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Abstract 

Contract farming has emerged as a potential tool for improving agricultural productivity and 

enhancing farmers' incomes in India. The research can explore how contract farming has led 

to increased adoption of new technologies, improved access to credit and markets, and higher 

incomes for contract farmers. However, challenges such as lack of transparency, inadequate 

extension services, and limited bargaining power of farmers were also identified. The study 

concludes by suggesting policy interventions to address these challenges and enhance the 

possible profits of contract farming for farmers in India. Overall, the research contributes to 

the existing studies on contract farming in developing countries by providing evidence on the 

many opportunities and many challenges of contract farming in India. 
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Introduction 

India is a country where agriculture has been the backbone of its economy, contributing to its 

food security, and employing almost 50% of the country's workforce. However, Indian 

agriculture has been facing numerous challenges such as low productivity, inadequate access 

to markets, and limited incomes for small farmers. To overcome these challenges and make 

agriculture more profitable, the Indian government has been trying various initiatives such as 

promoting contract farming, which has emerged as a potential tool for enhancing agricultural 

productivity and providing market access to small farmers. Contract farming involves an 

agreement between farmers and buyers in which farmers produce crops according to 

predetermined quality and quantity specifications, and buyers agree to purchase the produce at 

a predetermined price. 

Contract farming is expected to provide benefits to both farmers and buyers. For farmers, this 

kind of farming provides new approaches towards developing technologies, markets across the 

country, and credit facilities, which they may not have access to otherwise. Buyers benefit from 
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contract farming as they get assured access to quality farm produce at a possible predetermined 

price, which helps them reduce the inherent costs that come along with the procurement and 

improve supply chain efficiency. Additionally, contract farming can promote sustainable 

farming practices, ensure quality control, and reduce post-harvest losses. 

Although there are many potential benefits of contract farming, various challenges are also 

associated with it. For example, there is a lack of transparency in the contractual arrangements 

between farmers and buyers, which can lead to disputes and mistrust between the parties. 

Moreover, small farmers have limited bargaining power, and they often do not receive the 

promised price for their produce. Additionally, the extension services provided to farmers are 

often inadequate, which hinders their ability to take-on newer technologies and improve their 

farming practices. 

This study aims to investigate the opportunities and challenges of contract farming in India 

through a quantitative analysis of the data collected from contract and non-contract farmers in 

three Indian states. The study examines the impact of contract farming on agricultural 

productivity, farmers' incomes, access to markets and credit facilities, adoption of new 

technologies, and the quality of produce. Additionally, the study can identify the challenges 

faced by farmers in contract farming and suggest policy interventions to overcome these 

challenges. 

The study's findings are expected to inform policymakers, buyers, and other stakeholders in 

designing interventions to promote contract farming and enhance its potential benefits for small 

farmers in India. By understanding the opportunities and challenges of contract farming, 

stakeholders can devise effective policies and strategies to promote sustainable agricultural 

growth and improve the livelihoods of small farmers in India. 

Literature Review 

Agriculture plays a significant role in India's economy, contributing to nearly 18% of the 

country's GDP and providing livelihoods to more than half of its population. However, small 

farmers, who account for the majority of India's agricultural workforce, face numerous 

challenges, including limited access to technology, credit, and markets, as well as high 

production and marketing costs. Contract farming has emerged as a potential solution to 

address these challenges and provide small farmers with access to markets, technology, and 
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inputs. This paper aims to conduct a quantitative investigation of the opportunities and 

challenges of contract farming in India. 

Contract farming has gained popularity in developing countries, including India, as a way to 

enhance agricultural efficacy, market access, and farmers' livelihoods. While contract farming 

has its advantages, such as access to inputs, credit, and technology, it also faces several 

challenges. This literature review aims to investigate the opportunities and challenges engaged 

within the discourse of contract farming in India, by using the techniques of quantitative 

investigation of existing research. 

Contractual farming provides an opportunity for rural, and marginal farmers to access better 

seeds, technology, and inputs, which can increase yields and income (Gulati et al., 2012). 

Contract farming also provides a guaranteed market for produce, which reduces market risks 

and increases profitability for farmers (Birthal et al., 2016). Additionally, contract farming can 

improve supply chain efficiency and reduce transaction costs, benefiting both farmers and 

buyers (Singh et al., 2018). Contract farming can provide micro-farmers in India with access 

to loans and external funding, which can improve the productivity of the farmers and reduce 

their risk, according to Kumar and Mittal (2017). Additionally, contract farming can provide 

farmers with technical assistance, which can improve their yields and quality of produce 

(Minten et al., 2009).  

Contract farming can provide small farmers with access to improved technology, inputs, and 

markets, according to Mishra and Sharma (2017). Additionally, contract farming can lead to 

higher productivity, better quality of produce, and reduced price volatility, as evidenced by 

Rao and Birthal (2018). 

Despite its advantages, contract farming faces several challenges in India. One of the primary 

challenges is unequal bargaining power between farmers and buyers, which can lead to 

exploitative practices and unfair contracts (Swanson et al., 2010). Additionally, contract 

farming is often criticized for being inflexible and not adaptable to local conditions and farmer 

needs (Dorward et al., 2004). Contract farming also requires a high level of coordination and 

trust between farmers and buyers, which can be difficult to achieve in the absence of proper 

legal and institutional support (Singh et al., 2018). 

Contract farming in India has the ability to allow micro-farmers attain access to markets, inputs, 

technology, and credit, leading to increased productivity, better quality produce, and higher 

profits. However, the challenges faced by contract farming, including unequal bargaining 
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power, higher transaction costs, and limited institutional support, need to be addressed to 

maximize the benefits of this approach for small farmers. Policymakers and stakeholders 

should focus on improving institutional support, providing adequate extension services, and 

ensuring fair contracts and equitable benefits for small farmers. Additionally, greater flexibility 

in contract farming models and inclusion of food crops can make the approach more attractive 

to small farmers. Overall, the opportunities and challenges of contract farming in India require 

a comprehensive and inclusive approach to harness the potential benefits for small farmers and 

promote sustainable agriculture. 

Additionally, contract farming often involves higher transaction costs, which can be a deterrent 

for small farmers. Here, the issue of equity also arises when contract farming is primarily 

focused on cash crops, leaving out farmers who cultivate food crops. (Glover, 2010). The 

unequal bargaining power between farmers and buyers is one of the many significant 

challenges of contract farming within the country, as highlighted by Swanson and Samy (2010). 

They suggest that farmers may not have the resources to negotiate fair contracts or access to 

alternative markets, leading to exploitation by buyers. 

Singh (2003) makes an argument for the need to approach the entire issue of a shifting agrarian 

production structure under contract farming from a gender viewpoint, particularly issues 

related to skill transfer, technology choice, labor organization, working conditions, and terms 

of work. He contends that prohibiting child labor is not the solution, but rather improving 

working circumstances and enhancing educational opportunities for these children in order to 

free them and their families from the cycle of exploitation and destitution. In order to give 

contract workers more input and influence, there is also an advocacy for legal provisions and 

industry-regulated codes of conduct. 

To increase farmers' participation in contract farming, public spending in rural architectural 

frameworks, for example electricity, concrete roads, ample storage, state-of-the-art 

laboratories, and more. The degree to which these farmers participate is different depending on 

the sort of produce being grown through contract farming. Farmers prefer to not plant such 

crops, which entail a longer breathing period, higher investments in its production, and other 

such parameters. However, short gestation and labour-intensive cash crops do not prevent them 

from participating (Dev and Rao, 2005).  

According to Dutta, Dutta, and Sengupta (2016), the PepsiCo company has established 

guidelines for its contract farming program, such as the requirement that potato area not be less 
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than five acres. The company has direct connections to sellers, who may also be primarily mid-

ranged landowners, it has been noted. For the delivery of credit, marketing, etc., the company 

also works with societies that have historically had strong links with growers at the village 

level. To obtain the necessary quantity of potatoes in accordance with contractual requirements 

during each typical season is the firm's straight agreement with the vendors. 

Many small money-lenders tend to be left out in communities where both types of farming is 

practiced, but they participate at higher rates when there is less disparity in the number of 

landholdings, according to Prowse (2012). Additionally, there are some positive effects of 

contract farming involvement related to families that are large, higher schooling, age of youth, 

asset contracts, programmes for irrigation, etc. (Sharma, 2016; Swain, 2011). The amount of 

farmers that continue to be part of this constantly changes depending on the kind of crop being 

grown under contract farming. Farmers prefer to stay away from farming of this commodity 

due to its lengthy gestation period, high production costs, etc. However, short gestation, labor-

intensive cash crops do not prevent them from participating. 

Objectives of the study:  

1. To find the opportunities and challenges of contract farming in India 

 

Research Methodology:  

This study is empirical in nature. In this study 210 respondents were contacted to give their 

viewpoints on opportunities and challenges of contract farming in India. The data analysis was 

done with the help of the frequency distribution and pie charts were used to present the data.  

 

Data Analysis and Interpretation: 

Table 1 The risk of price for farmers is often reduced because of contract  

Particulars  Agree Disagree Can’t Say Total  

Respondents  166 26 18 210 

% age  79.0 12.4 8.6 100 
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Table 1 presents that with the statement the risk of price for farmers is often reduced 

because of contract, it is found that 79.0% of the respondents agree with this statement.  

 

Figure 1 The risk of price for farmers is often reduced because of contract  

 

Table 2 Risk for famers becoming indebted because of production problems 

Particulars  Agree Disagree Can’t Say Total  

Respondents  173 27 10 210 

% age  82.4 12.9 4.8 100 

 

Table 2 presents that with the statement risk for famers becoming indebted because of 

production problems, it is found that 82.4% of the respondents agree with this statement.  
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Figure 2 Risk for famers becoming indebted because of production problems 

Table 3 Contract farming opens gate for farmers to learn new skills 

Particulars  Agree Disagree Can’t Say Total  

Respondents  171 29 10 210 

% age  81.4 13.8 4.8 100 

 

Table 3 presents that with the statement contract farming opens gate for farmers to learn 

new skills, it is found that 81.4% of the respondents agree with this statement.  

 

Figure 3 Contract farming opens gate for farmers to learn new skills 
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Table 4 The buyer may be corrupt particularly in allocation of quotas 

Particulars  Agree Disagree Can’t Say Total  

Respondents  169 33 8 210 

% age  80.5 15.7 3.8 100 

 

Table 4 presents that with the statement the buyer may be corrupt particularly in allocation 

of quotas, it is found that 80.5% of the respondents agree with this statement.  

 

 

Figure 4 The buyer may be corrupt particularly in allocation of quotas 

 

Table 5 Contract farming opens up opportunity for small farmers 

Particulars  Agree Disagree Can’t Say Total  

Respondents  184 20 6 210 

% age  87.6 9.5 2.9 100 

 

Table 5 presents that with the statement contract farming opens up opportunity for small 

farmers, it is found that 87.6% of the respondents agree with this statement. Considering all 

the responses of the statements, it was found that to a good percentage, the respondents have 

agreed which means that there are opportunities and challenges of contract farming in India 
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Figure 5 Contract farming opens up opportunity for small farmers 

Conclusion 

In conclusion, contract farming is a promising approach to address the challenges faced by 

small farmers in India, such as access to technology, inputs, and markets. The literature 

indicates that contract farming can provide farmers with credit, technical assistance, and access 

to improved technology and markets, leading to increased productivity, improved yields, and 

better quality produce. Additionally, contract farming can promote sustainable agricultural 

practices, improve supply chain efficiency, and increase the bargaining power of small farmers.  
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