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Abstract-The green revolution in 1966 makes Punjab 
the food bowl of India. Punjab produces wheat and paddy in 
large quantity and makes India self-reliant in food grains. 
But with the passage of time, Punjab’s farmers followed the 
monoculture of wheat paddy rotation. Punjab government 
has set up a nodal agency named as ‘The Punjab Agro Food 
Corporation’ (PAFC) to provide and to coordinate crop 
diversification in Punjab. This paper focus on conceptual 
framework of Contract Farming, Percentage change in area 
under Contract Farming in Punjab and district-wise area 
under Contract Framing. But the trend shows that Contract 
farming concept is sharply declining toward the early death 
of the concept. As it is evident from CAGR is declining by 
18.65%. Contract farming system can be successful only 
when all the parties to the system stand to be benefited 
particularly peasants. 
 
Keywords: Contract Farming, Crop Diversification, PAFC 
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I. INTRODUCTION 
Punjab agriculture has remarkable history since 

independence. The green revolution in 1966 makes Punjab the 
food bowl of India. Punjab produces wheat and paddy in large 
quantity and makes India self-reliant in food grains. But with 
the passage of time, Punjab’s farmers followed the 
monoculture of wheat paddy rotation. Today Punjab’s 
agriculture faces many problems such as declining growth rate 
of farm productions, monoculture of wheat paddy rotation 
which account for more than 80% of total cropped area of the 
state, underemployment, declining ground level water, debt 
trapped farmer’s suicide, over use of fertilizers and pesticides, 
ecological degradation, small farm holdings, over 
capitalization etc. The most serious out of which is following 
the monoculture of wheat paddy rotation and it has its serious 
effects on the economy as well as on environment of the state. 
Crop diversification within the agriculture is the need of the 
time to address the problem of wheat paddy rotation. Crop 
diversification can bring transformation in Punjab agriculture. 
But it is quite difficult to persuade the farmers for crop 
diversification because of risk and uncertainty on one hand 
and resources and knowledge deficiencies on the other hand. 
Contract farming is looked upon as a tool for crop 
diversification by the state government.  So Punjab 
government has set up a nodal agency named as ‘The Punjab 
Agro Food Corporation’ (PAFC) to provide and to coordinate 
crop diversification in Punjab. PAFC arranges the high yield 

seed varieties from reputed companies to farmers provide 
technical guidance and follow up on agronomic practices. 
PAFC is also committed to buy back the entire output of the 
farmers with returns which is higher than that farmers 
received from wheat paddy. The main objective of contract 
farming in Punjab is to get free the state from the very serious 
problem of monoculture of wheat paddy rotation. Contract 
farming is a way of commercialization and industrialization of 
Punjab agriculture by vertical integration between agriculture 
and agro processing firms/MNC. When farmers produce a 
particular crop in abundant supply, then they get very 
marginal rates for their crops. They are not able to recover 
even their operating cost. They have to their output at roads 
when they fetch very low marginal rate and no procurement at 
all. For the smooth development of agro processing units in 
the state they need continuous, quality, timely, reliable supply 
chain of raw material produce. Farmers face the risk of price 
fall and other risks/uncertainties. Agro processing firms faces 
the problem of raw material supplies and they have to operate 
their plant at below optimum operating capacity. While the 
intermediaries involved in the chain get a large chunk of 
benefits and leave the farmers with little returns. 
 

II. REVIEW OF LITERATURE 
Singh Sukhpal (2005) in his paper on ‘The role of 

contract farming for agriculture development and 
diversification in Punjab focused on nature, growth, and status 
of different models of contract farming based on empirical 
studies. He collected the data from the World Bank’s report 
on contract farming in Punjab (2003). He found that 
diversification in agriculture can stabilize the Punjab economy 
also improve the environmental degradation. He suggested 
measures for framing agribusiness policy so that contract 
farming can be successfully implemented in Punjab. 
 

Suran and satish (2005) in their paper on marrying 
microfinance to smallholder agriculture examined the 
conceptual framework of contract farming in India, contracts 
related issues, the use of NGO and SHG for contract farming. 
He also suggested model for contract farming by involving 
NGO, SHG, associations, Banks, farmers and contracting 
farming. 

Jain R.C.A in his paper on regulations and disputes 
settlements in contract farming in India, he focused on finding 
the shortcomings in the system. He discussed the case study 
on dehydration of white onion on Maharashtra.  He suggested 
model for the contract farming, risk management, linking 
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farmers with sponsors, dispute redressed mechanism, and 
participatory process for drawing contracts, incentives, 
preservation of bio diversity.  

 
III. OBJECTIVES: 

To study the conceptual framework of contract farming. 
To examine the merits and demerits of contract farming in 
Punjab context. 
To analyze the percentage change in area under contract 
farming in Punjab over the years crop wise. 
To calculate the compound annual growth rate of area under 
contract farming in Punjab. 
To compare and ranking the districts on the basis of 
percentage area under contract farming in Punjab. 
To give the recommendations. 

 
IV. RESEARCH METHODOLOGY: 

The study covers the period from 2006-07 to 2010-2011. 
The sample consist of all the districts in Punjab and selected 
crops are Hyola, Sunflower, Drum wheat, Malting Barley, 
Basmati, Maize, Green Peas, Potato Seeds under contract 
farming. The data has been collected from the various issues 
of Statistical Abstract of Punjab. Other sources of information 
are various research papers, internet and various newspapers, 
publications. Various methods for analysis used are such as 
percentage change method, compound annual growth rate, 
percentage to total method, ranking method etc. Line chart 
also used for analysis. 

 
V. CONCEPTUAL FRAMEWORK OF CONTRACT 

FARMING 
Contract farming was introduced in Punjab in 1990’s by 

Pepsico Company for crop of tomatoes through contract 
farming. Punjab is the first state in India who started contract 
farming through state agencies. Contract farming may be 
defined as a system for the production and supply of 
agricultural produce under the forward contract between the 
processors/MNC and farmers. In broader sense contract 
farming is an agreement between farmers and sponsors 
(government agencies, MNC, corporate, agro processing 
units) for production and supply of contracted crop of agreed 
quality and quantity at pre agreed price. 

In contract farming firstly the terms and conditions are 
negotiated between the sponsor firm and farmers. 

The sponsoring firm supplies all necessary inputs such as 
seeds, fertilizers, credit facilities, technical guidance etc. 

Grower/farmer produces the contracted crops as per the 
negotiated terms. 

At the end of the harvesting period, farmers have to sell 
their entire crop at pre agreed price to the sponsoring firm. 

 
VI. TYPES OF CONTRACTS 

Procurement contracts: only purchase and sale conditions 
are specified. 

Partial contracts: some inputs are provided by the 
sponsoring firm as per agreement and farmer sell the crop at 
pre agreed price. 

Total contracts: the farmers supply only land, water, 
labour and rest of the management with the sponsoring firm. 

 
Contract farming models 
Bi-partite contract farming model. 
Tri-partite contract farming model. 
The quad-partite contract farming model. 
State led contract farming model. 
The franchise model. 
The six-partite contract farming model. 

 
List of companies involved in contract farming in Punjab 

Escorts Ltd. Agri Machinery Group Basmati 
Mahindra Shubhlabh Services Ltd. Many crops 
Nestle India Ltd. Milk 
Nijjer Agro Foods Pvt. Ltd. Tomato and chilly 
Pepsi Foods Pvt. Ltd. Chilies, Groundnuts, tomato    
Stanam Overseas Ltd. Basmati 
united breweries Barley 
Rallis India Pvt. Ltd. Basmati, wheat, fruits and ve  
AM Todd Mint 
Vardhmann Cotton 
KRBL Basmati 

(Sources: web pages of the companies) 
 

VII.    MERITS OF CONTRACT FARMING 
Helps in crop diversification. 
Framers get agriculture inputs and technical advice 

from the sponsoring firm. 
Assured buy back facility and improved technology 

and increase farm mechanization. 
Boost export market. 
Increase capital inflow. 
Agro-processing firms get quality raw material in 

right quantity at right time. 
Agro-processing firms can run the plant at full or 

near full operating capacity, reducing overhead cost. 
Positive image of the company. 
Make supply chain more efficient by removing 

market related imperfections and cut off numbers of 
intermediaries. 

Rural development in general and agriculture 
development in particular which leads to increase per 
capita increase in income of the farmers, increasing 
employment opportunities. 

Timely credit and cash payment received 
immediately. 

 
VIII. DEMERITS/ISSUES OF CONTRACT 

FARMING 
More interference in the affairs of the farmers. 
In the present system farmers are ‘price taker’ and 

sponsoring firms are ‘price maker’. 
Low level of literacy level, risk averse, no buy back 

assurance from the government. 



ISSN   2348 - 2249  
Volume-1, Issue-1, December-2013 

International Journal for Multi Disciplinary Engineering and Business Management 
(IJMDEBM) 

 

© 2013, IJMDEBM, All Rights Reserved                http://www.ijmdebm.org/ 
~ 12 ~ 

Firms reject the quality of crops on flimsy grounds, low 
price level as compare to market price, delay in receiving the 
payment. 

Agro-processing firms don’t get assured quality of raw 
material. 

Fear of termination and non renewal of contract and they 
reluctant to make heavy investment. 

Firms prefer large farmers and no interest in the small 
farmers. 

Absence of the registration system for the contracts, not 
specific law to address, lack of transparency and 
communication and lack of enforceability of contracts. 
Firm oriented contracts and companies change policies at the 
time of harvesting in their favor. 

Even the organic product under contract farming fetch 
normal market price. 

 
IX. ANALYSIS AND FINDINGS: 

Under Contract Farming in Punjab main crops include 
Hyola, Sunflower, Durum Wheat, Malting Barley, Moong, 
Basmati Pure, Maize, Guar, Castor, Mantha, Green Peas, 
potato Seeds etc over the years. 

In 2010-11 Durum Wheat is also come under Contract 
Farming, which consist a very small percentage (1.77%) of 
the total area of contract farming. While Malting Barley, 
Basmati Pure, Green Peas and potato seeds consist 9.0%, 
83.55%, 0.75%, 4.93% respectively. 

It can be concluded that it is only Basmati Pure which 
consist major portion of the total area under the contract 
farming which is 83.55% because it has large export market. 
But the basic aim of introducing the contract farming is 
defeated, because it does not contribute to crop 
diversification. Contract farming also concentrates on 
particular crop particularly the Basmati and ignores the other 
crops which consist marginal area under contract farming. 

While there is no area under Contract Farming in the 
following crops: Sunflower, Moong, Gaur, Castor, Mantha 
from last few years and even Hyola also missing in 2010-11 
totally from contract farming. 

 
HYOLA: It is evident that over the years Hyola recorded 

declining trend initially in 2007-08 over previous year by 
40.21% but increases marginally by 6.46% in 2008-09 further 
in 2009-10 has sharp decline by 48.15% and in 2010-11 there 
is no area under contract farming. 
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MALTING BARLEY: Malting Barley show sharp 

declining trend in 2007-08 and 2008-09 by 33.77% and 

17.62% respectively, then it again increased sharply by 31.7% 
in 2009-10 and in 2010-11 it slightly decreased by 6.9%.  
 

CHART NO.2 
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BASMATI PURE: Basmati pure recorded remarkable 

growth in 2007-08 by 140.1% afterwards though Basmati 
Pure constitute the largest share in contract farming but over 
the years it decline marginally by 0.02% in 2008-09, 10.83% 
in 2009-10 and 5.48% in 2010-11. 

 
CHART NO.3 
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MAIZE: Maize is though Punjab government’s 

ambitious option for crop diversification in place of paddy 
sowing but contract farming does not seem to contribute to 
basic aim of crop diversification. Maize recorded 8.11% 
increment in 2007-08 then marginally decline by 5.27% then 
sharp decline by 23.2% and no area under Maize in 2010-11. 

 
CHART NO.4 
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GREEN PEAS: sponsoring firms also show interest in 

Green Peas under contract farming in 2008-09, it records a 
very meager increase rate by 0.089% in 2009-10 but it have 
sharp decline by 43.32% in 2011. 

 
CHART NO.5 
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POTATO SEEDS: There is seen recently contract 

farming in potato seeds in 2009-10 and 2010-11 and it has 
fillip by 2.86% in 2010-11 over the year 2009-10. Farmers 
have enough technical knowledge about that crop and also 
easy availability of related inputs and machinery and recorded 
output in some years in the past. So agro processing firms 
particularly chips companies can get adequate and quality 
supply of raw material at the right time. 

 
CHART NO.6 
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TOTAL AREA UNDER CONTRACT FARMING: 

Total area under contract farming over the past few years is 
following declining trend. There is meager increment in area 
under contract farming by 0.15% in 2007-08 but then it 
declining by 1.71%, 19.23%, sharply by 55.2% in 2008-09, 
2009-10 and 2010-11 respectively. Thus there is need to study 
the factors which contribute to the declining trend in area 
under contract farming. Contract farming should encourage as 
a tool for crop diversification in Punjab. So this requires the 
immediate concern by the government before it dies early 
death without achieving main aim of crop diversification in 
Punjab. 

CHART NO.7 
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Compound annual growth rate of area under contract 

farming in Punjab: 

Overall compound annual growth rate of area shows that 
contract farming is declining over the period of 5 years by 
18.65%. 

Only Basmati Pure and Potato seeds show positive 
CAGR 15.13% and 1.42% respectively. Basmati Pure has 
remarkable CAGR as compare to the other crops under 
contract farming. 

While other crops such as Hyola show sharp decline of 
CAGR by 24.21% over the 4 years followed by Green Peas 
(17.22%), Malting Barley (7.72%), and Maize (5.83%). 

District wise analysis of area under the Contract Farming 
Scheme in Punjab 

Jalandhar (17.74%) ranks IST overall on the basis of 
percentage area under contract farming followed by Ludhiana 
(8.97%), Frozepur (8.06%), Hoshiarpur (6.68%) and 
Kapurthala (5.58%). 

The five districts which have least percentage area under 
contract farming are barnala(2.64%), followed by 
Rupnagar(2.34%), Fatehgarh Sahib (2.16%), Mansa (1.9%) 
and least in the S.A.S. Nagar only 0.04%. 

Further the detailed analysis of data sub-segmented into 
crop wise showed that 19 districts are involved in contract 
Farming of Basmati Crop except S.A.S Nagar. It means that 
district wise crop diversification also failed through contract 
farming. There is just shifting of paddy sowing to Basmati 
Pure but other crops such as Potato seeds, Green Peas, Barley 
and Durum Wheat only very few and selected districts are 
involved. 
 

X. CONCLUSION 
Contract farming is more beneficial for the small farmers 

and for perishable crops. Most of the farmers in Punjab have 
small farm holdings, lack of knowledge, lack of capital, lack 
of credit and inadequate resources. Contract farming can solve 
the problems of small farmers by providing them agriculture 
inputs and technical supervision. But the failure of some 
companies to make the payment at right time, rejection the 
quality of output and changes the policies in their own favor 
has shaken the belief of farmers in this concept. Punjab’s 
farmers want security and buy back assurance from the state 
government. They are not ready to adopt any other alternative 
in place of wheat paddy rotation in such risky and uncertain 
environment. Agriculture is the prime sector of the Punjab 
economy and requires urgent need of crop diversification. 
Contract farming provides vertical integration between 
farmers and agro-processing firms that can leads to new 
revolution in the Punjab. Contract farming is win-win 
situation for the involved parties by addressing all the critical 
issues associated with monoculture of wheat paddy rotation. 
But the trend shows that Contract farming concept is sharply 
declining toward the early death of the concept. As it is 
evident from CAGR is declining by 18.65%. Recently Punjab 
government gives nod for enacting contract farming Act and 
also amendments into the APMC (Agriculture Produce 
Marketing Committee Act). Punjab government is making 
constant efforts to motivate the farmers to give up the sowing 
of traditional sowing of paddy with maize as it is state 
government’s ambitious plan for crop diversification and to 
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ensure remunerative prices to the beleaguered peasants. To 
reap the benefits of contract farming, state government should 
ensure security to the farmers by active participation of the 
state agencies in the system of contract farming. The 
government should offer tax incentives, subsidies and 
concessions so that area under contract farming in different 
crops can be increased. Contract farming provides for vertical 
integration between sponsors firms and peasants, which 
ensure better prices to the farmers and adequate supply of raw 
material to agro firms so that nutritional requirement of 1.21 
crore can be fulfilled. Contract farming system can be 
successful only when all the parties to the system stand to be 
benefited particularly peasants. Contract farming can change 
the monoculture crop pattern to multicultural crop pattern in 
Punjab. It can result into rural development and prosperity to 
the farmers. This can develop Punjab economy in general and 
agricultural development in particular. Contract farming can 
change the picture of Punjab and can save it from being desert 
in future.  
 
Bibliography 
I) Ashokan, S.R. ‘contract farming: Hold up and asset 

specificity’ 
www.iiml.ac.in/events/C16_01_SR_Asokan.pd 

II) Singh Sukhpal (2005) ‘contract farming for agricultural 
development and diversification in Punjab: problems and 
prospects.’www.global.ucsb.edu/HYPERLINK 
"http://www.global.ucsb.edu/punjab/12.2_Singh.pdf"punj
abHYPERLINK 
"http://www.global.ucsb.edu/punjab/12.2_Singh.pdf"/12.
2_Singh.pdf 

III) suran and satish (Nov.2005) ‘Marrying microfinance to 
small-holder agriculture’ 
http://papers.ssrn.com/sol3/results.cfm 

IV) Jain R.C.A. ‘regulation and dispute settlement in contract 
farming in India’ 
www.ncap.res.in/contract_%20farming/.../16.1%20RCAJ
ain.pdf 

V) ‘Contract farming ventures in India: A few successful 
cases’ in SPICE publication by ‘The National Institution 
of Agricultural Extension Management’ Volume 1. no.4 
March (2003) http://www.manage.gov.in/pgdm-
abm/spice/March2k3.pdf 

VI) Sehgal Rashme (June 2005)  article on ‘Contract Farming 
in 
Punjab’http://infochangeindia.org/other/features/contract-
farming-in-the-punjab.html 

VII) articles.economictimes.indiatimes.com › ... › Contract 
Farming 

VIII) http://articles.economictimes.indiatimes.com/2012-
10-01/news/34198147_1_maize-growers-maize-
cultivation-paddy-cultivation 

IX) http://www.agmarknet.nic.in/ConFarm.htm 
X) http://www.punjabagro.gov.in/pafc-c-farming.html 
XI) Statistical Abstract  0f Punjab 2011  
XII) Statistical Abstract  0f Punjab 2010 

http://www.iiml.ac.in/events/C16_01_SR_Asokan.pdf
http://www.global.ucsb.edu/punjab/12.2_Singh.pdf
http://www.global.ucsb.edu/punjab/12.2_Singh.pdf
http://www.global.ucsb.edu/punjab/12.2_Singh.pdf
http://www.global.ucsb.edu/punjab/12.2_Singh.pdf
http://www.global.ucsb.edu/punjab/12.2_Singh.pdf

