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Abstract 

 

Contract farming has emerged as an important institutional arrangement in Indian agriculture, linking 

farmers with agribusiness firms, processors, exporters, and retailers through pre-agreed production and 

marketing contracts. In a country where agriculture remains the primary livelihood source for a large rural 

population, contract farming offers opportunities such as assured markets, access to modern technology, 

quality inputs, credit facilities, and stable prices. However, it also raises concerns related to unequal 

bargaining power, exploitation of small and marginal farmers, delayed payments, contract breaches, and 

environmental sustainability. This paper examines the concept, evolution, types, opportunities, and 

challenges of contract farming in India. It further analyzes the policy framework governing contract 

farming, including recent reforms and state-level initiatives. The paper concludes with policy 

recommendations aimed at ensuring equitable, transparent, and sustainable contract farming practices that 

protect farmers’ interests while promoting agricultural modernization and rural development. 

 

Keywords: Contract farming, Indian agriculture, agribusiness, farmers, agricultural policy, rural 

development, market linkage. 

 

 

 INTRODUCTION  

 

Agriculture plays a crucial role in the Indian economy by contributing significantly to employment, food 

security, and rural livelihoods. Despite rapid industrialization and urbanization, a substantial portion of 

India’s population still depends on agriculture for income. However, Indian agriculture faces several 
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structural challenges such as fragmented landholdings, low productivity, inadequate market access, post-

harvest losses, price fluctuations, and limited access to institutional credit. 

 

In this context, contract farming has gained prominence as an alternative agricultural production and 

marketing system. Contract farming refers to an agreement between farmers and agribusiness firms for the 

production and supply of agricultural products under predetermined conditions related to price, quantity, 

quality, and delivery schedules. Such agreements often include the provision of inputs, technical 

assistance, and credit by the contracting company. 

 

The increasing demand for high-quality agricultural produce, expansion of food processing industries, 

globalization of agricultural markets, and growth of organized retail have accelerated the adoption of 

contract farming in India. Various companies in sectors such as poultry, dairy, sugarcane, fruits, 

vegetables, and medicinal plants have successfully implemented contract farming models. 

 

Although contract farming offers multiple benefits, concerns remain regarding the vulnerability of small 

farmers, legal disputes, market dependency, and unequal power relations between corporations and 

farmers. Therefore, understanding the opportunities and challenges associated with contract farming is 

essential for designing effective agricultural policies. 

 

MEANING AND CONCEPT OF CONTRACT FARMING 

 

Contract farming is a system in which agricultural production is carried out according to a prior agreement 

between farmers and buyers. The contract generally specifies: 

 

 Type and quantity of produce 

 Quality standards 

 Delivery arrangements 

 Pricing mechanism 

 Input support and technical guidance 

 Payment terms 

The sponsoring company may provide seeds, fertilizers, pesticides, technical know-how, and sometimes 

credit facilities to farmers. In return, farmers agree to supply produce that meets specified standards. 

 

The main objective of contract farming is to integrate farmers with markets and agro-industrial supply 

chains while reducing production and marketing risks. 

 

HISTORICAL DEVELOPMENT OF CONTRACT FARMING IN INDIA 

 

Contract farming in India is not a new phenomenon. Traditional examples include agreements in 

sugarcane cultivation with sugar mills and tea plantation systems during the colonial period. However, 

modern contract farming expanded significantly after the economic liberalization reforms of 1991. 

 

The growth of food processing industries, export-oriented agriculture, and organized retail chains 

encouraged private sector participation in agriculture. Companies began entering into contracts with 

farmers for crops such as: 

 Tomatoes 

 Potatoes 
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 Gherkins 

 Cotton 

 Basmati rice 

 Poultry 

 Fruits and vegetables 

Several states such as Punjab, Haryana, Maharashtra, Karnataka, Andhra Pradesh, and Tamil Nadu 

became major centers for contract farming initiatives. 

 

 

TYPES OF CONTRACT FARMING 

 

Contract farming arrangements vary according to the level of control exercised by firms and the nature of 

agreements. Major types include: 

 

I.  Market-Specification Contracts 

These contracts specify price, quantity, and quality requirements while farmers retain control over 

production methods. 

 

Features 

 Assured market 

 Predetermined pricing mechanism 

 Limited company involvement in production 

 

II. Resource-Providing Contracts 

The contracting firm supplies inputs such as seeds, fertilizers, and technical support. 

 

Features 

 Input assistance 

 Production guidance 

 Credit support 

 

III. Production-Management Contracts 

 

The company exercises significant control over production practices and management decisions. 

 

Features 

 Strict quality control 

 High company supervision 

 Common in poultry and seed production 

 

OBJECTIVES OF CONTRACT FARMING 

 

The major objectives include: 

 Ensuring assured markets for farmers 

 Reducing market uncertainty 

 Improving agricultural productivity 

 Promoting quality production 
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 Facilitating technology transfer 

 Enhancing rural employment 

 Supporting agro-processing industries 

 Encouraging export-oriented agriculture 

 

OPPORTUNITIES OF CONTRACT FARMING IN INDIA 

 

I. Assured Market Access 

One of the most significant advantages is guaranteed market access. Farmers are protected from market 

fluctuations and middlemen exploitation because buyers commit to purchasing produce at agreed terms. 

 

II. Stable and Better Prices 

Contract farming reduces price uncertainty by offering pre-agreed prices or pricing formulas. Farmers can 

plan production and investment more effectively. 

 

III. Access to Modern Technology 

Companies often provide advanced farming techniques, improved seeds, irrigation methods, and scientific 

crop management practices, leading to higher productivity. 

 

IV. Availability of Quality Inputs 

Contracting firms supply high-quality inputs such as: 

 Hybrid seeds 

 Fertilizers 

 Pesticides 

 Machinery support 

This improves crop quality and yield. 

 

V. Credit and Financial Assistance 

Small farmers often lack access to institutional credit. Contracting companies may provide loans or 

advance payments, reducing farmers’ dependence on moneylenders. 

 

VI. Reduction in Marketing Risks 

Contract farming minimizes uncertainty associated with transportation, storage, and market demand 

because companies handle procurement and distribution. 

 

VII. Promotion of High-Value Crops 

Contract farming encourages diversification from traditional crops to: 

 Fruits 

 Vegetables 

 Spices 

 Medicinal plants 

 Floriculture 

This increases farm income. 
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VIII. Employment Generation 

The expansion of agro-processing industries and value chains creates rural employment opportunities in: 

 Packaging 

 Transportation 

 Processing 

 Storage 

 

IX. Development of Rural Infrastructure 

Companies may invest in: 

 Cold storage 

 Warehousing 

 Rural roads 

 Irrigation systems 

This contributes to rural development. 

 

X.  Integration with Global Markets 

Contract farming enables farmers to participate in export-oriented production systems and global 

agricultural supply chains. 

 

 CHALLENGES OF CONTRACT FARMING IN INDIA 

 

Despite its advantages, contract farming faces several limitations and risks. 

 

I. Exploitation of Small Farmers 

Large corporations often possess greater bargaining power than farmers. Small and marginal farmers may 

accept unfavorable terms due to lack of alternatives. 

 

II. Unequal Power Relations 

Farmers frequently lack legal knowledge, market information, and negotiation skills, making them 

vulnerable to exploitation. 

 

III. Contract Breach by Companies 

Companies sometimes refuse to purchase produce citing quality issues or market downturns. Delayed 

payments are also common. 

 

IV. Side-Selling by Farmers 

Farmers may sell produce to other buyers if market prices rise above contract prices, leading to contract 

instability. 

 

V.  Lack of Legal Protection 

Many farmers are unaware of contract terms and dispute-resolution mechanisms. Weak legal enforcement 

discourages fair practices. 

 

VI. Exclusion of Small and Marginal Farmers 

Companies often prefer large farmers due to economies of scale and lower transaction costs. This 

marginalizes resource-poor farmers. 
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VII. Environmental Concerns 

Intensive farming under contracts may encourage excessive use of: 

 

 Chemical fertilizers 

 Pesticides 

 Water resources 

 This can degrade soil and environmental quality. 

 

VIII. Monoculture and Biodiversity Loss 

Contract farming often promotes monocropping for commercial crops, reducing crop diversity and 

increasing ecological vulnerability. 

 

IX. Dependence on Corporations 

Farmers may become dependent on specific companies for inputs, technology, and markets, limiting their 

autonomy. 

 

X.  Price Manipulation and Quality Disputes 

Companies may manipulate grading standards to reduce procurement prices. Farmers often lack 

transparent quality assessment mechanisms. 

 

 

 CONTRACT FARMING AND SMALL FARMERS 

 

India is characterized by small and fragmented landholdings. More than 80% of farmers are small and 

marginal farmers. Therefore, the success of contract farming largely depends on its inclusiveness. 

 

Potential Benefits for Small Farmers 

  Access to technology 

 Better income opportunities 

 Reduced marketing costs 

  Improved productivity 

 

Major Constraints 

 Limited bargaining power 

  Inadequate literacy 

  Poor awareness of contract terms 

  Lack of infrastructure 

 

Farmer Producer Organizations (FPOs), cooperatives, and self-help groups can strengthen the bargaining 

capacity of small farmers and facilitate collective participation in contract farming. 
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LEGAL AND POLICY FRAMEWORK OF CONTRACT FARMING IN INDIA 

 

I. Model APMC Act, 2003 

The Government of India introduced provisions for contract farming under the Model Agricultural 

Produce Market Committee (APMC) Act, 2003. The Act aimed to: 

 Promote direct marketing 

 Encourage private investment 

 Facilitate farmer-buyer agreements 

However, implementation varied across states. 

 

II. Model Contract Farming Act, 2018 

The Model Contract Farming Act, 2018 was introduced to create a national framework for fair and 

transparent contract farming practices. 

 

Key Features 

 

 Registration of contracts 

 Protection of farmers’ land rights 

 Dispute-resolution mechanisms 

 Promotion of farmer collectives 

 Reduced market fees 

 

III. Farmers’ Produce Trade and Commerce Reforms 

Recent agricultural reforms attempted to liberalize agricultural marketing and encourage private 

participation. However, concerns regarding corporate control and weakening of traditional market systems 

led to widespread protests. 

 

IV. Role of State Governments 

Agriculture is a state subject in India. Different states have adopted varied approaches toward contract 

farming regulations. 

 

States with Significant Contract Farming Activity 

 Punjab 

 Haryana 

 Maharashtra 

 Karnataka 

 Andhra Pradesh 

 Tamil Nadu 

 

 

 ROLE OF AGRIBUSINESS COMPANIES IN CONTRACT FARMING 

 

Agribusiness firms play a central role by: 

  Providing inputs and technical assistance 

  Ensuring quality control 

  Facilitating procurement 

  Promoting exports 
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  Developing supply chains 

 

Major sectors involving contract farming include: 

  Poultry 

  Dairy 

  Sugarcane 

  Processed foods 

  Seed production 

 ‘ Horticulture 

 

However, corporate accountability and ethical business practices remain essential to protect farmers’ 

interests. 

 

CASE STUDIES OF CONTRACT FARMING IN INDIA 

 

I. Potato Contract Farming in Punjab 

Food processing companies have entered into contracts with potato farmers for chips production. Farmers 

receive: 

 High-quality seeds 

 Technical guidance 

 Assured procurement 

This has improved productivity and farm income. 

 

II. Poultry Contract Farming in Tamil Nadu 

Poultry companies provide chicks, feed, medicines, and technical supervision while farmers supply labor 

and infrastructure. Farmers receive fixed returns, reducing market risks. 

 

III. Gherkin Farming in Karnataka 

Export companies contract farmers to produce gherkins for international markets. Farmers benefit from: 

 Export linkages 

 Better prices 

 Technology transfer 

 

 

IMPACT OF CONTRACT FARMING ON RURAL DEVELOPMENT 

 

Contract farming contributes to rural development through: 

  Increased agricultural commercialization 

  Employment generation 

  Infrastructure development 

  Growth of agro-processing industries 

  Skill development among farmers 

 

However, unequal distribution of benefits may increase rural inequality if small farmers are excluded. 

 

 

 

http://www.ijcrt.org/


www.ijcrt.org                                                       © 2026 IJCRT | Volume 14, Issue 5 May 2026 | ISSN: 2320-2882 

IJCRT2605861 International Journal of Creative Research Thoughts (IJCRT) www.ijcrt.org h554 
 

POLICY IMPLICATIONS AND RECOMMENDATIONS 

 

To ensure inclusive and sustainable contract farming, several policy measures are necessary. 

 

I. Strengthening Legal Safeguards 

Clear legal frameworks should protect farmers against unfair contracts, delayed payments, and arbitrary 

rejection of produce. 

 

II. Promoting Farmer Producer Organizations (FPOs) 

Collective bargaining through FPOs can improve farmers’ negotiating power and reduce transaction costs. 

 

III. Transparent Pricing Mechanisms 

Contracts should include transparent and scientifically verifiable pricing and quality assessment systems. 

 

IV. Accessible Dispute Resolution 

Fast and affordable dispute-resolution mechanisms should be established at the local level. 

 

V. Inclusion of Small and Marginal Farmers 

Special incentives should encourage companies to include smallholders in contract farming arrangements. 

 

VI. Capacity Building and Awareness 

Farmers should receive training on: 

 

  Contract literacy 

  Market information 

  Legal rights 

  Sustainable farming practices 

 

VII. Environmental Sustainability 

Policies should promote: 

 

  Sustainable agriculture 

  Reduced chemical use 

  Water conservation 

  Crop diversification 

 

VIII. Infrastructure Development 

Government investment in: 

  Storage 

  Transportation 

  Cold chains 

  Irrigation 

Can strengthen agricultural supply chains. 

 

IX. Monitoring and Regulation 

Government agencies should monitor contract farming practices to ensure compliance and prevent 

exploitation. 
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CONCLUSION 

 

Contract farming has significant potential to transform Indian agriculture by linking farmers with modern 

markets, improving productivity, and promoting rural development. It offers multiple opportunities such 

as assured markets, access to technology, stable prices, and improved income. At the same time, 

challenges related to unequal bargaining power, exclusion of small farmers, legal disputes, environmental 

concerns, and corporate dominance cannot be ignored. 

 

The future of contract farming in India depends on balanced policies that promote private investment 

while safeguarding farmers’ rights and livelihoods. Effective regulation, strong farmer institutions, 

transparent contracts, and inclusive development strategies are essential for ensuring that contract farming 

contributes positively to agricultural growth and rural prosperity. 
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