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	 1.  INTRODUCTION

Contract farming allows the sharing of production and marketing risks between farmers and agribusinesses. It 
therefore has the potential to benefit both stakeholders in several ways. However, contract farming can have several 
disadvantages for farmers and business too, especially in developing country contexts where weak government, 
policy and governance frameworks lead to contractual enforcement issues. This policy brief presents the advantages 
and disadvantages for the different actors engaged. 

Advantages Disadvantages

Farmers -Securing markets
-Access to new markets
-Access to inputs, credit and production services
-Access to extension services and technical advice
-Opportunities to learn new skills and technology
-Reduction of price risk
-Enhancing farm production and management skills
-Increased and more stable income flows

-Non-compliance by agri-businesses
-Complexity of contracts, price setting mechanisms
-Lack of exit options
-Reduced flexibility
-Increased requirements and standards
-Increased asset compliance
-Farm land degradation
-Loss of farmer independence 
-Lack of public frameworks and effective contract 
enforcement
- Increased social tensions

Agri-businesses -Transaction costs reduction
-Quantity control and timely procurement
-Quality control
-Favourable prices
-Access to primary resources
-Access to financial instruments
-Access to public support mechanisms
-Agribusiness corporate image

-Side-selling by farmers
- Transaction/logistic costs increase through farmers 
isolation and non-compliance
-Internalisation of farmer support costs
-Diversion of supplied inputs
-Flexibility constraints for agribusinesses







This policy brief can be downloaded on the NBF website 

www.nepadbusinessfoundation.org 


