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Abstract

Recent research on the controversial topic of eshtiarming indicate that contract farming
may be considered as an effective risk managemgstera for smallholder farmers,

enhancing their accessibility to farm inputs, emgyuthe more stable prices for produce, and
ultimately generating higher incomes to contractniars. Similarly, even with very few

studies of contract farming being carried out inmBadia, the result show that contract
farmers can generate higher incomes when bounditigel contract. However, the numbers
of rice contract farmers have increasingly exiteahf the contract in the last five years. If
contract farming agreement generates higher incamesntract farmers, why do they exit
from the contract? This study aims to assess whetharact farming improve smallholder

farmers’ incomes and the challenges these farmems. fThe study puts forth a set of

recommendations on how to improve the rice contexating model in Cambodia.

The study combines both quantitative and qualiéatidata sources and includes a
comprehensive literature review and informationaot®d from interviews with concerned
individuals through one-on-one sessions, focus mrdiscussions and household surveys.
Results of thecontract farming studies in Southeast Asia shovired it is not a group or
individual, the oral or written contract per se efhstructure the outcome, but rather how it is
practiced in a given context. In Cambodia, tiee contract farming arrangement has been
operated through both verbal and written agreemetitts NGOs and private companies,
respectively. There was significant different ire tmean of gross incomes between rice
contract and non-contract farmers. Rice contrachéas have exited from the contract on the
one hand regarding two main factors that inclugepghyment which is not according to the
predetermine schedule and the using of qualityrobagainst farmers. On the other hand, the
rice contract farmers have exited from the conirpetrhaps, because of no significant
difference between engaging and not engaging in dbetract. The exiting contract
arrangements need to be improved and adherendeetcontract guidelines from parties
involve need to be enhanced. The study recommetigedrrangement of contract farming
should involve three parties that include the ator, smallholder farmers, and local
authority. The contract farming arrangement should be simpte easy to understand, the

contract should encourage mutual trust and redpatt both parties, the contract should be



flexible and negotiable, the contract should cleathte the responsibilities of both parties,

and the payment should be made to farmers wheprtitkeice is delivered/received.



The Effect of Rice Contract Farming on Smallholdarmers’ Incomes in Cambodia:
A Case Study in Toul Sala Commune in BarsedthiBtiskampong Spue Province

1. Introduction

Traditionally, agricultural rice cultivation in Cédudia has been dominated by smallholder
farmers, a majority of which hold only very smalbs of land (2008). How can these rice
farmers survive by cultivating such tiny piecedarfd? Increasingly, many scholars portray
contract farming as a risk management system fipirfgesmallholder farmers achieve better
incomes through enhancing accessibility to inputd ansuring the price of produce at
harvesting season (Asian Development Bank (ADBP52®ijman, 2008; Eaton & Sheperd,
2001; Fernando, 2006; Glover, 1984; Kanokwan et 2011; Key & Runsten, 1999;
Masakure & Henson, 2005). However, in recent yeamsch debate has arisen regarding
whether or not contract farming has yielded besdfit smallholder farmers in the face of
theoretical and empirical evidence (Arunkumar, 200Rey & Runsten, 1999;
Narayanaswamy, 2006; Nham, 2012; P, Winters, &i€&at2005; Pari, 2000). However,
very few of these studies have looked specificatlyice crops. As rice occupies more than
80% of cultivated land and provides more than tlyearters of daily energy intake for the

average Cambodian, this is a serious oversight.

1.1Research Rationale

Traditionally, the smallholder farmers in Camboghiare challenged with using sufficient
inputs and securing the price of produce. In aangtt to address these issues; smallholder
farmers have been encouraged to cultivate thedrurer the contract farming arrangement.
Contract farming arrangement has been operatedpbiyae company in 1999 and an NGO
in 2004. Initially, the private company engaged Kimaéder farmers of around 100
households in one province in the contract arramgenin 2005, the numbers of rice contract
farmer increased to more than 40,000 households $y@ovinces. However, this figure
decreased dramatically in 2012. Similarly, 2,000d&hold in seven provinces were engaged
by NGOs to farm in contract farming in 2004. Thisoadecreased and shrank to less than 800
households over four provinces in 2012. Empiricaid®s on rice contract farming in
Cambodia could hardly be found. Up until now, thare only three research studies that
have been conducted. Although the conclusion frioesé studies showed that rice contract
farmers have higher incomes than rice non-conti@ehers, the number of rice contract

farmers who have exited from the contract has ebtogen determined. If contract farming
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arrangement is likely to be better off for rice tant farmers, why do they exit from the

contract? To answer this general research quegtioge specific questions were asked. (1)
What is the effect of rice contract farming on dimalder farmers’ incomes? (2) What are the
associated challenges that smallholder farmersrwudgract face? (3) How can rice contract

farming be best suitable for smallholder farmerthimcontext of Cambodia?
1.2 Research Objectives

The general objective of this study is to examihe éffect of rice contract farming on

smallholder farmers’ incomes in Cambodia.
The specific objectives of this study are:

To examine the effect of rice contract farming araBholder farmer’s income
To assess whether contract farming improves snidi#ndarmers’ income

To identify the associated challenges that smalkrolarmers under contract face

p w0nN P

To recommend rice contract farming model for snwtler farmers in Cambodia.
1.3 Scope and Limitations

The study focused on the impact of rice contrachifiag on smallholder farmers in Toul Sala
Commune in Barsedth District, Kampong Speu Provibeee to limited time, this study was
conducted in only one village engaged in rice @amitfarming. Hence, results cannot be

generalized for Kampong Speu Province and Camlkasiawhole.

2. Review of Literature

2.1 Definition of Contract Farming

Contract farming can be defined as an agreememieket farmers and processing and/or
marketing firms for the production and supply ofriagjtural products under forward

agreements, frequently at predetermined priceso(Eé&t Sheperd, 2001). The arrangement
also invariably involves the purchaser in providmglegree of production support through,
for example, the supply of inputs and the provisdbriechnical advice (Glover, 1984). The

basis of such arrangements is a commitment on dlteop the farmer to provide a specific
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commodity in quantities and at quality standardsemheined by the purchaser and a
commitment on the part of the company to suppatfiimer’s production and to purchase
the commodity.

2.2 Typologies of Contract Farming

Contract farming can take different formats andes/pSome researchers classify contract
farming into three kinds of contracts, namely “n&rkpecification”, “resource providing”
and “production management” (Bijman, 2008; Da Sil2@05; Eaton & Sheperd, 2001;
Minot, 1986). In the first modality, the transactibetween growers and buyers is agreed on
terms ofwhatto be produced (product and quality attributes) @whdtare the commitments
for future sale (timing, location and price). Thecand modality adds the provision of
farming inputs to the former contract type. Beyapeécifying production type and marketing
condition, in-kind credit is offered via the prows of key inputs, often with cost recovery
upon farm product delivery. Finally, under prodantimanagement contracts, growers agree
to follow precise technological guidance lmowto produce. Regardless of the typology, the
general term “contract farming” refers to a pafacuform of supply chain governance
adopted by firms to secure access to agricultuadycts, raw materials and supplies meeting
desired quality, quantity, and location and timsyecifications. In this context, contract
farming is seen as one of the alternative formsesfical coordination in which firms can
engage, which may also include spot markets, fiitieal integration and different forms of

vertical alliances.

2.3 Empirical Studies of Contract Farming in Southast Asia Countries

Regarding the empirical studies on the impactad dontract farming in Southeast Asia that
can be downloaded for review, it is hard to gemesasingle conclusion of the impact of rice
contract farming on smallholder farmers. The inigedion on the impacts of rice contract
farming on smallholder farmers in Southeast Asidifcult due to a shortage of empirical
studies. However, most empirical studies were foundao PDR, Thailand, Cambodia, and
the Philippines while very few were found in Myamndietnam and Indonesia. No
empirical studies were found in Singapore, Bruaed East Timor as these countries are not
agricultural oriented countries. Results showed tha impacts of rice contract farming on

smallholder farmers in Southeast Asia varied acomasitries, depending on nature of the
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contract, geographical location, and socio-econoroiadition of those farmers. However,
most of them showed that rice contract farmersedrid have higher productivity, income,
and profitability than their non-contract countetpaThis is due to the formers can sell their
rice yields at premium prices and expensed lowguticosts. Although rice contract farming
could increase workloads, it is neutral regardiagia cohesiveness and positive on quality
of soil. The summary of empirical studies on thepact of contract rice farming on
smallholder farmers in Southeast Asia is showalohet 1.

Table 1. The impact of contract rice farming on Binedder farmers in Southeast Asia

Countries Economic Impacts Social Impacts Environmental
Impacts
Cambodia
(Men et al., -Increase profit per  -Increase workload, -Improve soil quality
2013) hectare by 1.4 time in but not influence
the last 5 years social cohesiveness
(Koji, 2009) -Increasing -Increase social
productivity interaction
(Cai, et al., -Contract farmers earn
2008) higher average profit
than non-contract
farmers
Thailand
(Sali, 2012) -Generate higher -Increase confidence -Enhance soil quality
incomes in farming due to the decrease of

chemical inputs
-Better health

(Pornpratansom -Decrease production
bat, Bauer, &

Boland, 2011) -Able to sell produce

at premium prices
(Sununtar, -Increase efficiency

Pingsun, & and profitability

4|



The Effect of Rice Contract Farming on Smallholdarmers’ Incomes in Cambodia:
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Countries

Economic Impacts

Social Impacts Environmental

Impacts

Junning, 2006)
(Songsak &
Aree, 2005)

Lao PDR
(Gustaf, 2011)

(John, 2011)

(Sununtar,
Pingsun, &
Adam, 2008)

(Setboonsarng,
et al., 2008)

(Sununtar, et al.,
2008)

-Increase productivity

-Accumulate skill in
production and

management

-Improve bargaining

power

-Increase productivity

-Able to sell produce
at higher price of 42%

from conventional rice

-Generate higher
profit

-Increase yields from
30-50%

-Able to sell produces
at premium prices

-Increase productivity

-Able to sell produce

at premium price

-Use lower input costs

-Earn higher profits

-Increase incomes

-Increase yields by

-Increase knowledge -Improwge quality
by 10%
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Countries Economic Impacts Social Impacts Environmental
Impacts
30% and experiences
-Increase incomes by -Better negotiation
60% and decision making
Myanmar
(David, Tom, & -Increase productivity -Greater use of labor
Wilkinson,
2009) -Use less capital
(lan, 2004) -Earn higher incomes
-Use lower input costs
Vietham

(Nham, 2012)

(Hai, 2006)
Philippines
(Robert, 2011)

(Elbert, Ma, &
Agustin, 2009)

Indonesia
(Phil, Paul, &
lan, 2005)

-Increase yields by -Increase social
20% network through

training meeting
-Earn higher incomes

-Better benefits

-Increase yield by 0.5-Receive fund for

metric ton per hectare irrigation restoration

-Increase earning of
P4,400
-Increase gross

incomes

-Experience higher

profitability

-Low productivity -Secure market

access
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Countries Economic Impacts Social Impacts Environmental

Impacts

-Benefit in risk

management
Singapore - - -
Malaysia - - -
Brunei - - -

East Timor - - -

2.4 Challenges of Contract Farming

For smallholder farmers, the major challenges thieyld encounter in contract farming were
irregular payments and low contract price, unawasenof potentiality of crops, poor
technical assistance, manipulation of norms bydiand higher rejection rates (Arunkumar,
2002; Da Silva, 2005), incidence of pest and desgdKattimani et al., 2003) and a complex
price system. Da Silva (2005) showed that the cemplice determination mechanisms are
mostly not understood by the smallholder farmerg #ims leads to the affect on farmer’s
benefits from contract farming. This price deteration then becomes susceptible to
manipulation and fraud. For instance, the contfaching cases in Vietham, the contracting
firm used complex technical standards and reduoegbtice to be paid to the farmers. When
farmers receive inputs or technological assistafroen the contracting firms, their
dependency on inputs or technology makes them ralbheeto manipulation of productivity.
Another challenge is smallholder farmers can becanweasingly dependent on the
contractor and can easily fall into indebtedness.tlhe engagement in contract farming
implies easier access to credit through input miow, the risk of indebtedness for farmers
increase. The behavior of smallholder farmers tdodsard easy finance consumption and
other non-productive needs with credit when acogsdb credits is made easier by
contracting firms, and thereby accumulating ded@BA2005). Similarly, Bijman (2008) also
supported that this dependency could weaken theefdés bargaining power and in turn
increase the possibility for monopolistic buyinghbeior of the contracting firm. The
contract would drive smallholder farmers to loo$dlexibility. Farmers can then no longer

choose another firm while the contract is stileffect or choose another crop to produce.
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Therefore, farmers could not capitalize on markghastunities and lose potential income.
Moreover, the losses off business relationshipseveemajor threat to farmers in contract
farming. Before engaging in contract farming, therfer could have established long-term
business relations with others, but when engagingontract farming, these linkages were
lost, and could be relatively difficult to rebuilafter exiting the contract. For contracting
firms, they were challenged with land constraimsd &xing of contract price (Arunkumar,
2002). The contract farmers might try to put logeade produce into higher grade and it was
difficult to check and make sure of the grade asghantity handled surely fall under desired
category from the companies. In many cases, th&aminfarmers held up vehicles in the
villages demanding that they should be paid higiveres even though agreement does not
say so. Moreover, smallholder farmers tend to ditlee produce to the open market rather
than supplying to the processing firm when the gwiavere high which challenges the

contracting firm with sufficient quantity requiremegShiva 2002).
3. Research Methodology

3.1 Selection of Study Site

~ e TOUL SALA COMMUNE IN BARSEDTH DISTRICT,
P 4 KAMPONG SPEU PROVINCE, CAMBODIA

Legend %

Kampong Speu Province \‘

|:] Barsedth District \\

- Toul Sal Commune N y
] \ N
N /
20 10 0 20 1 V=~ F
Kilometers R §

Figure 1. Map of Toul Sala Commune in BarsedthridistKkampong Speu Province
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Toul Sala Commune in Barsedth District in Kamponges Province was selected for
conducting household surveys, focus group discossand key informant interviews
(Figure.1). The criterion for selection of thisesis based on where the rice contract farming
is being commonly practiced. The farmers in thimowne have been operating on contract
farming arrangement with two contracting firms amINGO in producing organic rice. This
characteristic enables the study to understand¢dh&ractual arrangement and its challenges

derived from these two different contracting firms.

3.2 Data Collection and Analysis

The study combined both quantitative and qualieatidgata sources and includes a
comprehensive literature review and informationaot#d from interviews with concerned
individuals through one-on-one session, focus grdiggussions and household surveys.
(Table 2). A literature reviews was conducted tentify the impact of rice contract farming
on smallholder farmers regarding economic, soea@atl environmental aspects in Southeast
Asian countries. Six key informant interviews amourf focus group discussions were
conducted to determine the contractual arrangewfernte contract farming being practiced
and associate challenges, and to gather opiniol®wrto make the contract best suitable for
smallholder farmers in Cambodia. Guide questionseewsed and responses were recorded
and later transcribed. The survey was initiallynplad for 148 households, but only 136
households were surveyed as 12 households wer home during the survey period. The
interviews were conducted face to face with a ch&ticfuestions. The collected data were
cleaned, coded, and entered into Excel spreadshdmsts were later imported into SPSS
spreadsheets where simple statistical analysiséptages and independent sample mean t-

test) were done. The sample size is shown in Table

Table 2. Sample Size

Data Collection Method  Sample Size

Key Informant Interview 06 (02 from NGOs, 02 fromvate company, 01 Village
Chief, 01 Commune Council)
Focus Group Discussion 04 (02 groups from ricere@hfarmers and 02 groups from

rice non-rice contract farmers)
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Data Collection Method  Sample Size

Household Survey 136 households (64 rice conteantdrs and 72 non-rice

contract farmers)

4. Results and Discussion

4.1 Household Characteristic

According to the Table 3 of the summary of sampbeidehold characteristic, the male
household head of rice contract farmers and notr@cinfarmers were 82.8% and 65.3%,
respectively. This percentage showed that the idect® engage in rice contract farming is
more correlated with male household heads sincdatter seem to have better access than
female household heads to first-hand informatiatiad connections and interactions. The
average mean age of male household head was 48a82 gid for rice contract farmers and
47.96 years old for rice non-contract farmers. aherage mean age of female household was
46.36 years old for rice contract farmers and 4%e#ys old for non-rice contract farmers.

The educational attainment level of household @# dontract and non-contract farmers was
low, which 18.8% and 31.9 % of them were respebtiviterate. Majority of them had
studied in level of primary school, 53.1% for ricentract farmers and 37.6% for rice non-
contract farmers. The mean years of schooling Hmidehead of rice contract farmers was
4.68 for male and 3.09 for female and rice non+@mtfarmers was 4.66 for male and 2.32
for female. The mean of household size of rice ramttand non-contract farmers was 5.76
and 5.04 members, respectively.

Table 3. Summary of sample household characteristic

Characteristic CF Non-CF
Gender of household head (n=64/72)

Male (%) 82.8 65.3
Female (%) 17.2 34.7
Mean age of household head

Male (n=53 / 47) 49.82 47.96

10 |
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Characteristic CF Non-CF
Female (n=11/25) 46.36 45.45
Educational attainment of household head (n=64/72)

None (%) 18.8 31.9
Primary school (%) 53.1 37.6
Secondary school (%) 21.9 23.5
High School (%) 6.2 7.00
Mean years of schooling household head

Male (n=53/47) 4.68 4.66
Female (n=n=11/25) 3.09 2.32
Household size (n=64/ 72)

Single person household (%) 1.60 2.80
2 — 4 members (%) 21.8 43.1
5 — 7 members (%) 56.2 40.2
8 or more members (%) 20.4 13.9
Mean household size (Male-headed/ n=53 / 47) 5.74 5.04
Mean household size (Female-headed/ n=11/ 25) 6 5.3 5.04
Mean household size (All households/ n=64/72) 5.67 5.04

4.2 Household Socio-Economic

The household assets of rice contract farmershhae car (4.70%), motorbike (79.70%),
bike (9.40%), television (90.60%), batteries (90®0phone (92.20%), tractor (7.80%), and
pumping machine (32.80%). The household assetscefnon-contract farmers that have
motorbike (37.10%), bike (25.00%), television (&B4@), batteries (88.70%), phone
(85.50%), tractor (3.20%), and pumping machine4Q%). The rice non-contract farmers
own had household assets little than rice confi@eohers. This could the reason to hinder
farmers from engaging in contracts as most of theeable to produce rice for subsistence

only.

The average income from non-rice source of riceraoh farmers is 385,000 Riels, lower
than non-contract rice farmers, 596,000 Riels. H@rerice contract farmers have an
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average income from other crops higher than notraonrice farmers. This is due to rice
contract farmers receive training on extension isesvsuch as animal raising and crop
diversification after the harvesting season in ager2.67 times from the NGO contract

higher than their non-contract counterparts.

The total credit loan between rice contract farmamsl non-contract rice farmers are
significantly different. Rice contract farmers andn-contract rice farmers usually borrow
credits from money lenders, micro-finance, contractirms, and their relatives to buy inputs
for their farming. Rice contract farmers are regdito plant seeds provided either by a
private company or recommended by a NGO. Henceavtkeage ratio of seed credit to their
total credit (44.96%) is higher than non-contraa farmers. However, these two contracting
companies are notably not a seed company; they raake the seed available for farmers
under the contract. After harvesting season, rargract farmers usually select good seeds
and keep for their own use. When they have faceded shortage, they may borrow seeds
from other farmers under the contract. The avditsbof seed credits under the contract is
one of the main factors that bring smallholder farsrto engage in the contract. As rice non-
contract farmers are not able to obtain creditsfmther a private company or NGO, they
obtain a higher percentage of their credits fromneyolenders (36.82%), micro-finance
(29.69%), and relatives (19.53%) while rice cortfacmers obtained 4.15%, 26.13%, and
16.77% from the respective sources. For the craditertilizers, the rice contract farmers
appeared to receive credit on fertilizers less tham-contract rice farmers. This is because
these two contracting firms discourage smallhofdaners from utilizing chemical fertilizers

and pesticides. The household socio-economic donditas shown in below Table 4.

Table 4. Summary of household socio-economic

Characteristic CF Non-CF
Household assets

Having car (%) 4.70 0.00
Having motorbike (%) 79.70 37.10
Having bike (%) 9.40 25.00
Having television (%) 90.60 88.70
Having batteries (%) 90.60 88.70

12|
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Characteristic CF Non-CF
Having phone (%) 92.20 85.50
Having tractor (%) 7.80 3.20
Having pumping machine (%) 32.80 19.40
Sources of household incomes

Non-rice source (1000 Riels) 385 596
Other crops (1000 Riels) 64 32
Off-farm activities (1000 Riels) 290 542
Ratio of off-farm income in non-rice income (%) 33. 90.93
Ratio of wage in off-farm income (%) 32.03 33.20
Ratio of remittance in off-farm income (%) 25.4 24.65
Ratio of other activities in off-farm income (%) 87 42.15

Sources of credits

Credit from money lenders (%) 4.15 36.82
Credit from micro-finance (%) 26.13 29.69
Credit from family (%) 16.77 19.53
Seed credit from contractors (%) 44.96 3.53
Fertilizer credit from contractors (%) 7.99 10.43

4.3 Current Status of Contractual Arrangements in ntract Farming

A. Contractual Arrangement

Results from focus groups discussion and key in&mts interview showed smallholder
farmers are being contracted with two differenttcacting firms, a private company and an
NGO in the form of written and verbal agreemergpeztively.

The private company has operated written contrgciimangement, which is mediated by
village chiefs and commune councils with smallholdemers (Figure 2). Either village chief
or commune council acts as an agent of the prigatepany to prepare and follow up the
contract with smallholder farmers, distribuiddeang Malis seed from the company to

smallholder farmers, collect rice yields from srhalder farmers for the company, and
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transfer the farming techniques and skills provitigdthe private company to smallholder
farmers. Their specific roles, for instance, islitribute seeds to the smallholder farmers and
record who engages in the contract and total amotisteeds each farmer has received.
Smallholder farmers sign a one page contract whiearly states the amount of seed they
have received from the company with no interest @id the amount of land they have

planned to plant under the contract for sale tactimapany.

Farmer A

Farmer B

Private company R Village Chief or > Farmer C
Commune Council

Farmer n

Figure 2. Rice contract farming under the privaiempany contractual arrangement

Unlike the private company, the NGO implementedegbal contractual arrangement. The
NGO contracts with smallholder farmers throughisgtup farmer into groups instead of
agents and works more closely with the communitymtonitor rice growing practices
(Figure3). However, the NGO uses notebook to redarching activities of smallholder
farmers including cultivated land and expected amha utilizing compost, and system of
rice intensification (SRI) techniques check lishedcontract rice farmer is selected to be a
leader and he/she plays an important role to obsand look after the other group members.
The leaders of each commune are encouraged totbgether as a farmer association. This
association was lead by management committees ariégwlosely with the social enterprise
representatives to prepare the contract or agreenceordinate in organizing farming
techniques and skills to members, follow up memilrersrganic rice cultivation practices,
and finally collect rice yield for the social entese. The association is advised by village
chiefs who do not act as the NGO’s agents. Alse, ghcial enterprise provides small

incentive to those communes that meet the standardsensurate with the amount of rice.
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Village Chief ,
Farmer Leader Group A—
Farmer Leader Group B
NGO Farmer ;
—> - .
Farmer Leader Group C Association
A

A

Farmer Leader Group n%

Figure 3. Rice contract farming under NGO contrakaurangement
B. Responsibilities of Contracting Firms and Contra&tees

Under the private company agreement, they provide seed to contract farmers of 30
kilogram per hectare and provide 1-2 days trairangfarming techniques and skills to the
village chief and commune council. The private camp provides training to the village

chief and commune council in order to upgrade tfaiming capacity to transfer to contract
farmers who are being engaged in the contract.his &agreement, contract farmer are
required to produce rice for the company with aimum volume of 1.5 tons per hectare
while the standard average of rice yield is 2.5stper hectare. If contract farmers cannot
produce the production at a high standard requsethe company, the company will reject
to buy production from smallholder farmers and umnt require smallholder farmers to

compensate for the costs of seeds they receiveah agxpensive rate of 7.00 USD per
kilogram. Under the contract, smallholder farmarseived 30 kg of seeds per hectare from
the company and need to compensate the comparme itotal amount of USD 210.00 per

hectare if they cannot meet company’s quantitygurality requirements.

Unlike the private company, the NGO does not previde seed to smallholder farmers who
engage in the contract, but the training on seeadymg technique and advance cash loan
with free interest rate of around 20-30% of thealtamount of the expected rice yield
supplies to the company during cultivation seagana NGO, the social enterprise provides
farming techniques and other alternative livelihoskills such as animal raising and

vegetable plantation. The social enterprise cotdrgaractices farm demonstration and on
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field training to members through composting andbtoede utilization. In addition, they

encourage mutual trust among farmers by allowimgntho buy the company’s shares at 100
kilogram of rice per share. In this agreement, @nttfarmers are required to produce 1-2
tons per hectare while ensuring high quality ofamig rice. The use of chemical fertilizers is

prohibited under the agreement.
C. Payment Mechanisms

The private company provides financial incentivestaallholder farmers who transport their
rice yields from the village to the company. Itoattes incentives for transportation of rice
yields to its firm into three schemes. Smallholtemers can get 10.00 USD per truck if
they transport between 1.5-2.0 tons, 15.00 USDrpek if they transport from 2.5-4.00 tons,
and 20.00 USD per truck if they transport more tBaons. The private company provides
100% payment to smallholder farmers when they deliheir rice yield at the company
office. The buying prices have been pre-determibetiveen smallholder farmers and

contracting firms which add 0.075 USD/kg addedchiaiormal market price.

The payment mechanism under the NGO agreemenioisatdd into three phases. Phase 1.
they provide 20-30% of finance in August to engina smallholder farmers have sufficient
money for farming operation. Phase 2: they payritie delivery of around 20-40% of total
expected rice costs on November to January. Phatee pay the rest of 40-50% in the
following year after harvesting season during ApeilJune. The social enterprise buys rice
yields from smallholder farmers with 10% (0.075 UKd) added to the normal market price.
They also provide incentive to smallholder farmiershe amount of 12.50 USD per one ton

of rice for transportation of their products to gaeial enterprise’s office.
4.4 The Effect of Rice contract farming on Smallhaler Farmers’ Incomes

As seen in table 5, there was significant diffeeencthe mean of rice planted area between
rice contract farmers and non-contract farmers withmean different of 0.172 hectare. For
the price of rice of the rice contract farmers anwh-contract farmers, there was strongly
significant in the mean the price of rice betweiee contract and non-contract farmers. The
rice contract farmers can sell their rice produc2@9.86 Riel (USD 0.075) higher than their
non-contract counterparts. This is in line with 8tady done by Cai et al. (2008); Gustaf
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(2011); Pornpratansombat et al. (2011); Sununtaal.e{2008) who stated that the rice
contract farmers can sell their products at prempmge higher than their non-contract
counterparts. For the yield of rice show a stremgnificance in the mean of rice yields
between rice contract and non-contract farmerse Rantract farmers can produce yields
lower than rice non-contract farmers at 485.11 kg Ipectare because the formers used
organic fertilizers as per term of contract whileernon-contract farmers used chemical
fertilizers to boost their productivity. The residtconsistent with the study done by Phil &
lan (2005); Pornpratansobat et al. (2011) who dt#at the yields of rice farmers were
decreased when engaging in the contract due taughe of organic fertilizers in place of
chemical fertilizers. However, the study done byiba& Wilkinson (2009); Gustaf (2001);
John (2011); Nham (2012); Robert (2011); Songsakr&e (2005); Sununtar et al. (2008)
showed that the rice yields of farmers could begased from 20-50% after engaging in the
contract farming. The authors supported that tbe contract farmers could receive support
from the contractors regarding technical supportd &arming management skills which
could contribute to an increase in their produtyivi he revenue of rice contract farmers and
non-contract farmers did not show the significaiffecence in the mean of revenue between
rice contract and non-contract farmers. The metiardnce of revenue between rice contract
and non-contract farmers was 297365.05 Riels/ha84#4ha). The study is consistent with
that done by Cai et al. (2008) who stated that oag expect that rice contract farmers can
sell their rice at higher prices and get higheereies, which nevertheless turns out not to be
the case. For the production cost of rice conti@thers and rice non-contract farmers, there
was slightly significant different in the mean abguction costs between rice contract and
non-contract farmers. The rice contract farmerseagpd on production costs of 3.96 times
lower than their non-contract counterparts. Thiss vis@cause rice contract farmers used
organic fertilizers at lower costs compared to ¢hemical fertilizers used by the rice non-
contract farmers. On average, rice contract farragpensed production costs of 334154.98
Riel/ha (83.53%/ha) lower than rice non-contraciniers. The study is in line with that done
by David & Wilkinson (2009); lan (2004); Sununtar Edam (2008) who stated that rice
contract farmers expensed input costs lower thair tion-contract counterparts. The seed
costs between rice contract and non-contract farnstrowed the strongly significant
difference at 1% significant level. The rice contrdarmers expensed on seed costs at
51779.51 Riels/ha lower than rice non-contract &asnThe study is in line with the study
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done by Cai et al., (2008) who stated that the cmatract farmers expensed on seed costs
less than their non-contract counterparts. Theltesiso showed the strongly significant in
mean of chemical fertilizers cost between rice @it and non-contract farmers at 1%
significant level. The rice contract farmers exmehshemical fertilizers costs at 5.7 times
lower than non-rice contract farmers because ths®d worganic fertilizers, which can be
obtained at surrounding their house with no expgnshe compose fertilizer cost between
rice contract and non-contract farmers also sh@ansttongly significant between their means
at 1% significant level. The rice contract farmexpensed on compose fertilizers at 2.6 times
higher than non-contract farmers, with the meafediht of 142128.20 Riels/ha (35.53%/ha).
The preparing land cost between rice contract amucontract farmers also showed the
significant difference at 1% significant level. Thee contract farmers expensed on cost of
preparing land at 3.13 times lower than non-cohtfaamers, with the mean different of
100047.22 Riels/ha (25.01%/ha). For the gross imsowf rice contract farmers and non-
contract farmers, there was no significant diffeeeim the mean of gross incomes between
rice contract and non-contract farmers. The me#ardnce between rice contract and non-
contract farmers is 18628.47 Riels/ha (4.65%/h&)s Btudy is consistent with that done by
Elbert & Agustin (2009); Killian (2012) who statédat there was no significant difference
on the mean of gross incomes between rice corfaatiers and non-contract farmers. The
results also showed that there were no significkfiférence in the mean of pesticide cost,
pumping cost, transplanting cost, harvesting dabipr cost, and management cost between

rice contract and non-contract farmers.

Table 5. Farm Production: Revenue and Productiastis€Co

Variables CF Non-CF Mean t-

Mean Mean Different statistic
Rice Plant Area (ha) 1.1718 0.999 0.172* 1.683
Revenue (Riel/ha) 2176087.971878722.92 297365.05 1.745
Rice price (Riel/kg) 1490.00 1190.14 299.86***  24.865
Yield (kg/ha) 1953.20 2438.32 -485.11%** -3.875
Production Cost (Riel/ha) 758065.161092220.14 -334154.98***  -3.963
Seed Costs (Riel/ha) 54234.38 106013.89 -51779.51*** -6.067
Chemical fertilizer cost 33229.18 160202.31 -126973.12***  -5.723
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Variables CF Non-CF Mean t-
Mean Mean Different statistic
(Riel/ha)
Compose fertilizer cost 242666.67 100538.46 142128.20*** 2.649
(Riel/ha)
Pesticide cost (Riel/ha) 20384.62 21571.43 -1186.813 -0.160
Pumping cost (Riel/ha) 109161.90 103879.31 5282.59 0.264
Preparing land cost (Riel/ha) 108975.00209022.22 -100047.22**  -3.132
Transplanting cost (Riel/ha) 173925.00 224022.22 -50097.22  -1.569
Harvesting cost (Riel/ha) 286400.00 330069.76 -43669.76  -1.205
Labor costs (Riel/ha) 267285.00 272708.92 -5423.92 -0.251
Management cost (Riel/ha) 107480.00 86166.67 21313.33 0.719
Gross income from rice 2910156.25 2891527.78 18628.47  0.117
(Riel/ha)

*Different in means that significant at the 10%édés;
**Different in means that significant at the 5% &ds.

***Different in means that significant at the 1%vkds.

4.5 Challenges of Rice Contract Farming for Smallhlder Farmers

The major challenges that smallholder farmers ae fwith under rice contract farming
arrangement include limited choice of crop inputsbility to meet quality requirements,
false quality claims from contracting firms, diffity in meeting quantity criteria, dishonest
guantity measurement by contracting firms, coningctfirms cannot make payment
according to the pre-determined schedule, tightigeton schedule, high transaction costs,

and insufficient knowledge related to farm manag@n(€able 6).

Under the NGO contract farming, the contractingnfthat cannot make a payment according
to pre-determined schedule (34.7%) is the greateslienge that rice contract farmers are
face with, followed by a limited choice of crop utp (26.3%), high transportation costs
(11.6%), difficulty in meeting quantity criteria .@%6), tight production schedule (6.3%),

insufficient knowledge related to farm manageme®it3%), false quality claim from
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contractor (3.2%), dishonest quantity measuremgrdadntracting firm (3.2%), and none of
them are challenged with inability to meet quatigguirement. The reason that rice contract
farmers considers refusal to pay money accordiagtb-determined schedule by contracting
firm as the most challenging is because the forrhersowed money from moneylenders in

the village and need this money back at harvestagon.

"I have borrowed money from moneylender in villagesl | promise to give the
money back after | get money from selling rice datactor, but the contractor
does not pay money due to the schedule. They prdhis date, that date, but

finally | still get nothing. | do not trust on ceatt farming any more

Rice contract farmer in Trapeang Kok Village, T&alla Commune, Borsedth

District, Kampong Speu Province (Interview or"2&pril 2013)

When contractor cannot make payment at time of menthe farmers then cannot make a
payment to the moneylender. Consequently, the thedyt have borrowed has doubled. For
meeting the quality requirement, rice contract fanrsndid not consider it as a challenge
because the NGO contractor is not strict on qualiytrol and monitoring. Even if the NGO
contractor finds that chemical fertilizers have rbaeserted into organic field or the rice
quality does not met the standard requirement; tieese never refused to buy rice products

from smallholder farmers.

In the contract farming under the private compamgrayjement, the limited choice of crop
inputs (25%) is the main challenge that rice cattfarmers face, followed by false quality
claims from contracting firm (19.8%), insufficiekhowledge related to farm management
(19.2%), high transportation costs (11.2%), tighddoiction schedule (7.8%), inability to
meet quality requirement (8.6), dishonest quantitgasurement by the contracting firm
(4.3%), difficulty in meeting quantity criteria @%), and none of them are challenged
regarding to the payment from the contracting fasthe firm deliver the total payment at
time of receiving products from farmers. The rea#iwat limited choice of crop inputs is
considered as the most challenging for rice confi@eners is because the use of seed and
chemical fertilizers are strictly monitored by tipeivate company’s agents. The private
company provides seed for rice contract farmers @osely monitors their rice cultivation
practice monthly. If the private company finds tkhemical fertilizers are inserted into the
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contracting field, they will reject to buy the rigeoduce. In this case, rice contract farmers
shall have to pay back for the seed fees to thegicompany in the amount of USD 7.00
per kilogram of seed, as stated in the agreement.

Initially, some farmers mix chemical fertilizerstantheir contracting field in
order to increase production. But, when the privatempany found at time of
receiving their produce, they rejected to buy racel enforce them to pay for the

seed fee USD 7.00 per kilogram.

Village Chief in Trapeang Kok Village, Toul Sala@mune,
Borsedth District, Kampong Speu Province (Interviaw26" April 2013)

Table 6. Challenges faced by smallholder farmergacontract farming

Challenges of contract farming for smallholder NGO (%)  Private Company
farmers (%)
Limit choice of crop inputs 26.3 25
Inability to meet quality requirement 0 8.6
False quality claims from contracting firms 3.2 19.8
Difficulty in meeting quantity criteria 8.4 3.4
Dishonest quantity measurement by contracting firms 3.2 4.3
Contracting firms cannot make payment according to 34.7 0

pre-determined schedule

Tight production schedule 6.3 7.8
High transportation costs 11.6 11.2
Insufficient knowledge related to farm management 36 19.2

Based on this finding, it shows that the reasorad #mallholder farmers exit from the
contract farming implemented by the NGO was diffiérieom that of the private company.
As the NGO is a non-profit oriented organization @oes not have sufficient budgets to pay
farmers at time of receiving products. This is dls®reasons why they allocate the payments
to farmers into three phases. When they unfortinmai@nnot sell their products (products
that were collected from farmers) at the time gbepted due to the market congestion, they

cannot get the money and then the payment to fariserespectively delayed behind the
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schedule. Consequently, the farmers as unsatigfigtlthe contractual arrangement of the
NGO and many of them have exited and planned tbiexhe following year of contract

arrangement.

Unlike the NGO, the private company has sufficientdgets to pay farmers at time of
receiving products, but being a profit making compahe private company is very strict
with use of chemical fertilizer. Any encounterscbiemical use in organic rice produce could
result in rejection of buying from farmers. The @ckement of this quality control, however,
is often used against farmers. The private compln®g not explicitly specify the condition
related to production method in its contract weihnfiers, but demanding all farmers to obey
its quality control mechanism. Many farmers clalmattthe private company uses technical
reasons to reject or lower the prices of rice thay have transported to the firm. For this
reason, the farmers are also unsatisfied with aohfiarming and ultimately exit from the

contract.

To conclude, rice contract farmers have exited ftbm contract on the one hand regarding
two main factors that include the payment whiclmas according to predetermine schedule
and the use of quality control against farmers.tknother hand, the rice contract farmers
have exited from the contract, perhaps, because significant difference between engaging
and not engaging in the contract. Ultimately, therfer prefers to exit from the contract

rather than bonding in the pre-determined condstaith contract in rice cultivation.

4.6 Rice Contract Farming Model for Smallholder Famers

Based on the finding, the contract arrangementd teebe improved and the adherence to the
contract guidelines from parties involve need to dmhanced. The arrangement should
involve three parties: contractor, smallholder farsy and local authority (Figure 4). The

local authority should play important roles in ea@ging both parties to respect to the pre-
determined guideline and enforcing intervention mparties involved do not adhere to the

contract guideline, rather than act as just antagéh no authorization in the contract.
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Local Authority

(Third Party)

Smallholder
Farmers

Contractor

(Verbal or Written
Contract)

(Group or
Individual)

Figure 4. Rice Contract Farming Model in Cambodia

Drawing lesson from contract farming studies in tBeast Asia, it is not a group or

individual, the oral or written contract per se efhstructure the outcome, but rather how it is
practice in a given context. However, the contfaghing arrangement should be simple and
easy to understand, the contract should encourageairtrust and respect from both parties,
the contract should be flexible and negotiableartyestate the responsibilities of both parties,

and the payment should be made to farmers wheprtitkeice is delivered/received.

A. Contractual Arrangement
-Contract formats should be simple and easy to understand

The contract format should be kept as simple asiples If the contract is under written
form, the contracts should be written in a cleadl anherent language with a legible type
using words that are understandable by a farmdittief former education and experience.
Confusion and misunderstanding can easily occthieifterms of agreement are not clearly
explained and understood. If the contract is uvéebal agreement, the ensuring of mutual
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trust and respect from each party should be engedrian contract farming operatiomhe
contracting firms should provide contracts thattaomhonest and accurate information,

easy to read and understand, and clearly outlmegbponsibilities of both partiddoreover,

are

the contract should include the conflict resolutiand be made through the farmers

association in order to empower them with barggnihe price and lead the contract

arrangement to be more equitable and sustainable.

-The contract should encourage mutual trust and respect from both parties

Both contractors and contractees should respedt e#lter and adhere to the contr

guideline. The contractors should provide suffitismpporting inputs and accurate techn

ACt

cal

assistant training to contractees as to what tedta the contract. The contractors should at

the same time provide produce to contractees witrdptermine quantity and quali
standard. As price is one of the important factorsthe success of contract farming, p

determined prices often lead to problem of oppastun To circumvent the problem

ty
re-
Of

opportunism by farmers, contractors should septiee conditional on the prevalent market

price, and pay some premium over it. T@entractors should assure transparency in price

determination and payments procedures, avoidingptmformulas that are not well

understood by farmers. Besides, contractors shoeétly disclose every charge or deduct

that may affect the net amount paid to the farnmelen the contract.

-The contract should be flexible and negotiable

As the contract farming system is not appropriateall types of agricultural products, n

on

or

should appropriate in all situation or environmehée design of the contract be flexible and

renegotiable in the agreement by both parties.utf,sfarmers and contracting firms sho

ild

contemplate the possibility to renegotiate the teainthe contract. This should be possible in

case of unexpected events such as high inflatieeade epidemics, insect plagues,

climatic factors (droughts and floods). Contract®wd also include the possibility to

undertake price revisions in case of unexpectedtsysuch as substantial change in ma

conditions leading to large differences in pricéhwespect to the contracted terms.

B. Responsibilities of Contractors and Contractees

and

rket
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-The contract should clearly state the responsibilities of both parties

The contracts should clearly state the responsésliof contracting firms and contracteeg in
particular with the issue of production sharing amarket risks among the firms and farmers.
The contracting firms should clearly disclose intpot terms of the agreement such|as
contract duration and termination, delivery of prot, productions quotas, quality standdgrds
and means of assessing these on delivery and rgatégo standards. The contract should
clearly state the contracting firms’ liabilitiesiifdoes not buy contracted produce at the pre-
determined prices, instead of only about the resipdities of contracting firms to buy
produce from farmers. The contracts need to stee&dmpensation paid to farmers if the

firm breaches the contract.
C. Payment Mechanism
-The payment should be made to farmers when the produce is delivered/received

The payment should be strictly followed accordinghie pre-determined schedule between
smallholder farmers and contractor. Late or delaynments can discourage smallholder

farmers to continue the contract. Smallholder fasmenostly have taken loan from

moneylenders or micro finance. Hence, they usuddiyend on revenues from selling their
products to pay for the interest. If payment isagtetl, they are not able to repay the money

back and the interest will also increase.

5. Conclusion and Recommendation

5.1 Conclusion

The contract farming studies in Southeast Asia gubilat it is not a group or individual, the
oral or written contract per se which structure daécome, but rather how it is practiced in a
given context, depending on the nature of the egfitrgeographical location, and socio-
economic situation of the smallholder farmérhis research demonstrated that rice contract
farming arrangement have been operated through \mathal and written agreements with
NGO and private company, respectively. For thecefté contract farming on smallholder

farmers’ incomes, there was no significant diffeeim the mean of gross incomes between
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rice contract and non-contract farmers. Rice cahfe@mers have exited from the contract on
the one hand due to two main factors that include gayment which is not according to
predetermine schedule and the use of quality cbagainst farmers. On the other hand, the
rice contract farmers have exited from the conirpetrhaps, because of no significant
difference between engaging and not engaging ircdnéract. Ultimately, the farmer prefers
to exit from the contract rather than bonding i tbre-determined conditions with the
contract in rice cultivation. The exiting contra@trangements need to be improved and
adherence to the contract guidelines from partigslve need to be enhanced. If contracts
are well designed and implemented, it can potdptiead to the betterment of all the parties
involved. Accordingly, a comprehensive understagdf the environment-socio-economic
background of smallholder farmers should be takea account in order to determine the

potential for contracts to work in favor of botletbontracting firms and contractees.

5.2 Recommendations

Drawing lessons from this study, some recommendati@as been recommended as

following:

= The NGO contractor should deliver the payment in acordance to the
predetermined schedule: Traditionally, farmers borrow money from village
moneylenders and promise to pay them back aftevebing season. Thus, the
delivery of payment according to the predetermisetiedule can build the trust
among the farmers and allow farmers to pay back tiame to the village
moneylenders.

= The private company contractor should clearly statehe terms of purchase the
product from farmers in detail: In the current contract, the private company is
obligated to buy rice from farmers at the minimurice without clearly specifying
the terms of purchase in detail. Also, the curcamitract does not state its liabilities if
it does not buy contracted rice at predeterminadepr A clear state of terms of
purchase in the contract can secure the farmer fegaction or lower the price of
product when farmers have already transportedetdirim.

= The NGO and private company contractor should prowile regular training and
technical supports to farmers: The experiences of contractees in engaging in rice

contract farming arrangement in Cambodia is reddyimew. Provision of training and
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technical supports can increase confidence amangefa in organic rice cultivation
and potentially for increasing productivity.

The farmers should practice their farming according to the predetermined
guideline and regulation: The honesty of farmers is very important in bunfglirust
with contracting firms. In particular, the farmeshould avoid using chemical
fertilizers and in turn supply adequate amount @fdpces to contracting firms at
predetermined quantity and quality standards.

The local authority should be involved and act ashird parties in the contractual
arrangement of contract farming: The local authority can play an important role in
encouraging and facilitating both parties, congastand contractors, to respect and

adhere to the contract guideline towards each other
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About MINZAS

MINZAS program is a partnership program of Mekongtitute and New Zealand Embassy
in Bangkok. The objective of this program is to @mte research capacity of young GMS
researchers by providing a structured learningfded research application program for 36
master’s degree students from provincial univessitn Cambodia, Lao PDR, Myanmar and
Thailand.

Through a comprehensive supports — trainings, ralohel meeting, constructive advices
from MI advisors including financial supports — whiare to be and have been provided to
scholarship grantees, students’ research skills @mtuction of research deem to be
developed. The completed research works will bdighidd in ‘MI Working Paper Series’
and disseminated to related agents among the GMS.

The MINZAS Program is designed for 3 cycles; eaatieclasts for one year with 4 phases:

Phase One: Training on Research Methodology

Phase Two: Implementation of Sub-regional Researé&tespective Countries

Phase Three:Research Roundtable Meeting

Phase Four: Publication and Dissemination of StteleNorks in ‘MI Working
Paper Series’

YV V VYV

The research cycle involves:

¢ One month training course on GMS Cooperation an&MN$ Integration, research
development and methodology. The students wiltipece their research designs and
action plans as training outputs;

e Technical assistance and advisory support to MINZ#cholars by experienced
mentors and academicians in the course of thendspeocess;

e The scholars will present their research papems liaund table meeting attended by
subject experts and their peers;

e Scholars will revise their research papers and avgpas necessary, based on experts
and peer review during the roundtable meeting;

e Publication of reports as MI working paper series.
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The Mekong Institute (MI) is an intergovernmental
organization with a residential learning facility located on the
campus of Khon Kaen University in the northeastern Thailand.
It serves the countries of the Greater Mekong Subregion
(GMS), namely, Cambodia, Lao P.D.R., Myanmar, Thailand,
Vietnam, Yunnan Province and Guangxi Zhuang Autonomous
Region of PR. China.

MI is the only GMS-based development learning institute,
chartered by the six GMS Governments, offering standard and
on-demand capacity development programs focusing on
regional cooperation and integration issues.

MI’s learning programs services caters to the capacity building
needs of current and future GMS leaders and policy makers on
issues around rural development, trade and investment
facilitation, human migration, with good governance and
regional cooperation as cross cutting themes.

MI Program Thematic Areas

Vision

Capable and committed
human resources working
together for a more
integrated, prosperous,
and harmonious GMS.

Mission

Capacity development for
regional cooperation and
integration.

.H 1.

RURAL DEVELOPMENT
FOR SUSTAINABLE
LIVELIHOODS

TRADE AND
INVESTMENT
FACILITATION

HUMAN MIGRATION
MANAGEMENT
AND CARE

Corridors

Rural Development for Sustainable Livelihoods

= Agriculture value chains

= Natural resource management

= Food security and sufficiency

= Productivity and post harvest support

2. Trade and Investment Facilitation

= SME clusters, business to business and export
networking

= Trade and investment promotion in Economic

= Cross-Border Transport Facilitation Agreement
(CBTA) and Logistics
=  Public-Private Partnerships
3. Human Migration Management and Care

Policy = Safe migration
Research Itati i
CIRELELE) = Labor migration management

& 4 & = Harmonization of migration policies and
Cross — Cutting Themes: procedures
- Regional Cooperation and Integration = Mutual recognition arrangement for education,
- Good Governance training and skills standard
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This publication of Working Paper Series is part of the Mekong Institute — New Zealand
Ambassador’s Scholarship (MINZAS) program. A collaboration project between New Zealand
Embassy in Bangkok and Mekong Institute aims to bring forth the research development

within the Greater Mekong Subregion (GMS) through educational provision that will be given

to 36 master’s degree students from Cambodia, Lao PDR, Myanmar and Thailand (2012 - 2014).
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