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Abstract

As contract farming (CF) is a recent phenomenon in Bhutan, less is known about it. Therefore, this
study explored the practices, benefits, and challenges of CF in Khamoed gewog of Gasa district in
Bhutan. Data were collected from the Bjishong Central School's mess committee members, chairper-
sons of farmers' groups (FGs), and members of FGs. The results showed that, amongst others, CF
improved in smallholder farmers in terms of production, marketing, and household income. Similar-
ly, the result also illustrated improved access to quantity and quality vegetables for school. However,

both parties expressed several challenges of CF that need to be addressed for the long-term suste-

nance of such linkage systems. This paper discusses the modality of CF, the challenges and benefits
of CF, and recommendations to improve the effectiveness of CF.
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Introduction

Contract farming (CF) is an arrangement in
linking buyers and sellers by specifying the
terms of sale in advance (Grosh, 1994; Nguen
et al., 2015). CF is known for improving yield
(Champika and Abeywickrama, 2014), revenue
(Tripathi et al., 2018), profit (Islam et al.,
2019), and income (Maertens and Vande Velde,
2017). CF effectively connects disadvantaged
farmers to markets, enhances household wel-
fare, and fosters agricultural modernization
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(Meemken and Bellemare, 2020). Hence, CF is
often considered an efficient tool for rural de-
velopment and poverty eradication (Bellemare
and Lim, 2018). Given a wide variety of bene-
fits, CF is becoming popular in many countries
(Ncube, 2020). For instance, CF in the United
States of America dates to the 19™ century
(Ncube, 2020); and it gradually spreads to oth-
er parts of the world (Ray et al., 2020).

The Royal Government of Bhutan has
adopted the CF. Towards this effort, the Minis-
try of Agriculture and Forests (MoAF) has
been promoting the marketing of agricultural
products through effective marketing systems
and institutional linkages (MoAF, 2014). One
of the recent movements of CF at the national
level was the signing of a contract on 19" April
2012 between the ministry of education and the
MoAF by linking farmers' groups (FGs) with
local institutions (e.g., schools, hospitals, and
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monasteries), (MoAF, 2013). After
that, few schools across the country
were linked to FGs. By far, CF is
seen as a win-win arrangement for
partners involved. For instance, the
supply of vegetables could benefit
members of FGs as they can sell their
products faster without losing vegeta-
ble qualities. Also, institutions facing

difficulties to get fresh vegetables
could have easy and timely access to
both quantity and quality vegetables.
Yonten (2019) also affirmed that CF
could contribute to ensuring food and
nutrition security for school children.

Although CF benefits both buyers and
sellers, it also has its limitations. For example,
CF creates unequal powers (Oya, 2012), losses
farmers’ autonomy (Carney, 1998), exploits
family labour (Clapp, 1994), and brings unde-
sirable social changes (Adam et al., 2019).
Meemken and Bellemare (2020) reported that
only three out of six developing countries in
their studies showed positive income effects. It
indicates that the benefits and challenges of CF
are realized differently in different countries.
However, little is known on CF's practices,
benefits, and challenges in Bhutan, owing to
limited studies on this subject. However, it is
anticipated that understanding CF's status
would help the stakeholders to promote CF
further because Bhutan has numerous potential
institutions (e.g., schools, colleges, monaster-
ies, and hospitals) requiring a significant quan-
tity of vegetables regularly, which could be
sourced through smallholder farmers through
contract. Therefore, this study assessed practic-
es of CF, including its challenges and benefits,
in Khamoed gewog under Gasa district, Bhu-
tan.

Materials and Method

Study area

The study was conducted in Khamoed gewog
(block), Gasa district, Bhutan (Figure 1). Gasa
district engulfs about 148.90 km? in the north-

(Study area)

Figure 1. Study area

western part of the country with an elevation of
1,500-4,500 meters above sea level (Royal
Government of Bhutan [RGoB], 2020). The
Khamoed gewog consists of five chiwogs (sub-
blocks), including Damji, Khailo, Geyza-
Zomina, Yemina, and Jabisa, with a population
of 496, i.e., 264 females and 232 males
(National Statistics Bureau, 2018). Khamoed
gewog lies in a region with favourable climatic
conditions for crop production (RGoB, 2020).
The district grows a little of everything, includ-
ing cabbages, brinjals, green leafy vegetables,
and tomatoes (MoAF, 2013). The gewog has
one CF signed between five FGs and a school
(Department of Agricultural Marketing & Co-
operatives [DAMC], 2019).

Study participants and sampling method

Gasa district has four gewogs: Khatoed, Kha-
moed, Laya, and Luanna. Khamoed was se-
lected because only Khamoed gewog has the
CF (a boarding school linked to FGs). The tar-
get population was 91 members (70 female
and 21 males) of five FGs (Table 1) linked to
the Bjishong Central School. We collected
data from 82 members, i.e., 90% percent of the
target population. The total number of house-
holds was based on the Gasa district report
(RGoB, 2020). Proportionate random sampling
was carried out to select the representative
farmers from five FGs in five chiwogs linked
to the school (Table 1). Additionally, five
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Table 1: Sample size from five chiwogs selected proportionately sent from all re-

spondents to partici-

Chiv.vogs FGs. Population Sample pate in this study.
Khailo Khailo Sanam Tshogpa 17 15

Yemina Yemina Namthen Tshogpa 17 15 Data analyses and
Ge}./za—Zomina Geyza Dachom Sf"mam Tshogpa 11 10 presentation

Jabisa Jabesa Sanam Chithuen Tshogpa 16 15 Data entry, coding,
Damyji Damji Sanam Tshogpa 30 27 and cleaning were
Total 91 82

carried out using Mi-

mess committee members of Bjishong Cen-
tral School and five chairpersons of FGs were
also interviewed to acquire additional infor-
mation about the CF.

Data collection

Trained enumerators conducted face-to-face
interviews using semi-structured question-
naires to collect primary data from members
of FGs, chairpersons of FGs, and mess com-
mittee members of the school. Data were col-
lected in 2021. The questionnaire was divided
into three sets for members of FGs, chairper-
sons of FGs, and mess committee members of
the school. Each interview lasted between
five to ten minutes. Data were collected only
after prior permissions from the Gasa District
Administration and Khamoed Gewog Admin-
istration. Enumerators also got informed con-
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crosoft Excel 2010.
Descriptive analyses such as frequency and per-
centage calculation were computed using Statis-
tical Package for the Social Sciences (SPSS)
version 25 and Microsoft Excel 2010. Results
are displayed in the form of tables and charts.

Results and Discussion

Socio-economic profile of farmers

Table 2 presents the characteristics of members
of FGs. Most farmers (78.05%) were females.
The participation of more female farmers was
because men were primarily out of home for
non-farm activities (e.g., being wage labourers
in construction sites); thus, most females were
family heads and primary registrants in the CF.
Most farmers (43.90%) had one to two family
members, indicating a small family size in the
Gasa district. The age for most of the farmers
(81.71%) who partici-
pated in the study
ranged between 22 and
60 years, meaning that
they are mostly eco-
nomically active. Most
farmers (68.29%) were
illiterate, in line with

School

Information flow
Vegetables flow

seenessen Money flow

other rural communities
in Bhutan. Most sam-
pled farmers owned
(58.53 %) and cultivat-
ed (73.17%) < two
acres of land, indicating
smallholder farmers.

Support services flow

Figure 2: Modality of contract farming in Gasa District, Bhutan
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Table 2: Demographic profiles of farmers

Variables Categories Frequencies Percentages
Gender Male 18 21.95
Female 64 78.05
Age 60 and below 67 81.71
61 and above 15 18.29
Qualification None 56 68.29
Non-Formal Education 5 6.1
Primary 11 13.41
Middle 7 8.54
Higher 2 2.44
Graduate 1 1.22
Marital status Single 10 12.2
Married 58 70.73
Widowed 4 4.88
Divorced 10 12.2
Total land owned (acres) 2 and below 48 58.53
3-4 acres 27 32.93
5 and above 7 8.54
Total land cultivated (acres) 2 and below 60 73.17
3-4 acres 19 23.17
5 and above 3 3.66
Main sources of income Farming 66 80.5
Non-farm activities 16 19.5
Family size (overall total) 1-2 36 43.9
3-4 35 42.68
5 and above 11 13.42

Practices of contract farming

Five farmers' groups and the Bjishong Central
School in Khamoed signed the contract on 3™
April 2018. The CF aimed to establish a condi-
tion for smallholder farmers to produce and
market farm products to the school. DAMC,
along with other relevant institutions, facilitat-
ed the contract signing between the FGs and
the school. Officials from District Administra-
tion (e.g., District head and district agricultural
officer) and Gewog Administration (e.g., Ge-
wog head and agricultural extension) were oth-
er relevant institutions. As shown in Figure 2,
these institutions facilitated the contract sign-
ing and supporting members of FGs with agri-
cultural inputs (e.g., seeds and poly houses)
and capacity-building programs.

Farmers of five FGs were the sellers of
vegetables. Their role is limited to vegetable
production as per the contract’s requirements.
Every chiwog delivers vegetables to the school
in turns after every two weeks. Farmers usual-
ly bring vegetables to a common collection
point before delivering them to the school.

As the contract was signed between the
school and FGs, FGs have essential roles. FGs
serve as a bridge between group members (i.e.,
vegetable producers) and the school. For in-
stance, Chairpersons of the farmers' groups
collect information on vegetable demand from
the school mess committee. Then they share
the information with their respective members.
The information includes but is not limited to
who, how much, and when to deliver. If farm-
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ers cannot deliver the demanded vegetables,
farmers immediately inform the school
through chairpersons. For example, chairper-
sons of respective FG notify the school mess
in charge before one week if they could not
produce or deliver the required vegetables.
Also, chairpersons of FGs collect payments
for vegetables from the schools and distribute
them to the farmers. It is because the school
does not make payments directly to farmers as
per their contract. FGs are also responsible for
conducting their regular meetings or coordi-
nating any group activities, for that matter.
FGs, especially group leaders, also represent
their members to attend external meetings
(e.g., price fixation meetings). Most of the
support services, e.g., inputs, equipment, and
extensions extension services are routed
through FGs to farmers, as shown in Figure 2.
Furthermore, FGs are responsible for resolving
disputes among members (if any).

The Bjishong Central School is the con-
sumer. The school had about 250 students
feeding on the school’s mess. The school an-
nually spends about three million ngultrums
on vegetables. Some vegetables specified un-
der the contract include potato, chilli, cabbage,

Increased motivation towards farming
Increased diversity of crops

Improved access to farm inputs
Improved productivity

Increased household's income
Improved farm management
Provided assured market

Provided assured price

Enhanced farming knowledge and skills
Minimized need of middlemen
Improved access to finance

0 10 20

Figure 3: Benefits of CF to farmers

cauliflower, brinjal, and cucumber. The
school mess committee members make a list
of vegetables required at school and inform
chairpersons of the FGs. The school monitors
the quality and quantity of vegetables; makes
payments to chairpersons, who later hands
over the cash to the farmers.

Besides the contract agreement (Figure 2),
farmers had to sell their vegetables to local
markets, especially during the peak produc-
tion season, as the school could not buy all
their vegetables. Similarly, the school also had
to buy vegetables from the local market when
farmers could not supply the required vegeta-

bles during lean seasons.

Benefits of CF to FGs and school

CF benefited members of FGs in numerous
ways (Figure 3). CF has motivated 93.9% of
farmers to pursue farming. Eaton and Shep-
herd (2001) also supported that CF motivates
farmers to pursue agribusiness. Bhutan pro-
vides subsidized agricultural inputs to farmers
(Tobgay, 2006). After joining the CF, 89% of
the farmers said they have better extension
services, including subsidized greenhouse,
electric fencing, and seeds. After entering the

93.90
90.20

89.00

41.50

30 40 50 60 70 80 90 100
Members of farmers' groups (%)
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Developed relation with sellers
Reduced transportation costs
Produces are free of chemicals
Convenient to purchase produce
Guaranteed quantity of produce
Assured quality of produce
Economical than other options
More reliable than open market

Delivered produce on agreed time

25

25

20
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Figure 4: Benefits of CF to the school

CF,
knowledge and skills (e.g., greenhouse instal-
lation and power tiller operation) to meet the
contract demand. Farmers (about 76%) also
reported that CF improved their farm manage-
ment systems, such as land development, as
Dori (2020) reported. Likewise, CF is also
known for improving knowledge, skills, and
farm management, as reported by other studies
(Eaton and Shepherd, 2001; Simmons et al.,
2005). As a result, CF improved productivity
and household income. The finding is support-
ed by Nguyen et al. (2015). Although farmers
in Khamoed grew more cereals than vegeta-
bles, CF fostered a diversity of vegetables cul-
tivated as per 90.2% of farmers. In the past,

farmers learned and adopted new

farmers of Khamoed grew minimal vegetables.
However, farmers now grow varieties of vege-
tables such as cabbages, cauliflower, peas,
asparagus, beans, broccoli, carrots, radish, on-
ions, coriander, and garlic for sale. Thus, CF
could further increase the crop diversity in
Bhutan (Dizon et al., 2019). Other benefits of
CF include assured price and market with min-
imized mediators. However, farmers in Gasa
did not receive any financial supports from the
school other than payment for the vegetables
sold. Moreover, access to micro-credit is still a

30

40 50 60 70 80 90 100

Mess committee members (%)

challenge for many smallholder farmers in
Bhutan (Pathak, 2010). Therefore, more than
half of farmers disagreed with the statement
“CF improved access to finance."

The benefits of CF to the school are pre-
sented in Figure 4. CF fostered the relationship
between the school and its community through
various interactions. Their frequent interactions
could strengthen the community-vitality. Kha-
moed gewog is far from the nearby local mar-
ket (i.e., Khuruthang weekend market). There-
fore, CF farming reduces transportation costs.
Otherwise, the school needs to travel a few
hours weekly to buy vegetables. The school
mess committee members (100%) also report-
ed accessing chemical-free vegetables from the
local farmers. It is plausible that the school
could access chemical-free produce through
the CF because Gasa has been declared as a
100% organic district since 2004 in Bhutan
(Wangmo and Iwai, 2019). Also, the school
mess committee (100%) stated that the school
could get quality and quantity vegetables as
and when required. However, sometimes farm-
ers fail to supply the needed quantity of vege-
tables during the off-seasons (mid-October to
end of March). Pema et al. (2020) also report-
ed a shortage of vegetables during off reason in
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Labor shortage to pursue CF

Delay in payment by buyers

Commodities do not fetch expected prices
Unable to update the emerging technologies
There is inadequate support in CF
Increasing input costs is a challenge in CF
Not able to deliver on time

CF disrupts the traditional farming systems
Unable to meet the contract quality

Unable to meet the required quantity
Limited landholding hinders production
Lack of credit limits farmers capacity

Difficult to retain members in CF

75.61

73.17

15.85

6 1I0
Figure 5: Challenges of CF to farmers

the Mongar district. The contract specified
the need for quality vegetables, but what
constitutes quality was not mentioned. Thus,
the definition of quality was left to open in-
terpretation, which could be problematic lat-
er. Most mess committee members (75%)
reported that the CF is more economical than
other options since they have to search or
negotiate with unknown suppliers and inter-
mediary agents like middlemen. Also, farm-
ers themselves deliver their produce to
school, reducing the transportation costs for
the school, making CF the more economical
way to purchase vegetables.

However, 75% of the school mess com-
mittee reported that vegetables were not de-
livered on time. The lapses happen, especial-
ly during the off-season. Vegetable produc-
tion in Bhutan, including the Gasa district, is
concentrated only in one season (mainly
summer), which leads to shortages during
other seasons. A few cases of lapses from the
farmers’ side during the off-season could
have influenced 75% of members to disagree

20 30 40 50 60 70 80
Members of farmers' group (%)

that they get more reliable products than the
open market.

Challenges of CF to FGs and school
Besides the benefits of CF, FGs and buyers
had to deal with several challenges related to
CF. Most farmers (75.61%) reported the la-
bour shortage issue on farming to fulfil the CF
requirement. Young and educated people mi-
grated to urban cities for non-farm employ-
ment, leaving mostly older people in rural
communities. The school's late payment was
also a problem for 73.17% farmers. The
school sometimes delays payment by several
months. As a result, farmers reported that they
could not purchase inputs on time, impeding
vegetable production and declining motivation
to remain in the contract. According to mess
committee members, the allocated budget for
the mess requires adjustments in some
months; thereby, delaying payment. However,
if the delay in payment continues, it can ruin
the existing relationship.

Additionally, more than half of the farmers
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Farmers produce limited variety of produce
Sometimes farmers delay delivery of produce
Framers sell their produce to others (side selling)
Produce is sometimes of compromised quality
Farmers are not able to supply required quantity
Framers charge high price for the produce

Price fluctuation upsets buyers or seller

CF creates disharmony among parties 10

Contracts often do not provide legal protection {0

100

100

Figure 6: Challenges of CF to buyers

(67.07%) reported that they could not get the
expected price for their produce from the
school. However, most farmers did not report
the problems related to access to credits,
emerging technologies, and delivery of or-
dered quality and quantity on time. The find-
ing suggests the need to revise prices timely,
including farmers; otherwise, farmers would
be very tempted to ignore their contracts
(Shepherd, 2013). Other challenges (Figure 5)
were confronted by less than 50% of the farm-
ers.

Challenges encountered by the school are
presented in Figure 6. The school mess com-
mittee members (100%) reported failing to
deliver vegetables on time by farmers and lim-
ited variety of vegetables available as con-
straints of CF. CF increased the diversity of
crops grown by farmers. Farmers reported that
they even had to feed their surplus vegetables
to cattle during the peak season. Additionally,
the production of vegetables is not uniform
throughout the year. For instance, farmers can-
not produce all vegetables required by the
school, especially from October to March, due
to cold and harsh weather even under the pro-
tected cultivation. Moreover, poor road con-
nectivity and lack of private vehicles during

40 60 80 100 120
Mess committee members (%)

monsoon season delayed delivery of produce
school on time. At times, farmers sold vegeta-
bles in local markets at a higher price (side-
selling). There were a few incidences where
farmers failed to meet the quantity and quality
requirements reported by 75% of the school
mess committee members.

Conclusion

This study explored CF’s practices, benefits,
and challenges in Gasa district, Bhutan. The
contract was signed between five FGs and a
Central School facilitated by external stake-
holders, including district administration and
local government. Green vegetables were the
only product traded. CF has benefited both
smallholder farmers (improve vegetable pro-
duction and associated benefits) and buyers
(access to fresh and cheap vegetables). Over-
all, the benefits of the CF outweigh the chal-
lenges. However, some challenges are repeat-
edly prominent, which could hinder the long-
term sustainability of the CF. For instance, the
definition of quality vegetables is not speci-
fied, which could be a potential source of dis-
pute in the future. Farmers were unhappy with
the vegetable price; hence, they practised side
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selling of vegetables. The study also found the
delay of delivery and payments as another sig-
nificant challenge. The labour shortages in the
family also caused insufficient vegetables dur-
ing the off-season. Many of these problems
could be addressed or minimized if FGs are
proactive. For instance, the quality of vegeta-
bles should be clearly defined in the contract.
The FG should monitor the quantity, type, and
timing of supply. Given that farmers were un-
happy regarding vegetable prices, FGs need to
take the lead to negotiate for price revisions.
Moreover, the frequency of delayed delivery
of vegetables by farmers and delayed payment

CF's sustenance. Support farmers with ade-
quate and suitable technologies, such as green-
houses and farm machinery applicable to
smallholder farmers, could address the labour
shortage and improve off-season vegetable
production.
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