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The article reviews recent performance of Farmer Companies with special
reference in origin, process, need and role of farmer companies. It
concludes that establishment of Farmer companies should be initiated by
farmers with clear vision and business programme.

Sri Lanka is a developin country
with an area of 65,628 sq.km. and a
population of 18.7 million as esti-
mated in 2001. The majority (72 per-
cent) of the people live in rural areas

- and earn a livelihood from agricul-

ture and related activities. The agri-

" cultural sector consists of two sub

sectors, the non plantation or domes-
tic food crop sector and the planta-
tion sector. The non plantation sec-
tor which mainly consists of paddy,
other food grains, maize, soybean,
vegetables and perennial crops ac-
counts for 76 percent of the total
cultivable lands while the plantation
sector consisting of tea, rubber, co-
conut accounts for 24% of the total
agricultural land.

As aresult of liberal economic policy
reforms introduced in the past two
decades and globalization effects, the
agriculture sector faces many chal-
lenges today in maintaining efficient
and profitable farming system, espe-
cially in non-plantation sector. These
challenges are mainly related with
commercialization and diversification
of agriculture: Hence farmer compa-
nies were introduced as a strategy to
transform farming community from
volunteer farmer organizations to
business firms. Therefore, an attempt
has made in the article to review role
of farmer companies (FCs) in trans-
formmg small farmers from subsis-
tence farming to commercial agricul-
ture. The article consists of four sec-
tions. The section one presents back-
round information; the section two
ighlights origin-and process of es-
tabhshmg FCs. The section three ex-
amines the need for FCs and the sec-
tion -four shows the role of farmer
companies. Finally the section four
presents constraints in implementing

- FCs.

.

The Origin

Though the establishment of company
or private/public business venture is
not a new idea to Sri Lankan economy,
farmer company (FC) was introduced
in 1990s as a business firm to promote
small farmers for commercial farming,
Thus, farmer companies were estab-
lished by transforming voluntary
farmer orgamzatlons into busmess or-
ganizations. These FCs were based on
shares of farmers and the initial capital
granted by the government. The basic
structure of the FCs were based on two
pilot projects started by the Interna-
tional Water Management Institute

G.M. Henegedara *

(AWM]) in 1994. under Shared Con-
trolled. of Natural Resource Project
(SCOR) in Hiraluwewa and Nilwala

river basin areas.

However, the history of farmer organi-
zations goes back to 1950s. In the post
independent era Vel Vidane (lrrlgatlon
head man) system was practised in irri-
gated areas to distribute water. This sys-
tem was changed in 1950s by introduc-
1ng cultivation committee system
which cover irrigation and all other ag-
ricultural activities. The cultivation
committee system also changed in
1970s 1ntroduc1ngAgncultural Produc-
tivity Committees (APC) after estab-
lishing Agrarian Services Centers. These
committees were formed to strengthen
government delivery services, but once
introduced of bottom-up and partici-
patory development approaches in
1980s, farmer organizations were
formed to empower isolated small
farmers with a view to develop rural
areas through active farmer participa-
tion. BN

* Resaarch Fellow and Head of the Division, Agricultural Policy and Project Evaluaion Division, HARTI

/////7%7
L CON
. ;, J

At the end 2001, about12,000 farmer
organizations were registered and
about 7,000 farmer organizations
were functioning countrywide to re-
ceive farm inputs, credit and market-
ing services. According'to past per-
formance, many of these organiza-
tions were able to enhance produc-
tion of small farmers and to empower
them towards participatory irrigation
management and group marketing
(Henegedara, 1987, Chandrasiri,
2000)

Even though farmer organizations
were implemented successfully in
some irrigation schemes under cer-
tain conditions, it was unable to face
new challenges emerged from open
cconomic policies, and international
trade agreements such asWorld Trade

Organization (WTO) and South Asian

Preferential Trade Areas (SAPTA).

Therefore, thoughts were developed

in 1990s to diversify role of farmer

organizations towards farmer compa-
nies to adjust with liberal and global
economic reforms. Instead of farmer
organizations, the idea of farmer com-
pany was emphasized due to few fac-

tors (Batuwitage: 2000).

1. Farmer company will find solu-
tions for market manipulation
and exploitative behaviour of private
traders

2. It will bring investment to farm
lands by mobilizing technology
and productive resources.

3. To give human face to open
economy which was the main po-
litical slogan in 1996 election.

4, Farmers will become sharchold-
ers of farmer companies and cre-

" ates dignity of labour by moving
towards dynamic production ac-
tivities.

5. Farmer company will allow bet-
ter gender relations for women
with equal distribution of shares
of farmer companies.

Under new agricultural policies in-
‘troduced in 1996, FCs were consid-
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ered as main institutional strategy. of '

iculture and irrigation develop-

ment. Thus FCs were established in

major and some mirior irrigation
schemes by Irrigation Management
Division, Department of Agrarxan
Service, Agricultural Development
Authority.and Mahaweli, Develop-
ment Board. At present about 85
farmer companies are implemented
in the country.

Process of Establishing FCs

Like formation of private business

firms, establishment of FCs is not an

easy task. According to past experi-

ence of SCOR pilot projects, five

major stages have to be followed in

the process of establishing FCs

(anyaratna,ZOOO)

venture seeking stage,

company formalizing stage,

market links building/expanding

stage,

# (strategic) planning for long-term
sustainability, ‘

¢ sustainable business operations
(high degree of autonomy and
self-reliance).

TS

The structure of the FC consisted of
three partners such as shareholders,
board of directors and body of man-
agement. Numbers of shareholders
depend on the amount of shares is-
sued and Board of Directors select
from shareholders. The body of man-
agement consists of professionals re-
cruited by the company. The Board
of Directors function as the chief ex-
ecutive body of the company.

The Need

The need for establishment of farmer
companies in Sri Lanka was empha-
sized considering few, factors.

i. According to new agricultural
policy introduced since 1996, the
government of Sri Lanka emphasis
the commercialization of agriculture
with a view to shifting from ineffi-
cient subsistence farming to viable
commercial farming system. Thus
strategies were followed to set up
farmer companies and programmes
were implemented for commercial-

ization and diversiﬁcaiion of agricultural
crops. . -

ii. Due to supply onented producnon
system, farmers face many difficulties
in marketing their products and conse-
quently they receive low income from

farmmg Except for some vegetables and -

fruits, cultivation of paddyand subsid-
iary crops became unprofitable business
(HARTI Commodity Review, 2000).
Therefore, establishment of farmer
companies were considered as an es-
sential requirement to uplift the pro-
duction process.

iii Asa resultof liberal economic poli-
cies the government intervention in
providing subsidies:and price incentives
were decreased durmg the past 20 years.
It has been affected badly for small
farmers in receiving fertilizer and
chemical in time Therefore, establish-
ment of farmer companies were encour-
aged to ascertain supply of productxon
inputs in time at reasonable prices.

iv. The majority (65 percent) of farm-
ers in Sri Lanka belongs to small farmer
category that average land holding size
is two or less than two acres. Due to
subsistence farming , many of these
framers qualified for poverty subsidies
(Samurdhi). Bargaining power of these
farmers is very low and depend on pri-
vate money lenders. Therefore, con-
cept of farmer companies was promoted
to enhance bargaining power of small
farmers.

v. According to WTO and SAPTA ,
small farmers of Sri Lanka have to com-
pete not only with local farmers but
also with foreign farmers. Therefore,
farmers should encourage using efficient
production technologies so as to com-
pete with foreign farmers. Such an ef-
fort could be performed only through
farmer companies with clear vision for
market  oriented  production
programme.

vi. Crop diversification is an essential
and important activity in commercial-
izing agriculture. It could be efficiently
done through farmer companies rather
than an individual effort.

Role of Farmer Companies

Although the role and functions of
farmer companies were not clearly
documented, all farmer companies have
deliberately attempted to achieve one

coherent ob]ectlve of organizing

_small farmers for commercial agri-

culture and facilitating them by pro-
v1dmg inputs, technology and ser-

" vices so as to compete with local and

international markets. However, itis
noted that role of farmer companies

‘are depend mainly on the needs and

priority of farmers in particular areas
where companies established.

According to past experience of pi-
lot projects.and pefformance. of on-
going farmer companies, the role of
farmer companies could summarise
under following activities: -

1. Produce to market: Encourage farmer
to produce demand driven high value
products. Thus some FCs engaged in
supplying demand driven high qual-
ity rice varieties, chillies and potatoes.
2. Input Supply: Many FCs involve in
selling fertilizer and agro chemicals
on low interest rates. Thus, share-
holders or member farmers get dis-
counted price lower than the market
price.

3. Partnerships with the organized private
sector. Farmer companies maintain
regular contacts with organized pri-
vate sector to find out market oppor-
tunities. Thus many companies made
contacts with companies involved in
vegetable exporting and tourist ho-
tels in advance.

4. Credit Supply: Many FCs provide
credit facilities to members on low
interest rates and credit in kind.

5. Mobilizing Investment: Raised company
capital from equal shares of member
farmers and funds provided by the
government and stakeholders. Mini-
mum value of each company share is
Rs.10/- and it varies up to Rs.15/-.

Each member should purchase at
least 10-100 shares.

6. Maintain Credit Worthiness: Since many
FCs received loans from Commer-
cial Banks, all Joans should be settled
in time.

7. Providing Technology: Many farmer
companies involve in provgdmg new
technologies to improve production
efficiency of farmers. It includes:

provision of market information to
share holders, Train share holders and

Contd. on Page 57
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members for new techniques of pro-
duction, conduct demonstrations on
new high yielding varieties and intro-
duced low cost cultivation methods
and farming practices.

8. Product Diversification: Since product
diversification is one of the most im-
portant factor in commercial agricul-
ture, many FCs involve in dxversnfy-
ing producnon by introducing value
added products and high value crops.

9. Business Management: All FCs should
initiate programs to promote small
and medium farmers/producers for
Agri Business. However, many FCs
were unable to injtiate or forward
business contacts due to lack of ex-
perts for marketing and business de-
velopment.

Constraints

of many FCs were limited to provide
production inputs rather than imple-
menting a comprehensxve business
program to enhance income of small
producers. It seems that many FCs

According to past berform'ance, role

were implemented without clear vision
and business plan. It also shows that
many FCs were formed without proper
assessment of market opportunities and
potential products. Causes and effects
affected for this situation could be sum-
marized as follows:

1. Polttical influsnces: Even though FCs
were formed by government organiza-
tions, it is dominated by the politicians.
Some FCs were formed by politicians.
2. Low participation of member farmers: 1t is
seen that many share members are not
actively involved in decision making,
planning and programme .implementa-
tions

3. Lackofentrepreneur skills: Management
of many FCs were consisted of political
appointments and they were not trained
to bear the risk of business in order to
compete with private sector.

4. Lack of.coordination among stakeholders:
Even though, establishment of FCs is a
grouping of traders, officers and farm-
ers, these parties were not actively in-
volved in business activities. ,
5. Nosystematic approach: Many FCs were
not followed the process of establish-
ing FCs discussed in section 2.1 and
consequently it was faced greater diffi-
culties in implementing business plan

6. The need and prionities: Though the
establishment of FCs should be based
on needs and priorities of farmers,
many FCs were based on priorities of
officers and implementing agencies.

Conclusion

According to performance of FCs in
the past five years, many FCs were
not reached the overall objective of
organizing small farmers for com-
mercial agriculture as anticipated by
policy makers. Still many FCs act as
farmer organizations with limited
funds of shareholders. This was hap-
pened mainly due to the fact that
many FCs were formed by officers
and politicians for their interest rather
than needs and priorities of farming
communities. Therefore, finally, [ like
to conclude that we cannot create
business ventures unless it come from
shareholders or final beneficiaries of
the business. Therefore the existing
system of establishment of FCs by the
government organizations should be
changed. FCs should emerged from
farmers and the role of government
should limited to direct FCs in proper -
channels.
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