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Abstract 

 Food supply chain system is getting high attention in developing countries. 

One of its major components, agriculture marketing system, requires more 

attention from policy makers to improve its application. Traditional APMC has 

issues associated with supply chain efficiency. Private companies like ITC and 

Reliance, representing modern system, have also faced various issues and 

difficulties in spite of having advantages over traditional APMC. National 

APMC system seems to be better system. But it is yet to prove its potential 

benefiting all the stakeholders. Anyhow India needs to identify the mechanism 

which best caters to the need of the sector. 
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 Food supply chain system is getting high attention in developing countries. 

The system is undergoing changes and requires more attention from policy 

makers to improve its application. The reasons which demand this shift are: 

increase in urban food consumption, changes in demand pattern for various 

types of foods, requirement of variety, quality and safety etc. Also the change in 

life style, urbanization, growth in working women professionally and availability 

& access to electronic goods etc plays a key role in analyzing the system. Apart 
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from these demographic changes, development of modern marketing retail and 

the growing processing sector are factors contributing to the said impact on 

supply chain. 

 Considering the growth & its potential to grow it is having important impact 

on all stakeholders in food supply chain. Also the issues of global concern like 

soaring food crisis and increase in prices of agriculture products necessitates the 

strategic restructuring in the direction of agriculture marketing. In this context, 

the role of APMC becomes very essential for sustainable development of food 

supply chain. With this objective, an attempt has been made to analyze the status 

of existing APMC act, role of private players and government initiatives to make 

system more competitive. 

Traditional system 

 According to World Bank report (2007) at the time of independence, the 

agriculture marketing was highly unorganized. The issues were low price for the 

producer, higher physical losses and high marketing costs and controlled 

regulation.1   One of the major government initiatives was to regulate and 

monitor agriculture market through Agriculture Produce Marketing Committee 

(APMC). Basic objective of APMC has been to ensure reasonable gain to the 

farmers by creating environment in markets for fair play of supply and demand 

forces and to regulate market practices and attain transparency in transactions. It 

was considered to be successful over the period of time. But several questions 

have been raised in terms of efficiency of the regulated market system.  

 

                                                 
1  This includes control on private storage, processing, transportations, imports, exports, 

market infrastructure development and credit access. The objective of this was only to 
ensure reasonable income for farmers and reasonable prices for consumers. 

 



 This includes prohibition of farmers from buying outside the market yard, 

increased importance of bureaucrats in managing APMC, barriers to entry for 

new comers and collection of market fees as a basis of revenue for government. 

APMC act which regulates Indian agriculture marketing varies from state to 

state as far as its implementation is concerned. Over the period of time, APMCs 

have emerged as a government sponsored marketing services monopoly. That 

prohibits innovation, such as contract farming and does not allow traders to buy 

outside the specified market yard. 

 The APMC committee (of farmers and administrated by bureaucrats) based 

on the eligibility criteria2 allots shops to agents upon a payment of a small 

license fees for business. The law says that such license holders have an equal 

right to do business. But the shortage of space for trading, severely reduce their 

business. Another disadvantage is that, as the number of physical shops are fixed 

and the holders rarely return licensees, as one generation to next, business is 

being carried forward, the license holders secures a shop at given rate by only 

reinforcing over time. 

 Further apart from ineffective regulations other problems in traditional 

market include imperfect information transmission, limited service delivery by 

brokers and lack of outside competition with the broker system. 

 The exploratory research conducted by IFPRI3in the state of Uttarakhand, 

addresses the following issues of concern: 

� Average cost of transactions on wholesale market is high. A word of 

concern is there from buyers in correctly assessing lot quality and 

quantity before purchase. This might lead to depress producer prices. 

                                                 
2  Based on nationality, solvency and other non particularly restricted criteria 
3  IFPRI: International Food Policy Research Institute 
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� The tendency is also observed in behaviour of some brokers in 

influencing farmer’s choice through credit and insurance market. 

� It is also observed that food safety monitoring of food production, 

distribution of quality input needs very high attention for sustainable 

development. 

� Also, giving two different licensees by APMC market officials to a 

broker4  and a trader55  creates problems. The study in Uttarakhand 

reveals that some persons hold both the licenses for same products. 

This lead to confusion with regard to exact role of the broker which 

ultimately lead to conflict of interest. If an agent 6acts as a wholesaler 

and a commission agent6, at the same time, this might lead to some 

perverse incentive. This practice is called “front running”. This is 

prohibited in modern exchange market (e.g. Chicago board of trade7). 

 Further in traditional marketing system, there is low transmission of 

information on the use of input. This is directly related with the public health 

issue which is related to lack of proper attention to and control of such issues. 

On the contrary, modern markets and specifically international market place a 

high premium on food safety. In the study, only 20% of retailers stated that they 

were aware of production activities relating to pesticide, irrigation water use and 

fertilizer used by farmers. Also research evidence shows that there is no 

premium in traditional market for such unobservable quality characteristics.8 

                                                 
4  Commission agent or wholesaler who does not take possession 
5  A whole seller who take possession 
6  Only 3 states, Chhattisgarh, Nagaland and Sikkim, have adopted the provision of 

prohibition of commission agent (as per Agricultural Marketing Division for State 
Agriculture/ Agrl. Mktg. Ministers Conference 23.04.2008 ) 

7  IFPRI Discussion paper 00883 - July 2009; linking urban consumer and rural farmers 
in India; Bart Minten,Thomas Reardon And Anneleen Vandepals 

8  ibid, page 22. 



 As far as payment mechanism is concerned, almost all transactions are 

settled by cash. Similar results in studies on the importance of spot, 

unsophisticated, and cash transactions have been observed in other poor 

agriculture economies. Another significant problem prevailing in the traditional 

system is, of avoiding healthy competition by brokers. By organization of broker 

unions with use of power and money as well as lobbying with political parties 

and market authorities, competition is being bypassed. 

 It is significantly reflected in noncompliance with the APMC rules. It is 

evident from the example, when the entry of modern retailer, Reliance, was 

hurdled by large strikes in the states of Uttarakhand and Uttar Pradesh. The 

strategy of Reliance was to bypass broker and to buy directly from farmers. 

 On the other hand, schemes like e-choupal model which used brokers but by 

passing the regular wholesale market were easily accepted. The e-choupal model 

enables farmers to obtain information on mandi prices and good farming 

practices, and to place orders for agricultural inputs like seeds and fertilisers. 

The model was meant to create a win-win. While farmers benefit through 

enhanced farm productivity and higher farm gate prices, ITC benefits from the 

lower net cost of procurement, having eliminated costs in the supply chain that 

do not add value. But amendment to the APMC Act is necessary for direct 

procurement from farmers. The initiative is not possible in states where the 

APMC Act is yet to be amended. 

 Shockingly, the issues associated with the amendment to the APMC Act 

have derailed many agri-related initiatives, not just the e-choupal9. 

 Ultimately paradox seems to prevail in the traditional system that leads to 

lower sales prices to the farmers and higher purchase prices for the consumer 

/retails. It is obvious that this phenomenon is due to higher margins for 

                                                 
9  http://business.rediff.com visited on 5/1/2011 
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transacting at wholesale market10 . Also, non compliance to regulations 

manipulated the roles of traders & brokers. This resulted in lack of information 

transmission and limited outside competition with broker system. 

 Despite of above all pitfalls in the traditional system, farmers prefers 

traditional system rather than selling directly in fresh market to consumers at 

higher price. This is due to the fact that, such transaction would require more 

time and chances are there for higher wastage of products.  

 For retailer community, broker system is of not high importance but from 

farmer’s point of view, the provision of input advantages and credit, in case of 

uncertain outcome, lead to higher importance. Hence, a segment of farmer is 

there relying on broker which provides sense of security to them. 

 Another advantage for farmers in working with selected brokers might be, 

access to input advances for agriculture activities. This will prove very helpful to 

farmers as they often face financial problems due to seasonal liquidity 

constraints or assistance in terms of getting seeds. Importantly it is unlikely that 

on default from farmer’s end to repay, broker would not go to authorities or 

police or court. Only outcome is that broker would not work anymore with the 

farmer or use peer pressure, if required. 

Modern system 

 Modern system of food supply chain comprises of public sector led and 

private sector led initiatives. 

 Public sector led food supply chain 

 Public sector initiative, Food Corporation of India (FCI) came up with the 

system of parastatals for proper food procurement and distribution. These 

                                                 
10 Between 13% to 26% (ref: IFPRI Discussion paper 00883 - July 2009; linking urban 

consumer and rural farmers in India; Bart Minten, Thomas Reardon And Anneleen 
Vandepals) 



parastatals are responsible to ensure access to basic staples for weaker section of 

society. Also government came up with the targeted public distribution system 

to ensure food item distribution at highly subsidized rate for BPL consumer. 

Another public sector initiative in this direction is cooperatives. The body plays 

an important role in processing and marketing agriculture products. But research 

evidence11indicates that there are limited numbers of successful and sustainable 

cooperatives outside the dairy sector, “AMUL”. The reason for the same is 

considered to be the private business. 

 Private sector led food supply chain: 

 The growth of food and groceries sales led by modern retailers in India is 

mammoth. The share in 2001 was around USD 140 Mn and in 2008 it grew up 

to USD 5.8 Bn. 

 In this growth, large investors like Reliance and ITC as private players 

played an important role as far as supply chain efficiency is concerned. The 

mechanism, by which these firms work, is by setting up of collection centers 

where traditional markets are bypassed. In this system farmers will gain, as 

transaction costs are reduced as collection centers are setup near to producers. 

 Also elimination of auction and zero waiting time for buyers results in faster 

turnaround. The system is supported by reliable weighing, fair and transparent 

pricing and immediate payments. This facilitates to overcome some of the 

coordination failure in traditional markets. 

 That ultimately economies on transaction cost. 

 But, as we have already discussed, the issues associated with the 

amendment to the APMC Act has created several problems for these private but 

efficient players. 

                                                 
11 ibid 
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 To overcome several issues associated with the system and to promote 

healthy competition, government, either state or central, on regular basis comes 

up with agriculture marketing policy reforms.  

 The latest initiative in this direction is the introduction of National APMC 

of India Limited, an e-market initiative of the Gujarat Government, registered 

under the Companies Act as a public limited company. 

 National APMC will establish an electronic and transparent platform for 

spot trading of farm produce. This will assist in enhancing market efficiency and 

providing alternate channels of marketing to farmers and reducing the cost of 

intermediation for consumers. The farmer will be able to realize higher price by 

selling graded produce (rather than ungraded produce), have access to a large 

number of buyers nationwide and be able to avoid distress sales by getting loans 

from banks on warehouse receipts. Whereas benefits to consumers like 

industries, processors, packers, wholesalers, other bulk consumers and retailers 

will be procurement of graded produce directly from the mandis. In the process, 

multiple handling and wastage would be avoided. This will help consumers to 

procure better quality produce at lower prices at locations of their choice. 

 And as far as benefit to Economy is concerned, e-trading will result in 

development and expansion of facilities for scientific warehousing, cold storages, 

cold chains, custom packing and transportation for quality preservation of 

commodities traded through APMCs. Transactions through the exchange will 

bring about transparency in the trading of agriculture products. 

CONCLUSION 

 It is evident that traditional food supply chain market is not much efficient. 

In current form, if followed without infusion of new strategies, the system will 

definitely hamper the potential growth of this sector with the issues like food 

safety and traceability. The worst effect of the system seems to be on the farmers. 

On the other hand the organised growth of the sector led by entry of private 



players like ITC and Reliance propels to the process of systematic mechanism of 

food supply chain. In today’s context it seems paradoxical situation where on 

one hand, world at large is in the process on systematizing food supply chain 

management where as Government policies of India are beating around the bush 

through poorly regulated and implemented APMC rules, such as Government 

control on the entry of private players but ambiguity in implementing APMC act 

throughout the country. To protect the right of all stake holders associated with 

food supply chain management; government should promote its own modified 

policies in line with private players for substantial development of the growing 

sector which ultimately provides healthy competition to private players. Of 

course the latest development in terms of national APMC seems to streamline 

issues but it’s very important that its policy formation and implementation 

remain free from vested interest of individual associated parties. This will 

revolutionize the whole inefficient supply chain system in the country for 

sustainable development of the sector. 
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