organisations, with all the 

significant features of private enterprise and similar features to co-operatives (Mukherjee et al., 

2018). Other collective forms include co-operatives, Self-Help Groups (SHGs), Farmer Clubs, 

etc. “Agricultural co-operatives formed under the Co-operative Credit Societies Act, 1904, has 

long been the dominant form of farmer collectives; however, the experience with co-operatives 

points to many limitations that prevent effective collective action” (Bikkina et al., 2018). The 

issue with the co-operative societies is that their operations have been mainly welfare-based 

rather than commercial (Prabhakar et al., 2012).  

 

The idea behind a Producer Organisation (PO) is that individual small producers do not have 

large volumes of both input and output; thus, a PO can ensure better income for small producers 

and farmers, and the aggregation of small producers through a PO ensures economies of scale 

by eliminating a large number of intermediaries (NABARD, 2015). Thus, the idea here is that 

people should be able to liberate themselves from the locked cage involving lack of money, 

adequate infrastructure, health care, proper transport, educational facilities and exploitation by 

middlemen (World Development Report, 2008). The study by Desai & Joshi (2014) uses 

propensity-score matching analysis in Gujarat and concludes that the poorest members of FPOs 

benefited the most. 

 

One of the first studies on FPOs was by Trebbin & Hassler (2012). The study emphasised that 

FPOs bridge gaps between small farmers and high-value agricultural export markets.   Singh 

(2016) compared various PCs (Producer Companies) and emphasised that with the rise of 



 

3 
 

supermarkets, small producers need new skills and economies of scale, which is only possible 

through collectivisation. Trebbin & Hassler (2012) in a study on LuvKush Producer Company, 

report benefits such as savings in the cost of inputs and better quality. Other benefits include 

procurement of seeds, training by experts, and financial inclusion and market linkages 

(Chauhan, 2016). The various linkages can be pre-agreed contracts, like in the case of 

VAPCOL and ITC Limited. Due to assured supply, these linkages reduce risks and 

transactional costs (Trebbin & Hassler, 2012). Young FPOs with less capacity often have weak 

linkages with the retailers as they cannot fulfil the demands of modern retailers with their low 

capacity (Trebbin, 2014). 

 

There are some problems with FPC’s as well. One of the most common problems stated in 

many studies is the lack of funds and support for the FPOs (Bhuyan et al., 2024; Trivedi et al., 

2023). At the present stage, many FPOs might be nascent, but when they grow and reach higher 

up the value chain in the future, the demand for finance will rise (Murray, 2008). Sharma (2013) 

also mentions that credit mobilisation and infrastructure provision must be prioritised for 

further FPC growth of FPCs. Bikkina et al. (2018) argue that though FPCs need support from 

the government but the policymakers need to ensure that there shouldn’t be excessive state 

control. Chintala & Mani (2022) raised concerns regarding the selection of a Chief Executive 

Officer (CEO), as it can be a critical factor for the success of FPCs.  Also, when the supporting 

organisations limit their support for young FPOs, it is observed that they tend to perform poorly 

(Sarkar & Sinha, 2014; S. Singh, 2016). Lack of trust and awareness among the members is 

also one of the problems of FPO (Abhishek et al., 2020; Deka et al., 2020). Lastly, we also 

need metrics and determinants to analyse the performance of these organisations. Dey (2018) 

and (Rani et al., 2023) highlighted some of the determinants of performance and viability, such 

as governance structure, external network, access to capital and technology, member 

contribution to the business, and financial performance.   

 

It can also be observed that there are very few studies related to the auxiliary services provided 

by the FPO, i.e., consultancy, convenience, social capital and networking that result in socio-

cultural development. There is a need to see how FPOs can go beyond their economic and 

commercial scope to assist poorer sections of society and affect the formation of Social Capital. 

In a study of farmer members of a Farmer Producer Company, Pant et al. (2024) conclude that 

social capital plays a significant role in predicting the performance of FPCs. Also, Lalitha et 

al. (2022) highlight that Sahyadri Farmers Producer Company Ltd is improving the farmers' 
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livelihoods by increasing social capital. The figure below reveals that cooperative behaviour 

and social capital are niche domains in research on cooperatives after 2002, when Farmer 

Producer Companies were introduced.  

 

 

Figure: Bibliometric Analysis of Research in Cooperatives Post the introduction of FPO’s 

 

SOCIAL CAPITAL AND FARMER ORGANISATIONS 

Social capital is defined as the stock of resources that exist or may exist within a socially or 

formally institutionalised network, and being part of this network gives credit to the member 

and builds trust just because the member is a part of the network (Bourdieu, 1986). Another 

perspective of social capital is that an individual or an organisation may generate it, and it is 

the pool of actual or potential resources developed through the network of relationships 

(Nahapiet & Ghoshal, 1998). Coleman (1988) defined social capital as a public good with an 

aspect of social structure that raises the returns to individuals from any investment they make 

in a resource. However, as a public good, it remains under-invested as the user who invests in 

it can only get a small share of it (Coleman, 1988). Putnam (1995) used the example of 

American neighbourhoods to explain that collective action is needed to keep their residential 

areas safe and described social capital as features of a social organisation, such as networks, 

norms, and social trust, that facilitate coordination and cooperation for the mutual benefit of 

all. 

 

Social capital has three dimensions: the structural dimension, which has social and cultural ties; 

the relational dimension, which contains trust; and the cognitive dimension, which includes a 
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shared vision of the organisation (Tsai & Ghoshal, 1998). The dimensions of social capital are 

also defined as bonding (internal) and bridging (external). Bonding social capital is essential 

for building solidarity; some notable examples of such groups are ethnic groups (Putnam, 

2000). Bridging social capital is vital for linking external assets and helping move ahead. Some 

examples may include civic engagements (Putnam, 2000). There is also a third dimension of 

social capital related to linkages of the groups and individuals with the people in power, known 

as linking social capital (Woolcock, 1999). World Bank provides a comprehensive scale based 

on the above dimensions of social capital, including six indicators of social capital that are 

relevant for calculating social capital at an individual or household level and these indicators 

are Groups and networks, trust and solidarity, collective action and cooperation, information 

and communication, social cohesion and inclusion, empowerment, and collective action 

(Grootaert et al., 2013). 

 

Woolcock (1998) suggests that trust, reciprocity, and cooperation are the benefits of social 

capital and should be considered indicators rather than a definition of social capital. Liang et 

al. (2015) conclude that social capital has a positive role in the economic performance of 

cooperatives. Social capital is also essential for members' loyalty to the cooperatives and for 

retaining their long-term membership (Ollila et al., 2014). Cooke et al. (2005) demonstrate the 

positive associations between social capital and firm performance regarding innovation and 

business growth. David et al. (2021)analysed the role of social capital in driving innovation 

amongst cooperatives and reported positive results.  

 

This study poses the following research questions: 

1) What is the composition of social capital amongst farmer-producer companies? Is social 

capital amongst members significantly different from that of non-members? 

2) How does social capital impact the economic performance and member participation 

of Farmer Producer Companies? 

3) Which components of social capital help increase membership of FPCS and the 

intensity of participation of members? 

4) Does social capital have any positive influence on FPC’s innovative performance? 

 

DATA AND SCALE 

The state of Maharashtra, as the area of study, is selected as the state has one of the highest 

spurts of FPCs in India. A total of 389 interviews were conducted for the study. Data of 292 
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farmer members and 77 Non-Member farmers, and 20 CEOs/Directors from 20 FPCs were 

collected through a field survey from 1st October 2022 to 23rd November 2022. Active FPCs 

and the FPCs running successful operations for at least 2 years were selected. Different districts 

were meticulously selected as strata to ensure a representative portrayal of the diverse 

landscape of FPCs across the state, considering the varying concentrations of these 

organisations in each region. Within each district, a quasi-random sampling approach based on 

the participants' availability was carried out.  

 

The factors considered for the study to measure social capital include groups and networks, 

information sharing, trust, mutuality, collective production, empowerment and action 

(Grootaert et al., 2013). Similarly, to measure innovation, the factors are product and service, 

organisational, process, and marketing innovation (Omerzel & Jurdanab, 2016). The responses 

were collected on a 7-point Likert scale. Other factors considered for the study were increased 

income, net profit, members' age, education, gender, religion, land size, years associated with 

FPC, and commodity produced. For the CEO, the factors were: Income increased, Net profit, 

equity raised, Age of the FPC, education, gender, working experience of the CEO, number of 

members and non-members, commodities and services, family members on the board, caste of 

board members, support and funding, level of value addition, sale of produce to business and 

consumers.  

All cronbach’s alpha values were above the satisfactory and above the minimum level of 0.70 

(Cortina, 1993) thereby indicating acceptable internal consistency reliability except for 

“Empowerment and Action", which was dropped from the variable “Social Capital”. 

 

METHODS AND RESULTS  

 

RQ1: Composition of social capital amongst Farmer Producer Companies and the difference 

in social capital amongst members and non-members  

Lumley et al. (2002) recommend that the t-test is useful for analysing significant differences 

for a sufficiently large sample. In this study, the authors have used an unpaired T-test and its 

non-parametric equivalent, Mann-Whitney (Nahm, 2016) (based on the normality test results) 

to assess the statistical significance of differences in social capital between members and non-

members. Also, for ordinal data, both the T-Test and the Mann-Whitney test are recommended 

(De Winter & Dodou, 2010). 
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Lakens (2013) recommends an effect size of 0.8 as a large effect size and 0.5 and above as a 

medium effect size. The study also recommends using Glass’s delta in case of unequal 

variances and Hedge’s g when the sample sizes are different. The results reveal that for all four 

forms of social capital, the levels of social capital are significantly different between members 

and non-members. The effect size of the t-test in all four cases is large (>0.8) or medium (>0.5). 

 

As the data failed the normality tests, the Mann-Whitney Test was also performed to analyse 

the difference in Social Capital Indicators between Members and Non-Members. The non-

parametric Mann-Whitney U test also reveals that all four factors of Social Capital are 

significantly different for members and non-members. The effect size of the tests is in the 

medium and large range (Lakens, 2013). 

 

The study reveals that FPCs considered for the study can generate social capital compared to 

non-members. The results of O’Brien et al. (2013) are consistent with the results of our study, 

as they reveal that the cooperative members of Uganda and Kenya have marginally higher 

incomes and higher social capital than the non-members. The results of our study are unique 

as the earlier studies were performed in other developing countries on a single or a few FPOs, 

and the organisational form of the collectives was not a company structure. 

 

The discussion surrounding Farmer Producer Companies (FPCs) encourages exploring the 

implications of their social capital. As these entities aim to unite farmers under a company 

structure, assessing the extent and impact of their social capital and understanding its 

implications for agricultural development and sustainability is crucial. Higher social capital 

amongst groups can be used to drive change. A study in the UK revealed that members with 

high external or linking social capital were more likely to adopt change (Arnott et al., 2021). 

Social capital is also essential for members' loyalty to the cooperatives and for retaining their 

long-term membership (Ollila et al., 2014). Social capital was also a positive factor in helping 

to complete conservation projects in Indonesia (Wulandari et al., 2021). Social capital is also a 

vital group management tool (Lopes et al., 2015). Along with human capital, social capital is 

considered a vital driver for the livelihood diversification of farms (Ngo et al., 2020). High 

social capital also brings several opportunities, such as appropriability (Adler & Kwon, 2002). 

This means social capital can be used to create trust, collaborations, investment in social 

infrastructures, and advocacy initiatives to address challenges.  
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RQ2: Impact of social capital on the economic performance and member participation of 

Farmer Producer Companies 

The study's second objective was to test whether more social capital leads to better economic 

performance of the members of the FPC. If yes, which components of social capital improve 

economic performance? The study also tests whether social capital increases members' meeting 

participation and participation in other groups like savings, self-help, and joint liability groups. 

Multiple linear regression was used to analyse the variables affecting economic performance 

(model 1), and other parallel grassroots group memberships like Self Help Groups (SHGs), 

interest groups, Joint Liability Groups (JLGs) (model 2). The effect of social capital on 

percentage income increase, meeting participation, and group membership is estimated by 

Ordinary Least Squares Regression. 

 

The results reveal that more participation in groups and networks and information sharing 

increases the perceived economic benefit of farmer members. Additionally, education and 

membership of FPCs that frequently meet members, like agri input FPCs, fruits and vegetable 

FPCs, also positively affect the perceived economic benefit. Surprisingly, land size and years 

of membership negatively affected the perceived economic benefit. This also reflects that old 

members and relatively large farmers are not harnessing the benefits of FPCs. Markelova et al. 

(2009) also support the same findings and conclude that cooperative membership plays a 

significant role in the increase of income of small farmers compared to large farmers. The 

results of the regression model predicting perceived income increase relate more to the study 

by Xu et al. (2018), where bonding social capital was significant for income increase. The 

reason for the variable trust not being significant might be the form of organisation considered 

for the study, i.e., a company and not a cooperative form. Surprisingly, the model's results 

relating to economic performance have a negative sign for the variable trust. This might be 

because a solid social capital within the group, i.e. internal social capital, can restrict flexibility, 

and the social capital may have substandard effects on less powerful groups as they cannot 

harness the use of higher trust on building external relationships (Carrico et al., 2019). It was 

also observed that FPC's investment in social capital through groups, networks and information 

sharing leads to members joining other parallel groups. In contrast, mutuality and collective 

production negatively affect members joining allied groups. A negative coefficient of the social 

capital variable ‘Mutuality and Collective Production’ implies that higher levels of such social 

capital are associated with a lower likelihood of joining more groups. This might be due to the 

fact that members deeply involved in mutual and collective activities within one group may 
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feel less need to join additional groups since their social, economic, or emotional needs are 

already met within their existing network. Finally, the coefficient for the variable ‘caste’ is 

positive and significant. This suggests that members not belonging to the backward categories 

may join more parallel community groups. This implied the structural and social barriers 

present in these organisations. 

RQ3: Analysing the components of social capital helps increase the membership of FPC’s and 

the intensity of participation of members 

The study's third objective was to identify the determinants of membership in FPCs and how 

social capital affects the intensity of participation. Heckman’s two-stage regression model is 

used to identify the determinants of members’ decisions to join the FPC and the intensity of 

participation (Sharaunga & Mudhara, 2018). The variable intensity is defined as the number of 

times a member has attended a formal or informal meeting of the FPC, reflecting their level of 

active engagement. The Heckman two-step regression model addresses the issue of sample 

selection bias that arises when the observed sample is non-randomly selected from the 

population (Heckman, 1979). This method was used for the dependent variable membership as 

the sample had less ‘0’ values (20%). This issue skews the predicted variable and also the 

estimators of the model. The problem can be addressed by Heckman’s two-step regression 

which has two steps. The first step is the Probit model, which calculates selection probability, 

i.e. “mills lambda” based on the sample of members of FPC and non-members (Haines et al., 

1988). The second stage estimates the primary regression model, incorporating a correction 

term (λ), derived from the first stage. 

 

The results suggest that the variable ‘age’ and the social capital variable ‘groups and networks’ 

significantly affect member joining FPCs. The results are similar to the results of a study on 

the factors of Collective Action in the Caribbean Islands, where network components of the 

Social Capital were the factors of collective action (Jicha et al., 2011). Interestingly, the 

variable ‘Fruits and Vegetables’ is insignificant. This is primarily because FPCs, in many 

regions, are still in their early stages of development and often lack the necessary capacity to 

support high-value and perishable crops effectively. One of the reasons might be the lack of 

robust infrastructure required for high-value crops, which is currently unavailable to many 

FPCs. 

  

At the second step, the outcome equations suggest that the variables ‘Education’, ‘Age’, 

‘Groups and Networks’ and ‘Trust’ positively and significantly affect the intensity of 
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participation within the FPCs. Gijselinckx & Bussels (2014) found a high correlation between 

trust in political institutions and membership intensity in European Cooperatives. Educated 

members are more likely to actively engage in FPC’s collective decision-making activities as 

they are better equipped to understand and appreciate the principles of mutuality. Members 

who are active in such networks tend to engage more deeply in FPC activities, which suggests 

that being part of a group that facilitates knowledge sharing, resource pooling, and a sense of 

belonging, drives greater involvement amongst the members. The results suggest that FPCs 

that focus on transparent governance and consistent communication help to build long-term 

trust and increase participation intensity. As the FPCs move up in the value chain of high-value 

crops, infrastructure improves, and the interaction among the stakeholders will increase. 

Previous studies have concluded that face-to-face interactions increase participation levels  

(Dolšak, 2019).  Lastly, the significance of the variable ‘age’ suggests that, as older members 

are more likely to join FPCs, their involvement can be utilised to mentor younger members. 

Finally, the literature suggests that expanding social capital requires changes in civic traditions 

towards norms and networks of reciprocity and cooperation that help the broader cause of rural 

development (Christoforou, 2011).  

 

RQ4: Social capital and its influence on FPC’s innovation 

Another objective of the model was to understand if social capital positively influences FPC’s 

innovation. To test the relationship between Innovation and Social Capital variables, structural 

equation modelling was used to understand the relationship between the dimensions of social 

capital and perceived innovation. As both variables were exogenous, Structural Equation 

Modelling was an appropriate tool for testing this relationship. Also, the age of the member, 

membership duration in FPC and membership in other groups were the other variables tested 

to predict innovation. It was revealed that the social capital component, Mutuality, and 

Collective production positively affect innovation. Also, members with longer membership 

tenures and elderly members have a low perception of innovation. Participation in multiple 

other groups also negatively influences FPC’s innovation. The above model passed the 

convergent and discriminant validity tests and reflected acceptable and excellent fit statistics.      

The findings of this study highlight that amongst the components of social capital,  mutuality 

and collective production have a significant positive impact on innovation. This aligns with a 

study in Ethiopia, where the factors of mutuality and collective action were the reasons for 

developing agricultural innovations (Wedajo & Jilito, 2020). Studies suggest that producer 

organisations and collectives can generate more innovation due to their organisational 
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structures and capacity (Kolade & Harpham, 2014). However, the study also reveals that 

members with longer membership tenure tend to demonstrate lower levels of innovation. This 

observation suggests that members with longer tenure may resist change or be inclined towards 

traditional practices, and sometimes, tightly-knit communities may exhibit this behaviour 

(Pearse, 2010). Sometimes, elderly farmers might not receive adequate or specific support to 

adopt innovative practices (Gyawali et al., 2023). Kolade & Harpham (2014) also conclude 

that contact with extension workers leads to more innovation adoption, but as our dependent 

variable is perceived innovation, members' exposure to other groups significantly reduces 

perceived innovation but may increase adoption. Cofré-Bravo et al. (2019) suggest that 

bridging and linking social capital are essential for knowledge acquisition and bonding social 

capital to implement projects and new technologies. However, in contrast to these insights, the 

negative sign of the variable ‘Trust’ relates to Van Rijn et al. (2012), where the study reveals 

that trust affects innovations negatively. The reason for negative trust can sometimes be over-

embeddedness, limiting exposure to diverse perspectives or restriction of new information or 

external information, which is known as ‘thick trust’ (Florida et al., 2002). The variable 

‘information sharing’ is insignificant in the study’s results, whereas Donkor & Mearns (2019) 

reveal that poor access to information is the key challenge to the adoption of innovation. The 

result might be because FPCs in India are relatively young and have poor access to information. 

 

CONCLUSION 

In conclusion, the assessment of social capital within Farmer Producer Companies (FPCs) has 

revealed several key insights into their composition, impact on economic performance and 

member participation, and their influence on innovative performance. The study showed that 

social capital is significantly higher among members of FPCs than non-members across various 

domains such as information sharing, groups and networks, mutuality, collective production, 

and trust. Moreover, the study demonstrated that higher levels of social capital, particularly in 

the forms of groups and networks and trust, positively affect economic benefits perceived by 

farmer members. Interestingly, factors such as education and membership in FPCs that 

frequently engage with members were found to enhance economic benefits. In contrast, 

variables like land size and years of membership had a negative impact, indicating that specific 

demographics within FPCs may not fully leverage their potential benefits. It was also observed 

that FPC's investment in social capital through groups, networks, and information sharing leads 

to members joining other parallel community groups. In contrast, mutuality and collective 

production negatively and significantly affect members joining parallel grassroots community 
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groups. The results also suggest that members not belonging to backward social groups are 

more likely to participate in multiple parallel community-based groups. The two-step Heckman 

regression results reveal that the probability of becoming a member of FPC increases with 

higher age, social capital variable groups and networks. Higher levels of education, age, social 

capital variable groups, networks and trust positively affect the intensity of participation within 

the FPCs. Additionally, the study explored the relationship between social capital and FPCs' 

innovative performance, indicating that mutuality and collective production positively 

influence innovation. However, older and elderly members exhibited lower levels of 

innovation, highlighting a potential need for targeted interventions to encourage innovation 

among these groups. 

 

FPC managers should prioritise initiatives aimed at fostering social capital within their 

organisations. Strategies should be developed to engage older members more effectively 

through tailored training programs or incentives for participation. Additionally, efforts should 

be made to attract younger farmers to FPCs by highlighting membership benefits and creating 

opportunities for their active involvement in decision-making processes. FPC managers should 

leverage social capital to enhance the economic benefits perceived by farmer members. This 

could involve networking activities and networking platforms, as well as digital information-

sharing tools. Sharing information on market trends, good agricultural practices and prices may 

enhance the economic welfare of members.  

Policymakers should incentivise FPCs to actively invest in groups, networks, and information-

sharing platforms that extend beyond the FPC. Policies must promote inclusive representation 

within FPCs by encouraging targeted capacity-building and leadership training for 

underrepresented social groups. To promote innovative agricultural practices within FPCs, 

targeted strategies should focus on structured knowledge exchange and digital enablement. 

FPC managers must recognise the interconnectedness of social capital across different groups 

and organisations, and efforts should be made to facilitate access to other groups and networks 

that can complement the activities of FPCs and provide additional benefits to their members. 

This could involve partnerships with other agricultural cooperatives, industry associations, and 

research institutions to broaden the social capital base of FPCs and create synergies for 

impactful collective action. 
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CHAPTER 1: INTRODUCTION 

1.1 Prominence of FPCs in India 

The evolution of cooperatives in India started in the 19th century. Agricultural cooperatives 

formed under the Cooperative Credit Societies Act, 1904, have long been the dominant form 

of farmer collectives (Bikkina et al., 2018). The issue with the cooperative societies is that their 

operations have been mainly welfare-based rather than commercial (Prabhakar et al., 2012). 

The concept of Farmer Producer Organisations or Farmer Producer Companies is 

comparatively new and began with the amendment of the Companies Act in 2002, when a 

special section was introduced in the Companies Act while retaining the cooperative principle 

of ‘one vote and one share’ on the recommendations of the committee led by the economist 

Y.K. Alagh (Bhattacharya, 2012). Farmer Producer Organizations (FPOs) are crucial in 

empowering small and marginal farmers, particularly in developing economies like India, 

where fragmented landholdings, the majority of small and marginal farmers (Agriculture 

Census, 2010-11) and weak market access hinder agricultural sustainability and negatively 

affect farmer incomes. FPOs help farmers to collectivise, enhance their bargaining power, bring 

economies of scale in input procurement, and access better market opportunities and linkages. 

Among the different forms of FPOs, Farmer Producer Companies (FPCs) registered under the 

Indian Companies Act 2013 have gained prominence due to the support and push by the Indian 

government, and the government has actively promoted their formation, with initiatives such 

as the plan to establish 10,000 new FPOs by the year 2022, reflecting a broader strategy to 

enhance agricultural productivity and farmer incomes through farmer collectivisation (Ministry 

of Agriculture & Farmers Welfare, 2025). These efforts to increase collectivisation through 

FPCs aim to address the challenges Indian farmers face, such as limited access to credit, 

inefficient supply chains, and price volatilities, ultimately improving their economic stability 

and livelihoods. However, despite the support from the Indian government, FPCs still face 

many operational and structural challenges which restrict their growth and long-term 

sustainability. 

1.2 The role of social capital in FPCs 

FPCs offer multiple benefits for their members and non-members in their operating area, 

including economies of scale in purchasing inputs, shared access to technologies and farm 

machinery, shared transportation, improved market linkages for their produce and increased 

information levels regarding price, quality and modern technologies. Along with the core 
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services, FPCs also help build social capital, which is defined as the networks, trust and shared 

norms that facilitate cooperation among internal members and the organisation's relationship 

with external stakeholders (Putnam, 1995). Social capital plays a pivotal role in driving 

innovation and business growth within FPCs (Cooke et al., 2005; David et al., 2021) and is 

also linked to higher economic performance, improved governance structures, increased 

financial sustainability and innovation. However, many FPCs face challenges such as low 

membership levels, weak participation levels, limited availability of credit, lack of leadership 

and management abilities and insufficient innovation (Govil & Neti, 2024) and these 

challenges hinder their ability to scale up operations effectively and remain competitive and 

profitable in a rapidly changing agricultural landscape in India and world. The success of FPCs 

depends not only on government support but also on their ability to increase levels of social 

capital through developing strong internal cohesion, trust, and a shared vision among members 

and relations with external stakeholders. 

1.3 Lack of value addition amongst FPCs in India 

A major concern in the growth of the FPC landscape in India is their ability to innovate and 

move beyond bulk commodity trading into value-added processing and other higher levels of 

the value chain, like branding and marketing. While some FPCs have successfully engaged in 

high-value processing and branding, a significant gap exists in the mid-level of the value chain, 

leading to a 'missing middle' in the agricultural value chain (Govil & Neti, 2024), which means 

that most FPCs operate at lower levels of the value chain and perform basic activities like 

procurement and trade. A few FPCs perform high-level processing and marketing, and there 

are very few FPCs in between. Strengthening social capital within FPCs may help bridge this 

gap through internal and external collaboration, enhancing trust, and encouraging knowledge 

exchange, thereby strengthening the collective structure of FPCs in India. 

1.4  Objectives of the study 

Despite policy efforts to promote and strengthen FPCs, there remains a need to understand how 

social capital influences economic performance and other factors like participation and 

innovation. This research aims to analyse the levels of social capital and the role of social 

capital in determining participation levels, increasing membership, and increasing innovation 

within FPCs in Maharashtra, India. By examining this relationship between social networks 

and other outcomes, this study provides insights into how FPCs can overcome existing 

challenges. The findings are expected to offer strategies for strengthening farmer 
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collectivisation, which promotes sustainable agricultural development, and ensuring the long-

term economic viability of FPCs through the lens of Social Capital. As agriculture continues to 

evolve in response to climate change, globalisation, changing policies at the national level and 

technological advancements, understanding the role of social capital in creating economically 

resilient and innovative farmer collectives becomes significant. 

1.5  Policy Relevance 

The implications of this research extend globally, as lessons drawn from this study can be 

applied to similar farmer organisations in other developing economies striving to enhance 

farmer incomes, drive collectivisation and enhance innovation. Innovation can further enhance 

rural livelihoods by integrating technological advancements such as digital marketplaces, 

blockchain for traceability, and mobile-based information, training and financial services, 

enhancing transparency and operational efficiency. This research aims to identify the best 

strategies for FPCs that ensure increased member participation, membership and strong 

collective decision-making processes. By examining these dimensions, this study seeks to 

provide a holistic understanding of how social capital can be leveraged to make FPCs resilient 

and future-ready. 

By integrating insights from social capital theory and cooperative economics, this study aims 

to contribute to a better understanding of how farmer collectivisation can be leveraged for long-

term economic sustainability and inclusive growth through empirical analysis and policy 

recommendations. This research aspires to bridge the knowledge gap on FPC sustainability and 

Social Capital by offering practical strategies for strengthening farmer-led organisations which 

support India's pursuit of the vision of 'Atmanirbhar Bharat' (self-reliant India) and ‘Vikisit 

Bharat’ (developed India). Strengthening the role of social capital in agricultural 

collectivisation will be pivotal in achieving economic resilience and sustainable rural 

development. 

1.6 A compendious outline of the study 

This thesis explores the evolving role of Social Capital in Farmer Producer Companies (FPCs) 

to address the challenges faced by small and marginal farmers in India, i.e. lower incomes, 

lower participation and membership in FPCs and lower innovation. The following chapters 

draw insights from five interconnected studies that shed light on different aspects of FPCs. The 

first study examines the potential of FPCs to empower farmers, highlighting the key features, 

roles, and challenges these organisations are facing within the context of agricultural 
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collectivisation. The second study investigates the impact of social capital on the economic 

performance of FPC members, comparing the levels of social capital with non-members to 

highlight the importance of networks, trust, and cooperation in driving economic outcomes. 

The third study focuses on the determinants of group involvement, membership participation 

and intensity of participation within FPCs, emphasising the role of social capital in enhancing 

member engagement and member growth in FPCs. The fourth study delves into the role of 

social capital in driving innovation within FPCs, exploring how internal and external networks 

can spur innovation (a combination of product, service, marketing and organisational 

innovation), thus bridging the 'missing middle' in the innovation value chain of FPCs. The final 

chapter emphasises the policy suggestions of findings from the previous four chapters, 

suggesting strategies to strengthen social capital and increase membership, participation and 

levels of innovation within FPCs, and each chapter builds on these studies to provide a 

comprehensive understanding of how social capital intersects in shaping the future trajectory 

of FPCs in India. 
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CHAPTER 2: EMPOWERING SMALL AND MARGINAL FARMERS: UNVEILING 

THE POTENTIAL AND ADDRESSING OBSTACLES OF FARMER PRODUCER 

ORGANIZATIONS IN INDIA1 

2.1 Summary 

 Farmers’ organisations worldwide are essential, ensuring collective bargaining power, 

sustainable practices, and knowledge-sharing. This supports small farms in commercialising 

and meeting the growing global demand for better and more diverse food choices. India is also 

experiencing an increase in Farmer Producer Origanisations (FPOs), crucial in enhancing 

economic opportunities for small and marginal farmers. FPOs provide a host of services to 

members, like input supply, procurement, marketing, technical services, financial services, etc. 

The study delves into the existing literature and policy landscape surrounding FPOs and their 

role in the economic development of small and marginal farmers in India. This study also 

analyses the problems and obstacles concerning the growth of FPOs and provides a future 

direction. Twenty semi-structured interviews were conducted with leaders of the FPOs to 

understand the background, issues, future goals and member expectations. The results suggest 

that lack of working capital, poor management, absence of skilled professionals, and 

dependency on external agencies are the significant problems FPOs face; there is also a need 

for proactive government support. There needs to be more literature concerning the auxiliary 

services of FPOs. As the Indian government plans to add ten thousand FPOs in the next few 

years, the government needs to address the issues regarding lack of working capital, develop a 

comprehensive database of FPOs, establish performance metrics and determinants, provide 

management skill assistance, streamline licensing procedures, and foster social capital building 

initiatives. This research sheds light on the potential of FPOs to empower small and marginal 

farmers and suggests vital measures for the effective implementation and sustainable growth 

of these organisations.  

2.2 The status of FPCs in India 

Farmer organisations are crucial globally, particularly in the least developed and developing 

countries with small and marginal farmers, as they empower agricultural communities to 

collectively negotiate better market access, share knowledge, and advocate for policies that 

address their unique challenges (Hellin et al., 2009). These organisations are pivotal in fostering 

sustainability, resilience, and equitable development within the agricultural sector (Bizikova et 

 
1 This chapter has been published with the same title in the journal “Research on World Agricultural Economy” 
(https://doi.org/10.36956/rwae.v5i1.994), indexed in Scopus and Web of Science. 

https://doi.org/10.36956/rwae.v5i1.994
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al., 2020; Moustier et al., 2010). For a significant percentage of primary producers in India, 

farming is characterised by low output and income levels. The farmers often find themselves 

at the receiving end, and their production is threatened due to various production risks coupled 

with a weak rural infrastructure. Successive governments have tried to implement different 

policies to improve the condition of Indian agriculture, but the initiatives taken have been 

insufficient. Eighty-five per cent of land holdings in India are small (with an area less than 2 

ha) and marginal (with an area less than 1 ha); however, their share in the country’s total 

operated area is only 44.6 per cent (Agriculture Census, 2010–2011). Small and marginal land 

holdings result in a smaller output coupled with problems like lack of mechanisation and 

bargaining power in marketing, which make these holdings uneconomic. Also, problems like 

dependency on monsoon, supply of inputs, marketing issues, number of intermediaries, and 

lack of price dissemination exacerbate the small and marginal farmers. To improve the 

condition of Indian farming and envisage the true meaning of ‘united we stand, divided we fall, 

’ policies related to farmer collectivisation are fundamental. One of the recent developments in 

this sector is the tweaking of the Indian Companies Act and the introduction of farmer-based 

companies, also referred to as ‘Farmer Producer Companies’. Farmer Producer Organisations 

(FPOs) may take various forms, such as a Trust, Society, Cooperative or Company. FPOs 

registered under the Indian Companies Act are called Farmer Producer Companies (FPCs). The 

idea behind a Farmer Producer Company is that a group of farmers involved in agricultural 

production can collectivise and register themselves as a company under the Indian Companies 

Act 2013. The idea behind an FPC is that there are advantages when farmers collectivise and 

operate as a company. The FPC can buy inputs at a lower price, benefit from reduced marketing 

costs because of bulk production and transportation to the market, and have better access to 

institutional credit. Investing in storage facilities to avoid distress and sell as a group is easier. 

Farmer Producer Company might also help its members in simple activities like training, 

technical advisory, financial advisory and processing, or it can be a more significant part of the 

value chain covering a set of activities. At the policy level, the idea behind collectivisation 

through FPOs is that farmers have been producers, but now they can act as skilled traders to 

fetch a higher price. Also, it will bring large chunks of land and farmers together. Under India’s 

12th Five-Year Plan (2012–2017), Farmer Producer Organisations were the key to achieving 

agricultural growth. India has witnessed an increase in FPOs formed in the last few years. Also, 

in the budget of 2019, the Government of India announced the plan to create 10,000 FPOs in 

the next five years, and the operational guidelines were introduced in July 2020 (Ministry of 

Agriculture & Farmers Welfare, 2025). This research delves into the changing landscape of 
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farmer collectivisation in India, shedding light on current issues. With the Indian government’s 

plan to establish 10,000 more Farmer Producer Organisations (FPOs), the study critically 

explores the features, roles, challenges, and growth barriers of existing FPOs. Furthermore, it 

analyses ongoing policy interventions, offering key insights that can shape the future trajectory 

of FPOs in India while providing valuable lessons applicable to the global context of small and 

marginal farmers. 

2.3 Evolution of FPO’s in India  

As compared to the evolution of cooperatives in India which started in the 19th century, the 

concept of Farmer Producer Organizations or Farmer Producer Companies is comparatively 

new and began with the amendment of the Companies Act in 2002 when a special section was 

introduced in the Companies Act while retaining the cooperative principle of ‘one vote and one 

share’ on the recommendations of the committee led by the economist Y.K. Alagh 

(Bhattacharya, 2012). To better understand the Farmer Producer Organisation, one needs to 

understand the Producer Organisation (Vahoniya et al., 2022) . National Bank for Agriculture 

and Rural Development (NABARD) defines a Producer Organization as a legal entity formed 

by primary producers such as farmers, milk producers, fishermen, rural artisans, etc., and a 

producer organisation can take various forms such as a producer company (PC), cooperative 

society or even other forms which provide profit and benefit sharing among its members. 

Farmer Producer Organisation is defined as the Producer Organisation (PO) where farmers are 

the members or, in other words, members producing farm items (Vahoniya et al., 2022). FPCs 

are also described as a hybrid between cooperatives and private organisations, with all the 

significant features of private enterprise being similar to cooperatives (Mukherjee et al., 2018). 

Other collective forms include cooperatives, self-help groups (SHGs), farmers’ clubs, etc. 

“Agricultural cooperatives formed under the Cooperative Credit Societies Act, 1904, have long 

been the dominant form of farmer collectives; however, the experience with cooperatives 

points to many limitations that prevent effective collective action” (Bikkina et al., 2018). The 

issue with the cooperative societies is that their operations have been mainly welfare-based 

rather than commercial (Prabhakar et al., 2012). The idea behind a PO is that individual small 

producers do not have large volumes of both input and output; thus, a PO (Producer 

Organization) can ensure better income for small producers and farmers, and the aggregation 

of small producers through a PO provides economies of scale by eliminating a large number of 

intermediaries (Vahoniya et al., 2022). In the World Development Report, 2008, the World 

Bank defines Producer Organisations as “membership-based organisations or federations of 
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organisations with elected leaders accountable to their constituents”. This further reinforces the 

point of responsibility of producer organisations towards their constituents. Thus, the idea here 

is that people should be able to liberate themselves from the locked cage involving lack of 

money, adequate infrastructure, health care, proper transport, educational facilities and 

exploitation by middlemen (World Development Report, 2008).  

2.4 Number and Forms of FPCs in India  

The data on the number and spread of FPCs in India are scattered, and there is no consistent 

database to verify the number of FPCs in India. (Neti et al., 2019) estimate that 7,374 FPCs 

registered between 2003 and 2019 (Figure 2.1). 2474 and 6043 FPCs were registered in the 

Financial Year (FY) 21 & 22 (Neti & Govil, 2022). The study analyses this figure by compiling 

data from the Ministry of Corporate Affairs, NABARD and Small Farmers' Agribusiness 

Consortium (SFAC). There has been an increase in the number of FPCs in the last six years. 

From FY 2004 to FY 2013, only 445 FPCs were formed. This recent increase can be credited 

to NABARD and SFAC, as the positive trend can be seen after these organisations started the 

policies to support FPOs. The data on the number and spread of FPCs across the Indian region 

can also be verified from the NABARD and SFAC portals. Madhya Pradesh, Karnataka and 

Maharashtra have the highest number of FPCs. FPOs can take various legal forms such as a 

cooperative (Under the Cooperative Societies Act, Mutually Aided Cooperative Societies Act 

or Multi-State Cooperative Society Act, 2002), Producer Company (Under Section 581(C) of 

the Indian Companies Act, 1956, as amended in 2013), Section 25 Company (Under the Indian 

Companies Act, 1956, as amended as Section 8 in 2013), Societies (under Society Registration 

Act, 1860) or Public Trusts (under Indian Trusts Act, 1882). The formation of a producer or 

Section 25 company is the purest form of a producer organization, as a trust or a society does 

not have a provision for profit sharing. However, it can procure raw materials cheaper or sell 

bulk produce. The organisations formed as cooperatives might have limitations such as a 

restricted area of operation, non-tradable and non-transferable shares, limited dividends, 

external interference and less autonomy than a company. Still, it is a complicated procedure to 

form a company compared to other legal forms, and a company might attract higher penalties 

as per the law (Vahoniya et al., 2022).  
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Figure 2.1: Number of FPCs registered in India (2004-2021) (Data Source: (Neti & 

Govil, 2022)) 

2.5 Studies conducted on producer organisations in different countries  

Larbi et al. (2014) illustrate how producer organisations in Western Africa promote technical 

and organisational innovations in vegetable production to increase yield and income. Bernard 

& Spielman (2009) show how principles of an inclusive, bottom-up approach relate to the 

marketing performance of rural producer organisations in Ethiopia and found an intrinsic 

relationship between democratic decision-making and marketing performance, which 

eventually influenced the lives of poor farmers in Ethiopia. Fischer & Qaim (2012) investigated 

the impact of collectivisation on smallholder banana farmers in Kenya. The study concludes 

that there are positive effects on income and innovation through information flows. A survey 

of smallholder avocado farmers in Kenya revealed various factors for farmers’ participation in 

collectives: age, education, gender, and perceptions of knowledge and improved technology 

(Gyau et al., 2016). A study in Kenya and Uganda also concludes that group capacity 

development, risk spreading, assets management, collective marketing, and human and natural 

capital management benefit from collective action (Ombogoh et al., 2018). A study of 

smallholder farmer groups from Rwanda and the Democratic Republic of Congo revealed that 

mature farmers with internal solid structures and greater product bulking perform better 

(Ochieng et al., 2018). Minah & Malvido Pérez Carletti (2019) try to explore the mechanisms 

of inclusion with evidence from Zambia’s farmer organisations. They discover that financial 

services to poorer households, promotion of social identities, or compensating disadvantaged 

members for being unable to access subsidised inputs help underprivileged sections of society 
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move towards inclusion in FPOs and commit themselves to a positive change. Widadie et al. 

(2021) analysed value chains and concluded that producer organisations upgrade their value 

chains by linking with modern retail and can develop network structures.  

2.6 Studies on FPOs in India 

One of the first studies on FPOs was by Trebbin & Hassler (2012). The study emphasised that 

FPOs bridge gaps between small farmers and high-value agricultural export markets. The study 

highlights the services provided by Vasundhara Agri-horti Producer Company (VAPCOL) to 

its members, such as making landless, small producers and women producers as members, 

bridging gaps between bulk buyers and producers, and extension activities of the members. 

The study is based on various activities by the FPOs, such as marketing, market information, 

transportation, cold storage, irrigation, extension services, input supply, production planning 

and excess production marketing and branding. In a comparative study of farmer producer 

companies in India and Sri Lanka, Singh (2016) compared various PCs and emphasised that 

with the rise of supermarkets, small producers need new skills and economies of scale, which 

is only possible through collectivisation. Chauhan (2016), in a study on LuvKush Producer 

Company, reports benefits such as savings in the cost of inputs and better quality. Other benefits 

include the procurement of seeds, training by experts, and financial inclusion. One of the 

unique studies on FPOs is research on Madhya Pradesh Women Poultry Producer Company 

Pvt. Limited (Chauhan, 2016). The study analyses the effectiveness of FPOs on members and 

non-members. It concludes that FPOs were highly effective in improving the members’ human, 

social and political dimensions of livelihood. Jose et al. (2019) studied why farmer groups 

formed FPCs through five dairy-based FPCs in Kerala. Direct sales and the availability of farm 

inputs turned out to be the main reasons small and marginal farmers formed FPCs. Studies also 

see FPOs as an instrument to reduce transaction costs and the number of intermediaries, leading 

to a higher proportion of the producer’s share (P. Kumar et al., 2019). Some studies suggest 

that FPOs are innovative drivers of strengthening agricultural value chains (Kumari et al., 

2021). FPOs are called gap fillers and bridge builders in rural areas where there is corporate 

and collective action (Tagat & Tagat, 2016). The study by (Desai & Joshi, 2014) uses 

propensity-score matching analysis in Gujarat and concludes that the poorest members of FPOs 

benefited the most. K. N. R. Kumar et al. (2023) revealed that FPO membership was crucial 

for farmers to reduce the poverty incidence rate. M. Kumar et al. (2021) demonstrated that 

producer’s share in the consumer rupee was higher for the channels of FPCs than for other 

channels.  
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2.7 Role and importance of FPOs in India 

The literature is analysed along with the two major components, the core services, which deal 

chiefly with the economic and commercial aspects like input supply, processing and packaging, 

marketing, financial services and technical services. The second component involves the 

services of the FPOs that deal with the socio-cultural and developmental factors. These services 

may include networking, social capital, consultancy and convenience services. The provision 

of input supply services has been one of the significant functions of FPOs and has been included 

in many studies. Input supply is the most basic form of the role of FPO, and supply quality 

inputs emerge as one of the primary conditions for enhancing market linkage (Yadav et al., 

2022). When FPOs specifically focus on financial services, positive results are seen; Desai & 

Joshi (2014) mention a 45% greater likelihood of knowledge of credit options among members 

and 10–14% more credit offtake. Another crucial role of Producer Organisations is to create 

effective market linkages. The various linkages can be pre-agreed contracts, like in the case of 

VAPCOL and ITC Limited. Due to assured supply, these linkages reduce risks and transactional 

costs (Trebbin & Hassler, 2012). Nayak (2015) suggested starting with fewer products to 

improve the marketing and procurement services and reduce complexities in the supply chain. 

Also, these organizations should be provided with licenses for better marketing of the produce 

(S. Singh, 2008). The experiences of insurance services with FPOs are unfavourable due to the 

higher cost of insurance and less awareness (Bikkina et al., 2018). FPOs provide several 

training programs to their member farmers and also to villagers. Technical services are essential 

to ensure a better service for these organizations. Knowledge sharing among peers can 

effectively manage information dissemination activities (Cherukuri & Reddy, 2014). They 

provide crop-based training to their beneficiaries, including selecting quality crop seeds, best 

practices of raising seedlings or nursery management, best practices for transplanting, irrigation 

and fertigation scheduling and pest management. Besides, information on weather conditions 

is also provided occasionally. Both high-end and low-end technological practices can be 

utilised based on the level of value chain an FPO is operating (Nayak, 2015). Various studies 

have emphasized the importance of health, education and infrastructure. These actions have 

certain spillover benefits. So, the government should build sustainable community-based 

organizations (Nayak, 2015; Vicziany & Plahe, 2017). FPOs also help member farmers and 

villagers fill out job application forms, and help issue Aadhaar Card2 and Permanent Account 

 
2 Aadhaar is a unique identity number that can be obtained voluntarily by all residents of India 

based on their biometrics and demographic data. 
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Number3, avail the entitlements reserved for them, and so on. Besides, they also act as 

information agents. When the government announces any new scheme or subsidy, they call for 

meetings to disseminate the necessary information to create awareness and work towards 

helping people receive the benefits of those schemes and subsidies. These initiatives have paid 

off well for children’s growth and development, education, and health. But now, there is a need 

to see how FPOs can go beyond their economic and commercial scope to assist poorer sections 

of society and affect the formation of Social Capital. In a study on 226 farmer members of a 

Farmer Producer Company, Pant et al. (2024) conclude that social capital plays a significant 

role in predicting the performance of FPCs. The roles of an FPO are presented in Figure 2.2.  

 

Figure 2.2: Role of an FPO 

2.8 Obstacles and problems faced by FPOs 

At the present stage, many FPOs might be nascent, but when they grow and reach the higher 

segments of the value chain, the demand for finance will rise (Murray, 2008). S. Singh (2008) 

notes that one of the problems restricting the further growth of FPCs is access to capital through 

banks and allied agencies. Sharma (2013) also mentions that credit mobilization and 

infrastructure provision must be prioritised for further growth of FPCs. FPCs get less support 

from financial institutions and the federal and state governments than the cooperatives (Huang 

et al., 2015). Also, FPOs at nascent stages might have poor economic performance and face 

more difficulties when the financial support of the initial funding is withdrawn (Nayak, 2015; 

Vicziany & Plahe, 2017). Some of the suggestions to improve the role of FPOs with regards to 

 
3 Permanent Account Number is a 10-character unique alphanumeric identifier issued by the 

Income Tax Department of India.  
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financial services can be innovation value chain financing like trust-based lending as these 

organisations might not have collateral, and these organisations can build social and financial 

capital and strengthen the ecosystem of FPOs that revolve around the value chain (Murray, 

2008; Nayak, 2015). The FPOs have made concerted efforts to link the member farmers to 

consumers, traders, marketing agencies and other such agencies, as they have been unable to 

play these roles due to resource constraints. Young FPOs with less capacity often have weak 

linkages with the retailers as they cannot fulfil the demands of modern retailers with their low 

capacity (Trebbin, 2014). There has been more focus on the equity principle than the 

organisational design and efficiency. For the success of FPOs, the focus should be on promoting 

the better livelihood of the members, i.e., member centrality and should also focus on patronage 

(Shah, 2016). Further, Shah (2016) raised concerns regarding free riding and opportunism 

among the members of FPCs. Chauhan (2016) mentions that it might be the case that at the 

initial stage, these FPOs are only able to provide modest benefits to their members, such as 

essential services like aggregation, input supply and knowledge transfer. When these FPOs 

evolve, there will be instances of intermediation with corporate entities and, at an advanced 

stage, the creation of individual brands, processing facilities, and marketing channels (Murray, 

2008). This can be seen in the case of LuvKush, where the company started its brand name 

Ajeevika and sold the product as Ajeevika Chakki Fresh Aata and Ajeevika Chakki Fresh Besan 

(Chauhan, 2016). Madhya Pradesh Women Poultry Producer Company Pvt. Limited has a retail 

brand, Sukhtava Chicken, in 12 cities of Madhya Pradesh (Mukherjee et al., 2019). We also 

have the example of VAPCOL and its successful linkages with ITC Limited (Trebbin & 

Hassler, 2012). Noor et al. (2020) in a study on 5 FPOs of Tamil Nadu emphasised the lack of 

capability, facilitation and capital as some of the constraints faced by FPOs. The research on 

36 vegetable-based FPOs in West Bengal raises the issue of a lack of trust, awareness and 

managerial skills as a hindrance in the supply chain of producer companies (Deka et al., 2020). 

Govil & Neti (2022) anticipate that FPCs will harness digital technology platforms for more 

equitable economic and social growth. 

2.9 Gaps and research objectives 

 The study explores the potential forms of farmer producer organisations and reveals their 

potential. The international literature indicates that the roles of the FPOs are ease of credit and 

financial services, capacity building, technical services, marketing of produce, enhancing 

income and innovation, improvement in knowledge, improved technology, enhanced group 

capacity, human and natural capital management, subsidised inputs and upgradation of value 
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chains. The studies on FPOs in India reveal the benefits like easy and cheaper input supply, 

financial services, market linkages, insurance services, training programs, technical services, 

knowledge sharing, health, education, social capital and other spillover benefits. Different 

studies in India have highlighted some of the obstacles and problems of FPOs in various phases 

of their development, such as the initial phase, growth phase, and future expansion. The issues 

highlighted include compliance, consistent database, working capital, support at different 

phases of development, resource constraints, capacity building, member centrality and 

patronage, trust and social capital, modest benefits to members at the initial stage, and 

awareness and management skills. The contribution of this study to the body of the literature 

is twofold. Firstly, it integrates and systematically validates challenges faced by Farmer 

Producer Organisations (FPOs), bridging existing research gaps that often focus on isolated 

aspects. Through rigorous field observations, this study aims to provide empirical evidence that 

substantiates the identified challenges. Secondly, the research goes beyond validation, offering 

a unique contribution by suggesting a future direction by applying relevant theories such as 

Collective Action, Social Capital, Resource-Based View, Cooperative, Agency, and 

Institutional theories. Notably, this holistic approach distinguishes the study by presenting a 

roadmap for the future development and sustainability of collective organisations in the 

agricultural sector. The research objective is to systematically validate the literature-related 

challenges related to Farmer Producer Organisations (FPOs). Through field observations, the 

study aims to assess and verify these issues while capturing and documenting diverse 

experiences encountered by various FPOs. This approach seeks to contribute valuable insights 

into the practical realities and nuances faced by FPOs, fostering a more comprehensive 

understanding of their operational challenges. Additionally, the findings guide countries with 

small and marginal farmers considering or embarking on the journey of collectivisation, 

extending the study’s relevance beyond India. Collective dynamics are similar worldwide, 

emphasising the universal applicability of the insights for fostering sustainable Farmer 

Producer Organisations (FPOs) globally. 

2.10 Materials and methods 

Based on the literature review, the research questions employed in this study aim to 

comprehensively explore the challenges encountered by Farmer Producer Organisations 

(FPOs) throughout different stages of their evolution: the formation phase, growth phase, and 

future plans. To uncover the problems in the evolution phase, Chief Executive Officers 

(CEOs)/Directors of the FPOs were interviewed to discover the background story of the 
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organisations. Specifically, inquiries were made regarding the process of member 

collectivisation and the identified gaps that prompted the initiation of the FPO (Trebbin & 

Hassler, 2012). This information was sought to understand the foundational aspects of FPOs 

and the problems faced during their establishment. Moving to the initial and growth phases, 

participants were further probed on current obstacles faced and any anticipated support 

required from the government (Deka et al., 2020; Nikam et al., 2019; Shankar, 2019; Sharma, 

2013). This inquiry aimed to identify the practical challenges and external factors influencing 

the operational efficiency of FPOs during their early and growth phases. Given that the selected 

FPOs are in their initial or development stages, the study delved into their future plans. It sought 

insights into the participants’ perspectives on the future trajectory of FPOs (Chauhan, 2016; 

Govil & Neti, 2022; Murray, 2008). This question was included to uncover the strategic vision 

of FPOs and provide a forward-looking perspective, crucial for understanding their long-term 

sustainability and potential impact on the agricultural sector (Figure 2.3). The state of 

Maharashtra, as the area of study, is selected as the state has one of the highest growth rates of 

FPC formation in India. Different districts were meticulously selected as strata to ensure a 

representative portrayal of the diverse landscape of FPOs across the state, considering the 

varying concentrations of these organisations in each region. Within each district, a quasi-

random sampling approach based on participant availability was carried out. Twenty semi-

structured interviews were conducted with the leaders (Director/CEO) of the selected Farmer 

Producer Companies to understand the evolution, problems, future goals and expectations of 

Farmer Producer Companies in the state of Maharashtra, India. Given their critical involvement 

in the founding and growth phases of the FPOs, these leaders are uniquely positioned to provide 

profound insights into the organisational dynamics. Some studies have reported that saturation 

was reached after 9–17 interviews for such a sample (Hennink & Kaiser, 2022). The interviews 

were conducted from 1 October 2022 to 3 December 2022. On average, the field interview 

lasted 30–35 minutes for every FPC leader, ensuring a detailed and comprehensive 

understanding of their perspectives. Table 2.1 demonstrates the details of the sample FPCs 

considered for the study. It is important to note that this study’s scope of Farmer Producer 

Organisations (FPOs) pertains explicitly to those formally registered as companies. The authors 

intend to extrapolate the findings to apply broadly to comparable organisations. While our 

sample size may be limited, it facilitated the collection of in-depth data, offering novel insights, 

predominantly qualitative, that would remain inaccessible otherwise. The significance of such 

detailed information has been acknowledged by Saunders et al. (2018). Additionally, including 

FPOs from different districts enhances the study’s robustness, as the leaders possessed a 
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broader perspective, being aware of the dynamics and challenges faced by other FPOs in 

proximity. This contextual awareness contributes to the potential generalizability of the results, 

offering a more comprehensive understanding applicable to a broader range of Farmer Producer 

Organisations.  

Table 2.1: District-wise FPC considered for the study 

S.No. District Participant 

# 

Age 

(Respo

ndent) 

Number of 

Members 

Paid-up 

Capital 

(INR) 

Revenue 

(2021-2022) 

in INR 

1 Ahmednagar Participant 

3 

43 800 9,98,000 76,00,000 

2 Ahmednagar Participant 

4 

23 343 3,85,000 5,00,00,000 

3 Ahmednagar Participant 

5 

55 550 8,50,000 9,57,00,000 

4 Nashik Participant 

13 

42 392 5,00,000 1,85,00,000 

5 Nashik Participant 

16 

34 538 4,50,000 80,00,000 

6 Nashik Participant 

8 

40 837 24,37,000 4,70,00,000 

7 Nashik Participant 

9 

48 250 3,50,000 60,00,000 

8 Ratnagiri Participant 

14 

63 1000 4,50,000 20,00,000 

9 Satara Participant 

1 

53 367 5,00,000 23,00,000 

10 Satara Participant 

2 

48 422 4,00,000 10,00,000 

11 Satara Participant 

11 

55 1035 4,23,000 35,00,000 

12 Pune Participant 

10 

41 255 25,00,000 3,50,00,000 
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S.No. District Participant 

# 

Age 

(Respo

ndent) 

Number of 

Members 

Paid-up 

Capital 

(INR) 

Revenue 

(2021-2022) 

in INR 

13 Pune Participant 

6 

50 750  15,50,000 4,00,00,000 

14 Pune Participant 

7 

50 508 24,00,000 2,00,00,000 

15 Pune Participant 

12 

36 37 7,00,000 22,00,000 

16 Pune Participant 

17 

44 1200 13,00,000 1,75,00,000 

17 Pune Participant 

15 

39 320 5,00,000 50,00,000 

18 Beed Participant 

18 

22 518 5,00,000 12,00,000 

19 Akola Participant 

19 

39 300 5,32,000 10,00,000 

20 Nagpur Participant 

20 

43 350 40,00,000 7,00,00,000 

 

This paper adopts a qualitative data collection approach to support the findings through field 

observation. The subsequent content analysis aimed to identify key themes and patterns from 

the recorded statements, contributing to a thorough examination of the challenges and 

aspirations of FPOs in the selected districts. The utilization of similar methods in other 

exploratory inquiries attests to the reliability and appropriateness of this approach for 

investigating novel subjects (Bharti, 2021; Tisdell et al., 2020; Tripathi et al., 2023). The 

method can cope with an extensive evidence base, allows flexibility and can be used for theory-

building. However, transparency, absence of standard methodologies, and dependence on the 

skills of researchers are some of the limitations of the method considered (Dixon-Woods et al., 

2005).  
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Figure 2.3: Analytical framework of the study 

 

2.11 Results 

The results section is structured into three distinct subsections, highlighting the challenges and 

impediments encountered during the initial formation phase, the growth stage, and the future 

plans of the Farmer Producer Organisations (FPOs) considered. The problems, obstacles, 

potential reasons, and solutions provided by the theory at each stage are summarised in Tables 

2.2-2.4.  

2.12 Formation phase 

In the sample considered for the study, 4 FPCs were formed by Non-governmental Organisation 

(NGOs) and Government organisations. They didn’t have a background story of informal 

collectivisation or collectivisation. The FPCs that the government and NGOs started had an 

average revenue of Rs. 1,45,00,000, and others had an average revenue of Rs. 1,62,00,000. The 

16 other FPCs were formed due to various gaps and problems and were initially started as an 

informal organisation (Farmer Groups of Self-Help Groups). Many studies found that if 

governments or NGOs form FPOs, the farmers lose interest and do not perform the 

organisation’s activities. This can also create a lack of trust among the farmers, and once the 

supporting organisation limits the handholding, FPCs start to underperform. However, some 
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FPOs naturally form due to a common reason that collectivises the members. Participant 1 

revealed that most of the farmers in their village are small and marginal and have farm sizes of 

1–2 acres. The purchase of tractors and other equipment was complicated for the farmers. So, 

they formed three farmer groups in our village (SHGs) and collectivised these groups and 

groups from two different villages to form an FPC. Participant 2 said transportation charges for 

boiling, polishing and marketing turmeric were very high. To solve the problem, they decided 

to create FPC, and went to the farmer’s land directly for boiling and polishing of turmeric 

through a portable boiler and polisher and later procured the same; they were able to capture 

the market of 700–800 acres in the first year itself. Participant 3 also expressed that the 

marketing of produce was a big problem for all of them. Also, they didn’t have information 

regarding prices. So, they decided to aggregate the produce by forming a farmer-producer 

organisation. They started with 20 self-help groups and later formed a farmer’s collective. 

Participant 17 also stated that it is vital that the government supports us at the ideation stage. 

They initially thought of starting milk processing, but later found that they did not have a scale. 

Participant 11 also echoed that they originally started with strawberry marketing with the help 

of supporting organisations. They couldn’t sustain the same, and later, entered into the 

procurement, milling, and marketing of rice. Members do not understand how a company 

functions, states Participant 18. 

Table 1.2: Problems and obstacles, potential reasons and solutions at the formation 

stage 

Problems and 

obstacles identified in 

the formation stage  

1) Identification of gaps for initial formation 

2) Lack of member participation and initial trust 

3) Lack of support at the ideation stage 

4) Awareness of the objectives of FPCs 

Potential reasons for 

the problems 

1) Insufficient research or needs assessment before 

initiating the FPC 

2) Inadequate efforts in community engagement and 

building relationships among potential members, and 

a lack of transparency in the formation process. 

3) Inadequate collaboration or weak networks 

4) Insufficient outreach efforts to educate farmers about 

the goals and benefits of FPCs 
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Solutions provided by 

the theory 

1) Collective action theory proposes selective and social 

incentives, interdependency, intrinsic benefits and 

critical mass as solutions to enhance participation, 

gain initial trust and increase awareness and collective 

efforts to pursue ideation having common interests 

and goals (Gram et al., 2019). 

2) Recent research concludes that cooperative theory in 

its modern form is based on a contradiction of 

individuality and community; awareness of 

cooperative ideology and democratising society will 

enhance the performance of FPOs (Puusa et al., 2016). 

 

2.13 Growth phase  

If the supporting organisations provide the support, it comes with many challenges. Participant 

15 said that the rules to get grants are similar for everyone, but the government should see FPCs 

as unique identities. Every FPC cannot have high profits or a high number of members. If the 

grant’s eligibility has a standard parameter for all, it will lead to low innovation. Also, as FPCs 

involve small and marginal farmers, the government needs to ease the taxes and complications 

related to licenses. Participant 3 mentioned that they have faced problems concerning 

compliance, filing of taxes, etc. So, they want the government to work on easing the compliance 

for FPOs. Participant 8 requested the government to form easy, simple and transparent policies 

for subsidies and support. There should be fewer ifs and buts in the policy. Participant 13 

mentioned that they think members have innovative ideas, but problems arise during 

implementation. So, they need handholding and support at the implementation stage. 

Participant 9 added that instead of receiving monetary support from the government, they are 

looking for more handholding in processes and procedures, yearly filings and regulatory 

requirements. Participant 16 raised the concern that, though they have certain plans, they are 

waiting for their existing businesses to scale up to use the generated capital on new plans. So, 

working capital is currently a problem. Also, FPOs don’t receive the support provided to 

cooperative institutions, and without any collateral or government backing, financial 

institutions don’t find these FPOs worthy customers. Participant 4 mentioned that their initial 

plan in 2015 was to procure and market soybeans, but they could not secure a loan for the same. 
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After years of having a good balance sheet, last year they booked a Rs. 50 Lakh Loan for the 

procurement of soybeans. So, it delayed their plans. Even if some FPOs can hire a skilled 

workforce, retaining them becomes difficult due to a lack of working capital. Participant 12 

expressed that the government should do something to provide initial capital support for FPOs. 

As start-ups get the funding, they should also be given a chance to present their ideas and have 

some initial capital support, and the paid-up capital is not enough to scale. One of the common 

problems of Producer organisations is the lack of management skills and the inability to hire 

professional staff. Many FPOs work without a skilled workforce. This creates problems like 

non-maintenance of records, lack of accountancy skills or lack of transparency. Participant 8 

stated that it is difficult to hire a qualified CEO due to a lack of funds. Without a CEO, it is 

difficult for a company to have a vision for good future plans. Participant 15 also stated that 

they must learn the basic economics of products, marketing, production process etc. Participant 

12 said that winning the trust of the members is a must. So, FPCs can start with small activities 

that will help win members’ trust. Awareness and trust are a big issue. Participant 6 mentioned 

that they initially faced payment delays when they collectively sold their produce to the mill 

owner, and the members were not ready to wait. Still, once member trust was created, they 

were prepared to wait. Lastly, they also need metrics and determinants to analyse the 

performance of these organisations. Such metrics will help the producer and promoting 

organisations have an evident growth and expansion strategy. The government can create 

certain yardsticks to assess our performance. That will increase awareness of the goals and 

missions of the company amongst the members mentioned in Participant 18. 

Table 2.3: Problems and obstacles, potential reasons and solutions at the growth stage 

Problems and 

obstacles identified in 

the growth stage  

1) FPCs are seen as a homogeneous unit 

2) Complications regarding compliance 

3) Lack of handholding support for implementation at 

the growth stage 

4) Lack of working capital 

5) Lack of management skills 

6) Lack of trust among members 

7) Metrics and determinants of performance 

Potential reason for 

the problems 

1) Inadequate efforts to recognise and address the 

diversity of FPCs 

2) Limited access to legal expertise or support services 
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3) Little collaboration with supportive organisations and 

institutions 

4) Lack of sustainable revenue generation strategies or 

inefficient management practices 

5) Limited access to training on organisational 

development and challenges in hiring skilled 

professionals 

6) Communication gaps or lack of transparency or 

Ineffective mechanisms for conflict resolution 

7) Limited data-driven decision-making processes or 

Lack of clarity on key performance indicators 

Solutions provided by 

the theory 

1) Social Capital theory reveals that social capital is 

directly associated with building trust, networks and 

relationships (Gijselinckx & Bussels, 2014; 

Hightower et al., 2017). 

2) Resource-based view theory offers a plausible 

solution for identifying internal resources and 

combining and integrating these resources to create 

unique and dynamic capabilities. FPCs can manage 

resources to ensure compliance, optimize resources 

and manage performance (Black & Boal, 1994). 

3) Agency theory emphasizes the alignment of interest 

between principals (leaders) and agents (members). 

Agency Theory suggests implementing governance 

structures that cater to the specific characteristics of 

each FPC and ensuring that the skills of the 

management align with the interests and objectives 

(Cuevas‐Rodríguez et al., 2012). 

 

2.14 Future plans  

Adopting the policy change took a lot of time, and the spurt of FPCs has happened recently. 

Many FPCs are young and operating at a lower value chain level. There are successful 
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examples of older FPCs that provide their members with various services like processing, 

finance, technical advisory, marketing, etc. In contrast, the young ones deal with lower-level 

activities like input supply and aggregation. Only four of the 20 FPCs considered for the study 

performed at the processing, branding, and advertising stages. The rest of the FPCs are only 

involved in cleaning, sorting, grading and packaging. Participant 15 revealed that they want to 

start an animal hospital as the village produces a lot of milk, and members must go to the city 

for treatment and buy medicines. Also, they plan to use drones for pesticide spray if the scale 

allows it. They may plan to do something with the wastage of their processed products when 

the calendar is vacant in the year. Participant 17 mentioned that they will start vacuum-dried 

vegetable chips in the future. These products have considerable margins in the international 

market. They want to create their own brand for vacuum-dried vegetable chips and need help 

conducting market research. The government plans to boost the FPO ecosystem with 10000 

new FPOs in the next few years. A few factors need to be resolved to implement the policy 

successfully. One of the factors is a database of FPOs. One of the participants in the study 

echoed the same. Participant 20 mentioned that they wish the government would open a portal 

to read about schemes and grants and connect with other FPCs and companies to expand their 

business. However, with the lack of a consistent nationwide database, it would be challenging 

to track the growth of FPOs in different regions of the country. 

Table 2.2: Problems and obstacles, potential reasons and solutions for future plans 

Problems and 

obstacles identified for 

the future 

1) FPCs operating at lower levels of the value chain 

2) Lack of activities throughout the calendar 

3) Lack of viable plans 

4) Inconsistent database for networking 

Potential reasons for 

the problems 

1) Insufficient strategic planning to move up the value 

chain or limited understanding of the broader value 

chain 

2) Limited knowledge or resources for planning 

3) Insufficient long-term strategic planning or limited 

capacity 

4) Challenges in data accuracy, completeness, and 

consistency hindering effective networking efforts 

Solutions provided by 

the theory 

1) The latter stages of the Resource-based view theory 

involve identifying unique resources for collaborative 
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advantage and strategic alliances (Black & Boal, 

1994).  

2) The institutional theory reveals how small changes in 

the value chains can lead to higher levels of the value 

chain and new opportunities (Mohan, 2016).    

 

2.15 Discussion 

Bikkina et al. (2018) argue that FPCs need government support for the formation stage. 

Policymakers need to ensure that there isn’t excessive state control. FPCs should be able to get 

a start-up environment where they shouldn’t be gazed at with astonishment even if they fail. 

The support should be divided into the handholding, scaling, and mature stages of development 

(G. Singh et al., 2018; Surendran-Padmaja & Ojha, 2023). There is a need to establish 

incubators to handhold and support (Surendran-Padmaja & Ojha, 2023). Also, when the 

supporting organisations limit their support for young FPCs, it is observed that they tend to 

perform poorly (Sarkar & Sinha, 2014; S. Singh, 2016). The same was seen in the coconut 

producer’s federation in Kerala, where the withdrawal of institutional support led to the closure 

of 82 out of 95 federations (Thamban et al., 2020). Often, many farmers join FPCs due to 

pressure from the government and don’t participate in the organisation’s activities (Shankar, 

2019). During the growth phase of FPCs, many studies have found that working capital is a big 

challenge for these FPCs (S. Kumar et al., 2023). One of the most common problems stated in 

many studies is the lack of funds and support for the FPCs (Bhuyan et al., 2024; Trivedi et al., 

2023). This phenomenon can also be confirmed in the study conducted by Neti et al. (2019) 

that the median paid-up capital per producer company in India is only Rs. 110,000, there are 

86% of FPCs with a paid capital less than Rs. 1 Million, 99% of FPCs in India have less than 

1,000 shareholders with an average of 582 shareholders. The sample taken in the study had an 

average paid-up capital of Rs. 10,86,250 and an average member size of 538. These 

organisations will require working capital and increased membership to perform higher value 

chain activities and reach economies of scale. Kakati & Roy (2022) concluded that FPCs should 

be allowed to incorporate second-class shareholders to improve the problems related to 

working capital. Contrary to this, Kappil et al. (2022) mentioned that reducing the number of 

shareholders in FPCs in Kerela may increase the efficiency of these FPCs. Also, there is no 

study on the optimum number of board sizes for FPCs. Chintala & Mani (2022) raised concerns 
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regarding the selection of a CEO, as it can be a critical factor for the success of FPCs. Gireesan 

(2022) has suggested capacity-building programs from various management perspectives as a 

way forward. Bijman et al. (2016) emphasise developing the farmers’ management and 

marketing skills to make them skilful traders. Still, they lack working capital and cannot hire 

management professionals. Lack of trust and awareness among the members is also one of the 

problems of FPO (Abhishek et al., 2020; Deka et al., 2020). Dey (2018) highlighted some of 

the determinants of performance and viability, such as governance structure, external network, 

access to capital and technology, member contribution to the business, and financial 

performance. Finally, for a sustainable future plan, it is observed that there is limited literature 

related to the auxiliary services provided by the FPO, i.e., consultancy, convenience, social 

capital and networking that result in socio-cultural development. In a study on the Tamil Nadu 

Banana Producer Company, Srinithi et al. (2022) concluded that respondents felt increased 

information sharing and seeking, an aspect of social capital. Also, Lalitha et al. (2022) highlight 

that Sahyadri Farmers Producer Company Ltd is improving the farmers’ livelihoods by 

increasing social capital. Future studies can be performed on these topics. Widadie et al. (2021) 

state that producer organisations upgrade their value chains by developing network structures. 

2.16 Conclusion 

This paper attempted to understand the evolution of farmer-producer organisations and related 

policies. The study also highlights critical challenges at various stages of Farmer Producer 

Organisations (FPOs of Producer Company form) and offers practical insights for 

policymakers and supporting organisations. The history of collectivisation started with farmers’ 

agitation in the late 19th century, and the cooperative structure began to evolve at the beginning 

of the 20th century. Though cooperatives were seen as an ideal development structure in the 

20th century, the cooperative structure started to fade with privatisation and globalisation at the 

end of the 20th century. A new era marked the beginning of the 21st century for farmers with 

the changes in the Companies Act and the introduction of the Farmer Producer Companies. The 

demand for agricultural products has become advanced and globalised. On the supply side, 

there is an increase in the number of small and marginal farmers yearly and decreasing 

economies of scale due to land fragmentation in developing countries like India. It will become 

unviable for small producers to find linkages in the advanced private markets. Small and 

marginal farmers can come together, initially in informal groups and form legal entities later. 

These legal entities can start with lower value chain activities and reach an advanced stage as 
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they grow. Advanced-stage activities might include creating brands, processing, linkages with 

corporations, fixed price arrangements, or trading commodities on e-platforms. The study 

discussed the obstacles and problems in achieving these objectives. Also, the support of 

external agencies should not be restricted to a certain number of years, as, due to variations in 

certain conditions, FPCs might take more than or less than a certain number of years to stabilise. 

In the future, the government can work on a consistent national database, metrics, determinants 

of performance, and auxiliary services like social capital. This study uniquely bridges the gap 

between theoretical insights and practical realities by compiling challenges identified in 

existing literature and validating them through field observations. The findings of this study 

transcend national borders, offering insights applicable to diverse agricultural contexts 

globally. Policymakers and development agencies worldwide can draw lessons on supporting 

FPCs and collective action for small and marginal farmers.  

A few key recommendations for strengthening FPCs are as follows: 

1. Small and marginal farmers should first come together in informal groups and later form 

legal FPCs. 

2. FPCs should start with basic value chain activities and gradually move to branding, 

processing, and e-platform trading. 

3. External agency support must be long-term and flexible, not restricted to a fixed number of 

years. 

4. The government should build a consistent national database and performance metrics for 

FPCs. 

5. Auxiliary services like social capital development must be integrated to strengthen FPC 

sustainability. 

 One limitation of this study is the relatively small sample size, which, while providing in-

depth insights, may limit generalizability. Future research should aim for more extensive and 

diverse samples to enhance the external validity of findings. Expanding the study to include 

FPCs from different regions, crops, and activities could offer a more comprehensive 

understanding of challenges and solutions. Further exploration of auxiliary services, social 

capital dynamics, and socio-cultural impacts remains uncharted, providing avenues for future 

investigations.  



 

39 
 

CHAPTER 3: ASSESSING SOCIAL CAPITAL AND ITS IMPACT ON ECONOMIC 

PERFORMANCE: A COMPARATIVE STUDY OF MEMBERS AND NON-MEMBERS 

OF FARMER PRODUCER COMPANIES IN INDIA4 

 

3.1  Summary 

Farmer producer companies (FPCs), modern farmer collectives registered under India’s 

Companies Act, play a crucial role in providing core services like input supply, marketing, 

technical, and financial support, as well as auxiliary services such as social capital and 

consultancy, which are linked to higher economic performance and innovation. The study 

analyses the levels of social capital among members and non-members of FPCs and their 

relationship to the economic performance of their members. The data on social capital were 

collected from 20 FPCs (292 members and 77 non-members) from the state of Maharashtra, 

India. Unpaired student T-tests and Mann-Whitney tests were performed to compare the levels 

of social capital among the members and non-members. Ordinary least squares (OLS) 

regression was performed to understand the difference in social capital and its effect on 

economic performance. The results reveal that all the indicators of social capital were 

significantly higher for the members (Mean = 4.27) than for non-members (Mean = 3.14). The 

social capital indicators related to membership and participation in groups (p-value < 0.10) and 

the sharing of production and other information (p-value < 0.01) positively affected economic 

performance. Higher levels of education (p-value < 0.05) and frequent contact with members 

(p-value < 0.01) positively affected, whereas higher landholding (p-value < 0.10) and years of 

membership (p-value < 0.01) negatively affected the economic performance of members. As 

the Indian government plans to add 10,000 FPCs in the next three years, the strategy to increase 

the social capital of FPCs may enhance the overall resilience and sustainability of rural 

economies. 

3.2 Background of the study 

Small and marginal farmers are often resource-poor and need help accessing farming inputs 

and markets to sell and process their produce. Farmer Producer Organisations (FPOs) are one 

of the solutions through which small and marginal farmers can collectivise to reduce the input 

cost, increase their bargaining power, process their produce and create social capital. FPOs 

come in different legal structures like Trusts, Societies, Cooperatives, or Companies. Those 

 
4 This chapter has been published with the same title in the journal “Problems and Perspectives in 
Management” (http://dx.doi.org/10.21511/ppm.22(3).2024.17), indexed in Scopus. 
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formed under the Indian Companies Act are termed Farmer Producer Companies (FPCs). FPCs 

enable farmers to collectively register as a company, aiming to leverage the benefits of 

operating as a unified entity. The Indian government is also planning to promote the concept 

of farmer collectivisation through FPCs. In the context of FPCs, social capital refers to the 

resources, networks and relationships that FPCs possess within their internal connections and 

with external stakeholders like government agencies, supporting organisations and other 

stakeholders. Higher social capital is associated with higher economic performance, 

innovation, governance, improved learning outcomes and trust. It is critical to address two 

issues: the need for effective farmer collectivisation through analysing the levels of social 

capital among FPC members and non-members and the impact of social capital on their 

economic performance as these young companies are expected to innovate their value chains, 

build brands, become suppliers to fast-moving consumer goods brands, and increase their 

members' economic output. 

3.3 Literature Review and Hypothesis 

Social capital has been viewed from varied perspectives in the academic literature. Social 

capital is defined as the stock of resources that exist or may exist within a socially or formally 

institutionalised network, and being part of this network gives credit to the member and builds 

trust because the member is a part of the network (Bourdieu, 1986). Another perspective of 

social capital is that an individual or an organisation may generate it, and it is the pool of actual 

or potential resources developed through the network of relationships (Nahapiet & Ghoshal, 

1998). Coleman (1988) defined social capital as a public good with an aspect of social structure 

that raises the returns to individuals from any investment they make in a resource. However, as 

it is a public good, it remains under-invested, as the user who invests in it can only get a small 

share of it (Coleman, 1988). Putnam (1995) used the example of American neighbourhoods to 

explain that collective action is needed to keep their residential areas safe. He described social 

capital as features of a social organisation, such as networks, norms, and social trust, that 

facilitate coordination and cooperation for the mutual benefit of all. 

Social capital has three dimensions (Figure 3.1). The structural dimension has social and 

cultural ties; the relational dimension contains trust; and the cognitive dimension includes a 

shared vision of the organisation (Tsai & Ghoshal, 1998). The structural dimension comprises 

the composition, density, and diversity as the characteristics of the network; the relational 

dimension consists of the relationship quality, including trust and reciprocity; and the cognitive 
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dimension includes the shared vision, codes and narratives (Nahapiet & Ghoshal, 1998). The 

dimensions of social capital are also defined as bonding (internal) and bridging (external). 

Bonding social capital is essential for building solidarity; some notable examples of such 

groups are ethnic groups (Putnam, 2000). Bridging social capital is vital for linking external 

assets and helping move ahead. Some examples may include civic engagements (Putnam, 

2000). There is also a third dimension of social capital related to linkages of the groups and 

individuals with the people in power, known as linking social capital (Woolcock, 1999). The 

World Bank’s dimension of social capital includes six indicators of social capital that are 

relevant for calculating social capital at an individual or household level. These indicators are 

groups and networks, trust and solidarity, collective action and cooperation, information and 

communication, social cohesion and inclusion, empowerment, and collective action (Grootaert 

et al., 2013). 

 

Figure 3.1: Social Capital Framework (Tsai & Ghoshal, 1998) 

There are multiple benefits of social capital, as highlighted in the previous literature. In a study 

on firms in Denmark, Wales, and the UK, enhanced business and innovation were found to 

benefit social capital (Cooke & Wills, 1999). Some of the studies also highlight the role of 

social capital in collective action for ecological governance (Paavola & Adger, 2005). In a study 

of a chemical firm, the findings revealed that it is not human capital that significantly increases 

innovative performance, but the combined effect of human capital and social capital improves 

innovative performance (Dost et al., 2016). Higher marketing innovation was observed in firms 

with higher social capital amongst Korean small and medium export-oriented firms (Jeong & 

Chung, 2023). A study of manufacturing firms in the United States of America found that social 

capital is an important antecedent to supply management performance (Bernardes, 2010). 

Regarding Turkish cooperatives, increased social capital is observed with membership in 
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cooperatives, and increased revenue, trust, production, and collaborative attitude are observed 

with increased social capital (Öztopcu, 2023). Social capital is also associated with the new 

venture’s ability to gather financial capital or gain access to venture capitalists in the initial 

phases (Baron & Markman, 2000; Florin et al., 2003). Trust and civic norms dimensions of 

social capital were the reasons for higher economic growth in a multi-country study (Knack & 

Keefer, 1997). The literature has explicitly mentioned that the relations within and between 

social groups are significant predictors of economic growth (Woolcock, 1998). Knowledge 

acquisition for gaining a competitive advantage is a primary benefit of social capital (Yli‐

Renko et al., 2001). Other social capital benefits within a family include higher educational 

achievements (Israel et al., 2001). Membership-based associations are essential in building 

social capital by exchanging information and vital resources (Li & Barbieri, 2020). In Sri 

Lanka, farmer organisations with higher social capital were better able to cope with risks in 

emergencies (Uphoff & Wijayaratna, 2000). Lower levels of social capital are also associated 

with poor health (Kawachi et al., 1999). Other health benefits include lower rates of depression 

(Bae et al., 2023). 

In the context of collective organisations, Pretty et al. (2020) mention that in the last 20 years, 

more than 8 million members have been collectivised in more than 50 countries in several 

social movements and transitions with the help of social capital. For the groups that are 

purposefully organized, social capital is vital for agricultural innovations (Wedajo & Jilito, 2020). 

In Uganda, social network and participation factors of social capital helped farmers achieve a 

higher price of coffee (Mawejje & Terje Holden, 2014) and stringent quality and supply 

standards for modern food outlets through social capital cooperatives (Kaganzi et al., 2009). 

Chinese farmers who were a part of the cooperative and possessed higher social capital had a 

higher chance of using inputs guided by external agencies than their personal experiences 

(Zhou et al., 2018). Social capital is also one of the factors of increased use of microcredit 

among Chinese farmers (Qin et al., 2019). In China, social capital increases the willingness to 

pay for new initiatives (Wang et al., 2022). Other intangible benefits of social capital include 

the perceived benefits of the initiatives of cooperatives (Qiu et al., 2021). All forms of social 

capital are positively related to farmer’s income; the cognitive dimension affects meeting 

participation, and the relational dimension involves training participation (Liang et al., 2015). 

In India, joining the FPC improved the members’ livelihood compared to the non-members, 

and social capital is one of the reasons (Mukherjee et al., 2020). Lalitha et al. (2022) explained 

how efforts to build social capital by Sahyadri FPC in India resulted in higher income and 
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sustainable livelihood for farmers. The study also found that members received higher 

economic benefits than non-members. In the Indian context, social capital can help access 

credit, knowledge, and new technology (Bantilan & Padmaja, 2008). 

There is a good amount of literature on social capital and organisational performance, but the 

literature is sparse in the area of FPCs (Jayaraman et al., 2023). There are a few studies on the 

social capital assessment of FPCs in India, but those studies are based on one or a few FPCs. 

In addition, a comprehensive analysis of the differences in dimensions of social capital between 

members and non-members of Indian cooperatives or FPCs and their relationship with 

economic performance is absent from the body of knowledge. 

The purpose of this study is to investigate the levels of social capital among the FPCs in 

Maharashtra. To reap the benefits of social capital, it is essential to understand whether these 

new collective organisations can generate social capital. As FPCs are considered a necessary 

tool for community development and creating resilient communities, it is vital to analyse 

whether these organisations successfully build trust, cooperation, and collaboration among the 

members. Further, the study aims to provide insights into the effectiveness of FPCs as 

organisational structures for building social capital and enhancing member’s economic 

performance. Thus, the second aim of this study is to assess the relationship between social 

capital and the economic performance of FPC members. While previous research has examined 

social capital within FPCs or agricultural cooperatives, this study explicitly compares social 

capital dynamics between members and non-members, providing differences and potential 

implications. The study is vital to policymakers as social capital is a driver for promoting 

agricultural practices, productivity, and other outcomes. Understanding differences in social 

capital between members and non-members can also help to identify barriers to FPC 

membership and participation. The elaborated hypotheses are: 

H1: The levels of social capital are higher among members than non-members of farmer-

producer companies. 

H2: Social capital indicators positively influence the economic performance of the members of 

farmer-producer companies. 

3.4 Methods 

The study utilised a sample of 292 farmer members of 20 FPCs and 77 non-members from the 

same FPCs. A non-member farmer is a participant who is indirectly associated with the FPC, 
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and the member doesn’t hold shares of the FPC.  The survey was conducted from 1st October 

2022 to 23rd November 2022. The selected FPCs were from different districts of Maharashtra, 

India. The selected districts and the number of FPCs from each district were Pune (6), 

Ahmednagar (3), Nashik (4), Satara (3) and one each from Ratnagiri, Beed, Akola and Nagpur. 

The active FPCs running successful operations over the last two years were selected. The 

sample FPCs have an average paid-up capital of ₹ 1.08 million, an average revenue of ₹ 21.67 

million for the financial year 2021-22 and an average membership size of 538 members. The 

study employed a stratified sampling technique by selecting various districts within the state to 

represent the distribution of FPCs across regions. Within each district, a quasi-random 

sampling approach based on participant availability was carried out. There are two reasons to 

choose Maharashtra as the study's sample: 1) Maharashtra accounts for one of India's highest 

numbers of FPCs (Neti et al., 2019); 2) Maharashtra is known for the farmer collective 

movement. For example, the first sugar cooperative in Asia, Pravara Sahakari Sakhar Karkhana 

Ltd., was established in Ahmednagar, Maharashtra, 1951-52 (Baviskar, 2007). The members' 

average age and landholding were 46.15 years and 5.5 acres; non-members were 43.5 years 

and 4.64 acres. The average membership age of the FPC for members was six years. Amongst 

the members, 72% of the farmers were from high school and below, and 28% graduated and 

above. 81% of the non-members were from high school or below, and 19% were graduates or 

above.  

Lumley et al. (2002) recommend that the t-test helps analyse significant differences for a 

sufficiently large sample. In this study, the authors have used an unpaired T-test and its non-

parametric equivalent, the Mann-Whitney (Nahm, 2016) (based on the results of the normality 

test) to assess the statistical significance of differences in social capital between members and 

non-members. Mann-Whitney formula:  

𝑈
1 =  𝑛1𝑛2  +

𝑛1(𝑛1+1)

2
 − 𝑅1     

   (1) 

 𝑈
2 =  𝑛1𝑛2  +

𝑛2(𝑛2+1)

2
 − 𝑅2     

                                                                                                                       (2) 

Where R1 is the ranks for the first group, and R2 is the sum of the ranks for the second group 

(McKnight & Najab, 2010). Also, for ordinal data, both the T-Test and the Mann-Whitney test 

are recommended (De Winter & Dodou, 2010). The effect of the indicators of social capital on 

the economic performance was estimated by Ordinary Least Squares Regression. The 

regression model is shown as follows: 
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Economic Performance (Income Increase)  = 𝛽0 + 𝛽1 Groups and Networks

+ 𝛽2Information Sharing + 𝛽3Trust

+ 𝛽4Mutuality and Collective Production + 𝛽5Contact with Members

+ 𝛽6Age + 𝛽7Gender + 𝛽8Education + 𝛽9Caste + 𝛽10Family Members

+ 𝛽11Years of Membership + 𝛽12Landholding 

An observational research design, which is popular for the study of social capital (Febrianti, 

2020; S. Kumar, 2016), was used for the study in which the members and non-members were 

naturally divided into groups. Social capital includes Groups and Networks, Information 

Sharing, Trust, Mutuality and Collective Production and Empowerment and Action (Grootaert 

et al., 2013). The responses were collected on a 7-point Likert scale. All Cronbach’s alpha 

values were above the satisfactory level and above the minimum level of 0.70 (Cortina, 1993), 

thereby indicating acceptable internal consistency reliability except for “Empowerment and 

Action”, which was dropped from the variable “Social Capital”. The variance inflation factors 

were within acceptable limits for the independent variables used in the regression model. Table 

3.1 presents the definitions and the measurements of the variables used in the regression model.  

Table 3.1: Variable definition and measurement 

S.No. Variable Definition Measurement 

1 

Income Increase 

Members' Income Increased 

after joining the FPC 

Log of Percentage 

from 1 to 100 

2 

Groups and 

Network  

Factor Yielded by three 

variables (Number of 

Membership in other groups, 

likeliness of participation and 

frequency of participation in 

groups) 

7-point Likert 

scale 

3 

Information 

Sharing  

Factor Yielded by four variables 

(sharing production decisions 

with other farmers, women of 

the family, sharing outcomes 

and experiments with others) 

7-point Likert 

scale 
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S.No. Variable Definition Measurement 

4 

Trust 

Factor Yielded by seven 

variables (trust on villagers, 

friends, relatives, input dealers, 

extension services, FPC, trust 

for lending and borrowing, 

general trust) 

7-point Likert 

scale 

5 

Mutuality and 

Collective 

Production  

Factor Yielded by nine variables 

(contribution in schemes that 

benefit others, volunteering for 

community services, 

collaboration of different castes 

and classes, collective input 

purchase, marketing of produce, 

shared labour, shared soil 

conservation practices, 

collective credit and collective 

repayment) 

7-point Likert 

scale 

6 

Contact with 

Members 

FPC with frequent contact with 

members like Agri Input, 

Marketing of fruits and 

vegetables 

1= Frequent 

Contact, 0= Less 

Frequent Contact 

7 Age Age of the member Number of Years 

8 

Gender  Gender of the member 

1= Male, 0= 

Female 

9 

Education Education Status of the member 

1= Graduate and 

Above, 0= others 

10 

Caste  

Member belongs to any 

backward or scheduled caste 1= No, 0=Yes 
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S.No. Variable Definition Measurement 

11 

Family Members Number of family members 

Number of 

Members 

12 Years of 

Membership 

Age of the FPC membership of 

the member Number of Years 

13 Landholding Land Size in Acres Number of Acres 

 

3.5 Results 

Figure 3.2 shows the composition of social capital in all four dimensions among members and 

non-members. Table 3.2 reveals that trust, mutuality, and collective production for the non-

member group are normally distributed. All the other variables are not normally distributed for 

members and non-members.  

 

Table 3.2: Normality Tests 

Membership Kolmogorov-Smirnov Shapiro-Wilk 

Statistic df Sig. Statistic df Sig. 

Groups and 

Networks 

Nonmember .227 77 .000 .768 77 .000 

Member .128 292 .000 .922 292 .000 

Information 

Sharing 

Nonmember .135 77 .001 .956 77 .010 

Member .107 292 .000 .961 292 .000 

Trust Nonmember .069 77 .200* .978 77 .201 

Member .082 292 .000 .967 292 .000 

Mutuality 

and 

Collective 

Production 

Nonmember .080 77 .200* .974 77 .108 

Member .077 292 .000 .984 292 .002 
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Figure 3.2: Composition of Social Capital amongst members and non-members. 

Table 3.3: Results of unpaired students’ t-test 

Item Member Non-Member T-Test Effect Size 

Mean SD Mean SD t df Cohen's 

d 

Glass's 

delta 

Hedges'g 

Groups and 

Networks 

3.96 1.94 2.16 1.55 8.55** 145.649a 1.02 0.92 0.96 

Information 

Sharing 

4.74 1.31 3.67 1.42 6.24** 367 0.78 0.81 0.8 

Trust 4.53 1.09 3.68 1.19 5.96** 367 0.74 0.77 0.76 

Mutuality 

and 

Collective 

Production 

3.85 1.23 3.04 1.04 5.81** 137.183a 0.71 0.65 0.67 

aAdjusted t-values and degrees of freedom were used to determine statistical significance due to the violation of the 

homogeneity of variance assumption, ∗∗ p < 0.01. 

The results of the t-tests are presented in Table 3.3. Table 3.3 reveals that for all four forms of 

social capital, the levels of social capital are significantly different between members and non-
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members. All the indicators of social capital were significantly higher for the members (Mean 

= 4.27) than for non-members (Mean = 3.14). Thus, the study accepted H1. The effect size of 

the t-test in all four cases is large (>0.8) or medium (>0.5), and as per the recommendation of 

Lakens (2013), an effect size of 0.8 is considered large, and 0.5 and above is medium. The 

study also recommends using Glass’s delta in case of unequal variances and using Hedge’s g 

when the sample sizes are different. 

Table 3.4: Results of Mann Whitney U Test 

Item Member Non-Member Mann-Whitney Test Effect 

Size 

Mean 

Rank 

Sum 

Rank 

Mean 

Rank 

Sum 

Rank 

Mann-

Whitney U 

Z Cohe

n's d 

Groups  

and  

Networks 

205.7 60074.5 106.3 8190.5 5187.5 -7.3** 0.81 

Information 

Sharing 

201.1 58721 123.9 9544. 6541.0 -5.65** 0.61 

Trust 200.9 58685.5 124.4 9579.5 6576.5 -5.6** 0.61 

Mutuality and 

Collective 

Production 

199.7 58312 129.2 9953 6950.0 -5.15** 0.55 

∗∗ p < 0.01 

As the data failed the normality tests, the Whitney Test was also performed to analyse the 

difference in social capital indicators between members and non-members (Table 3.4). The 

non-parametric Mann-Whitney U test also reveals that all four factors of social capital are 

significantly different for members and non-members. The effect size of the tests is in the 

medium and large range (Lakens, 2013). Table 3.5 shows the descriptive statistics for each 

variable. 

Table 3.5: Descriptive Statistics of Variables 

Variables 

 Mean 

(S.D.) Min- Max 

 Dependent 

Variable 
Income Increase 2.59 (0.92) 

0 - 4.6 
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Variables 

 Mean 

(S.D.) Min- Max 

Social capital 

variables 

Groups and Network 3.96 (1.94) 1 - 7 

Information Sharing 4.74 (1.31) 1 - 7 

Trust 4.53 (1.09) 1.25 - 6.62 

Mutuality and Collective 

Production 
3.85 (1.23) 

1.11 - 6.77 

Control variables 

Contact with Members 0.58 (0.49) 0 - 1 

Age 
46.15 

(14.15) 19 - 85 

Caste  0.63 (0.48) 0 - 1 

Education 0.28 (0.45) 0 - 1 

Gender 0.95 (0.2) 0 - 1 

Family Members 6.29 (3.41) 2 - 22 

Years of Membership 6.8 (2.69) 2 - 12 

Landholding  6.26 (5.77) 0.1 - 40 

 

Table 3.6 represents the influence of social capital on the economic performance of FPC 

members. The results reveal that groups, networks, and information sharing increase the 

perceived economic benefit of farmer members. Thus, the study partially accepts H2. 

Additionally, education and contact with members, i.e., membership of FPCs that frequently 

meet members, like agri input FPCs and fruits and vegetable FPCs, also positively affect the 

perceived economic benefit. Landholding and years of membership negatively affected the 

perceived economic benefit. This also reflects that old members and relatively large farmers 

are not harnessing the benefits of FPCs. Markelova et al. (2009) also concluded that 

cooperative membership plays a significant role in the increase of income of small farmers 

compared to large farmers. 

Table 3.6: Results of OLS Regression (Dependent Variable: Income Increase) 

S.No. Variable Model: Economic 

Benefit 

1 Groups and Networks 0.055 (1.842)* 
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2 Information Sharing 0.18 (3.605)*** 

3 

Trust -0.043 (-0.719) 

4 Mutuality and Collective Production 0.076 (1.438) 

5 Age -0.004 (-1.023) 

6 Caste -0.035 (-0.327) 

7 Education 0.267 (2.282)** 

8 Gender 0.28 (1.168) 

9 Family Members -0.006 (-0.396) 

10 Landholding -0.051 (-1.84)* 

11 Years of Membership -0.017 (-2.662)*** 

12 Contact with Members 0.344 (3.158)*** 

13 Intercept 1.571 (3.859)*** 

R2 0.23 

Note 1: ***, ** and * represent significance at the 1%, 5% and 10% levels, respectively, with t-values in parentheses 

3.6 Discussion 

The study reveals that FPCs considered can generate social capital compared to non-member 

farmers. The study also indicates that active group participation, networking, and information 

sharing enhance perceived economic benefits for farmer members, while education, frequent 

contact with members in certain FPCs, and smaller landholding positively influence these 

benefits, contrasting with the negative impact of longer membership duration and larger land 

holdings. The results of O’Brien et al. (2013) are consistent with the results of this study, as 

cooperative members of Uganda and Kenya have marginally higher incomes and higher social 

capital. The discussion surrounding farmer producer companies (FPCs) encourages exploring 

the implications of their social capital. As these entities aim to unite farmers under a company 

structure, assessing the extent and impact of their social capital and understanding its 

implications for agricultural development and sustainability is crucial. The results of the 

regression model predicting perceived income increase relate more to Xu et al. (2018), where 
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bonding social capital was significant for income increase. The reason for the variable trust not 

being significant might be the form of the organisation considered for the study, i.e., a company 

and not a cooperative form. Surprisingly, the model’s results relating to economic performance 

have a negative sign for the variable trust. This might be because a solid social capital within 

the group, i.e., internal social capital, can restrict flexibility, and the social capital may have 

substandard effects on less powerful groups, as they cannot harness the use of higher trust on 

building external relationships (Carrico et al., 2019). 

Higher social capital among groups can be used to drive change. In the United Kingdom, 

members with high external or linking social capital were more likely to adopt change (Arnott 

et al., 2021). Social capital was also a positive factor in helping to complete conservation 

projects in Indonesia (Wulandari et al., 2021). Social capital is also essential for members’ 

loyalty to the cooperatives and for retaining their long-term membership (Ollila et al., 2014). 

Social capital is also considered a vital group management tool (Lopes et al., 2015). Along with 

human capital, social capital is considered a vital driver for the livelihood diversification of 

farms (Ngo et al., 2020). High social capital also brings several opportunities, such as 

appropriability (Adler & Kwon, 2002). This means social capital can be used to create trust, 

collaborations, investment in social infrastructures, and advocacy initiatives to address 

challenges. There are also a few limitations and negative aspects of social capital which must 

be considered. 

Trust between members is not enough for collective action, as it was found that members with 

high trust and weak institutions failed to engage in collective action, so the focus should also 

be on creating external networks (Qurniati et al., 2017). Based on the experiences of Chinese 

cooperatives, external social capital may negatively affect the farmers’ income because of 

member’s heterogeneity (Xu et al., 2018). Also, the homogeneity of cooperatives in terms of 

speciality positively affects the members’ income, and technological proximity leads to 

knowledge spillovers (Tsai & Luh, 2023). Two negative aspects of social capital highlighted 

by Villalonga-Olives & Kawachi (2017) are behavioural contagion and interactions of social 

cohesion and individual characteristics. The risk of behavioural contagion means that there 

might be a risk that individuals might adopt certain behaviours from the group that are risky or 

harmful. That means the leaders of the FPCs must be positive moral actors. The negative aspect 

of social cohesion and individual characteristics may result in a few alienated individuals, 

which might create pressure to conform or a situation where members echo each other’s points. 
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3.7 Conclusion 

The purpose of the study was to assess the social capital levels among members and non-

members of farmer producer companies (FPCs) and the relationship between social capital and 

the economic performance of FPC members. The results reveal that social capital levels were 

significantly higher among members of FPCs than non-members in all four dimensions, i.e., 

groups and networks, information sharing, trust, mutuality, and collective production. The 

findings suggest that FPCs considered for the study facilitate the development of social 

cohesion, trust, and reciprocity within rural communities, which is essential for enhancing 

agricultural productivity, resilience, and community development. The results also reveal that 

more participation in groups and networks and information sharing relates to higher economic 

benefits. Members with higher levels of education and FPCs that are in frequent contact with 

members were positively affected, whereas higher land size and more years of membership 

negatively affected the economic performance of members. This means that FPCs need to come 

up with better and newer initiatives for older members and members with larger land sizes, as 

they cannot reap the benefits of FPCs. Digital information sharing and training platforms can 

be provided to FPCs by the government or supporting organisations to reap the benefits of 

social capital further and enhance economic welfare. Despite the valuable insights gained from 

this study, it is necessary to acknowledge a few limitations. First, these FPCs are relatively new, 

with a mean membership age of 6.8 years for the members considered for the study. Therefore, 

in the future, other components of social capital might also affect economic performance. 

Second, investigating homogenous FPCs within specific agricultural sub-sectors would 

provide a comprehensive understanding of how social capital dynamics vary across value 

chains. Future research can explore the relationship between social capital and various other 

benefits of social capital, such as innovation, risk management, and resilience, within the 

context of Indian FPCs. Investigating how different dimensions of social capital influence these 

outcomes, the literature can provide valuable insights into other factors through which social 

networks and collective action contribute to agricultural development. Additionally, there is a 

need to explore the concept of negative social capital, such as social exclusion, conflict, and 

distrust. 
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CHAPTER 4: DETERMINANTS OF GROUP INVOLVEMENT, MEMBERSHIP AND 

PARTICIPATION INTENSITY IN FARMER PRODUCER COMPANIES IN INDIA: A 

SOCIAL CAPITAL PERSPECTIVE 

4.1 Summary 

The majority of the farmers in India are small and marginal and lack economies of scale in their 

operations. Farmer Producer Company (FPC) is a type of Farmer Organisation registered under 

the Indian Companies Act, which allows a group of farmers to operate as a company to achieve 

economies of scale in their operations and increase their members’ social and economic status. 

As the FPCs in India have low share capital, these companies need to increase membership to 

raise capital. In the long run, the lack of active participation of the members demotivates other 

members, and they lose interest in the FPC business. Social Capital, an organisation's attributes, 

networks, norms, and trust, enhances membership and participation. The objective of this study 

is to analyse the role of social capital and other variables in determining group involvement, 

increasing membership and participation intensity of the members of FPCs. The study 

considers a primary sample of farmer members and non-members from 20 FPCs of the 

Maharashtra state. The study uses multiple linear regression to predict the explanatory variables 

group involvement and Heckman two-stage regression analysis to predict the determinants of 

membership and participation intensity. FPCs that build social capital through group 

interactions and the sharing of information make it more likely for members to join other 

savings and self-help groups. The variable mutuality and collective production negatively 

affected members joining other savings and self-help groups. The Heckman regression revealed 

that higher age and group interactions significantly increase the likelihood of farmers taking 

the FPC membership, and group interactions and the general trust increase the intensity of 

participation, with older and educated members being more likely to participate. The insights 

from this study will help to strengthen FPCs, particularly by investing in social capital-building 

activities such as trust-building exercises, networking opportunities, and physical and digital 

information-sharing platforms. 

4.2 Background of the study 

In India, the government plans to collectivise the farmers by promoting Farmer Producer 

Companies (FPCs), as more than 85% of the farmers are small and marginal and lack 

economies of scale in their operations. Registered under the Indian Companies Act, an FPC 

brings together a group of farmers to collectively run their enterprise as a formal company. An 

FPC can market their produce directly, which is not possible otherwise in many Indian states 
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for individual farmers, having economies of scale for buying inputs, hiring labour, using 

machinery, processing produce, etc. As more and more FPCs evolve, these organisations face 

problems in adding new members and involvement of the existing members in the affairs of 

FPCs (Nithya & Vaishnavi, 2022), like participation in meetings and participation in other 

groups like self-help groups, saving groups and knowledge-sharing groups, etc. The increase 

in the number of members helps FPCs increase operational land holdings, increase or raise 

share capital, and achieve economies of scale in other operations. In India, the average 

membership of FPCs is around 582, and 86 per cent of the FPCs have paid-up capital of less 

than INR 1 million (Govil et al., 2020). Thus, there is a scope for adding members and 

increasing share capital. The active participation of the members and their attendance in 

Ugandan cooperatives helped coffee farmers achieve higher incomes (Mawejje & Terje 

Holden, 2014). Participation in other groups or sub-groups of FPCs helps the socio-cultural 

development of the members. Previous studies have proved that active participation in FPC 

activities increases income, productivity and social empowerment (Pujitha et al., 2024; Sahoo 

et al., 2024). A few studies at the global level also studied the role of social capital in member 

participation in the context of farmer collectives (Christoforou, 2011; Liang et al., 2015). Social 

Capital is defined as the attributes of a social organisation, which are networks, norms, and 

trust, that enable coordination and cooperation for the benefit of all (Putnam, 1995). It 

encompasses an individual's participation in formal and informal networks, the norms that 

guide these networks, and the trust that they hold within and beyond these relationships (Van 

Rijn et al., 2012). This study aims to examine the role of social capital and other variables in 

determining group involvement, participation intensity and increasing membership of FPCs. 

There are a few studies in the Indian context that analyse the determinants that help households 

join farmer-producer organisations (Gurung & Choubey, 2023). However, these studies do not 

consider the role of social capital. Thus, the study addresses the problems related to low 

participation levels and the difficulty in adding new members, which restricts FPC’s ability to 

achieve economies of scale in its operations. Increasing participation levels and membership 

can strengthen social networks and cooperative culture among farmers, which may lead to 

benefits like increased income, productivity, and socio-cultural development and help address 

critical challenges faced by small and marginal farmers in India. 

4.3 Defining FPCs and Social Capital 

An FPC may be involved in procuring input, produce, grading, pooling, marketing or exporting 

(Mukherjee et al., 2018). These companies are also described as a hybrid between collectives 
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and private companies, as they have all the significant features of private organisations and 

have a collective spirit as they are owned by multiple members (Mukherjee et al., 2018). The 

concept of FPCs is that small farmers cannot achieve the scale of both input and output; thus, 

an FPC ensures the scale by aggregating small producers and eliminating intermediaries 

(NABARD, 2015).  

Social capital is an institutionalised network's potential or actual resources (Bourdieu, 1986). 

Fukuyama (1995) that of trust and norms of cooperation. Coleman (1988) emphasised that 

social capital exists within the structure of relationships and can be utilised to facilitate specific 

actions. Social capital as a broader phenomenon is defined as a stock of social norms, values, 

beliefs, trusts, obligations, networks, memberships, civic engagement, information, and 

institutions that foster cooperation and collective actions for mutual benefit, which contributes 

to economic and social development (Bhandari & Yasunobu, 2009). Social capital can be 

understood as bonding (ties with people of similar characteristics) and bridging social capital 

(ties with different groups) (Putnam, 2000). Social capital is also classified as cognitive (norms 

and trust) and structural social capital (formal and informal networks) (Uphoff & Wijayaratna, 

2000).  Tsai & Ghoshal (1998) further defined the components of social capital as Structural 

Dimension (social ties), relational dimension (trust) and cognitive dimension (shared vision). 

Portes (1998) added that social capital allows individuals to access resources and benefits 

through their social network and memberships within various social forms. Nahapiet & 

Ghoshal (1998) described that the organisation or the individual may possess the potential 

resources of the network. 

4.4 The role of social capital in membership and participation 

Cognitive social capital is the norms that guide networks, and the trust they hold within and 

beyond them, cognitive social capital enables individuals to align with group objectives and 

engage more meaningfully (Tsai & Ghoshal, 1998; Uphoff & Wijayaratna, 2000). For example, 

in Indonesia, cognitive social capital was observed as an effective tool for participating in 

pandemic-related duties (Gadsden et al., 2022).  A study on Chinese cooperatives reveals that 

it is the relational (trust) and cognitive social capital (common understanding of goals and 

vision) that leads to more meeting and training participation (Liang et al., 2015). A study on 

chemical use in China found that a higher level of communication, trust, and awareness of 

common goals helps the collectives better guide the members (Zhou et al., 2018). 
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Beyond cognitive aspects, broader studies on the social capital variable also reveal its strong 

influence on membership and active participation across various community-based and 

collective initiatives. Ferguson et al. (2017) observed that high solidarity religious groups 

belonging to the United States had higher levels of social capital, membership and higher 

commitment mediated by Social Capital. In Nigeria, participation in social capital networks 

was observed as an effective tool for participation in climate change adoption strategies 

(Ogunleye et al., 2021). 

In the Indian context, higher social capital has been associated with energy transitions to 

liquefied petroleum gas use (Soni & Chatterjee, 2023). Studies in rural India found that even 

the membership of organisations which have weak ties, like livelihood programs, helps the 

creation of social capital, which also leads to women's empowerment (Deshpande & Khanna, 

2021). 

4.5 Potential determinants of increasing membership in farmer collectives 

A study on young farmers in Greece found that the participation of young farmers was low in 

producer organisations (Koutsou et al., 2014). Mojo et al. (2017) conclude that the probability 

of membership of producer organisations increases with land size, family size and accessibility 

to the cooperatives. Backward castes and marginalised sections of society do not have adequate 

representation in community groups (Joshi, 2013). Groups and Network Information sharing 

are positively associated with change adaptions (Cishahayo et al., 2023), and trust is positively 

related to changes in farmers' behaviour toward group memberships (Ayari & Zaibet, 2019). 

Both negative and positive benefits were reported regarding mutuality and group benefits 

(Baldacchino et al., 2008). In the Indian context, Gurung & Choubey (2023) found that the 

decision to join Farmer Producer Companies (FPCs) is influenced by educational attainment, 

farming experience, farming as the primary livelihood, size of landholding, internet 

accessibility, proximity to markets, moderate social participation, contact with extension 

services, availability of transportation, and future plans for scaling up. 

4.6 Gaps in Literature  

Despite the extensive research on collective action and cooperative organisations, there are 

gaps in the literature that this study seeks to address. Firstly, very few studies directly explore 

the determinants of membership in cooperative organisations (Gurung & Choubey, 2023; Liang 

et al., 2015). Secondly, the literature needs to be more extensive regarding the particular context 

of Farmer Producer Companies (FPCs) in India. Although FPCs are considered an effective 
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tool for improving the socio-economic conditions of small and marginal farmers. There is 

limited empirical research that analyses the determinants of membership in these company 

forms of farmer collectives. Moreover, the few existing studies have not considered the role of 

social capital (Gurung & Choubey, 2023). The absence of a social capital perspective in the 

existing literature on Indian FPCs creates a significant gap, as it limits our understanding of 

how social networks, trust, and formal norms influence farmer participation and membership 

in these organisations. 

4.7 Research Questions and Hypothesis 

The study seeks to explore the factors that influence farmers' involvement in other groups and 

how social capital facilitates members' engagement in parallel grassroots institutions like 

SHGs, JLGs, interest groups, awareness groups, etc. Additionally, the study aims to identify 

the determinants of membership in FPCs and how social capital affects the intensity of 

participation. These research questions and hypotheses aim to provide a comprehensive 

understanding of the factors that influence farmer engagement in Indian FPCs through the lens 

of social capital. By addressing these questions, the study seeks to offer valuable insights for 

policymakers, practitioners, and researchers interested in enhancing the effectiveness of FPCs 

as instruments of rural development and strengthening collective action by increasing the 

number of small and marginal farmers joining these organisations 

4.8 Data and Methodology  

The study chose the state of Maharashtra as the area of study because the state has one of the 

highest densities of FPCs in India (Govil et al., 2020). The study's sample size is 369 farmers, 

of which there were 292 members from 20 FPCs and 77 Non-Member farmers from the same 

FPCs. The data was collected from October to November 2022. The study considered only 

active FPCs and only the FPCs that were running successful operations for at least the last two 

years. Out of 20 FPCs, six FPCs were selected from Pune, four from Nashik, three from 

Ahmednagar and Satara and one each from Ratnagiri, Beed, Akola and Nagpur districts of 

Maharashtra as strata to ensure a representative portrayal of the landscape of FPCs across the 

state, considering the concentrations of these companies (Figure 4.1). Within each district, a 

quasi-random sampling approach based on participant availability was carried out. The selected 

companies had an average paid-up capital of ₹ 10,80,000, an average revenue of ₹ 2,16,70,000 

for 2021-22, and an average size of 538 members. 



 

59 
 

The 7-point Likert scale was considered for studying the variable social capital, which includes 

five variables, namely groups and networks, information sharing, trust and mutuality, collective 

production and empowerment and action (Grootaert et al., 2013). Out of the five variables, four 

variables achieved the required level of cronbach’s alpha values, i.e. 0.70 (Cortina, 1993), and 

the variable “Empowerment and Action” was dropped due to low values of cronbach alpha.  

Other socio economic variables considered for the study were members' age (Number of 

Years), education (1= Graduate and Above, 0= others), highest education of family member 

(1= Graduate and Above, 0= others ), gender (1= Male, 0= Female), caste (1= do not belong to 

backward caste, 0= belongs to backward class), land size (Number of Acres), years associated 

with FPC (Number of years), contact with FPC (1= Frequent Contact, 0= Less Frequent 

Contact) and family size (number of members).  

 

Figure 4.1: District-wise number of FPCs selected for the study 

The study's first objective was to test whether social capital increases participation in other 

groups, such as self-help, interest groups, awareness and joint liability groups. Multiple linear 

regression was used to analyse the variables affecting group membership (the number of other 

community-based groups an FPC member is part of). The following is the multiple regression 

model considered for the study:  



 

60 
 

𝐺𝑟𝑜𝑢𝑝 𝑚𝑒𝑚𝑏𝑒𝑟𝑠ℎ𝑖𝑝  = 𝛽0 + 𝛽1 𝐺𝑟𝑜𝑢𝑝𝑠 𝑎𝑛𝑑 𝑁𝑒𝑡𝑤𝑜𝑟𝑘𝑠 + 𝛽2𝐼𝑛𝑓𝑜𝑟𝑚𝑎𝑡𝑖𝑜𝑛 𝑆ℎ𝑎𝑟𝑖𝑛𝑔

+ 𝛽3𝑇𝑟𝑢𝑠𝑡 + 𝛽4𝑀𝑢𝑡𝑢𝑎𝑙𝑖𝑡𝑦 𝑎𝑛𝑑 𝐶𝑜𝑙𝑙𝑒𝑐𝑡𝑖𝑣𝑒 𝑃𝑟𝑜𝑑𝑢𝑐𝑡𝑖𝑜𝑛

+ 𝛽5𝐶𝑜𝑛𝑡𝑎𝑐𝑡 𝑤𝑖𝑡ℎ 𝑀𝑒𝑚𝑏𝑒𝑟𝑠 + 𝛽6𝐴𝑔𝑒 + 𝛽7𝐺𝑒𝑛𝑑𝑒𝑟 + 𝛽8𝐸𝑑𝑢𝑐𝑎𝑡𝑖𝑜𝑛

+ 𝛽9Highest Education + 𝛽10Caste + 𝛽11 Family Members

+ 𝛽12 Landholding + 𝛽13 Years of Membership             (1) 

For the second and the third objective, Heckman two-stage regression model is used to identify 

the determinants of member’s decision to join the FPC and the intensity of participation 

(Sharaunga & Mudhara, 2018). The variable intensity is defined as the number of times a 

member has attended a formal or informal meeting of the FPC, reflecting their level of active 

engagement. The Heckman two-step regression model addresses the issue of sample selection 

bias that arises when the observed sample is non-randomly selected from the population  

(Heckman, 1979). This method was used for the dependent variable membership as the sample 

had less ‘0’ values (20%). This issue skews the predicted variable and also the estimators of 

the model. The problem can be addressed by Heckman two-step regression which has two 

steps. The first step is the Probit model, which calculates selection probability, i.e. “mills 

lambda” based on the sample of members of FPC and non-members (Haines et al., 1988). In 

the first-stage the Heckman method uses a standard probit model (Wooldridge, 2010), specified 

as: 

S∗  =  Zγ +  μ                                                                                                                     (2) 

Where S= 1 if Y* > 0; 0 otherwise  

Here, ‘S’ is the binary indicator for sample selection, ‘Z’ represents the explanatory variables, 

‘γ’ is the coefficient vector, and ‘μ’ is the error term (Wooldridge, 2010). 

The second stage estimates the primary regression model, incorporating a correction term (λ), 

derived from the first stage. 

Y = Xβ + λ + ϵ                                                                                                                     (3) 

λ = ρσ 
Φ(Zγ)

ϕ(Zγ)
                                                                                                                        (4) 

Here, ‘Y’ is the dependent variable, ‘X’ represents the explanatory variables, ‘β’ is the 

coefficient vector, ‘λ’ is the inverse Mills ratio, ‘ρ’ is the correlation between the error terms of 

the two equations, ‘σ’ is the standard deviation of the outcome equation error term, ‘ϕ’ is the 

standard normal density function, and ‘Φ’ is the cumulative distribution function (Greene, 
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2011). The two-step approach first estimates ‘λ’ using the selection equation in the first stage 

and then incorporates it into the outcome equation in the second stage to correct for sample 

selection bias. Our analysis excludes the constant term, ensuring that the interpretation of 

coefficients reflects the precise contribution of each variable without interference from the 

constant term, which is particularly relevant when all variation in the dependent variable is 

attributed to the included predictors (Wooldridge, 2010). Multicollinearity between 

independent variables was also examined. In the model, ‘Land Size’ and the variable ‘fruits 

and vegetables’ are the exclusion variables which are used in the first step and excluded from 

the second step (Certo et al., 2016). These variables help predict whether a farmer joins the 

FPC, but do not predict the intensity of participation. The variables included in the study are in 

line with the literature, and the units of measurement and expected signs are presented in Table 

4.1. 

Table 4.1: Variable definition, unit of measurement and expected signs. 

S.No Variable 

Name 

Description Measurement Expected Signs 

Dependent Variable 

1 

Membership 

Is the farmer a 

member of the 

FPC?  1=Yes; 0=No   

2 

Intensity of 

Participation 

How many FPC 

meetings did 

you attend last 

year? Number of Meetings  

Independent Variables 

1 Education Education status 

of member 

1= Graduate and Above; 

0= Senior Secondary or 

Below 

Positive 

2 Age Age of the 

member 

Number of years Positive 

3 Family Size of the 

family 

Number of members Positive 

4 
Groups and 

Network 

Factor yielded 

by three 

variables 

7-point Likert scale 

Positive 
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S.No Variable 

Name 

Description Measurement Expected Signs 

5 Information 

Sharing 

Factor yielded 

by four variables  
7-point Likert scale 

Positive 

6 

Trust 

Factor yielded 

by seven 

variables  

7-point Likert scale 

Positive 

7 Mutuality and 

Collective 

Production 

Factor yielded 

by nine 

variables  

7-point Likert scale 

Negative/Positive 

8 

Caste  

Member belongs 

to any backward 

or scheduled 

caste  

1= No; 0=Yes 

Positive 

9 
Land Size 

Land size in 

acres  
Number of Acres 

Positive 

10 Fruits and 

Vegetables 

Is the farmer 

growing fruits 

and vegetables  

1=Yes; 0=No Positive 

 

4.9 Results 

The descriptive results reveal that the average number of meetings attended by the members 

was 8.94, with a minimum of one and a maximum of 40. The average number of external group 

members joined was 1.14, with a maximum of 5. The members' average level of social capital 

was 3.96, 4.74, 4.53, and 3.85 for the variables Groups and Network, Information Sharing, 

Trust, Mutuality and Collective Production. 95% of the farmers were males. The high 

percentage of male respondents in the study reflects the culturally male-dominant nature of 

Indian agriculture, where land ownership, decision-making authority, and formal 

representation in farmer institutions like FPCs have traditionally been concentrated in the hands 

of men, despite the contributions by women in farm activities (Dharamshi et al., 2023). 58% 

of members were in frequent contact with FPCs. 28% of the farmers were graduates and above, 

and 37% of the members were from backward castes. The average age of the respondents was 

46 years, with 6.8 years of average membership and 6.26 acres of average landholdings. 

Members had an average family size of 6 members. 72% of FPC members were involved in 

the cultivation of fruits and vegetables. 
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For non-members, the average number of external groups the members joined was 0.42, with 

a maximum of 5. The non-members' average level of social capital was 2.16, 3.67, 3.68, and 

3.04 for the variables Groups and Network, Information Sharing, Trust, Mutuality and 

Collective Production. 98.7% of farmers were males, 18% of the farmers were graduates and 

above, and 44% of the members were from backward castes. The average age of the 

respondents was 43.5 years, and 4.64 acres of average landholdings. Non-members had an 

average family size of 6 members. 67% of non-members were involved in the cultivation of 

fruits and vegetables.  

Table 4.2: Results of Multiple Regression Analysis Predicting Group Membership 

S.No. Variable Mean Model 

(Group 

Membership 

Standard 

Error 

1 Groups and 

Networks 

3.96 0.22*** 

(7.22) 

0.031 

2 Information 

Sharing 

4.74 0.09* (1.77) 0.052 

3 Trust 4.53 0.01 (0.26) 0.062 

4 Mutuality and 

Collective 

Production 

3.85 -0.18*** (-

3.37) 

0.055 

5 Contact with 

Members 

0.58 -0.15 (-1.34) 0.115 

 
6 Age 46.15 -0.001 (-0.22) 0.003  

 
7 Gender 0.95 -0.22 (-0.87) 0.253  

 
8 Education 0.28 0.16 (1.18) 0.135  

 
9 Highest 

Education 

0.63 0.02 (0.23) 0.126 
 

 
10 Caste 0.63 0.28*** 

(2.61) 

0.11  

 
11 Family Members 6.29 0.01 (0.59) 0.016 

 

 
12 Landholding 6.26 0.007 (0.73) 0.009  
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S.No. Variable Mean Model 

(Group 

Membership 

Standard 

Error 

13 Years of 

Membership 

6.8 0.005 (0.23) 0.019 
 

 
14 Intercept - 0.41 (0.96) 0.426  

 
R2 0.24  

Note. ***, ** and * represent significance at the 1%, 5% and 10% levels, respectively, with t-values in parentheses 

 It was also observed that FPC's investment in social capital through groups, networks and 

information sharing leads to members joining other groups. Members with stronger networks 

and FPC’s initiatives on shared knowledge, communication, and transparency lead to members 

joining other groups. The results also relate to a study on Chinese collectives, which found that 

social participation, i.e. Groups and Networks, positively affect collective action and social 

reciprocity, i.e. mutuality and collective action, negatively affect collective action (Miao et al., 

2015). The FPCs' future growth and formalisation of organisational and formal norms will also 

increase participation levels (Chen et al., 2024). In contrast, mutuality and collective 

production negatively and significantly affect members joining allied groups. A negative 

coefficient of the social capital variable ‘Mutuality and Collective Production’ implies that 

higher levels of such social capital are associated with a lower likelihood of joining more 

groups. This might be due to the fact that members deeply involved in mutual and collective 

activities within one group may feel less need to join additional groups since their social, 

economic, or emotional needs are already met within their existing network. The possible 

reason might be the presence of high social capital within the group, i.e. internal social capital, 

which can restrict flexibility, which means members trust the other internal members of the 

group and lack external relationships (Carrico et al., 2019). Finally, the coefficient for the 

variable ‘caste’ is positive and significant. This suggests that members not belonging to the 

backward categories may join more parallel community groups. This implied the structural and 

social barriers present in these organisations. Future research can study the role of specialised 

agents like village heads or women from backward classes who can mobilise or invest in social 

capital. Previous studies reveal that rural Dalit women emerge as efficient agents to mobilise 

social capital and governance (Aruna, 2018). The results of the multiple regression are 

presented in Table 4.2. 
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Table 4.3: Heckman results for Membership and Participation intensity 

I Step (Membership) II Step (Participation 

Intensity) 

Variables dy/dx Coef. Std. 

Err. 

Coef. Std. 

Err. 

Education 0.031 0.031 0.026 0.133* 0.081 

Age 0.004 0.004* 0.002 0.016** 0.007 

Family 

Members 

0.007 0.007 0.01 0.041 0.029 

Groups and 

Networks 

0.046 0.046** 0.023 0.266*** 0.055 

Information 

Sharing 

0.027 0.027 0.032 0.103 0.079 

Trust 0.055 0.055 0.037 0.235*** 0.094 

Mutuality 

and 

Collective 

Production 

-0.008 -0.008 0.035 -0.04 0.099 

Caste 0.005 0.005 0.067 0.023 0.172 

Landholding 0 0 0.006   

Cultivation 

of Fruits and 

Vegetables 

0.005 0.005 0.066 

  _cons -2.58 0.574 

mills 

lambda 

0.578 0.136 

Model attributes 

N 369 N 369 

R2 0.528 Censored 77 

Wald chi2(10) 413.83 Uncensored 292 

Prob > chi2 0 rho 1 

Correct Predictions 0.796 sigma 0.578 
Note. ***, ** and * represent significance at the 1%, 5% and 10% levels 

 

The Table 4.3 presents the results of the two-step Heckman regression model, suggesting that 

the overall model is significant (Wald’s Chi2 =413.83; p-value=0.00). Pseudo R2 indicates that 

the model explains about 53% of the variation in membership likelihood. The model predicts 

membership status with approximately 80% accuracy. No multicollinearity was detected 

amongst the explanatory variables. The results suggest that the variable ‘age’ and the social 

capital variable ‘groups and networks’ significantly affect member joining FPCs. The results 

are similar to the results of a study on the factors of Collective Action in the Caribbean Islands, 
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where network components of the Social Capital were the factors of collective action (Jicha et 

al., 2011). Interestingly, the variable ‘Fruits and Vegetables’ is insignificant. This is primarily 

because FPCs, in many regions, are still in their early stages of development and often lack the 

necessary capacity to effectively support high-value and perishable crops. One of the reasons 

might be the lack of robust infrastructure required for high-value crops, which is currently 

unavailable to many FPCs. 

 At the second step, statistically significant inverse mills ratio (Lambda = 0.578, p<0.00) 

confirms the presence of selection bias. Correcting for this bias ensures unbiased and consistent 

estimates. Rho (1) and Sigma (0.578) indicate the correlation between the selection (first-step) 

and outcome equations (second-step), emphasizing the relevance of the Heckman model. The 

outcome equations suggest that the variables ‘Education’, ‘Age’, ‘Groups and Networks’ and 

‘Trust’ positively and significantly affect the intensity of participation within the FPCs. 

Gijselinckx & Bussels (2014) found a high correlation between trust in political institutions 

and membership intensity in European Cooperatives. Educated members are more likely to 

actively engage in FPC’s collective decision-making activities as they are better equipped to 

understand and appreciate the principles of mutuality. Members who are active in such 

networks tend to engage more deeply in FPC activities, which suggests that being part of a 

group that facilitates knowledge sharing, resource pooling, and a sense of belonging, drives 

greater involvement amongst the members. The results suggest that FPCs that focus on 

transparent governance and consistent communication help to build long-term trust and 

increase participation intensity. As the FPCs move up in the value chain of high-value crops, 

infrastructure improves, and the interaction among the stakeholders will increase. Previous 

studies have concluded that face-to-face interactions increase participation levels (Dolšak, 

2019).  Lastly, the significance of the variable ‘age’ suggests that, as older members are more 

likely to join FPCs, their involvement can be utilised to mentor younger members. Finally, the 

literature suggests that expanding social capital requires changes in civic traditions towards 

norms and networks of reciprocity and cooperation that help the broader cause of rural 

development (Christoforou, 2011).  

4.10 Conclusion 

The study sought to investigate the determinants of group involvement and membership 

participation intensity in Farmer Producer Companies (FPCs) through the lens of social capital. 

Regarding involvement in other groups, FPCs that invest in social capital through networks 
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and information sharing promote their members’ participation in groups like SHGs, JLGs, 

interest groups and awareness groups, which may lead to social and economic development. 

However, mutuality and collective production negatively influenced members joining allied 

groups. The analysis of the determinants of FPC membership showed that group networks and 

higher age significantly increase the likelihood of membership, and age, education and social 

capital variables like groups and networks and trust help increase the intensity of participation. 

Members involved in fruit and vegetable production are less likely to join FPCs. This is 

primarily because FPCs, in many regions, are still in their early stages of development and 

often lack the necessary capacity to effectively support high-value and perishable crops. 

Managing fruits and vegetables requires a more sophisticated value chain, including cold 

storage, timely transportation, sorting-grading facilities, and reliable market linkages, all of 

which demand a well-developed ecosystem. 

The study highlights the role of social capital in improving participation and membership in 

Indian FPCs, which is essential for the success of these new-age farmer organisations. The 

positive association between some factors of social capital and participation reveals the need 

for FPCs to strengthen and maintain strong social ties among their members. The findings have 

important implications for developing and ensuring the long-term viability FPCs in India, and 

we need to ensure that the FPCs are sustained, as 46% of the companies that were older than 

ten years were struck off by 2019 (Neti et al., 2019). By emphasising the role of social capital, 

the study suggests that targeted efforts to build and strengthen social networks can lead to 

higher levels of member participation and group involvement, which are important for the long-

term success of FPCs. The insights from this study can be applied to other forms of collective 

organisations, especially in rural settings. Policymakers should consider incorporating social 

capital-building initiatives into programs designed to support FPCs. This could include 

promoting community engagement activities, networking opportunities, and training that 

enhances trust and collaboration among members, which, in the long run, will lead to a change 

in the overall mindset of members of the collectives. Strengthening Indian FPCs through these 

measures could lead to more robust and sustainable organisations, ultimately benefiting the 

broader agricultural sector. 

While the study provides valuable insights, it has certain limitations. The analysis is primarily 

based on cross-sectional data and is focused on specific regions of India, which may limit its 

generalizability as agriculture is a state subject. Further, future studies could also examine the 

process of social capital generation that influences participation, such as trust-building 
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activities or the role of digital information-sharing platforms within FPCs. Future studies can 

also study the specific role of employment opportunities or the increase in income that FPCs 

generate, which would increase the incentive to participate in groups (Christoforou, 2011). 
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CHAPTER 5: THE MISSING MIDDLE: ROLE OF SOCIAL CAPITAL IN DRIVING 

INNOVATION IN FARMER PRODUCER COMPANIES IN INDIA 

5.1 Summary 

Farmer Producer Companies (FPCs) have emerged as a critical institutional mechanism for 

addressing the structural challenges of Indian agriculture, including fragmented landholdings, 

weak access to technology, and limited economies of scale. Despite their rapid growth, many 

FPCs remain constrained by low-value bulk trading, while only a few excel in high-value 

processing and branding. This has created a gap in the value chain, where intermediate-level 

FPCs with moderate value addition are notably absent. Sustained innovation is essential to 

bridge this gap and enhance the economic viability of FPCs, yet the role of social capital in 

fostering such innovation remains underexplored. This study examines the role of different 

dimensions of social capital in fostering innovation within Farmer Producer Companies (FPCs) 

in India. The study uses a primary sample of farmer members from 20 FPCs in Maharashtra. A 

structured questionnaire was administered to FPC members, and the data were analysed using 

structural equation modelling to identify key social capital factors influencing innovation. The 

results indicate that mutuality and collective production positively influence innovation in 

FPCs. However, elderly members and those with a long membership tenure exhibit lower levels 

of innovation. Additionally, participation in other parallel grassroots community groups 

negatively impacts innovation. FPCs can transition from mere aggregation entities to dynamic, 

innovation-driven enterprises by integrating social capital-driven strategies into existing 

agricultural development programs. To promote innovative agricultural practices within FPCs, 

targeted strategies should focus on structured knowledge exchange and digital enablement. 

Furthermore, the findings contribute to the discourse on sustainable agricultural development 

and align with global goals such as Sustainable Development Goal (SDG) on Zero Hunger, 

Decent Work and Economic Growth, Industry, Innovation, and Infrastructure and Responsible 

Consumption and Production (SDG 2, 8, 9 & 12). The insights from this study are also 

applicable to other developing economies where farmer collectives play a pivotal role in rural 

transformation, making this research relevant on a global scale. This study contributes to the 

emerging literature on social capital and agribusiness innovation by providing empirical 

evidence from the FPC model in India. 

5.2 Background of the study 

Farmer Producer Companies (FPCs) are collective enterprises registered under the Indian 

Companies Act 2013 which are owned and managed by farmer members (Vahoniya et al., 
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2022). These organisations are designed to improve farmer’s livelihoods and incomes in terms 

of achieving economies of scale, better market access, improved bargaining power and value 

addition. FPCs have gained prominence as Indian agriculture is traditionally characterised by 

fragmented land holdings, weak access to technology and low economies of scale. The number 

of FPCs registered in India by 2019 was 7,374 (Neti et al., 2019), which have grown to 40,000 

FPCs in 2024 (NAFPO, 2024).  Despite various policy interventions and support mechanisms, 

FPCs struggle with sustained innovation, which is essential to enhance the livelihoods of rural 

communities in India. Lack of sustained innovation has led to a market structure where a 

majority of FPCs engage primarily in bulk trading with minimal value addition, while a small 

number excel in high-value processing and branding. However, there is an absence of FPCs 

operating at an intermediate level with moderate value addition, creating a 'missing middle' in 

the value chain and most of these companies are production oriented; their members lack 

entrepreneurial spirit and see their share capital as a service fee for a trusted buyer of their 

produce (Govil & Neti, 2024). One of the critical determinants on influencing the success of 

FPCs is Social Capital (Pant et al., 2024). In the context of collective organisations like FPCs, 

social capital is relationships, networks and reciprocity within the FPCs and their relationships 

with the stakeholders outside the organisation (Pretty, 2003). Social capital plays a pivotal role 

in driving innovation and business growth within FPCs (Cooke et al., 2005; David et al., 2021). 

The rationale of this study lies in the potential of FPCs to address the challenges of Indian 

agriculture with social capital as a driver to enhance the innovative capabilities of FPCs. 

Existing literature has largely focused on the impact of FPCs on farmers income (Trebbin, 

2014), governance (Bharti & Kumari, 2024), financial sustainability (Kakati & Roy, 2022) and 

supply chain integration (Krishnan et al., 2021). However, linking social capital and its 

influence on innovation in the unique institutional and social dynamics of FPCs in the Indian 

context remains unexplored. The gap becomes significant as FPCs in India operate in a diverse 

and resource-constrained environment as these organizations are relatively newer. 

The study provides a novel perspective on how farmer collectives can leverage internal and 

external networks for sustained growth and spur innovation which are critical to the livelihoods 

of millions of small and marginal farmers in India. This study is particularly relevant in the 

context of the Indian government’s push for the formation of FPCs and innovation as key 

strategies for agricultural development (Department of Agriculture, Co-operation and Farmers 

Welfare Ministry of Agriculture and Farmers Welfare, 2025). The scope of the study extends 

beyond India, as lessons drawn from this study can be applied to similar farmer organisations 
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globally, particularly in developing economies seeking to drive innovation and enhance rural 

livelihoods through collective action. The research seeks to address the following key 

questions: Does social capital influence and drive innovation amongst FPC members? and 

Which different dimensions of social capital contribute to innovation? And finally, how can 

FPCs leverage social capital to enhance innovation? The implication of this study is to form 

policies that promote social capital-building initiatives within FPCs and help FPCs design 

strategies to strengthen farmer networks and foster innovation. 

5.3 The Role of Farmer Producer Companies in Agribusiness 

The history of collectivisation in India dates back to 1904 with the passing of the Cooperatives  

Credit  Societies  Act  of  1904 and further policies to form other types of cooperatives 

(Kamenov, 2020). Over the years, cooperative structures faced interference from the 

government (Dubhashi, 2001). In the year 2003, the Indian Companies Act, of 1956 was 

tweaked for the inclusion of FPCs to promote self-managed, autonomous and professional 

farmer companies (S. Singh & Singh, 2013). FPCs voluntarily come together to improve 

agricultural production, marketing, and overall economic well-being (Suresh et al., 2024). 

FPOs provide opportunities for direct marketing of produce, which helps reduce multiple stages 

of the supply chain (Padaliya et al., 2022) and better vertical coordination with processors and 

buyers (Jia & Huang, 2011). Chebrolu & Dutta (2021) highlights that FPOs act as a platform 

to access technologies, knowledge sharing, processing, collective transport and marketing, 

which helps members attain better income, increase savings and employment and solve 

problems like the inability to achieve economies of scale in operations, low bargaining power 

and lack of capital (Figure 5.1). 

 

Figure 5.1: Role and Benefits of FPCs (Source: Authors) 
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5.4 Need of Innovation for Farmer Collectives 

Manufacturing firms emphasise product innovations and standardised processes, while service 

firms focus on process innovations and technology adoption. In contrast, agricultural 

innovations must prioritise adaptability, sustainability, and resilience to external factors (Sirilli 

& Evangelista, 1998; Van Es & Woodard, 2017). There is a need for holistic institutional 

innovations in land and water management, gender inclusiveness, collective bargaining for 

agri-inputs and, most importantly, the innovations regarding market linkages are the most 

innovative for small and marginal farmers (Chatterjee et al., 2022).  Divya et al. (2024) suggest 

that there is a need for better innovations by FPCs in the aggregation and marketing of produce, 

output interventions, and reducing transactional costs like transportation, which are crucial for 

farmers' members. Previous studies have shown that FPOs facilitate many innovative practices, 

including the introduction of new product variants, improved crop selection strategies, and the 

use of technology for knowledge dissemination and innovations through collaborative 

networks leading to the realization of better market prices (Krishnan et al., 2021).  

5.5 Social Capital in Farmer Organizations 

Social capital is the resources that an organization has or may have through its relationships 

(Nahapiet & Ghoshal, 1998). The general definition of Social Capital involves networks, 

norms, and trust (Putnam, 1995). From the perspective of an organization social capital can be 

explained by trust, reciprocity, cohesion, and external networks (Ruben & Heras, 2012). The 

first three dimensions are within the organizations and can be explained through bonding social 

capital (Putnam, 1995). The external network dimensions are related to bridging social capital 

(Putnam, 1995). The social capital theory also extends to a third dimension i.e. linking social 

capital or networks with people in power (Woolcock, 1999). In a study on farmer cooperatives 

in China, Liang et al. (2015) explained social capital as external, relational (Trust), and 

cognitive (relation with the cooperative). The World Bank explains social capital with six 

dimensions: groups and networks, trust, reciprocity and collective production, collective 

action, information, empowerment and political action (Grootaert et al., 2013). 

5.6 The role of Social Capital and Innovation in Farmer Organizations  

In corporate settings, social capital comprising participation assets and relational assets 

facilitates the exchange of knowledge among employees, leading to increased innovation 

performance (Landry et al., 2002). In the context of the agribusiness setting, the social norm 

and social network form of social capital led to collective action and innovation (Mursid et al., 
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2018). The innovation adoption amongst the smallholder farmer happens with strong ties 

within the organization and their exchange of knowledge with stakeholders outside the 

organization (Bathelt et al., 2004), and often smallholder farmers learn from their successful 

neighbours (Conley & Udry, 2010). 

Absorption of information and Social Capital are better predictors of innovation adoption 

irrespective of farm size (Michaels& Nolan, 2016). Van Rijn et al. (2012) conclude that 

enhanced networks outside the cooperative help the adoption of agricultural innovations and 

norms, and trust affects the innovations negatively. Further, Donkor & Mearns (2019) find a 

positive influence of age on the innovation uptake of South Africans in rural smallholder 

systems and frequent contact with extension workers leads to higher adoption rates of 

innovative technologies (Kolade & Harpham, 2014). Zainoddin et al. (2018) examined the 

impact of social capital (structural, relational, cognitive) on innovation development among 

farmers in Malaysia, finding that the structural dimension (efforts to get information or 

assistance) significantly influenced innovation, while the strict rules and procedures limited the 

farmers' innovation efforts. 

5.7 Gaps in Literature 

While the role of social capital in farmer organizations, cooperatives, and community projects 

has been studied in the context of resource management, economic performance and 

participation (Koutsou et al., 2014; Liang et al., 2015; Pretty, 2003; Ruben & Heras, 2012; 

Zainoddin et al., 2018), and there are also a few studies on social capital and innovation in the 

context of agricultural organisations (Charatsari et al., 2022; Cofré-Bravo et al., 2019; Micheels 

& Nolan, 2016; Saint Ville et al., 2016; Van Rijn et al., 2012) but there is a lack of India specific 

research on how social capital influences innovation within FPCs. 

5.8 Data and Methodology 

The study uses a primary sample of 312 farmers using a field survey. The sample includes 292 

farmers members and 20 CEOs/Directors from 20 FPCs in the state of Maharashtra, India. 

Maharashtra has the highest number of FPCs in India (Govil et al., 2020). The data was 

collected between October to November 2022. Only FPCs that have been successfully 

operating for more than two years were considered for selection. To ensure a comprehensive 

representation of the diverse FPC landscape across the state, districts were carefully chosen as 

strata, taking into account the varying densities of these organizations in different regions. 

Within each selected district, a quasi-random sampling approach based on participant 
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availability was carried out (Table 5.1). The selected FPCs have an average member of 538, an 

average paid-up capital of ₹10,80,000, and an average revenue of ₹21,67,000 for the financial 

year 2021–2022, which is consistent with the national status, i.e. 86% of FPCs with a paid 

capital less than Rs. 10,00,000 and most FPCs with 99% of FPCs with less than 1,000 (Neti et 

al., 2019). 

Table 5.1: District-wise FPC considered for the study 

S.No District Number 

of FPCs 

Average 

number 

of 

Members 

Average 

Paid-up 

Capital in 

Rs. 

Average 

Revenue in 

Rs. (For 

2021-22) 

1 Ahmednagar 3 564 7,44,333 5,11,00,000 

2 Nashik 4 504 9,34,250  1,98,75,000 

3 Ratnagiri 1 1000  4,50,000  20,00,000 

4 Satara 3 608 4,41,000  22,66,667 

5 Pune 6 511  14,91,667  1,99,50,000 

6 Beed 1 518  5,00,000  12,00,000 

7 Akola 1 300  5,32,000  10,00,000 

8 Nagpur 1 350  40,00,000  7,00,00,000 

 

The variables of Social capital include Groups and Networks, Information Sharing, Trust, 

Mutuality, collective Production empowerment and Action (Grootaert et al., 2013). Similarly, 

innovation has been measured by product and service, organisational, process, and marketing 

innovation (Omerzel & Jurdanab, 2016). Innovation is expressed in terms of Process, Product, 

Marketing and Organisational Innovation. Product innovation refers to the products related to 

frugal innovations for increasing efficiency and productivity or reducing wastages from 

existing processes or products to address labour shortages (Gupta, 2020). Process innovation 

makes services affordable, and it is about how to deliver those services so they are affordable 

(Ramesh, 2010). Marketing innovation is required to engage with markets, collective 

marketing and developing marketing channels (Kaganzi et al., 2009). Designing structures and 

processes to help multiple actors work together efficiently is known as organizational 

innovation; it may include partnerships within or outside to collectively produce, create 

awareness, etc. (Jha et al., 2014). The responses were collected on a 7-point Likert scale. Other 
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socio-economic variables considered for the study were members' age (number of years), 

membership age (number of years), and participation in other groups (number of groups). The 

average age of the members was 45.9 years, the average membership age was 6.8 years, and 

the average number of participants in the external group was 1.2. 72% of the members were 

Graduates and above, with an average land size of 5 acres. The reliability of the scale used is 

presented in Table 5.2.  

Table 5.2: Reliability of the scale used 

S.No. Scale Number of 

Items 

Sample Item Cronbach'

s Alpha 

1 Groups and 

Network  

4 After joining the FPC, how 

often you participate in groups 

or organizations?  

0.79 

2 Information Sharing  4 Are the outcomes of the 

production shared among the 

other farmers? 

0.765 

3 Trust 8 Do you trust other people of 

your friends when you face a 

difficult time? 

0.789 

4 Mutuality and 

Collective 

Production  

9 Do you do collective purchase 

of fertilizer and other inputs? 

0.814 

5 Empowerment and 

Action 

4 How often have people in this 

village got together to jointly 

petition government officials or 

political leaders for something 

benefiting the community? 

0.619 

6 Innovation 4 A combination of questions on 

Product, Process, Marketing 

and Organizational innovation. 

0.93 
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All Cronbach’s alpha values were above the satisfactory and above the minimum level of 0.70 

(Cortina, 1993), thereby indicating acceptable internal consistency reliability except for 

“Empowerment and Action” which was dropped from the variable “Social Capital”. To test the 

relationship between Innovation and Social Capital variables, structural equation modelling 

was used to understand the relationship between the dimensions of social capital and perceived 

innovation. As both variables were exogenous, Structural Equation Modelling was an 

appropriate tool for testing this relationship. Also, the age of the member, membership duration 

in FPC and membership of other groups were the other variables tested to predict innovation. 

Confirmatory Factor Analysis was performed to test the measurement model. 

5.9 Results  

Construct Reliability of the model was assessed using Cronbach’s Alpha and Composite 

Reliability. It was found that both indicators are above the required limit of 0.7, proving 

Construct Reliability (Cortina, 1993). The Convergent validity of the scales was established 

using the Average Variance Extracted (AVE). The AVE values exceed the cut-off value of 0.4 

(Hair, et al., 2016). So, the scale used has convergent validity (Table 5.3).  

Table 5.3: Variables, Items, reliability and validity 

Items Loadings Cronbach's 

alpha 

Composite 

Reliability 

AVE 

A) Information Sharing 

1) Do you consult with other 

farmers before taking 

production decisions? 

0.689 0.819 0.829 0.68 

2) Do farmers in your 

village/groups share their 

knowledge with other famers?  

0.833 

3) Do you share outcomes of the 

production with other farmers? 

0.827 

B) Groups and Networks 

1) Participation in Groups (Few 

or More) 

0.941 0.976  0.96 0.923 

2) Participation in Groups 

(Often or Less) 

0.98 

C) Trust 
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Items Loadings Cronbach's 

alpha 

Composite 

Reliability 

AVE 

1) Do you trust other people of 

your village when you face a 

difficult time? 

0.666  0.803 0.807 0.459 

2) Do you trust your friends 

when you face a difficult time? 

0.796 

3) Do you trust your relatives 

when you face a difficult time 

0.715 

4) What is level of trust on 

government extension services 

provide a valuable technical 

information? 

0.594 

5) What is the general level of 

trust between the farmers of 

your village? 

0.596 

D) Mutuality and Collective Production 

1) Do other people in your 

village volunteer or help in 

community services? 

0.607 0.825  0.828 0.41 

2) Do different caste/classes 

collaborate and work together? 

0.564 

3) Have you practiced soil/other 

conservation practices? 

0.652 

4) Do you hire shared labour 

force collectively? 

0.686 

5) Do you sell your produce 

together with others? 

0.549 

6) Do you collectively try to 

take credit with other farmers? 

0.738 

7) Do you collectively try to 

solve credit repayment problems 

of other farmers? 

0.665 

E) Innovation 

1) Product 0.875  0.93 0.93 0.77 

2) Process 0.862 
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Items Loadings Cronbach's 

alpha 

Composite 

Reliability 

AVE 

3) Marketing 0.895 

4) Organizational 0.877 

 

 

The model fit indices were in the acceptable to excellent range (Chi-square minimum (CMIN)/ 

Degrees of Freedom (DF) (2.626), Comparative Fit Index (CFI) (0.902), Root Mean Square 

Error of Approximation (RMSEA) (0.72), Standardized Root Mean Square Residual (SRMR) 

(0.72)). Discriminant Validity in this study was analysed using the Fornell and Larcker 

Criterion and Heterotrait-Monotrait (HTMT) ratio (Fornell & Larcker, 1981; Henseler et al., 

2015). Fornell and Locker's criterion specifies that the square root of the AVE should be greater 

than its correlation with other constructs in the study. As the Fornell and Locker Criterion is 

criticised and the HTMT ratio is now a widely used criterion to check discriminant validity, the 

HTMT ratio was also used in this study. All the HTMT ratios were less than 0.85. Hence, 

Discriminant Validity is established. The discriminant validity results are presented in Table 

5.4 and Table 5.5.  

 

Table 5.4: Discriminant Validity: Fornell and Locker Criterion 

  

Information 

Sharing 

Groups & 

Networks Trust 

Mutuality & 

Collective 

Production 

Information 

Sharing 0.824 0.343 0.636 0.488 

Groups & Networks 0.343 0.96 0.118 0.505 

Trust 0.636 0.118 0.677 0.342 

Mutuality & 

Collective 

Production 0.488 0.505 0.342 0.64 
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Table 5.5: Discriminant Validity: Heterotrait-Monotrait (HTMT) ratio 

  

Informati

on 

Sharing 

Groups & 

Networks Trust 

Mutuality & 

Collective 

Production 

Information 

Sharing         

Groups & 

Networks 0.381       

Trust 0.125 0.681     

Mutuality & 

Collective 

Production 0.505 0.533 0.396   

 

Table 5.6: Relation among the variables 

Hypothesis Antecedent Variable Estimates S.E. P Decision 

1 Innovation 

Information 

Sharing 0.102 0.074 0.169 Reject 

2 Innovation 

Groups and 

Networks 0.005 0.031 0.883 Reject 

3 Innovation Trust -0.003 0.086 0.974 Reject 

4 Innovation 

Mutuality and 

Collective 

Production 0.553 0.064 *** Support 

5 Innovation Membership Age -0.072 0.043 0.098 Support 

6 Innovation Age of the member -0.011 0.004 0.009 Support 

7 Innovation Group Membership -0.06 0.021 0.005 Support 
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The results of the relationship between different variables and innovation are presented in Table 

5.6. It was revealed that the social capital component, Mutuality, and Collective production 

positively affect innovation. Also, members with longer membership tenures and elderly 

members have a low perception of innovation. Participation in multiple other groups also 

negatively influences FPC’s innovation. The above model passed the convergent and 

discriminant validity tests and reflected acceptable and excellent fit statistics.  

The findings of this study highlight that amongst the components of social capital,  mutuality 

and collective production have a significant positive impact on innovation. This aligns with a 

study in Ethiopia, where the factors of mutuality and collective action were the reasons for 

developing agricultural innovations (Wedajo & Jilito, 2020). Studies suggest that producer 

organisations and collectives can generate more innovation due to their organisational 

structures and capacity (Kolade & Harpham, 2014). However, the study also reveals that 

members with longer membership tenure tend to demonstrate lower levels of innovation. This 

observation suggests that members with longer tenure may resist change or be inclined towards 

traditional practices, and sometimes, tightly-knit communities may exhibit this behaviour 

(Pearse, 2010). Sometimes elderly farmers might not receive adequate or specific support for 

them to adopt innovative practices (Gyawali et al., 2023).  Kolade & Harpham (2014) also 

conclude that contact with extension workers leads to more innovation adoption, but as our 

dependent variable is perceived innovation, members' exposure to other groups significantly 

reduces perceived innovation but may increase adoption. Cofré-Bravo et al. (2019) suggest that 

bridging and linking social capital are essential for knowledge acquisition and bonding social 

capital to implement projects and new technologies. However, in contrast to these insights, the 

negative sign of the variable ‘Trust’ relates to Van Rijn et al. (2012), where the study reveals 

that trust affects innovations negatively. The reason for negative trust can sometimes be over-

embeddedness, limiting exposure to diverse perspectives or restriction of new information or 

external information, which is known as ‘thick trust’ (Florida et al., 2002). The variable 

‘information sharing’ is insignificant in the study’s results, whereas Donkor & Mearns (2019) 

reveal that poor access to information is the key challenge to the adoption of innovation. The 

result might be because FPCs in India are relatively young and have poor access to information. 

5.10 Conclusion 

The study explored the relationship between social capital and FPCs' innovation, indicating 

that mutuality and collective production positively influence innovation. However, members 
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with longer membership tenure and elderly members exhibited lower levels of innovation, 

highlighting a potential need for targeted interventions to encourage innovation among these 

groups. FPC managers and policymakers should recognise the importance of social capital in 

driving innovation within FPCs. To promote innovative agricultural practices within FPCs, 

targeted strategies should focus on structured knowledge exchange and digital enablement. 

This can include establishing Farmer Field Schools (FFS) to facilitate hands-on learning, peer-

to-peer mentoring, and experimentation. Leveraging digital platforms that can help streamline 

data-driven decision-making, improve access to extension services, and personalise advisories. 

Finally, Government support in the form of R&D grants, incubation partnerships with agri-tech 

startups, funding through agri innovation challenges and hackathons.  

Despite the valuable insights gained from this study, a few limitations must be acknowledged. 

The assessment of innovation was restricted to perceived innovations; future research should 

also consider objective measures of innovation, such as the number of new practices adopted, 

technologies implemented, patents filed, or process improvements. Future research can test the 

concept of "negative social capital," such as social exclusion, intra-group conflicts, and distrust, 

which can hinder collective innovation efforts. By addressing these gaps, future research can 

deepen our understanding of how social capital influences innovation, resilience, and economic 

sustainability within FPCs, ultimately contributing to more effective policies and management 

practices for farmer collectives. 
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CHAPTER 6: CONCLUSIONS AND POLICY SUGGESTIONS 

6.1 Conclusions and Policy Suggestions 

This thesis explores the evolving role of Social Capital in Farmer Producer Companies (FPCs) 

to address the challenges faced by small and marginal farmers in India, i.e. lower incomes, 

lower participation and membership in FPCs and lower innovation. These challenges hinder 

FPCs ability to scale up operations effectively and remain competitive and profitable in a 

rapidly changing agricultural landscape in India and the world. The success of FPCs depends 

not only on government support but also on their ability to increase levels of social capital 

through developing strong internal cohesion, trust, and a shared vision among members and 

relations with external stakeholders. 

The first study examines the potential of FPCs to empower farmers, highlighting the key 

features, roles, and challenges these organisations are facing within the context of agricultural 

collectivisation. FPCs require structured government support across their formation, scaling, 

and maturity lifecycle, without excessive control. Studies highlight that inadequate 

handholding, especially in the early stages, leads to poor performance. Key challenges include 

low working capital, limited membership, governance issues, and a lack of professional 

management.  

Based on this finding, the following policy recommendation is proposed: 

• Capacity-building and skill development in marketing and management. 

• Government and supporting organisations should provide flexible assistance rather than 

limiting support to a fixed number of years, as different FPCs take different times to 

stabilise. 

• A centralised database and consistent performance metrics should be established to 

monitor and evaluate FPCs effectively. Indicators like membership growth and 

financial viability can be monitored. 

• Introduction of second-class shareholders (members not necessarily being active 

farmers or primary producers) to increase capital for FPCs with stronger governance 

systems, financial discipline, and clearer operational goals. This helps FPCs raise 

external equity without diluting the decision-making power of farmer members.  
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The second study investigates the impact of social capital on the economic performance of FPC 

members, comparing the levels of social capital with non-members to highlight the importance 

of networks, trust, and cooperation in driving economic outcomes. The results reveal that social 

capital levels were significantly higher among members of FPCs than non-members in all four 

dimensions, i.e., groups and networks, information sharing, trust, mutuality, and collective 

production. The findings suggest that FPCs considered for the study facilitate the development 

of social cohesion, trust, and reciprocity within rural communities, which is essential for 

enhancing agricultural productivity, resilience, and community development. The results also 

reveal that more participation in groups and networks and information sharing relates to higher 

economic benefits. Members with higher levels of education and FPCs that are in frequent 

contact with members contribute to positive economic outcomes. In contrast, higher land size 

and more years of membership negatively affected the economic performance of members. The 

reason might be less reliance of larger farmers on FPCs and reliance on channels where they 

can directly negotiate. Members with longer tenure may have experienced unmet expectations 

or have become disengaged over time due to poor governance, operational inefficiencies or 

lack of innovation. 

Based on this finding, the following policy recommendation is proposed: 

● Policies should encourage networking activities and networking platforms, as well as 

digital information-sharing tools. Sharing information on market trends, good 

agricultural practices and prices may enhance the economic welfare of members.  

● FPCs need to develop newer and customised initiatives for members with more years 

of FPC membership and members with larger land sizes, as they cannot reap the 

benefits of FPCs in terms of economic outcomes.  

The third study focuses on the determinants of group involvement, membership participation 

and intensity of participation within FPCs, emphasising the role of social capital in enhancing 

member engagement and member growth in FPCs. It was also observed that FPC's investment 

in social capital through groups, networks, and information sharing leads to members joining 

other parallel community groups. In contrast, mutuality and collective production negatively 

and significantly affect members joining parallel grassroots community groups. The results 

also suggest that members not belonging to backward social groups are more likely to 

participate in multiple parallel community-based groups. The two-step Heckman regression 

results reveal that the probability of becoming a member of FPC increases with higher age, 
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social capital variable groups and networks. Higher levels of education, age, social capital 

variable groups, networks and trust positively affect the intensity of participation within the 

FPCs. 

Based on this finding, the following policy recommendation is proposed: 

● Policymakers should incentivise FPCs to actively invest in groups, networks, and 

information-sharing platforms that extend beyond the FPC. This could include formal 

partnerships with SHGs, JLGs, and other grassroots institutions to create a shared 

ecosystem of trust and knowledge exchange, particularly targeting older and more 

experienced farmers to increase FPC membership and engagement. 

● Policies must promote inclusive representation within FPCs by encouraging targeted 

capacity-building and leadership training for underrepresented social groups. 

Furthermore, programs should avoid overemphasising mutual dependence that might 

restrict engagement at a wider level and with external groups. 

The fourth study delves into the role of social capital in driving innovation within FPCs, 

exploring how internal and external networks can spur innovation (a combination of product, 

service, marketing and organisational innovation), thus bridging the 'missing middle' in the 

innovation value chain of FPCs. The findings of this study highlight that amongst the 

components of the social capital, mutuality and collective production have a significant positive 

impact on the perceived innovation of FPC members. The study also reveals that members with 

longer membership tenures, elderly members, and members exposed to other groups tend to 

demonstrate lower levels of perceived innovation. 

Based on this finding, the following policy recommendation is proposed: 

● Encouraging youth participation in leadership roles can highlight membership benefits, 

bringing in fresh perspectives and technological adoption. 

● Older and elderly members had lower levels of perceived innovation, highlighting a 

need for targeted interventions for these groups. Tailored interventions should be 

designed to engage older members in mentorship roles and large-scale farmers in high-

value activities in FPCs, ensuring they also benefit from collective activities. 

● To promote innovative agricultural practices within FPCs, targeted strategies should 

focus on structured knowledge exchange and digital enablement. This can include 
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establishing Farmer Field Schools (FFS) to facilitate hands-on learning, peer-to-peer 

mentoring, and experimentation. Leveraging digital platforms that can help streamline 

data-driven decision-making. Finally, government support includes R&D grants, 

incubation partnerships with agri-tech startups, and funding through agri innovation 

challenges and hackathons. 

FPC managers must recognise the interconnectedness of social capital across different groups 

and organisations, and efforts should be made to facilitate access to other groups and networks 

that can complement the activities of FPCs and provide additional benefits to their members. 

This could involve partnerships with other agricultural cooperatives, industry associations, and 

research institutions to broaden the social capital base of FPCs and create synergies for 

impactful collective action. 

6.2 Limitations and Future Direction 

Despite the valuable contributions of this research, certain limitations must be acknowledged: 

● While this study provides valuable insights into the relationship between social capital 

and FPC performance, it is based on cross-sectional data. Future research employing 

longitudinal datasets could further enrich our understanding by tracking how social 

capital, member participation, and innovation evolve over a more extended period. 

● The study focused on specific regions in India, and since agriculture is a state subject 

in India, different states have varying support mechanisms for FPCs. Future research 

should compare multiple states to develop a more comprehensive understanding. 

● The assessment of innovation was restricted to perceived innovations; future research 

should also consider objective measures of innovation, such as the number of new 

practices adopted, technologies implemented, patents filed, or process improvements. 

● The study did not deeply examine how external factors such as government policies, 

financial institutions, private-sector engagement, and market fluctuations influence the 

factors considered in the study. 

● Social capital dynamics vary across different agricultural sub-sectors (e.g., dairy, 

horticulture, grains, pulses, and fisheries); investigating how social capital influences 

participation, trust, and innovation in each sector can help tailor interventions. FPCs’ 

resilience and efficiency can be explored beyond end-stage innovations, such as 
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improved storage and logistics for perishable goods, digital marketing and e-commerce 

solutions and sustainable farming practices derived from Indigenous knowledge. 

● Investigating the concept of negative social capital, such as social exclusion, elite 

dominance, intra-group conflicts, and distrust, is essential for understanding the 

challenges of collective organizations. 
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Appendix 1: Questionnaire of the study  

 

Interviewer: ______________ 

Date: ___________________ 

 

(Note: The information collected will be kept confidential) 

 

DETAILS OF THE FARMER OF THE FPO 

 

1. Name______________________________________________________________ 

2. Location: ___________________________________________________________ 

3. Age: _______________________________________________________________ 

4. Religion:___________________________ 

5. Caste 

General OBC SC ST 

    

 

6. Education:__________________________________________________________ 

7. Gender: Male (  )    Female (  ) 

8. Number of Family Member:____________________________________________ 

9. Highest Education of the family member:_________________________________ 

10. Land Size 

Irrigated (In Acres)  

Non-Irrigated (In Acres)  

 

11. Name of the FPO: ___________________________________________________ 

12. Year of Joining the FPO 

13. Commodities Produced:  

Type  Yes/No Product1  P2 P3 P4 P5 P6 P7 P8 

Crop 

 

         

Fruits and 

Vegetables 

         

Dairy 

 

         

Any Other          
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14. Net Profit from all the activities: 

 2019-2020 2020-2021 2021-2022 

Crop    

Fruits and Vegetables    

Horticulture    

Livestock 

(Dairy/Poultry/LiveStcok) 

   

Business     

Salary and Pension    

Overall Profit    

 

15. Cost of all the activities in the last three years: 

 

 2019-2020 2020-2021 2021-2022 

Land 

preparation/Intercultural 

Operations 

   

Seeds    

Fertilizers    

Pesticides    

Irrigation    

Harvesting    

Transportation    

Any Other (Insurance and 

Other Services) 

   

Overall Costs    

 

16. Did your income increase after joining the FPO? (Yes/No) 

If yes, approximately by how much_____________(%).  

 

SOCIAL CAPITAL: Groups and Networks 
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1) These could be formally organized groups or just groups of people who get together regularly 

to do an activity or talk about things. Of how many such groups are you or any one in your 

household a member? _________ 

2) After joining the FPO, do members of your household participate in more or fewer groups or 

organizations? (Organisations like- production groups, business groups, trade unions, 

religious groups, political groups etc., Saving groups, NGOs, ethnic groups) 

1 2 3 4 5 6 7 

1= No Participation in Groups 

2= Participation in Very High Number of Groups 

 

3) After joining the FPO, how often you participate in groups or organizations? (Organisations 

like- production groups, business groups, trade unions, religious groups, political groups etc., 

Saving groups, NGOs, ethnic groups) 

1 2 3 4 5 6 7 

1= No Participation 

7=High Participation 

 

Number of meetings in last one year: __________ 

 

4) Does the group benefited your household get access to any of the following services? 

(Education or Training, Health services, Water supply or sanitation, Credit or Savings, 

Agricultural input or technology, Irrigation, Other (specify)___________) 

1 2 3 4 5 6 7 

1=No Benefit 

7=High Benefits 

 

 

5) What is the main benefit from joining this group? 

1 Improves my household’s current livelihood or access to services 

2 Important in times of emergency/in future 

3 Benefits the community 

4 Enjoyment/Recreation 

5 Spiritual, social status, self-esteem 

6 Other (specify) __________________________________________ 
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6) In case you DO NOT belong to any association, could you indicate the main reasons? 

 

1. I think that I would not gain from it 

2. I am sceptical about their good functioning and benefits 

3. It is difficult and/or expensive to enter the existing partnerships 

4. I do not know of any associations 

Social Capital: Information Sharing 

 

7) Do you consult with other farmers of the FPO before taking production decisions? 

1 2 3 4 5 6 7 

1=Never 

7=Always 

 

8) Do you discuss about the production decisions from the women of the family? 

1 2 3 4 5 6 7 

1=Never 

7=Always 

 

9) Are farmers in your village/groups experimenting on new crops and cultivation methods and 

then sharing their knowledge with other famers? 

1 2 3 4 5 6 7 

1=Never Share 

7=Always Share 

10) Are the outcomes of the production shared among the other farmers? 

1 2 3 4 5 6 7 

1=Never Share 

7=Always Share 

 

 

Social Capital: Trust 

 



 

106 
 

11) Do you trust other people of your village when you face a difficult time? 

1 2 3 4 5 6 7 

1=No Trust 

7=Absolute Trust 

 

12) Do you trust other people of your friends when you face a difficult time? 

1 2 3 4 5 6 7 

1=No Trust 

7=Absolute Trust 

 

13) Do you trust other people of your relatives when you face a difficult time? 

1 2 3 4 5 6 7 

1=No Trust 

7=Absolute Trust 

 

14) What is the level of on seed/chemical dealers that they give you a trustworthy advice? 

1 2 3 4 5 6 7 

1=No Trust 

7=Absolute Trust 

15) What is your level of trust on government extension services provide a valuable technical 

information? 

1 2 3 4 5 6 7 

1=No Trust 

7=Absolute Trust 

 

16) How much do all the villagers trust each other in the matters of lending and borrowing in the 

village? 

1 2 3 4 5 6 7 

1=No Trust 

7=Absolute Trust 

 

17) What is the general level of trust between the farmers of your village? 
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1 2 3 4 5 6 7 

1=No Trust 

7=Absolute Trust 

 

18) What is the level of trust on the FPO members and supporting organisation? 

1 2 3 4 5 6 7 

1=No Trust 

7=Absolute Trust 

 

Social Capital: Mutuality & Collective Production 

 

19) If some schemes do not directly benefit you but has benefits for others in the village, would 

you contribute your time and money? 

1 2 3 4 5 6 7 

1=Won’t Contribute 

7=Surely Contribute 

 

20) Do other people in your village volunteer or help in community services? 

1 2 3 4 5 6 7 

1=disagree 

7=Strongly agree 

 

21) Do different caste/classes collaborate and work together in activities and work together in 

activities for village’s benefit? 

1 2 3 4 5 6 7 

1=disagree 

7=Strongly agree 

 

22) Do you do collective purchase of fertilizer and other inputs? 

1 2 3 4 5 6 7 

1=individually 
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7=always collectively 

 

23) Have you practiced soil/other conservation practices collectively? 

1 2 3 4 5 6 7 

1=individually 

7=always collectively 

 

24) Have you shared labour force collectively with other farmers? 

1 2 3 4 5 6 7 

1=individually 

7=always collectively 

 

25) Do you sell of your produce with others together? 

1 2 3 4 5 6 7 

1=individually 

7=always collectively 

 

26) Do you collectively try to take credit with other farmers?  

1 2 3 4 5 6 7 

1=individually 

7=always collectively 

 

 

27) Do you collectively try to solve credit repayment problems of other farmers? 

1 2 3 4 5 6 7 

1=individually 

7=always collectively 

 

Social Capital: Empowerment and Political Action 
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28) How often have people in this village got together to jointly petition government officials or 

political leaders for something benefiting the community? 

1 2 3 4 5 6 7 

1=Never 

7=Always 

 

29) How often do you attend a village/neighborhood council meeting, public hearing, or public 

discussion group? 

1 2 3 4 5 6 7 

1=Never 

7=Always 

 

30) How much control do you feel you have in making decisions that affect your everyday 

activities? 

1 2 3 4 5 6 7 

1=No Control 

7=Absolute Control 

 

31) How much impact do you think you have in making this village/neighbourhood a better place 

to live? 

1 2 3 4 5 6 7 

1=No Impact 

7=High Impact 

 

 

 

INNOVATION 

 

Product and Service 

Our FPO consistently introduces many new services and modifications to existing services onto the 

market. The new services we introduced have caused significant changes in the industry 
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1 2 3 4 5 6 7 

1=disagree 

7=Strongly agree 

 

Process  

We frequently update methods to increase productivity, incorporate technologies to improve 

efficiency, and quality of our service, train our staff in new technologies  

1 2 3 4 5 6 7 

1=disagree 

7=Strongly agree 

 

Marketing  

 

We are dynamic in developing and using new sales channels, new methods for pricing our services 

and products and our competitors use our marketing methods as a point of reference 

1 2 3 4 5 6 7 

1=disagree 

7=Strongly agree 

 

organisational  

 

We frequently introduce organisational changes to improve the division of responsibilities, often 

introduce new practices in work organisation  and decision-making and we frequently introduce new 

methods for managing external relationships  

1 2 3 4 5 6 7 

1=disagree 

7=Strongly agree 
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