EE460; Class Discussion on 18th October 2012

Question 3.2: Should contract farming be promoted by the government to reduce the risks of farmers in Thailand?
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What is contract farming?
	Contract which contractors provide inputs(such as fertilizer, technology, etc.) to farmers. Then, the farmer grows up the product and sells to contractor at determined price. Mostly, products are agricultural product as pineapple, tomato, chicken and rice in organic type.

Advantages of contract farming
1. The firm accesses more in local market, so firm get more products.
2. It insures income for farmers which are guarantee that products can sell at determined price. So it makes household to get more income as guarantee income. And, it makes the production higher efficient. As farmers get high quality input from firm such as fertilizer, technology and teach how to produce.
3. It  enhances farmers more access to production inputs, mechanization, transportation service, extent advises, new technologies and credit. 
4. In long term, it helps that the product has better quality, as the competitiveness is increased both in input and output.

Disadvantages of contract farming
1. The farmer gets unfair contract like first, farmers sell product at lower price than market price. And, second, price varies according to quality. For example, tomatoes grade A and B have price difference as, just, it differences only texture.
2. Monopolistic of input, as firm has higher bargaining power than farmer. So it forces farmer to buy input at higher price than market price.
3. Farmer has higher risk to be bankrupt because initial investment cost is so high. So that it has high chance to bankrupt if something wrong happen.

Should contract farming be promoted?
	As the contract farming guarantee income for farmer, so it better to have contract farming but it has some weakness as unfair contract. So we should promote contract farming by 4 points;
1. At first as farmer has low knowledge, then government should act as supporter to monitor, facilitate, encouraging and make farmer clearly understand the contract. So that it reduces unfairness of contract to farmer.
2. Government should promote farmer organization to gain bargaining power. So they can negotiate with firm in fair term of contract.
3. Government should promote long term credit to farmer in contract as farmer has high initial cost so it need time to break even.
4. Government should promote long term adjustable sale price for product as agricultural product has high price fluctuations.  




1

