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PREFACE

This study of contracts to sell farm products has been
made at a time in which increasing attention has been focused
upon the whole subject of contract farming. It deals with a
small part of the changing relationship between farmers and
their customers but it is hoped that it will be of interest
to all who are involved in the practice or planning of agri-
culture.

One disclaimer must be made. In some quarters there is
a tendency to regard contract farming as a panacea for the
problems facing the agricultural industry. This author does
not share such optimism. The evidence recorded here suggests
that although contracts may remove some problems, they may
create others and be irrslevant to many more. Contracts have
their role, together with many other devices, in assisting the
complex and subtle adjustments which are needed if the agricul-
tural industry is to become more competitive. They do not
offer a comprehensive solution.

This study has involved the voluntary co-operation of

many people. Such co-operation has required the expenditure
of time and thought which might well have been devoted to
more profitable or more entertaining activities. The author
is very grateful to all who took part and regrets that in-
dividual acknowledgement is not possible. Two groups of
helpers may be distinguishad, first the farmers and second

those firms involved in marketing farm products.




In ancient times kings used to kill those who brought
bad tidings. In recent years economists have often secemed
to be bearers of ill news to the farming industry. It is
then all the more gratifying, to record the very kind way
in which almost every farmer approached provided information
both by post and by personal interview. It is hoped that,
for farmers, this study will help to dispel some of the
terrors and expose some of the possibilities of contract

trading.

Information and advice was also provided by agricul-

tural merchants, large and small, by wholesalers of farm
products, by processing manufactursrs and by retail organi-
sations. The recadiness of these firms to discuss openly the
problems of their trade, their experience of contracts with
farmers and their plans for the future, proved invaluable.
It became clear that any simplified discussion of contracts
as an agreement between two sides whose interests were
opposed was misleading. If this study stimulates a greater
readiness, by both farmers and their customers, to experi-
ment with methods of contract trading, both may benefit.
Finally the author wishes to record a personal debt to
Professor Edgar Thomas for his help. The good things in
this study owe much to him, the remainder are the responsi-

bility of the writer himself.




CHAPTER I - INTRODUCTION

Three main considerstions gave rise to this study of contract farming.

First, was the widespread fear with which many farmers and agricultural
commentators regarded the encroéchment of big business upon farming. Second,
was the desire to identify what factors tended to foster the growth of con-
tract farming, and what to impede.it. Third, was the importahca of assess-

ing the impact of such developments upon the economy as a whole.

Traditionally agriculture is an industry of small family units. Although
work may be arduous and profits exiguous the farmer has been his own master.
The concept of integfation - thé complete control of the farm firm by some
outside business -~ causes a very real fear that this prized independence will
be lost. In popular discussion contract far&ing is usuaglly identified with
vertical integration - control by the customer or the supplier who is pérty
to the contract. In fact such an'idehtifiéation confuses the issue. Contract
farming is not in any sense integration. The farmer signs a contract because
he believes it offers him the best'opportuhity of making a profit. If control
of the farm were to have péssed to an outside agency it would be the profit
of that concern alone which would be the determinative factor in farm policy.

In contract farming the farmer is still free to choose or refuse a contract.

Although it is misguided to use the term integratioh to describe the
relationship between farming and other businesses under contract farming,
there is of course a much greater involvement by each party in the needs
and capacities of the other. This has been described as vertical co-
ordination - a term which avoids some of the misleading overtones of ihte-
gration. Undoubtedly within the framework of such co-crdination some of the
liberties which farmers (and, for that maﬁter, other businessmen) have

enjoyed will be lost. The degree of loss depends upon the type of contract
signed. '

For the purposes of discussion it has been found convenient to ideﬁtify
four main types of contract in this study. These can be listed in ascending -

order of interference with farmers'traditionél liberties :-




Forward Sale contracts - arrangements to sell an already harvested

crop to a particular buyer at a later (specified) period.

Marketing contracts -~ arrangements covering the sale of a product

which is being produced, usuélly including terms concerning price,
quantity, quality, time of delivery, packaging and transport..

Production contracts - arrangements which in addition to marketing

terms include some restriction upon methods of management (housing,
feeding, rotation etc.).

Resource providing contracts - arrangements whercby the farmer's

customer supplies some of the input items free of charge - taking
payment out of the final price of the product; this type of

contract includes terms dealing with production and marketing.

Contracts of the resource providing type are, sometimes,
regarded as a form of creeping take-over. The farmer, it is argued,
may become more and more involved with the customer, dependent upon
him for raw materials and bound to him for a market. Ultimately it may
become impossible for him to escape from the contract because to do so
would involve bankruptcy. At this point integration in the true sense

may be said to exist.

It is important to stress that such a train of events
arises from the existence of credit rather than from the existence of
a contract. If the contract initially had been drawn in terms unfavour-
able to the farmer (the price charged for credit fixed too high) then it
may impair his credit position and weaken resistance to this type of
take-over. Essentially it is a matter of commercial judgement to assess
the terms of a contract. Bad judgement here will damage the farm

ecoromy as will bad judgements in any other matters of farm management.

In these circumstances it seems very necessary that current
practice and experience of contract trading should be well documented

and analysed. In practice, relatively little information exists about

what types of contract are used, what experience farmers have of contract

trading and what real dangers and opportunities the system presents. It
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is one of the aims of this study to make some contribution in this direction.

A second intention of the study is to explore those factors in the
current situation which seem to foster the growth of contract trading. It
is clear that a multitude of different factors, many working in contrary
directions, must be considered. In part these may be summed up in terms
of the effect of the arrangement upon the money profits of all concerned.
More completely, however, some attention must be paid to the uncertain non-
monetary motives which are clearly of importance in farming - and probably

in every other industry.

Contracts depend upon agreement between at least two parties. Thus to
discuss the forces currently tending towards the growth of contract trading
it has been necessary to look beyond the farm gate. Farming, like other
industries, seems subject to.an ever increasing division of labour and
specialisation of function - what happens on the farm must be seen in the
context of a long chain of inter-connected processes which starts before
the farming process and continues through to the final consumer. The basis
of agreement, upon which contracts must depend, hinges upon a synchronisation
of interest between the farmer and at least one other link in the chain. It
has then been necessary to examine some of the pressures and attitudes at

work upon other sectors of the agricultural and food industries.

The implications of contract trading affect the whole economy. To some
degree the deficiency payment system oflprice guarantees may be regarded as
a contract between the whole community and ﬁhe agricultural industry. As a
group farmers are invited to produce various quantities of the 'review!
commodities at certain prices. Recent changes have tended to reduce these
prices should the quantity forthcoming exceed that desired by the State.
_This‘type of contract has brought a large measure of stability to the
industry and has been a means by which farmers have received a price higher
than that in the 'open', world, market. It could be argued that this
differential indicated the superior attractiveness, or quality, whether
for social, political or economic reasons, of home produced as against

imported food.

Esséntially the national contract is with the industry as a whole.




~l-

It does not discriminate to any great extent between individuals. Issues
of consumer preference are reflected in market prices, so that although
the industry has a measure of protection the individual farmer benefits
or suffers as he is successful in meeting the needs of the market. In
contrast, the private voluntary contract offers a measure of security to
the individual, but prices cannot in the long run be allowed to diverge
far from the lsvel of the market.

In this situation the contribution of contract trading to the
economy depends upon the extent to which it forms a more efficient means
of organising production and distribution. In so far as it does so, the
level of prices may belsomewhat reduced but the net return to producers
will not go doun, the lower prices being offset by feduced costs.

The third purpose of this study is, then, to observe ways in which

contract arrangements can improve the functioning of the price mechanism.

For this purpose, too, it has been necessary to examine the whole chain of
production processes. Essentially the test of a marketing mechanism must
be its ability to transmit meaningful and precise information about con-
sumer demand to those téking production decisions. Contracts mean that
some decisions are taken at a different time and sometimes by different
people than in the traditional open market. The quaestion which must guide
our judgement of this method of trading is the degree to which the decisions
taken give more realistic effect to the pattern of consumer preference.

Inevitably the resources of time and labour available for this
study mean that only a very broad indication of the present state, trend
and implications of contract trading has been possible. The study has
been based upon two surveys of farmers, personal visits and correspondence
with many people who offer farmers contracts to sell, an examination of
actual contracts and a study of published literature in this field.

The threa chapters which follow deal separately with farmers, with
their customers and with the operation of the price mechanism within the
framework of a contract systen. ‘This division is artificial. Although it
is convenient for purposes of exposition the truec impact and significance
of contract trading requires all three elements to be considered together.
The final chapter attempts to draw these threads together and to construct

a crude balance sheet of merits and demerits for contract trading.










































































































































































































