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Abstract  
 

The research investigates ways to improve farming incomes within sustainable development in agriculture, moving from 

a focus on production to a focus on income when thinking about agricultural policy. The way in which farm income is 

treated in the study is as one combined measurement, including returns from crops, livestock, allied activities, and non-

cash components (e.g. family labour and self-consumed). The study used descriptive and analytical methods with secondary 

data from government reports, international organisations, and academic literature to assess the components of farm 

income, measuring methods, cost structures, and indicators. The study identified an array of significant constraints to farm 

income including the rising costs of production; inefficient markets; lack of access to credit; climate risk; and inadequately 

measured farm income. The results of the study demonstrated that enhancing farm income requires a multi-faceted 

approach that includes: diversification; cost savings; value adding; improved marketing systems; irrigation development; 

adoption of technology; crop insurance; financial inclusion; and extension services. The study also illustrates the 

importance of accurate measurement of farm incomes and the strategic enhancement of farm incomes through integrated 

policy interventions and institutional support as critical to creating profitable, resilient, and sustainable agricultural 

production and for achieving inclusive rural development and sustainable agriculture over the long-term. 
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INTRODUCTION 
Farm income is a key indicator of the economic 

performance of the farming sector and the livelihood of 

farmers. Farming is not only a production system, but 

also a livelihood system for millions of rural households. 

Farm income decides whether farmers can make a living, 

pay back loans, get access to better technologies, invest 

in irrigation and machinery, send their kids to school, and 

enhance their living standard. As a result, farm income 

measurement and assessment has emerged as a central 

topic in agricultural economics, farm management and 

development. It offers a systematic approach to the 

profitability, efficiency and sustainability of farming. 

 

The income of a farm depends upon many 

factors including farm size, soil quality, labour inputs, 

irrigation, market prices, weather, government policy 

and farm management skills. These factors differ among 

farms; therefore, it is important to calculate farm income 

correctly for comparison and decision-making purposes. 

Farm income can be low despite high production if the 

cost of production is high or market prices are low. Thus, 

income is better than production to assess farm 

performance (Dillon & Hardaker, 1993). 

 

Farm income is not equivalent to the cash 

receipts from crop sales. It considers income from crops, 

livestock, poultry, fisheries, orchards, agro-forestry, by-

products, and the value of farm output consumed by the 

farm family. Various concepts and measurement 

approaches are applied based on the purpose of analysis 

(gross income, net income, farm business income or 

family labour income). Therefore, farm income 

measurement and analysis is important for farmers, 

policymakers, researchers, banks, credit cooperatives 

and development organisations (FAO, n.d.). 
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Concept of Farm Income 

Farm income can be defined as the net return 

from farm and allied activities which takes into account 

the value of the production and cost of producing the 

output. Put simply, it is the return to the farmer for the 

use of land, labour, capital and management in the 

production of farm outputs. It measures the profitability 

or loss of the farm business over an accounting period, 

typically an agricultural year. 

 

Farm income is a mixture of both cash and non-

cash items. Cash income refers to the money received 

from selling crops, milk, eggs, vegetables, livestock or 

other farm products. Non-cash income arises when the 

family consumes food grains, vegetables, fruits, milk or 

fuel produced on the farm. Non-cash income is an 

essential component of family income in many 

smallholder farming systems, where families are often 

self-sufficient in food. 

 

Farm income also includes income from the 

subsidiary activities like milk, poultry, goat, fisheries, 

honey, mushroom, flower and food processing. Also, 

farm income can be boosted by subsidies, crop insurance, 

income from machinery rental, and sale of farm residues. 

Thus, farm income is a broad term which represents the 

total contribution of agriculture to the household 

economy (Kay, Edwards, & Duffy, 2016). 

 

OBJECTIVES OF THE STUDY 
The current study on has been carried out with the 

objectives of: 

1. To understand the meaning, definition and role of 

farm income in agricultural development. 

2. To study the key methods and measures used in 

measuring and assessing farm income. 

3. To understand the factors, challenges and issues 

related to farm income. 

4. To provide solutions for enhancing farm income for 

sustainable agriculture. 

 

RESEARCH METHODOLOGY 
This study is analytical and descriptive and uses 

secondary data sources. Primary data has not been 

collected. The study has used the following approach: 

1. Secondary Data Collection: Secondary data has been 

collected from books, research papers, government 

publications, policy documents, journals, Food and 

Agriculture Organisation (FAO) reports, and 

Organisation for Economic Co-operation and 

Development (OECD) reports along with the Press 

Information Bureau (PIB) releases relating to farm 

income and agricultural development. 

2. Conceptual Review: Different concepts of farm 

income and classification of costs have been critically 

reviewed and analysed to understand their relevance 

in farm management and agricultural economics. 

3. Comparative Analysis: Various techniques and 

indicators of farm income have been analysed to 

determine their efficacy in measuring farm 

performance. 

4. Identification of Problems: Major barriers in the 

measurement and enhancement of farm income have 

been identified by critically reviewing the literature 

and policy statistics. 

5. Strategic Analysis: Various farm income enhancing 

strategies such as diversification, cost reduction, 

value addition, better marketing, irrigation, crop 

insurance, credit and training have been examined for 

sustainability. 

6. Interpretation and Conclusion: Results have been 

interpreted in a logical manner to draw conclusions 

and offer suggestions for policy makers, researchers 

and farmers. 

 

RESULTS AND DISCUSSION 
Key Farm Income Concepts 

There are multiple concepts of farm income to 

satisfy different purposes. Different measures highlight 

the value of production, the profitability of the farm, the 

return to family labour or the return to owned resources. 

These measures provide a different view of the farm 

business to economists and farmers. 

 

Gross Farm Income (GFI) 

Gross farm income is the value of the total 

output produced by the farm in a given period (usually a 

year). This can be the income from the sale of crops, fruit 

and vegetable, milk, eggs, meat, fish and livestock, and 

the value of farm produce used for home use. It can also 

include production-related subsidies, rental income from 

the farm assets, and the increase in the value of 

inventories, such as grain in store, or live animals. 

 

This measure is helpful because it is a measure 

of the size of the farm. Gross farm income is higher when 

the farm is producing more output (or output of higher 

value). But it doesn't tell us if the farm is profitable, 

because it does not take into account the costs of seeds 

and fertilizers, labour and machinery, irrigation and so 

on. So, it's primarily used as an indicator of farm size. 

 

Formula: Gross Farm Income = Value of all Output + 

Other Farm Receipts 

 

Net Farm Income (NFI) 

The net farm income is calculated by deducting 

total farm expenses from gross farm income. It is a key 

measure of farm performance as it reflects the net return 

after deducting the production expenses. The expenses 

typically include seeds, fertilisers, pesticides, hired 

labour, fuel, irrigation costs, repairs, depreciation, taxes 

and interest on borrowed funds. 

 

Net income is the return to the farmer's land, 

family labour, capital and management. A high and 

consistent net income means farm business is viable. If 

net income is low or negative, this suggests inefficiency, 

bad prices, crop loss or high costs. It is a measure of 
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profitability, so net farm income is frequently used in 

farm business and policy research. 

Formula: 

Net Farm Income = Gross Farm Income - Farm Expenses 

 

Farm Business Income (FBI) 

Farm business income is the gross income less 

paid-out costs. Paid-out costs are those costs that involve 

cash payments like wages of hired labour, seed bought, 

fertilizer bought, charge for irrigation, rent paid for land, 

fuel used and interest on borrowed capital. 

 

This is important in smallholder farming where 

family labour and land are important inputs. It measures 

the amount of income left to remunerate family labour, 

land (if owned), capital (if owned) and management. So, 

farm business income is an indicator of the cash-

generating potential of the farm enterprise and is used for 

credit and short-term financial analysis. 

 

Family Labour Income 

Family labour income is the net income 

remaining after deducting all costs except the value of 

family labour. In rural households, family members often 

put in considerable hours of labour to plough, sow, weed, 

harvest, feed animals and market crops - all without cash 

rewards. 

 

This measure, in turn, helps to value the income 

return for family labour. It's an important concept in 

labour-intensive agricultural production where family 

labour is more important than hired labour. Low family 

labour income may signal disguised unemployment or 

underemployment in farming. 

 

Farm Investment Income 

Farm investment income is the income return 

from capital used in farm assets like farm machinery, 

tube wells, water pumps, dairy sheds, tractors, buildings, 

orchards, and land improvement. It is used to assess if 

there are adequate returns to capital investment in 

farming. 

 

The concept is relevant to farmers or policy 

makers investing in mechanization, irrigation, dairy 

farms, cold storage, or other capital intensive 

investments. If returns on investment are satisfactory, 

more investment may be stimulated; otherwise 

investment may need to be reassessed. 

 

Classification of Farm Costs for Income 

Measurement 

Classification of costs is essential to accurately 

estimate farm income. Agriculture involves the use of 

many different inputs and resources, and costs need to be 

classified to understand their impact on farm 

profitability. 

 

 

 

Fixed Costs 

Fixed costs are those costs that do not vary 

much with output, in the short term. These costs must be 

paid regardless of the level of production. These include 

land rent, depreciation of buildings and equipment, 

insurance and the wages of permanent employees. 

 

These costs play a significant role in long-term 

decision making, affecting the viability of investment 

and the size of business. Most fixed costs persist even in 

crop failure, potentially causing significant losses in net 

income. 

 

Variable Costs 

Variable costs vary with the level of production. 

The cost increases with the area cultivated or the 

intensity of cultivation. Examples include seeds, 

fertilizers and pesticides, hired labour, irrigation rates, 

diesel, feed and packing materials. 

 

Variable costs are important in enterprise 

planning as they establish the marginal cost of 

production. Variable costs are a major focus of farmers 

to improve the gross margin and consequently 

profitability. 

 

Cash Costs and Non-Cash Costs 

Cash costs are payments made in the accounting 

period, while non-cash costs are opportunity costs of 

owned resources (such as family labour, owned land and 

owned capital). Both cash costs and non-cash costs need 

to be considered to measure income. Failure to include 

non-cash costs can lead to overestimates of farm 

profitability, particularly in family farming. 

 

Methods of Measuring Farm Income 

There are various ways to measure farm income 

based on the nature of the farm business and the needs of 

the analysis. 

 

Cash Method of Accounting 

The cash method of accounting involves 

recording income when cash is received and expenses 

when cash is spent. This approach is easy, convenient 

and is used by small farmers who don't keep detailed 

accounting. The method can be used to track cash flow 

and to determine if there is sufficient cash to run the 

business. 

 

But the cash method may not reveal annual 

profitability as it does not account for unsold stock, 

unpaid expenses, depreciation and stock movements. As 

a result, profits can be higher in one year than the next, 

depending upon when sales are made and bills are paid. 

 

Accrual Method of Accounting 

The accrual method of accounting records 

income as earned and expenses as incurred, which may 

not be the same as when cash is received or paid. It 



 

 

Wangda Gyatso Gyana1 & Ram Krishna Mandal, Saudi J Bus Manag Stud, Jul, 2025; 10(6): 317-323 

© 2025 | Published by Scholars Middle East Publishers, Dubai, United Arab Emirates                                               320 

 
 
 
 

involves the change in inventory, depreciation, accounts 

receivable and liabilities payable. 

 

It offers a better assessment of economic 

activity, and is preferred for research, commercial farms 

and planning. While it needs more record keeping and 

accounting expertise, it is better for assessing long-term 

profitability. 

 

Enterprise-wise Analysis 

This involves calculating income statements for 

each enterprise (rice, dairy, poultry, vegetables or 

fisheries). This helps farmers to evaluate, compare and 

select enterprises with highest return. It is particularly 

suitable for mixed farms. 

 

Whole Farm Analysis 

Whole farm analysis is a method of considering 

the farm as a single enterprise and measuring total 

receipts, total costs and total income from all enterprises. 

It can be used for planning, credit analysis and to assess 

the financial status of the household farm business. 

 

Indicators of Farm Income 

The income figures alone may not be enough to 

assess the farm's performance. Hence, different financial 

and economic indicators are employed to better 

understand farm performance. 

 

Gross Margin 

Gross margin is a measure equal to gross returns 

minus variable costs. It shows the amount of revenue to 

cover fixed costs and make profit. It is commonly used 

to compare different crops and enterprises as fixed 

resources are often shared across enterprises. 

 

Benefit-Cost Ratio (BCR) 

The benefit-cost ratio is a ratio of returns to 

costs. A value greater than one represents profit, a value 

equal to one represents the break-even point and a value 

less than one represents loss. It is commonly used for 

assessing projects and technologies. 

 

BCR = (Total returns) / (Total costs) 

• If BCR > 1 → Profitable 

• If BCR = 1 → Break-even 

• If BCR < 1 → Loss 

 

Net Return per Hectare 

This is a measure of profitability per area and is 

a useful measure to compare different farm sizes. High-

value production systems typically have higher returns 

per hectare than extensive cereal production. 

Labour productivity and capital efficiency 

 

Income per labour day represents labour 

productivity and return on capital represents the 

efficiency of farm capital. These measures can be helpful 

in assessing efficiency outside of total income. 

 

Farm Income Factors 

The income of a farm depends on both internal 

and external factors. They relate to the size of the farm, 

fertility of the soil, irrigation, intensity of cropping, 

efficiency in labour use, mechanisation and 

management. Agricultural income is higher for farmers 

who use modern seeds, balanced fertilizers, timely 

farming and scientific farm management. 

 

External factors include market prices, 

transport, weather, pest and disease outbreaks, policy 

reforms and access to institutional credit. Even if a 

farmer is efficient, he or she could have low income if 

prices fall or crops are destroyed. So, farm income is not 

a function of effort alone but also the economic and 

environmental environment (Hazell & Norton, 1986). 

 

Problems in Measuring Farm Income 

There are a number of problems in measuring 

farm income, especially in smallholder farming. Farmers 

aren't always able to record expenditures, production and 

sales. Farm business expenses and household 

consumption expenses are sometimes intermingled, 

particularly when the same labour, buildings and 

vehicles are used for both. 

 

The value of unmarketed farm products (such as 

grain used for household consumption), family labour, 

manure and fodder are also difficult to estimate. Their 

values have to be assumed based on market prices, which 

can vary considerably. Common or joint costs, like 

irrigation or machinery for several crops, also pose 

problems. Timing of revenues and natural variability add 

to these challenges. 

 

Farm Income Assessment for Policy 

Today's policy focus is shifting towards 

farmers' income, rather than output. Increased 

production does not always lead to increased welfare if 

input costs grow at a higher rate than prices. Hence, 

policymakers rely on farm income information to devise 

targeted policies like minimum support prices, income 

subsidies, subsidies on inputs, crop insurance, disaster 

assistance and rural livelihood schemes. 

 

Assessment of farm income also aids in 

pinpointing at-risk regions, farmers and distressed 

sectors. It helps plan diversification, irrigation, market 

and rural infrastructure development. So, farm income 

analysis supports inclusive and sustainable agricultural 

development. 

 

Strategies to Improve Farm Income 

To boost farm incomes, productivity, cost and 

market access need to be improved. Crop-livestock-

fishery-horticulture-agro-forestry diversification and 

value addition can bring stability to income. Optimal 

input use of seed, fertiliser, water and labour reduces 

costs and enhances returns. Use of superior technology, 

mechanisation, precision farming and climate-smart 
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practices can enhance productivity. Improved post-

harvest handling, grading, packaging, branding, and 

direct marketing allow farmers to get more. Institutional 

support is equally important. Access to credit, insurance, 

farmer producer organisations, extension and 

infrastructure supports income increase. So, to raise farm 

income, we need efficiency on the farm and regulatory 

efficiency. 

 

1. Diversification 

Diversification is a powerful approach to boost 

and stabilise farm incomes in India. Monocropping is a 

risky practice as farmers are vulnerable to the risks of 

drought, floods, pests, disease and price fluctuations. 

Through crop-livestock, crop-dairy, crop-poultry, crop-

fisheries, crop-horticulture, crop-beekeeping or crop-

agroforestry diversification, farm families can generate a 

variety of complimentary income streams. This 

diversification reduces risk, and optimises the use of 

family labour, land, water, and crop residues. For 

instance, crop residues can be fed to livestock and 

manure can be used as fertiliser to enhance soil quality 

and minimise the need for fertilisers. Evidence suggests 

that diversification with high-value crops and allied 

activities play an important role in increasing farmers' 

incomes, employment and livelihood security in rural 

India (Kumar et al, 2024). Hence, diversification towards 

integrated farming systems is critical for increasing and 

sustaining farm income and livelihoods. 

 

2. Cost Reduction 

Increasing farm income is not just about 

increasing production but also decreasing the cost of 

production and increasing the net return. Farmers' profits 

are reduced due to rising prices of seeds, fertilizers, 

pesticides, labour, diesel and machinery. Scientific and 

efficient use of these inputs can significantly reduce the 

cost of cultivation. Balanced fertiliser application (based 

on soil test), micro-irrigation, timely sowing, 

mechanisation of farming operations, integrated pest 

management and better labour management are key ways 

of cost reduction. Optimal input use reduces wastage and 

optimises production efficiency. Government policy 

papers also suggest that cost reduction in agricultural 

production is an important avenue to increase farmers' 

income and boost agricultural competitiveness (Press 

Information Bureau [PIB], 2025a). Therefore, cost 

efficient farming is essential for improving farm 

profitability. 

 

3. Value Addition 

Value addition is a key strategy to boost 

farmers' value added to the consumers' price. When 

farmers sell their products in their raw form immediately 

after the harvest, they get a low price due to market glut, 

lack of bargaining power and lack of storage capacity. 

But after cleaning, grading, sorting, processing, 

packaging, branding or storing the produce, its value 

increases substantially. Farmers can increase their 

income by processing and packaging their produce in the 

form of flour, oil, pickles, jams, dairy products, spices or 

packaged pulses. Improved packaging and branding 

enhances consumer confidence and marketability. 

Furthermore, value addition leads to reduced losses and 

generates off-farm employment opportunities. Post-

harvest management and agro-processing are key to 

improving farmer incomes and creating rural 

employment opportunities (PIB, 2025b). Hence, value 

addition helps farmers get more economic returns from 

their products. 

 

4. Better Marketing 

Marketing is important for remunerative prices 

and the farmers' livelihood. Often farmers are able to 

produce sufficient quantities, but are unable to earn 

decent incomes due to being constrained to sell through 

multiple middlemen or when there is an excess supply. 

Improved marketing systems like direct marketing, local 

markets, collective marketing, contract farming, Farmer 

Producer Organizations (FPOs) and e-markets can assist 

farmers in obtaining better prices. Aggregated marketing 

through FPOs is particularly relevant for small and 

marginal farmers as it facilitates economies of scale, 

lower transaction costs, improved bargaining power and 

access to big buyers. Online agricultural markets can also 

offer price transparency and access to markets. 

Government reports have highlighted that FPOs and 

contemporary market reforms enhance the farmers' 

involvement in organised value chains and enhance the 

income (PIB, 2025c). Hence, marketing reforms are 

equally crucial as production reforms for improving farm 

incomes. 

 

5. Irrigation and Technology 

Water management and advanced technology 

are crucial for enhancing productivity, risk mitigation 

and farm income. Rain-fed farming brings risks to 

production, especially in areas with monsoonal weather 

patterns and climate change. Irrigation allows timely 

planting, multiple cropping, planting high-quality seed 

and applying fertilisers. It also allows for value addition 

by growing vegetables, fruits and flowers. Irrigation, 

along with technological advancement in the form of 

mechanization, high-yielding varieties, precision 

technologies, mobile advice, drones, and digital 

technologies enhances efficiency and productivity. 

Mechanization alleviates labour drudgery and delays, 

and precision technologies enhance water, fertiliser and 

pesticide efficiency. Evidence from studies show that 

availability of irrigation, production inputs and technical 

know-how have positive effects on productivity and 

income in Indian agriculture (Kumar et al., 2024). So, 

irrigation and technology investment is critical for 

sustainable agriculture. 

 

6. Crop Insurance 

Agriculture is known to be very sensitive to 

natural and economic risks, and crop insurance is an 

important part of risk mitigation. Crop losses are 

common due to floods, droughts, hailstorms, cyclones, 
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pest and disease outbreaks. These events can wipe out 

crops, lower farmers' incomes and drive them into debt. 

Crop insurance provides farmers with compensation for 

their losses and supports recovery. The Pradhan Mantri 

Fasal Bima Yojana (PMFBY) in India aims to offer 

farmers low-cost crop insurance with subsidised 

premiums and government subsidies. The OECD (2025) 

suggests that crop insurance alleviates the financial risk 

and allows farmers to invest and produce more. It also 

enhances farmers’ incentive to invest in new 

technologies as the risk of complete crop failure is 

diminished. As a result, crop insurance builds resilience, 

income stability and facilitates agricultural growth. 

 

7. Access to Credit 

Access to timely and low-cost credit is crucial 

to raise farm income, given the need for ongoing 

investment in agriculture. They require capital to buy 

seeds, fertilisers, pesticides, equipment, irrigation 

systems, livestock, storing facilities and other inputs. In 

the absence of institutional credit, farmers have to rely 

on informal sources of credit that charge exorbitant 

interest rates and lead to a decline in profits and higher 

debt. Access to bank, credit union and rural financial 

institution credit allows farmers to invest in technology 

and diversified business activities for raising 

productivity. It also helps farmers manage cash flow and 

deal with crises. In India, there are various policy 

measures that tie rural credit expansion to business and 

income improvement (PIB, 2025b). So, inclusive rural 

finance system is vital for farm sustainability. 

 

8. Training and Extension 

Agricultural education and extension is 

essential to enhance farmers' managerial and technical 

efficiency and knowledge. Small farmers cannot fully 

take advantage of technology due to a lack of 

information and advice. Agricultural extension services 

educate farmers about high-quality seeds, best practice 

nutrient management, integrated pest management, 

water management, mechanization, post-harvest 

management, and market linkages. Training also raises 

awareness of climate-smart agriculture, technology and 

government initiatives. Increased knowledge helps 

farmers increase resource efficiency, minimise losses 

and adapt to changing markets. Research evidence 

indicates that extension and training have a positive 

impact on productivity, diversification and income in 

India (Kumar et al., 2024). So, an inclusive and vibrant 

extension system is crucial for improving agriculture and 

rural livelihoods. 

 

DRAWBACKS OF THE STUDY  
Even though the study offers some insight into 

agricultural income and sustainable agriculture, it has a 

number of restrictions: 

 1. The study depends solely on second hand 

information; therefore, it is reliant upon the validity and 

availability of published resources.  

2. A Primary survey or field study was not done to 

corroborate farmer's on-the-ground reality.  

3. The study is primarily generic in nature, and does not 

specific to any specific region or crop.  

4. Variability in income production on Farms will exist 

based on area, size, climate etc., and thus, the results 

presented in this study might not universally apply.  

5. Due to changing nature of agriculture markets policies 

may have an effect on some of the information provided 

in the study, or change after the time of the completion 

of the study.  

6. The emphasis of the study is on economics of farm 

incomes only, with little or no emphasis being placed on 

social, cultural and behavior characteristics of farming 

families. 

 

CONCLUSION 
Farm income measuring and evaluating forms 

the basis of measurement of the actual financial health of 

farmers and their capabilities of sustainability related to 

agriculture. Measuring farm income is more than 

estimating production outputs; it also involves the 

evaluation of the costs incurred to produce the goods, 

return generated by these goods, the availability of 

family labour, the capital that was utilized, and the level 

of managerial capacity. Various methods of calculating 

farm income, such as gross farm income, net farm 

income, and farm business income, provide great 

amounts of information for a variety of different 

purposes. Accurate measurements of farm income are 

critical to the extent that they help farmers to plan 

effectively, to select the most profitable enterprises, to 

reduce risk, and to improve their overall financial 

viability. In addition, they provide government the 

ability to develop positive rural development and 

agricultural development policy. As the farming industry 

deals with climate change, rising costs, and volatile 

markets, a systematic evaluation of farm income will 

continue to be an integral part of developing resilient and 

economically viable farming communities. 
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