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Abstract

This paper presents the variations and implications of contract farming arrangements in three 
case studies—cabbage, maize, and sugarcane—in the Lao People’s Democratic Republic (Lao 
PDR). The variations in contract farming resulted in varying implications in terms of agreement 
types, degree of flexibility, extent of material support, and strength of relationships between 
the contract farming and the firm. Overall, contract farming has resulted in beneficial material 
and non-material outcomes for the Lao PDR farmers as observed in the three case studies. The 
extent of the benefits varies according to the contract farming arrangement. The results of the 
case studies strongly suggest that there is no single contract farming model that can work best 
in all situations, and that contract farming models are crafted to address certain production and 
marketing limitations that prevent efficient functioning of industries and markets. However, 
considering the higher levels of access to services of contract farmers and the high levels of 
overall satisfaction with contract farming, it would appear that engaging in contract farming 
is a valuable way to enter into commercial, cross-border agriculture. The policies promoting 
cross-border trade and small-scale contract farming appear to be generating positive results and 
should be maintained and enhanced.

Introduction

Economic reforms since 1988 have accelerated the integration of the rural areas of the Lao 
People’s Democratic Republic (Lao PDR) into the wider regional and global economy, facilitated 
by regional trade agreements and infrastructure improvements in transport and communications. 
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This integration has created unprecedented conditions under which subsistent farmers can organize 
new production systems that enable them to tap the potentials of the regional and global markets. 
The lack of access to markets, inputs, and technology have prevented farmers from harnessing the 
potential of agricultural production. Contract farming was thus promoted to help farmers overcome 
these obstacles. The Government of the Lao PDR has been vigorously promoting contract farming 
through collaboration with firms from the People’s Republic of China (PRC), Thailand, and Viet 
Nam (Setboonsarng, Leung, and Stefan 2008) over the past 5 years (LEAP 2007).

Contract farming, as defined by FAO (2001 cited in LEAP 2007:1), refers to “an 
arrangement between farmers and processing and/or marketing firms, for the production and 
supply of agricultural products under forward agreements, frequently at predetermined prices. 
The arrangement also invariably involves the purchaser in providing a degree of production 
support through, for example, the supply of inputs and the provision of technical advice.” 
Scholars are very interested in the wide use of contract farming practices in developing countries. 
Many studies examine the usefulness of contract farming to small-scale farmers and in poverty 
alleviation, and conclude with both the pros and cons of contract farming. Other studies also 
identify the potential of contract farming and the factors that make it successful. 

A key argument in favor of contract farming is that it has the potential to incorporate 
low-income growers into the modern sector through private-sector-driven innovations. Patrick 
(2004) reports that agro-industry is frequently put forward as a mechanism that can assist 
smallholders to shift from subsistence agriculture to the production of export-orientated, high-
value products. Sautier et al. (2006) point to the success of contract farming for all types of 
farmers, as concluded through a study of agri-processing and contract agriculture in Kenya. 
Eaton and Shepherd (2001) list the specific advantages of contract farming for farmers, which 
include the provision of credit, inputs, and production services by firms; access to newly 
introduced technology and skills; reduced risk because of agreed prices in advance; and linkage 
to new markets. 

Several authors have examined the various types of contract farming arrangements and the 
factors that make contract farming successful. Eaton and Shepherd (2001) further identified five 
contract farming models, which include the centralized model, nucleus estate model, multipartite 
model, informal model, and intermediary model. Vermeulen and Cotula (2010) discuss the role 
of government and note that “at the very minimum, making contract farming work requires 
an enabling legal framework, including appropriate laws of contract, and legal/institutional 
mechanisms for local groups to get organised and be recognised as a legal entity.” Setboonsarng 
(2008:2) claims that “to facilitate transactions in environments where spot markets fail to address 
information and institutional failure, contract farming and vertical integration are increasingly 
being adopted as a supply chain governance strategy.” Sriboonchitta and Wiboonpoongse (2008) 
describe the environment conducive to contract farming, in terms of infrastructure, technology, 
and farmer’s skills and incentives. contract farming is particularly effective for highly perishable, 
labor-intensive crops, for which there is no alternative market other than the contractor (Rottger 
2004). Fullbrook (2007) argues that contracts tend to favor crops that are in limited supply 
because they typically require intensive farming and are of high value. 

For investors, contract farming provides a more politically acceptable form of agriculture for 
consumers than large concessions or estates, and a way to overcome land acquisition constraints. 
The investors’ risks are reduced by not being responsible for production, and a more consistent 
quality can be obtained than if purchases were made on the open market. Through contracts, the 
buyers provide significant inputs, such as credit, information, reliable markets, and services. In this 
way, smallholders are supported and enabled to cultivate lucrative, nontraditional crops. Proponents 
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of contract farming argue that this brings positive multiplier effects for employment, infrastructure, 
and market development in the local economy (Key and Rusten 1999; Sautier 2006). Studies of rice 
contract farming in neighboring Cambodia by Cai (2008), and Setboonsarng, Leung, and Stephan 
(2008) found that contract farmers, in comparison to noncontract farmers, had greater opportunities 
to obtain stable markets, access to credit, extension services, infrastructure, and other benefits.

Some studies take a more pessimistic view of contract farming, emphasizing a wide range 
of problems. Little and Watts (1994) argue that, in general, contract farming favors the larger and 
more capitalized smallholders. It largely neglects the poorest segments of the population. Watts 
(1994) criticizes contract farming for favoring agro-industrial firms and generating unequal power 
relationships between growers and companies. Certain types of contract farming require relatively 
high levels of farm managerial skills, which farmers often lack. As a result, they are often at risk of 
breaking contractual agreements or of taking on the full risk of crop failure due to seasonal factors 
such as drought or floods  (Rosset and Altieri 1997; Rosset, Rice, and Watts 1999; Coulter et al. 
1999; Guo, Jolly, and Zhu 2005). Contracts are often broken when potential buyers who were not 
party to the original agreement offer farmers prices that are more competitive. Delforge (2007) 
is also critical of the impact of contract farming on the small-scale farmer. Although farmers are 
motivated to join contract farming in order to get secure income, inputs, and a certain market, small 
farmers are exploited and highly controlled. Several studies also observe that contract farming may 
increase food insecurity because contract farmers substitute staple food crops with cash crops. 

In the theory of institutional economics, contract farming is an institutional arrangement 
chosen to reduce transaction costs by a buyer and a farmer under certain constraints. However, 
only a few studies assess the constraints under which a farmer and a buyer decide to make 
a contract. Setboonsarng (2008) recognizes the importance of “environments” or constraints 
where a contract can replace a spot market, but does not explain further although it is crucial to 
understand the constraints that influence the choice made by a buyer and a farmer. On the other 
hand, contract farming is a commitment under which a buyer and a farmer exchange property 
rights to maximize their benefits. Empirical observations show that the type of contract farming 
and the relationship between a farmer and a buyer varies according to the local setting. It is thus 
essential to understand the relationships within a contract farming arrangement. 

This paper aims to explain the variations in contract arrangements with regard to production, 
supply and access to material services, and the variation in relationships between the buyer and 
the farmer and its implications, as well as provide policy recommendations.

Methodology

Case Study Contexts

Three research sites, with agribusiness and cross-border contracts between the Lao PDR 
and its neighboring countries, were chosen for the study. These are (i) the sugarcane area in 
Luangnamtha Province in northern Lao PDR; (ii) the maize area in Xayabouly Province in 
northwestern Lao PDR; and (iii) the cabbage area in Pakxong town, Champasak Province in 
southern Lao PDR (Figure 1).

In Luangnamtha Province, most of the investments are in agricultural products, notably 
sugarcane—which is the predominant crop—rubber, corn, rice, melon, and banana. Many 
villagers are engaged in contract farming, marketing their products via local or PRC traders to 
the PRC. Constraints faced by the farmers in this area include the high costs of cross-border 
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trading; fluctuating prices; limited access to technology, market information, and credit; and 
weak negotiating positions with traders on prices. 

Contract arrangements differ across crops. Sugarcane and rubber are often contracted 
from a centralized estate. Some firms directly contract farmers to manage the crops, providing 
technical support, seeds, fertilizers, and the market. In the case of rice and corn, firms initially 
took a centralized approach but are now increasingly purchasing directly from farmers through 
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informal agreements as farmers acquire the necessary production skills. Watermelon and banana 
are usually produced through partially formal or informal contract farming agreements. 

Sugarcane was selected as the product to be studied in Luangnamtha Province because 
it can provide many insights into the complexities of contract farming. Sugarcane contract 
farming has been practiced for more than 10 years and has the longest, continuous form of 
contract farming; hence, it has the most well developed contract arrangement implemented. 
Both the farmers and the company have gained experience from its implementation. Local Lao 
PDR officials recognize that it is a typical “2+3” model, where farmers provide land and labor 
(2) while the company takes care of capital, production technology, and market (3). 

Farmers in Xayabouly Province grow maize, mainly for the export market in Loei Province in 
Thailand. Middlemen normally work with village heads, or Taseang, to encourage them to promote 
the growing of hybrid maize. Most middlemen offer inputs such as credit to farmers; however, the 
farmers have to go through the Taseang or head of the Contract Farmers’ Group who act as guarantors. 
A key problem that farmers face is the lack of relevant information. As a result, they sell at unfair, 
low prices to middlemen. They also have no idea about how much is required by the processing 
factories in Thailand and so they are not in a position to plan wisely. This lack of knowledge of 
market requirements also means that farmers are not able to work toward better prices, for example, 
by decreasing the moisture content, or by grading and undertaking preliminary processing. 

Pakxong, with a population of 60,480 people (2009), is a district of Champasak Province 
that mostly grows cabbage and coffee. There are bilateral projects between the Lao PDR 
and Thailand, especially agricultural cooperation through the Sister Cities project under the 
Ayeyawady–Chao Phraya–Mekong Economic Cooperation Strategy (ACMECS). Contract 
farming is expanding for the Lao PDR farmers, enabling them to access cross-border markets 
with Thai business groups and to cooperate with local partners growing cabbage, banana, 
tamarind, macadamia nuts, and horticultural crops, such as asparagus. Investment is estimated 
at around B600–B700 million. The main contractors are both companies and middlemen from 
Thailand. Farmers have responded to contract farming opportunities with the encouragement of 
local authorities by producing banana, cabbage, tamarind, coffee, melon, and other crops. Most 
products are exported to Thailand and Viet Nam. The government provides support to farmers 
through training and the provision of infrastructure, such as warehouses. The companies, on 
the other hand, generally provide credit and inputs. The contracts practiced are mostly verbal.

Methods of Data Collection

Data presented in this paper were collected through a household survey, key informant 
interviews, focus group discussions (FGDs), and from secondary sources. Details of each 
source are presented below.

Household survey. A highly structured, common questionnaire was used to obtain 
quantitative data from farmers. A total of 619 households were sampled in three districts, 
including 299 contract farmers and 320 noncontract farmers. 

Key informant interviews. These were open-ended interviews with companies and district 
officials from both sides of the border.

Focus group discussions. FGDs in the different case study areas were generally of four 
different types, with 7–10 villagers in each group: (i) contract farmer males, (ii) non-contract 
farmer males, (iii) contract farmer females, and (iv) non-contract farmer females. The participants 
joining the FGDs were selected by the village leaders, in consultation with the researchers and the 
local government officers.
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Secondary data collection. Data were collected from various government policies on 
investment and social welfare, while trade data were obtained from study reports on contract 
farming at the national and provincial levels.

Variables

To measure the contractual structure of contract farming, the study used four independent 
variables (ID): the type of agreement (ID1), extent of flexibility (ID2), extent of material support 
from buyers (ID3), and strength of relationship (ID4) (Table 1). 

The stand-alone, independent variables listed above were then used to examine the 
implications of contract farming variation, using the dependent (D) variables listed in Table 2.

Results and Discussion

Table 1 Composition of Independent Variables

Independent Variables Scoring 

ID1. Type of agreement

Shown something in writing No = 0, Yes = 1

With signed agreement No = 0, Yes = 1

ID2. Extent of flexibility

Never or rarely negotiate prices Never or rarely = 1, 
Quite often or always = 0a

Do not sell produce to others Does not sell to others = 1,
Sells to others = 0

The above was recoded to flexible 
(score = 0) or inflexible (score = 1)

ID3. Extent of material support from buyers 

Receiving seed on credit Weighting of 2 points

Receiving fertilizer on credit 1 point weighting

Receiving assistance with transport 1 point weighting

Receiving herbicide on credit 1 point weighting

Receiving insecticide on credit 1 point weighting

Receiving equipment on loan 1 point weighting

Receiving cash loans 1 point weighting

The above weights were used to 
derive an overall mean

ID4. Strength of relationship

Buyers are well-trusted Not at all or little = 0, 
Well enough or very well = 1

Satisfied with the way the agreement was set up Not at all or little = 0, 
Well enough or very well = 1

Have been selling to current buyer for more than 2 years 1 point 

ID = independent variable.
a  Scores are intentionally reversed here, as “Never or rarely negotiate prices” or “Do not sell produce to others” reflects 

a higher level of contractual commitment.

Source: Survey results. 
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Background of the Farmers

In the three study areas, 619 farmers answered the questionnaire, with the respondents almost 
equally divided between those with contract farming and those without contract farming 
arrangements (Table 3).

Education
Education level varies among the three case study sites. Household heads had an average of 
4.8 years of education. Those in sugarcane areas had the lowest education level, while those in 
maize areas had the highest education level (Table 4). 

Main Occupation
The main occupation of household members (excluding children under 6 years of age) in all 
areas is crop farming, using their own land (Table 5). 

The single, most common secondary occupation or livelihood activity was cattle raising 
with 220 of 578 respondents engaged in cattle raising, mostly in the sugarcane-growing areas.

Table 2 List of Dependent Variables

D1. Access to information and advice (in the last 3 years)

% of those who accessed market information

% of those who accessed training

% of those who accessed advice on forming production groups
 

D2. Farm profit from contract farming crops

Mean profit on cabbage

Mean profit on maize

Mean profit on sugar
 

D3. Expenditure on assets

Mean number of new items purchased using contract farming income

% of those purchasing TV sets using contract farming income

% of those purchasing mobile phones using contract farming income

% of those purchasing rice using contract farming income

% of those making further investments using contract farming income
 

D4. Perceptions on profit, financial status, and benefits

% of those who say their financial situation is better since contract farming

% of those who recommend contract farming because market is guaranteed

% of those who recommend contract farming for quick and/or regular income

% of those who recommend contract farming for better income
 

D5. Overall view of the outcomes of contract farming

% of those who are “very pleased” with the outcomes of contract farming

D = dependent variables.

Source: Survey results.
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Variations in Contract Farming Arrangements

Contract farming arrangements vary widely across the three crops (Table 6). This table has 
been coded in gray scale to facilitate interpretation: the darker the shade, the more structured or 
rigorous the contract farming conditions are (i.e., closer to the standard international definitions 
made by FAO described on the introduction section. The gradation in shade is based on the 
quartile where the results fall under, with the highest figure in the range determining the upper 
limit (i.e., if the highest percentage is 80%, it is divided into four quartiles, with the quartiles 
being 0%–20%, 21%–40%, 41%–60%, and 61%–80%).

Table 3 Farming Status of Respondents, by Case Study Area

Status Cabbage Area Maize Area Sugarcane Area Total

Contract 
farming

101 100 98 299

46% 50% 49% 48%

Non-contract 
farming

119 100 101 320

54% 50% 51% 52%

Total 220 200 199 619

100% 100% 100% 100%

Source: Survey results. 

Table 4 Mean Years of Education of Household Head, by Case Study Area

Case Study Area Mean Years of Education Number of Cases

Cabbage area 5.4 220

Maize area 6.1 200

Sugarcane area 2.7 201

Total 4.8 621

Source: Survey results.

Table 5 Main Occupation of Household Members, by Case Study Area

Main Occupation 
Cabbage  

Area
Maize  
Area

Sugarcane 
Area Total

Studenta No. 351 226 235 812

% 32.4 27.5 26.4 29.0 

Crop farming 
using own 
land

No. 675 559 611 1,845

% 62.2 68.1 68.7  66.0

Others No. 59 36 44 139

% 5.4 6.4 4.9 5.0 

Total 1,085 821 890 2,796
a Refers to household members who are currently enrolled in school, regardless of level. 

Source: Survey results.
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Table 6 clearly shows that the situation of sugarcane growers is much closer to the classic 
definition of contract farming than the case of cabbage or maize growers. For sugarcane, the 
majority of farmers have written contracts, and nearly half have signed ones. Further, the 
contracts allow virtually no flexibility, with the farmers indicating, almost universally, that they 
could not negotiate prices or sell to others. In terms of material support, credit is available 
on all the necessary inputs for the majority of farmers, except for cash loans. The contract 
farming arrangements for sugarcane result in high levels of trust, satisfaction with the way the 
contracts were set up, and enduring relationships with the buyer. The results of the sugarcane 
study indicate that 13 of 14 independent variables fall in the upper quartile.

The situation for maize growers is very different. Here, an insignificant number of growers 
(5%) have written contracts, and only one-third recalled having the contract clearly explained 
to them, although most clearly understood what was required. There is a degree of flexibility as 
farmers are able to negotiate prices. However, they rarely sell to others, only to the contractor 
as this would put them in a difficult situation during repayment of credits. In the case of maize, 
seed credit is the key factor that determine contract farming arrangements. Provision of other 

Table 6 Variations in Independent Variables, by Crop 

Independent Variables (Contract Farmers) Cabbage Maize Sugarcane

ID1. Type of agreement    

With written agreement (%) 20  7 61

With signed agreement (%) 24  5 47
    
ID2. Extent of flexibility    

Never or rarely negotiate prices (%) 41 51 94

Do not sell produce to others (%) 31 97 94
    
ID3. Extent of material support from buyers

Receiving seeds on credit (%) 39 78 92

Receiving fertilizer on credit (%) 26  2 93

Receiving assistance with transport (%) 11 26 73

Receiving herbicide on credit (%)  3 22 66

Receiving insecticide on credit (%)  4  2 91

Receiving equipment on loan (%)  2 15 24

Receiving cash loans (%) 10  9  5
   

ID4. Strength of relationship

Trust buyers well (%) 47 81 82

Satisfied with the way the agreement was set up (%) 47 72 92

Selling to current buyer for more than 2 years (%) 54 51 71
   

Number of times in weakest quartile  4  4  0

Number of times in middle quartiles  8  5  1

Number of times in the strongest quartile  2  5 13

ID = independent variable.

Source: Survey results.
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inputs by buyers is much less common than in the case of sugarcane, with support for transport 
being the most frequently mentioned. 

The economic integration of the Mekong region has created an atmosphere of economic 
cooperation (such as the ACMECS) that provides policy support to the establishment of cross-
border trade of contract farming between the Lao PDR and its neighboring countries. Because 
of this, the provincial authorities of Champasak and Ubon Rachathani encourage and facilitate 
cross-border trade to open opportunities for local farmers to access the cross-border market, trade 
facilities, zero tax, and customs facilitation services. For example, they selected some crops for 
cross-border trading. They also set up the minimum price for certain selected crops (e.g., cabbage). 
There is also an agreement on when to buy and sell cabbage between the two countries. Due to these 
efforts, the establishment of cross-border trade demonstrates some aspects of contract farming. 

In the case of maize, seeds provided on credit and an assured market were the major 
incentives to get into contract farming agreements. Lack of capital and technical knowledge 
on hybrid maize production and market uncertainty leave farmers with no choice but to work 
under contract arrangements. Maize was introduced in Xayabouly Province to enhance cross-
border trade between the Lao PDR and Thailand, but it was primarily initiated by Thai traders to 
support the feed milling industry in Thailand. As such, hybrid maize is considered a differentiated 
product grown for a specific purpose. In a case like this, farmers will find it difficult to look 
for alternative markets, especially because the Lao PDR feed milling industry has a limited 
capacity and processing plants are located far from Xayabouly Province. With the province’s 
poor infrastructure and road networks, inadequate storage facilities, and unreliable transport, 
its proximity to the Thai–Lao PDR border makes contract farming the most viable form of 
production arrangement that reduces transaction costs for both parties involved in the contract. 

In the case of sugarcane, timely processing and limited daily milling capacity are the 
key constraints as processing would be costly without a contract arrangement. Sugarcane is a  
high-volume produce and needs milling within 24 hours after harvest in order to retain quality. 
Yingmao Sugarcane Miller (YSM) has a daily milling capacity of 1,000 tons. On the other 
hand, sugarcane maturity in the field varies according to the planting date, variety, location, 
and cultivation skills of the contract farmers. YSM needed to understand fully the various 
situations in the villages to develop an efficient and effective management system and to update 
information in time. Limited milling capacity was another factor that led YSM to centralize its 
management system.

YSM has developed and tested its centralized management system in the PRC for more 
than 30 years. The system integrates harvest, transport, and milling work very well. Part of the 
system is to offer a simple and standard contract scheme to contract farmers, and to rely on 
frontline staff and liaison persons for communication with the contract farmers’ milling house. 
They update information on a timely basis and deal with daily management tasks. Both contract 
farmers and YSM are happy with this system. However, promotion and grievance need to be 
addressed in the future as mentioned by YSM staff during the interview.

Implications of the Contract Farming Agreement Type

This section looks at how contract farming outcomes vary according to the first independent 
variable—the type of agreement (ID1). This analysis of key variables cuts across the three case 
studies, as the objective is to identify outcomes influenced by contract farming variations, as 
opposed to location or crop. However, it should be kept in mind that agreement type is heavily 
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influenced by crop type, with only 9% of maize farmers having a written or signed contract, 
compared to 34% of cabbage farmers, and 64% of sugarcane farmers. Where there are insufficient 
cases, this is shown as “NA” (not applicable).

Variations in access to information and advice (D1) in relation to agreement type are shown 
in Table 7.

Clearly, those with written or written and signed contracts are significantly more likely to 
have accessed information on all three subcategories of this composite variable, with the pattern 
being clearest for the last, “advice on forming production groups.”

In the cabbage-growing area, the FGDs and interview data support this hypothesis. The 
FGDs revealed how relatively difficult it is to get real information on market prices in the Thai 
market. Farmers obtain information on prices, places of sale, delivery of produce, and the 
amount likely to be sold from many sources. First, farmers communicate directly with the Thai 
buyers or with the Lao PDR middlemen by telephone. For example, they call the buyers to check 
on the price and the amount of cabbage needed before they harvest. Communication between 
the buyer and the middleman via telephone is considered the most efficient way to get reliable 
and straightforward information about market prices. After checking the market price and the 
needs of the middlemen or buyers, they harvest accordingly. Another way to obtain market 
information is through the Appointed Marketing Officer working at the wholesale market in 
Pakxong town. The Lao PDR middleman, who buys the cabbage from the Lao PDR farmers 
under contract with the Thai buyers, gets accurate information on the market price through 
telephone calls from the Thai buyers or by observing at the Thai market in Bangkok and Ubon 
Ratchathani. Access to prices in Thai markets is very limited for the Lao PDR farmers, officers, 
and middlemen. As Thai middlemen also do not always have accurate information, the Lao 
PDR middlemen themselves travel to Thailand and visit the Thai market to check prices.

Market information is not relevant in the case of sugarcane since the company works 
closely with farmers via the liaison persons. Farmers are informed about the sale through the 
representatives of the YSM. 

In the maize area, both contract farmers and non-contract farmers obtain market information 
although more non-contract farmers than contract farmers are able to obtain market-related 
information. This suggests that information on the market, including prices and outlets, has 
been satisfactorily provided by the contractors and/or middlemen. Both contract farmers and 
non-contract farmers experience the same marketing problems, foremost of which are price 
uncertainty and low prices of maize at harvest time.

To explore the second dependent variable, mean profit (D2), the two subcategories of 
written agreements (written agreement and/or signed written agreement) were combined as the 
number of cases is limited when the analysis is carried out by crop type.

Table 7 Access to Information and Advice, by Agreement Type (%)

Dependent Variable Agreement Type 

D1. Access to information and advice (in the last 3 years) Verbal Written Signed 

% of those who accessed market information 39 70 71

% of those who accessed training 37 54 59

% of those who accessed advice on forming production  
groups 27 42 54

D = dependent variable.

Source: Survey results.
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Despite data limitations (the low number of cases), a clear pattern emerges: farmers with 
verbal contracts are making better profits than those with written and/or signed contracts, with 
the greatest difference observed in maize, followed by cabbage. While written agreements may 
give a degree of clarity and certainty to farmers and—as noted in all crop cases—are appreciated 
for this reason, they do not guarantee better profits.

Not surprisingly, expenditure patterns mirror the profit pattern: the number of new 
items purchased is highest for those with verbal agreements and lowest for those with signed 
agreements. Interestingly, looking at the details of selected items in which there were high 
levels of purchases (using contract farming income), both TV sets and mobile phones are 
found in all categories, but are somewhat lower for those with signed contracts (mostly in 
the sugarcane area). The inverse is true for rice purchases. Results also showed that the lack 
of written contracts does not act as a deterrent to further investments: the majority of those 
reporting the use of contract farming income for this purpose had verbal contracts.

The next test focuses on perception variables. The first row of Table 10 shows that the type 
of agreement makes no difference to people’s perceptions of how their financial situation has 
changed since engaging in contract farming. The perception of “household financial situation 
is better-off since doing contract farming” is the same throughout. By contrast, those with 
verbal agreements (mostly in the cabbage and maize areas) were the most likely to recommend 
contract farming for its guaranteed markets, and quick income (from regular sales), while those 
with signed agreements were the most likely to mention better income (from overall sales). 
Finally, despite lower profits, those with written agreements, and especially those with signed 

Table 8 Mean Profit on Contract Farming Crop, by Agreement Type

Dependent Variable Agreement Type

D2. Mean profit on contract farming crops Verbal Written/Signed

Mean profit on cabbage ($)
Number of cases

721
49

344
26

Mean profit on maize ($)
Number of cases

1,533
90

820
9

Mean profit on sugar ($)
Number of cases

1,083
31

963
46

D = dependent variable.

Source: Survey results.

Table 9 Expenditure on Assets, by Agreement Type

Dependent Variable Agreement Type

D3. Expenditure on assets Verbal Written Signed

Mean number of new items purchased using CF income 6.2 5.1 4.3

% of those purchasing TV sets using CF income 43 40 32

% of those purchasing mobile phones using CF incomes 40 40 36

% of those purchasing rice using CF incomes 61 67 75

% of those making further investments using CF incomes 31 5 10

CF = contract farming, D = dependent variable.

Source: Survey results.
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agreements, were significantly more likely to be “very pleased” overall with contract farming 
outcomes. 

Implications of Contract Farming Flexibility (ID2) 

As noted earlier, the second independent variable, the extent of flexibility, is based on whether 
or not farmers can negotiate prices with the buyers. The variations across the study sites are 
shown in Table 11.

Most farmers in the cabbage area have a high degree of flexibility as they are generally 
able to negotiate prices and can sell to more than one buyer. The inverse is true for sugarcane 
growers, where 88% described inflexible agreements. In the middle are the maize farmers, split 
almost 50/50 between flexible and inflexible conditions. Because of the strong pattern that 
exists with regard to flexibility across the case studies, the analysis of outcomes focuses on the 
difference within the key crops.

Analysis of profit by degree of flexibility within crop categories suggests that in all cases, 
growers of a particular crop who are in more flexible relations are more likely to make a higher 
profit than those who are in more inflexible relations. 

Table 10 Perceptions of Benefits from Contract Farming, by Agreement Type

Dependent Variables Agreement Type

D4. Perceptions of profit, financial status, and benefits Verbal Written Signed

% of those who say their financial situation is better  
since doing CF 87 88 87

% of those who recommend CF because market is  
guaranteed 35 28  9

% of those who recommend CF for quick and/or  
regular income 37 13  2

% of those who recommend CF for better income 54 62 82
    
D5. Overall view of the outcomes of CF    

% of those who are “very pleased” with the  
outcomes of CF 49 56 73

CF = contract farming, D = dependent variable.

Source: Survey results.

Table 11 Contract Farming Outcome: Extent of Flexibility, by Case Study Area

Flexibility
Cabbage  

Area
Maize  
Area

Sugarcane 
Area Total

Number of cases 
Flexible

89
86%

49
49%

12
12%

150
50%

Number of cases 
Inflexible

14
14%

51
51%

86
88%

151
50%

Total 103 100 98 301

100% 100% 100% 100%

Source: Survey results.
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The most significant difference lies between the relatively few cabbage contract farmers (13) 
who report growing crops under inflexible conditions. Based on the evidence available, this would 
appear to work to their detriment. There is also a significant gap between the few sugarcane growers 
who report more flexible conditions, although the numbers here have to be treated with caution 
given that there are only 11 cases. Flexibility gives the maize growers a slight overall advantage, but 
the gap is not very significant. However, overall, when it comes to expenditure of contract farming 
earnings, the farmers in flexible situations appear to be acquiring goods valued three times higher 
than those in inflexible situations. Taken as a whole, these results would seem to indicate that it is to 
the farmer’s advantage not to commit to relationships that allow little or no flexibility. 

Implications of Material Support (ID3)

The third independent variable is based on the inputs provided by buyers to farmers under 
varying conditions. It is apparent that the sugarcane growers receive considerably more inputs 
than growers of either cabbage or maize, making the analysis across the groups problematic. 
However, the advantages of the provision of inputs (often at high levels of interest and rigorous 
payback conditions) can be seen in terms of farming outcomes. This section looks at certain key 
outcome variables to see how they vary in terms of scores based on inputs.

The first observation to make is that, with regard to inputs, the situation in the cabbage and 
maize areas (where the number of inputs provided is low) is clearly distinct from that of sugarcane 
(where the number is high). There is some evidence that the provision of a large number of inputs to 

Table 12 Contract Farming Outcomes: Mean Crop Profits  
and Value of Goods Bought, by Case Study Area

Extent of Flexibility

Crop 

Total Value of Goods 
Bought Fully or 

Partly with Contract 
Farming Income  

(in $)
Cabbage  

Area
Maize  
Area

Sugarcane 
Area

Flexible Mean profits ($) 796 1,500 1,382 1,470

No. of cases 77 49 11 150

Inflexible Mean profits ($) 114 1,415 950 524

No. of cases 13 51 66 151

Total Mean profits ($) 698 1,456 1,012 996

No. of cases 90 100 77 301

No. = number.

Source: Survey results.

Table 13 Contract Farming Outcomes: Crop Profits  
and Mean Number of Inputs (ID3)

Profit from Last Crop Mean Number of Inputs

Less than $500 5.7

$501 to $1,000 5.3

More than $1,000 5.2

Source: Survey results.
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sugarcane contract growers actually reduces profitability, probably because of an increase in what 
the farmer then owes the company. This is evident from a comparison of profit categories on the 
last harvest in relation to the mean number of inputs provided under the contract by the company.

This inverse relationship between inputs and profit in the case of sugarcane does not appear 
to hold in the case of maize and cabbage. Figure 2 suggests that for these two crops more 
support is generally associated with more profit.

The pattern shown by the above graph may not be perfect, but the general direction is clear: 
increased support from buyers in terms of inputs seems to correlate strongly with an increase in 
mean profits, affirming the hypothesis.

Implication of Relationship (ID4)

The last independent variable is a composite variable based on three factors: the percentage of 
contract farmers who (i) really trust the buyers, (ii) are satisfied with the way the agreement 
was set up, and (iii) have been selling to the current buyer for more than 2 years. From these 
variables, a score for ID4 was established with 1 being the weakest and 3 the strongest. The 
pattern for ID4 across the case studies is shown in Table 14.

The results are highly significant from a statistical point of view with a chi-square of .000. 
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Access to Information and Advice in the Last 3 Years (D1)

Strong relationships have advantages for contract farmers, particularly with regard to market 
advice, as seen in Table 15. However, training and advice on production groups decline in time, 
as would be expected once farmers have gained experience.

Mean Profit on Contract Farming Crops (D2)

How does the strength of the relationship influence profit? In all areas, there is a very significant 
difference between the lowest score (a weak relationship) and the next score. In the case of 
cabbage, this trajectory is maintained; however, in sugarcane and maize, it is not, indicating that 
once a certain level of relationship is achieved, it is adequate to maintain profits. The key finding 
is that in the area where verbal agreements predominate and where flexibility of contracts is 
highest (i.e., in the cabbage area), the strength of relationships has an important influence on 
profits (Figure 3).

Overall Satisfaction with the Outcome of Contract Farming (D5)

Overall, strong relationships appear to be critical in terms of generating satisfaction with 
contract farming, as shown in Table 16.

Table 14 Strength of Relationship, by Case Study Area  
(number of cases and %)

Strength of 
Relationship Score

Cabbage  
Area

Maize  
Area

Sugarcane  
Area All Areas

1 48
47%

22
22%

3
3%

73
25%

2 27
26%

38
38%

31
34%

96
33%

3 27 40 57 124

26% 40% 63% 42%

Total 102 100 91 293

100% 100% 100% 100%

Source: Survey results.

Table 15 Contract Farming Outcomes by Strength of Relationships (ID4):  
Access to Information and Advice in the Last 3 Years (%)

Dependent Variable Score

OverallAccess to information and advice in the last 3 years 1 2 3

Received market advice 43 52 56 51

Received training 47 52 39 45

Received advice on production groups 37 41 30 35

Source: Survey results.
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Conclusions and Policy Implications
Various contract farming modalities were observed in three locations. Differences arise due 
to the nature of the crops, the purpose for which they are grown, the characteristics of product 
markets, the resource endowments of producers, and the conditions in specific locations. 
Despite the differences in contract arrangements, the results of the study revealed that, overall, 
contract farmers have benefited from this kind of production arrangement. About 80% of the 
respondents confirmed that they are financially better-off after engagement in contract farming. 
These results strongly suggest that there is no single contract farming model that can work best 

Table 16 Perception on Satisfaction with Contract Farming 

Variable

Score

Total1 2 3

% of respondents who feel they have 
“really benefited” from contract farming 
and would recommend it to others 38 52 66 55

Source: Survey results. 

Figure 3 Mean Profit by Strength of Relationship Score

Source: Survey results.
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in all situations, and that contract farming models are crafted to address certain production and 
marketing limitations that prevent the efficient functioning of industries and markets.

Contract Farming is a Choice

Contract farming is an institutional arrangement chosen by farmers and traders under specific 
constraints. In the case of cabbage, it serves to reduce farmers’ and buyers’ costs of seeking market 
information. Otherwise, both parties will bear the high costs of seeking market information. 
In the case of maize, market assurance and access to credit in the form of seeds and other 
production inputs were the greatest incentives to engage in a contract farming agreement. In the 
case of sugarcane, the requirement for timely processing and limited daily milling capacity are 
the determinant factors that would be costly without a contract arrangement.

Deciding to take or agree to a particular form of contract farming by smallholders and 
buyers chiefly depends on market specification contracts, resource-providing contracts, and 
production management contracts (Bijman 2008). In applying what Bijman discusses, cabbage 
farmers tend to agree mostly to market specification contracts, which usually specify quality, 
price, and timing with minimal or non-provision of inputs. Producers are in charge of most of 
the decisions made in production. As a result, farmers bear most of the risk. However, this kind 
of contract brings good benefits for both contracting parties by allowing market information 
flows between them. The maize case is very similar to the cabbage case except that it combines 
a small part of the resource-providing contracts.

In contrast, production management contracts seem to suit the sugarcane case well. Buyers 
provide inputs and extension services at various stages of production to producers, and the 
contract gives a certain degree of decision-making power to each party at different stages. 
Farmers reduce the risk of coordination because inputs, credit, and extension services are 
provided. The buyer makes decisions over production, harvest, and profits from lower selling 
prices, and reliable supplies of required quality and quantity at the right time.

Variations in Contract Farming and their Implications

As noted earlier, the research results revealed variations in contract farming arrangements in the 
three cases. These variations resulted in varying implications with reference to agreement types, 
degree of flexibility, extent of material support, and strength of relationships. The following 
conclusions were derived:

Type of Agreement
• Having a written, signed contract does not provide any financial advantage for contract 

farmers, although it is associated with higher levels of access to market information, 
training, and advice on production groups, as well as to higher levels of overall satisfac-
tion with contract farming outcomes.

Degree of Flexibility
• In all cases, growers of a crop who are in more flexible relations are more likely to make 

a higher profit than those who are in inflexible relations.
Extent of Material Support
• In areas with more flexible relationships (mostly cabbage and maize), increased support 

from buyers in terms of inputs correlates strongly with an increase in mean profits.
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• In areas with more inflexible relationships (mostly sugar), an increasing number of  
inputs is associated with decreasing profits. 

Strength of Relationships
• Contract farmers in stronger relationships are more likely to receive market advice, train-

ing, and advice on production groups. Training and advice on production groups, how-
ever, will decline after a certain strength in relationship is reached.

• In areas with the greatest flexibility (maize), the stronger the relationship with the buy-
ers, the greater the profits.

Policy Implications and Concerns
The overall results of contract farming returns—financial and nonfinancial—clearly imply 
that the Government of the Lao PDR and its development partners should continue to support 
contract farming, especially for smallholders in remote areas. The government can promote 
contract farming as a vehicle for rural development and encourage farmers to enter into cross-
border cash cropping.

As the study was conducted in three border areas to promote cross-border contract farming, 
it is strongly suggested that the government focuses its efforts on the following policies:

•	 Stabilization of Border-Trade Policy

It is clear that current border-trade policies encourage cross-border contract farming. As far 
as possible, the government is advised to create a stable trade environment by keeping existing 
viable policies in force for an extended period. Where changes in policies are imminent, it is 
crucial that both buyers and farmers are well informed in advance. Public and private dialogues 
are encouraged to allow feedback from the private sector to be reflected in public policy making.

In the long run, it is suggested that the Government of the Lao PDR integrate the existing 
bilateral investment and trade frameworks and formulate a unified national policy on cross-
border contract farming. The process could start with negotiations with neighboring countries 
to integrate with ACMECS, the Northern Lao Border Trade Policy, and the PRC’s Opium 
Substitution Program. During this process, making reference to multilateral trade and investment 
initiatives, such as the ASEAN free trade agreement and the ongoing World Trade Organization 
negotiation, may prove a viable step toward the goal. 

•	 Protection of Farmers’ and Investors’ Rights 

Contract farming is an institutional choice made under constraints. The “invisible hand” of 
the market plays its own role. Government should not attempt to impose fixed models on this 
dynamic and evolving arrangement but should ensure that farmers and investors can enter and 
exit contract farming freely as far as the contractual agreement allows. 

The Government of the Lao PDR should promote policies that will both (i) protect contract 
farmers from exploitation, and (ii) promote the growth of contract farming in a manner that will 
be beneficial to emerging small-scale farmers. It is especially important to enhance competition 
among buyers, which generates better prices for small farmers and increases their cropping 
choices. 

•	 Enhancement of Services and Infrastructure

The government, both at the central and provincial levels, should play a role of encouraging 
other actors (buyers, microfinance providers, banks, etc.) to make credit available to farmers, 
particularly those without a proven track record of buyer’s support. 
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As far as possible, investment in the construction of feeder roads should be prioritized in 
areas where contract farming is being developed. It is also important to maintain the rural road 
network in contract farming areas. Wholesale market facilities are useful and necessary in areas 
where mature and open markets exist.

Other Key Concerns
The government should not attempt to impose fixed models on this dynamic situation, but 
rather work on policies that will both (i) protect contract farmers from any exploitation and 
(ii) promote the growth of contract farming in a manner that will be beneficial to emerging 
small-scale farmers. To achieve this, the provincial government should encourage farmers to 
retain their diverse livelihood activities. Organic farming and the cultivation of crops such as 
coffee, vegetables, or fruits can be complementary to the growing of contract farming crops. 
Local authorities should work with farmers in order to avoid financial losses from simply 
growing contract farming crops. 

References

Bijman, J. 2008. Contract Farming in Developing Countries: An Overview. The Netherlands: 
Department of Business Administration, Wageningen University.

Cai, Junning et al. 2008. Rice Contract Farming in Cambodia: Empowering Farmers to Move 
Beyond the Contract toward Independence. ADB Institute Discussion Paper No. 109. 
Manila.

Coulter, J. et al. 1999. Marrying Farmer Cooperation and Contract Farming for Service 
Provision in a Liberalizing Sub-Sahara Africa. Handbook of Development Economics. 
Vol. 3B. Amsterdam: North-Holland.

Delforge, Isabelle. 2007. Contract Farming in Thailand: A View from the Farm. A report for the 
Focus on the Global South. Thailand: Focus on the global south, CUSRI, Chulalongkorn 
University.

Eaton, Charles and Andrew W. Shepherd. 2001. Contract Farming Partnerships for Growth. 
FAO Agricultural Services Bulletin 145. Rome: Food and Agriculture Organization of 
the United Nations.

Fullbrook, David. 2007. Contract Farming in Laos: Cases and Questions. Vientiane: Laos 
Extension for Agriculture Project (LEAP) for the Government–Donor Sub-Working 
Group on Farmers and Agribusiness. 

Guo, Hongdong, Robert W. Jolly, and Jianhua Zhu. 2005. Contract Farming in China: Supply 
Chain or Ball and Chain? Paper presented at Minnesota International Economic 
Development Conference, University of Minnesota, 29–30 April 2005. www.ifama.org/
events/conferences/2005/cmsdocs/1151_Paper_Final.pdf

Key, Nigel and Runsten David. 1999. Contract Farming, Smallholders, and Rural Development 
in Latin America: The Organization of Agroprocessing Firms and the Scale of Outgrower 
Production. World Development. 27 (2). pp. 381–401.

LEAP. 2007. Contract Farming in Lao PDR: Cases and Questions. Vientiane: Laos Extension 
for Agriculture Project (LEAP) for the Government-Donor Sub-Working Group on 
Farmers and Agribusiness. 



52 Journal of Greater Mekong Subregion Development Studies Cross-Border Contract Farming Arrangements 53

Little, P. and M. Watts, eds. 1994. Living under Contract: Contract Farming and Agrarian 
Transformation in Sub-Saharan Africa. Madison: University of Wisconsin Press.

Patrick, Ian. 2004. Contract Farming in Indonesia: Smallholders and Agribusiness Working 
Together. Australian Centre for International Agricultural Research, Indonesia.

Rosset, Peter and T. Altieri. 1997. Agrology versus Input Substitution: A Fundamental 
Contradiction of Sustainable Agricultures. Non-Traditional Export Agriculture. 8.

Rosset, Peter, Robert Rice, and Michael Watts. 1999. Thailand and the World Tomato: 
Globalization, New Agricultural Countries (NACs) and the Agrarian Question. 
International Journal of Sociology of Agriculture and Food. 8. pp. 71–94.

Rottger, A. ed. 2004. Strengthening Farm–Agribusiness Linkages in Africa. Proceedings of 
Expert Consultation, Rome, FAO. AGSF Occasional Paper No. 6. ftp://ftp.fao.org/
docrep/fao/008/y5785e/y5785e00.pdf

Sautier, Denis, et al. 2006. Case Studies of Agri-Processing and Contract Agriculture in Africa. 
www.rimisp.org/getdoc.php?docid=6471

Setboonsarng, Sununtar. 2008. Global Partnership in Poverty Reduction: Contract Farming and 
Regional Cooperation. ADB Institute Discussion Paper No. 89. Manila.

Setboonsarng, Sununtar; Ping Sun Leung, and Adam Stefan. 2008. Rice Contract Farming in Lao 
PDR: Moving from Subsistence to Commercial Agriculture. ADB Institute Discussion 
Paper No. 90.

Sriboonchitta, Songsak and Wiboonpoongse, Aree. 2008. Overview of Contract Farming in 
Thailand: Lessons Learned. ADB Institute Discussion Paper No. 112. Manila.

Vermeulen, Sonja and Cotula Lorenzo. 2010. Making the Most of Agricultural Investment: 
A Survey of Business Models That Provide Opportunities for Smallholders. IIED/FAO/
IFAD/SDC London/Rome/Bern. www.ifad.org/pub/land/agri_investment.pdf 

Watts, Michael. 1994. Life Under Contract: Contract Farming, Agrarian Restructuring, and 
Flexible Accumulation. In Peter D. Little and Michael J. Watts, eds. Living Under 
Contract: Contract Farming and Agrarian Transformation in Sub-Saharan Africa. 
Madison: University of Wisconsin Press.




