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ontract farming has emerged as an important institutional arrangement in Indian 

agriculture. It is a system where farmers and buyers (such as agribusiness firms, 

processors, or exporters) enter into a pre-harvest agreement regarding the production and 

marketing of agricultural produce. These agreements typically specify price, quality, quantity, 

and delivery conditions.  

India Filings: In India, contract farming has gained importance due to increasing market 

demand, globalization, and the need to integrate small farmers into modern value chains. 

Concept and Features 
Contract farming refers to a production and supply agreement between farmers and firms 

where: 

Farmers produce specific crops as per buyer requirements 

Buyers provide inputs, technical guidance, and assured procurement 

Prices are often pre-determined or formula-based  

Agri World View 

Key Features 

Pre-agreed pricing system 

Supply of inputs (seeds, fertilizers, credit) 

Technical assistance and supervision 

Assured market for produce 

Risk-sharing mechanism between farmer and buyer 

Economic Rationale 
The economics of contract farming is based on reducing market inefficiencies and improving 

coordination between production and marketing. 

For Farmers 

Reduces price uncertainty 

Ensures market access 

Provides input and credit support 

For Firms 

Ensures regular supply of raw materials 

Maintains quality standards 

Reduces procurement costs 

Thus, contract farming acts as a link between agriculture and industry, improving overall 

efficiency. 

Types/Models of Contract Farming in India 
Market Specification Model – Focus on price and quality 

Resource Providing Model – Inputs and services provided by sponsor 

Production Management Model – Strict supervision of farming practices 
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These models vary based on the level of control exercised by firms. 

Advantages (Economic Benefits) 

For Farmers 

Assured income and price stability 

Reduction in marketing costs 

Access to modern technology and skills 

Reduced risk of crop failure losses 

Better productivity and quality 

Contract farming reduces distress sales and improves income predictability.  

Agriculture Institute 

For Agribusiness Firms 

Continuous supply of quality produce 

Reduced transaction and procurement costs 

Better planning and inventory management 

For Economy 

Promotes commercialization of agriculture 

Encourages private sector investment 

Generates rural employment 

Enhances export competitiveness 

Challenges and Limitations 
Despite benefits, contract farming faces several economic issues: 

Power Imbalance 

Large firms dominate small farmers 

Farmers often have weak bargaining power 

Agriculture Institute 

Risk of Exploitation 

Unfair contract terms 

Delayed payments or price manipulation 

Quality Risk 

Produce may be rejected if it fails to meet standards 

Dependency on Single Buyer 

Creates monopsony situation (one buyer, many sellers) 

India Filings 

Legal and Institutional Issues 

Weak enforcement of contracts 

Informal agreements without legal protection 

Environmental Concerns 

Intensive farming practices may harm sustainability 

Policy and Legal Framework in India 
Model Contract Farming Act, 2018 

Provides legal framework for agreements 

Ensures dispute resolution mechanisms 

Encourages private investment in agriculture  

Research Gate 

State Government Role 

Regulation through APMC Acts 

Registration of contracts 

Facilitation of dispute settlement 

Economic Impact in India 

Contract farming has shown positive results in states like: 

Punjab (potato, basmati rice) 
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Maharashtra (sugarcane, horticulture) 

Karnataka and Gujarat 

Impact Highlights 

Increased farmer income 

Improved crop quality 

Better integration with global markets 

However, benefits are uneven and depend on: 

Contract design 

Institutional support 

Farmer awareness 

Conclusion 
Contract farming represents a modern approach to agricultural marketing in India. 

Economically, it helps in: 

Reducing uncertainty 

Improving efficiency 

Linking farmers with markets 

However, its success depends on fair contracts, strong legal support, and farmer 

empowerment. Without these, it may lead to exploitation and inequality. 


