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Foreword 

Ever since the country adopted policies of market liberalisation, globalistion and 

expansion of agri-business, there had been a concern that majority of its farmers are 

still in subsistence farming and may find it difficult to participate in the emerging 

competition. Competition in the international market for majority of the Indian 

farmers appeared a distant p>ossibility due to small farm size and inadequate 

infrastructure to take care of the required quality standards. Thus, there was a need 

for evolving an appropriate system/model which can ensure supply to farmers 

reliable and cost-efficient agri-inputs, farm extension services and the guaranteed 

market for their output. 

2. In the above backdrop, the Government of India took initiative to establish 

Agri-Export Zones (AEZs) in various States from 2001-02, to facilitate the 

development and sourcing of agricultural produce in a contiguous area for exports. 

Four crops have been identified for promotion under the AEZs in Karnataka, Viz. 

Gherkin, Rose Onion, Flowers and Vanilla. In order to give a fillip to the 

implementation of the programme, NABARD has taken several initiatives like fixation 

of scale of finance (SOF) for crops covered under AEZ, preparation of Banking 

Plans, introducing an exclusive refinance product for contract farming in the AEZ 

with 100 per cent refinance on bank loans, bringing out booklets for the use of all the 

agencies for their awareness-building, organising workshops/meets at the State and 

District Levels to review the progress, organising suitable training programmes in its 

Training Establishments on AEZ for the benefit of bankers, etc. 

3. Among the crops identified for promotion under the AEZs in the State, contract 

farming is prevalent in respect of Export-Oriented Units (EoUs) in 

Gherkin-processing. Contract farming under AEZs has immense potential in India 

and, especially, in a State like Karnataka with its varied agro-climatic regions and 

diversified crops. Therefore, it was felt necessary to conduct a comprehensive study 

on 'contract farming' under AEZs for identification of various potentials and 

constraints. The findings of the study corroborate that 'the contract farming in 

gherkin' had been established in well-organised manner in Karnataka in as much as 

22 Export-Oriented Units (EOUs) are working in the industry, a few of them for more 



than a decade, and, could reasonably be considered as a successful model for 

contract farming. The system works in a manner that can be a model in provision of 

inputs and extension services to the farmers. The Field Supen^sor of the EOU 

works as an extension worker who monitors the crop continuously from sowing to 

harvest. This model of extension work concentrating on the crop is different from the 

extension support from Government where the extension worker is covering all the 

crops and'all the farmers under his/her jurisdiction. To deepen and intensify the 

model, the banks could play greater role in terms of providing credit to the sponsors 

and farmers and the Govemment in developing necessary infrastructure in the AEZ. 

The support of institutional credit may be expanded to take care of the input costs 

incurred in advance by the sponsors. Coverage of contract farmers under Kisan 

Credit Card (KCC) could take care of their need for cash for hired labour, 

consumption, etc. 

It is hoped that the findings of the study would be useful to make necessary polrcy 

interventions for encouraging contract farming and AEZs by all concerned. 

B.B.Mohanty 
Chief General Manager 

Karnataka Regional Office 
Bangalore NABARD 
6 September 2005 
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gJtzoTRT̂ ' gn sgefi^ g§3 ^?r : ^ g^rfilH ^ ^ f%2fT mm t HTf% 3=B^ ĝ Ĥet g^ 
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Executive Summary 

i. Gherkin fruits are used raw for pickling and the product is exported. The 

Export-Oriented Units (EOUs) engaged in gherkin exports procure the produce 

from farmers who grow the crop under contract arrangements. Approximately, 

41,600 farmers are cultivating gherkin in Kamataka in an area of 39,178 acres. 

The exports during 2004-05 were 50,239 tonnes in bulk and 2,11,40,994 jars 

which would work out to another 6342 tonnes. 

i i . This study with special focus on contract farming was conducted for identification 

of the critical factors conducive for the promotion of activities in consonance with 

the objectives of establishing the AEZs and contract farming. The specific 

objectives of the study were the foBowing:-

• To ascertain and understand the system of contract farming arrangements 

existing between gherkin farmers and exporters/intermediaries; 

• To study the pattern of supply of inputs and technology to the farmers; 

• To understand the marketing of agricultural produce, prkiing and payment 

system under contract farming; 

• To evaluate the roles of different partners like nodal agencies of the Gol and the 

GoK, other State Government agencies, credit institutions, NABARD, EXIM 

Bank, farmers, processors and exporters In AEZs/promoting contract farming 

and identify constraints; and 

• To suggest various administrative, legislative, fiscal, promotional and financial 

measures for furtherance of contract farming and AEZs. 

iii. The study was based on a sample of 6 EOUs and 60 contract farmers. The data 

on cultivation, marketing and export of gherkin were collected for the reference 

year 2004-05. 

iv. The crop can be cultivated in small plots of even 0.25 acres to generate a net 

income of Rs.10,000. It is a short duration crop and requires heavy dose of 

fertlisers. The field requires weeding followed by top dressing and earthing up at 

required intervals. It has a harvest period of 45 days, making it a labour-intensive 

crop. 
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V. The crop is susceptible to the attack of a host of insects and disease, fruit borer, 

fruit fly, downy mildew, mosaic virus, bud necrosis virus and root knot 

nematodes, etc. Application of chemical pesticides is kept at minimum and the 

chemrcals and dosages are selected so as to avoid the problem of pesticide 

residues. 

vi. The cost of cultivation worked out to Rs.20,597 per acre. Although the potential 

yieW for the crop, obtained in some of the major producing countries like Mexico, 

is 20 tonnes per acre, the maximum yield that could be obtained by the sample 

farmers was 13 tonnes per acre. The yield was as low as 3 tonnes per acre in a 

few cases due to inadequate irrigation and incidence of pest and diseases. The 

average yield wori<ed out to 7.5 tonnes per acre for the entire sample. 

vii. Price of gherkin fixed by various companies didn't show much variation indicating 

that the industrial average as per the existing international competence is almost 

stabilised. 

viii. Gross income from cultivatk>n of gherkin ranged from Rs. 18,000 to Rs. 1,43,000 

per acre with an average of Rs. 60,000. 

ix. Net income per acre of gherkin ranged from Rs. 8,000 per acre to Rs. 1,00,000 

per acre with an average of Rs. 39,403. The average income of Rs.39,403 per 

acre was way above the average irxjome obtained from other crops in the 

cropping pattern of the farmers. 

X. Among the sample farmers, 36.7 per cent had cultivated the crop more than 

once during 2004-05. Gherkin cultivation is a labour intensive activity and 

generates a recurring employment of 160 person days per acre per crop. 

Further, the industry provides continuous employment to 215 persons for a unit 

of 3000 tonnes per annum capacity. 

xi. The farmers who had borrowed from irvstitutional sources were only 18.3 per cent 

for crop loans and 15 per cent for investment loans. The coverage of KCC was 

negligible. 

xii. Majority (45 per cent) of the sample contract farmers betonged to the category of 

small farmers (SF) followed by marginal farmers (MF) (32 per cent). Scheduled 

Castes (SC) formed 10 per cent of the sample and Scheduled Tribes (ST) 7 per 

cent. 
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xiii.The area allocated to gherkin cultivation was only 16.4 per cent of the gross 

cropped area for the sample as a whole and ranged from 10 per cent in Kolar 

district to 22.2 per cent in Chamarajanagar district. 

xjv.Occupying only 16.4 per cent of the gross cropped area (GCA), the crop was 

able to generate more than 50 per cent of the farm family income. 

Policy implications/Action points 

1. As per the RBI circular, there is a need to treat the inputs supplied to farmers by 

exporters as raw material for export and consider sanctioning the lines of 

credit/export credit to processors/exporters to cover the cost of such inputs. This is 

not being done by Banks. The EOUs want this facility as a revolving fund and not as 

a term loan and all the facilities of agricultural loans need to be given for the 

purpose. 

(Action: RBI, NABARD, Banks) 

2. Banks are charging 11.5 per cent on the working capital given to the exporters for 

purchase of inputs for supply to farmers as against the stipulated 7.5 per cent for 

packing or export credit. Further, this facility may be extended to facilitators as well 

who act as intermediary between farmers and EOUs. 

(Action : RBI, NABARD, Banks) 

3. Charging of interest on quarterly rest is creating difficulties to the companies 

where the suggestion was to charge interest once in a year like agricultural loans 

such that interest compounding is not effected. 

(Action : NABARD, Banks) 

4. Subsidy schemes of Department of Horticulture, GoK/ National Horticulture Board 

(NHB) envisage that the contract between the processor and farmers should be for 

three years. The Department/NHB need to examine this condition considering the 

contract period in case of gherkin is only for the crop duration. 

(Action; GoK/NHB) 

5. Gherkin is not a notified crop in the State under the Rashtriya Krishi Bima Yojana 

(RKBY). Insurance products may have to be designed for the exporters and to 

farmers for income risk. 

(Action: GoK) 



6. The EOUs are introducing micro irrigation systems to counter shortage of 

irrigation water and diesel gensets to take care of long power cuts in the farmers' 

fields. EOUs may link these initiatives with institutional credit and also help in 

extending KCCs and other lines of credit to their farmers in consultation with 

NABARD and other credit institutions. 

(Action: EOUs) 

7. Using Farmers' Clubs for propagating the message of contract farming would help 

both the companies as well as the farmers who are willing to take recourse to 

contract farming. This will also ensure linking of these farmers with bank branches 

for their credit needs. 

(Action: EOUs, Banks) 

8. Many of the villages were gherkin is cultivated are k)cated in interior places 

without proper approach and communication. There is a need to improve the 

connectivity of these villages in AEZs. Project proposals for roads and bridges in 

AEZs may be given priority in consideration and In case of resource constraints, they 

may be proposed for financing under RIDF of NABARD. 

(Action: GoK) 

9. The cost of cultivation estimated at Rs.20,597 per acre of gherkin was higher than 

the scale of finance fixed at Rs. 18,000 per acre. District Level Technical Committees 

(DLTCs) should review and revise the scale of finance. 

(Action: DLTCs. NABARD) 

10. Gherkin irKlustry has potential to grow by improving productivity and production 

for which institutional credit Is a must. Credit is needed for cultivation of the crop, 

irrigation and related investments in the farmers' fields, setting up of processing 

units, export credit, etc. Banks should provide credit to the farmers/exporters for the 

purpose keeping in view the Banking Plan preparec^potential envisaged in Potential 

Linked Credit Plans (PLPs) by NABARD. 

(Action: Banks) 

11. The credit f low to the sector is not getting reflected in the present system of data 

generation by banks. Similarly, the data on area, production, yield, etc. of gherkin is 

not being covered under statistics brought out by the GoK. There is a need to 
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streamline the data on credit flow to gherkins in AEZ and put in place a system to 

update and publish the data on gherkin cultivation. 

(Action: Banks, KAPPEC, GoK) 

12. There is a need for regular review and monitoring of the progress, trends and 

issues in AEZs at the State/District level so as to identify constraints and initiate 

corrective actions. Credit flow in AEZs may be included as agenda item in SLBC 

meetings. 

(Action: Nodal Agencies of AEZs, SLBC) 
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1. Income 
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Hassan, Kolar, Tumkur & 
Chamarajanagar 

2004-05 

EOUs - 22 
Famiers - 41,606 
Area - 39,178 acres 

EOUs - 6 
Farmers -60 

6.5 acres 

1.13 Acres 

16.4 per cent 

Rs.20,597 per acre 

7.5 tonnes per acre 

Rs.8 per kg. 

Rs.60,000 per acre 

Rs.39,403 per acre 

160 person days/acre 
215 persons/3000 tonnes 

Rs.170 crore p.a. 
62.74 lakhs p.a. 
US$ 12 crore 
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Chapter 1 

Introduction 

Gherkin (Cucumis sativus L.), is a cucurbitaceous vegetable crop of 90 days 

duration, which is harvested raw for pickling. The product has negligible domestic 

market and the cultivation is exclusively for exports. The preserved/pickled fruits are 

used in the preparations like sandwiches, pizzas, etc. Major destinations for its 

exports are Europe, USA, Russia, Australia and few other countries. The crop was 

introduced to India only in 1990 as the crop can be cultivated round the year unlike 

other major producing countries like Mexico, Hungary and Madagascar, where it 

can be cultivated only for three months in a year. Further, Gherkin Is a 

labour-intensive crop, and, hence, the cost of cultivation is lower in labour surplus 

country like India compared to Europe and America. For this reason, industries 

engaged in marketing of gherkin abroad prefer to procure the produce from India. 

The Export-Oriented Units (EOUs) engaged in Gherkin exports procure the produce 

from farmers, who grow the crop under contract farming arrangements. After 

grading, sorting and washing the fruits, it is preserved in appropriate media like 

Acetic Acid, vinegar or Brine Solution for bulk exports in large jars and bottled as 

pickles by the importing country or directly processed as pickles and bottled in Indi3 

itself for exports. The media used for preservation and other ingredients in the 

bottled pickles depend on the customer's choice and at times are provided by the 

importers from abroad. The crop is popularly known as 'pickling cucumber' or 'small 

cucumber' among the farmers. 

There are 22 EOUs under Gherkin in Karnataka, mostly located in Bangalore except 

two in Hassan and one at Chintamani in Kolar district. Most of the units, except 

two, had been exporting Gherkin in bulk until recently. It was reported by the 

respondent units that with the increase in wages in the European Union member 

countries, the importers prefer bottled exports and, therefore, now more and more 

units are establishing bottling units for exports. The total capital invested by the 

Gherkin units in the State work out to Rs.86.64 crore with an installed capacity of 

1.18 lakh tonnes per annum. Approximately, 41,600 farmers are cultivating Gherkin 

in the State in an area of 39,178 acres. The volume of exports during 2004-05 was 

50,239 tonnes in bulk and 2,11,40,994 jars which would work out to another 6342 
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tonnes^ EOU-wise export of gherkin and year-wise export of gherkin are presented 

in Annexures I and II, respectively. The status of gherkin industry in Karnataka is 

indicated In Table 1.1. 

Table 1.1 

Status of Gherkin industry in Karnataica as at end lUlarch 2005 

Particulars 
Total number of units (No) 
Capital employed (Rs. crore) 
Installed capacity (Tonnes) 
Capacity being utilised (Tonnes) 
Number of workers engaged in the factories (No) 
Number of farmers (No) 
Total area (Acres) 
Annual Turnover (Rs. crore) 
Export Destinations 

Status 
22 

86.64 
1,18,165 
70,968 
3,298 

41,606 
39,178 
225.03 

USA, France, Spain, 
Canada, Netherlands^ Italy, 

Japan, Korea, Australia, 
Belgium, Russia , Germany, 

New Zealand, North America, 
Ukraine, Estonia, Israel, 

China & Srilanka 

Globaldemand for Gherkin is estimated at around 15 lakh tonnes and the supply 

from India works out hardly to 4 per cent of the demand. The problem with the 

Indian Gherkin Industry is the low yield. While well managed gardens are getting a 

yield of 7 to 8 tonnes per acre, overall average is reported to be only 2.5 tonnes per 

acre as against a potential yield of 20 tonnes per acre. The focus of the gherkin 

industry is, therefore, on increasing the yield by pest and disease management and 

improving the irrigation facilities. If the average yield is enhanced to 5 tonnes per 

acre, the production from the existing area could reach nearly 2 lakh tonnes, 

supplying around 15 per cent of the global demand. 

The Government of India (Gol) in 2001-02 started establishing Agri-Export Zones 

(AEZs) in various States with the objective of increasing India's share in Global Agri 

-Trade. AEZs are meant to facilitate the development and sourcing of raw material 

(agri-produce) in a contiguous area for exports through its processing/packaging. In 

Karnataka, 4 crops have been identified for promotion under the AEZs, Viz. Gherkin, 

Assuming 300 gm gherkin in a 720 ml bottle 
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