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Executive Summary

The Ayeyawady-Chao Phraya-Mekong Economic Cooperation Strategy (ACMECS),
which is a cooperation framework amongst Cambodia, Lao PDR, Myanmar, Thailand and
Vietnam to utilize member countries’ diverse strengths to promote balanced development
initiatives in the sub-region has enhanced the agricultural cooperation between Thailand
and neighboring countries, notably, Lao PDR, in the form of contract farming. The trade
and investment facilitation has provided tax-free incentives for the Thai private sectors,
particularly the big agrifood conglomerate to undertake contract farming with
neighboring countries on crops namely potato, peanut, soybean, sweet corn, field corn,
castor bean, Eucalyptus, and cashew nut, and job’s tears (pearl barley) from Lao PDR to
be exempted from importation tax.

Ban Huak, Tambol Phusang, Phayao province is a border village between Phayao
province of Thailand and Xaiyaburi of Laos PDR. It is the only cross-border trading
village between Thailand and Laos PDR in Phayao province. The livelihoods of Ban
Huak community are based on year-round agriculture, utilizing upland and lowland
ecosystems to produce food and generate farm incomes. The major economic crops
include glutinous rice, field corn, large-seeded confectionary peanut, and shallot. The
ACMECS cooperation framework has provided opportunities for Ban Huak community
to engage in cross border trade. A few members of community have diversified their
rural enterprises by engaging in business venture and organizing into groups to invest in
contract farming with the Laotian partners by providing inputs on credit, including seed,
chemical fertilizers, and pesticides. The increased incomes of the Laotian farming
households have enabled the families to reinvest to improve their living conditions, by
importing building materials to improve housing' construction. This offers opportunities
for some of Ban Huak community members to diversify their trading to include both
agriculture and non-agricultural enterprises. The research concept is to develop a social
learning process among farmer members who have formed themselves into small agri-
business group engaging in cross-border trade. It is anticipated that through such social
learning approach, the group could develop and extend sustainable agriculture and natural
resource management to the Laotian partners, and establish among themselves cross-
border trading governance which could be exemplified for others to learn. The research
project sees the importance of local innovation, the concept of interdependence in agri-
business venture, and interrelationship between production, marketing, and participatory
natural resource and environmental conservation. The research objectives are 1) to
provide better understanding of local context and coordination mechanisms, interaction
and benefit sharing in agri-business among farmers in Thai-Lao border; 2) to establish
and support the processes that enhance mutual respect and good relationship between
Thai Lao business partners leading to expansion of cross-border trading governance; 3) to
provide competence building in production technology, and business management with
respect to cross-border trade; and 4) to formulate deliberative policy recommendations
through participatory approaches that would lead to improving local capacity, and
performance of local organization in managing cross-border agri-business trading.

The participatory approaches were adopted to collaborate with farmers group and its
associates in Ban Huak. The key informants were identified to discuss main topics that
were most remembered and appreciated by the members through different periods of
development. These included historical development and adaptive management to
political, socio and economic changes during the early 70s when the key village had



directly involved in shaping up the village infrastructural development to facilitate
agricultural transformation. This was then followed by workshopping with new
generations of farmer entrepreneurs who were engaging in farming and business ventures.
Several field visits and participatory observations were undertaking to gain trust and build
up confidentiality from the group members to appreciate the value of collaborative and
action research approach. The Engel-Keijzer-Land’s balanced approach to monitoring and
evaluating capacity and performance was adapted to carry out with the BH/CBBG. The
assessment was to provide a reflection as well as co-learning among members on five
core capabilities that affected capacity and performance. These were capabilities to
survive and act, to adapt and self-renew, to generate development results, to relate, and to
achieve coherence. Various interventions were designed developed through researchers-
farmers interaction and group decision. This included capacity building on hybrid maize
seed production; competence building among group members on several issues related to
management strategy, trading governance, agricultural resilience, and social
responsibility; facilitation of the discussion between provincial commerce authority and
the group on policies on cross-border trade and implementation at the site, group
meetings to review on the research findings, and multi-stakeholder workshop presided by
the Phayao Provincial Governor at the site to formulate policy recommendation that
would enhance cross-border agri-trade and long-term relationships between the Thai-Laos
communities, specifically resided at the border towns of Phusang of Phayao province and
Muangkop of Xaiyaburi province.

Rural transformation in Ban Huak was considered to pass through three important periods
of development and adaptation. The first period was during the 70s when there was an
intense political ideological conflict between the government forces and communist
insurgency. The village was seen as strategic location receiving infrastructure support by
the Government in the 70s and in the 80s during the rehabilitation towards rural
development.  The close collaboration between the village community and the
government through the strong and capable leadership of village headman was able to
come to peaceful agreement between the conflicting parties. The basic infrastructure and
facilities enhanced agricultural transformation from subsistence to market-oriented
farming systems. Farmers had improved their rice productivity through adopting high
quality rice and location-specific varieties and green manure crops (Crotalaria juncea) as
resource conserving technology; selecting hybrid maize to fit undulating rainfed upland
environment, and large-seeded peanut for confectionary market. Farmers responded to
government policy on rubber promotion by planting this industrial tree crop on sloping
upland where soil is less fertile for cultivation of maize and peanut.

The agricultural intensification which enabled the village to achieve its food security was
then followed by the period of the Thai-Lao cross-border trade in the early 2000s. Ban
Huak was set up as temporary custom check-point for border trade, allowing small scale
trading movement between the Thai-Lao communities. The Thai-Lao border community
market was first established at Ban Huak on the 10™ and 30™ of the month to promote
border trading. In May 2009, as the request of the Muangkop authority, the new border
community market was set up on 20" of the month in Lao at Ban Pang Morn to facilitate
market access and entry for the Laotian community. The new market arrangement had
diluted the trade volume at Ban Huak.

A few farmers who were risk-takers had gradually build-up capitals to invest in
neighboring Lao PDR by contracting the Laotian business partners to produce maize, and
oil-type, small seeded peanut. The Thai traders also imported broom grass, job’s tears,



and non-timber forest products from Lao. Initially, the Ban Huak farmer entrepreneurs
made contract arrangement individually and independently. Each worked with different
groups of Laotian farmers. The high cost of trading transaction had forced farmer
entrepreneurs to reconsider their cross-border trading strategy. Eventually, a group of 37
Ban Huak farmers who had either trading experience or interested to invest in cross-
border agri-business with the Lao PDR, had formed themselves into “Ban Huak cross-
border business group” (BH/CBBG). The key members consisted of political influential
individuals (former and present village headmen from two closely related villages),
experienced traders, and young farmers who wanted to follow suit to diversify their
livelihood options. The BH/CBBG chaired by former village headman with strong agri-
business experience, and co-chaired by experienced trader who had good business
management skill, and had learnt to become the shipping agent to look over the incoming
of agricultural produce from Lao PDR at Ban Huak. The group allocated responsibility to
various members based on individual experience and competence. The most important
task identified by the group involved coordinating with Laotian partners, which required
several levels of lobbying, from provincial, district, custom office, and sub-district. The
equally important responsibilities were coordinating with Thai governmental authority at
the provincial, district and the custom office at the site for clearing of imported
agricultural produce, and market access and entry, by negotiating with buyers from the
Thai side. This was normally domestic trading partners at the provincial town who acted
as commodity collectors with large silos and grain drying space. In practice, the group
acted as brokers between the Laotian trading partners and Thai commodity collectors in
Phayao or neighboring Chiang Rai province, but the group was more than the ordinary
broker, it had established long relationships with the Laotian trading partners and farmers,
providing input credits as requested, supervising production technology, and participating
in cultural and religious activities between the two countries.

The operation of BH/CBBG was not in isolation. Its members were also participating in
the Ban Huak community’s socio, cultural and economic activities. Majority was closely
linked to the existing 17 social groups in the village, whose mandates covered wide range
of activities, such as crop and livestock production, organic fertilizer production, brown
rice processing, product development, clothe-making, embroidery, weaving, village
drinking water supply, and village saving and bank. Such interwoven social assets were
perceived to provide strong foundation for the BH/CBBG to extend its cross-border
entrepreneurial engagement.

The group organizational management and governance was noted with its democratic
participation and fair benefit sharing arrangement. The group set agri-business marketing
policy on main commodities such as maize and peanut. Once the group had made formal
arrangement and clearance with the Lao as well as the Thai authorities, each member was
encouraged to engage in his or her own contract farming in Lao, either individually or as
small groups. Thirteen sub-groups were observed, ranging from one —member to seven-
member sub-groups to invest in contract farming in Lao. The contracting areas in Lao
covered over 30 villages within Muangkop district, producing maize and peanut for the
BH/CBBG. In 2009 rainy season, soybean was first introduced to selected farmers in Lao,
as marketable price of maize in Thailand was not attractive.

The implementation of zero tariffs under the AFTA framework, which will be effective
beginning January 1, 2010, would mark the third period of cross-border agri-business
development and adaptation for the Ban Huak community. There was a great concern
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among the group members over the realization of ASEAN zero tariffs 2010, which could
have adverse effect on the group’s agricultural investment. The issue was raised during
the multi-stakeholder workshop to provincial authority. Other concerns included the
institutional structure of Ban Huak to be elevated to permanent crossing point, where
majority of the group considered the permanent status would boost trade volume between
Thai and Lao at Ban Huak check point. The incorporation of resource conserving
production practices, as well as integration of agro-biodiversity as part of climate change
mitigation could provide a new challenge for the group’s social responsibility linking
sustainable agriculture and resource management with trade governance between Phusang
and Muangkop, which was characterized by contiguous rolling uplands and hilly
ecosystems.

The multi-stakeholder workshop, presided by the Provincial Governor, and attended by
key governmental officials at the provincial and district level as well as key village
members and the group representatives, conceived that the BH/CBBG showed
evolutional adaptation to new challenge in cross-border trade, based on social and
institutional innovations. The group would help offer opportunities for the Ban Huak
community to seek value creation and vale addition to their farming enterprises. The
success of the BH/CBBG could also contribute to livelihood improvement of the Laotian
farmers, poverty reduction, and reducing drug trafficking and addicting across the border.
To help improve the BH/CBBG performance, the workshop had made suggestions as
follows:

For immediate action:

* The Thai authority concerned should organize local meeting to provide training
workshop for the Ban Huak community and the BH/CBBG on ASEAN zero
tariffs 2010 and its impact on local cross border trade initiatives

e The provincial government should facilitate the meeting between the central
government agencies, provincial and district implementing offices, and the local
community on cross-border trade policy and modifications under the AFTA
within the ACMECS framework, so that implementation at the local level could
be clearly carried out.

® The detailed studies should be carried on merits and demerits of establishing Ban
Huak to be a permanent check-point for cross border trade, particularly its impact
on rural livelihoods, and adaptive management of the farming households under
the new institutional set up.

For the medium term action (within 3 years):

e The BH/CBBG should seriously consider the incorporation of sustainable
resource efficient management practices into its agri-business package with the
Laotian partners, specifically on soil erosion control measures, soil fertility
enhancement, and agro-biodiversity integration for food security, and possibly of
mitigating climate change.

¢ The Ban Huak farming community should diverse their farming enterprises for
value creation and addition by to moving towards seed production, such as hybrid
maize, soil improving legumes (Crotalaria juncea), rice, etc.

¢ The BH/CBBG should consider the formation of cross-border cluster group by
forming partnership with local agricultural trading firms, commodity distributors
for market access and entry, public institutions for policy and processes, and
technical and infrastructure supports and services.
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partners in the whole supply chain. It is believed that better understanding of coordination
mechanism and interdependence would help the governmental institutions to provide
better support that meets the group’s needs in developing cross-border trade under the
contract farming arrangement.

The local initiative in establishing cross-border trading group is considered as being a
social and institutional innovation which is strongly based on social, cultural and human
assets. The strong leadership in combination with individual competence and collective
action had gained the trust of the farmer members to co-invest and build up business
group. Such endogenous development responded to the needs and objectives of the group.

The sustainability of the group depended on several factors, including the good
organization governance. The driving forces for engaging in cross-border trade could be
delineated as follows: 1) with limited land resource for farming, and undulating rainfed
upland ecosystems, a group of farmers formed themselves a business partner to invest in
agri-business based on farming enterprise that they had the best knowledge and skills, 2)
cross-border trade had offered market opportunities for the group who had access to
information on farming environment and communities, and connection with the Laotian
partners at different levels, 3) policy environments of both countries and rules and
regulations of cross-border were conducive to agri-business venture, and 4) the group
members had good knowledge on production of field corn and peanut, and close
association with trading firms in Thailand. Such human assets and trading network had
provided reliable market access and entry in agri-supply chains.

There was growing concerns within the group that the new regional trade agreement
within the AFTA framework would affect the performance of cross-border trade due to
uncertainties of the policy and implementation plan. The group had proposed to
provincial government to set up a review forum on implication of AFTA on cross-border
trade and its effect on small enterprise group. The emerging issue on establishing Ban
Huak as a permanent cross-border town with full-fledged immigration set up needs to be
reviewed by both local and external institutions.
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