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Abstract 

The study examines the economic and developmental significance of farm to factory 

linkages in the agro based food industries of Tamil Nadu.  Agro-industrial linkages play a 

critical role in integrating agricultural production with food processing, value addition, 

employment creation and export potential.  Using secondary data from the Ministry of food 

processing Industries, NABARD, and the Department of Economics and Statistics (2018-

2024), the study analyses the growth of agro based industries, regional concentration and 

value addition in key commodities.  The findings reveal a strong positive relationship 

between the expansion of food processing units and rural income generation.  However, 

challenges such as limited cold storage, inadequate financing, and skill shortages persist.  The 

study concludes that strengthening institutional linkages, developing infrastructure, and 

promoting farmer-producer organizations can accelerate rural industrialization and 

sustainable growth. 
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Introduction 

The agricultural sector in Tami Nadu has undergone a significant transformation from 

being predominantly subsistence oriented to increasingly market and industry linked.  The 

emergence of agro based food industries has created a bridge between farmers and industrial 

markets, enabling both value addition and income diversification.  The food processing 

industry is now considered one of the key growth engines for rural development, providing 

opportunities for small and marginal farmers to engage in profitable value chains.  Tamil 

Nadu contributes about 8 percent of India’s total food processing output, supported by 

favourable agro-climatic conditions and an extensive network of micro, small and medium 

enterprises (MSMEs). Districts such as Erode, Namakkl, Theni, Tiruchirapalli and 

Coimbatore have developed into vibrant agro-industrial clusters specializing in dairy, poultry, 

banana, turmeric and rice based products.  These linkages not only enhance agricultural 

productivity but also reduce pot-harvest losses, which otherwise account for nearly 15-20 

percent of total production in perishable crops. 

Previous studies highlight the importance of agro industrial linkages in promoting 

rural development and economic diversification.  According to Singh and Pandey (2019) 

farm-industry integration improves value addition and stabilizes agricultural income, 

NABARD (2021) emphasizes that effective linkages help reduce market intermediaries and 

wastage while improving the bargaining power of farmers.  Kumar and Thomas (2020) 

studied the south Indian food processing sector and found that strong backward linkages 
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expand export potential.  Similarly, Reddy (2022) demonstrated that Organized clusters in 

Tamil Nadu, particularly in dairy and poultry sectors, have higher productivity levels and 

better employment multipliers compared to unorganised units.  Sivakumar (2023) note that 

policy interventions such as the Mega Food Park Scheme and PM Kisan Sampada Yojana 

have played pivotal roles in creating regional hubs for agro processing.  Studies by FA (2021) 

and World Bank (2020) also stress that the lack of storage, logistics and credit access are 

major barriers for smallholder integration. 

Additionally, the Tamil Nadu Food Processing Policy 2023 emphasizes farm to 

factory integration through initiatives like Mega Food Parks, Agro Export Zones and FPO 

based contract farming models.  The digitalization of agricultural markets under e-NAM has 

also improved transparency, traceability, and efficiency in value chains.  However, disparities 

exist between organized and unorganized sectors, as many small farmers lack direct access to 

processing industries and influence rural incomes, employment generation and sustainable 

industrial growth in Tamil Nadu. Overall, literature suggests that farm to factory linkages are 

essential for inclusive growth, yet empirical data on Tamil Nadu’s regional variations and 

economic outcomes remain limited.  This study aims to fill that gap through a focused 

economic analysis. 

Objectives of the study 

1. To analyze the growth and distribution of agro based food industries in Tamil Nadu. 

2. To examine the economic benefits of farm to factory linkages for farmers and rural 

entrepreneurs. 

3. To identify challenges and gaps in the existing linkage system. 

4. To suggest policy recommendations for strengthening agro industrial integration in 

Tamil Nadu. 

Methodology 

This study uses secondary data analysis covering the period 2018-2024. Data were 

sourced from Ministry of Food Processing Industries (MoFPI), NABARD Annual Reports, 

Tamil Nadu Department of Economics and Statistics, CMIE and MSME databases and 

Research publications and policy documents.  Descriptive statistics and comparative analysis 

were used to evaluate growth rates, employment generation and value addition.  Correlation 

analysis was applied to determine the relationship between processing unit density and rural 

income. 

Results and Discussion 

This study provide an in-depth understanding of how agro based industries in Tamil 

Nadu are connected to farm level production, and how these linkages affect farmer income, 

employment and regional economic growth.  The results are based on secondary data, 

complied from 2018-2024, and interpreted using descriptive and comparative analysis. 
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Growth trend of agro-based food industries in Tamil Nadu (2018-20224) 

The data show a steady upward trajectory in the number of food processing units, 

with a compound annual growth rate (CAGR) of 8.6 percent between 2018 and 2024. The 

increase in the number of units and output value suggests that Tamil Nadu’s food industry 

has evolved into a significant industrial growth driver.  The state’s food processing policy 

2023 and the mega food park scheme have been instrumental in attracting private investment 

and promoting MSMEs.  Employment has also expanded notably creating nearly 7.3 lakh 

additional jobs over six years.  This employment generation is not limited to factories alone it 

includes logistics, packaging, quality testing and marketing sectors highlighting the multiplier 

effects of farm to factory linkages on the rural economy. 

Table 1: Growth trend of agro-based food industries in Tamil Nadu (2018-2024) 

Year 
Registered food 
processing units 

Growth rate (%) 
Employment 
generated (in 

Lakhs) 
2018 4250 -- 1.65 
2019 4560 7.3 1.72 
2020 4890 7.2 1.78 
2021 5330 9.0 1.90 
2022 5950 11.6 2.08 
2023 6480 8.9 2.20 
2024 6970 7.5 2.38 

 

Agro based units in Tamil Nadu have increased b y 64 percent over six years, with consistent 

employment growth.  Districts like Erode, Namakkal, Theni and Tiruchirapalli have emerged 

as major agro-industrial hubs. Growth reflects strong institutional support and private 

investment under the state’s agro-industrial policies. 

Economic Impact 

Farmers engaged in supply contracts experienced a 22 percent increase in annual income 

compared with non-participants.  Processing industries reported reduced input cost and 

improved product quality through reliable sourcing networks.  Farmers who are part of 

contract farming or cooperative supply chains have witnessed a 12-15 percent increase in 

income.  Value addition has been highest in  banana, tapioca, and tomato reflecting  Tamil 

Nadu’s strong  agro climatic potential and processing  infrastructure. 

Table 2: Value addition and farmer income 

Crop Type 
Average farm-

gate prics 
)Rs/kg) 

Processed 
product price 

(Rs/kg or 
equivalent) 

Value addition 
(%) 

Farmer 
income 

increase after 
contract (%) 
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Tomato 12 28 (sauce/puree) 133 18 

Banana  10 
30 
(Chips/powder ) 

200 25 

Milk 38/litre 
55/litre 
(packaged) 

45 12 

Tapioca 8 24(starch / flour) 200 22 
Turmeric 80 140(powdered) 75 15 

 

Contract and cooperative farming models have improved farmer earnings  b y 12-25 percent, 

particularly for banana, tapioca and tomato producers.  The scope for further income 

enhancement exists if smallholders are connected through FPO-based aggregation and 

processing facilities. 

Employment Generation for Agro-based Industries  

  Each medium-scale processing unit generated an average of 85 direct and 200 indirect 

joba, particularly benefiting women and youth in rural areas.  Secondary activities packaging, 

transport, storage contributed further to rural income.    

Table 3: Regional Distribution of Agro-Based Units 

District 
Major agro-

industries 
Type of linkage 

Employment share 
(%) 

Erode 
Dairy, turmeric, 
turmeric oil 

Cooperative and 
Private 

15 

Namakkal Poultry, egg powder Contract farming 13 

Theni 
Banana, mango, 
coffee 

Cluster based 12 

Tiruchirappalli 
Tamarind, rice flour, 
pulses 

FPO and SME 
linkage 

10 

Coimbatore 
Coconut, bakery 
products 

MSME dusters 11 

Villupuram 
Groundnut oil, 
jaggery 

Small-scale 8 

 

The western and southern regions of Tamil Nadu dominate the agro-based industrial 

landscape due to better irrigation, infrastructure and cooperative structures.  District level 

clusters have promoted economies of scale and reduced post harvest losses by nearly 20-25 

percent. 

Challenges of the food industry in Tamil Nadu 

The agro based industries are facing certain challenges. 

 Inadequate cold storage and transport facilities. 

 Credit constraints for small scale entrepreneurs. 
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 Lack of formal agreements and eak enforcement in contract farming. 

 Price volatility in raw materials affecting profitability. 

Table 8: Challenges of the food industry in Tamil Nadu 
Challenge Explanation 

Supply chain inefficiency Lack of cold chain infrastructure increases wastage 
Inadequate financing Small and medium units face credit constraints 
Competition High competition from multinational brands 

Quality and compliance 
Meeting export and FSSAI standards increases 
costs 

Seasonal production 
Fluctuating raw material availability affects 
consistency 

 

The findings affirm that well structured farm to factory linkages foster inclusive 

growth by connecting small farmers with industrial markets.  However, the lack of integrated 

supply chain management and insufficient financing mechanisms hinder full potential 

realization.  Enhancing digital traceability farmer cooperatives and value chain partnerships 

could improve efficiency and equity in the sector. 

Conclusion 

            Farm to factory linkages in Tamil Nadu have shown promising outcomes in 

improving rural livelihoods, reducing waste and promoting agro-industrial development.  The 

state’s rich agricultural resources and progressive policies provide a solid base for expansion.  

Yet, to achieve long-term sustainability, stronger institutional coordination, modern 

infrastructure and technology adoption are essential.  The findings collectively show that 

Tamil Nadu’s farms to factory linkages are economically beneficial and socially inclusive.  

The  food processing acts as a bridge between agriculture and industry, providing stability to 

farmer’s income, generating rural jobs, and promoting industrial diversification.  Districts 

with established clusters exhibit a higher multiplier effect every Rs.1 spent in agro-processing 

generates Rs. 2.4 in value addition across the supply chain (NABARD, 2021). Furthermore, 

the sector plays a crucial role in promoting women’s participation, export competitiveness 

and rural entrepreneurship.  However, achieving full potential requires addressing 

infrastructural and institutional bottlenecks.  Strengthening FPO networks, integrating digital 

market systems, and expanding credit accessibility are key to enhancing the sustainability and 

scalability of Tamil Nadu’s agro-industrial ecosystem. 

Suggestions and Policy Recommendations 

1. Promote FPO-based aggregation: Support farmer producer organizations for collective 

marketing and supply chain integration. 

2. Enhance infrastructure: Establish cold storage, logistics parks and testing labs near 

major production zones. 
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3. Skill development: Introduce technical training programs on food processing and 

entrepreneurship for rural youth. 

4. Finance and insurance access: Expand NABARD credit lines and crop processing 

insurance shemes. 

5. Regulatory simplification: Streamline licensing and certification processes for MSME 

units. 

6. Technology adoption: Encourage digital traceability and automation in food processing 

for quality assurance. 

7. Regional equity: Develop new agro- industrial clusters in underrepresented districts like 

Villupuram, Perambalur and Sivagangai. 
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