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Abstract

Project Code RDG5210020

Project Head Asst.Prof.Dr. Kanokwan Manorom

Email k_manorom@yahoo.com

Duration: 16 February 2009 — 15 July 2010 2 4 63 9 1

This research aims to analyze the economic cooperation policy of contract farming between
Ubon Ratchathani province of Thailand and Champasak province of Lao PDR since 2008, and
to seek an appropriate policy model on contract farming as one mechanism to strengthen the
relationship of sister cities between these two provinces. The data in this research was gained
using both qualitative techniques and household surveys from 100 contract farming farmers
living in 13 villages in the Paksong district of Champasak province who joined the contract
farming policy. Concepts used to analyze the data include transnationalism, bottom up public

policies, agrarian change, contract farming and sister cities.

This study academically finds that the cross border contract farming policy between the two
sister cities was supported by Ayeyawady - Chao Phraya - Mekong Economic Cooperation
Strategy: ACMECS, which is a result of Mekong region economic integration. The provincial
administration of Thailand and Lao PDR act as trade facilitators to utilize the existing good
quality cross border trade facilities such as wholesale markets, highways, customs, and
convenient transportation. Also, the Laos government and Champasak authorities are motivated
to expand their trade facilities such as developing a central wholesale market for farmers, and
improve the capacity of the farmers in producing export products. Participation of small scale
farmers in the cross border trade indicates agrarian transformation from subsistence farming to
commercial farming driven by income emerging from the cross border trade and certain regional
markets. Hence, cross border contract farming strengthens an international policy of sister cities

actively supported by the authorities and the private sectors of the two provinces.
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This study finds that contract framing supports the sister city policy of Ubon Ratchathani and
Champasak, as it partly strengthens the trading and social relationships between the two
provinces. In part, it provides extensive benefits and social relationships to both Laos’s small
farmers and the Thai buyers. Division of labour exist, Champasak as a cabbage producer

whereas Ubon Rathchani is a key market.

The term ‘contract farming’ as used in ACMECS, is not applied by the authorities and the
private sectors in the two provinces as many crops traded between Ubon Rathchathani and
Champasak do not follow the crops listed under AMECS (cabbage as a selected case for this
study is not listed as one of the ACMECS’ crops). Therefore, the new term ‘Agreed Market on

Agricultural Products Project’ (AMAPP) was coined by both authorities.

Hence, this study discovered that the practices of AMAPP challenge the standard definition of
contract farming. Authorities only use AMECS as a starting point and a channel for launching
AMAPP in order to suit local context as Laos farmers produce various kinds of crops that are
not on the ACMECS Iists. In practice, the agreement in AMAPP encourages imports of
cabbages from Champasak when Thai cabbages are in short supply. Thai traders must sign an
agreement with Laos middle men/private sector, witnessed by the authorities from the two
provinces. Laos’s farmers, as the crop producers, do not sign contracts with the Thai buyers. It
was an agreement that when cabbage is in surplus, Ubon Ratchathani expects Laos'’s cabbage
production to be reduced. Assurances of a minimum price at 2 baht a kilogram but higher prices
depend on the market price. Clear conditions prior to trading in terms of quantity, logistics
procedures, and quality standards are not determined. In the actual purchase, verbal contracts
between Thai traders and Laos farmers are common. Thai traders are not allowed to buy the
products at the farm, only at the border. They provide wholesale markets at the border and
some input if necessary such as capital, seeds etc. Laos’s farmers must register with the Laos
authorities and receive official documents showing their participation in the AMAPP. They sell
products to Thai traders through Laos middlemen and always commonly have verbal
agreements with the Thai traders. Moreover, they have to pay a customs fee of 14 kip/kg of
cabbage at the Paksong wholesale market to the facilitator. They also must transport their crop

to the border to sell to Thai traders at Wang Tao border check point.

This study also finds that AMAPP has led to the establishment of social relationships between

Laos’s farmers and the Thai buyers. Based on household surveys, both farmers and Thai
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buyers often negotiate at several stages of trading and after producing instead of determining
the pre-purchase conditions as suggested by international contract farming. Moreover, it is
found that two thirds of the farmers can sell the crop easily to other buyers. Half of the farmers
can sell their products at higher prices than the minimum provincial price. The prices also
depend on the central market; therefore, it is not very stable. Half of the farmers report that
delivery dates are flexible and credit on seed and fertilizers is found at around 30% to 40% of
cases. More than 50% of the farmers are not satisfied with the way the agreement was set up,
and they regularly disagree with the buyers (usually about price — and frequently unresolved)

and have little trust in the buyers.

In addition, the study has also found that the patron-client relationship is common in many
cases. For example, Thai buyers donate money to the village for the repair of the community
hall roof, assist with road repairs and give rice and cash as gifts to growers. When the price is

high, the Thai buyers often give additional payments as incentives (for transport, drivers, etc.)

Nevertheless, there are both strong and weak points about AMAPP. More than 60% of the
farmers said their financial situation was better or much better and they had a certain market.
Yet, the main problems of this policy include price fluctuation, high cost investment (produce
and transportation), insufficient knowledge, inconvenient markets and transportation. Therefore,
a policy model to improve the existing contract farming, locally termed as AMAPP between the
two sister cities should include the following features:

1) Encourage Laos’s farmers to commit to written contracts, and the farming product
agreement should be signed by the three parties, the middlemen, the farmers, and
the local authorities who should also act as a witness. This is to ensure that the
farmers have some roles and rights as suggested in the official agreement.

2) Promote further good relationships between trading partners based on trust and
flexibility by continuing to support contract farming locally, termed as AMAPP.

3) Make credit more easily available to Laos smallholders especially ethnic minorities
located off the main road (road improvements, credit, training, facilitating links) and
promote crop diversification to protect small farmers from market price fluctuation
and,;

4) Improve the existing agreement according to the standard definition of contract

farming for the benefit of both Laos’s farmers and the Thai traders.
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GMS-EC  Greater Mekong Sub regional Economic Cooperation
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LAO PDR Lao People's Democratic Republic
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NAC New Agricultural Countries
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NEM New Economic Mechanism
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NTEA Non-Traditional Export Agriculture
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OTOP One Tambon One Products
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PC Phytosanitary Certificate
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SHDP Smallholder Development Project
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USAID United States Agency for International Development
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