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 areas of developing countries, markets are often poorly serviced. Smallholders are
unable to take advantage of market opportunities and must pay high costs to overcome market
imperfections. Farmers often have trouble accessing credit, obtaining information on market
opportunities or new technologies, purchasing certain inputs and accessing product markets.
When markets are accessible, farmers may be subject to price fluctuations or inequitable prices.
Such difficulties are barriers to their development and represent a ‘bottleneck’ in the
development process. 

For smallholders, contract farming is potentially a way of overcoming market imperfections,
minimising transaction costs and gaining market access. This approach, which has been
implemented in other developing countries, may also provide benefits for smallholders in
Indonesia and deserves priority in development research.

The purpose of this project was to identify opportunities for smallholder farmers in
Indonesia to participate in contract farming and to determine policies to facilitate farmer entry
into beneficial contractual relationships.

This report presents the results of one sub-project: a survey-based analysis of contract
farming in Lombok and Bali.

The results from the study have direct relevance to legal reforms associated with contract
specification and enforcement and policies concerning extension services. 

The study is also relevant to the Indonesian Government support programs for farmers,
especially those that have been implemented since the 1997 crisis, and to agribusiness
companies seeking contractual relationships for commodity production. 

The likely community benefits from the project are increased welfare resulting from the
improved income levels of smallholders that will arise from contractual links with agribusiness.
Improved material welfare will contribute directly to both economic and social goals of
smallholder communities and, by increasing the choices open to smallholders, lead to greater
flexibility on their part in dealing with environmental and technical issues.

 

Peter Core
Director

Australian Centre for International Agricultural Research
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Foreword
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LOBALISATION

 

 has led to rapid increases in agro-industrial activity in developing countries
over the last two decades as new trading opportunities favour large-scale processing and
marketing. Capital for expansion has come from both international and domestic sources and
has led to a restructuring of agricultural enterprises, particularly for high-value food products.
This expansion of trade has led to increased complexity in marketing and production
arrangements with a plethora of new opportunities confronting smallholders. In turn, this has
led to questions about the effects of new arrangements on absolute and relative poverty
amongst smallholders, the types of new arrangements coming into existence and about roles
governments and NGOs might play in facilitating this sort of change.

The ACIAR project from which these studies are drawn included other work undertaken
with smallholders in East Java and interviews with agribusiness firms in Jakarta and elsewhere.
However, because of the sheer quantity of information produced in the project this report
focuses only on results of two household surveys conducted in Bali and Lombok.

The ACIAR project involved cooperation between a large number of individuals and
organisations in Australia, Bogor, East Java, Bali and Lombok. The specific results reported
here came from cooperation between the University of New England, Udayaana University and
Balai Pengkajian Teknologi Pertanian (Bali) and Balai Pengkajian Teknologi Pertanian
(Lombok). As the Project Leader for University of New England, with overall responsibility for
the research, I will always be grateful to my colleagues for their efforts.

 

Phil Simmons
University of New England
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Pendahuluan

 

S

 

ELAMA

 

 dua dekade terakhir, globalisasi telah menyebabkan meningkatnya kegiatan agro-
industri di negara-negara berkembang secara pesat, sementara di pihak lain, peluang-peluang
baru lebih banyak berpihak pada proses produksi dan pemasaran berskala besar. Modal untuk
perluasan usaha dapat berasal dari berbagai sumber internasional maupun domestik, yang
menimbulkan terjadinya restrukturisasi dalam bidang usaha pertanian, khususnya yang
menghasilkan produk-produk makanan bernilai tinggi. Perluasan perdagangan ini juga telah
mengakibatkan bertambah rumitnya sistem produksi dan pemasaran yang dihadapi oleh
petani berskala kecil. Pada gilirannya, timbul berbagai pertanyaan mengenai akibat-akibat
adanya sistem baru tersebut, khususnya yang berkaitan dengan tingkat kemiskinan relatif dan
mutlak diantara para petani kecil. Peranan pemerintah serta lembaga swadaya masyarakat
dalam menyediakan fasilitas terhadap perubahan semacam ini juga masih dipertanyakan.

Proyek ACIAR (

 

Australian Centre for International Agricultural Research

 

), yang menjadi
sumber dari studi ini, dilakukan melalui serangkaian penelitian dengan para petani berskala
kecil di Jawa Timur serta wawancara dengan perusahaan-perusahaan agribisnis di Jakarta dan
beberapa tempat lainnya. Namun, dengan adanya begitu banyak informasi yang diperoleh
dalam proyek ini, laporan ini hanya akan menitikberatkan pada hasil-hasil penelitian terhadap
dua kelompok petani skala kecil yang dilakukan di Bali dan Lombok. 

Sejumlah individu maupun organisasi telah terlibat dalam kegiatan kerjasama ACIAR ini
baik di Australia, Bogor, Jawa Timur, Bali dan Lombok. Hasil khusus yang dilaporkan di sini
berasal dari kerjasama antara Universitas New England, Universitas Udayana dan Balai
Pengkajian Teknologi Pertanian (BPTP) Bali serta Balai Pengkajian Teknologi Pertanian (BPTP)
Lombok. Sebagai pimpinan proyek dari Universitas New England, yang bertanggungjawab atas
kegiatan penelitian secara keseluruhan, perkenankan saya mengucapkan terimakasih kepada
rekan-rekan sejawat atas segala bantuan dan kerjasamanya sehingga proyek ini dapat
terselesaikan dengan baik.

 

Phil Simmons
Universitas New England
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DEVELOPING

 

 countries continue on the path of economic liberalisation, there is an urgent
need to bring the benefits of new trade and market opportunities to rural areas. While
producers with larger landholdings may have access to capital, marketing information and
institutional support, smallholders often miss out and are more likely to be marginalised.

One possible mechanism for improving the livelihood of rural smallholders and providing
them with the benefits of economic liberalisation is contract farming. Through contractual
arrangements, agro-industry can assist smallholders to shift from subsistence or traditional
agriculture to the production of export-orientated, high-value products. This not only has the
potential to increase incomes of contracting smallholders but also to have multiplicative effects
in the rural and broader economy.

Contract farming is an intermediate production and marketing system that spreads the
production and marketing risks between agribusiness and smallholders. It can be regarded as a
means of reducing high transaction costs that result from the failure of the market and/or
government to provide the required inputs (e.g. credit, insurance, information, infrastructure
and factors of production) and market institutions.

Positive evaluations of contract farming generally indicate smallholders either benefit from
contracts in terms of enhanced profits or get out of them. Not only are there benefits in terms
of improved access to markets, credit and technology, but contract participation can also
provide improvements in risk management, increased family employment opportunities and,
indirectly, empowerment of women and development of a successful commercial culture.

There is evidence, however, that contract farming may have a negative effect on the welfare
of smallholders. There are concerns that contractors favour larger growers; hence poorer
growers may be left out of the development process. Other hazards of contract farming are the
potential for ‘capture’ of smallholders within contracts, negative social effects of the ‘cash
economy’, narrowing of local markets as contracted production squeezes out local food
production, deteriorating contract terms as contracts mature and general concerns about how
multi-national corporations behave in developing countries.

This study evaluates the benefits to smallholders and agribusiness firms from participating in
contracts in the eastern islands of Indonesia, specifically Bali and Lombok. These areas
represent a range of farming systems and a diversity in social and institutional support
structures. Bali is becoming increasingly dominated by tourism and construction industries
which have forced up labour costs and discouraged private investment in agricultural
industries. Lombok is a more traditional rural area with lower labour costs and less
opportunity for off-farm work. This has led to greater opportunity for agribusiness in Lombok
to build partnerships with smallholders than has occurred in Bali.

A total of 300 smallholders were surveyed in Bali, 150 of whom were at the time
participating in the production of seed rice under contract to the semi-government firm
PT Pertani. The remaining 150 were non-contract farmers who were selected due to their
proximity to the contractors and their similar resource endowments. In Lombok there were
200 smallholders interviewed, 80 of whom had contracts with Nusantara Unggasjaya (NUJ) to
grow out broilers. The remaining 120 did not have broiler chicken contracts.
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Information was collected from each farmer concerning their household structure and
assets, all farming and social systems, sources of income and credit history. Gross Margin (GM)
and probit analysis were used to determine the factors contributing to the likelihood of
smallholders participating in contracts. Equations for GMs were also specified to test whether
contract participation led to increased capital returns.

Analysis of the survey data in Bali indicated that the seed rice contract had no significant
impact on productivity of farm capital. The GM for seed rice was actually lower than the GMs
for regular consumption rice grown by both contractors and non-contractors. In terms of the
possible welfare gains from contracting the main benefits are in risk management and
improved access to markets. The contract provides extension support and would overcome
problems associated with lack of information, however, since husbandry for seed rice is similar
to that for consumption rice and because the certification process includes a training
component, the benefits here are limited. The major advantages of the contract for
smallholders are in reducing risk. They receive an assurance their product will be purchased at
harvest and, also, contracted production constitutes a form of diversification. There may also
be benefits to the community in the longer term. Cooperation with government and
agribusiness may improve the chances of future partnerships and access to government
programs. The development or maintenance of networks by the community may lead to
significant future opportunities/benefits.

The only significant smallholder characteristic which influenced contract participation was
ownership of irrigated land. Contractors tended to have more irrigated land than non-
contractors.

Initial consideration of the survey results indicated that contractors regard seed rice as
simply another variety of rice. During the formal interview process it became clear that many
smallholders were unaware that they were defined as contractors. They were simply growing
the variety supplied to them through the 

 

subak. The nature of the subak ensures that farming
decisions are made as a group, irrigation water is made available on a particular plot at a
particular time. Water cannot be stored by individuals as this would influence water users
further down the system. This overriding and necessary control of water by the group leads to
individual smallholders becoming dependent on the group for other decisions such as what
crop to plant and what inputs to use and when. In many cases individual smallholders did not
know what variety they were planting; they planted the seed provided to the subak often at the
recommendation of the subak leader (pekaseh). 

The results indicate that with regard to a seed rice contract, participation was influenced by
irrigated land ownership and group (subak) membership. The nature of the contracted
commodity meant that no particular production or entrepreneurial expertise or attitude to risk
was required. The characteristics of non-contractors and contractors were, therefore, similar.
PT Pertani could have selected farmers from anywhere in Bali with the required attributes.
Factors that may be important in these smallholders accessing the contract may be the
attributes of the pekaseh (and maybe the village head), the distance and accessibility of the area
and past experience in working with government and agribusiness. Instead of individual
smallholder characteristics influencing participation it was community characteristics and
social capital.
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The broiler chicken contract in Lombok is entirely different. The production system is new,
requiring significant smallholder capital and training. It is also individual based not group
based so individual smallholder characteristics are important. There are significant differences
between contractors and non-contractors. Contractors are younger, better educated and have
better quality housing and sanitation. They are also less constrained by credit and tend to
belong to more farmer groups. An important difference between contractors and non-
contractors was that while contractors owned more non-agricultural assets, non-contractors
owned more irrigated land and agricultural assets. Contractors are younger and more
entrepreneurial smallholders who have less opportunity to produce irrigated crops. The broiler
chicken alternative is highly profitable, with the total farm income of contractors nearly five
times that of non-contractors.

Contractors are not poorer than the non-contractors but they do have less access to
productive land assets. The introduction of an activity that does not require land but does
require capital and a certain amount of risk suits this type of smallholder. Farmers who are
fully employed on larger farms do not see the need, or do not have the available labour or
capital, to introduce this type of enterprise.

Smallholders in Lombok are generally poorer compared with those in Bali. Broiler
production input costs are high and smallholders receive advances from the firm for feed and
other inputs to overcome potential credit constraints. The contract is a major form of
diversification for smallholders as production risk is low and price risk is borne by the firm.
The firm is concerned about continuity of supply and when prices fall on a seasonal basis it
takes losses on production rather than lose contractors. The firm provides guidelines for
production and there is little chance contractors would easily acquire the required level of
expertise without participating in a contract. A possible negative associated with the contract is
the possibility of ‘capture’. Smallholders make large investments to get into the contract and
these would not easily be written off if contract terms were to turn sour. However, we found no
evidence of deteriorating contract terms.

In a relatively short time NUJ has developed a strong system of support for contractors
which includes management advice and credit (to purchase inputs). The system has been so
successful that the need for NUJ to provide an incentive for growers to sign their first contract
has diminished and individual smallholders are now approaching the company and requesting
a contract.

Both contracts were successful from the perspective of the agribusiness firms involved
inasmuch as the contracts had each been operating for at least five years and none of them
showed any sign of joining the long list of ‘failed’ farm contracts in the developing world. In
general, the costs of negotiating contracts, such as maladaption and running costs, as well as
maintaining relationships with smallholders, turned out to be low enough to allow satisfactory
margins for the agribusiness firms involved. The types of benefits experienced by smallholders
were consistent with theory and each contract contributed positively to the welfare of
smallholders participating in them.

The Lombok contract resulted in access to a production system that was technically
demanding and where economies to size in processing and marketing would usually prevent
smallholder access. Both contracts provided some access to credit or inputs and reduced
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smallholder risk by providing assurances the firm would purchase outputs. From the statistical
analysis, the contracts in Lombok resulted in improved returns to capital and left participants
better off.

In the Bali contract, the contract did not increase returns to capital but did confer other
benefits. From a development perspective the contracts reduced absolute poverty; however,
given the agribusiness firms in Bali favoured larger smallholders and in Lombok favoured
wealthier smallholders, the contracts may have increased relative poverty.

The study has shown that there are a range of contractual types that can be mutually
beneficial to both smallholders and agribusiness in Indonesia. The commodity to be produced,
the infrastructure and institutions available, and the capability of the smallholders influence
the characteristics of a partnership arrangement. When developing contracts the following
considerations need to be included:
1. Develop appropriate contractor groups (e.g. groups for seed rice, spatially diverse

individuals for broiler chickens).
2. Provide credit, inputs and technical and management advice in order to maximise

productivity. 
3. Ensure smallholders repay loans to secure accountability and sustainability.
4. Spread risk (price and yield) between smallholder and firm.
5. Develop and implement quick and transparent payment systems.
6. Allow contractors and contractees to come and go from the contract and allow the contract

to evolve over time as capability, institutions and infrastructure develop.
Given the benefits of contracting in terms of greater returns to capital and increased demand

for labour, policy makers in Indonesia should view these contractual relationships in a positive
light and seek mechanisms to expand these types of interactions between multinational
corporations and smallholders.
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Tinjauan Singkat
SEMENTARA negara-negara berkembang terus mengarah menuju liberalisasi ekonomi,
masyarakat di daerah pedesaan sangat memerlukan manfaat adanya peluang perdagangan dan
pemasaran yang baru. Produsen yang memiliki tanah yang luas mungkin dapat mengakses
modal, informasi pasar serta dukungan kelembagaan dengan mudah. Namun di lain pihak,
petani dengan lahan yang sempit seringkali tidak memiliki kemudahan yang sama sehingga
mereka bahkan menjadi tersisihkan.

Sistem pertanian kontrak (contract farming) merupakan satu mekanisme yang mungkin
dapat meningkatkan penghidupan petani kecil di daerah pedesaan dan memberikan manfaat
liberalisasi ekonomi bagi mereka. Melalui kontrak, agro-industri dapat membantu petani kecil
beralih dari pertanian subsistensi atau tradisional ke produksi hasil-hasil pertanian yang
bernilai tinggi dan berorientasi ekspor. Ini tidak hanya berpotensi meningkatkan penghasilan
petani kecil yang ikut dalam kontrak tetapi juga mempunyai efek berlipat ganda bagi
perekonomian di pedesaan maupun perekonomian dalam skala yang lebih luas.

Pertanian kontrak adalah sistem produksi dan pemasaran berskala menengah dimana terjadi
pembagian beban resiko produksi dan pemasaran diantara pelaku agrobisnis dan petani kecil.
Sistem ini dapat dilihat sebagai suatu terobosan untuk mengurangi biaya transaksi yang tinggi
akibat kegagalan pasar dan/atau kegagalan pemerintah dalam menyediakan sarana (input) yang
diperlukan (misalnya kredit, asuransi, informasi, prasarana dan faktor-faktor produksi lainnya)
dan lembaga-lembaga pemasaran.

Penilaian terhadap sistem pertanian kontrak pada umumnya menunjukkan hasil yang positif
dimana petani kecil memperoleh manfaat dalam bentuk laba yang lebih tinggi atau mereka
bahkan keluar dari kontrak tersebut. Manfaat yang ada tidak hanya dalam bentuk akses
pemasaran, kredit dan teknologi, tetapi keikutsertaan dalam kontrak dapat pula meningkatkan
kemampuan dalam mengelola risiko, memberikan kesempatan kerja yang lebih baik bagi
anggota keluarga dan, secara tidak langsung, pemberdayaan kaum perempuan serta
pengembangan budaya berniaga yang berhasil.

Meskipun demikian, ditemukan pula bukti-bukti bahwa pertanian dengan sistem kontrak
mungkin juga membawa akibat negatif bagi kesejahteraan petani kecil. Ada keprihatinan
bahwa sistem kontrak lebih berminat terhadap petani berskala besar sehingga dengan demikian
petani kecil mungkin tidak dilibatkan dalam proses pengembangannya lebih lanjut.
Kecemasan-kecemasan lainnya ialah adanya kemungkinan bahwa petani kecil akan
“terperangkap” dalam suatu kontrak, adanya akibat sosial yang negatif dengan adanya
‘ekonomi uang tunai’ (cash economy), serta makin sempitnya pasar lokal karena produksi
sistem kontrak akan menguras produksi makanan lokal. Di samping itu juga dikuatirkan
semakin memburuknya syarat-syarat kontrak pada saat masa kontrak akan berakhir serta
adanya keprihatinan umum mengenai perilaku perusahaan-perusahaan multinasional di
negara-negara berkembang.

Studi ini juga mengevaluasi manfaat yang diperoleh petani kecil dan perusahaan agribisnis
yang turut ambil bagian dalam kontrak semacam ini di wilayah Indonesia bagian timur,
khususnya Bali dan Lombok. Daerah-daerah tersebut mewakili berbagai macam sistem
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pertanian dan aneka ragam struktur pendukung secara sosial maupun kelembagaan. Semakin
lama, Bali semakin didominasi oleh industri pariwisata dan konstruksi, dimana hal ini telah
menyebabkan melonjaknya biaya tenaga kerja serta membuat gamang pihak swasta untuk
menanamkan modalnya dalam bidang industri pertanian. Lombok merupakan daerah
pedesaan yang bersifat lebih tradisional dengan biaya tenaga kerja yang lebih rendah serta
kesempatan kerja yang lebih minim di luar sektor pertanian. Karena keadaan tersebut, maka
sektor agribisnis di Lombok mempunyai peluang yang lebih besar dalam membina kemitraan
dengan petani kecil (smallholders) dibandingkan dengan di Bali. 

Dari 300 orang petani kecil yang terlibat dalam survei ini di Bali, 150 orang diantaranya
telah berhasil memproduksi benih padi menggunakan sistem kontrak dengan perusahaan
semi-pemerintah, PT Pertani. Sementara 150 orang lainnya merupakan petani bukan kontrak
yang dipilih dengan mempertimbangkan dekatnya jarak dengan kontraktor serta kepemilikan
sumber daya yang tidak jauh berbeda. Di Lombok, terdapat 200 orang petani kecil yang
berhasil diwawancara, dimana 80 orang diantaranya mempunyai kontrak dengan Nusantara
Unggasjaya (NUJ) untuk memelihara ayam pedaging (broiler), sedang 120 orang sisanya tidak
memiliki kontrak sejenis.

Informasi yang dikumpulkan dari setiap petani/peternak meliputi struktur dan aset rumah
tangga, sistem sosial dan pertanian, sumber penghasilan dan sejarah kreditnya. Analisis
keuntungan kotor/bruto (Gross Margin — GM) dan laba dipakai untuk menetapkan faktor-
faktor yang ikut menentukan keikutsertaan mereka dalam kontrak semacam ini. Hasil
penjumlahan keuntungan kotor juga digunakan untuk menguji apakah keikutsertaan petani
dalam sistem kontrak meningkatkan pendapatan atas modal mereka.

Analisis data pada survei di Bali menunjukkan bahwa kontrak untuk benih padi tidak
membawa dampak yang signifikan pada produktivitas modal pertanian. GM untuk benih padi
sebenarnya lebih rendah daripada GM untuk padi konsumsi yang ditanam oleh para petani
kontrak maupun petani bukan kontrakt. Sistem Pengelolaan risiko yang lebih baik serta
berkembangnya akses pasar adalah peningkatan kesejahteraan yang mungkin diperoleh dengan
adanya sistem kontrak. 

Sistem kontrak akan memungkinkan adanya dukungan yang lebih luas serta dapat
mengatasi masalah-masalah yang berkaitan dengan minimnya informasi. Namun demikian,
manfaat yang diperoleh dalam hal ini juga terbatas disebabkan adanya proses sertifikasi yang
mencakup komponen pelatihan dalam pembibitan benih padi termasuk beras untuk
konsumsi. Maanfaat yang utama dari sistem kontrak bagi petani kecil adalah faktor
berkurangnya risiko. Mereka memperoleh kepastian bahwa produknya akan dibeli pada saat
panen selain juga bahwa produksi yang dikontrakkan biasanya menyebabkan adanya suatu
bentuk yang beragam. Masyarakat juga akan memperoleh manfaat dalam jangka waktu yang
panjang. Kerjasama dengan pemerintah dan agribisnis akan meningkatkan peluang kemitraan
di masa depan serta akses terhadap program-program pemerintah. Pengembangan atau
pemeliharaan jaringan kerja oleh masyarakan juga akan mengarah pada diperolehnya manfaat
serta peluang yang nyata pada waktu yang akan datang.

Satu-satunya ciri khas petani kecil yang benar-benar mempengaruhi keikutsertaan mereka
dalam sistem kontrak adalah kepemilikan tanah irigasi. Petani kontrak cenderung memiliki
tanah irigasi yang lebih luas dibandingkan petani non-kontrak.
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Pendapat awal dari hasil survei tersebut menunjukkan bahwa petani kontrak menganggap
bahwa benih padi hanyalah suatu jenis lain dari padi. Selama proses wawancara secara formal,
nampaklah bahwa banyak petani kecil ternyata tidak menyadari bahwa mereka sebenarnya
berperan sebagai petani kontrak. Mereka hanya menanam jenis yang disediakan bagi mereka
melalui subak. Subak memiliki aturan-aturan tertentu dimana keputusan-keputusan yang
berkaitan dengan masalah pertanian dibuat secara kelompok. Air irigasi disediakan di suatu
titik tertentu dan diatur secara berkala. Anggota tidak diperkenankan menampung air sebagai
cadangan untuk kepentingan individu, karena hal ini akan mempengaruhi para pengguna air
lainnya di dalam sistem tersebut. Pengaturan air yang dilakukan oleh kelompok sangatlah perlu
dan bersifat menyeluruh. Dengan demikian akan terjadi saling ketergantungan dalam
kelompok dalam membuat suatu keputusan seperti misalnya tanaman apa yang akan ditanam,
sarana apa saja yang akan digunakan dan kapan akan memulai masa tanamnya. Dalam banyak
kasus, masing-masing anggota tidak tahu tanaman macam apa yang sedang ditanam. Mereka
hanya menanam tanaman menggunakan benih yang diberikan oleh subak, yang kadang-
kadang merupakan anjuran dari pemimpin subak (pekaseh).

Hasil survei juga menunjukkan bahwa keikutsertaan dalam kontrak benih padi dipengaruhi
oleh status kepemilikan tanah beririgasi dan keanggotaan mereka dalam subak. Dengan adanya
komoditas yang dikontrakkan berarti tidak lagi diperlukan keahlian tertentu dalam
berwirausaha serta berkurangnya tingkat resiko. Dengan demikian, petani kontrak dan bukan
kontrak mempunyai ciri-ciri yang sama. PT Pertani dapat memilih petani-petani dari daerah
manapun di Bali yang memiliki kepentingan yang sama. Faktor-faktor yang mungkin
berperanan penting bagi tiap petani agar memiliki akses terhadap suatu kontrak adalah
peranan pekaseh (termasuk juga kepala desa), jarak dan kemudahan mencapai lokasi serta
pengalaman dalam bekerjasama dengan pemerintah dan agribisnis. Dengan demikian, sistem
ini sudah tidak lagi bersifat individu/perseorangan tetapi lebih bercirikan kelompok dengan
modal bersama.

Kontrak ayam pedaging di Lombok mempunyai ciri-ciri yang sama sekali berbeda. Sistem
produksinya masih baru, dan memerlukan pelatihan serta modal yang cukup besar dari para
petani kecil. Sistem kontrak ini lebih bersifat perorangan daripada sistem kelompok. Terdapat
perbedaan yang sangat mencolok antara petani kontrak dengan petani bukan kontrak. Petani
kontrak pada umumnya berusia muda, memiliki pendidikan yang lebih baik serta mempunyai
rumah dan sistem sanitasi yang lebih berkualitas, relatif tidak mengalami hambatan dalam
masalah kredit yang biasanya menjadi persoalan bagi banyak kelompok petani. Salah satu
perbedaan yang nyata adalah bahwa petani kontrak memiliki aset non-pertanian sedangkan
petani bukan kontrak memiliki lebih banyak lahan irigasi dan aset pertanian. Petani kontrak
berusia muda dan memiliki sifat kewirausahaan yang kuat namun mempunyai lebih sedikit
kesempatan untuk menghasilkan tanaman-tanaman di lahan beririgasi. Pilihan pada ayam
broiler menjadi sangat menguntungkan bagi petani kontrak, dengan penghasilan yang bisa
mencapai lima kali lipat dibandingkan dengan penghasilan petani bukan kontrak. 

Menjadi petani kontrak tidak berarti lebih miskin daripada menjadi petani bukan kontrak. 
Namun memang, akses mereka terhadap aset tanah yang produktif lebih kecil. Dengan
diperkenalkannya jenis-jenis kegiatan yang tidak memerlukan tanah, tetapi memerlukan modal
serta resiko tertentu, akan merupakan suatu pilihan yang tepat bagi petani kecil semacam ini.
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Petani yang bekerja secara penuh di suatu lahan pertanian yang besar dengan modal serta
tenaga kerja yang memadai tidak melihat adanya kebutuhan untuk memperkenalkan lebih luas
bentuk usaha seperti diatas. 

Petani kecil di Lombok pada umumnya lebih miskin dibandingkan dengan petani kecil di
Bali. Biaya untuk produksi daging ayam sangat tinggi dan petani kecil menerima uang muka
dari perusahaan untuk membeli pakan dan keperluan lain untuk mengatasi potensi
keterbatasan kredit (credit constraints). Kontrak tersebut merupakan bentuk utama dari
diversifikasi untuk petani kecil karena resiko dari rendahnya produksi dan resiko harga
ditanggung oleh perusahaan. Yang terutama bagi perusahaan adalah kelangsungan pasokan
dan apabila terjadi penurunan harga berdasarkan musim, maka perusahaan lebih memilih
untuk menanggung kerugian produksi daripada kehilangan petani kontrak. Perusahaan
memberikan pedoman untuk produksi dan kemungkinannya sangat kecil bagi petani kontrak
untuk dapat dengan mudah memperoleh tingkat keahlian yang diperlukan tanpa ikut serta
dalam kontrak. Segi negatif yang mungkin berkaitan dengan kontrak ialah kemungkinan
‘terperangkap’. Petani kecil menanamkan modal yang besar untuk ikut serta ke dalam kontrak
dan ini tidak akan dapat dihapus dengan mudah jika ketentuan kontrak berubah dan
merugikan. Akan tetapi, kami tidak menemukan bukti-bukti adanya ketentuan kontrak yang
merugikan.

Dalam waktu yang relatif singkat NUJ telah mengembangkan suatu sistem yang kuat untuk
mendukung para kontraktor termasuk saran dalam bidang pengelolaan dan kredit (untuk
membeli masukan). Sistem ini begitu berhasil sehingga NUJ tidak lagi perlu memberikan
insentif kepada petani untuk menandatangani kontraknya yang pertama. Dan sekarang petani
kecil mendatangi perusahaan dan meminta kontrak.

Kedua kontrak tersebut telah berhasil apabila dilihat dari perspektif perusahaan yang terlibat
sejauh kontrak-kontrak tersebut telah berjalan selama sedikitnya lima tahun dan tidak ada
yang menunjukkan tanda-tanda akan masuk daftar panjang kontrak pertanian/petanian yang
‘gagal’ di negara-negara berkembang. Pada umumnya, biaya negosiasi kontrak: biaya salah
adaptasi, biaya pengoperasian dan biaya untuk menjaga hubungan dengan para petani/petani
kecil, ternyata cukup rendah sehingga perusahaan agribisnis yang terlibat dapat memperoleh
margin yang memuaskan. Jenis keuntungan yang diperoleh petani kecil umumnya sejalan
dengan teori dan setiap kontrak memberi sumbangan positif pada kesejahteraan para petani/
petani yang terlibat. Kontrak di Lombok menghasilkan akses pada sistem produksi yang secara
teknis cukup menuntut dan dalam perekonomian di mana proses dan pemasaran dibeda-
bedakan berdasarkan besar kecilnya yang biasanya menghalangi akses petani/petani kecil.
Kedua kontrak tersebut memberikan akses kredit atau masukan dan mengurangi risiko petani/
petani kecil dengan memberikan jaminan bahwa perusahaan akan membeli produk. Dari
analisis statistik, kontrak di Lombok menghasilkan peningkatan perolehan atas modal dan
memperbaiki keadaan peserta. Dalam kontrak di Bali, kontrak tersebut tidak meningkatkan
perolehan atas modal akan tetapi memberikan manfaat lain. Dari sudut pandang
pembangunan, kontrak-kontrak tersebut menurunkan kemiskinan mutlak. Akan tetapi
mengingat bahwa perusahaan agribisnis di Bali lebih mendukung petani yang lebih besar dan
di Lombok lebih mendukung petani yang lebih kaya, maka kontrak tersebut mungkin akan
mengakibatkan bertambahnya kemiskinan relatif.
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Studi menunjukkan adanya bermacam-macam kontrak yang dapat bermanfaat baik bagi
petani/petani kecil maupun agribisnis di Indonesia. Komoditas yang akan dihasilkan,
prasarana dan lembaga yang tersedia, dan kemampuan petani/petani kecil dapat
mempengaruhi ciri-ciri kemitraan. Dalam mengembangkan kontrak, hal-hal berikut perlu
dipertimbangkan:
1. Pengembangan kelompok petani kontrak yang sesuai (misalnya kelompok untuk benih padi,

pengelompokkan perorangan untuk penghasil ayam pedaging).
2. Penyediaan kredit, masukan dan nasihat dalam bidang teknis dan manajemen untuk

memaksimalkan produktivitas.
3. Memastikan bahwa petani kecil membayar kembali pinjaman untuk pertanggungjawaban

dan kesinambungan usaha.
4. Pembagian risiko (harga dan hasil) antara petani kecil dan perusahaan.
5. Pengembangan dan pelaksanakan sistem pembayaran yang cepat dan transparan.
6. Memungkinkan petani kontrak dan yang dikontrak bergabung dalam suatu kontrak dan

memberikan kesempatan agar kontrak itu berkembang selama beberapa waktu sementara
kemampuan, lembaga dan prasarana ikut berkembang pula.
Mengingat manfaat kontrak dalam hal lebih besarnya perolehan atas modal dan

meningkatnya permintaan tenaga kerja, maka pembuat kebijakan di Indonesia sebaiknya
memandang hubungan-hubungan dalam kontrak ini secara positif, dan mencari mekanisme
untuk memperluas interaksi-interaksi seperti ini antara perusahaan multinasional dan petani
kecil.
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T

 

HE

 

 

 

SPOT

 

 

 

MARKET

 

The spot market relies on large throughputs where individual growers (sellers) and
traders/companies (buyers) have no influence on quantity and quality; therefore
they have no influence on price. The spot market is an institution that relies on
minimal market failure. It relies not only on many buyers and sellers but also on
access to information and the ease of entry and exit to the market. Developing
countries have fewer functioning spot markets than developed countries. While
there are adequate spot markets for basic commodities such as rice and maize, in
many areas there is less likely to be available markets for non-traditional products
such as strawberries, seed corn and many types of vegetables. 

 While there are markets available for commodities such as coffee, sugar and
broiler chickens, smallholders’ ability to produce these commodities are limited by
high input, capital and transaction costs.

P

 

LANTATION

 

 

Another option for agribusiness firms is to vertically integrate and operate their
own plantations. Plantation style agriculture allows agribusiness and smallholders
to minimise commodity and quality risks when supplying spot or contract
markets. Smallholders may not be prepared or financially able to make longer-term
investments in tree or high-input annual crops. Because of high capital and/or
capital costs, lack of local/domestic markets and a variable price, smallholders do
not produce these types of commodities.

While a plantation style of production does minimise a number of transaction
costs it also leads to other costs. One of the most important is the cost of
supervision which, because of the likelihood of ‘shirking’, can be high for some
types of crops or livestock enterprises (Hayami and Otsuka 1993). This type of
transaction cost is related to the kind of crop technology used and increases with its
complexity. For example, large plantations work well for tropical beverage crops
where management tasks are clearly defined, usually uniform and do not require
judgement or a great deal of initiative on the part of workers. Alternatively, non-
traditional crops such as vegetables for export, are unlikely to be successful in a
plantation environment since they are technically more sophisticated and require
worker initiative to achieve satisfactory yields and meet quality requirements
(Hayami and Otsuka 1993). Other high transaction costs in plantation production
include costs associated with land and skill acquisition and sunk costs incurred in
establishment of infrastructure and ‘setting up’. Plantations also depend on a
relatively skilled supervisory and management team requiring substantial
investment in human capital. Transaction costs on plantations may also result from
unionisation or politicisation of workers resulting in opportunistic behaviour
(Coulter et al. 1999). Also, governments or individuals with political power may see
the relatively fixed investments associated with plantations as opportunities for
either 

 

ad hoc

 

 taxation or as soft targets for extortion.
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C

 

ONTRACT

 

 

 

FARMING

 

The type of commodity produced will influence the type of transaction costs
incurred and hence the type of production and marketing system required.
Contract farming is an intermediate production and marketing system which
spreads the risk between agribusiness and smallholders and addresses the key
transaction costs. This is unlike the spot market where risk and costs are clearly
separated between stakeholders and in plantations where the risks and costs are
borne by the firm. 

Key and Runsten (1999) consider the development of contract farming
production and marketing systems as a response to market failure. The key market
failures that ensure smallholders cannot participate in the spot market are in the
areas of:

1.

 

Credit. 

 

Production of high-value non-traditional commodities is generally much
more costly than traditional commodities and is more likely to require credit.
Credit markets in developing countries are often missing or imperfect.
Agribusiness firms are in an excellent position to act as lenders because they can
withhold repayments from the production returns. 

2.

 

Insurance. 

 

Non-traditional crops tend to pose a higher income risk on
smallholders because of the higher production costs. They are also riskier
because they are more susceptible to pests making both yields and prices
variable. High transaction costs keep firms from offering insurance policies in
rural areas of developing countries and informal insurance mechanisms are
limited due to a number of costs. Agro-industrial firms, because of their
portfolio of activities across commodities and geography, are in a good position
to insure against risk. By offering a forward contract with a fixed price which
includes a risk premium, firms can help smallholders manage risk.

3.

 

Information.

 

 Production efficiency depends on information on appropriate
technology, on the quantity and timing of input application and on desirable
crop characteristics. Missing markets for information can slow or inhibit the
flow of information to smallholders. Agro-industrial firms can efficiently
communicate information to smallholders through a number of mechanisms
including the use of contracts that stipulate interaction with firm extension
agents. Another potential information problem in agricultural production
relates to work effort of hired workers. Without supervision, hired workers on
estates or large farms may shirk and not put in as much effort as desirable. On
small farms, most labour is family labour and is less likely to shirk. Since the
returns to production for a contracting smallholder accrue to the household,
firms can take advantage of the presence of motivated family labour by
contracting to family farms. 

4.

 

Factors of production.

 

 Markets for specialised inputs for production of non-
traditional crops, such as certain machinery or seeds, may not be readily
accessible on the market and smallholders may have difficulty securing these
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inputs. Additionally, because of failures in the land and labour markets, land
and labour owned by households may be under-utilised. Through contracting,
firms can provide smallholders with access to necessary inputs and obtain access
to under-utilised, and less costly, labour.

5.

 

Product markets.

 

 Undeveloped product markets may make it difficult for firms
to obtain the appropriate quantity and timely delivery of commodities. Through
contracting firms can ensure reliable delivery. 

 

Benefits and risks of contracting to smallholders

 

Positive evaluations of contract farming generally indicate smallholders either
benefit from contracts in terms of enhanced profits or get out of them. Benefits
from contract participation result from improved access to markets, credit and
technology, better management of risk, improved family employment and,
indirectly, empowerment of women and development of a successful commercial
culture (Glover and Kusterer 1990; Runsten 1992; Key and Runsten 1999; Eaton
and Shepherd 2001).

There is evidence, however, that contract farming may have a negative effect on
the welfare of smallholders. A number of authors express concern that contractors
favour larger growers and hence poorer growers may be left out of the development
process (CDC 1989; Runsten 1992; Little and Watts 1994). Other hazards of
contract farming are the potential for ‘capture’ of smallholders within contracts,
negative social effects of the ‘cash economy’, narrowing of local markets as
contracted production squeezes out local food production, deteriorating contract
terms as contracts mature and general concerns about how multi-national
corporations behave in developing countries (Clapp 1988; Wilson 1990; Little and
Watts 1994; Torres 1997; Singh 2000).

The evidence on the benefits of contract farming to smallholders is mixed. For
example, Warning and Key (2000) find that Senegalese smallholders that
participate in a peanut contract farming program receive higher income from their
participation and that the program structure allows the participation of poor
smallholders. Other researchers have noted only limited benefits to smallholders
and even cases where smallholders have been directly or indirectly harmed (Glover
and Kusterer 1990). 

The benefits to smallholders of contract farming are dependent on a number of
factors. The first issue to consider is whether smallholders are able to participate in
contract farming when contracts are being offered. That is, if agro-industry is
offering contracts for the production of a certain commodity, will the tendency be
to offer contracts to smallholders or larger landholders? The answer to this
question depends largely on characteristics of the commodity, the farming
households and the context in which smallholders operate. For example, if a
commodity is labour intensive then contracting smallholders for production, who
tend to have inexpensive and under-utilised labour, might be advantageous.
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However, the transaction costs of searching for appropriate smallholders and
screening out better smallholders may be high and limit the ability of agro-industry
to link with smallholders. Additionally, maintaining and monitoring quality may
be difficult when dealing with numerous smallholders. In these cases, the presence
of complementary institutions, such as smallholders organisations, may be
paramount. Exclusion from contract participation by smallholders can limit
opportunities for smallholders and exacerbate income inequalities in rural areas. 

A second consideration in determining the benefits of contract farming to
smallholders is to evaluate the benefits of participation. Although agro-industrial
firms may provide credit and inputs for production, thus overcoming market
imperfections, agro-industry may be in a strong bargaining position and able to
extract significant rents from smallholders leaving them only marginally better off
than without contracts. The benefits to smallholders depend primarily on their
bargaining power. The bargaining power of smallholders will be limited if they are
unorganised, have few assets and scarce alternative income opportunities (Key and
Runsten 1999). 

One test of the benefits of contracts to smallholders is the effect of contracting
on income. Given evidence that smallholders are often more efficient than large
plantations when they are effectively linked with agro-industrial processing and
marketing firms (Hayami et al. 1990), positive benefits from contracting on
smallholder income are possible.

 

Benefits and risks to agribusiness

 

There are also reasons why agribusiness firms enter contracts with smallholders.
The most important reason is they gain access to relatively cheap labour and land
in order to grow high-value commodities that would not normally be grown by
smallholders. Firms can participate in markets where they would normally be
excluded. They can minimise costs by not purchasing land or directly hiring labour.
Through provision of credit, other inputs, and in some cases technical advice, firms
can encourage smallholders to produce new commodities. There are several areas
of potential savings for agribusiness firms in providing credit. If the firm is large
and well established it is likely to obtain funds at normal business rates. A large
firm may also have advantages over moneylenders in management of risk because
of the size and diversity of its loan portfolio. That is, investing in a large number of
small cash advances allows diversification of lending risk either across participants
in a particular contract or across participants in a number of different commodity
contracts or activities. The agribusiness firm also has lending advantages by virtue
of its contract. A contract allows monitoring of input use, a degree of control over
crop management decisions that might jeopardise repayment and it can specify
how cash advances are to be repaid. Also, contracts require delivery to the firm
hence, cash advances can be deducted from post-harvest cash settlements (Key and
Runsten 1999).
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While there are benefits in encouraging smallholder production through
contracts, agribusiness firms are required to bear some risk. Most contracts
stipulate the firm will purchase all production, usually at a price higher than the
prevailing market price. The firm may bear risks of crop failure due to bad
management or seasonal factors. To mitigate against these potential losses, the firm
may maintain tight control over management and offer seasonal or annual
contracts so that bad producers can be excluded from future contracts. 

 

Contract farming in Indonesia

 

Types of contracts/partnerships commonly used in Indonesia

 

There are many different contract types available to smallholders and agribusiness.
The final characteristics of the partnership will depend on the available institutions
to support production and product markets, the commodity being produced, the
resource base of the producers and capacity of the agribusiness firm. While there
are many derivations, in Indonesia they can be summarised into four types: plasma
and nucleus, sub-contract, harvest and pay and 

 

kerja sama operational (KSO).

 

 

P

 

LASMA

 

 

 

AND

 

 

 

NUCLEUS

 

This form of contract involves an agricultural enterprise (the nucleus) providing
inputs to farmers (or collectively a group of farmers) and buying the produce.
Besides input provision, the nucleus also provides technical expertise relevant to
the commodity being produced. The smallholder’s responsibility is to produce the
required commodity. Examples of this system are contracts between 

 

subak

 

 in

 

Kabupaten

 

 Tabanan (Bali) with an agriculture company in Denpasar (PT Jagung
Arjuna). (For a description of the 

 

subak

 

 see p. 20). The smallholders in Tabanan
must grow corn, which the company purchases in order to process or resell. This
has been in place for several years. Similar types of contracts have been used in
Japanese-ginger production in 

 

Kabupaten

 

 Bangli regency, 1994–97; tobacco
plantations throughout Indonesia; and between a 

 

subak

 

 in 

 

Kabupaten

 

 Jembrana
and the government-owned seed company producing seed corn (Variety Bisma
BP-BP1). There is also the contract between sugar producers and sugar mills
(e.g. PTP Nusantara XI) in East Java and the Beef Nucleus Estate and Smallholder
(Beef NES) scheme that use this system. 

S

 

UB

 

-

 

CONTRACT

 

This type of partnership involves an agribusiness firm having a contract to supply
commodities to a third party. The firm, based on the quantity and quality
requirements, will then sub-contract production to smallholders, or groups of
smallholders. For example, an agricultural trader in Baturiti (
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Bali) has a contract to supply a variety of horticultural products to hotels and
restaurants in Nusa Dua. The products include paprika, tomato, lettuce, cabbage,
celery, cauliflower and cut flowers. The trader sub-contracts the production to
groups of farmers in several villages in Bedugul; some groups grow tomatoes, some
grow lettuce. The trader does not provide any technical or management assistance
to the growers, promising only to buy a certain volume of the produce per day (or
per week), of a specified quality at the spot market price.

This trader benefits by being able to reduce supply fluctuations and satisfy large
contracts while the smallholder can minimise transport costs and guarantee a
market price for a commercial, high-value crop.

H

 

ARVEST

 

 

 

AND

 

 

 

PAY

 

This form of contract generally occurs only in small-scale production systems.
A local trader provides credit for smallholders to buy inputs (usually seed and
fertiliser), with a promise that the smallholder will sell their produce to the trader.
The cost of credit gets paid for at harvest, when a negotiated price is determined
that takes into account both the cost of credit and spot market price. Payment may
be in kind or cash. This type of partnership arises because smallholders find it
difficult, or impossible, to access credit from formal or informal (i.e. neighbours
and family) sources.

K

 

ERJA

 

 

 

SAMA

 

 

 

OPERATIONAL

 

 (KSO)

This system entails a company (e.g. a sugar mill) not only providing all the inputs
but also paying the farmer an 

 

imbalan penggunaan lahan

 

 (IPL), usually the market
rental value of the land for a season or more. The IPL is paid at the beginning of
the contract and serves as a base payment to be topped up depending on the
harvest. It is, in fact, a minimum wage for the length of the KSO. It is particularly
useful for long-duration crops such as sugar cane. The benefit to the smallholder is
income security with an incentive to produce a good crop, while the benefit to the
contractor is a guaranteed supply. This system was introduced in 1988 with the
formation of the government authority PTP Nusantara XI set up to mediate
between smallholders and sugar mills. It was clear that the sugar industry was
suffering partly due to the long-term nature of sugar cane crop with some varieties
taking 14 months to mature. Many smallholders could not invest capital for this
length of time. The system of KSO provided smallholders with up front cash (land
rental), a wage to grow the crop and a bonus if production is high. This system
provided incentives for smallholders to continue growing sugar cane and a
guarantee of production for the mill.

 

National level policies

 

Government rural policy is aimed at accelerating rural community development
and is detailed in the National General Plan (GBHN) 1999–2004. Unlike past
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five-year plans which maintained central government decision making and control,
this planning program encourages the decentralisation of goal and budget setting
from national down to provincial, district and village government levels. The goals
of this policy are to:

 

◗

 

increase local autonomy by improving local government capacity;

 

◗

 

increase welfare through improved quality village infrastructure, with particular
emphasis on the less developed villages;

 

◗

 

increase welfare through improved capacity of local institutions and human
capital, with particular emphasis on the less developed villages.
This new policy has encouraged provincial governments to take responsibility

for, and receive the benefit from, local skills and resources. Provincial governments
have become responsible for attaining their own development objectives.

Present policy has been influenced by the economic crisis of 1997. This has led
to changes in international and domestic policies and priorities. The Indonesian
Government has been encouraged by the IMF to introduce freer trade and
withdraw support from centralised marketing and pricing systems. While this has
caused many prices to rise, particularly fuel and food costs, it has also provided
increased opportunities for international trade and investment. 

One lesson learned by the Indonesian Government as a result of the crisis was
the importance of agriculture as a safety net. Large numbers of unemployed
workers returned to their villages and farms relying on family to provide welfare
assistance. The government has reassessed the importance of agriculture and
provided increased support to assist in food safety programs. Although Indonesia
became self-sufficient in rice production in 1984, the government is shifting
emphasis to other food crops.

Other actions undertaken by the Indonesian Government to accelerate rural and
agriculture development are:

 

◗

 

imposing and evaluating monetary and fiscal policies, such as reducing export
taxes, rescheduling subsidy packages, offering production and consumption
credit;

 

◗

 

facilitating and encouraging agro-industry development;

 

◗

 

re-evaluating marketing system, legal institutions and cooperation policies;

 

◗

 

infrastructure and institutional development policies;

 

◗ improving agricultural research and development facilities;
◗ increasing smallholder human capacity through better education and training;
◗ improving natural capital as well as natural resource management and

environmental protection and renewal;
◗ food safety policies.

The Indonesian Government has not become directly involved in contract
farming; however, it does monitor the extent of contracting. In East Java the
extension service (Balai Pengkajian Teknologi Pertanian, BPTP), monitors contract
farming in asparagus, visits smallholders and evaluates performance. There is no
evidence of assistance with inputs or extension services.
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Understanding contract farming in Indonesia

Project objective

It is important to determine whether or not contract farming can play a role in
improving smallholder welfare in Indonesia and whether there is potential for
expanding contract farming among smallholders, particularly among poorer farm
households. To determine the role that contract farming might play it is necessary
to define the commodities under contract, determine the benefits of contract
farming for smallholders, evaluate the market for contracted commodities,
understand the agro-industrial perspective on contracting and define future
opportunities. 

This information will be useful to: Indonesian Government policy makers;
provincial governments involved in provision of services and administration of
various types of support to smallholders such as provision of credit and other
production inputs; agribusiness firms that are expected to take the lead in striking
new contracts with suppliers of farm produce and NGOs.

It is important to increase basic knowledge of the way contracting is occurring,
its effects on poverty, impediments to entry to contracts and areas where it is most
likely to expand. In addition, consideration of specific issues related to the impact
of contracting on market development is relevant to policy in this area.

The study area

The provinces of Bali and West Nusa Tenggara (NTB) have been selected as the
study areas. They represent a range of farming systems and a diversity in social and
institutional support structures. Bali is a highly fertile province that produces a
large range of commodities within easy distance of major industrial and urban
centres. It is dominated by developed tourism and construction sectors which have
increased the value of labour and land. This has important implications for the
agricultural sector. Bali is also predominantly Hindu and hence has different social
and religious cultural values and priorities. NTB is significantly poorer than Bali.
While there are some good, fertile areas in central Lombok, smallholders do not
generally have the same opportunities. A less developed tourism sector and
remoteness from the main urban markets ensures that smallholders in NTB have
less opportunity to participate in the spot markets. Smallholders in NTB are more
likely to produce at a subsistence level than smallholders in Bali.

The work plan

While contract farming has a long history in Indonesia, much of it has been in
traditional estate crops. Recent changes in the structure of the economy resulting
from the 1997 financial crisis and subsequent reforms have led to changes in
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agricultural markets and the development of new opportunities in agriculture.
These changes have created incentives for increased interaction between agro-
industry and agricultural producers. Therefore, the first step in the research was to
examine current use of contracts in the agro-industrial sector and identify
industries in which contract farming was prevalent. Industries including significant
numbers of smallholder contractors, or requiring significant labour inputs in
production, were identified. This initial study was done in a participatory manner
by appropriate stakeholders including agribusiness as well as government and
smallholder associations cooperating with regional research institutions.

To assess the benefits of contract farming to smallholders, primary data was
collected using survey methods. Data from the surveys allowed detailed analysis of:

◗ benefits of contract farming;

◗ types of contracts that are most beneficial to smallholders;

◗ gender impact of contract farming;

◗ impact on the environment; and

◗ factors leading to smallholder participation in contracts.

The survey

Surveys in the case study areas were undertaken in 2002: Bali in May and Lombok
in October. A total of 500 smallholders were interviewed within these areas: 300 in
Bali and 200 in Lombok. In each province a mixture of contractors and non-
contractors were interviewed. 

For convenience, smallholders gathered in the Balai Dusun or Desa (village
office). Smallholders were compensated for their travel and time away from their
farms. Interviews were carried out on a one-on-one basis with an enumerator (the
term used to describe the person responsible for conducting the interview and
completing the survey form) who had the appropriate language skills. There was no
opportunity for other smallholders to interject in the interview. Only heads of
households were interviewed.

Prior to interviewing, enumerators were trained and made familiar with the
survey form. The following process was undertaken.

1. The survey form was constructed by UNE with assistance from BPTP in the
respective province.

2. The motivation and aims of the survey were outlined to all enumerators and
others involved in assisting with the survey.

3. The survey form was explained to the enumerators, where it was stressed that
bias must be avoided and all questions completed. This was an open discussion
where enumerators were able to have an input into the survey structure; the
form was adjusted.

4. A trial survey was undertaken by an experienced interviewer while trainees
watched and completed the form.
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5. The team of enumerators visited the survey area and undertook two additional
trial interviews; after each interview was completed the form was examined and
any problems discussed.

6. If the trial surveys were successful and the enumerator was judged to have the
required skills then they were allowed to participate in the survey. During the
surveying each form was checked immediately after completion. If there were
inconsistencies or incomplete information the enumerator was responsible for
completing the form even it meant travelling independently to the smallholder’s
house.

Interviews were carried out with 500 smallholders in Lombok and Bali on a 
one-to-one basis.

Methodology

A probit analysis was conducted to determine factors contributing to the likelihood
of smallholders participating in contracts (Judge et al. 1982). It was hypothesised
contracting firms were monopsonistic (i.e. the only potential buyers of the
contracted commodity) and favoured selection of larger smallholders with lower
unit costs reflecting economies to size. Participation was expressed as a function of
ownership of land, physical, human, community and ‘other’ capital. Land capital
was captured using hectares of dry and irrigated land under management; human
capital was captured using the level of education of the household head and his age
as a proxy for experience and lifecycle effects. Community capital was
approximated using membership of the head of household in agricultural groups
and of all household members in various village groups. Ownership of ‘other
capital’ invested in (non-land) agricultural and non-agricultural assets was also
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included. A variable for expenditures on chemicals was included with the
expectation that it would be attractive for cash constrained smallholders to find
access to farm inputs provided in contracts.

It was also assumed that contracts helped households overcome high
transaction costs associated with borrowing and in finding off-farm work so that
smallholders who were credit constrained or had larger families would self-select
for the contract. Variables were included for household size, borrowing history and
a dummy variable was included for situations when the smallholder reported
himself to be ‘credit constrained’. The results for each case study are discussed in
the relevant sections.

Equations for gross margins were specified to test whether contract
participation led to increased capital returns. Farm gross margins were expressed as
functions of physical, human, financial and social capital that, if constrained, could
reduce returns and household size. This in turn could effect returns if off-farm
work was difficult to obtain. Under parity, smallholders who were within proximity
of each other in each survey area faced a smooth price surface for inputs and
outputs so prices could be subsumed into coefficient values. Contract participation
was included as a dummy variable. 

It was possible that contract participation and gross margins were jointly
determined; hence it was necessary to use a two-stage estimation procedure
(Angrist 2000). A linear probability model of contract participation using the same
variables as in the probit analysis was estimated and forecasts from it used in
second-stage estimation of a linear gross margin equation. Hausman’s test for
endogeneity was conducted and, where the hypothesis of endogeneity was rejected,
gross margin equations were re-estimated using ordinary least squares with an
exogenous dummy variable for contract participation (Doran 1989). 


