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the transfer of technical knowledge in a profitable way for both the 
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In the conditions of a free market, of globalisation, and of expanding 

certain commercial activities in the agricultural field, small farmers are 
confronted with difficulties in their capacity of market actors. 

In several countries, this category of agricultural producers has been 
marginalised as a result of the increase of the interest in large production 
units. As a consequence, the population migrates towards urban centres, a 
phenomenon common in most countries. 

Farm contract can be defined as an agreement between farmers and 
processing and/or distribution companies with a view to ensure and 
commercialise agricultural production at pre-established prices (Bauman P). 

The complexity of contractual conditions varies depending on the 
degree and diversity of facilities ensured in each of the following domains: 

- Market conditions: both the farmer and the contractor agree to 
observe the deadlines and conditions of the future transaction and to acquire 
certain amounts of the plant or animal production; 

- Ensuring the necessary resources: in this case, the contractor can 
cover part of the production expenses, including, in certain cases, land 
preparation and necessary technical consultancy; 
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- Managerial conditions: the farmer acknowledges the specific 
production conditions, necessary input levels, i.e. specific cropping and 
harvesting conditions. 

Farm contract is a specific means of developing certain markets and 
even the transfer of some technical knowledge in a profitable way for both 
the producer and the contractor. This form is commonly used in horticulture 
and is specific to the field of horticulture, but it covers nowadays such fields 
as animal production or aquaculture. Farm contract is characterised by a 
wide diversity from both the point of view of the product and of the ways 
one can get it. 

Farm contract system should be considered as a partnership. To 
ensure success, both parties need to observe contractual terms. Excessive 
managerial conditions cannot last too long and they threaten investments in 
agriculture. Farmers should observe contractual terms since this is the only 
way they can ensure long-term benefits. 

Farm contract becomes an important instrument in agricultural trade, 
no matter of the products are purchased by multinational companies, by 
small-size companies, by governmental agencies, by agricultural 
cooperatives, or by free-lancers. This system is the carrier of a huge 
potential in countries where agriculture practiced at low levels is widespread 
or where small farmers cannot be competitive without access to services 
supplied by contractor companies. Assuming a farm contract should be seen 
from a commercial perspective. 

Figure 1 represents the way such a farm contract is handled. It 
underlines the aspects to be taken into account during the planning and 
implementing of a transaction. 

Farmers and processors have different reasons to use contracts. 
Among them: financial interest (Cordiet J.). 
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Fig. 1. A contract farming framework 
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The reasons why farmers make an option for farm contracts are 
diverse: 

- Stability of incomes: the contracts diminish the risk related to 
the valorisation of the production compared to valorisation through the 
traditional distribution channels; 

- Improving efficacy through contract use and managerial 
decisions is transferred to the contractor. Agricultural producers can thus 
benefit from technical advice, managerial expertise, market knowledge, and 
can have easier access to advanced technology – all of which is facilitated 
by the contractor. 

- Market safety: contracts alert the producers from the point of 
view of degrees and standards that best meet consumers’ demands. Due to 
contract terms, there is guarantee for the producers that somebody will 
purchase their products if expectations are confirmed. Price risk is 
transferred from the producers to the contractors. 

-  Easier access to capital: production contracts remove the 
need for the producers to get production credits since the contractor can 
supply most inputs. Contracts are a means to increase trade volume with 
high levels of capital. 

- Cash-flow is easier to get for the producers. 
- Producers can expand their activities. 
The reasons why processing units use contracts are as follows: 
- There is control of raw materials since many processing 

facilities involve investments in buildings and equipment. Processors should 
establish an efficient circuit of raw materials for a large amount of products in 
order to control production costs. 

- Improving responses to consumers’ needs: through the control 
of production, contractors can better meet market condition changes. 

- Expanding and diversifying operations: processors can 
consolidate their positions on the market through contracts by increasing 
coordination and business efficacy. 
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CONCLUSIONS 
 

The effects of using farm contracts are diverse, with both positive 
and negative aspects. Contracting can diminish uncertainty, risk, and 
variation in production quality and, in certain cases, production costs. 

From the point of view of the contractor, contracting can also 
diminish risks related to production and price. From the point of view of the 
processors, contracts improve the efficacy of distribution channels and 
product quality, which is beneficial for the consumers. 

Contracts bring about stability of the transactions on the market, 
minimising the risk associated with market changes. 

Contracts can change the way the market functions. Besides the fact 
that contracts can change the way markets function and their location, the 
way one does business also changes. 

Monitoring farm contracts is one of the most efficient instruments in 
the coordination and promotion of production and marketing in agriculture. 

The advantages for the contracting parties vary depending on the 
natural and social environment, and on the market conditions. Risk 
distribution also depends on such factors as market nature for both raw 
material and finite product; availability of an income alternative for the 
farmers and for the extension that needs relevant technical information for 
the farmers who choose this system. These factors change in time, as well as 
risk distribution does. 
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