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Foreword

In Asia-Pacific region, agriculture is the mainstay of national econo­
mies. Cooperatives have been recognized as important institutional 

system for enhancing productivity of agriculture and promoting food 
security’ in the country. In some of the countries, co-operatives have 
completed a century of their fruitful contribution to agricultural 
development, particularly in the areas of input distribution, finance, 
marketing, processing, development of infrastructure development 
etc. The Government has adopted these cooperatives as its principal 
agency to implement the programmes of agricultiu-al development. 
Although Government support resulted into noticeable growth and 
diversification of such cooperatives, it also adversely affected the 
democratic and autonomous character of cooperative enterprises and 
thereby blunting their competitive advantage. Effects of globalization 
and entry of multi-nationals in the agribusiness combined with lack of 
professionalism and member participation have further compounded 
the problems of agricultural cooperatives.

International Co-operative Alliance (ICA) in Asia-Pacific Region has 
been focusing on development of agricultural cooperatives through 
its Regional Office. It has adopted development of agricultural 
cooperatives as one of its Key Result Areas; in pursuance of which it 
has been implementing a number o f projects for strengthening 
agricultural cooperatives in Asia-Pacific. One of such projects recently 
implemented b\' ICA Regional Office for Asia-Pacific (ICA ROAP) 
with tlie support of AGRITERRA of Netherlands targeted development 
of agricultural cooperatives in six countries of tlie region, namely: 
Bangladesh, India, Nepal, Laos, Thailand and Vietnam. The important 
outputs of the project were completion of critical studies of agricultural 
cooperatives in these countries and formulation of country specific 
action plans for development of agricultural cooperatives.



These studies v\ere conducted tlirough coimtn consultants with the 
support of Mr. B D Sharma, Sr, Consultant. ICA Donuis Trust 1 
hope, the study will proMde good insight into the problems of 
agricultural co-operati\es and guide points for strengthening them in 
the changing times

SHIL KWAN LEE
Regional Director 

ICAROAP



CHAPTERI

1.1 Introduction and Justification

Majorities of the countries in South Asia including Nepal are impor­
tantly featured b>' the agriculture as it shares a significant account 
m the gross domestic product (GDP) in their respective national 
economies. Agriculture, in this region, has remained as a mainstay 
o f their economy both in terms o f dependency and employment. It 
is significantl>' noted that farmers, landless farmers and agricultural 
labourers have predominated in the agriculture sector

Poverty is rampant in these sections o f  the population. Since the 
economies o f these countries, especially the Nepal’s one is charac­
terized by the subsistence agriculture which is traditional; non­
mechanized and livelihood oriented sector, poverty has emerged as 
one o f  the threatening challenges along with the increasing popula­
tion. Over dependence o f  the population on the subsistence agri­
culture accompanied with slow industrial growth has resulted un­
employment and disguised unemployment, which have fiirther ac­
celerated poverty. In the economies like Nepal where there is 
technological deprivation, lack o f innovation and lack o f  alternative 
source o f employment, tremendous efforts are required in order to 
improve the situation o f the poverty stricken sections o f  the popula­
tion.

The trend of globalization has seriously influenced the whole econo­
mies o f the Asia Pacific Region, particularly the agricultural sector 
The new economic order, however, has created new challenges 
and opportunities for the farmers and agriculture sector The im­
pact seems to be more acute since the labour intensive agriculture 
sector of the developing countries is prone to face the competition
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with capital intensive international agro-industries. The impact o f 
globalization has, tlierefore, been on small farmers and food secu­
rity. In such circumstances, special safeguard and mechanism are 
needed to protect them to reduce the impact and enhance their 
competitiveness in the world market.

Agriculture sector, hence, has been influenced from the incidence 
o f both indigenous factors that have been remaining as the conven­
tional threats and exogenous factors emerged by the new economic 
order-liberalization and globalization.

However, the agriculture sector o f these economies, especially o f a 
developing country like Nepal, has positively been impacted from 
this new economic order since the globalization and market liberal­
ization would improve production efficiency and in the long run 
would increase the income o f agriculture producers, alleviate pov­
erty and attain food security which is considered to be the major 
headway for the socioeconomic development o f these countries.

Amidst these sets o f challenges and opportunities in the agriculture 
sector, development o f agriculture cooperatives has been adopted 
as one o f the important components o f strategies for agriculture 
and rural development in -the Asia and the Pacific Region including 
Nepal. Agriculture cooperatives, therefore, seem to constitute a 
major segment o f  entire cooperative movement. Multifaceted ser­
vices have been provided by them to their members. They include 
input distribution, finance, marketing, processing, infrastructure de­
velopment etc. for the agricultural development. In order to stream­
line them, organizational structure has been created at various lev­
els. Member participation lacked in the activities o f cooperatives in 
the past since the government has played a leading role in the coop­
erative development. This has relativel} brought negative impact 
on its development.

But, still a large number o f constraints have remained the hindrance 
for die development o f agriculture cooperatives.

1.2 Objectives of the Study

To critically analyze the situation o f Nepalese agriculture coopera­
tives, this study has focused on the following specified objectives.



a) To criticalK examine the existing status and state o f agricul­
ture cooperatives in Nepal

b) To make an objecti\ e assessment o f informal farmers coop­
erative movement and their contribution to agriculture and 
fanners' de\ tjlopment and also their relationship with fonnal 
agriculture cooperatives.

c) To identifS the areas o f institutional, managerial and govern­
ment reforms to enliance the capacities and competitiveness 
o f agricultural cooperatives to enable to utilize emerging op­
portunities from globalization

d) To examine the sustainabilit}' and effectiveness of existing 
policy and legislation framework for the growth and develop­
ment o f  agricultural cooperatives.

1.3 M ethodology

This study has been conducted through explanatory and descriptive 
research methodolog> . Data collected in this study are mainly from 
the secondan, Sources The infomiation and data obtained from 
\ arious methods have been analyzed mainly through the numerical 
and anahtical process. The numerical process o f  data analysis in­
cludes tabling and emplo\ing statistical devices like percentage, 
average and mean.

The methodology for this study has been adopted as specificalh' 
mentioned in the follow ing.

a) Necessary data maintained b>- the Department o f Coopera­
tives (DOC) and Central Bureau o f Statistics relevant for the 
stud\ have been used to establish manifested and set objec­
tives.

b) Documents and stud> reports published b\- the government, 
development agencies, and cooperati\ e sector have been used 
for the critical analysis.

c) A number o f concerned persons have been interv iewed for 
the conduct o f  the stud}'

1.4 Organization of the study



The study report is divided into se\en chapters. The first chapter 
includes introduction, objectives, metliodolog>' and organization of 
the stud\'. Second chapter deals with the country profile under the 
stud}' o f socioeconomic situation where geographical environment, 
demography, emploNment situation. HRD situation, educational sta­
tus, health and housing status etc. have been anals zed.

The third chapter describes the Nepalese agricultural situation where 
land tenure system, irrigation, use of fertilizer, producti\ ity and pro­
duction, crop diversification, cost o f production, quality o f produc­
tion, government support, import and export situation, issues emerged 
by tlie introduction o f liberalization and globalization, impact o f WTO 
policy in the agriculture have been analyzed.

Fourth chapter deals with the situation o f Nepalese agricultural 
cooperatives where historical background o f cooperatives, present 
situation o f co-operative movement, coverage o f population, share 
capital, deposits, business turnover, number o f viable cooperatives, 
structure o f cooperatives, types o f cooperatives, role o f National 
Cooperative Federation, inter co-operative relation, share on the 
domestic and international market, management pattern o f agricul­
ture cooperatives, strategic alliance with private sector, role o f ag­
riculture cooperatives in implementing government schemes, role 
o f cooperatives in food security, possible impact o f W TO policies 
on agriculture cooperatives, impact o f liberalization and globaliza­
tion on Agriculture cooperatives, relation between formal and in- 
fomial scctor, support o f  government to infonnal sector, and na­
tional agriculture polic}- in the context o f  W TO are described.

Similarly, the fifth chapter deals withlegal frameworks where frame­
work for the governance o f co-operative and development, co-op­
erative legislation affecting the growth o f cooperatives in formal 
and infonnal agriculture and fanners cooperatives, amendments 
proposal to the government have been analyzed. The chapter six 
describes case studies and the chapter seven deals with conclusion 
and recommendations.

1.5 Limitation of the Study

1. This stud\ has been performed with special reference to the 
situation o f Nepalese agriculture cooperatnes. Therefore, if
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may not necessarih represent the situation of the whole South 
Asian region.

2. This stud\ is mainlv based on the sccondars data and infor­
mation obtained from the go\ernment and non-gojem m ent 
sources. This stud\’. hence, is indifferent about the reliabilit> 
o f these data and information.

3. This stud> report has been carried out on the basis o f  existing 
pohcies and the stm cture o f  the movement. Any changes in 
such matters ma>' not produce the same observation.



CHAPTER 11

2.1 Socio-Economic Situation

Although the half ccntun,- - long development practice o f Nepal 
through its planned development endeavor takes o\ erall socioeco­
nomic development as its overarching goal Nepal's le '̂el o f socio­
economic development has remained among the lowest in the world 
characterized by low per capita income, rampant povert}', mass 
unemplo}'ment. low' life expectanc}', low literacy and living condi­
tions that perpetuate poverty as a cyclical effect.

In the fiscal year (F.Y.) 2000/01 gross domestic product (GDP) 
growth at factor, cost remained at 4.8 percent while the population 
growth stood at 2.2 percent. Per capita GDP growth rate in this 
period remained at 2.6 percent. In the ninth plan period it was 
estimated that the GDP would grow b\ 3 .9 percent and population 
by 2.2 percent. Based on this estimation per capita income will 
grow only by 1.7 percent in 2001. According to the estimation of 
2001, the gross national product (GNP) per capita income is sup­
posed to be $ 236 that is Rs 18083 in temis o f Nepalese currency. 
(See Aimex 1)

The growth rate o f agriculture, however contributes a significant 
portion on the GDP i.e. 38.7 percent, is one o f the lowest compared 
to the neighboring countries. Despite being the priority sector in 
ever)’ periodic plan, this sector has been limited b> the effective 
deliverance o f agro-inputs, finance, irrigation, marketing and other 
necessar) infrastnicture. But these constraints, to some extent, 
have been supported b \’ the cooperativ es and other promoted self- 
help and user groups.
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Tal)le-1: GDP, Po|>ulation and Pcreapita Incomc Growth Rate

ParUcukir 97/98 98/99 99/00 2(KX)/()1 2(KU/()2 9lliplan

® P  3.3 4.5 6.2 4.8 0.8 3.9

Pop. Grow th Rate 2.2 2.2 2.2 2.2 2.2 2.2

Percapita/GDP 1.1 2.3 4 2.6 -1.4 1.7
Growth Rate

Source : Economic sun>ey F.Y. 2001/2002

The disparities, as reflected by the Human Development Index 
(HDI) arc shown between the rural and urban lives i.e. HDI for 
urban areas (0 .616) far outstrips that for- rural areas where more 
than 80 percent people live, because o f far better access to ser­
vices. resources and opportunities in the urban areas. Nepal's de­
velopment is, thus, found to be urban biased. In part, this bias 
explains the persistence o f povert}' in the rural areas which is basi­
cally the agriculture poverty. This is due mainly to the excess pres­
sure o f the population on the subsistence agriculture which is again 
limited by the lack o f agro-infrastructure, lack o f innovation, defec­
tive land ownership and tenure system, traditional sj'stem o f culti­
vation and weak policy implementation (serv'ice delivery')-

Likewise, Nepal seems weak in the view point o f  governance that 
ensures equitable .access to resources without considering the gen­
der, social class, ethnicity, or religious affiliation. The system which 
can not ensure the basic spirit o f good governance, transparency, 
accountability and predictability is the main dcfect of Nepalese to­
tal socio-economic fabric.

2.1.1 Geographical Environment

Nepal, sandwiched bet\\een the two giant neighbours, India and 
China, is a Himalayan country and the birthplace o f Lord Buddha. 
It lies in between the 26' 22" to 30' northen latitude and 80'4" to 88' 
12" eastern longitude and elevation range from 90-88-48 meters. 
The total area o f the countn ' is 147181 sq. km. The average length 
IS 885 km East to West and breadth is about 193 km. north to south.

Nepal is a landlocked countrv,' o f diverse geography- high altitude 
mountains to plain terrain land, boardering between the two most
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populous countries o f the world. India in the East. South and West 
and China in the North.

Nepal is a place o f beautx with traces o f artifacts. Its North range 
(Himalayas) is coxered with snow round the year where highest 
mountain o f the world. Mt. Everest stands. The hilly area called as 
middle range includes gorgeous mountains, high peaks, valle}’ and 
lakes. The southern range terai (flat land) is located in the gangaitic 
plain o f alluvial soil and consists o f dense forest area and national 
parks.

Nepal geographicalK is divided into three regions - Mountain, Hill 
and Terai stretching over- 35percent. 42 and 23 percent o f  the total 
land area and living 7.3, 44.3 and 48.4 percent o f the population 
respectively,

Tlie temperature and rainfall varies from place to place in Nepal.

2.1.2 Administrative Division

Nepal is comprised o f 5 development, regions 14 zones and 75 
districts from, the administrative point o f  view'. Even the districts 
are divided into smaller administrative units- Village Development 
Committee (VDC) and Municipalities. Currently there are 3915 
VDCs and 58 Municipalities exist in the countrv'. Each VDC is 
comprised with nine wards whereas Municipalities spread over the 
w'ards ranging from 9 to 35.

2.1.3 Demography

The total population o f Nepal according to the census 2001 is 23.2 
million where male shares 49.95 and female accounts 50.05 per­
cent out o f them respectively. The average family size is estimated 
to 5,7 person per household. Tlie annual population growth rate is
2,2 percent. Tlie urban population is 14,27 percent and rural popu­
lation 85.73 percent.

The crude birth rate is estimated for the 32.05 per 1,000 population 
where the crude death rate is about 9.03 per 1000 population. The 
fertility rate according to the census report is 4,1 per women whereas 
infant mortality rate is estimated to be 64,1 per 1000 live birth. Life 
expectancN at birth is estimated to have increased from 54.3 to
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59.7 during this decade. (Census Report-2001)

2.1.4 Employment Situation

Full employment is an indication o f the situational opportunity for 
\Vorks or jobs. Nepal's relatively small economV is severely in­
flicted by the rampant unemployment resultmg heav'} pressure on 
poverty. The mid - term evaluation o f the Ninth Plan reveals that 
unemployed and underemployed labourforce in the economv’ per­
sist 3.3 percent and 43.4 percent respectively. (See annex 2) The 
present employment situation o f the country' can be clarified from 
the following Table No. 2.

Tablc-2: Status of Full Em|)loymcnt and under employment

Description 19%/97 1997198 1998/99 1999/00

Number of fully 
unemployed population

365,870 417,402 397,230 339,901

Percentage 3.7 4.2 3.9 3.3

Number underemployed 
population

4,380,814 4,381.553 4,389,123 4,385,028

Percentage 46.3 45.6 44.7 43.4

Source : NPC, Mid- term Evaluation o f  Ninth Plan

2.1.5 Human Resource Development Situation

Nepal has been pursuing sy stematic development planning for nearly 
50 years. However, the country’s human development status re­
mains among the lowest in the world. Despite the progress made 
in this fifty long years o f  development endeavors, human capital 
formation and human resources development remain inadequate 
and great disparities between the men and women, different caste 
and ethnic groups and different geographic regions persists. 

However, the efforts are being made by His M ajesty’s Govern­
ment (FIM G) o f Nepal in order to create employment opportuni­
ties. Training for the skill development, and education for making 
attitudinal changes and providing new knowledge for men and es­
pecially for w'omen along with the involvement o f  non governmen­
tal sectors are underway. Training activities have been carried out
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b\ 14 skill de\ elopment centers and two vocational training centers 
under the Department o f Labour.

in the F Y 2000/01 different packages o f training were provided to
11,389 people in different skill oriented and vocational, subjects wliich 
were on demand b\ the labour market. Similarl)-, it is also npted 
that the Cottage and Small hidustn,' Development Board continued 
to run skill oriented training packages. According to census 2001,65.7 
percent or more than 6.5 million farmers are employed under the 
agriculture sector and 34,3 percent or 3.4 million population are in 
non-agriculture sector.

2.1.6 Educational Status

As underlined the, needs o f access to education for all the people to 
the overall socioeconomic development o f the country, Nepal has 
been moving towards achieving full literacy situation. Education is 
an indispensable element for the overall development, however, the 
present situation regarding the educational status o f the country 
does not seem to be in the desirable level as only 53.7 percent o f 
the population is found to be literate.

In F Y 2001/02 students under the primary' level, lower secondary 
and secondary' level include 3.82 million 1.0 million and 0.38 miUion 
respectively.

In F Y 2001/02 there \vere altogether 252 campus in the country. 
About 0. 1 85 million students have been attending higher educa­
tion.

Five universities exist at present. Out o f  them there are four gov­
ernment owned universities- Tribhuvan University (T.U.), Mahendra 
Sanskrit University (MSU) Purbanchal Universitv' (PU) and Pokhara 
University (PU) and one private university Kathmandu University 
(KU) providing higher education.

The literacy trend is encouraging while looking at the following 
percentage o f three decades. This is clearlv indicated in the fol­
lowing Table 3 and 4.
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Table-3 : Literacy Trend of Three Pciiodical Decades

Yeiir Total Literacy Percentage Male Female

1981 23.3 34.0 12.0

1991 39.6 54.5 25.0

2(X)1 53.7 65.1 42.5

Source : Economic Sun-ey 2001/02

Tablt-4; Number of Primary , Lower Secondary and
Secondary Schools and Students

Years Primar\' Lower Secondary' Secondar>

School Student School Student School Student

1992 May 19498 3035 4230 433 2309 422

199') May 20217 3092 4376 637 2242 273

1994 May 21102 3191 4739 670 2482 274

1995 May 21473 3263 5041 726 2654 290

1996 May 22218 3448 5506 791 2903 330

1997 May 23284 3461 6062 829 3322 359

1998 July 23885 3587 6617 842 3624 375

1999 Oct 25522 3780 7276 916 4082 385

2000 Oct 25927 3623 7289 957 4350. 373

2001 Oct* 26338 3818 7302 lax) 4636 383

Source: Ministry o f  Education & Sports.
* Estimated
Note ; Since 1993 grade 8 is included in Lower secondary Level. Due to 
change in academic year in 1998/99 data collection months has been dif­
ferent.

2.1.7 Health Status

Sound health is considered as one o f the most important factors for 
pushing up the economic development o f the country . The govern­
ment with the close partnership to the private sector has been lay­
ing down emphasis on access to health service for the people o f the 
countrv'. There are certain indicators that health services are being
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improved. One o f  the examples is that the crude death rate per 
thousand has dechned from 14.9 to 9.6 withni the period o f , ten 
years. Similarly, the average life expectancy o f the people has 
increased from 53 5 to 59.7 within the same period o f time. (See 
Annex 3 and 4)

2.1.8 Housing Status

Housing is considered to be one o f the basic needs o f  the people O f 
the country. According to the population census 2001, 64.1 percent 
ofthe total population are found to reside in the rural areas o f 3,915 
Village Development Committees whereas the remaining i.e,. 15.9 
percent o f  the people reside in the urban areas o f 58 Municipalities.

Most o f the rural people seem to be deprived from the drinking 
water, sanitation and sewerage, separate kitchen and latrine facili­
ties. Since, they are not aware o f the advantages o f  these facilities 
they have been practicing the traditional system which has been 
adopted for generations.

Almost cent percent o f rural people is found to have their own 
houses or cottages. Since the population pressure is increasing on 
the urban areas, the integrated housing projects have been growing 
in the urban oriented development committees for the last tvvo to 
three years. The housing projects have integrated with minimum 
facilities like drinking water, sanitation and sewerage. The housing 
projects have sold plots since the F Y 1999/00. The following plots 
arc sold in the following fiscal year.

TabIe-5: Housing Projects Development Trend

Fiscal Year Plot sold by different Housing projects

F.Y 1999/(K) 603 plots

FY.2(XX)/()1 3629 plots

F.Y 2t» 1/02 844 plots

18



CHAPTER III

3.1 Nepalese Agriculture Situation

Nepal is one o f the least developing countries (LDCs) importantly 
featured b\' the agriculture as the backbone o f the national economy 
as it shares 38.1 percent to the gross domestic product and remains 
the major source o f livelihood. Even in the entrance o f  twenty first 
centun,. Nepal has been follow ing the conventional and subsistence 
agriculture system with high incidence o f poverty’ and unemploy­
ment. Agriculture growth rate is \ er}' moderate that is an average 
of 3 .0 percent during nearly 40 years efforts o f agricultural devel­
opment.

Because o f the subsistence fanning system, prevalence of tradi­
tional technolog>-, monsoon based agriculture and the existence o f 
small and marginal farmers who are denied access to credit and 
marketing facilities and lack o f irrigation facilities Nepalese agri­
culture sector has limited to remain within ver}- slow growth rate. 
Nepalese agriculture, ho \\e \e r is considered a deteirnining sector 
for the o\eraII de\ elopment o f the countr}-. has remained under the 
incidence o f sc\ era! impending factors like, fragmented size o f land 
that is basically occupied by the household fanning system, defec­
tive land ownership s> stem and denied access lo modem opportu­
nities both in terms o f infrastm cture de\ elopment and public facili­
ties, unequal land distribution, dual ownership on land and inad­
equate agriculture infrastmcture.

H o\\e\ er. the agriculture sector, in the recent > ears. has emerged 
with new opportunities as well as challenges when the new eco­
nomic order i .e. liberalization and globalization has been gradually 
taking place. This new liberal trend leads the econom>- towards 
efficiencN in the production along with the generation o f employ­
ment and in the long run w ill increase the income o f the fanners. It
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helps attain food securit\- for the rural mass and alleviate poverty 
significantly through commercializing the agriculture sector in the 
competitive scale where more than 80 percent population live and 
attain food securit\\

But the agriculture sector o f the least developed countries like Nepal 
can not fully realize the opportunities offered by the market liberal­
ization due to the lack o f infrastructure, poor communication facili­
ties, inadequate market information on prices, qualities and quanti­
ties o f the products and lack o f credit. Likewise, the absence o f 
positive response over the opportunities offered by the liberaliza­
tion and globalization will result in the further aggravation o f the 
pressure o f increasing population, changing consumption patterns 
on the demand side and the declining availabilit>' and sustainabilit>- 
o f natural resources and factor productivity on the supply side.

Hence, given such weak performance o f the agricultural economy 
vis-a-vis the growing requirements o f the people despite the injec­
tion o f massive amount o f resources attaining a high growth rate 
over a long period into the future constitutes the most challenging 
and at the same time the most important exercise facing Nepal. 
This still necessitates the growth in agriculture to overcome this 
constraint since 80 percent o f the population are dependent on it 
and the opportunities for the increasing uneniplo\ ed population can 
be generated in the same sector.

3.1.1 A gricu ltu re Share on GDP

A griculture occupies a predom inant position in the N epalese 
economy and hence considered to be the detemiining sector for the 
overall development o f the country’ since it has a leading share both 
on GDP and employment. The past development initiatives in the 
agriculture, however, had not resulted the satisfactory' outcome, as 
Witnessed during the last 38 years (1964/65- 2001/02), the agricul­
ture sector is found to have grown by an average rate o f 3.0 per­
cent as against non-agriculture sector by 4.9 percent and the over­
all econom)' b> 3.7 percent onI\'. Agriculture sector has contrib­
uted 3 8.1 percent to GDP in the F Y 2001/02 This sector engages 
about 80 percent o f the population. (See Annex 1)
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In the F Y 2001/02, the GDP growth rate at the current price of 
factor cost is estimated to be 4.3 percent with tiie growth rate of
4 .9 percent and 3 .9 percent o f agriculture and non-agriculture sec­
tor respecti\ ely.

3.1.2 Agricultural System

Nepalese agriculture is characterized by the subsistence farming, 
traditional technolog}', monsoon fed cropping s} stem with the domi­
nance o f small and marginal fanners and food crop farming sys­
tem. This sector has perennialh been constrained by the small size 
o f land which is basicalh household farming, fragmentation o f land, 
unequal land distribution, dual ow nership and outdated agriculture 
infrastructure.

Majority o f the farmers have traditional practices o f mixed fanning 
system in a small scale. (See Annex 5 a, b and c). Some o f the 
agricultural households practice the farming o f normal cereal grains 
and produce for their household consumption and the surplus pro­
duction IS sold in the local market. Most o f the farmers are en­
gaged for their subsistence while some o f them, m the recent years, 
have been taking initiatives to diversify' their agriculture crops to­
wards commercial point o f  view and gaining prosperous lives.

Agriculture farming are broadly classified into the crop production 
and animal husbandn' as it is the traditional practice o f Nepalese 
people. The livestock production remains important in the agricul­
ture sector Tlie contribution o f this sector is estimated to be more 
than 26 percent in the agricultural GDP.

The conventional agriculture farming system is the major charac­
teristics o f Nepalese agriculture. Cultivation o f crops is performed 
traditionally through the manual and animal oriented practice by the 
majority o f farmers. Both chemical fertilizers and compost manure 
are used. Most o f the farm land is monsoon based. However, the 
42 percent o f land is irrigated in the recent years and the use of 
improved seeds and insecticides is increasingly practiced.

3.1.3 Land Tenure System

Tlie tenancy reforms programme under the Land Reforms Act, 
1964 has some major features which include abolition o f landlord­
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ism. ceiling on land ownership, ceiling on tenanc}’ holding. impro\ e- 
ment on production and productivity; ine\ itable and pemianent ten­
ancy- rights, fixation o f rent, abolition o f sub tenancy etc

In 30.5 percent land area 69.4 pcrcent o f farmers own land ranging 
bet\veen 0.1 to 1.0 hectare. In 55.6 percent land areas ^9.1 pcrcent 
fanners own land ranging 1.0 to 5 hector and 13 .9 percent of the 
fanners owns land ranging 5.0 hector and above. The average 
land holding is 0.96 hector. The farmers with larger holdings are 
mostly' absentee landlords who organize production on the basis of 
share cropping arrangements while 69.4 percent fanners are found 
marginal and small farmers.

Xable-6: Number and Area of Land Holding by Size

Size of Holding in 
hectare

Number in 
0̂00

Percent­
age

Area in '000 
hector

Percent­
age

0. 1-1 hectare 1,877.8 69.4 791.9 30.5
1.0-5 hectare 786.0 29.1 1,444.8 55.6
5.0 hectare and above 40.2 1.5 360.6 13.9
Total 2,704.0 100.0 2,5973 100.0

Source : Census 1991/92 

3.1.4 Irrigation

Being none to next on the water resources in the South Asian na­
tions notwithstanding, Nepalese agriculture has been severely lim­
ited by the irrigation facilities. Agriculture production and produc­
tivity higlily fluctuates due to the unfavourable monsoon and weather 
condition. On the other hand, monsoon period in Nepal is very' 
short which generally starts from mid-June and ends by mid- Sep­
tember. About 90 percent rainfall occurs in this period.

Despite nearly fifty years efforts to extend irrigation facilities, only 
42 percent out o f  the total irrigable land is estimated under the 
irrigation facilities. Due to tlie lack o f proper maintenance, flood 
and landslide, the agricultural land under irrigation has insignificantly 
been growing and only 25 percent o f  the irrigable land has year 
round irrigation facilities.
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It is estimated tliat there is total 2.64 million hectors o f land is irrigable 
m Nepal and about 1.77 million hectors o f land is "estimated as 
potential for irrigation. Available land under irrigation is 1.1 million 
hectors i.e. 42 percent o f the total arable land, (Economic Survey 
2001/02. (See Amiex 1)

3.1.5 Use of Fertilizer

Being the traditional economy and so the agriculture system, the 
fertilizer using pattern o f  Nepal is also a conventional one. M ost o f 
the farmers use compost and manure as their forefathers did, how­
ever, the use o f chemical fertilizer has increasingly been increasing 
in the recent years. The Agriculture Inputs Corporation (AIC), 
government controlled enterprise established in 1966 as a parastatal 
organization has monopolized the fertilizer business until October 
1997. Following the liberalization o f the fertilizer trade in Novem­
ber 1997, HM G has withdrawn all kinds of, subsidies and allowed 
the private sector to participate in the fertilizer business. The gov­
ernment has deregulated the fertilizer trade under the reform  
schemes by elimination o f controls such as price control, import 
limiting, lifting o f foreign currency, allocation restriction, quotas al­
location, marketing incidental and other restriction related to physi­
cal tariff constraints. Government intervention in the fertilizer is 
liberalized.

In the FY 1998/99 the import o f  the total fertilizer was recorded 
amounting to 159,498 metric tons. Tlie market share o f  AIC was 
estimated to be 57 percent and that o f  private sector was 43 per­
cent (fertilizer unit). The fertilizer use by nutrient per hector o f 
arable land was 26.60 kg. for 1998/99.'

It was found that in the F Y 1999/00 to 2000/01, the National Coop­
erative Federation had supplied urea imported from Indian Farm ­
ers’ Fertilizers Cooperative (IFFCO) as inter co-operative busi­
ness linkage. In the current FY 2002/03 NCF is importing 10,000 
metric tones from IFFCO for which orders have been placed, and 
it is in the offmg.

' Meeting the fertilizer: A study on N epal’s fertilizer trade liberalization programme 
by B .B . Basneyat, October 1999. W INRO CK International.
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3.1.6 Crop Diversification

Nepal is heading for the diversification and commerciahzation of 
her farm  products from  the subsistence pattern  o f  farming. 
Nowadays, fanners seem to be attracted to high valued cash crops 
and vegbtable, which are supposed to be cost effective'i.e. the 
crops o f high returns. Farmers have realized that the market potential 
o f such product is acute which inclines them to be commercially 
involved in tlie production o f these products. They now feel that 
high valued cash crops are more profitable than the food crops.

In the F Y 2001/02, shares o f  food crops and cash crops in the total 
production o f major crops are estimated to be 65.6 percent and
34.4 percent respectively compared to 66.1 percent and 33.9 percent 
in the fiscal year 2000/01. It is also worth mentioning that per 
capita vegetable consumption is estimated to have increased to 59 
kg. in the FY 2000/01 against 55 kg. in the year 1999/00. The 
population o f livestock also has considerably increased in the same 
period.

Looking at the change in crops production and attraction in the 
livestock raising, diversification in agriculture has gradually taken 
place from traditional crops to commercial vegetable and cash crops, 
and from traditional livestock farming to commercial farming and 
from liquid milk production to varieties o f milk production.

The land productivity o f  cereals varies from different crop. The 
productivit)’ o f  paddy is 2 .7 metric ton per hector, that o f  maize is
1.8 metric ton per hector and that o f wheat is 1.8 metric ton per 
hector in the F Y  2001/02. In the same FY it is also estimated that 
the production o f  paddy, maize and wheat is 4.17 million tones, 
1.51 million tones and 1.26 million tones respectively.

The average productivity' o f milk from cow and buffalo are 397 k.g. 
and 830 k.g. respectively in the fiscal year 2001/02. The milk pro­
duction is found to be 1.16 million tones. The growth rate o f  the 
milk and milk products is 3.08 percent in the FY 2001/02.

3.1.7 Cost of Production

The minimum cost o f production is the basic factor for the compe­
tition in the open market. The increase in production is dependent
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on the return o f production cost involved. It is helped by an amount 
o f incentives. HM G had adopted the policy o f minimum price sup­
port scheme for paddy, maize and wheat, which are considered as 
the major agricultural products. Under this scheme, support prices 
were to be set each year by the Department o f Food and Agricul­
ture Marketing Services (now under the Ministn,' o f  Supply). These 
prices were determined from the local cost o f production and prices 
prevailing in border market in India. But this system was abolished 
since the F Y 1998/99. The cost o f paddy production” can be cited 
as support price fixed by the Nepal Food Corporation (NFC). The 
support price is often lower than the market price.

Table-7: Price of Paddy in Different Fiscal Years

Fiscal Year NCF Support Market price

1991/92 3,800 to 4,000 5,250 to 6,750
1992/93 4,750 to 4,950 5,100 to 6,450
1993/94 5,000 to 5,500 5,200 to 6,450
1994/95 NA NA
1995/96 NA NA
1996/97 NA NA
1997/98 NA NA
1998/99 6,500 to 7,250 NA
1999/00 NA 7.500
2(KK)/01 5,800 to 6.250 NA
2W)l/02 6.200 to 7,500 NA

Source : Agriculture Input Corporation

3.1.8 Quality of Production

To produce high quality product needs additional efforts and cost. 
The interest o f the farmers to produce high quality products has 
gradually been increasing. The efforts too, are equally being 
launched to make available the several factors o f  production such 
as improved and high breed seeds, use o f  balanced fertilizer, 
favourable climate, tim eh’ cultivation and harvest, adequate irriga­
tion, use o f modem tecluiology from the government as w ell as non
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governmental organizations. Price incentives in terms o f ' price 
Support and adequate premium are absolutely necessary and highly 
expected for the high quality produce, which meets demands o f the 
consumers. Therefore, the high quality produce must match ac­
cording to the demand o f consumers and traders. Such situation 
has gradually been de\ eloping in the Nepalese market,

3.1.9 Agriculture Policy

Agriculture has always remained a priority sector in the plan his­
tory o f Nepal. Being one o f the most important sectors o f the 
economy both in terms o f employment and gross domestic produc­
tion, a substantial chunk o f resource has been channeling through a 
series o f agricultural development programmes in this half century' 
long period, however, the resuk seems mixed -  the progress being 
lower than expectation.

One o f the examples o f these efforts is the policy; to independently 
develop the agro-potential in all three regions o f  the country; 
livestock in mountain, horticulture in hills and food and cash crop in 
Terai which was adopted by the sixth five year plan. Likewise, co­
operative approach had been followed in several plans to meet the 
farmers demands such as agro inputs, credit,, medical service, m ar­
keting o f the product, population education etc. But both cam ­
paigns were limited by partial success. Lack o f practical assess­
ment and understanding o f the nature of the interlinkage and peoples’ 
indifference couplcd with weak implementation networks limited 
the launched programmes to realize its objectives. But the second 
approach entirel)- was the government interest and imposed on the 
people bypassing the basic norms o f the cooperatives - need based 
and member oriented institutions to meet their common goal from 
their own effort where go\ eminent could only facilitate them.

Land reforms programme, as one o f the most ambitious integrated 
policies in the history o f Nepalese development experiment related 
to the agriculture has also the same stor\- that, at large was ineffec­
tive trial.

Likewise. Nepal from the ninth five \ ear plan has headed her agri­
culture througli the 20 }ears master plan known as Agriculture 
Perspective Plan (APP) started since the F Y 1995/96 having the
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main objective o f povert}’ alleviation lowering the povert\' percent 
to 10 percent. In the context o f slow agriculture growth, low in­
come o f majority o f niral people, low sa\ ing. non - existence of 
investment opportunities etc.. APP has set the objective to speed 
up the rate o f o\ erall economic development and restructuring the 
ongoing programmes, additional prograni'ne budget and manpower 
management.

APP states that it will accelerate Nepal's agriculture growth rate 
by two percentage points from about 3 percent per annum com­
bined with a decline in the population growth rate from 2.5 percent 
to 2.0 percent, this represents a six fold increase in the growth o f 
agriculture output per capita: from the current insignificant rate o f
0.5 percent to a rapid 3 percent. It also expects that the proportion 
o f the niral population in povert\' w ill be onh one quarter o f that at 
present.

APP has found on the balanced agricultural development in the 
three regions mountains, hills and Terai. APP is found to have 
focused the agriculture development through the following differ­
ent heads.

a) O utput Investment

i) Priority areas o f investment w ill include irrigation, road 
and pov\er. teclinology and fertilizer.

ii) The participation o f private sector will be encouraged.

h) P rio n ty  Output

i) Livestock sector will be encouraged by making it com­
petitive w ith the participation o f private sector.

ii) The public sector w ill remain as an efficient agency op­
erating without subsidy price or capital support.

c) Role o f  Private Sector

The private sector must be responsible for expansion o f the neccs- 
sar> production, marketing and processing acti\ ities for livestock. 
Market pricing s> stem w ill be left to operate so as to direct activi­
ties to the most economical and effecti\ e teclinology and manage­
ment system, with the support o f the public institutions such as the
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Nepal Agriculture Research Council (NAARC), Department of 
Agriculture Development (DOAD) and Agriculture Development 
Bank o f Nepal (ADB/N).

c/i High Valued Crops

i) High valued crop section is emphasized through inten­
sive high valued crop production and diversification o f 
high valued commodities in the private sector since the 
role o f the government is small.

ii) Women will be encouraged to play a vital role in the pro­
duction o f all high valued commodities.

iii) Emphasis will be laid on tlie road, irrigation and. research, 
public investment requirements for high valued crops and 
institutional support for them.

iv) Farmers will be helped to have an access to or business 
relationship with traders and other market intermediar­
ies o f the larger market networks and to provide the nec­
essary' technical support for high valued crop production 
and marketing o f sericulture, ginger processing, carda­
mom drying, food processing, tea and coffee processing, 
angora farming and dairy products, meat and fish pro­
cessing.

\ ) Intercropping o f cash crops and high valued non-timber 
forest products along with the plantation o f tree species 
will be encouraged in the forest plantation in the private, 
leasehold and government forest.

(e) Poverty and  F ood Security

i) The poor will be helped to organize themselves into groups 
that can press for action to deal with the remaining pov­
erty.

ii) Efforts will be made to reduce regional imbalances agri­
cultural production in mountains, hills and terai by increas­
ing irrigation, improving technolog}' and increasing fertil­
izer use.

Food at subsidized price will be available to people living in inacces­
sible and resource poor region in order to tackle the transiton ' na­
ture o f  po\ erty and food insecurity.
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3.1.10 Government Support

Out o f the 81.2 percent agriculture depended population it is esti­
mated that 65.7 percent farm population are directU' in\olved in 
agriculture and more than 38 percent o f the total population are 
below the povert}' line. But th'e annual growth rate o f  agriculture 
sector has remained only to 2.9 percent. This reveals the fact that 
the country has no way but for concentrating its focus on this sec­
tor to achiex'e the national goal. It is equally considered that the 
government should come forward to provide support to the agricul­
tural development programmes among other development activi­
ties since it is accorded the first priority in ever)' plan.

Agriculture inputs such as fertilizers and the interest on loan were 
heavily subsidized b\- the government through AIC and ADB/N. 
Still the government has a leading role to support the agriculture 
extension services, research and information. Processing facilities 
for seed, milk, sugar, tea etc have been installed and run through 
government or through its support in the different parts o f  the coun­
try where farmers have an easy access to the market and trading 
center. The technology services are disseminated to the farmers 
through the education and training at village, district and national 
levels.

3.1.11 Import and Export

The total import o f agriculture commodities i.e. food grain, live ani­
mal. tobacco and beverage accounts to Rs 4736 2 million and 5772.4 
million in the fiscal year 2000/01 and 2001/02 respectively. The 
import o f  goods had increased by 9.21 percent in the FY 2001/02. 
(See Annex 6)

The commodities equivalent to Rs. 3,961.4 million were imported in 
the FY 2001/02 as against about 3307.4 million in the FY 2000/01 
compared to the tw o FYs 19.77 percent o f import is found to have 
increased. In comparison between the import and export o f agri­
culture commodities, the foreign trade o f agricultural commodities 
is found to be imbalance. The increase o f import is found to have 
been 23.42 percent against the export.

In view o f agricultural situation, it is agreed that the agriculture has 
to go a long way to commercialize and to be competitive.
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3.1.12 Issues Emerged by the Introduction of liberalization 
and globalization

The impact o f  new economic order emerged in the mid seventies 
i e. hberahzation, a school o f thought for development strategy be­
lieving the free flow o f goods with less g'o\ emment inter\'ention 
irrespective to the national borders has seriously influenced the 
agriculture o f the least developed countries like Nepal. Tlie phi­
losophy that advocates not only the issue o f transfer o f  ownership 
from public to private but also includes ftinctions o f  production, 
import, and marketing has become both the opportunities and chal­
lenges for the developing economies. Its inajor characters arc de­
control privatization and deregulation o f trade.

In the same line, the agriculture o f  the de\ eloping countries has to 
respond to the impact o f  globalization-closeh linked w ith liberaliza­
tion, which refers to the term for increasingly complex interaction 
between -individuals, enterprises, institutions and markets across 
the national borders. Globalization is manifest in the growth o f 
trade, teclmology and financial flows.

This new' economic order has emerged two powerful winds for the 
Nepalese economy, particularly in the agriculture sector. On the 
one hand, globalization and liberalization would improve production 
efficiency and in the long run will increase the income o f the agri­
culture producers, alleviate poverty and attain food security, on the 
other hand, the least developed economies like Nepal has experi­
enced the negati\ e impacts and have to find means on how to cushion 
the negative impact o f  these changes. The impact o f these changes 
are fiirtlier aggravated by the pressure o f increasing population, 
changing consumption patterns on the demand side and the declin­
ing availability and sustainability o f natural resources and factor 
productivity on the supply side.

Tlie least developed countries can not fully realize the opportuni­
ties offered by the market liberalization as a result o f the lack of 
infrastructure, poor communication facilities, inadequate market 
information on prices, qualities and quantities o f the products and 
lack o f credit. In such circumstances, Nepal, since is a member of 
international communit), can not remain in isolation from the inter­
national community has to set up a social and economic relation 
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with a large number o f friendK nations in the world. Tlierefore, 
she has to come in the fold o f the global club adopting liberalization 
and globalization policy other\\ ise, it would have a hard time for her 
to exist among the international communit>, However, she has to 
protect not only the interest o f the people but also that o f the nation.

Tlie liberalization and globalization policy has emerged a number o f 
positive and negative issues particularly in the Nepalese agriculture 
sector. They are as follows.

1. Although the agriculture sector is much potential sector, the 
government has to push up for its improvement. It has been 
providing technology support to farmers for the generation of 
productivity, production and quality improvement, financial 
support to them for necessary' investment in their farming and 
fertilizer support at subsidized rate. The policy o f’ reduction 
o f subsidy and subsidy cut has to be adopted.

2. Since the policy o f privatization is followed, the private firms 
have entered into fertilizer business. The decontrol and de­
regulation are major issues emerged in importation, pricing 
and marketing.

3. Decontrol o f export and import o f  agricultural commodities 
has become critical issue.

4. Unhealthy competition is prevalent in agricultural commodi­
ties.

5. Sub standard fertilizer and insecticides and pesticides are 
widely used in the farming.

6. Low tariff wall has encouraged for importation o f agriculture 
commodities.

7. The transfer o f technology is also a significant issue.

Tlie policj' o f  liberalization and globalization has positive and nega­
tive impact on the Nepalese agriculture sector. Some impacts are 
listed below:

a) Positive Impacts

1. Role o f the private sector is enhanced.

2. There is a  greater degree o f economic efficiency.

3. New opportunities have taken place.

31



4. Transfer o f  modem technology will be easily available.

5. Positive impact on food security,

6. Government has been free from the process o f complexities 
o f subsidies.

7. Necessary instruments have become easy.

8. Private traders are competmg with each other. This has been
in favour o f the people.

9. Free entry has made the agriculture commodities available.

10. Poverty alleviation will be favourably supported.

(h) N egative impacts

1. Agricultural commodities imported have destabilized the price.

2. Monopoly o f multinational corporations may suffer.

3. Widening the gap between the rich and the poor.

4. Period given to developing countries to adjust is short.

5. Agricultural commodities with sub standard are sold in the 
open market. Farmers complain that spurious and substan­
dard fertilizer use in their farming has reduced the productiv­
ity and production and spoil the farming soil.

6. People are exploited by creating the artificial scarcity o f agri­
cultural commodities.

7. Possibility o f dumping o f the foreign goods.

8. The price o f farm products is not competitive. There have
been several reasons: farmers use the traditional type o f farm­
ing system, they have to use the spurious and sub standard
fertilizer supplied by the private traders, productivity and pro­
duction o f agricultural products are very’ low, the cost o f  pro­
duction is high, they are not able to get reasonable price of 
their farm products.

9. M ajority o f the people in the country are in the rural areas 
where their liveliliood is derived from the agriculture and where 
m ajority  o f the people are below the poverty line. Their 
incompetitiveness in terms o f productivity and production, use 
o f modem teclinology, that o f  quality inputs, marketing skilled 
m anagement has rather discouraged them and created the
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unemployment problem. This has helped mcrease the pov- 
ert}' instead o f its eradication.

10. Discriminatorv' provisions withm W TO system, substantial 
declining investment in agriculture; makes developing nations 
more vaiinerable.



CHAPTER IV

4.1 Cooperative Practice in Agriculture

Agriculture has remained both the background and the most influ­
ential sector o f the Nepalese economy. It is a crucial fact that it has 
significant bearing in the overall de\ elopment endeavour since it is 
the main source for over 80 percent people both in temis o f depen­
dency and employment. These people who are basically small and 
marginal in nature are in need o f  adequate support for their socio­
economic activities. In such situation, agriculture cooperatives, since 
the}' are operative in those sections, are supposed to be able to help 
transform them from being mere producers to become better farm 
managers and business entrepreneurs and more market oriented to 
be globally competitive. For this creation o f  right policy environ­
ment is necessars', one that will support the adoption o f more m ar­
ket oriented production system and create institutional and policy 
reforms and integrate small farmers necessar>’ for the develop­
ment o f agriculture development.

4.1.1 Historical Background of Cooperative

a) In form al C ooperative Sector

Cooperation among relati\ es and members o f different segments 
o f the communities through a socially accepted institution has been 
in the practice o f  the Nepalese culture from the time immemorial 
and this m aj' be a relative term for ‘cooperatives’ that was classi­
cally exercised through the informal sector in the Nepalese societ­
ies. Formation o f such mfomial cooperative groups with sizable 
persons has remained a common component o f the Nepalese so­
cioeconomic structure for generations, however, no attempt has 
been made to deeply recognized them as cooperatives. The objec­
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tive behind this initiation was to meet the needs o f tlie members/ 
non-members o f the institution or the fanners in the loose sense 
since the}' were in the subsistence econom>'. Those groups were a 
kind o f self-help organizations which were not legally supported. 
Such groups are still being practised in a wa>- o f infomial groups. 
Some examples o f such groups are referred in the follow ing:

i) Mankajya:

Mankajya, a classical institution evolved in. the Newar community 
and its proximity, refers to the ‘joint work' and is fomied among the 
farmers residing in an accessible place where they can meet during 
the time o f needs. The main objective o f these organizations is to 
voluntarily support their members in the farming, social and cultural 
activities and to exchange labour w ithin the group as per the coop­
erative spirit. It is still popular in the Kathmandu valle>.

ii) Parm a

Parma, in the common understanding, is described as mutual coop­
eration . It is operated among the people who voluntarily agree to 
join it for mutual cooperation, particularly, in the farming as well as 
non-agricultural activities by way o f contributing voluntary' labour 
as well as money. This is being practiced in the western part o f 
Nepal and in the hilly areas o f Kathmandu valley.

lii) Dliikuri

It is an organization in which community members voluntarily agree 
to join for mutual cooperation in the areas o f agricultural and non- 
agricultural activities. Each member o f the Dhikuri is morally obliged 
to contribute certain amount o f money in the certain period o f time. 
The group meets according to the date mutuall> agreed upon. The 
fiind o f Dhikuri is utilized through bidding or alphabetical order o f 
names against the collateral and through the joint responsibility. Tliis 
t> pe o f self - help group is ver\- popular in the northern part o f 
Nepal and even in the Katlimandu valle\'.

iv) Dharnia Bhakari

It is literalh defined as foodgrain fiind for religious purpose in the 
fanning communities. It is constituted by those farmers who are 
voluntarily willing to be associated w ith for making contribution o f
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foodgrains. The fiind either in cash or in kind is utihzed when its 
members need just before the start o f  cultivation and during the 
scarcit}' period o f foodgrains It is bemg practiced in the western 
part o f  Nepal. It is also considered in the modem sense that it is an 
organization for the food securit\ and protects its members during 
the time o f food scarcit}'.

v) Guthi

Guthi refets to a kind o f cooperati\ e trust. It is a group o f people 
who accept to join it on the voluntary- basis and who contribute a 
certain amount o f mone>’ or labour or in kinds. The objectives of 
gutlii are confined in the social, cultural and religious purposes which 
include religious and fiineral perfomiances, financial and labour 
support to its need>' members, and other communitv' members too 
who are not its members. This system is ver\’ much known b}’ the 
people o f  Nepal and popular in each Nepalese community.

Particularly, the people associated in the guthies in Katlimandu val­
ley are found to have maintained the Nepalese culture and heritage 
as well.

h) F orm al Cooperative Sector

Since the informal cooperative sector has limited activities and cov­
erage for the betterment o f social,, economic and cultural lives of 
the people, it could not take a concrete institutional shape from the 
micro le\ el de\ elopment point o f view Until the fifties o f the last 
centun,, the agricultural development programmes and initiatives 
were virtualh negligible. It was found that neither fanners were 
paid keen attention in putting necessar\- inputs and new' technology 
in their farms nor the land owners made necessary' investment for 
the growth o f agricultural productivity' and production. The agricul­
tural economy was in stagnant state in the traditional farming sys­
tem.

Following the collapse o f autocratic fam ih rule o f Rana and the 
promulgation 6 f democracy in 1951, an interim government was 
instituted. The interim government decided to explore the possibili­
ties to bring changes in the economic and social life o f the people.

In 1953. the Department of Cooperatives (DoC) w'as established in



order to improve the agricultural productivity and production.

The cooperative development was initiated as one o f the important 
components under the First Five Year Plan (1956/57-1960/61) in 
the F Y 1956/57. The plan held the view " if  the cooperative move­
ment is developed in health}- and efficient marmer. it will progres­
sively abolish excessive rural indebtedness, contribute significanth 
to the raising o f living standard and develop among the members o f 
cooperatives, versatility, capacity for organization, self-respect and 
ability to conduct their own affairs in an honest and democratic 
way."

Tlie plan envisaged that the cooperative development could be one 
o f the suitable ways to improve rural povert}'. It was introduced 
with the formation o f micro credit organization know n as credit co­
operative in Chitawan district in Nepal for the first time. The mam 
objectives o f  these cooperatives w ere to extend micro credit facili­
ties and agriculture inputs to the fanners through their cooperatives 
in order to improve their economic and social status.

During the plan period, the Cooperative Act, 1959 and Coopera­
tives Rules, 1961 came into effect as the legal framework o f coop­
eratives. A num ber o f cooperatives, thereafter, were registered 
and their focus was virtually for the agricultural development. Train­
ing arrangement for the managing committees, members and em­
ployees o f  the cooperatives and the staff o f  the department o f  the 
cooperatives was made so that the>' might be able to run and guide 
the cooperatives.

Tlie successive economic development plans were implemented 
keeping the agriculture sector as one o f the HM G's priority sectors 
with the main objecti\ e o f bringing improvement in agriculture. 
Various measures have been employ ed to promote and support the 
cooperative. But, despite these well intended efforts, the actual 
accomplishment from these initiations have not been realized as 
expected. A number o f factors have been found to be responsible 
for such a situation.

It is commonh agreed that the government policies on cooperative 
dev'clopment have been inconsistent and incomprehensive. Conti­
nuity has been disaipted b\ the several changes o f the government
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institutions responsible for cooperative development in this period. 
Likewise, the lack o f  professional management, dedicated and sin­
cere leadership and elite members seemed to jeopardize the verv- 
goal o f the plans and programmes for the cooperative develop­
ment.

Lack o f ph} sical infrastructure and efficiently managed institutions 
to implement government policies and political interference against 
steps taken to those who have been involved in fraud, misappro­
priation and default were the other major drawbacks that helped 
set the poor performance o f agriculture cooperative and they w ere 
the main disrupting factors o f the cooperatives’ success in the past.

The governments o f  the day could not realize that conducive envi­
ronment w as the prerequisite for ths healthy growth o f the coop­
eratives. The government and parastatal organization have been 
found to be negative for the cooperative development. Such situa­
tion have existed in extension o f agricultural services, inputs sup­
plies, extension o f loan services and making policy etc.

Besides these constraints mentioned above, establishment o f most 
o f the cooperatives was based on the top-down approach adopted 
by the government. These cooperatives have not been in accor­
dance with the needs and aspiration of the members. This has 
resulted in the loss o f  interest, dedication and active participation in 
their cooperative activities.

4.1.2 Present Situation of Cooperative Movement

After the restoration o f  the democracy in 1990, a comprehensive 
study about the cooperative was carried out by the National Coop­
erative Federation Advisory Committee. The study report laid 
emphasis on full-fledged autonomous and independent cooperatives 
and recommended that the National Cooperative Federation (NCF) 
should be established and replaced the then Sajha Center (coop­
erative center) established in 1961. In line with the past experi­
ences and recommendations o f the Comniittee, a big change had 
taken place with the cooperative legislation that came into effect 
since 1992. The report emphasized that cooperative would be au­
tonomous and independent association and w'as to be operated with 
the policy o f minimum government interference.
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Since the cooperative movement has been freed from the mmimum 
government interference, cooperative o f all kinds and at all levels 
shall have to initiate and regulate their activities within its own pro­
fession and organization. As a result, a dramatic change took place 
all in terms o f numerical growth o f cooperatives, share capital, vol­
ume o f business, generation o f employment etc.

It also appears that HM G has underlined the importance o f  coop­
eratives by changing the name o f the M inistr\ o f Agriculture to the 
Ministry o f Agriculture and Cooperatives.

Likewise, a big change is found on the role o f DOC. The respon­
sibility o f audit has been given to the cooperatives themselves. DOC 
is supposed to look after promotional activities, maintenance o f the 
information o f cooperatives, monitoring and supervising and regu­
lating formalities as per the ver>' spirit o f  the cooperative

However, DOC does not seem to be effective to regulate the ac­
tivities o f cooperatives. One o f the most and serious factors im­
pending the effectiveness o f DOC, in reality, is that it had the strength 
o f total 794 manpower that was until the F Y 1991/92 and it contin­
ues the same number until today whereas the number o f coopera­
tives have increased from 884 to 6484 in the same period. The 
turnover o f  the manpower has been tremendously ver>' high, since 
its manpower is under the general administrative service under which 
employees are transferable to any other administrative posts.

HMG, immediately after the restoration o f democracy, has supple­
mented the movement by establishing one more parastatal agency 
- the National Cooperative Development Board (NCDB) under the 
National Cooperative Development Board Act. 1992. NCDB has 
been assigned with the mandate o f formulating cooperative policies 
and plans and implement them as per the H M G ’s approval, provid­
ing technical support for the development o f cooperatives to their 
promotion and protection, establishing harmonious relationship among 
different agencies o f HMG, cooperatives and non governmental 
organizations etc. But tlie expected contribution and desired achieve­
ment o f the Board as per the assigned mandatory' under the act has 
been satisfactory so far.

It is also argued that NCDB had been established contrary to the
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recommendation o f the National Cooperative Federation Advisory 
Committee. Moreover, the then Sajha Center was replaced by 
NCDB. This has created the doubt among the general coopera­
tives that at any time, cooperative v\ as the subject to be taken by 
the government and ceased tlie ver\' spirit o f independence. Since 
NCDB has been constituted as a political oriented body in nature, 
as it is headed politically - from the Minister o f Agriculture and 
cooperatives. Tlie Co-chairman and the Member Secretary (the 
executive head) are political appointees and the members o f  the 
Board are comprised o f  HMG executives the Secretary o f the Min­
istry o f  Agriculture and Cooperatives and the Governor o f  the Cen­
tral Bank (Nepal R ashtra Bank) and ex-officio members from 
National Cooperative Federation (NCF) and central cooperatives 
unions, five members from each development region o f the country 
are nominated on individual basis.
Besides these government controlled organizations, Nepalese co­
operative movement has been headed by NCF -  the apex body o f 
the cooperatives, o f all kinds and levels that comprise o f  three Cen­
tral Cooperative Unions (single propose), 105 Single Purpose and 
Multipurpose Cooperative Unions at district level and 6,484 pri­
m ary level Single Purpose and M ultipurpose Cooperatives have 
come into existence at present. Details about the growth, types, 
levels, shares and memberships o f the cooperatives have been given 
in the Table No. 8 a, b, c and d.
After the enactment the Cooperative Act 1992, the Nepalese co­
operative movement has w itnessed b>- an unprecedented pace o f 
development, especially in terms o f numerical growth including non- 
agricultural cooperatives. The number o f cooperatives has reached 
to6 ,484  by the end oftlie FY 2000/01. Out o f  them, 5,792 including 
savings and credit cooperatives are agriculture cooperatives and 
represent 90.48 percent. The coverage o f these cooperatives is 
estimated to be 1.02 million households which accounts approxi­
mately 5.10 million o f individuals that is 21.98 percent o f  the total 
population o f the country.
About 1.02 million members are found to have been held the shares 
o f  tliese cooperatives amountmg to Rs. 399.56 million which is 86.99 
percent o f the entire share capital.
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It is also observed that a large number o f savings and credit coop­
eratives are established in the raral areas where there is an acute 
pressure o f  povert> and unemplovinent. However, these coopera­
tives have collected deposits as savings through their members aiid 
nonmembers from the sections having ven»' limited resources at 
their disposal, who represent basicalh the poor and lower income 
segment in the Nepalese economic statistics. The deposits collected 
b \’ these cooperatives is estimated to Rs 1057.30 million by the F Y 
2000/ 01 .

Agriculture cooperatives, on the other hand, has remained as one 
o f the most important component o f the Nepalese cooperative move­
ment aiid an influential approach to address the socio-economic 
development o f  the country since the> are basically established in 
the rural areas where majorit> o f the population are dependent on 
agriculture. These cooperatives are found to have dealt very gen- 
eralh' witli the supply o f agriculture inputs like, fertilizer, pesticides, 
seeds, agro-tools and implements as well as other activities related 
to agriculture production and distribution o f  these products such as 
foodgrain marketing, collection, processing, and marketing o f milk 
and milk products including savings and credit activities. Tliese co­
operatives have total turnover o f almost Rs. 6.724 million which 
amounts to 91 .^1 percent o f overall cooperatives' turnover. This 
can be clarified from Table-9 as shown overleaf

The numerical growth o f cooperative sector, as mentioned earlier, 
has taken place for the last couple o f years, how ever, their qualita­
tive growth and sustainability have not been ensured yet, as wit­
nessed by their deteriorating financial position day by day. There 
seems several impending reasons responsible for their qualitative 
declination to the bad shape.

It is said that the first reason responsible for this declination is the 
investment o f a huge amount o f loan w ithout am- feasibility anahsis 
o f the financial position of many agricultural Cooperatives when 
they w ere under the management o f Agriculture Dc^ elopment Bank 
o f Nepal (AL)B/N) in the past. The second reason may be the 
interest spread that was set for cooperatives -  the interest rate 
between the pa\m ent and charge was \ cr} minimal and unable to 
generate profit. Such margin could not meet e\ en the cost of loan



0

1

-a  — c ^

£

Sc
C5

G

Q.
O

Pn

C

CO ^<?* o-> o c o

2
a .CJ

e

t

ECJ

■D
S

-C

u

Oi)
<

z :
y:

>:

Q

. 4>
^  o 

i|

O  oc c :P~

C'i r-
$  2

rs r<i
S  s

s
'0

a .  
. o  

§■ ^  o r

oc o  ^
r -  O

1— ^  *n— r-;'̂ . f̂ . H

r̂  ON (N
O P 30ri O

\o rn 
r -  o

y;

x;

I I
Cu

O' r^,
o o  ■'̂  r-

Ch
DC

n •r> r - r^, (N r i
m •/-) t -' O (N ‘/~i
0^ c ? r i On

in
r̂ < r i

r j•r> r-
r̂ ,

r -
r -

o d r i d r i
un

o _r; 1>
y: —

=3
X

(N O' ri »n

oc '.C CN o r^ 00
o ■n T̂N rr-^ o o '/- ) - - ocI—

i < <—i
n ON

r ^
'O
O^

n

mD

f > 00 o o> sC
o r*-. o r ^ j r - r - r̂ i

r<~, 00 f— r i >ri r-,
r - "o oc r^

-
CN
</-)

TT > n OC ON
ON r - un "sC r - oc r4

—■ r i in oc ON • n

oc oc \C On r i f-^
r̂ ; — r - ON ON

'C '/S >n ri
r i rs

o
CJ

-D

z  £

?u

44



administration. The loan received from ADB/N was to be kept idle 
for a certain period o f time until the loan disbursement process was 
completed. The interest loss suffered between the loan reception 
and disbursment resulted in a heavA loss.

Another limiting factor for the growth o f these cooperatives was 
that ADB/N invested a big amount of resource in the fixed asset as 
godown construction w ithout any study for business feasibilitN and 
pre consent from the concerned agriculture cooperatives. A large 
number o f godowns w'ere constructed in the different parts o f the 
countr>- for the agricultural cooperatives. S im ilarh. the interest in­
curred by the default o f loan was capitalized.

Inability o f loan repayment hindered the continuity to their business 
operation since the defaulting agricultural cooperatives were not 
receiving loans from ADB/N. In addition to these, there are man\- 
other factors which have contributed to make the agriculture coop­
eratives' economic and financial position \veak. There were lack 
o f monitoring in their activities, inconsistent government approach 
on cooperatives, high turnover o f the cooperative employees, lack 
o f professional staff, dearth o f dedicated and sincere leadership, 
individualistic approach towards the activities o f cooperatives, ab­
sence o f  transparenc}' in economic activities, ineffective gover­
nance, lack o f financial discipline, lack o f member education and 
training etc.

Taking into account the above factors, an assumption can be made 
that only 61-K8 percent o f  the agriculture cooperatives are esti­
mated to be economicalh' viable out o f  total 6.484 cooperatives. 
According to its break-up 2,505 agriculture cooperatives 1.317 dairv 
cooperatives and 1.971 savings and credit cooperativ es are consid­
ered to be viable.

4.1.3 Structure of Cooperatives

The cooperativ e dev elopment o f Nepal was government sponsored 
programme m the past. But the cooperatives, being one o f the 
people centric approach need favorable environment, and some 
inlierent ccryponents like people’s active involvement, democratic 
culture, gov ernment's legal. ph\ sical and teclmical support and strong 
commitment, amicable relation and coordination among the con-
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cemed agencies in the interest o f  cooperative development, main­
tenance o f financial and administrative discipline, effective gover­
nance in a transparent manner, professional manpower, flow o f 
infomiation and communication etc. To prepare sucli en\ ironment. 
government agencies, parastatal agencies and cooperatives at all 
le\els with their networks are significant]) important. The organi­
zational structure show s the position o f concerned agencies' hier­
archical relation and coordination, line o f infonnation and commu­
nication etc.

In accordance with the organizational structure, the Ministrx of 
Agriculture and Cooperatives (MOAC) at highest level governs its 
central lev el netw orks and their regional and district level networks 
and parastatal i.e. semi governmental agencies All these agencies 
are responsible for administering and facilitating the cooperatives 
for their effective and efficient operation. They are placed in the 
different position vertically for indicating line of authorit} and hori­
zontally for maintaining mutual relation and cooperation and flow of 
infonnation and communication in the interest of cooperatives at all 
levels.

The organizational structure shows that MOAC has close relation 
with the NCF.

Tlie cooperative movement comprises o f three tire system in case 
o f the agricultural cooperatives sector under which primars agri­
culture cooperatives operate at the grassroot level, district agricul­
tural cooperative union at district Ica cI and NCF at national level 
ahd they are vertically related.

Specific or single purpose cooperatives have four tire system; pri­
mary single purpose cooperativ e at the grassroot level, secondary 
single purpose cooperative union at the district level, single purpose 
tertiar) level cooperative union at the central level an NCF at the 
national level are verticalh' placed in their position

Agriculture and specific single purpose cooperative at all levels 
have vertical and horizontal linkages for their mutual cooperation. 
NCF has remained a common organization both for agriculture and 
single purpose cooperatives. E ven secondar>' le\el cooperative 
union irrespective to agriculture or non-agnculture - single purpose 
cooperati\es and central cooperative union ma> join NCF
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It is also found in the organizational structure o f the Nepalese co­
operative/ movement that smgle purpose cooperative or union are 
free to be associated with district agricultural cooperative union. 
Single purpose cooperatives can fomi the single purpose coopera­
tive union at the district level and district level cooperative unions 
can form central level cooperative union. This system has created 
such a situation that secondary level single purpose cooperative 
union has been b> passed b> the primary level single purpose coop­
eratives and made verj' ineffective.

In order to make the secondan,' and central level cooperative union 
more effective it is necessar}- that secondar}' level single purpose 
cooperative union should be the organization o f primary level single 
purpose cooperatives, and central level cooperative union should 
be the organization o f secondary level single purpose cooperative 
unions. And that, in the long run, NCF should be the organization of 
district and central level cooperative unions.

At present, it appears that only primar>' cooperatives are fully busi­
ness oriented organizations. At this level, political interest in ever}' 
affair is found to be very low that may help them to be ftilly profes­
sional or business oriented. Therefore, it is equally important for the 
cooperatives at all levels that they should compulsorily be involved 
more on cooperative business. Economic activities are bound to 
run on economic business lines. If  this kind o f practice is applied to 
the cooperatives - especially the district level to central level, one 
o f the most important impending factors for growth o f cooperatives 
that is ill-spirited politics, would be minimized. The details o f  organi­
zational structure o f  the Nepalese can be seen in the organizational 
flow sheet. (Chart No. 1)

4.1.4 Types of Cooperatives

The Cooperative Act. 1992, with the provision, o f  liberal legal a r­
rangements for governing spontaneous cooperatives has ensured 
that any group o f people is free to organize cooperative in order to 
improve their social, economic and cultural lives. And consequently, 
a large number o f cooperatives have been organized in the differ­
ent parts o f  the countr\'. They can broadly be categorized into two 
t>'pes: agricultural cooperatives and non agricultural cooperatives. 

In the agriculture sector, multipurpose cooperatives mostK' deal with 
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agriculture inputs such as small loans, fertilizers, insecticides and 
pesticides, seeds and implements and agriculture produce market­
ing, consumer goods etc. It is also obser\'ed that a large number of 
milk producers cooperatives have been organized during this pe- 
.riod. These cooperatives are m ainh involved in milk collection and 
sale, sale o f  dair}- equipment, cans, cattle feed, veterinar\ equip­
ment and medicines. Some o f them are found to be engaged in 
milk producing activities under which milk and milk products are 
processed, produced and sold. Some cooperatives produce cattle 
feed and some have been providing veterinary' serv'ices for the people 
involved in livestock.

Vegetable growers cooperatives, sugar growers cooperatives, tea 
grow'er cooperatives, small farm ers cooperatives etc. also are 
emerging in the agriculture sector. Moreover, small farmer coop­
eratives have come into height through the group approach. Their 
main activities are found to be focused on the collection o f small 
savings through the sizable groups with their present small farmers 
cooperatives. They seem to be involved in micro credit activities 
mobilizing the savings that have been invested for their member's 
activities basically on agriculture production, tiiry grocery’ shop, milk 
production, livestock rearing (goat, sheep, cattle, buffaloes poultry' 
pigs, ducks etc.) weaving craft work, irrigation, energy (gas) pro­
duction from animal waste, bee - keeping, cocoon production, fruits 
production, tree plantation etc.
Saving and credit cooperatives promoted by the people themselves 
and by the non governmental organizations (NGOs) and interna­
tional non governmental organizations (INGOs) are spread over 
many parts o f  the rural areas. These cooperatives have been in 
operation mostly among the fami families. Such cooperatives exist 
even in the urban areas where they have operated simple banking 
functions.

hi the non-agricultural sector, varieties o f  cooperatives are found to 
be rendering different kinds o f  services One o f tiie non agricul­
tural cooperatives is transport service which is very popular and 
are rendering transportation services regularly’ and timely to the 
general people at reasonable fair. Health service cooperatives also 
are carry ing out affordable health services and quality medicine 
supply. Likew ise, handicraft producers cooperatiA es deal with pro­
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duction o f wood canned products and metal crafts, woolen and cot­
ton commodities, paper made good^, Women skill development 
cooperatives, however, \ er\' few' in number, have been running to 
boost up women's skill development activities They arc deahng 
with various tv'pes o f goods, and v'ariety o f processed foods.

W ater users cooperatives have emerged in irrigation and drinking 
water sector and energy users cooperatives for electricity. Like­
wise, school cooperatives, printing and publication cooperatives, trav­
els and tours have also been operated in order to render better and 
quality serv'ices to the general people at reasonable price.

As already stated about the secondary, tertiary and national level 
cooperatives v ariety o f agriculture cooperatives including m ultipur­
pose cooperatives have the district cooperative unions which are 
affiliated to NCF. Agriculture oriented single purpose cooperatives 
include many types. But the milk producers cooperatives have milk 
producers cooperative union and central milk producers coopera­
tive union.

Consumers cooperatives have secondary level union and Milk Pro­
ducers' Cooperatives have also their union. In the financial sector, 
saving and credit cooperatives have district and central unions.

Cooperative development has a w'ide coverage focusing for the 
betterment o f  the lives o f  the people. But majorities o f  the coopera­
tives o f all types do not have effective and efficient management. 
However, their members seriously need proper guidance and help 
improve know ledge and skills for their work and management too. 
NCF is the apex organization representing all types and levels o f  
cooperatives,

4.2 Role of National Cooperative Federation

Founded on June 20, 1993, on the basis o f  universally accepted 
cooperative principle as the apex body o f different types and levels 
o f  cooperatives, NCF has enrolled its membership to three tertiary 
levels cooperative unions, 56 secondary level cooperatives unions 
and seven single purpose cooperatives with large volume o f busi­
ness and networks,

N CF represents all primary, secondary an d tertiary level coopera­
tive unions operating in 74 districts o f the country with approxi­
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mately 13  million household members representing 24,35 percent 
o f the total population o f the countr}-.

The vision o f NCF is to promote and establish such Nepalese civil 
society operated through the spirit o f  cooperation from their own 
efforts \vhere equality, democracy, social justice, gender balance, 
and sustainable development through cooperatives will be preva­
lent.

Some o f  the major objective o f  N C F are identified in a specific 
manner. They are as follows.

a) To promote and develop the cooperative movement in the 
country on the basis o f  the universally recognized cooperative 
values, and principle and the people’s need with their own 
initiative and participation.

b) To provide necessary support to the programmes and busi­
ness designed by the cooperatives and unions in order to im­
prove the socio-economic condition o f the people.

c) To assist cooperatives and unions to strengthen their manage­
ment capacity and develop their leadership capacity.

d) To lead the cooperative m ovem ent by represen ting  the 
Nepalese cooperative movement at national and international 
levels.

In order to achieve the specific objectives mentioned above, NCF 
has a number o f roles which are to, be played in the interest o f  
Nepalese cooperative movement and general people o f the countrj' 
and in the international cooperative movement. Some roles under 
three m ajor heads are explained in the following.

1. Lobbying Role

a) To create favourable and conducive environment for the pro­
motion and development o f the cooperative movement at na­
tional and international level.

b) To launch massively publicity programs for creating aware­
ness o f  cooperative spirit among the people and for accelerat­
ing and widening the cooperative movement and cooperative 
activities in a healthy manner.

c) To motivate people for organizing need based cooperatives
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which may be self-inspired, self-reliant, voluntary and autono­
mous and independent.

d) To act as the chief spokesman o f the national cooperatives.

e) To organize a number o f workshops, interaction programs etc.

f) To safeguard the interests o f  cooperative movement.

g) To act as a watchdog for the effective application o f coopera­
tive values and principles.

2. Servicing Role

a) To promote member education and verities o f  training pro­
grams for policy makers, decision makers and business pro­
moters.

b) To guide committee members and employees o f cooperatives 
in order to improve the management and business o f  coopera­
tives either through consultancy or through monitoring activi­
ties.

c) To facilitate the cooperative and their members for having 
technical, physical and administrative support from various con­
cerned agencies.

d) To coordinate betv\een the concerned agencies and coopera­
tives for establishing amicable relation in the interest o f  coop­
eratives and their members.

e) To provide an effective leadership in order to represent the 
cooperative on their behalf

f) To monitor the activities o f  cooperatives

3. Business Role

a) To promote agricultural and non - agricultural busmess in the 
interest o f  cooperatives and their individual members.

b) To collaborate with the concerned cooperative and private 
traders/industrialists to make the business activities effective 
and efficient.

c) To promote agro-based industries and other industries in the 
interest o f  producers o f  raw materials.

NCF, hence, has a lot o f roles to play for the cooperative develop-
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ment as a whole as mentioned above. However, it is severely con­
strained by many factors which have been remained as the im­
pending factors for long. These limitations may be the lack o f 
active participation as well as the absence o f dedicated and honest 
representatives having at least the knowledge o f cooperative val­
ues and principles. Likewise, lack o f  expert manpower in policy 
and decision - making level, lack o f  program review knowledge and 
skills are other limiting factor o f NCF.

NCF, being the apex institution needs the knowledge and skills to 
some extent, about the cooperative business which is lacking at 
present.

NCF, however, is operational in the absence o f the above men­
tioned many basic things. As a leader o f  the whole cooperative 
movement N C F’s role is expected as a  good example for all other 
cooperatives at all levels and replicable in nature. However, some 
o f the roles, played by NCF are noticable but they have little effect 
on member cooperatives and general members o f the cooperatives 
in the country.

The main crux in NCF, it seems, are the absence o f  many basic 
things mentioned earlier. Since N CF has been entangled with many 
difficulties, the roles which are to be played by NCF should be 
thoroughly discussed in the light o f  ingredients required for its ef­
fective and efficient operation Those who occupy the policy and 
decision-making position, should join self criticism forum organized 
by NCF itself Such programs w ill make their working style and 
behavior in cooperative environment and required knowledge and 
skills very clear and prepare suitable base for the improvement o f  
NCF and its role players. In view o f this, necessary steps should 
be taken in time. This will help make the cooperative movement in 
the good shape for the welfare o f  the people and the country.

4.3 Inter Cooperative Relation

Every cooperative’ is- expected to be based on the universally rec­
ognized cooperative principles. One o f the principles is the coop­
eration among the cooperatives. This can be termed as inter coop­
erative relation. The cooperation is socially and economically sig­
nificant for the development o f cooperatives.



Cooperatives are the organization o f weaker sections o f  the people. 
And it is natural that their upper level organizations are also weak. 
Cooperatives are involved w'ith the cooperation o f weak people 
and with their unity so as to make their voice, capacity and bargain­
ing pow'er strong and influential.

Cooperation creates unit}' and solidarity. Unit>' is strength and pow'er. 
Cooperatives are the business organizations based on the social 
and economic coherence.

In Nepal, cooperatives seem to be weak in terms o f human and 
financial resources and technology. Cooperatives, at present, seems 
to be functioning on individual basis that they are competing instead 
o f  cooperating with each other. They are operating in dearth o f 
everything.

Likewise, the secondary' level cooperative unions are also function­
ing in isolation. Neither they are working in cooperation with their 
own member cooperatives nor they are carrying out their activities 
in cooperation with similar level cooperative unions. Such situation 
exists in the tertiary level Ci^operative unions too.

One o f  the most maladjusted parts o f the Nepalese cooperative 
movement is the lack o f  inter cooperative cooperation. There seems 
a large number o f savings and credit cooperatives which have sub­
stantial flinds that remain idle w ithout investment on the one hand 
and many cooperatives are in dire need o f financial support for 

. their business on the other This sort o f resource gap can be ful­
filled through the inter cooperative assistance.

Besides this, there are many areas in which they can mutually es­
tablish their relation. These areas o f relations may be the finance, 
manpow er, information, technology transfer, exchange o f commodi­
ties, joint marketing, sales o f  produce etc. Such inter relation; i.e. 
cooperation between cooperatives to cooperatives, union and co­
operatives, union to union, unions at different levels can be main­
tained on various tenus and conditions at vertical and horizontal 
levels. This will benefit all the cooperatives which have maintained 
relation in the specific areas.

Inter cooperative relation has not ended to national boundary-. Co- 
operati\ e movement has been supposed as one o f the intemation-
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all}' recognized development approaches to address the lives o f the 
millions o f the people o f limited resource and poor. It. has many 
instances o f  international relation betw'een the national cooperative 
movement and the international co-operative movement.

Further it has alr(?ady crossed national boundaries for cooperative 
to cooperative relations in different countries. NCF, in this ver>- 
line has established business relation with Indian Farmers Fertilizer 
Cooperatives (IFFCO) and National Agriculture Cooperative M ar­
keting Federation (NAFED) in the areas o f  fertilizers. Such inter 
relation within the inter country' cooperatives benefits both the par­
ties concerned. It has helped develop social and economic relation 
between the cooperative members o f both countries and aw are­
ness o f  the status o f their cooperatives.

4.4 Share on Domestic and International Market

Nepalese cooperatives are operated particularly within the fami­
lies, o f  poor and limited income sections basically in the rural areas, 
who are dependent on agriculture. Therefore, the major activities 
o f these agricultural cooperatives are confined to tlie supply o f small 
scale and short - term loan, sales o f  fertilizer and other agro - inputs 
and production, collection and supply o f milk and milk products.

In the F Y 2000/01. it is estimated that the agriculture cooperatives 
have contributed to 38.09 percent o f the total formal loan flowed in 
the aggregate agricultural loan extension market. Out o f this amount 
47.73 percent loan has been utilized for the savings mobilization. 
Almost 61.91 percent agriculture loan comes from ADB/N.

Fertilizer business almost was dealt with by the agriculture coop­
eratives until 1997. But following the adoption o f liberalization policy 
in the early nineties, private sector has become free to import fertil­
izers. But no record has been available about the volume o f sales. 
They w-ere found to have sold the fertilizer valued at Rs. 171.39 
millions.

Likewise, the milk producers' cooperatives have been supplying a 
significantK- large amount o f liquid milk w'hich is 63.28 million litres 
amounting to Rs. 1036.85 million in the F Y 2001/02. Almost cent 
percent liquid milk was found to be supplied to the Dairj- Develop­
ment, Corporation (DDC).
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With regard to the international market agriculture cooperatives 
deal with coffee, handicraft materials etc. in a very little amount. 
Their share in the international market is immaterial.

4.4 Management Pattern of Agriculture

Management is a determining element for the success of coopera­
tives. The management pattern o f these cooperatives is much more 
different than other private and multinational business organiza­
tions since cooperatives are operative in the rural areas with verj' 
limited resource where margin o f  profit is very low because o f  
being serv'ice oriented institutions. The Cooperative Act, 1992 mani­
fests the same fact that the management pattern o f agriculture 
cooperatives is o f specific nature, they are identically structured. 
According to the cooperative Act, agriculture cooperative can be 
formed by a  group o f minimum members o f 25 farmers.

These cooperatives have the membership ranging between 25 to 
more than 4000. There is a general assembly, consisting o f all the 
members o f the cooperatives which meets once a year. But it may 
be held more than one time if  it is required. General assembly is the 
supreme body o f the cooperatives which is knowTi as the policy 
making and plan formulating body. It approves the annual budget 
and plan, guidelines for the future action, approves audit report, 
constitutes managing cominittee and the accounts committee through 
the election, amends bye-law's, approves the financial and adminis­
trative rules.

In this assembh', man) other functions relating to the polic>' issues 
and major financial matters are discussed and decided. The most 
important point is that the general assembly is free to make any 
decision within the framework o f  cooperative law s, bye-laws, co­
operative rules and principle without any external interference,

The managing committee, as mentioned in the bye-laws o f the co­
operatives, comprised o f maximum 9 members including Chairman 
and Vice chainiian. It is fulh' responsible for the overall manage­
ment o f  the cooperatives. It nonnally meets once in a month. It 
takes decision on the major issues like annual budget and programs, 
review o f achievements and financial status, appointments o f  em­
ployees, fonnation o f sub-committees for different issues, recom-
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niendation o f sub committee's report, member education and train­
ing activities, convening o f annua! general assembh; administrative 
and financial rules and other relevant matters.

To look after da> to day- and general affairs of the society, a num­
ber o f employ ees are appointed as'decided by the general assem­
bly'. A manager is appointed in conformity with the provision o f  the 
administrative and financial rules. He acts as the chief executive 
officer o f the cooperatives and is assisted by the staff. His main 
duty is to carry out the activities in accordance with the budget and 
programs as decided by the managing committee. He performs his 
duties as mentioned in the bye-law's and as directed in the decision 
made by the general assembly and managing committee. He re­
ports every activity including financial status and other relevant 
issues to the managing committee. He implements the decisions 
made by it. He also administers subordinate staff.

The accounts committee elected by the general assembly consists 
o f three members including a convenor. The main duties o f the 
accounts committee are monitoring o f financial aspects and related 
decisions and it submits its report to the managing committee with 
reformative recommendations. It has also the power if  it is seemed 
necessary, to call the managing committee meeting. It presents its 
report to the annual general assembly.

In order to run cooperatives effectively and efficiently, sub com­
mittee sy stem has been provided in the cooperative law. M ost o f  
tiie agricultural cooperatives carry out their activities on the basis 
o f recommendations and decisions o f these sub committees.

Looking at the management pattern o f the these cooperatives, it 
seems that their perform ances unlike the modem private enter­
prises, must have been economic, member oriented and mainly the 
service oriented instead o f profit oriented. These institutions being 
the principle background o f the rural development and subsequently, 
the overall socio-economic development of nation, management 
pattern o f these cooperatives aims to ensure their successful growth 
and sustainability. But in reality these cooperatives are found to be 
somehow different. They are facing several constraints which have 
been hindering the steady grovMh fading their achievements. The 
members participation does not seem to be encouraging even in the
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general assembly. Members arc found to be vcr> weak to direct 
the policy to the managing committee towards appropriate direc­
tion. Snnilarly, the managing committee has the same kind o f prob­
lem since majorities o f its members are poor in educational level 
and also are not aware o f the cooperatives values and principles, 
management and business concepts etc. The cooperative mem­
bers however are not expected that they should necessarily be per­
fect in every field, but the> should, at least, be aware about basic 
cooperative knowledge and ideas. Tliey can also appoint technical 
manpower who have the knowledge about the management and 
business operation for their cooperatives.

But the process o f employing quality and technical manpower for 
the cooperatives is another challenge. Most o f the agriculture co­
operatives are not being am  by competent, qualified and skilled 
manpower because they are not found to be able to afford hand­
some payment and other incentives. Choice is always there. Un­
der-qualified employees bring about poor achievements whereas 
qualified employee may give good result and performance. This is 
another hindrance for the professional and sustainable growth o f 
cooperatives.

Besides this, cooperatives have, been running in the absence of 
internal and external monitoring on their business and activities. 
Likewise, sufficient attention is not found to be paid to education 
and training activities in specific areas.

4.6 Strategic Alliance w ith P riv a te  Sector

The developing world can not afford to  ignore the development 
paradigm shift; the increasing trend o f corporization or globaliza­
tion. M arket forces has been recognized as one o f  the most pow ­
erful forces that drives the economies o f  the developing countries 
to adjust to these changes. Cooperatives, at present has to face 
stiff competition with highly equipped and capital intensive private 
sector economies. However, the}- are operative within the masses 
o f limited resource in the rural areas w'here there persists lack of 
infrastructure, poor communication facilities, denial o f  market ac­
cess, lack o f credit etc.

Cooperatives, in the past, had been carr\'ing out their activities in
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isolation from any external support except government and gener­
ous donors. But the survival o f the cooperatives o f the least devel­
oping countries like Nepal in the free trade regime can not be en­
sured ignoring this global wave o f  free market. Cooperatives will 
not remain alive before the large scale with low' cost products flown 
to ever>' nook and corner o f  the country. This necessitates the 
strategic alliance with private sector and other civil societies who 
can be prepared to join hands with cooperatives. Because there is 
no substitute for efficiency.

Since cooperatives are the organizations o f economically weak 
people and disadvantaged sections o f the society, it is natural that 
they are always in shortage o f capital. Being people centric enter­
prises to fulfill the common needs o f the member, cooperative can 
not render necessary' and possibly the better services to their mem­
bers without sufficient capital investment. Their importance and 
relevancy, moreover, have flirther increased in the context o f  the 
changing national economic environment on the one hand and the 
economic liberalization policy has forced cooperatives to be com­
petitive in the market on the other. Capacity building programs 
such as training to agriculture worriers on farm business and m an­
agement, proper use o f  farm inputs, marketing teclinology and value 
addition are emerging as other inevitable components for them. 
Such situation has underlined the need and importance o f capital 
more than before.

Capital is central to the issue o f ow nership and control o f  an enter­
prise. But the social purpose o f  the capital can not be ignored. In 
this context, cooperatives must look for additional capital from the 
two ways - generation o f  internal capital through the increase o f 
share participation and external sources through collaboration with 
private sector and capital investment by other cooperatives within 
the country and abroad. One critical point is to be considered how 
the members’ control and cooperative image and identity can be 
maintained in this private-cooperative venture regime. Based on 
these points, cooperatives need to develop strategies for the alli­
ance with the private sector in the area to achieve their objectives.

Cooperatives, naturally exist in free economy as private sector. 
This does not mean that social values, members' control and coop­
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erative values and principles can be overlooked. Hence, there is an 
alliance v/ith non-cooperative sector, cooperative should have p rac­
tical strategies in the areas which are listed as under.

a) Objectives are to be specifically and clearly spelled out.

b) Areas o f cooperation are to be distincth' identified and de­
marcated.

c) Comprehensive plan and programmes are to be designed, ap­
proved and implemented.

d) Unambiguous adm inistrative and financial rules are to  be 
framed.

e) Reporting, monitoring and reviewing system is to be prepared, 
and adopted and followed in order to judge the performance 
and achievements.

f) Functional rules for the management are to be Formulated, 
approved and implemented strictly.

g) Legal framework is to be prepared and approved

If these strategies are to be strictly maintained, the purpose o f joint 
venture or collaboration for creating institutional effectiveness and 
eflficiency, developing business techniques and professionalism and 
for preparing competitive strength can considerably be achieved. 
Moreover, while developing strategies, serious consideration on ef­
fective governance and transparency should be kept in mind so that 
cooperative image and identities can be safeguarded.

4.7 Role of Agriculture Cooperatives in Implementing Gov­
ernment Schemes

Cooperatives have been practiced as one o f the socioeconomic 
development strategies from the very inception o f the planned de­
velopment exercise in N epal's fifty long years o f systematic plan­
ning. Considering the appropriate approach to address the issues 
relating to rural development, HM G introduced cooperatives for 
the first time to initiate resettlement programme for flood-stricken 
people through the m.ultipurpose development plan in 1954 how­
ever it was government initiated effort rather than the voluntary 
association o f  the people which is the central nonus o f cooperative. 
The cooperatives, thereafter, have remained an important sub- sector
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of the national cconomy as even, successive plan has importantly 
integrated it in their strategic agenda.

In 1956, Credit Cooperative Societ> was established in Chitawail 
district to facilitate farmers through the effort o f government. It 
w)as basically exercised to meet the credit needs p f the farmers 
and later on the services were extended to  channelize the agro­
inputs, banking activities, agriculture production etc. Credit and 
marketing cooperatives was established in 1962 and Cooperative 
Bank in 1963 w'hich w'as merged in ADB/N in 1967.

Likewise, a number o f developmental programmes were carried 
out through cooperatives such as Sajha Management (cooperative 
management) under Back to the Village Campaign, Coordinated 
Development Program, Population Education Programs with Sajha 
etc.

But the situation o f cooperatives has been quite different at present. 
Cooperatives are recognized to be autonomous and independent. 
In a real sense, they are autonomous and self-reliant. They are still 
assumed in the mind o f people that they are a part o f ' government. 
This sort o f confusion has been aroused in the mind o f the people 
as they had been promoted by the government for the purpose of 
using them as an economic development vehicle and they were 
also treated as a  government body. Today the government itself 
recognized them as autonomous and independent body.

Tlie government involvement in the cooperatives has now been 
reduced, how ever, it has remained one o f the important policy mea­
sures in the current periodic plans.

Agriculture Perspective Plan (APP) has focused on the same fact. 
It is clearly  m entioned in the plan docum ent as co-operative 
programmes will be conducted to mobilize the economically active 
age groups by orienting towards business promotion,such as supply 
o f inputs, purchase and sale o f products, collection and processing 
through training and education. Tliese programmes along with pre 
co-operatives education will be provided to the groups who are 
involved in agricultural related programs in different place for income 
and employment generation. Even new groups, which are willing to 
participate, can be constituted for this purpose.
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In the context o f institutional capability o f the co-operatives based 
on the co-operative principles, appropriate measures will be taken 
in order to support the government policies on the role and jurisdic­
tion o f NCDB. As the capital collection and investment have gradu- 
all\’ started, encouragement w ill be given to develop their own fi­
nancial systems which can mobilize such ftinds for the business of 
the cooperatives.

Cooperatives, being an economic institution, operate in the interest 
o f the community and general people w ithin the countr)-. The> are 
established under the countr}''s legal framework and are involved 
to uplift the economic and social status o f the people. The coop­
eratives seem importantly involved in even,- nook and comer o f the 
rural areas where they have been rendering agricultural service to 
the people. This means that cooperatives are supplementar\- and 
complementars' for the gov'emment. So far as agricultural devel­
opment activities are concerned, as a matter o f fact cooperatives 
are proved to be a social and economic development partner of the 
government. Even when the history' o f  the cooperative movement 
is traced, cooperatives have been playing a supportive role to the 
solidarity o f the government.

HMG has been launching many dev elopment activities in the coun- 
tr\'. But it has not yet given the full responsibility to undertake the 
development programmes to the cooperatives. Thev have always a 
supportive role in the development activities. Over the V'ears. gov­
ernment has engaged private and public sector in the development 
activities. But it is argued that the performance o f  such involve­
ment is not encouraging enough and consequently, has a little "im­
pact. It always overlooks that cooperative is the focal point to ad­
dress in the rural areas and that it is a nucleus for the social and 
economic development schemes based on the people's participa­
tion.

Cooperatives are considered the most \ iable channel to deliver a 
number o f social and economic schemes and serv ices to be imple­
mented m the rural areas. Those schemes may be small scale irri­
gation. food securitv’, drinking water, health services, warehouse 
construction, foodgrain collection and electricitv distribution. In ad­
dition, pov erty allev lation is an important scheme being carried out
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by the government, which can effectively and efficiently be sup­
ported by the agriculture cooperatives through the direct involve­
ment o f the rural people in a transparent way Another advantage 
is that the impacts o f these programs will appear immediately in the 
community and be positive.

If  this situation is favourably created in the rural area, agricultural 
cooperatives will be actively patronized b}' the people and will be 
proved a real social and economic development vehicle. Tliis sub­
stantially reduces the burden o f the government and make it free 
accordingly from the burdensome responsibilities o f social and eco­
nomic. development activities. Economic decentralization, even in 
the rural areas will be achieved. The effect would be positively 
impact on the local people and they would be prepared to bear the 
responsibilities in their ov/n shoulders.

4.8 Role of Cooperatives in Food Security

Hunger has been remaining a crucial threat and politically sensitive 
issue for the developing countries like Nepal. Perennial incidence 
o f insufficient production, low' income and ineffective distribution 
networks among the remote and varied geographical regions o f the 
country' has ftirther aggravated the situation. Weak domestic pro­
duction due to the traditional mode o f  cultivation coupled with the 
lack o f successfiil translation o f government’s developmental ini­
tiatives has remained a vital threat for the national strategy to en­
sure food security in the Nepalese perspective.

The country' seems suffering from all three important elements de­
fined by the Food, and Agriculture Organization (FAO) on food 
security' - availability, accessibility and affordability. Food security 
is a state o f affairs where all people at all times have an access to 
safe and nutritious food to maintain a  healthy and active life. As 
advocated by FAO, it is a situation w'hen all people at all times 
have physical and economic access to sufficient, safe and nutri­
tious food to meet their dietary needs and food preferences for an 
active and healthy life.

Food security has a significant bearing among the set of problems 
that the countrv' has to address. This problem seems to be still acute 
and urgent since 85,88 percent people have been leading their lives
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in the rural areas where there lies always grave impact o f  food 
scarcity. Moreoven rapid population growth (2.24 percent annu­
ally) and remote proximity to the urban areas have made this issue 
more serious. There seems several factors behind this problem, 
Despite more than 65 percent economically active population en­
gaged in agriculture, their farm products are always unable to meet 
the demand. Only 42 percent o f their farmland is under irrigation 
facility. The availability o f  chemical fertilizer is inadequate and 
irregular whereas its price has been soaring up ever)' year. The 
productivity is lower which was estimated to be 2.74 percent per 
hectare in the FY 2001/02 while the production o f m ajor food crops, 
paddy, maize, wheat, barley and millet is 7.25 million metric tons in 
the same FY 1.1 percent. In the FY 2000/01 it was 2.6 percent. 
Disguised unemployment in 2001 is 43.40 percent. In 2001/02 the 
import o f  food and live animals was o f  the value o f  Rs. 3877 million 
against the export o f  Rs. 4,615 million. The negative trade balance 
is 738 million.

Besides this, lack o f  infrastructure development and effective chan­
nel to distribute food in these areas and the absence o f alternative 
source o f  income for the masses has made the problem o f  critical 
concern.

The issue o f  food security has emerged with a new face when 
agriculture sector was integrated to the W TO regime. Tariffication 
o f  non ta riff  barriers, phasewise removal o f subsides and protec­
tion arc key instnmicnts o f  trade liberalization agreed by W TO 
signatory countries. The agreements, however, provide special and 
differential treatment for developing countries to enable their inte­
gration into the global trading system. The main issues like poor 
people’s greater access to resources, improved farm income, in­
creased participation in development planning and implementation 
and improving local communities are o f  serious concern to ensure 
food security.

As followed by the structural adjustment programmes launched by 
the International Monetary Fund (IM F) and the World Bank (WB) 
these tv>'o Brettenwood institutions in 1987, had added some force
i.e. international trade was fiilly liberalized, the financial system 
was deregulated with no control. Investment rate and subsidies
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were substantially scaled down. Fertilizers subsidy, capital and in­
terest subsidy on irrigation and public distribution o f their inputs for 
agriculture were reduced. However, subsidy on fertilizer is not com­
pletely withdrawn in price m d  transportation. Subsidies on food 
suppl) to remote places with food deficit is now limited but the 
price subsidy is given.

Privatization o f the fertilizer supply has helped to increase the avail­
ability but the low quality o f fertilizer has degraded crop production 
and so il The other trade pohcy adopted by the government was 
unrestricted export o f rice even when the country has a production 
shortfall. This has caused price rise amounting to more than 30 
percent in a  year. Such situation has posed a serious food security 
threat to rural, landless, marginal and small households who are 
food buyers, unskilled earners, labourers and low class public sec­
tor employees.

In such a situation, cooperative can play an important role to pro­
duce more food even in the inaccessible places. Until today, HM G 
has been taking a short term plan with very temporary measures. 
Instead o f such measures taken by HMG, a  long term plan is to be 
formulated and implemented in the remote area as a  sustainable 
food security scheme.

Cooperatives can move forward to increase the agricultural p ro­
duction with integration to irrigation, distribution o f fertilizer, techni­
cal backslapping from the concerned agricultural technology etc. 
The}' can also undertake the responsibility o f  handling all the m ar­
keting activities warehouse construction etc.

Cooperatives, if  encouraged by the government policies will be able 
to motivate farmers to be involved in more and quality food produc­
tion with attractive participation. They (cooperative) will be involved 
in marketing activities on the basis o f  service motive and ensure 
economic and social justice.

This will help maintain active and healthy life through the availabil­
ity, accessibility and affordability o f  quality and nutritious food. To 
develop such system the government policy commitment must be 
serious.
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4.9. Relation Between Formal and Informal Sector (Coop­
eratives)

W hen the interest o f the government and its development partners 
was shifted to the comnTunit>' development strategy particularh' in 
the niral areas, informal sector promoted b> different (ievelopment 
agencies and government itself has emerged as an unquestioned 
tool to tackle the poverty' and unemployment through a number o f 
income generating activities.

Informal sector initiatives, therefore, have a significant bearing to 
N epal's socio-economic transformation. Since informal coopera­
tives are operative mainh' in the rural areas o f  the country' where 
there is low income, low' investment, inaccessibility o f credit, low 
agriculture productivity and production, use o f inadequate inputs, 
low' level o f social and economic infrastructure and that o f institu­
tional delivering capacity, they are, increasingly treated as the ap­
propriate development vehicle to uplift the poverty stricken masses 
o f these areas.

There seems an unprecedented growth o f informal and formal co­
operatives implemented among tlie rural people in every sector o f  
the econom>' during the last few decades. The traditional types o f 
informal cooperatives explained earlier are still popular, however 
they have very limited activities.

To improve the situation o f poor social and economic situation in 
the cooperatives were introduced with the government initiatives 
for making available micro credit particularly to farmers and were 
formally registered under the Cooperative Society Act 1959. In the 
formal sector various types o f agricultural and non agricultural co­
operatives have been organized and recorded to be 6,484 which 
includes agricultural cooperatives, multipurpose, milk producers 
cooperatives, saving and credit cooperatives and non agriculture 
cooperatives, consumers cooperatives, transportation service, health 
service publication, electricity service cooperatives etc.

Under tlie small fanner development programs small farmers groups 
have been organized since 1975. Such groups are found to be 33,288 
with total membership o f 126,305 under 457 village development 
committees by the FY 2000/01.
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In the forestry' sector, the development o f the informal coopera­
tives tlirough community and leasehold forestry is assess worthy. 
In order to improve the economic status o f the community mem­
bers and the forest situation, 224 groups under the community for­
estry programs and 43 groups under leasehold forestry' programs^ 
have been established as informal cooperative groups initiated by 
the Department o f Forest (DoF) in 2001/02.

There are irrigation users groups, electricity user groups, livestock 
development service group, in the informal cooperatives. Several 
NGOs and INGOs have promoted the community based informal 
cooperatives to provide financial support and other service to them. 
The total number o f NGOs have reached to 13,681 whereas NGOs 
who are promoting informal groups are Action Aid Plan, Save the 
children, South Asia Partnership, Canadian Center for International 
Study and Cooperation (CECI) etc. It is worthy to mention that the 
major funding agencies for the promotion o f informal cooperatives 
are GTZ, Danish Embassy, Japanese Embassy, IFAD, Neer Japan 
etc,

Table-11: Number of NGOs Established in Different Fiscal Years

Fiscal Year NGOs Cumulative Number of NGOs

119%/97 No. of NGOS 5,978

1997/98 No, of NGOs 1,410

1998/99 No. of NGOS 1.490

1999/00 No. of NGOs 2,155

2000/01 No. of NGOs 1,351

12001/02 No. of NGOs 1,297

Total 13,681

Source; Social Welfare Council

It is estimated that more than 50,000 informal cooperatives groups 
are promoted be a large number o f NGOs and INGOs, through the 
several community development and micro finance development 
projects. Those projects last for 2 to 5 3'ears. Just before their ter­
mination etforts are made to turn infomial groups into formal groups.
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A ver\' few informal groups are fontially registered \\ ithin the life 
o f the projects. The rest remains as infomial groups. Most o f  the 
informal groups appear to have been collapsed after the projects 
are terminated.

It is also found that small famier group^ exist within the formal 
small farmers cooperatives.

Likewise, formal cooperatives provide necessary' support to infor­
mal co-operatives in terms o f suppl}- o f commodities to farmers as 
required while the informal-cooperatives have wide coverage of 
activities such as savings and credit, vegetables and seed produc­
tion, marketing, health care service, drinking water, irrigation ser­
vice, electricity, education, forest promotion and protection, handi­
crafts, skill development, livestock development, dair^’development, 
rehabilitation o f school, improvement o f trail, construction o f pit 
latrines, women empowerment etc.

4.10 Support of Government to Informal Sector

HM G has given a top most priority to rural development through 
the participation o f rural communit}'. Emphasis also is laid on devel­
opment o f  informal sector. HM G is found to have encouraged the 
rural community through the fNGOs and NGOs in terms o f savings 
mobilization and financial inter-mediation under the rural financial 
development and all round life improvement activities under the 
rural community development programmes.

HM G has recognized South Asia Povert>- Alleviation Program 
(SA PA P), United Nations Development Program, Credit Program 
for R ural Women (CPEW ), W om en’s Empow'erment Program  
(W EP), Micro Credit Project for Women (M CPW ), Self-help Pro­
gram, Participator)' District Development Program (PDDP), Rural 
Micro-Finance Development Center (RMDC), ADB/N, Nepal Bank 
Limited (NBL), Poverty- Alleviation Fund, Small Farmer Develop­
ment Programme (SFDP) etc,

Tliese programmes and agencies are allowed to carrs’ out fairly 
finance development and community development activities. Legal 
supports are provided b>' HM G through the Nepal Rastra Bank 
Act, 1955, Company Act, 1997, ADB Act. 1967. Finance Compa­
nies Act. 1978, Development Acts, 1978, Societies Registration Act.
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1978, Financial Intemiediatary Societies Act, 1998, Insurance Act 
etc. for facilitating micro finance for the development o f informal 
sector. Even the Mmistrv' o f  Social Welfare and Women Develop­
ment and Social Development Council are taking care o f the infor­
m al sector.

Despite all these supports, a lot o f scope is there for improved 
support to informal and formal sector cooperatives on government’s 
part. The areas for the improvement are suggested as:

1. Liberal control o f  interest rate

2. Stop political support for debt forgiveness and distribution of 
cheap loan.

3. Exemption o f tax

4. Polic\- support through recognition o f the role o f savings and 
credit organization, priority to support savings and credit orga­
nizations.

5. Mechanism for coordination among donors.

6 . Mechanism for strong and better superv ision and monitoring.

7. Legal support for conversion o f infomial groups into formal 
groups.

4.11 Possible Impact of WTO Policies on Agriculture Coop­
eratives

W TO established on January 1995 by replacing the General Agree­
ment on Tariff and Trade (GATT) requires removal o f quantitative 
restrictions on the trade and reduction o f tariff rates globally. Out 
o f the 29 W TO agreements that governs W TO members, the agree­
ment relating to the agriculture has a far-reaching impact on the 
agriculture o f  the developing countries like Nepal. W TO agree­
ment on agriculture sets out a program for progressive liberaliza­
tion o f trade in agriculture. It focuses on three major areas of 
commitments nam eh’, market access, domestic support, and export 
competition. Tliere are a number of different commitments, which 
are to be maintained b>' the different countries, developed coun­
tries. developing countries and least developed countries 

W TO. as it is known, will eventualh' open the doors to free flow of 
trade and allow a large number o f commodities with reduced
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tariffication at competitive price. Integration o f agriculture sector 
with the free trade regime offers a big challenge to Nepal like other 
developing Countries in the region. On the one hand, this is also 
taken as a window o f  opportunity for correcting market distortion, 
increasing efficiency; and improving food security at the national 
and household levels. But oh the other hand, there are arguments 
that it also allows unrestricted flow o f cheap food which may dis­
place the poor farmers unless the umbrella o f  safety nets are pro­
vided and playing fields are levelled o ff so to speak.

TariflF reduction and binding o f tariffs are termed as the tariflfication 
which is under market access commitments. Developing and least 
developed countries enjoy preferential status in terms o f  ta riff  re­
duction. But the level o f  ta riff can not be discriminated.

Domestic support emphasizes on limiting the effect o f  trade distort­
ing measures. It includes three forms o f subsidies. Firstly farmers 
can determine the internal and external price so that they can get 
higher price o f  the commodities. Secondly, they are provided the 
subsidized agricultural inputs so that they can compete their com­
modities in the market. Thirdly they are provided subsidy in terms 
o f cash. The developed countries must reduce aggregate measure 
by 20 percent within six years and the developing countries should 
reduce it 7 percent within ten years while the least developed coun­
tries are not required to follow it.

The agreement refers to that since export subsidies are considered 
as trade distorting, it bars their use unless they qualify' under some 
exceptions.

The eligibility o f  membership o f W TO depends upon the meeting o f 
its all the requirements. Since 1989, Nepal has been participating as 
an observer in the meeting o f GATT replaced by W TO as decided 
oy the go\ emment in 1996, necessary actions have been processed 
for its membership. In this regard, memorandum on foreign trade 
regime has already been submitted. HMG has also sent replies o f 
457 questions including the questions related to the subsidy support.

4.12 National A gricu ltu ra l Policy in the C ontext of W T O .

The agreement on the agriculture seeks to transform  the interna­
tional trade liberalization through different measures. The agree­
ment la\ s stress on making direct and indirect control over the sub­
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sidies on agricultural commodities. It binds W TO member nation to 
reduce the export subsidy on agricultural commodities. Likewise, 
other commitments is to control such commodities. One important 
point is that W TO member nations are obliged to transform the 
non-tariff import barriers replacing fixed tariff or by maintaining 
the list o f such commodities.

However, some flexibility is granted for products with no existing 
market. Accordingly, member nations may take special safeguard 
actions under specific conditions for appropriate response to sud­
den increase in imports. The developing countries may waive obli­
gation o f  traffication in case o f  balance o f payment difficulties.

Similarly, they can be given the flexibility to bind their tariff at ceil­
ing rates. Such tariff ceiling may be higher than their applied rates. 
In addition, the developing countries and least developed countries 
enjoy preferential status in terms o f  tariff reduction.

In the context o f provisions mentioned above, HMG has adopted a 
number o f  policies in relation to W TO agreements. It may be noted 
that Nepal has voluntarily followed many provisions o f the Uru­
guay Round o f Trade Negotiatic.js. Main policies followed are in 
the following.

1. Import process has been liberalized and simplified

2. TarifiF has been reduced

3. Some subsidies have been removed or reduced

4'. Foreign currency in the current account has been made full
convertible

For the adoption o f the policies indicated above, Nepal requires to 
reduce ta riff even after it receives W TO memberships. Rather it 
can fix the tariff ceiling, binding o f upper level compared to the 
existing tariff.

In case W TO membership is granted to N e p a l, some possible im­
pacts are expected in general may be;

1. Technical and economic assistance she will avail of.

2. Legal matters will be transparent and long term for attracting 
local and external investment
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3. Free trade will increase the commercial activities. This will 
help create more employment

4. W TO membership will be beneficial to avail any trade dispute 
with the foreign countries

5. Nepal \vill be able to export any commodity selected on com­
petitive advantage.

6 . Since the concurrence is required, the changes o f trade policy 
and legal matters, will not be flexible. This will ensure the long 
term Plan for local and external entrepreneurs.

7. The issue o f transit facility will somehow be solved.

The agricultural cooperatives, although, they have very much lim­
ited imports and export activities at present, have gradually been 
increasing. It is expected that they should also be availed o f  any 
support as other private entrepreneurs w'ill receive under W TO 
agreem ents.
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CHAPTERV

5.1 Framework for the Governance of Cooperative Devel­
opment

The cooperative development in Nepal is as old as about four de­
cades. It is felt that after the enforcement o f Cooperative Act, 
1992, a dramatic change has taken place in the growth o f number, 
types and levels o f cooperatives and its operational style and their 
legal governance. But their operational style and performance are 
yet to be improved.

Cooperative system as such is considered to be more effective and 
m ost appropriate in democratic set-up to improve the social and 
economic status o f the people in the context o f  liberalization and 
globalization and it is to be competitive.

The big challenge is to give a boost to cooperative spirit and to 
make cooperatives transparent. Another challenge is to provide 
better service to the members o f  the cooperatives. The board, o f 
directors and professionals are responsible to meet the challenges 
mentioned earlier. These two parties have the same goal in order 
to achieve the set objectives and should be effortful to set up good 
governance in the cooperative without any compromise with self- 
interest o f  a group o f individuals or o f  individuals. Members o f co­
operatives always look for good governance in their cooperatives 
through the implementation o f cooperative values and principles 
and legal norms and procedures. Good governance will be experi­
enced if  the existing laws are honestly applied and if  cooperative 
spirit with due respect is put into practice.

Good governance is a fundamental factor for the effectiveness or 
success o f  the cooperatives. It has four elements as mentioned in 
the annual report o f ADB 1998 -  accountabilit}', transparency, pre­
dictability and participation.
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In cooperatives the board o f directors and staff are answerable to 
the ultimate beneficiaries -  general members for whom tiiey per- 
fomi their duties and exercise powers or authorit\ .

Any decisions to be taken or any activity to be earned out in the 
cooperatives are to be transparent. It any member wantg to obtain 
mfonnation about them, arrangement should be made for their avail­
ability with least cost to them.

New policies, rules and regulations or performances to be imple­
mented are to be clear and to be informed in advance to coopera­
tives. Such predictability w ill benefit them. Any remarks and sug­
gestions will help improve actions to be taken shortly

Cooperatives need active, sincere and dedicated participation in 
their activities from all the sections o f the people -  group o f elected 
members, general members and staff. Such participation will be 
ven*' productive and beneficial.

The four elements mentioned above are found to be important frame­
work for the governance o f cooperatives and their development.

But the situation o f effective governance among the cooperatives 
in Nepal is not found to be satisfactory- as expected. And this has 
significanth’ impeded to the quality perfomiance and rapid quality 
growth o f  cooperatives so far. If  good governance is follov\ed in 
each o f  the cooperatives, their quality growth may be possible.

5.2 C o o p era tiv e  L egislation E ffecting the  G ro w th  o f F o r­
m al and Inform al A gricu ltu ra l C ooperatives

Cooperatives recognized by the laws are considered fonnal coop­
eratives. But there are a number o f cooperatives, which are not 
recognized by the law but operating as informal cooperatives. The 
growth o f both fonnal and infonnal cooperatives is in continuation. 
The new Cooperative Act has been formed as per the spirit o f 
universally accepted cooperative principles.

The informal cooperatives, though are not recognized by the Co­
operative Act, are allowed to operate their activities, as adopted by 
HM G policies and other legal arrangement.

The contribution o f both formal and infomial cooperatives is signili-
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cantly assessable in the social and economic development o f the 
people. No operational barriers are found and both are operating 
on equal footing.

However, both formal and informal cooperatives are to be pre­
pared to face the n'ev\ challenges created by the liberalization and 
globalization and to follow the universally accepted cooperatives 
values and principles.

The Cooperative Act claims that it has adopted the very spirit o f  
cooperatives values and principles -  voluntary,' and open member­
ship, full autonomy and independence etc. Hov\ever, it does not 
seem to be free from the criticism. People from some comers are 
ven,' much critical on different aspects o f the Cooperative Act. As 
argued, tlie implementation o f the Cooperative Act is not in its spirit, 
the cooperation as such required has not been well-defined and 
cooperatives principles are not incorporated. Moreover, monitor­
ing o f cooperatives is not being done in time.

Therefore, a serious consideration has to be given to understand 
the critical comments raised from the different comers as men­
tioned above. The qualitative growth o f formal cooperatives will 
be ensured only when the necessary amendments are made. With 
regard to the informal cooperative sector, specific legal arrange­
ment seems to be lacking for its operation. The critical comment in 
sustainabilit>' o f informal cooperatives is that such cooperatives mns 
with the fiill support o f  NGOs and INGOs for the lifetime o f their 
projects. But after the e.\pir\- o f the projects, either they are col­
lapsed or registered as formal cooperatives in the poor condition. 
This has caused a waste o f  resources and hindered their sustained 
growth. Even the provision as such, can be incorporated in the 
Cooperative Act that the infomial cooperatives will be regarded 
the pre cooperatives and converted into fiill-fledge cooperatives in 
certain conditions and within the limited time period.

As indicated above, necessary' measures are to be taken into con­
sideration in the cooperative legislation for the growth o f formal 
and infomial cooperatives.

5.3 P roposals  on A m endm ents in C ooperatives Legislation

The cooperative legislation has helped make rapid growth of for­
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mat cooperatives. At the same time, informal cooperatives have 
grown tremendously. Such growth has created problems in some 
areas which are m ainh' dealt with the conceptual framew ork, struc­
tural framework, monitoring and legal actions against misuse of 
aind. Some proposals on amendment in the existing act are sug­
gested in the following paras:

1. M ost o f  the people w'ho operate cooperatives are ignorant 
and confused about the cooperative concept, values and prin­
ciples. Therefore, cooperation should be defined and coop­
erative values and principles should be incorporated in the act 
in b rief

2. a) As mentioned in the provision in the act, priman,’ level
single purpose cooperative is eligible to jo ir  central level 
single purpose cooperative union. The single purpose 
cooperative with the big volume o f business and wide 
network throughout the country is also eligible to be as­
sociated with NCF. This reflects negative effect on dis­
trict and central level unions because the primar\- co­
operatives neglect them. Hence, there should be restric­
tion o f membership i.e. the single purpose cooperative 
should be allowed to join district level cooperative union 
onh'. An>- kinds o f primar}’ cooperative too should be 
restricted to become the member o f district level union.

b) The Act has made a provision that district level union 
ma> be organised from the administrative point o f view. 
To organise district level union, it is required to have a 
minimum five primary single purpose cooperatives. Simi­
lar purpose o f required number o f single purpose coop­
eratives nia}' not be available within the district. In such 
circumstances, single purpose cooperatives should be 
allow ed to organize district level union operating beyond 
the boundaries o f one or more districts. Similarly, two or 
more single purpose cooperative unions should be allowed 
to organize union recognizing as district level union.

c) A Prox ision should be made for the organization of pre- 
p rim an ' and union level cooperatives at least for one >'ear 
with some conditions in relation to business. If the condi­



tions stipulated are fulfilled by them within the time limit 
they should be recognized as full-fledged cooperatives. 
It is expected that the above mentioned amendments will 
automatically solve the problems o f recognition o f for­
mal and informal cooperatives.

3. As experienced, the numerical growth o f  cooperatives have 
caused serious concerns in respect o f lack o f frequencies of 
monitoring, fraudelent misuse o f fiind collected, violation of 
legal norms etc. A few people with ill-intention and bad mo­
tive are found to have been involved in fraud or misuse o f 
funds. Tliere should be checks by making provisions for strong 
actions against such persons in the act in order to protect the 
interest o f  members.

DoC is responsible for monitoring o f cooperatives. But in fact it's 
size o f  manpower has become smaller compared to that o f number 
o f cooperatives in DoC. In such case, the Registrar should have 
the power to designate federal institutions which can undertake the 
responsibility o f monitoring and supervision.

The proposed amendments will help check solve the misuse o f co­
operative forms o f enterprise, fraudelent misuse o f fiands and mis­
use o f power. Besides they will solve the problem o f unsustainability 
o f informal cooperatives through their conversion into formal coop­
eratives in easv manner.
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CHAPTER VI

6.1 Conclusion and Recommendations

Keeping in view the present economic situation, the predominance 
o f  agricuhure, will continue in the country's economyfor a longer 
period. The overall activities, except H M G's supportive agencies 
are either under the private sector or cooperative sector. It is felt 
that the scope o f agricultural development is ver}' wide with active 
participation o f farmers and formal and informal cooperatives.

To improve the present agricultural situation, huge capital invest­
ment, improvement o f inputs and outputs delivery and receiving 
mechanism, output quality improvement and strengthening o f m ar­
keting system are needed.

Farmers have realized that savings are the potential source for the 
capital investment, marketing is the w ay to realize the cost o f pro­
duction and profit generation and the institutional capacity for han­
dling o f all the agricultural activities is still v\eak. The scope for 
impro\'ement o f  agricultural sector through fontial and informal 
agricultural cooperatives is wide. Their roles are vital. In the first 
place, they have to play the role for mobilizing savings so that in­
vestment in agriculture may be possible internally.

In the second place, quality inputs should be regularly provided and 
supplied to their members in time. In the third place the output 
marketing should be intensified and broadened through the efficient 
collection, price guarantee, procurement, storage, processing and 
sales in the domestic and international market. In the fourth place, 
infonnation and coinmunication in relation to the price and market 
should be developed for the agricultural cooperatives and their 
members. In the fifth place, HM G's agriculture service delivers- 
mechanism should be linked with tlie agricultural cooperatives and
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their members not onh at the central level but also at the grassroots 
level.

In the sixth place, a cooperative development bank with two tiers -  
central and local levels should be established in order to meet the 
financial needs o f cooperatives and coordinate theni.

Lastly, member education and varieties o f training on various as­
pects o f  cooperatives and agricultural development should be avail­
able to the general members and office holders o f formal and infor­
mal cooperatives. They should move ahead to the concrete action 
plan in due course.
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CHAPTER VII

7.1 Case Studies

7.1.1 A case study of Prakash Village Bank, Ratnanagar, 
Chitawan (Informal Cooperatives)

(a) Socio-econom ic Situation

Chitawan is one o f the 75 administrative districts under the Central 
Development Region which is one among the five development 
regions. It is connected with tlie district boundaries o f Gorkha and 
Dhading in the N orth, Tnahun and N aw alparasi in the West, 
M akawanpur and Persa in the East and India in the South.

There are two Municipalities and 36 Village Development Commit­
tees in Chitawan district. It is situated in the inner terai (plain land). 
It has a very suitable climate for different agricultural crops such 
as paddy, maize, mustard, wheat etc and livestock product, cow 
and buffalo milk and meat, poultry, piggery etc. Ratna N agar is a 
town and has municipality which is one o f  tlie two municipalities o f 
the Chitawan district. It is about 15 kilometer away from Bharatpur 
which is district headquarter and municipality. The population size 
o f Chitawan district is 472,048. Of, them, 37,791 people live in the 
Ratna N agar Municipality. M ale population is 18,931 while female 
population is 18,860. Tlie M unicipality comprises o f  7,456 house­
holds. Tlie average size o f family is 5.08 persons per household. It 
has an area o f 2,218 square kilometers. The population density per 
square kilometer is 213.

There is a varied range o f caste and ethnic communities in the 
Municipalities. Tharu ethnicity is one o f  them. This community is 
backward in the economic educational status and remains aloof 
from the development initiatives o f the state. Majority o f the Tharus 
population are found to be engaged in agriculture.

81



In this community, women are found to be more active than men. 
They participate actively in the farming activities as their male coun­
terparts and look after farming and the household management. 
They are eking out their lives at subsistence level. Their level o f 
education is found to be ven, low and mostly are illiterate and par­
ticularly, womenfolk o f the community has no access to education 
and loan. Their health condition is very poor and way o f life is very 
much traditional.

(h) Prakash Village B ank

To assess the informal sector cooperative’s emergence and Suc­
cess in the whole movement, Prakash Village Bank (PVB) has 
been identified for the study. The PVB is an agricultural based 
infomial cooperative though it is known as the bank by name.

PVB has been promoted by one o f  the local NGOs -  Nepal Indig­
enous Development Society (NIDS) collaborated with the Private 
Agency Collaborating Together (PACT) o f Nepal in the RatnaN ager 
Belsi on 6th February 1998. To uplift the poor condition o f  the 
Tharu community, it been organized with 26 local women. The 
objectives o f PVB are specifically identified to collect savings, uti­
lize them among the members o f PVB, to generate income through 
agricultural production and other activities.

PVB has been able to explore the sources o f  its income tlirough the 
savings from the members, nursery plantation, vegetable farming, 
opening shop, interest on loan, renting o f spray er etc.

(c) M anagem en t

PVB members have constituted a group operation committee con- 
sistnig o f 4 members -  Chairman, Secretary, Treasurer, and Con­
troller. All decisions are made unanimously. Specific rights and du­
ties are assigned according to each position held. Chairperson is 
responsible for overall activities o f PVB. Treasurer carries out his 
dut>' as maintenance o f record, and keeping o f income and expen­
diture. The Controller exercises her power to look into the account 
maintained for transparency.

Likewise, the Secretary' takes care o f organization o f meetings and 
da>’ to day management. Normally, the group operation committee
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meets even ' week while group meeting is held fortnightly. PVB is 
the informal group which does not have legal entit\-. It is a volun- 
ta r\’ organization united for achieving objectives o f  raising living 
standard o f the group members as a whole.

(cl) B usiness

Savings deposit is one o f the main activities o f PVB. It is done by 
two ways. One is mandator^' and the other voluntary. Each mem­
ber o f  PVB is obliged to deposit Rs. 15 as saving every fortnightly. 
If she failed to deposit the obligatory savings, she would be fined as 
decided by the group operation committee. But such cases are 
found to  be very rare.

W hatever PVB collects savings it distributes them as loan to its 
members in accordance with the group operation committee's de­
cision. The interest rate o f loan is 24 percent. The group loan is 
extended to the group member through the cooperative sustainability 
joint collateral. The loan preferably are used in nursery' plants, veg­
etable farming, operation o f  grocery shop which will be owned by 
the group itself

PVB has made its income from other sources such as subsidy 
g ran ted  by N ID S , sales o f  books on wom en em pow erm ent 
progamme, earning from interest, contribution collection thorough 
the ceremonial group (Deusi Vailo) rent from sprayer a part from 
group farming activities mentioned earlier.

The income trend o f PVB is encouraging for the last five years. 
The total income o f  the Bank accounts to Rs. 165,049. Out o f in­
come dividend is distributed ever}' six months as decided by PVB 
meeting. The amount o f dividend is debited to it? m em ber’s per­
sonal account. PVB has also invested an amount o f  Rs. 10,000 on 
land purchase where farming activities are being carried out. (See 
Annex 7)

(e) A chievem ents

PVB is found to be one o f the most successfiil informal groups in 
Chitawan district. The savings collection is regular, its mobilization 
is effective, loan recover}' is cent percent, group income is com ­
fortable and the financial position is strong enough. The group
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members are coherent. No dispute or discord is found among them. 
Decision is always amicable or unanimous. Accounts and docu­
ments and their implementation are fully transparent. Good gover­
nance is well maintained.

(f) C onstraints a nd  Suggestions

PVB, however, seems to be limited by some constraints. One o f 
the them is their accounts which are not formally audited except 
rough calculation. It lacks technical back stopping, capability build­
ing and training for its members is also lacking for its institutional 
and financial sustainability. Improvement in the above areas are 
emphatically suggested.

7.1.2 A Case Study of Formal Milk Producers Cooperative 
Union, Palpa

a) Socio-econom ic Situation

Palpa, a hilly district is located in the Western Development Re­
gion. It is surrounded by Gulmi, Syngja and Tanahu districts in the 
N orth , N aw alparasi in the East, R upendhi in the South and 
Arghakhachi in the West. The area o f  the district is 1,373 sq. km. 
The size o f  population o f Palpa is almost 268,558 o f which male is 
46.57 percent, female 53.43 percent). The density o f population is 
156 person per sq. km. The district has 49,942 households at the 
rate o f average 5.3 8 . size (according to population census 2001. It 
has 66 Village Development Committees and one Municipalit>' -  
Tapsen, which is also the headquarter o f  the district. The popula­
tion in the municipality is 20,431 o f which male and female are 
49.95 percent and 50,05 percent respectively. Total number o f ’ 
households are 4,813,

Livestock rearing is an integral part o f  agricultural farming system 
o f Palpa district. It has two major benefits as a major source o f 
compost and fertilizer for farming as has been traditionally prac­
ticed and as consumption o f milk in household and making regular 
source o f  income through its sale. In some cases livestock manure 
is used for the generation o f households energy - gobar (cow dung) 
gas.

Livestock farming in Palpa has become the most attractive source
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o f income, besides their traditional crop and fann  activities people 
are increasingly involved in rearing cows and buffaloes for milk 
production. The produced milk was sold in the local market They 
sell their milk, in most o f the cases on credit. The recovers’ of 
credit was experienced ven,\ difficult.

Milk producer farmers can Sell their milk to the dairy' processing 
plants. But it does not seem to be profitable to deliver their milk to 
the plant on individual basis from the cost point o f  views. There­
fore, some o f  the farmers o f  Palpa district have organized milk 
producers cooperatives (M PC) and others have joined them.

In Palpa it is found that there are 19 milk producers cooperatives. 
They had been supplying their milk to the milk supply scheme (MSS) 
Butawal under the Dairy Development Corporation, a  parastatal 
organization in the past. But the farmers had acutely suffered from 
the milk holidays that MSS Butawal would announce from time to 
time that ranges between 1 to  4 days in a week for about four 
months. The result was -  M FCs big losses. This again aggravated 
tlie problem o f farmers and were found to have been demotivated 
to produce more milk. MSS Butawal on the other hand was not 
able to collect the produced milk by M PCs because it did not meet 
even the cost incurred in collection o f milk.

Amidst these problems, District level Milk Producers Cooperative 
Union o f Palpa (M PCU), set up in the year 1995 had taken an 
initiative to  resolve the problem.

In January 1999, M PCU Palpa established a chilling center by in­
stalling a chilling vat borrowed from MSS Butawal in the district 
headquarter -  Tansen. Out o f  19 M PCs in the district, 6 MPCs 
agreed to contribute Rs. 10,000 each for the operation o f chilling 
vat.

But only 10 M PCs o f  19 have been supplying their milk to MPCU. 
They have easy access to deliver their products. The rest are still 
in problem to deliver their milk to the union due to geographic inac­
cessibility to  the location where the chilling vat is installed

At the initial stage M PCU had started to sell milk partially in open 
market in the urban areas o f Paipa and MSS Butawal. Some quan­
tity o f milk would be delivered to MSS Bataw al particularly during
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the flush season when the milk production would have increased 
excessively. At that time MPC had incurred a heav>' loss due to 
spoilage o f milk, due to high temperature on the way to delivery o f 
milk.

A chilling vat with a capacity o f 1,000 l,itres was bought from the 
National Daily Development Board (NDDB) on the basis o f in­
stallment payment in February 2000. The old chilling vat belonging 
to MSS Butawal was returned.

At present, 9 M FCs o f Palpa are regularly supplying their milk to 
MSS PokJiara due to easy accessibility.

It is also noted that farmers nowadays are found to be fairly moti­
vated to produce more milk than before. The reason behind this is 
that they can sell their milk to MPCU and other local markets. 
MPCU, Palpa also has been able to absorb more quantity o f milk 
products such as liquid milk, ghee, yoghurt, paneer and khuwa (Milk 
Product). However, the milk production is inconsistent. During the 
lean season it decreased tremendously and it is excess during the 
flush season. In such cases, MPCU, Palpa also has to face a diffi­
cult situation in order to absorb uie milk supply.

Despite a number o f problems, MPCU, Palpa has been able to 
supply 15,000 liters of chilled liquid milk, 245 kilogram o f ghee, 145 
liters o f yoghurt, 25 kilogram o f paneer and 7 kilograms o f khuw a 
every day to the urban consumers through some vendors and out­
lets.

Recognizing the activities and their performance the Village and 
Town Partnership Development Programme (TPDP) under Tansen 
municipality. District Development Comiriittee (DDC) Palpa and 
Local Initiative Support Project (LISP) have come forward to pro­
vide support in terms o f  share capital and loan. From this support 
MPCU, Palpa has bought two more chilling vats with a capacity o f 
1,000 litres from NDDB with the terms and conditions as in Sep­
tember, 2000. Necessars' assistance was also provided by the Asian 
Development Bank funded under its dair}' macliinen^ supply scheme. 
Three storeyed building with the amount o f Rs. 0.65 million has 
been constructed with a view to installing a milk processing plant 
with support o f all the agencies and project mentioned earlier
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MPCU. Palpa has planned to sell 3.750 liters o f liquid milk to the 
local market and 10,000 litres o f pVfeserved milk to MSS. Pokhara 
and 375 kg ghee. 42 kg paneer, 17 kg kha\\a, 334 litres > oghurt, 167 
kg hard cheese per month. Out o f the total business, MPCU has 
been able to make net profit o f about two iiundred thousands in the 
FY 2001/02

h) M anagem en t

As mentioned earlier M PCs are affiliated to MPCU, Palpa. They 
form a general assembly which meets every year.

The general assembl}' elects a Managing Committee consisting of 
7 members and an Accounts Committee consisting o f 3 members 
for a period o f 3 years. It is responsible for providing policy guide­
lines to the managing committee for the operation o f MPCU, Palpa 
whereas the M anaging Committee is responsible for the operation 
o f day to day works. With the help o f employees the total dairy 
business and administration are handled by a manager with the help 
o f employees as per decisions o f Managing Committee and provi­
sions mentioned in the bye-laws and financial rules,

d) Accounts an d  A udit

As prescribed in the bye-laws and Cooperative Act. and Rules the 
books o f account maintained by the employees, supervised by the 
accounts committee and audited by the external auditor are ap­
proved b}' the Registrar o f  DoC.
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ICA CO-OPERATIVE IDENTITY STATEMENT

DEFINITION

A Co-operative is an autonomous association of persons united voluntarily to meet their com­
mon economic, social and cultural needs and aspirations through a jointly-owned and demo- 
cratically-controlled enterprise.

VALUES

Co-operatives are based on the values of self-help, self-responsibility, democracy, equality, 
equity and solidarity In the tradition of their founders. Co-operative members believe in the 
ethical values of honesty, openness, social responsibility and caring for others.

PRINCIPLES

The Principles of Co-operation are guidelines by which Co-operatives put their values Into 
practice.

First Principle: Voluntary and Open Membership: Co-operatives are voluntary organisations, 
open to all persons able to use their services and willing to accept the responsibilities of mem­
bership, without gender, social, racial, political or religious discrimination.

Second Principle: Democratic Member Control: Co-operatives are democratic organisations 
controlled by their members, who actively participate in setting their policies and making deci­
sions. Men and women, serving as elected representatives, are accountable to the member­
ship. In primary Co-operatives, members have equal voting rights [one member one vote], and 
Co-operatives at other levels are also organised In a democratic manner.

Third Principle: Member Economic Participation: [Members contribute equitably to, and 
democratically control, the capital of their Co-operative. At least part of that capital is usually 
the common property of the Co-operative. Members usually receive limited compensation, if 
any, on capital subscribed as a condition of membership. Members allocate surpluses for any 
or all of the following purposes: developing their Co-operative, possibly by setting up reserves, 
part of which at least would be indivisible; benefiting members In proportion to their transac­
tions with the Co-operative; and supporting other activities approved by the membership.

Fourth Principle: Autonomy and Independence: Co-operatives are autonomous, self-help 
organisations controlled by their members. If they enter Into agreements with other organisations, 
including governments, or raise capital from external sources, they do so on terms that ensure 
democratic control by their members and maintain their Co-operative autonomy.

Fifth Principle: Education, Training and Information: Co-operative provide education and 
training for their members, elected representatives, managers, and employees, so that they 
can contribute effectively to the development of their Co-operatives. They inform the general 
public -  particularly young people and opinion leaders -  about the nature and benefits of Co­
operation.

Sixth Principle: Co-operation among Co-operatives: Co-operatives serve their members 
most effectively and strengthen the Co-operative Movement by working together through local, 
national, regional and International structures.

Seventh Principle: Concern for the Community: Co-operatives IC A  L ib r a r v
development of their communities through policies approved by the


