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1. INTRODUCTION
1.1. Justification of the research

Agricultural commodity chains in emerging economies and developing countries
have undergone a period of substantial restructuring since the 1970s due to the both
demand and supply sides (Prowse 2012). According to the Asian Development Bank
(2013), the development of agriculture continues to play a key role in the transformation
of economies in the Asia Pacific. In the developing world, linking small farmers to modern
markets increasingly entails participation in organized value chains where traditional
arms-length transactions are replaced by coordinated buyer-supplier networks (Briones
2014). A typical form of coordination is contract farming in which agricultural production is
carried out based on an agreement between buyers and farmers, which establishes
conditions for the production and marketing of farm products (FAO 2013). Contract
farming has long been established in developed countries, however, it has become more
popular in developing countries in recent decades. In Southeast and South Asia contract
farming has also increased rapidly (Swinnen and Maertens 2007).

In Vietham, agricultural production plays the very important role since around 70
percent of its total population are living in the rural areas and 50 percent of its labor force
are still working in agriculture and related activities. For its incredibly important role, the
government of Vietnam always considers agriculture as a key sector in the economy and
commits to the view that development is only meaningful if the rural masses can achieve
higher income and a better life. In efforts to improve incomes from agricultural production,
the Viethamese government and a variety of development Non-Government
Organizations (NGO's) have endorsed market contracts as a potential tool to improve
agricultural product quality and price stability. Therefore, market contracts have been
promoted as a strategy to increase quality management in the supply chain and stabilize
farmer incomes. In this line, the Viethamese government issued the Decision
N0.80/2002/QD-CP with the aim to promote contract farming between agribusinesses
and agricultural producers. Contract farming in Vietham presents an interesting case of
organizing supply chains in a transition economy, with valuable lessons for land tenure,
access to land, and contract enforcement.

With the implementation of Decision No0.80/2002/QD-CP and active promotion of
contract use by Vietnamese government, the number of market contracts signed between
farmers and companies have markedly increased. However, contract completion has not
been successful: in An Giang province in 2003, 90 percent of signed paddy contracts
were not fulfilled (Nguyen Tri Khiem 2005) and the contract violation by farmers or by
companies happened very often in many places. The campaigns to encourage the use of



contracts have therefore met with high levels of failure. After ten years of contract
promotion by Decision No. 80, the agricultural production under the contract still
accounted for very modest share. According to the reports by MARD (Ministry of
Agriculture and Rural Development) up to 2012, only 2.1% of total rice production, 0.9%
of vegetable and fruit production, 2.5% of coffee production, 9% of tea production was
produced and marketed under the contract between farmers and companies. Common
opinion has hypothesized that the lack of a strong enforcement mechanism for contracts
has been a major contributor to contract failure in Vietnam (Roberts M. and Nguyen Tri
Khiem 2005).

Dong Giao agro-processing company is located in Ninh Binh province. It is one of
big and well-known processing companies in northern Vietham. Currently, Dong Giao has
4 modern processing lines with total capacity of around 20 thousand tons of processed
products per year. A majority of its processed products (90%) is for exports to various
countries such as American, Japanese, Korea, EU countries, some Eastern Europe
countries. The annual exported value of the company reached to 9 million USD. The main
products of the companies are processing from pineapple fruits. In order to stabilize raw
pineapple supply for its processing, the company has signed the pineapple production
contracts with over 1500 farm households and made great efforts to manage and enforce
the contract. Thanks to these efforts, majority of the farm households (over 90%) which
signed the contract with the companies complied quite well with the the provisions,
especially in production (Dong Giao Company 2012). Only small percentage of the
households (less than 10%) violated the contracts. The supply of raw pineapple fruits for
the processing line in the company is therefore quite stable. This significantly contributed
to the improvement of the efficiency of processing lines in the company. Under the
general failure of contract farming in Vietnam, the success of the pineapple production
contract between Dong Giao company and farm households has pose some questions as
to why many farm households did comply with the pineapple production contract, how did
the company do to manage and to enforce the contracts, what should be done to
enhance the better compliance of farm households with the contract provision, and
should the contract farming model in Dong Giao company be the good model for other
agro-processing companies to follow in the future. This study is therefore designed to
give answers to these questions. The results of this study shed the light on the issues of
contract farming and certainly shall contribute to the success of the contract farming in
Vietnam in the future.



1.2. Objective of the study

The overall objective of this study is to investigate the enforcement activities for
the pineapple production contract between farm households and Dong Giao company,
then to draw the implications for better implementation of the contracts in the future. The
specific objectives are as follows:

To understand the contents and mechanisms of the pineapple production
contracts between farm households and Dong Giao agro-processing company.

To address the results of contract implementation between farm households
and Dong Giao agro-processing company in recent years.

To investigate the contract enforcement activities and its performance in Dong
Giao agro-processing company.

To draw the suggestions to more effectively enforce the compliance of farm
households with pineapple production contract in Dong Giao agro-processing
company and draw the relevant lessons for enhancing the farming contract in
other agro-processing companies in Vietnam..

1.3. The research question

The research tried to address some research questions as follows:

What are the contents and mechanism of the pineapple production contract
between farm households and Dong Giao agro-processing company?

What are the results of the pineapple production contract implementation in
Dong Giao agro-processing company in recent years?

What did the Dong Giao agro-processing company do to enforce the contract
implementation and what are the difficulties or constraints in implementing the
activities?

What should be done to enhance the enforcement activities for better
compliance of farm households with the contracts in Dong Giao company?
What are the lessons learned from this agro-processing contract farming
experience?



2. LITERATURE REVIEW

2.1. Definition of contract farming

Contract farming is a form of vertical integration within agricultural commodity
chains, such that the firm has greater control over the production process, as well as the
quantity, quality, characteristics, and the timing of what is produced (Prowse 2012). The
conventional approach to vertical integration has been for firms to invest directly in
production through large-scale estates or plantations (especially for traditional tropical
commodities such as tea, bananas, and sugarcane). Contract farming is superior to
plantation farming using hired labors because supervision of hired labor in these
plantations is difficult (Eaton and Shepherd 2001). Contract farming, in its various forms,
allows a degree of control over the production process and the product without the firm
directly entering into production.

According to Eaton and Shepherd (2001), contract farming can be defined as: “An
arrangement between farmers and processing and/or marketing firms for the production
and supply of agricultural products under forward agreements, frequently at
predetermined prices”. Contract farming refers to an arrangement and commitment
between farm producers and agro-processors to provide inputs and outputs with pre-
agreed price, time, quality, and quantity. Contract farming is applied especially for the
perishable agricultural commodities that need to be processed, such as vegetables, fruits,
and dairy (Bijman 2008). Its applicability and necessity as a rural development tool has
been recognized and discussed in many empirical studies in the context of its role of
linking producers with agricultural markets, especially in developing countries.

Contract farming can involve a wide diversity of land ownership and tenure
arrangements. Farmers under contract must have unrestricted access to land on which to
plant their crops. There must be an awareness and understanding on the part of
management of how farmers gain access to land for cultivation and for that access to be
acceptable within the framework of the contract. However, the land ownership is possible
also one of the issue that can affect the contract farming enforcement. In case the land
ownership belongs to agri-processing companies (or the buyers) and the farmers receive
land from the companies through the farming contracts, the farmers could better comply
with the contract. According to ADB (2005), the control of land use by agri-processors is
also important factors to prevent farmers from reneging on contract due to the threat of
withdrawal of land by processors in Vietham. In case the buyers have no original right to
land, the compliance rate with the contract seems to be lower.

There are strategic advantages in participating in a contract. According to
Simmons (2002), there are mainly four areas of strategic advantages that allow cost
savings for smallholders participating in a contract. First, smallholders may have access
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to product markets where high transaction costs effectively prevent their access. Second,
smallholders may have access to relatively inexpensive credit where, for a range of
reasons, smallholders face high interest rates or have no access. Third, contract farming
may provide services for managing on-farm risk. Finally, contract farming may provide
information on extension, logistics, and marketing at relatively low cost.

2.2. Type of contract farming

There are several different types of contracts based on the type of product and
partners in the relationship. Minot (1986) classified contracts into three types, namely
Market Specification Contract, Resource Providing Contract, and Production
Management Contract. Market Specification Contract is a pre-harvest agreement where
firms often provide information on demand on price, timing, location, and form of products.
Sale of products is the main focus of this type of contract where the firms often specify
quality, price, and timing of products (Runsten and Key 1996) Resource Providing
Contract mandates firms to provide production inputs partly to producers, under the
agreement of procurement of products with pre-agreed price. Inputs are often supplied on
credit, and their values are subtracted from crop sales. This type of contract is often
applied to situations with substantial purchased input requirements and a long production
cycle. Production Management Contract restricts the producer to follow specific
production methods or an input regime planned by firms, under the marketing agreement
of producers or resource provision of firms.

Eaton and Shepherd (2001) identify five types of contracts: centralized, nucleus-
estate, multipartite, informal, and intermediary contracts. Centralized contracts are strict
forms of vertical coordination between producers and buyers in which quotas are
allocated to pre-specified amount of goods. Such contracts are common where
processing specifications are high, such as in the export of crops, tree crops, and meat
products. Nucleus-Estate contracts differ from centralized contracts in the sense that
buyers also own the land used by producers. This is the contract-farming model that
utilizes outgrowers from a central estate. Multipartite contracts involve multiple
stakeholders, such as government and companies that are coordinated in relationships
between producers and buyers. Thus, in such contracts, the farmers could be
represented by a farmer’s group with government having the responsibility of providing
extension services. Multipartite model of contracts, particularly in the Viethamese context,
has the potential to improve benefits to those at the lower end of the value chain. These
are the farmers, collectors, and traders’ linkage from the farm to the market. However,
costs of implementing such systems remain high and require stricter and often higher
quality standards which poorer producers struggle to meet. Informal contracts are often
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oral agreements between parties to meet demands for seasonal production common to
products that require minimal processing. In Vietnam, this kind of transaction is common
to bamboo producers. Intermediary contracts are made between buyers and traders
rather than directly between buyers and producers. These are often utilized in situations
where there are too many producers for buyers to monitor. Thus, such decisions are
subcontracted to traders. These written contracts are quite common in Vietnam. In such
contracts, traders and producers usually interact according to a market or informal type of
relationship. Such contracts often face difficulties of managing consistent quality. These
contracts are primarily used to meet demand for seasonal production and are commonly
used within the fruit and vegetable subsectors that require minimal processing. However,
the costs for solving disputes arising from the contract enforcement can be immense due
to the lack of a legal basis for these contracts.

Although a number of variations of these basic contracting types exist, all contracts
have at their core some aspect of how trade, value, and risk are to be shared, either
explicitly or implicitly between the farmer and the businessman.

This detailed classification by Eaton and Shepherd provides quite a clear view of
the existing contract farming models. In our case, contract farming between farm
households and Dong Giao agro-processing company (DOVECO) is similar to the
nucleus model since its production takes place close to the processing plant, and
producers used to be state-owned farm in the past.

2.3. Stakeholders of the contract farming

According to Minot (2007), contract farming involves at least five types of
stakeholders, including the contracting firms, participating farmers, non-participating
farmers, governments, farmers organization, and nongovernmental organization.

The contracting firm is usually a medium- or large-scale processor, exporter, or
supermarket chain. One of the firm’s main interests is in obtaining a steady flow of high-
quality agricultural products at the lowest price possible. It faces difficult decisions like, is
it the ease in working with a small number of large farmers, particularly if they have the
financial and technical resources to produce a high-quality product throughout the year,
or working with large-scale farmers which may be harder to bargain with (particularly if
they organize themselves), and the tendencies to become too dependent on them. It may
face political pressure from the government to show that it is working with small farmers
and helping promote rural development. The firm also faces competitive pressures from
other buyers of the commodity, who may try to divert the contracted output, and from
others in the same sector, who may undercut their prices. A constant source of risk is the
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fact that one highly publicized case of food poisoning could jeopardize their entire
business.

Farmers who participate in a contract farming scheme generally do so of their own
volition, but there are frequent sources of tension with the contracting firm. Some farmers
may suspect that the quality of inputs is poor. Others may be confused or suspicious of
the criteria used by the firm to grade their harvest, because the grade determines the
price the firm will pay. When market prices are high, farmers may be tempted to sell
some of their harvest on the open market, but they risk losing their place in the scheme if
discovered. There may also be concerned about the possibility that the firm will start to
contract with a different set of farmers who can undercut them or offer better quality.
Alternatively, the firm could decide to vertically integrate by leasing land and growing its
own product with hired laborers.

Farmers who do not participate in a contract farming scheme may envy the access
to inputs, credit, and the guaranteed market that participating farmers enjoy. At the same
time, they may be unsure if it is worth joining given some of the complaints they hear
about the company. More commonly, they may not be able to join the scheme because of
some criteria established by the firm regarding location, farm size, irrigation, assets,
and/or literacy. Still other farmers may have been contract farmers in the past but left the
scheme, either because they believe they have the skills to market the product
themselves or perhaps because they were caught selling on the side and lost the contract.

Government officials are generally pleased to have a formal-sector agribusiness
firm because it generates tax revenue and may contribute to exports. Furthermore, the
firm creates employment and shows that the government is addressing the problems of
rural areas. At the same time, the firm may frequently pressure the government for
extensions on its tax concessions, for better roads to the factory, and for more reliable
electricity. For a given size of operation, government officials would generally prefer that
the firm work with more small-scale farmers and pay better prices, but they are also
aware that if costs rise too much, the firm may relocate its operations to another country
where labor costs are lower.

Often a cooperative, farmers’ organization, or nongovernment organization (NGO)
plays the role of intermediary between farmers and the company. This arrangement has
the potential to reduce the transaction costs for the firm in communicating with farmers,
distributing inputs, and collecting the harvest. NGOs are often involved in farmer training
and input delivery, whereas cooperatives and farmer organizations are more likely to be
involved in collecting the harvest for the company and other organizational tasks. The
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organization tries to represent the interests of farmers to the company to get better prices
or clearer rules on grading. But it also realizes that, if it pushes too hard, the company
could choose to work directly with farmers, cutting the organization out of the system, or it
could work with farmers in other districts.

2.4. Contract enforcement

The enforcement of contract has long been recognized as an important
precondition for efficient exchange and investment specifically in agri-food business and
eventually for the economic activities in general. Contract enforcement is often an issue
in contract farming because the said contracts are seldom legally enforceable in practice
(Grosh 1994). Clear and transparent contracts can guide the parties to proper
performance. Oftentimes, contract breach is not due to ignorance of the contract, but
rather due to the other opportunistic choices made by contracting parties. For instance,
farmers might try to avoid repayment of credit advanced by the buyer by diverting part of
the harvest to another buyer. In other cases, farmers might side-sell to a third party to
receive a higher price than the one set under contract. This practice is especially
problematic when the original contract price was only low because it accounted for
technical assistance provided by the buyer. However, farmers might side-sell to a third
party when they urgently need money. Likewise, buyers might also engage in similar
opportunistic breaches, such as by choosing instead to purchase goods for a lower price
from a different seller. The incorrect execution of contractual duties, such as when a
buyer is late in collecting farm products, is another reason for contract breach.

Since smallholders have a weak or no voice against contracted firms, particularly
state-owned enterprises, it is nearly impossible for them to assert their rights to force
obligations on firms. This kind of situation occurs especially in countries where political
instability and lack of institutional settings prevails. Contract breach can occur at many
stage, such as input provision, product delivery, among others. Firms or farmers must
arrange suitable transportation for the delivery of products. This is an important factor for
timely processing of qualified products. Often farmers fail to meet product quality
standards and delivery timelines, which lead to breaching of the contract. In addition,
contract breach can occur at the stage of sale of output due to opportunistic pricing
behavior of producers. Producers in such a scenario sell their products to other traders or
at the spot market which may offer a higher price than the contract’s pre-agreed price.

These enforcement issues often arise in countries with weak economic
governance systems. Such cases require incentive-compatible self-enforcement
institutions (Gabre-Madhin 2009). Without enforcement, it mostly results in corruption of
the contract system and leads to significant losses for both producers and firms. Hence,
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contracting can be successful in countries where enforcement costs are low and are
supported by a functioning legal system or in the case of a monopolistic processing firm
(Key and Runsten 1999). Contracts can be enforced through a variety of mechanisms,
either public, private, or a combination of both. In many developing and transitional
countries public institutions such as legal system are either absent or ineffective at
ensuring contract enforcement. Under such conditions, private enforcement mechanisms
may provide a suitable replacement for public enforcement institution.

There are several ways to overcome contract enforcement issues for smallholders.
Coulter et al. (1999) discussed effective mechanisms that could possibly resolve the
contract default problem by, for example, lending through groups, promoting good
communication, and close monitoring. Contracting through groups by forming farmer’s
associations is one of the important strategies for the rural poor in Vietham (M4P 2006) to
exploit economies of scale or to raise selling power in product sales. Establishing close
relationship with producers is based on social and relation-specific incentives. For
example, “reputation mechanism” (MacLeod 2007 and Bijman 2008) works for producers
to keep the expected future benefits of contracts for themselves and prevents foreclosing
of future trade with other buyers. In addition, more services will attract producers as they
offer more benefits and can increase trust between firm and producer. Providing
incentives to producers is also important to maintain contracts (Saigenji 2012). For
example, rewarding good behavior of producers or threatening to punish their bad
behavior (Key and Runsten 1999). Cooperation with the buyer is one way to tighten the
producers at products sales, which can reduce the risk faced by firms in the procurement
of raw material.

Although there are institutional systems working towards legal contract
enforcement, Fafchamps and Minten (1999) found that trust-based relationships play a
dominant role in contract enforcement mechanisms in Malagasy grain market. Trust is
established primarily through repeated interaction with other traders providing referrals.
However, Fafchamps and Minten could not clarify the reason for traders little use of
justice system in contract enforcement. They only assumed that legal costs are more
problematic for traders than legal risk such as non-payment. Gabre-Madhin (2009)
developed a typology of contract enforcement based on two parameters which determine
the degree of private and public enforcement and attempts to capture the specificities of
the products and market. The parameters are: the availability and ease of obtaining
information about market behavior, and the extent to which market actors are willing to
engage in collective action (i.e., collective sanction/punishment). Exchange based on
trust only takes place among agents who have formal and long-lasting relationships
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(Fafchamps 2004). This type of contract-enforcement mechanism is often observed in
small-scale private firms which recently participated in the Moc Chau tea production. But
in the case of SOE where information about cheaters can be more easily transmitted
(Gabre-Madhin 2009), multilateral punishment strategy based on reputation (Greif 1993)
prevails in contract enforcement. In this type of enforcement, network-based exchange
may dominate in markets where market actors are willing to collectively sanction or
punish the cheater.
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3. RESEARCH METHODOLOGY

3.1. Data collection
3.1.1. Secondary data

Secondary data were collected from the annual and monthly reports, data statistics
by various departments in the company, especially by the Production Department in the
company. These comprised of the following: (i) profile of Dong Giao agro-processing
company; (ii) situation of pineapple production in the company; (iii) number of contracts
with farm households in recent years; (iv) contents of the contracts; (v) number of
compliant and violating households to the contracts. In addition, secondary data were
also collected from the Department of Agriculture and Rural Development in Tam Diep
District, the agricultural cooperatives in the districts, as well as from related publications.

3.1.2. Primary data

The primary data was sought from field survey of farm households and focus
group discussions.

a. Field survey

The field survey gathered both qualitative and quantitative information on: (i) farm
households profile; (ii) pineapple production in the households; (iii) Implementation of
pineapple production contracts in the households; and (iv) implication from farm
households for better contract implementation.

Around 60 farm households who have signed the pineapple contracts with the
company were selected as survey respondents. Initially, for land allocation, the
households need to submit their applications based on the household capacity of labor
and other resources. The company at first would assess the household applications.
Then based on the number of applications and the available land areas in each field, the
land would be allotted to the households. The assigned land areas were therefore
different among the households. Some households have more land areas while others
have less. Therefore, in order to secure the representativeness of the selected household,
at first, the farm households were divided into three groups of: (i) large-scale farm
households; (i) medium-scale; and (iii) small-scale farm households according to the
pineapple production area of the households. Then, the random selection of around 15-
25 households in each group were done for doing the field survey.

The personal interviews with household heads using a standard questionnaire
were implemented. At first, the draft questionnaire were developed with four components
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as mentioned above. The draft questionnaire were pretested through interviews of 5
households for its appropriateness. The final questionnaire were developed for the field
survey. The interviewers were given orientation on the questionnaire contents before they
conduct the survey.

Contract contents and mechanism?
- Duration of the contract

- DOVECO's responsibility

- Households' responsibility

- Settlement if disputes

Contract Contract compliance? Factors
Farming and - On procured amounts? affecting on
Enforcement - On procured price? contract

between - On new pineapple plantation? < enforcement
DOVECO and activities in

HHs Enforcement activities pineapple
production

- Input and technical supports

- Fields monitoring and protection

- Support in procurement

- Fine policy

- Negotiations with farm households

Implications for enhancing the contract enforcement activities

Figure 1. Analysis framework for contract enforcement in pineapple production

b. Focus group discussion (FGD)

FGD is one of the techniques used for collecting common understanding of people
about issues in the study sites and helped answer the research questions. Moreover,
group discussions among key informants also helped check the reliability of the answers
obtained. In other words, FGD is used to validate the data/information collected from
other methods. In this study, FGD is mainly used to get information about the: (i) contract
contents; (ii) difficulty in contract implementation; (iii) the contract enforcement activities;
(iv) recommendations for better compliance of farmers with the contracts, etc. Facilitative
discussions initiated by open-ended questions provided the group with the opportunity to
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explain the issues more clearly. Three group discussions with—(i) farmers; (ii) production
staff in the company; (i) company managers—were organized. Each group has a
combination of 4 to 7 people with different backgrounds in term of age, sex, social
position, and experiences.

3.2. Analysis procedure

The empirical analyses of this research relied on three main procedures. Initially,
descriptive statistics method was used to describe the status of pineapple production and
contract implementation, enforcement activities in the company, among others. Next,
comparative analyses were used to identify the difference of compliance with contracts
among farm household groups.
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4. RESULTS AND DISCUSSION

4.1. Overview of Dong Giao company

DOVECO is located at Tam Diep town, Ninh Binh province. Established in 1955 as
one of the two first state farm in Northern Vietnam, DOVECO has experienced quite a
long history before it became a big and well-known agro-processing companies in the
area. In 2006, DOVECO has transformed to a Joint Stock Company according to decision
No. 253/QB/BNN-TCCB of the Ministry of Agriculture and Rural Development. The
company has the responsibility of production and processing of the fruits and vegetables,
mainly pineapple fruits.

The total natural area of DOVECO is around 5,500 hectares (ha), of which
agricultural land accounts for 45.5 percent (around 2,500 ha) mainly used for cultivating
pineapple, corn, and cucumber. The total areas of pineapple is around 1,800 ha, mainly
Cayen variety (around 1,400 ha) and Queen variety (around 400 ha).

MAP OF VIETNAM LOCATION OF DOVECO IN NINH
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Figure 2. Location of Dong Giao agro-processing company
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The working area of a processing factory covered a 7,500 m? facility with modern
equipment, machinery, and processing lines as follows:

(i) Processing line of the canned fruit and vegetable with a capacity of 10,000
tons/year. The modern equipment and machinery of this processing line were imported
from Germany. In the average, one ton of canned pineapple was processed from the 2.5
tons of fresh pineapple.

(i) Processing line of frozen fruit and vegetable IQF (Individual Quick Frozen) and
block with a capacity of 8,000 tons per year. The equipment and machinery of this
processing line were imported from Japan. One ton of frozen fruit was processed from
the 4 tons of fresh pineapple.

(i) Pineapple concentrate processing plant with a capacity of 5,000 tons per year.
It was from Tetra Pak Sweden. As the standard, one ton of the pineapple concentrate
product was processed from around 10 tons of fresh pineapple.

(iv) Processing line of natural fruit with capacity of 1,500 tons per year. In the
average, 1 ton of natural pineapple juice needs 0.4 ton of fresh pineapple.

With the aforementioned processing lines installed, the Dong Giao Company
produced canned pineapple slices and pieces, frozen pineapple, concentrated pineapple,
and pineapple juice. Likewise, also produced some other canned and frozen products of
cucumbers, baby corn, litchi, and more. Pineapple products are primary goods covering
around 90 percent of the total company outputs. A majority of its processed products
(90%) are for exports to around 30 countries in the world, mainly in America, Japan,
Korea, EU countries, some Eastern Europe countries, and Southeast Asia. The annual
export value of the company reached USD 9 million. Annually, DOVECO exports 12.5-14
thousand tons of pineapple products. These pineapple products account for 80 percent in
total export value of the company (DOVECO 2012).

The organizational structure of the DOVECO company is presented in Figure 3.
The executive committee directly manages activities of five functioning departments. The
executive committee includes one director and three vice directors—one responsible for
production activities, another for processing activities, and the rest for administrative
concerns. The committee, in coordination with the functioning departments, manages the
processing factories and production teams.
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Figure 3. Organizational structure of DOVECO Company.

All the Divisions are managed by Directors. The Production Department directly
monitors 11 production teams formed by approximately 1,550 farm households covering
around 2,500 ha of agricultural land. The Department prepares the annual production
plan, as well as manages and supervises the production activities of the teams and the
company as a whole. The production team leaders, on the other hand, monitors crop
production in the farm households.
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The Processing Department directly manages the four processing lines of the
company. Based on the product requirement proposed by the Business Department with
the available supply of fresh pineapple, the Vice-Director is responsible for processing
and decision making on which processing lines to use and how many labors to employ.

4.2. Contract of pineapple farming and its implementation results
4.2.1. Pineapple plantation and harvest time

In Northern Vietnam, pineapple crop can be planted during the spring season
(usually in March-May) and autumn season (usually in August-October). After planting for
11-12 months, the pineapple crop goes to flowering stage then fruit stage. Harvesting
comes in 6 months (or in month 18). After the first harvest, pineapples can still give
flowers (in month 28) and fruits for the second harvest in month 32. The farmers can use
chemicals to control the flowering period of pineapples so that the fruits can be harvested
in different months. After the second harvest, the farmers usually cultivate other crops on
the pineapple land for one season. Later, the pineapples are being replanted on that land.

Figure 4. Pineapple fields and fruits in Dong Giao Agro-processing company.

4.2.2. The general context for pineapple production contracts

DOVECO was established in 1955 as one of the two first state-farms in Northern
Vietnam. A total area of 5,500 ha (mainly forest) were allotted to the company to reclaim
the forest for crop cultivation. With the great efforts of the staff and labor of the company,
up to the end of 1957, over 2,000 ha were reclaimed and transformed into crop fields. At
first, the coffee was mainly planted in conjunction with some annual crops and animal
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raising. However, the coffee tree did not grow well and only gave poor harvest. In the
efforts to seek for the relevant and efficient crops, the pineapple crop was introduced to
the crop field of the company in year 1971. The pineapple crop rapidly proved its
relevance to the natural conditions and its economic efficiency. The areas of pineapple
crop increased from 65 ha in 1971 to 300 ha in 1975 to around 1,000 ha in 1985.
However, due to the collapse of Soviet Union in 1990s, the marketability of pineapple
crops encountered huge difficulties. The products cannot be sold to the Soviet Union
market anymore. The company thus switched from pineapple to sugarcane, hence, the
pineapple production and trade declined. The market for sugarcane was not also good
and thereby also faced great difficulties. This had been the general situation for the state
farms in which the efficiency at that time was also not good.

Under such situation, the Viethamese government issued Decree No 01/1995/ND-
CP on promulgating the Regulation on the allotment of land by state-owned businesses
for agricultural production, forestry, and aquaculture. According to the decree, the land-
receiving side included the following, in the order of priority:

(i) households and individuals who are public employees working for the land-
allotting sides; land may be allotted to a group of households, if so required by
the land-allotting side for production management;

(i) households and individuals who once worked for the business, but had retired,
resigned for health reason, or been paid off, as well as members of their family
who had reached working ages and wanted to receive land for production;

(i) households and individuals who legally resides in the locality and certified by
the People's Committee of communes, wards, or towns; and

(iv) organizations, households, and individuals from other localities who invest in
production as planned by the land-allotting side.

The land-receiving side can undertake production on the lot of the allotted land,
enjoy the results of their labor, and invest on it as contracted. The land receiving side
have obligations to pay to the land-allotting side—(i) land tax for the land allotted, (ii) loan
or materials or services provided in advance by the land-allotting side; (iii) sale of produce
on the lot of land allotted to the land-allotting side as contracted, and (iv) use of land for
the right purpose in accordance with the plan of the land-allotting side. The land-receiving
side should submit an application for receiving the land; the company reviews the
conditions. If the land-receiving side could meet the necessary conditions, the land-
allotting contract between company and the land-receiving side will be signed.
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Based on this decree, the DOVECO allotted its field areas of around 2,000 ha to
1,450 households in 1995. The households or land-receiving side did not have to pay
land rental to the company. The households just have to pay land taxes to the company.
Likewise, to sell the products to the company as agreed in the signed contract. Since
1997, the company made great efforts to mainstream in the international market the
selling of pineapple products. The company successfully signed contracts with the
European Union and Eastern Europe countries. The pineapple industry gradually
recovered and the households signed the contracts with the company to cultivate
pineapple. The pineapple production areas reached 950 ha in 2000 and 1,125 ha in year
2002, around 1,500 ha in 2005.

In 2006, the company readjusted the land allotment according to Decree
135/2005/ND-CP on contractual assignment of agricultural land, production forest land,
and land with water surface for aguaculture in state-run agricultural farms and forestry
farm (Annex 1). The main difference between Decree 01/1995/CP and Decree
135/2005/ND-CP is on the land tenure. In Decree 01/1995/CP, the land tenure for
perennial land is 50 years and 20 years for annual land. In Decree 135/2005/ND-CP,
however, the term of contractual assignment of agricultural land for planting perennial
trees between contracting and contracted parties is according to the life cycle of the
planted trees but shall not exceed 30 years. For the annual crop land, the duration of
assignment shall be agreed upon by the contracting and contracted parties but shall not
exceed 20 years. According to this decree, the company agreed with the land-receiving
households that the land tenure of pineapple production land is set at 9 years. Upon
expiration, the households may further enter into another assignment contract given that
they have not breach any contract and that there is demand as well. This contract system
between the company and households still take effect up to now.

4.2.3. The detailed contract between Dong Giao Company and farm households

As mentioned above, DOVECO has its own agricultural land and enters into
contract with farm households for agricultural production, mainly for pineapple production.
The households that would like to do farming on the agricultural land of DOVECO should
send an application to the DOVECO. The DOVECO would consider entering into
contracts based on the available agricultural land and condition of the households. At first,
the DOVECO and farm households would sign the contract of land use assignment to
farm households. In this contract, the total agricultural land assigned to farm households
is certified and the land tenure is determined (as 9 years for pineapple area and other
annual crop land). The contract also determines the responsibility and the right of the
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land-allotting side (DOVECO) and land-receiving households in land use regulation,
general assignment of agricultural product, and settlements in case of disputes or
violation of land use regulation arise.

Pineapple fruits

v Land use contract

A A
vy

Farm households

DOVECO

Annual agri. product
assignment contract

A

Input supports (fertilizers, seedlings...)

Figure 5. Contracts between farm households and DOVECO.

In addition, each year, one contract of agricultural product assignment is signed by
DOVECO and the farm households. The farm households farm the agricultural land
allotted by DOVECO through the land use contract. Based on the current situation of land
use, DOVECOQO’s agricultural product assignment contract, covers the following
agreements: (i) the selling price of pineapple fruits of the farm households to DOVECO
(per variety and harvest crop); (ii) quality classification of pineapple fruits; and (iii) price of
pineapple fruits (per variety and crop) of the current year.

The contract also identifies the right and responsibility of the contractor and
contractees in the current years for pineapple production and procurement (as well as
other crop if applicable). The detailed contents of the agricultural product assignment
contract is presented in Table 1. According to the contract, the farm households is not
allowed to sell the pineapple fruits to the spot market even they surpass the amount set in
the contract. The households can only sell the pineapple to the spot market if they
surpassed the amount set in the contract and sought permission from the company to sell
the surplus amount. In case farm households sell pineapple fruit to the spot market when
they still do not fulfill the amount set in the contract, the company have the right to fine or
even evict the households from the land. The underlying contract of land use assignment
guarantees tenure of nine years to the farm household, but allows the company to
terminate the assignment if a household commits severe or repeated breach of
agreement on production or land use.
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Table 1. Responsibilities of the DOVECO and Farm Households in Agricultural
Production Assignment Contract

DOVECO as the Contractor

Farm Households as Contractees

e To provide the technical guidance
and input support (fertilizers,
pesticide, seedlings, treatment
chemicals) as the norm set in
technical regulations.

To procure 100 percent amount of
pineapple fruits under the contract.

To procure the surplus amount (out of
the amount under the contract) with
higher price than the one under the
contract (500 VND/kg higher).

To pay farm households (after
deducting the advanced input
support) within 30 days after receipt
of pineapple fruits (if late, DOVECO
will pay the interest rate equivalent to
DOVECO’s lending rate to farm
households.

To plant the pineapple as the set plan; To sell
pineapple fruits in adequate amount with
quality set in the contract to the DOVECO.

Farm households are not allowed to sell
pineapple fruits to spot market without
permission from DOVECO (farm households
could sell surplus amount if they get
permission from DOVECO).

In case households sell pineapple fruits itself
to spot market without permission from
DOVECO and discovered by DOVECO
security guards or responsible persons, the
households will be fined 100 percent of the
prevailing price at that time.

In case households do not sell enough
amount of pineapple fruits to DOVECO as
set in contract:

- Less than 1-15 percent (without right
reasons): households will be fined by the
procurement price at that time

- More than 15 percent (without right
reasons): DOVECO will get back the agriland
from HH.

In case households do not replant pineapple
as set in the annual contract (without right
reason), DOVECO will get back the agriland
from HH

Source: DOVECO 2013.
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4.2.3. Number of contracted farm households and pineapple areas
a. For the whole company

According to DOVECO, there are 1,547 farm households who signed the contracts
with the company in 2013. These are allocated in 11 production teams. The total
pineapple areas under the contract with farm households (including pineapple for harvest,
as well as young pineapple) were 1,851 ha and the average pineapple area per farm
household was 1.2 ha. In 2013, there are 11.9 thousand tons of pineapple fruits to all
contracted farm households, of which the amount of Queen variety accounted for 21.14
percent and the rest of 78.86 percent come from Cayen varieties (Table 2). The annual
production assignment contracts also identify the area of pineapple replantation for each
contractee in the year. Accordingly, the total areas for replantation in 2013 was 316 ha.

Table 2. Farm households and pineapple areas in Dong Giao Company (2013).

Unit Quantity
1. Number of contracted farm HHs hhs 1,547
2. Total agriland under HH contract ha 2,259
- Of which: pineapple areas ha 1,851
- Average pineapple area per farm HH ha 1.2
3. Total assigned pineapple production to contracted ton 11,905
households
Of which: - Queen variety ton 2,517
- Cayen variety ton 9,388
4. Total area for pineapple replantation ha 356.3

Source: DOVECO 2013.

b. For the survey households

All survey households have signed contracts with the company for pineapple
production. The households who signed the land use contract before 2005 accounted for
24 percent while 62 percent of the households signed the contract between 2005-2010
and the rest of 14 percent of the households was done after 2010. The average
pineapple area of one household is around 1.4 ha. The large-scale households have
pineapple production areas of nearly 2 ha while the figures of medium-scale and small-
scale are 1.2 ha and 0.8 ha, respectively. The total production of pineapple was 30.2 tons
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per household per year, ranging from 12.6 tons to 42.8 tons depending on the farm
scales.

Table 3. General information of survey households.

Unit Large-scale | Medium-scale Small-

scale
1. Total survey HHs hhs 20.00 25.00 15.00
2. Age of householders years 45.1 44.6 48.4
3. Family size per/hh 3.68 3.85 4.00
4. Family labor per/hh 1.95 1.92 2.00
5. Pineapple areas/hh ha 1.97 1.19 0.88
- Investment periods ha 0.35 0.42 0.52
- Business periods ha 1.62 0.75 0.36
6. Pineapple production/hh ton 42.84 30.83 12.60
7. Ratio of HHs signing contracts % 100 100 100

Source: Survey 2014.

4.2.4. Contract implementation results
a. For the whole company

DOVECO has well-organized the procurement of pineapple fruits from contracted
farm households to meet the demands for its processing. The total amount of pineapple
fruits procured by DOVECO from contracted farm reached to 12.47 thousand tons, over
4.7 percent in comparison with the contracted amount assigned to farm households. The
amount of Queen variety in 2013 was 2,541 tons (including early harvest in 2014 due to
the late ripening in 2013) or around 1 percent higher than assigned amount by the
contracts. The amount of Cayen variety reached 9,925 tons over 5.72 percent (Table 4).
The contracted households also fulfilled the task of pineapple replantation as the actual
replanted areas was 3.3% higher than assigned area by the contracts.
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Table 4. Pineapple contract implementation in 2013.

In total By variety
Queen Cayen

1. Procurement amount

- Actual procurement amount from farm HHs (ton) 12,466 2,541 9,925

- Comparison with contracted amount (%) 104.71 100.92 105.72
2. Pineapple replantation areas

- Actual replantation areas (ha) 361 131.7 229.3

- Comparison with contracted areas (%) 103.3 - -

Source: DOVECO 2013.

b. For the survey households

According to the survey, the total assigned amount in the contract was around 21
tons per household in the average. This assigned amount was based on the pineapple
business areas of the households and the average yield of pineapple crop in each land
grade. This is also based on the agreement between the company and the
representatives of the farm households in the annual meetings. Although the company
would like to raise the contract amount, the households try to negotiate for keeping the
contract amount unchanged. This is so because, if the contract amount is set low, the
households can easily surpass the set amount and sell the surplus to the company with
higher price. They could even sell surplus to the spot market for a good price (with
permission from the company). It is also because the price set in the contract is quite low
compared to the price in the spot market in recent years. Therefore, the households
demand an unchanged contract amount in compromise with the low price.

The assigned amount was significantly varied among the household groups by
scale. While the large scale households must sell at least 33.38 tons of pineapple to the
company, this figure was just 7.6 ton for one households in small scale group.
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Table 5. Pineapple production and procurement amount.

bvT Large- Medium- | Small- Average
scale scale scale

1. Assigned amount in the | ton
contract 33.38 19.11 7.6 20.99
2. Actual sale amount to the | ton
company 35.6 19.13 7.6 21.74
3. Completion rate of % 106.65 100.10 | 100.00 103.57
assigned amount in the
contract
4. Actual production amount ton 54.39 30.83 12.6 34.13
5. Amount to sell to spot| ton
market 19.79 11.7 5 12.72

Source: Household Survey 2014.

In general, the households fulfilled the assigned amount in the contract as the
actual sale amount to the company was 3.6 percent higher than the assigned amount.
However, the sale amount to the company accounted for just 60-65 percent of total
pineapple production of the households in all groups. This means that around 35-40
percent of the pineapple production was sold to the spot market eventhough they it is a
prohibition as set in the contract. They could only sell to the spot market if they appeal to
the company and receive the permit from company. In fact, after fulfilling the assigned
amount, almost all households sold their surplus pineapple fruits to the spot market
despite non-receipt of permit from the company. The households, therefore, complied
with the contract, but not fully. It is because the procurement price offered by the
company for the surplus amount is quite cheap compared with the price in the spot
market.

In 2013, for example, the price offered by the company was only 4,000 VND for 1
kg of pineapple fruit. The price in the spot market was 5,000-5,500 VND/kg. After fulfilling
the assigned amount, the households wanted to sell their surplus amount to the spot
market for a better price. The company security guards are supposed to seize the
insistent households. However, these guards were uncertain who among the households
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were able or not able to fulfill the said amount. Nonetheless, those households that they
caught violating the contract were reported and fined by the company.

On the other hand, the company guards get to remind those households who were
able to fulfill the assigned amount about the company regulation and encourage the
households to sell the surplus amount to the company. In some cases, if those
households sell the surplus amount to the spot market, the security guards usually do not
seize them. This is possibly considered as a compromise between the company and the
contracted households.

4.3. Contract enforcement activities by DOVECO

The total procured amount of the company usually was able to fulfill the planned
amount. This sound result came from the great efforts of the company in enforcing the
households to comply with the contract provisions, including the inputs, technical support,
procurement price negotiation, procurement organization, among others.

4.3.1. Input support for farm households

In order to secure enough amount of pineapple fruits for the processing lines, the
DOVECO was willing to support various kinds of inputs for pineapple households in order
to operate their pineapple farm well. In the contract, the households replanted pineapples
in areas set in the annual agricultural production assignment. The company was
committed to provide the households the ratoon, fertilizers, and nylon for support (not
compulsory). If availed, the company would deduct the cost of these materials when
farmers sell the pineapple fruits to the company.

Sometimes, households needed cash for land preparation cost. The company
would provide the households such loans. However, the households have to pay a loan
interest of 1.5 percent per month, along with the other input costs that the company
supplied in advance. This kind of transaction coincided with the company’s procurement
the pineapple fruits from the households.

Table 6. Input support in advance for new pineapple plantation (per hectare).

) Medium- Small-
Unit Large-scale
scale scale
1. Cost for land preparation Mil 5.00 5.00 5,00
- Loans from DOVECO Mil 1,50 2,32 1,42
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- % of DOVECO's support in total % 30.00 46,42 28,40
2. Nylon roll 14,00 14,00 14,00
+ Supported by DOVECO roll 5,00 5,00 7,00
+ % of DOVECO's support in total % 35,71 35,71 50,00
3. Ratoons Ratoons 57142 60538 55256
+ Supported by DOVECO Ratoons 26934 43590 23455
+ % of DOVECO support % 47,14 70,83 42,45
4. Urea Kg 850,00 850,00 850,00
- Purchased from company Kg 194,00 232,00 457,00
+ % purchase from DOVECO % 22,82 27,29 53,76
1450,0
5. Phosphate Kg 1450,00 0 1450,00
- Purshased from company Kg 469,00 486,00 884,00
+ % purchase from DOVECO % 32,34 33,51 60,97
6. Potasium Kg 950,00 950,00 950,00
- Purchased from company Kg 289,46 347,00 456,48
+ % purchase from DOVECO Kg 30,47 36,53 48,05
7. Chemicals used for treatment kg 58,48 60,27 59,57
(calcium carbide)
- Support from DOVECO kg 0 23,00 26,63
- % of DOVECO's support in total % 0 38,16 44,63

Source: Household Survey 2014

As assigned in the annual contract, the households had to replant the pineapple
on the designated area. Since replanting pineapple were quite costly (around 60 million
VND or USD 3,000 per ha), the households needed the support from the company
through loans or input supplies. Land preparation that utilized tractors or small machines
or hired labor were sustained by the households through the loans provided by the
company in which payments were made as deductions to the pineapple sales. The
company also provided the fertilizers and other inputs for pineapple production of the
households. Agri-staff assisted households on fertilizer application.

According to the survey, the cost for land preparation in pineapple replantation is
around 5 million VND per ha and the households can get 30-46 percent of this amount as
loan from the company. The company also provided the households 35-55 percent of
nylon and 22-60 percent of fertilizers (i.e., urea, phosphate, potassium), as well as
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chemicals (calcium carbide) for treatment for pineapple ripening time. These loans under
the form of input provision in advance is the obligation that compels farm households to
comply with the clause on pineapple procurement in the contract.

4.3.2. Technical help for farm households

The pineapple fruits of the processing lines need to meet the standards on shapes,
size, and quality (not rotten). Therefore, in addition to the advanced input supplies, the
company also provides technical help or guidance to the pineapple households during
farming. The agri-staff of the company visit the pineapple fields to observe and determine
the specific technical details that the farmers need to learn in order to be more productive.
In 2013, the company provided the farmers with various training courses on pineapple
farming: (i) pineapple farming in accordance with GAP (Global Agricultural Practice)
standard; (ii) planting, fertilizing, and chemical treatment when flowering; (iii) use of nylon
soil cover as prevention from wild grasses and soil erosion, as well as keeping nutrition.

Many farmers participated in the training courses and applied the new farming
techniques in practice (i.e., using nylon membrane). The agri-staff of the company also
come on time to freely help the farmers if faced with difficulties in farming and call on for
technical help. Technical guidance is one of the tasks of the company set in the contract.
However, the company's efforts in complying with the contract also enhance the
compliance of pineapple households, especially in fulfilling the procurement amount to
the company.

Table 7. Training courses provided for pineapple farm households.

Training Course 2011 | 2012 | 2013

1 | Training course on general pineapple farming (i.e., planting, 4 3 3
fertilizing, and chemical treating)

2 Experimental model of pineapple farming in accordance with 1 1 2
GAP standards

3 Field meetings with pineapple farmers for discussion and 1 2 2
guidance

Source: DEVECO Agri Department.

According to the household survey (Table 8), around 70-80 percent of the
households considered the technical guidance by the company a good and helpful
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feature of the contract. Most of the farmers (80-88%) thought the guidance were on time.
This is certainly a great effort of the agri-staff of the company which contributed to the
high compliance rate of the households with the procurement clause of the contract.

Table 8. Farmers' opinions on technical guidance (%).

Farmers' opinion Large-scale Medium-scale Small-scale
Guidance Very good 10,53 11,54 20
methods Good 68,42 61,53 60
Fair 15,78 19,23 20
Not good, yet 5,27 7,70 0
Time of guidance | Ontime 84,21 88,46 80
Not on time 15,79 11,54 20

(Source: Household Survey 2014).

4.3.3. Organizing the pineapple procurement
a. Setting-up the harvesting plan and estimating the pineapple production

At present the company has installed four pineapple processing lines with quite a
big processing capacity. However, if the harvest focus on a short time, then the total
production of fresh pineapple could surpass the capacity per day and the company would
face difficulties in pineapple conservation and procurement. To avoid this situation, and to
secure that the processing lines are used the whole year (if not, the workers will be laid-
off, and the lines will be unoccupied), the company has tried to adjust the harvesting time
of the pineapple households. That of a harvesting time covering a short time, but spread
over a long time. In doing so, the agri-staff accompany the production team leaders to the
pineapple fields very often to observe the growing situation of the crop. Based on the
growing situation, the agri-staff work with the households to decide what time the
households should do chemical treatments for pineapple flowering. From the flowering
time to harvesting time, the agri-staff would periodically come visit the fields to assess the
pineapple fruit situation. Before harvesting time, around 1 month, the households are
required to register the harvesting date with the company and the agri-staff would come
to the field to roughly estimate the pineapple production amount and quality. By this way,
the company controls and adjusts the harvesting date of the households in order to
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secure the amount for relevant processing. When the harvesting date is decided, the
company sends one harvesting order slip to the households to arrange the hired laborers
to harvest the fruits on that day.

b. Transportation support

The company has its own transportation of 20 trucks responsible for moving the
pineapple fruits from the fields to the processing workshops. Based on the harvesting
plan agreed between the households and the company, the company schedules the truck
on the harvesting date. The households load the pineapple fruits from the fields to the
truck and join the trip to the processing workshop. At the workshop, the pineapple fruits
are further classified according quality and amount. The households receive a slip to
certify the pineapple amount sold to the company as the evidence for payment later. The
households do not have to pay the transportation fee for the company.

In case the company cannot schedule their trucks on the harvesting date (when all
trucks were already out for schedules), the households can hire the trucks from other
providers to transport the pineapple fruits to the processing workshops. The company
supports the transportation costs based on distance from fields to processing workshops
(around 15 thousand VND per km). This policy of the company encourages the
households to sell the pineapple fruits to the company.

c. Farmers' assessment

According to the survey results (Table 9), the harvesting arrangement is
considered a good mechanism to pineapple production by more than 75 percent of the
farmers. By setting the harvesting date, the company has eliminated the situation that the
households have to wait long for transportation services from the company and thus
ensuring the good quality of pineapple fruit. More than 75 percent of the farmers also
positively assessed the transportation services provided by the company, including the
truck arrangement and support to transportation fee (i.e, in case not enough trucks are
available for transporting).

Table 9. Farmers' opinions on harvesting arrangement and transportation support

(%).
Very Good Good Fair Not Good
Harvesting arrangement 28 48 18 6
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Transportation support 34 42 16 8

Source: Household Survey 2014.

4.3.4. Security guard team and its activities

Due to the higher pineapple price in spot market, several households considered it
a potential outlet to their pineapple fruits. In order to prevent households from selling
pineapple fruits to this market, the company established a safeguard unit and arranged
several barriers on the gates or on the main lanes of the pineapple fields. During
harvesting season, trucks—company available or rental—are provided by the company to
transport the pineapple fruits. The security guards inspect the pineapple trucks to see if
they are carrying the right amount of harvest as stipulated in the contract by checking the
harvesting order slip.

In the event that the households did not follow the harvesting plan issued by
company and the said guards’ suspicion of selling to the free market, they verify
information with the agri-department of the company. If the suspicion is correct, the
guards and the staff of the company seize the pineapple trucks and make the households
pay a fine as set in the contract. In June 2013, for example, the guards seized around 10
tons of pineapple fruits from several households who violated the clause in the contract or
tried to sell pineapple fruits to spot market. This served as a warning to the other
households who were inclined to violate. This action therefore significantly contributed to
the reduction of contract-violated cases.

4.3.5. Procurement price and payment by DOVECO
a. On the procurement price

Procurement price greatly affects the compliance of households. If the
procurement price set in the contract is relatively low compared with the price offered in
the spot market, households tend to breach the contract and sell the agricultural products
to the spot market. In efforts to reduce breach of contract, the company will negotiate the
procurement price with the households in the annual meeting. After the procurement
price had been negotiated and agreed upon between representatives of the pineapple
households and the company, it will be used in the annual production assignment
contract prevailing price in that year. The company will calculate the payment to the
households based on this price.

In recent years the company tried to negotiate and maintain the price at 2-3
thousand VND per kilogram of pineapple fruit. In the spot market, however, the price of
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pineapple fruit was 4.5-6 thousand VND per kilogram (kg). This big gap between
contracted price and spot market price was considered the main reason that lead to the
contract breach of the households. Thanks to the great efforts by the company in
deployment and surveillance activities by the safeguard teams and various support, most
of the households fulfilled the assigned amount. There were still opportunistic households
who did not fulfill the assigned amount in the contract and sold their pineapple fruit to the
spot market for more profit. As stated in the contract, if pineapple production of
households surpass the assigned amount, the households must sell the surplus amount
to the company with the higher price of 500 VND per kg compared with the contract price.
It only meant that the households cannot sell their pineapple fruits to the spot market.
They can only sell the surplus amount to the spot market if they receive the permit from
the company. However, for almost all households, once they fulfiled the assigned
amount in the contract, they would sell the surplus amount to the spot market for a higher
price. As seen in Table 5 around 35-40 percent of the pineapple production of the
households were sold to the spot market. This is because the pineapple price in the spot
market was significantly higher than one set in annual production assignment contract.
Usually, after the households fulfilled the assigned amount in the contract, the company
did not fiercely forced them to sell to the company as when they still did not fulfill.

b. On the payment time and mode

As set in the contract, the company would pay the farmers after the
deductions had been made in the company advances on pineapple farming inputs.
The company would pay the farm households within 30 days since the time
households sold the pineapple fruits to the company. If the company failed to pay
in 30 days, an interest rate should also be due to the company and should be paid
to the farm households. In practice, as reported by farm households, the company
usually pay late to farmers. Farmers were paid only before the New Year holiday
thus, with some other financial concerns that coincide with this period, farmers
were face some related livelihood difficulties.

Table 10. Farmers' opinions on payment mode and time (%).

Large- Medium- Small-

scale scale scale
1. Payment a. As set in contract 26.32 23.08 20
time b. Late than set in contract 73.68 76.92 80
2. Payment a. Suitable 21.05 15.39 20
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mode b. Unsuitable 78.95 84.61 80

Source: Household Survey 2014.

The survey results showed that only 20-26 percent of the survey households were
paid on time as set in the contract. Some 73-80 percent of the households were paid late
and very late. The payment mode of the households was considered unsuitable by most
of the households. It was because when the company paid late to farmers they only paid
additional interest rate of 0.5 percent per month to farmers. Meanwhile, if the company
provided the farmers with loans or advance production inputs, the farmers have to pay
the interest rate of 1.5 percent per month. This is three times higher than the interest rate
paid by company. Many farmers felt this was unfair, that became one of the reasons that
led to contract breach.

4.4. Implications for effective enforcement of the contract
4.4.1. Improving contents of the annual assignment production contract

The origin of contract breach or contract dispute was due to irrelevance of several
clauses in the contents. At first, almost all farm households argued that the procurement
prices set in the contract was quite low and inflexible. Therefore, it is necessary that the
company should study and propose the more flexible price mechanism. For example, in
case the price in the spot market become higher than the price set in the contract at
certain level (i.e.,50%), the company should adjust the procurement price (i.e., 20%
higher compared with the price set in the contract) so that the farmers felt they were
treated fair and was not at a disadvantage. This may help reduce the cases of contract
breaches and disputes. A flexible price system in the contract, especially adapting to
market change in agricultural commodities relative to production seasons, crop value,
and fluctuating prices—is also an experience in several successful cases of contract
farming in Vietham (ADB 2005).

Secondly, the company also needed to adjust the procurement price for the
surplus pineapple amount (compared to the amount set in the contract). At present, once
farm households fulfil the assigned amount in the contract, they are not free to sell the
surplus amount to the spot market. But, they are compulsory to sell the surplus amount to
the company and get the higher price of 250-500 VND per kg of pineapple fruits
(compared with the original price set in the contract). They can only sell the surplus
amount to the spot market if they get permission from the company. This offered price is
considered low because in recent years the price of spot market is often 2,000-3,000
VND/kg higher than the one set in the contract. This is the main reason leading to the
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contract breach or disputes. The company should increase the price for surplus amount
(up to 80% compared to the spot market price) so that the farm households will sell to
company and the farmers also make more efforts to increase their pineapple yield. This
also possibly brings more benefit to the company as the company can save the
investment cost, but still can buy the big quantity of pineapple fruits (from surplus
amount).

Thirdly, the contents of the contract should clearly identify who will be the arbitrator
for settling the arising disputes or protecting the rights of both sides of the contractor and
contractees. Local government (loke commune authorities) should be involved as
intermediator between the farm households and its role should be enhanced.

4.4.2. Securing payment on time to farm households

As mentioned above, the company often make the payments to farm households
very late compared to the time set in the contract (within 30 days after pineapple delivery)
and this put the livelihoods and production investment of farm households to face
difficulties. Many farm households take this as the reason for them to breach contract
with the company. To reduce the contract breach, it is necessary that the company
should have a firm plan to secure its financial source and pay farm households on time.
In case the company could not pay on time, it should pay an interest to the farm
households. This interest rate should be equal to the interest rate the farmers are paying
to the company for loans.

4.4.3. Enhancing the input support for farm households

According to the farmers' assessment, there exists quite many problems in the
input support by company to the farm households, especially for fertilizers. Firstly, the
price of the fertilizers supplied in advance by the company was quite high compared with
market price. Secondly, the interest rate that the company calculated for advanced input
supplies was high (1.5% per month) meanwhile the interest rate for loan provided by
banks was just 0.8-1% per month. The quality of fertilizers supplied by the company was
also another problem as several farmers reported that the quality of the fertilizers was not
very good. As the investment cost for pineapple production is quite big and many
households do not have enough money for the investment, the input supports through
advanced supplies by the company still play the important role in helping farm
households in pineapple production. However, the company need to reduce the price of
input supplies. That is, interest rate for advance input supplies and to secure the quality
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of fertilizers and well as other inputs. This will certainly contribute to more compliance of
farm households with the contracts.

4.4.4. Raising the awareness of farm households on their responsibility in contract
implementation

One of the reasons leading to the contract breach by farmers is the inadequate
awareness of the farm households on their responsibility in contract implementation.
Several opportunistic farm households sold their pineapple fruits to the spot market even
though they still did not fulfill the assigned amount in the contract. They only looked for
the short-term gain, not long-term. If number of these households become high, the
company may not get enough pineapple fruits for kick-start processing machines (each
time to kick-start processing machine need at least 10 tons of pineapple). And the
processing factory has to achieve 40 percent of the designed capacity to reach break-
even. If the leaders of company think that they could not purchase at least some certain
amount, for getting the profit from pineapple fruit processing, they may not purchase any
amount. This situation already happened in other pineapple processing factory in Quang
Nam province where the farmers have to find traders to sell their pineapple fruits and
suffer the depressed price. But, farmers have no choice as they cannot keep their
pineapple fruits longer. Consequently, both processing company and farmers felt bad.

In Dong Giao company, when the households that have not fulfilled the assigned
amount are discovered to breach the contract as selling the pineapple fruits to spot
market, as a consequence the sold amount is confiscated. Likewise, the company staff
talk to the households about the cost of contract breach so that the households could fully
understand the importance of contract compliance. This possibly make the farmers not
violate the contract later again. The company have not evicted any households from the
lands because as a win-win situation, the farmers need to be educated in order to
advocate them not to violate the contract. Also, the company still wanted to facilitate a
good relation, not tension, between the farm households and the company.

To prevent contract breach, it is necessary that all farmers need to be aware of the
long-term benefit of their compliance with contract assignment. Therefore, the company
should make efforts to raise the farm households’ awareness on their responsibilities and
benefits in contract fulfilment. The company should coordinate with local commune staffs
to disseminate the needed information to the farm households through the local mass
media channels, annual meetings with farmers, campaigns, and other information,
education, communication (IEC) activities. This will certainly help reduce the number of
contract breach cases.

4.4.5. Enhancing the coordination between the company and the local authorities
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The farm households directly sign the contracts with the company and they are
arranged in the production team for management by the company. However, the
pineapple farmers are also managed by communal and village authorities in state
administration system. The local authorities usually play the important role in orienting
and managing the behaviors of farmers in production and marketing. Therefore, the
company should closely coordinate with the local authority staff in implementing
information dissemination, production guidance, and pineapple field protection. When the
role of the local authorities are enhanced in supporting pineapple production and
procurement, the farmers become aware of their responsibilities in contract fulfilment.
Hence, the compliance with the contract will surely be improved. This is the experience of
several successful cases of contract farming in Viethnam such as the contract farming
between tobacco farmers and Le Minh company in Lao Cai province and cashew farmers
and Dahoai cashew exports and processing factory (ADB 2005).

5. CONCLUSION

The development of agriculture continues to play a key role in the transformation
of economies. More importantly, in linking small farmers to modern markets by
coordinated buyer-supplier networks through contract farming. This has become more
popular in developing countries in the recent decades. In Vietham, where agricultural
production plays a very important role, market contracts in agricultural production have
been recently promoted by the government as a strategy to increase quality management
in the supply chain and stabilize farmer incomes. The number of market contracts signed
between farmers and companies has increased. However, contract completion has not
been successful as many farmers breach the contracts. The lack of a strong enforcement
mechanism for contracts has been argued as a major contributor to contract failure in
Vietnam.

This study is designed to investigate the enforcement of the contract farming
between pineapple farm households and Dong Giao agro-processing company. It is quite
a successful case of contract farming in Vietnam. In addition to the secondary data
collected from various sources, 60 pineapple households with different production scale
has been randomly selected for the survey to get the primary data. The study results
showed that there were 1,547 farm households who signed the contracts with the
company in 2013, allocated in 11 production teams. A total of 1,851 ha under the contract
were assigned the amount of 11.9 thousand tons of pineapple fruits. The total amount of
pineapple fruits procured by DOVECO from the contracted farm households reached
12.47 thousand tons, over 4.7 percent in comparison with the contracted amount
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assigned to farm households. Over 90 percent of the farm households fulfilled the
assigned amount in their contract.

DOVECO has signed two kinds of contract with farm households, namely: (i) land
use assignment contract to farm households for 9 years; and (ii) agricultural product
assignment every year. The latter is a kind of contract signed by DOVECO and the farm
households to specify: (i) the amount of pineapple fruits the farm households should sell
to DOVECQO; (i) the quality classification of pineapple fruits; and (iii) the price of
pineapple fruits in the current year. The contract also identifies the right and responsibility
of contractor and contractees in the current years for pineapple production and
procurement.

The DOVECO has organized a number of activities to enforce the compliance of
farmers with the contracts including: (i) the advance input support for farm households;
(i) technical guidance, (iii) organization the pineapple procurement through setting-up the
detail harvesting plan and transportation support; (iv) arrangement of security guards; (v)
annual negotiation for price and payment agreement between farmers and the company;
and (vi) possibility of land eviction for persistent breach of contract. The fact that this
former state enterprise owns the land has decisive implication for its ability to enforce
contracts.

Most of the households highly appreciated the company's technical guidance,
procurement organization, and advance input support. However, many farmers were
concerned on low procurement price (compared to the price in spot market), payment
time and modes, low quality of advanced input support, and high interest rate calculated
for loan and advance input supplies. The company is perhaps too powerful, allowing it to
implement practices perceived as objectionable by farmers. These were considered as
the reasons that lead farmers to practice a weak form of contract breach, like the selling
of surplus quantities of pineapple to the more lucrative spot market.

Based on the farmers' opinions and current performance of contract
implementation, the study draws several solutions that could enforce the compliance of
the farmers with the contract in the future. These solution includes: (i) improving the
contents of the annual assignment production contract; (ii) securing on-time payment of
the company to farm households; (iii) enhancing the input supports for farm households;
(iv) raising the awareness of farm households on their responsibility in contract
implementation; and (v) enhancing the role of local authorities in arbitration and dispute
resolution.
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ANNEX 1. Decision No. 80/2002/QD-Ttg on Policies to encourage the contractual
Sale of Commodity Farm Procedure.

THE PRIME MINISTER OF GOVERNMENT SOCIALIST REPUBLIC OF VIET NAM
------- Independence - Freedom - Happiness

No: 80/2002/QD-TTg Hanoi, June 24, 2002

DECISION
ON POLICIES TO ENCOURAGE THE CONTRACTUAL SALE OF COMMODITY FARM PRODUCE

THE PRIME MINISTER

Pursuant to the December 25, 2001 Law on Organization of the Government;
At the proposal of the Minister of Agriculture and Rural Development,

DECIDES:

Article 1.- The State encourages enterprises of all economic sectors to sign contracts on sales of
commodity farm produce (including agricultural, forestrial and aquatic products) and salt with producers
(cooperatives, peasant households, farms, peasant households representatives) with a view to linking
production with processing and consumption of commodity farm produce to develop production in a stable
and sustainable manner.

The contracts, after being signed, shall serve as legal basis for binding the parties in their responsibilities
and obligations, protecting the rights and legitimate interests of the raw materials producers and the
production, business, processing and exporting enterprises under the contractual provisions.

Article 2.- The contracts on sales of commodity farm produce must be signed with producers right at the
beginning of crop seasons, the beginning of the year or the beginning of a production cycle. For the
immediate future, to sign contracts on sales of products being major export items: rice, aquatic products,
tea, coffee, pepper, rubber, cashew nuts, fruits, mulberry, meat, and major industrially processed products
for domestic consumption: cotton, sugarcane, tobacco, raw material-forest trees for the paper industry,
timber processing industry, milk and salt production...

The contracts on sales of commodity farm produce shall be signed between enterprises and producers in
the following forms:

- Advance of capital, supplies, technical and technological assistance, for purchase of commodity
farm produce;

- Sale of supplies and purchase of commodity farm produce;
- Direct consumption of commodity farm produce;

- Production cooperation: The peasant households may use the land use right value for capital
contribution, joint venture, cooperation with enterprises or sublease land to enterprises, then the peasants
may carry on production on the land they have used for capital contribution, joint venture or cooperation or
have leased, and send farm produce to enterprises, thus creating the sustainable bond between the
peasants and enterprises.

The contracts on sales of commodity farm produce must ensure the contents and forms as prescribed by
law.

41



Article 3.- A number of key policies to encourage enterprises to sign farm produce-selling contracts with
producers.

1. Regarding land

The People’s Committees of the provinces and centrally-run cities shall create favorable conditions for
peasants to fully and legally exercise their rights on the use of land, the use of land use right value for
capital contribution, joint venture or cooperation with enterprises engaged in the processing, export and
import of farm produce; direct the elaboration and finalization of planning of regions for concentrated
production of commodity farm produce, creating conditions for producers and enterprises to organize
production, sign contracts on the sales of farm produce; direct the realization of patching land and fields
together in places where it is so necessary.

The farm produce- processing, -selling and/or -exporting enterprises, which have demands for land to build
processing plants or warehouses, goods preserving yards and transportation shall be given priority in land
lease. The People’s Committees of the provinces and centrally-run cities shall specify the favorable
conditions in terms of procedures and prices in order to support enterprises in receiving land for investment.

2. Regarding investment

The concentrated raw materials-producing zones are linked to commodity farm produce- processing and
consuming establishments through contracts on sales of commodity farm produce and shall be partly
supported by the State budget in investment in the construction of infrastructure (communications roads,
irrigation works, electricity supply), system of wholesale markets, preservation warehouses, market
information networks, commodity farm produce quality-inspecting establishments. The financial mechanism
and budget support shall comply with the provisions in Article 3 of Decision No. 132/2001/QD-TTg of
September 7, 2001 of the Prime Minister.

3. Regarding credit

- For commercial credit, the commercial banks shall meet the capital-borrowing demands of
producers and enterprises, that have signed contracts, at negotiable interest rates under favorable
conditions and procedures. The producers and enterprises may mortgage the assets formulated from loan
capital to borrow capital from banks, may borrow capital with trust guarantee and borrow capital for efficient
production and business projects.

- Producers and enterprises that sign farm produce-sale contracts and have projects on exports
production and processing shall be entitled to benefit from the forms of State investment from the
Development Assistance Fund as provided for in the Government’s Decree No. 43/1999/ND-CP of June 29,
1999 on the State’s investment credit and the Prime Minister’s Decision No. 02/2001/QD-TTg of January 2,
2001.

- Enterprises which have signed contracts on the sale of farm produce for export and have projects
on exports production and trading shall be entitled to borrow capital from the Export Support Fund under
Decision No. 133/2001/QD-TTg of September 10, 2001 of the Prime Minister promulgating the Regulation
on export-support credit. Enterprises marketing farm produce according to crop seasons may borrow
capital from the Export Support Fund to buy commodity farm produce under contracts and may be eligible
for the application of the form of trust guarantee or mortgage with assets formed from borrowed capital to
borrow capital.

- For deep-lying, far-flung, difficulty-hit, border and/or island areas, in addition to the current credit
policies on lending to producers and enterprises such as providing loans to poor households, reducing
lending interest rates upon repayment, the following policies shall also apply:

+ For investment projects on processing agricultural products, selling commodity farm produce,
borrowing capital from the Development Assistance Fund can be made at the annual interest rate of 3%.
Where the projects are implemented by State enterprises, when the projects are put into operation, the
State budget shall fully allocate 30% of the working capital;

+ The provincial/municipal People’s Committees shall decide on the use of local budgets to support
the interests on bank loans for each project on production, processing and/or sale of commodity farm
produce, suitable to the practical conditions of each locality.
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4. Regarding transfer of technical advances and technologies

Annually, the State budget shall reserve some funding to support enterprises and producers that sign farm
produce-sale contracts in the application and quick popularization (including import) of new strains,
technical advance, new technologies to the preservation, processing of agricultural, forestrial and/or aquatic
products; new investment in, renovation or upgrading of establishments for production and multiplication of
plant varieties and animal breeds; diversification of propagation and education forms (video, radio,
television programs, Internet) with a view to fast popularizing technical advances and new technologies,
information on market and prices to producers and enterprises.

The concentrated commaodity production regions under farm produce- sale contracts shall be given priority
in deployment of and support for the work of agricultural, forestrial and fishery promaotion.

5. Regarding markets and trade promotion

Apart from the current policies, for the concentrated commodity production regions, the exporting
enterprises of all economic sectors, which sign commodity farm produce-sale contracts with peasants right
at the beginning of the crops, shall be given priority to participate in performing the State’s trade contracts
and trade promotion programs organized by the Ministry of Trade, the concerned ministries and branches,
the Commodity Lines Associations and localities.

Article 4.- The signing and performance of commodity farm produce-sale contracts between producers and
enterprises must strictly comply with the law provisions on contracts.

The commodity farm produce-sale contracts shall be certified by commune People’s Committees or
authenticated by the district notary offices.

Enterprises and producers shall have the responsibility to strictly observe the contractual commitments; any
party that fails to comply with the signed contents, thus causing damage shall have to pay compensation to
the party suffering from the damage.

The contractual parties shall reach mutual agreement on handling of risks brought about by natural
disasters, sudden changes in market prices and other force majeure reasons on the principle of risk sharing
and shall be considered by the State for partial support for the damage as provided for by law.

Enterprises must not compete to buy commodity farm produce of peasants who have got investment from
other enterprises for production development; must not sign commodity farm produce-sale contracts with
the producers who have already signed such contracts with other enterprises. The producers can sell their
contractual commodity farm produce to other enterprises only when the enterprises which have made
investment in the production thereof or have signed commaodity farm produce-sale contracts refuse to buy
or do not buy out their commodity farm produce.

Where there appear contractual disputes, the commune People’s Committees shall have to coordinate with
the Peasants Association of the same level and the Commodity Lines Association in organizing and
creating conditions for the two parties to settle their disputes through negotiations, reconciliation. Where the
negotiation and reconciliation fail, the involved parties will bring their disputes to courts for settlement
according to law.

Article 5.- In the course of contract performance, if enterprises breach one of the contents: failing to buy
out commodity farm produce; failing to buy on time, at the right places as already committed in the
contracts; committing trade frauds in the determination of quality standards and quantity of commodity farm
produce; taking advantage of the contractual monopoly to buy at prices below the contractual prices or
committing other acts which cause damage to producers shall, depending on the nature and seriousness of
their violations, be subject to the following handling measures:

1. Paying compensation for all material damage caused by their acts of violation according to the law
provisions on contracts;

2. The competent State bodies terminate or suspend their right to trade in the farm produce items which the
enterprises have violated, and announce on mass media the contractual breaches by the enterprises.

Article 6.- In the course of contractual performance, if producers who have received the capital and
supplies advanced by the contractual enterprises, but deliberately refuse to sell farm produce to the latter or
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sell their commodity farm produce to other enterprises which have not signed contracts for investment in
production; sell with inadequate volume and/or not on schedule, fail to ensure the goods criteria and quality
prescribed in the contracts; fail to repay in time or commit other acts of violation shall, depending on the
nature and seriousness of their acts, be subject to the following handling measures:

1. Repaying to the enterprises the debt amounts on supplies, capital (including interests on bank loan
capital for the duration of advance), which they have received as advance.

2. Paying compensation for the damage caused to the enterprises according to the law provisions on
contracts.

Article 7.- The provincial/municipal People’s Committees shall have to direct the application of measures to
accelerate the process of reorganization of production and sales of farm produce through contracts in their
respective localities, paying attention to well performing a number of following tasks:

- Directing local branches to propagate widely among people the contractual production mode, to
enhance law education, raise the sense of law observance for enterprises and peasants so that people
sympathize with and respond to the new mode of business in the market mechanism;

- Selecting and deciding concretely (in cases of necessity, they should coordinate with concerned
ministries, branches, State corporations) the enterprises to sign commodity farm produce-sale contracts;
and at the same time step by step expanding the mode of signing contracts on sales of commodity farm
produce so that at least 30% by 2005 and over 50% by 2010 of the commodity farm produce output of a
number of big commaodity production branches are marketed through contracts.

- Guiding enterprises and producers to sign contracts on production and sales of commodity farm
produce in their respective localities; directing the Services, Departments and branches in the provinces to
urge and inspect the signing and performance of contracts;

- Coordinating with the Ministry of Agriculture and Rural Development, the Ministry of Aquatic
Resources, Vietham Union of Cooperatives, Vietnam Peasants Association in directing the implementation
of the Resolutions of the 5th plenum of the IXth Party Central Committee on further renovation,
development, and raising the efficiency, of collective economy thereby to expand the mode of selling
commaodity farm produce through contracts signed with agricultural cooperatives.

- Adopting measures to provide necessary assistance and create conditions for producers and
enterprises in realizing the mode of contractual sale of commodity farm produce, detecting in time problems
faced by enterprises and producers in the course of implementing this mode; handling in time problems
which fall under the responsibility and competence of the localities and taking initiative in working with the
concerned ministries and branches to handle matters falling beyond the jurisdiction of localities;

- Directing the building up of a number of models of contractual production mode so as to draw
experiences for general direction and finalization of policies, aiming to accelerate the process of closer and
closer and more efficient cooperation between the producers, processors and consumers of commodity
farm produce.

Article 8.- Responsibilities of the concerned ministries, branches and organizations:

1. The Ministry of Agriculture and Rural Development and the Ministry of Aquatic Resources shall
promulgate their respective branches model contracts on sales of commodity farm produce for application
by enterprises and producers in the course of implementation; monitor and sum up the application of the
mode of contractual sale of commodity farm produce for report to the Prime Minister.

2. The Ministry of Trade shall have to guide the support for enterprises in trade promotion and search for
farm produce outlets.

3. The Finance Ministry shall examine tax policies to suit the contractual parties; work out policy
mechanism for setting up commaodity lines insurance funds and submit it to the Government for decision;
guide the relevant financial policies.

4. The State Bank of Vietnam and the Development Assistance Fund shall guide the direction of loan
provisions to enterprises and producers as prescribed in this Decision.
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5. The Government’s agency exercising the State management over prices shall guide the principles for
determining the floor prices of commaodity farm produce purchased by enterprises from producers so as to
ensure benefits for the producers and efficient business for enterprises.

6. Vietham Peasants Association and the Commodity Lines Association shall promote their roles and
positions to support enterprises and producers in signing contracts for sales of farm produce.

Article 9.- This Decision takes implementation effect after its signing.

Article 10.- The ministers, the heads of ministerial-level agencies, the heads of the agencies attached to
the Government and the presidents of the provincial/municipal People’s Committees shall have to
implement this Decision.

PRIME MINISTER

Phan Van Khai
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