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Abstract 

Contract farming has long been used in industrialized nations' agricultural production systems as a system of institutions to help 

smallholder farmers commercialize their farms in an effort to increase revenue and reduce poverty. This study aimed to assess the 

state of contract farming and challenges of engagement in Gimbo District, Kafa Zone, South West Ethiopia People‘s Region, 

Ethiopia. A focus group discussion, observations, key informant interviews with fifteen experts and authorities, and surveys of 

361 farm households were used to collect data. The study revealed that the productivity of coffee improved from 3-4 qt/ha to the 

average productivity of about 10 qt/ha and the price of coffee improved from 7 birr/kg to 19 birr/kg. This suggests a considerable 

increase in production and price improvement resulting from the adoption of contract farming. According to the study, the local 

community benefited from 345 temporary and 44 permanent jobs that were established by contract farming operations in the 

study area. According to the report, external variables posed challenges to contract farming initiatives in the research area. These 

external factors included lacking of a legislative instrument that serves as a guide, the lack of infrastructure, the inadequate 

assistance of governmental organizations, and the failure to integrate the necessary stakeholders to support the sectors. Thus, the 

study recommended that the government should focus on raising awareness, enhancing extension services and organizational 

setup, ensuring transparency and accountability in the contract process, and improving financial services. 
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1. Introduction 

Contract farming is a new arrangement in raw material 

production and procurement that has been brought about by 

advancements in the fields of marketing, food habits, tech-

nology, and agriculture in the present economic environment 

[1]. In the 1950s and 1960s, contract farming (CF) became a 

significant phenomenon in the industrialized West. By 1980, 

contracts were used to generate up to 100% of chicken meat, 

milk, and some vegetables, and nearly one-third of all US 

farm production [2]. From the perspective of developmental 

intervention, this is a scenario where the agribusiness com-

pany and the farmers have a relationship that is related to an 

expert providing resources, information, and skills to the 

apprentice, or it is more like agribusiness firms navigating the 

market to the farmers [3]. 
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Contract farming has evolved over time to provide fruits, 

vegetables, and other agricultural commodities. It began in 

Africa in the 16th century as a means of obtaining spices for 

European trading companies [4]. According to Ghee and 

Dorall [5], contract farming has been gradually advanced as 

an institutional innovation to improve agricultural perfor-

mance throughout the last three decades in many developing 

countries, particularly Africa. In developing countries, con-

tract farming has been viewed as an essential component of 

rural development initiatives [6]. It is often referred to as the 

practice of producing crops under advance contracts, and 

smallholder farmers frequently use it as a successful strategy 

for rural development and the commercialization of their 

agricultural produce. Contractual agreements can link 

smallholders to more profitable regional and global markets 

and make it easier for them to acquire inputs, technology, and 

extension services [7]. 

The practice of contract farming has a long history in 

Ethiopia. The Ethiopian government is aiming to increase the 

number of CF agreements that companies have with small-

holders. Through a coordinated transfer of available agricul-

tural technology, the effort aimed to convert subsistence ag-

riculture into a commercial one [6]. The Federal Democratic 

Republic of Ethiopia's Agricultural Development Led Indus-

trialization (ADLI) policy acknowledged agriculture as a 

foundation for the growth of the other economic sectors. 

Through increased access to and use of improved agricultural 

technology, investments in irrigation systems, and other 

means, this approach aimed to increase the productivity of 

land, labor, and water [8, 9]. The ADLI strategy prioritized 

contract farming, which can assist in achieving this aim in the 

mid- and high-altitude areas, and concentrated on the devel-

opment of high-value export agricultural commodities. It also 

supported investment in agro-processing companies that add 

value to primary agricultural commodities. 

Several studies have been carried out regarding the effects 

of contract farming on smallholder farmers' means of sub-

sistence. The majority of them reported that contract farming 

had beneficial implications on welfare indicators including 

food security, farm production, and household income. For 

example, Alemu et al. [10] showed that compared to 

non-contract others; contract farming increased the annual 

earnings of contract organic honey producers. Similar find-

ings were reported by Seba [11] and Gemechu et al. [12], who 

found that contract farming for export vegetables and chick-

peas raised annual profits for contract farmers compared to 

those without contracts. In their thorough meta-analysis, Ton 

et al. [13] found those contract farmers' incomes increased by 

62% higher than those of non-contract farmers. Few studies, 

nonetheless, make clear that contract farming is a tactic used 

by agribusiness companies to shift production risks to farmers 

while abusing unfair negotiating positions. Accordingly, 

Abdulai and AlHassan [14] and Ragasa et al. [15] noted that 

contract farming demonstrated limited potential to raise pro-

ducer incomes. This means that productivity gains from better 

input use and advised farm management practices were not 

high enough to compensate for the substantial labor and cost 

of inputs for farmers in Ghana, Kenya, and avocado, soybean, 

and maize, respectively. 

The introduction of contract farming in Ethiopia's agri-food 

sectors is recent. Holtland [16], for example, describes con-

tract farming agreements for sugar cane, green beans, sesame, 

bamboo, chickpea, malt barley, and passion fruits that are 

used in this country. Additionally, in Ethiopia, contract 

farming is growing to include durum wheat [17], vegetables 

[12], milk [18], and honey [10]. It appears that contract 

farming has become more popular in the country based on the 

variety of available techniques. However, yet some farmers 

engage in contract farming, others do not. 

The Kafa Zone within the South West Ethiopia Peoples' 

Region (SWEPR) is one of the areas where multiple compa-

nies operate contract farming. USAID has provided support 

for contract farming projects in the Kafa Zone. Farmers that 

have been aligning themselves with CF programs as well as 

commercial agricultural investors who are involved in CF are 

given various resources, capacity building, etc. by USAID. 

This supports the Zone's efforts to boost CF development in 

several avenues [19]. In this area, the major constraint to 

increasing the benefit of smallholders is their inability to 

access markets. Improving market access for poor small-

holder farmers and enabling them to engage actively in the 

market process is, therefore, one of the most pressing devel-

opment challenges. Although diversified schemes of contract 

farming are growing and with further growth potentials in the 

Kafa Zone, only a few empirical studies have been conducted 

to assess contract farming performance and challenges of 

engagement in Gimbo District, Kafa Zone, South West Ethi-

opia People‘s Region. Therefore, this study was envisaged to 

assess the state of contract farming and challenges of en-

gagement in Gimbo District, Kafa Zone, South West Ethiopia 

People‘s Region, Ethiopia. The study aims to highlight the 

practices, performances and challenges of CF in the study 

area. 

2. Literature Review 

2.1. Definition of Contract Farming 

Contract farming (CF): is defined as a system for the pro-

duction and supply of agricultural and horticultural produce 

by farmers or primary producers under advance contracts is 

known as contract farming (CF). The fundamental component 

of these agreements is a promise to provide an agricultural 

commodity of a type, to a known buyer at a specified time, 

price, and quantity [1]. Rehber [20] similarly described CF as 

a non-transferable contractual agreement, whether oral or 

written, between farmers and other companies that specifies 

one or more terms of marketing and production for an agri-

cultural commodity. It was also described as an agreement 
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between farmers and marketing, processing, and/or pro-

cessing companies for the production and supply of agricul-

tural goods under advance agreements, typically at fixed 

prices [21]. Additionally, it refers to a certain type of supply 

chain governance that companies have implemented to 

guarantee access to agricultural goods, raw materials, and 

supplies that fulfil required standards for quality, quantity, 

location, and time [22]. 

Smallholder farmers: are a group of socially engaged res-

idents in the Gimbo district who operate in formal agreement 

with CF projects. 

CF projects: are projects which have been with formal 

agreement with smallholder farmers. 

2.2. Practice and Implications of Contract 

Farming 

Many project evaluation type studies show that CF helped 

farmers become better farmers, gave more reliable incomes, 

generated employment, especially for women, provided new 

skills in farming, did away with patron-client relationships 

between large and small producers, and farmers got better 

help in farming than that without the contract [23-28]. Farm-

ers were also found to switch between companies for deliv-

eries under contract as well as to default on the produce de-

livery and the relevant use of inputs supplied by the firm [3, 

24, 28]. However, farmers generally found that the contract 

firms provided poor extension service, overpriced their ser-

vices, passed on the risk to the producers, offered low prices 

of produce, delayed payments, and did not explain the pricing 

method [23, 28-30]. 

In other contexts, such as Africa, farmers had issues with 

business leaders offering bribes, manipulating inspection 

standards, linking contracts together, and simply deceiving 

them about their finances [2, 23]. Generally speaking, farmers 

believed that the company had greater bargaining power than 

they did and that they had become dependent on the compa-

nies for credit and other inputs. Farmers also believed that the 

company benefited more from the contracting process than 

the farmers received [23, 27, 31]. 

2.3. Contract Farming Practices in Ethiopia 

Contract farming has had a long history in Ethiopia. The 

Ethiopian government recognized it as a state farm in 1949 at 

"Shewa robite" and "Welayeta" with the specific crop of to-

bacco. Under the name National Tobacco Enterprise, this 

company continued to operate as a joint venture between the 

governments of Ethiopia and Japan [32]. Ethiopian agrifood 

systems have been witnessing the emergence of contract 

farming. Holtland [16], for example, includes contract farm-

ing agreements for sugar cane, green beans, sesame, bamboo, 

chickpea, malt barley, and passion fruits that are used in the 

country. Additionally, in Ethiopia, contract farming is grow-

ing to include durum wheat [17], vegetables [12], milk [18], 

and honey [10]. It appears that contract farming has become 

more popular in the country based on the variety of available 

techniques. Despite the long history of contract farming in 

Ethiopia, the sector has not benefitted the entire country; its 

value to farmers, companies, and the economy at large was 

unidentified, and the Ethiopian government was unable to 

give it the attention it required [19]. According to data com-

piled by [32], there are several CF initiatives in Ethiopia; 

however, their exact national contribution is unknown since 

no accountable institution monitors and assesses these areas. 

2.4. Studies Examining the Impact of Contract 

Farming on Income or Revenue 

At a more macro-economic level, contract farming can help 

eliminate market imperfections in the markets for produce, 

capital (credit), land, labor, information, and insurance; it can 

also help lower transaction costs and enable better coordina-

tion of local production activities, which frequently require 

initial investments in processing, extension, etc. [29, 33]. 

Furthermore, it has been regularly used by the state as a policy 

tool to diversify crop outputs in an effort to boost agricultural 

incomes and jobs [34, 35]. Because contract farming may 

give access to better inputs and more effective production 

techniques, it is also seen to be a means of lowering cultiva-

tion expenses. Contract farming emerged in the 1950s in 

Spain and Japan [36] and in the early 1990s in the Indian 

Punjab due to the rising expense of agriculture [35]. If agri-

business companies are more successful at creating positive 

externalities than the government or the free market, such as 

jobs, market expansion, or infrastructure, then this might also 

provide support for contract farming from an institutional 

economic perspective [33]. 

In a research on Senegalese groundnuts, Warning and Key 

[37] estimated enhanced income by applying the Heckman 

selection model. Compared to average non-contacting farmers, 

increases in gross agricultural revenues are 55% higher. A 39% 

increase in gross agricultural revenue over non-contract 

farmers is linked to contract farming participation. 

In a research on poultry, maize, and rice conducted in In-

donesia, Simmons, Winter et al. [38] found that while con-

tracting increases returns to capital for maize and poultry seed, 

it does not boost returns for rice seed. In a comparable way, 

estimates of palm oil contract participation by Cahyadi and 

Waibel [39] showed a 60% rise in net family income in In-

donesia. The findings indicate that whereas contract farming 

generally increases smallholder income in a meaningful 

(p<0.1) way, less fortunate smallholders are less likely to gain 

from it. 

Using the treatment effects model, Birthal et al. [40] found 

in another Indian study that contract farming for dairy, poultry, 

and vegetables improves net revenue by more than 80% when 

compared to the average. According to Ramaswami et al. [41], 

who also employed regression analysis, contract chicken 

producers in India make 36% more money per kilogram 

http://www.sciencepg.com/journal/wjast


World Journal of Agricultural Science and Technology  http://www.sciencepg.com/journal/wjast 

 

79 

throughout a production cycle than independent growers. In 

the poultry industry, they also found less variation in gross 

margins across production cycles. 

When compared to a control group of non-contracting 

farmers, Bolwig et al. [42] also found that contract farming for 

coffee had a favorable revenue impact for contract farmers in 

Uganda. Using full information maximum likelihood (FIML) 

estimate, the authors revealed that, in comparison to 

non-contract participation, there was an average revenue gain 

effect of 75% in net coffee revenue. 

On the other hand, using the treatment effects model, 

Chinese contract farmers of green onions and apples discov-

ered a 38% increase in income from their crops. greater yields 

are thought to bring in more money for apples; for green 

onions, contract farmers obtained greater prices than 

non-contract producers [43]. Propensity score matching (PSM) 

was also employed by Saigenji and Zeller [44] in Vietnam, 

where they found that contract tea production increases 

household income by 40% compared to comparable 

non-contract producers. Depending on the econometric model 

employed, contract participation raised real net cocoa income 

in Uganda from 58% to 168% [45]. 

According to Bellemare [46], contract farming of grain, 

fruit, and vegetables in Madagascar shows that there is a 0.5% 

rise in household income for every 1% increase in the chance 

of engaging in contract farming. This suggests that the aver-

age effect can only exceed 50% of revenue. According to the 

report, involvement also boosts the revenue from livestock 

and noncontract crop production. Comparably, Ferguin et al. 

[47] noted that South African contract farmers of fruits, veg-

etables, and poultry profited from a seven-fold rise in revenue, 

statistically significant at a 5% level, improved access to 

resources and services, and chances to enter new markets. 

2.5. Challenges of Contract Forms 

Numerous studies attest to the benefits of involvement for 

contract farmers, but they also frequently point to issues with 

these programs. In developing countries, the failure rate of 

contract farming systems is comparatively high. This is es-

pecially true in Kenya, where contract farming has existed 

since the country's colonial past. Analyses of the development 

of contract farming initiatives in Kenya show a high turnover 

rate due to the failure of existing schemes and the introduction 

of new ones [48]. Similar to this, Sartorius et al. [49] point out 

that small-scale farmer contract farming initiatives in devel-

oping countries have a high failure rate. 

Laws that prohibit direct communication between farmers 

and agribusiness companies, such processors and exporters, 

are one legislative barrier to contract farming [50]. These 

rules are meant to shield farmers from being taken advantage 

of by large companies. But in the end, it forces processors to 

create their own raw materials through vertical integration, 

buy from large-scale commercial farms, or buy from cooper-

atives [50]. 

The high expense of managing a large number of scattered 

contract farmers is another persistent problem with contract 

farming arrangements. This is especially true when the com-

pany arranges for harvest collection, assigns credit, and dis-

tributes inputs. This is one of the primary reasons why busi-

nesses frequently choose to collaborate with larger-scale 

farms (Sartorius and Kirsten, 2004). Having a different entity 

serve as a middleman between the business and the farmers is 

one way to resolve this issue. A farmer cooperative, on the 

other hand, might act as a middleman, easing the distribution 

of inputs and technical support in addition to crop collection 

[51, 52]. 

For instance, in China, village elders would sometimes 

function as an intermediary for the company and contract 

farmers. According to Miyata et al. [43], they hire contract 

farmers, clarify the conditions, and assist in enforcing loan 

payback and product delivery. 

3. Methodology 

3.1. Description of the Study Area 

This study was conducted in the South West Ethiopia Peo-

ple's Region (SWEPR), Kafa Zone, Gimbo District. The dis-

trict is situated 496 miles from Addis Ababa and 18 km west 

of Bonga, and it is one of the ten districts that make up the 

Kafa Zone of SWEPR. Shebe Woreda borders Gimbo district 

on the southwest; Decha Woreda borders Gimbo on the north; 

Addiyo Woreda borders Gimbo on the northwest; and Gawata 

Woreda borders it on the southeast. Ufa, Diri, Gojeb, and 

Wushwush are four urban kebeles that are developing towns, 

and there are 31 rural kebeles [53]. 

The District has a total population of 121,682 in 2019, with 

59,964 men and 61718 women, according to Ethiopia's pro-

jected population [54]. Agriculture is their primary source of 

income for most of the area's rural residents. The area's av-

erage annual temperature is 25 
o
C, and its mean yearly rainfall 

falls between 900 and 1150 mm. Roads, power, and water are 

among the several agricultural production and marketing 

facilities that are more difficult to access in the district [53]. 

3.2. Sampling Technique and Sample Size 

Determination 

The Ministry of Agriculture [19], reports that there are 

seven CF projects in the Kafa Zone, four of which are in the 

Gimbo district. It suggested that 57% of the CF projects in 

Kafa Zone were situated in the Gimbo area. A total of 3671 

farmers signed agreements with these four CF initiatives. 

Multi-stage sampling techniques were used for selecting 

the study's research area and sample. In the first stage, 10 

districts in the Kafa Zone were selected, with Gimbo District 

being picked based on the availability of contract farming 

participants. Second, four contract farming projects—Tegatul 
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PLC, Matapa Michite, Habtamu Abebe, and Zate PLC—were 

specifically selected from a pool of 7 based on production 

volume and size. A probability proportionate to the total 

number of smallholder farmer households was used to ran-

domly select 361 of these individuals in the third step. Using 

Yemane's [55] assumptions of a 95% confidence interval and 

a 5% maximum acceptable margin of error, a representative 

sample size for the cross-sectional household survey was 

determined. This presumption led to the following calculation 

of the sample size: 

𝑛 =
𝑁

1+𝑁(𝑒)2
  

Where N- stands for total smallholder farmers who engaged 

in contract farming in Gimbo district, n- stands for sample 

size, and e - stands for margin of error. Based on the above 

formula the sample size for the study was: n = (3671) / ((1 

+3671(0.05)
2
) = (3671)/ (10.1775) = 360.69 ≈ 361. In general, 

this study was conducted within four CF projects, using the 

total sample size of 361 smallholder farmers in four kebeles 

and 15 stakeholders from district governmental offices (4 

from the agriculture office, 2 from the district Tea and coffee 

office, 1 NGO (USAID) and 8 from experts of CF projects 

(two from each CF projects)). This investigation was carefully 

planned to reduce the risk of information disclosure. 

An informed consent statement was applied to protect the 

privacy of the study participants. The study's conclusions 

exclude any data that could possibly reveal the identity of a 

person or an organization. An informed consent statement has 

been provided to each participant in the interviews along with 

an offer to participate. Participants were able to observe the 

extent of the study being undertaken as a result. They received 

information on their access to the interview questions and 

their ability to withdraw from participation at any time. 

3.3. Data Source 

The study made use of both primary and secondary data 

sources. The key sources of data were CF projects, small-

holder farmers involved in contract farming, and district-level 

government offices such as the agricultural office and the tea 

and coffee department. Studies by several scholars regarding 

contract farming in Ethiopia and other countries were also 

taken into consideration. Secondary data was gathered from 

various published and unpublished materials, including books, 

the internet, yearly plans, and reports of contract farming. 

3.4. Data Collection Method 

The primary sources of the data were collected through 

open and close-ended questionnaires. To answer the research 

questions, questionnaires were prepared and managed by 

enumerators to collect data from smallholder farmers. This 

study included the district of agricultural office and CF pro-

jects experts and officials to collect primary data. A prede-

signed interview guide was prepared and an interview was 

conducted with CF project officials, officials/experts of the 

district agriculture office, tea and coffee departments and 

NGO workers. 

Focus Group Discussion (FGD) was held with selected 

experts, local and community leaders and representatives of 

smallholder farmers. A total of 6 FGD was held in the study 

areas. The experts, local and community leaders and con-

cerned individuals were selected randomly for the FGD. The 

FGD was designed to stimulate ideas and thoughts through 

the dynamic interaction of participants having different 

knowledge, interests and concerns about the socio-economic 

perspective of CF projects and smallholder farmers were 

taken into consideration. 

Field observation of the CF projects in the targeted areas 

was also conducted to further enrich the data collected 

through FGDs and KIIs. In this study, observation was carried 

out by the researcher to obtain information regarding the 

current CF practices. And it was carried out by walking across 

the farm fields and homesteads. In the process, field notes and 

pictures were taken concerning the physical landscape, 

farmers, development interventions and the adaptation prac-

tices employed by CF Projects, their workers and the local 

community in response to CF. 

3.5. Methods of Data Analysis 

The data entry was carried into SPSS and checked for 

completeness, consistency and validity. Data analysis was 

done through qualitative and quantitative means. Quantitative 

data were analyzed using descriptive statistics and presented 

in the form of table and percentages. Qualitative data were 

analyzed using content analysis, descriptions, and narrative 

stories as major tools. 

4. Result and Discussion 

4.1. Practices of Contract Farming at Gimbo 

District 

Table 1 showed that there were 7 CF projects in Kafa zone. 

The engagements of the companies in CF were in two sectors 

namely coffee and tea. Among the list of the CF projects 

indicated on the Table, Wush Wush Tea Development Project 

was the oldest company. It started CF in 1981. It implied that 

CF practices have long history in Kafa zone. Since 1981 it has 

been implemented in the Zone. Among the CF projects ma-

jority of them (57%) of them were found in the study area 

(Gimbo district). This shows that Gimbo district is suitable for 

coffee production and the area was preferred to utilize the 

area‘s production potential. Data from MoA [32] showed that 

30 cooperatives are harvesting and marketing specialty coffee 

and contributed to reducing unemployment in the study area 

where 40,000 individuals able to earn income from the activ-
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ity. Besides commercial coffee producers, study by Berhanu 

[56] revealed that there are total of 10,444 smallholder coffee 

producers in Gimbo district those who produce coffee pri-

marily for earning cash and household consumption. Bekele 

[57] also reported that Gimbo district has a potential of pro-

duce all varieties of crops and livestock with both rain-fed and 

irrigation farming. 

Table 1. The practices of CF project in Kafa Zone across different period. 

No Company name Types of sectors 

Address 

Year of establishment 

Zone Woreda 

1 Wush Wush Tea Development Tea Kafa Wushwush 1981 

2 Taga Tula Coffe farm Coffee Commercial Farm Kafa Gimbo 1999 

3 Zat Plc Coffee Commercial Farm Kafa Gimbo 1999 

4 Habtamu Coffee Commercial Farm Kafa Gimbo 2008 

5 Matapa Michiti Plc Coffee Commercial Farm Kafa Gimbo 2005 

6 DemekeWanna Coffee Processing Kafa Bench 2018 

7 Zehra Deliwana Coffee Processing Kafa Bench 2010 

Sources: - MoA and SWEPR (2021) 

4.2. Organizational Support to Contract 

Farming Projects 

The results of focus group discussion (FGD) and key in-

formant interview (KII) revealed that there was weak support 

from district level governmental structure for CF projects and 

higher officials, experts and director of agricultural office 

have poor understanding on the concepts of contract farming. 

The response of CF projects expert regarding support from 

government is presented as follows: 

….Gimbo district is suitable for producing high-value cash 

crop crops like coffee and tea and there are different PLCs 

and cooperatives involved in coffee and tea production. As 

a result, contract farming projects are under practice in the 

area and these projects have been practicing it with their 

effort. The sector lacked support from the organizational 

structure at the district level and hence CF projects failed 

to expand their practices throughout the district (20 De-

cember, 2021). In many countries with a well-developed 

private sector, governmental intervention is limited to ap-

proving policies and actions encouraging the development 

of market-driven and financially sustainable contracts 

between well-informed parties, without overly regulating 

their content [7]. However, a report by Viinikainen and 

Caro [58] affirmed that governments are responsible for a 

variety of other actions with relevance to the contract 

farming enabling environment, such as ensuring sufficient 

infrastructure (roads, warehouses etc.), promoting corpo-

rate social responsibility and ensuring the availability of 

high-quality inputs, all being features that can support 

contract farming. The report further described when the 

government provides technical support, inputs and training 

through its extension services, smallholders are likely to 

hold a stronger negotiation position, as the contractor 

would not be the sole source of inputs and support [58]. 

4.3. Types of Support That CF Projects Provide 

to Farmers 

The study result showed that smallholder farmers assured 

that they were receiving a lot of support from the contract 

farming projects. The response from whole respondents con-

firmed that the main support provided by CF projects was 

inputs and production services. It was already mentioned in 

the agreement document that CF projects provided support 

like a supply of basic inputs such as seedlings and fertilizer, 

advisory services like land preparation, field cultivation and 

harvesting through theoretical and practical training and the 

like. This was done primarily to ensure proper crop husbandry 

practices. It helped smallholders and project owners to 

achieve expected yields and the required qualities. 

The other important support was technical assistance. 

Smallholder farmers needed to apply good agricultural prac-

tices, to strengthen these, projects hired experts who were 

responsible for supporting smallholder farmers full time and 

hence smallholder farmers trained at the farm level on the key 

issues of crop protection and post­harvest handling. 

On the other hand, CF projects improved smallholder 

farmers‘ access to credit to finance production. The credit 
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which was facilitated by CF projects was free from interest. 

Responses from smallholder farmers confirmed that they got 

credit from CF projects for their farm operations. Besides, the 

study results revealed that some CF projects (Tega Tula and 

Habtamu Abebe) got loans from Awash Bank with the help of 

USAID (Feed the Future). USAID (feed the Future) gave a 

guarantee for the projects to get loans from Awash Bank and 

the loan that CF projects got from Awash Bank was used as a 

source of funds for smallholder farmers. This magnified the 

role of contract farming projects to solve the financial con-

straints of smallholder farmers. 

The other support of CF projects to the smallholder farmers 

was the introduction of appropriate technology. In this regard, 

the finding of this study revealed that all CF projects at Gimbo 

district were offering technology for the farmers like im-

proved and approved varieties of coffee (the varieties were 

collected from the Research center), sheets which helped to 

dry coffee and the like. However, smallholder farmers were 

reluctant to adopt new technologies because of the possible 

risks and costs involved. To increase the awareness and will-

ingness of smallholder farmers in the project areas, different 

training at the field level was organized by the project owners. 

The study by Dicken, [58] found that smallholder farmers are 

more likely to accept new practices when they rely on external 

resources for material and technological inputs. It was pointed 

out that contractual arrangements can facilitate smallholder 

access to inputs, technology, and extension services and 

connect smallholders to more lucrative regional and interna-

tional markets [7]. Similarly, Eaton and Shepherd [21] re-

ported that CF can be comprehended as a company giv-

ing/lending agricultural ―inputs‖ such as planting seed, ferti-

liser, pesticides, and credit or extension services to a farmer in 

trade for exclusive buying rights over the specified agricul-

tural produce. 

Overall, the study results revealed that project experts 

supported smallholder farmers by monitoring the agronomic 

practices of the farmers and checking the quality of the seed-

lings and their overall production performances. The response 

of one of the project experts is presented as follows: 

…..As a project expert, I give technical support to small-

holder farmers like when to harvest, how to harvest, how to 

manage their farms etc. at field level. It is my responsibility 

to provide logistics for smallholder farmers for transpor-

tation purpose like transporting the seedling of coffee from 

the site of the projects to smallholder farmers, and col-

lecting coffee from the collection center of smallholder 

farmers’ areas. In addition, collection (harvesting) mate-

rials were also provided by CF projects. These helped to 

develop trust between the CF projects with that of the small 

holder farmers. It is also my responsibility to provide 

training such as pruning, distance among the seedlings, 

hoeing, recordkeeping etc. to help smallholder farmers 

maintain the quality of yields in the project areas (3 No-

vember, 2021). 

 
Figure 1. Transport service for seeding to farmers’ area; Source: - 

Field observation (Matapa Michite). 

4.4. Process and Content of Contract Farming 

Agreement 

The finding of this study discovered that in the process of 

the CF agreement, there was involvement of different bodies 

for the success of the contract agreement. The response of the 

agricultural office expert is reflected as follows: 

….Governmental organizations at the district level espe-

cially agriculture, cooperative and law offices expected to 

participate to observe the overall situation of the agree-

ment and also give technical advice to the parties. After the 

agreement one copy of the document was put in the agri-

culture office (district level) and the other two copies for 

farmers’ association/individual farmer and CF projects. 

The content of the agreed document has many issues and it 

consisted of the following main points. These were the 

names and addresses of the Producer and the Contractor, 

rights and obligations of the Producer and the Contractor, 

quality and quantity specifications, pricing mechanism of 

input and Agriculture Produce, type of technical assistance 

to be provided by the Contractor, the duration of the Con-

tract as well as the conditions and procedures for the re-

newal, amendment or alteration or termination of the 

Contract, dispute resolution mechanisms, the date, place, 

and signatures of the parties to the Contract were the main 

points which encompasses the agreement document. Alt-

hough there are different government offices participation 

in the initial stage of the contract farming, their role in 

supporting and enhancing the contract farming is insig-

nificant. 

Rehber [20] found that a legal agreement between farmers 

and other companies, can either be written or oral detailing 

one or more requirements for the production and marketing, 

of agricultural products which is not transferrable. Similarly, 

Glover and Kusterer [23] farming production contract is 

carried out according to a prior agreement in which the 

farmer committed to producing a given product in a given 

manner and the buyer pledged to purchase it at an agreed 

price. 
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4.5. Production, and Productivity Performance 

of CF Projects at Gimbo District 

The study revealed that each CF project in the study area 

had its land but the amount of production that they collected 

from their land so far was not enough because of this they 

agreed to contract farming with smallholder farmers to har-

vest more products. Their purpose of production was for ex-

port and, as a result, to get foreign currency. As indicated in 

Table 5, the total land developed by smallholder farmers as a 

contract agreement with the CF project was 1207.12 ha and 

the amount of production was 2089 tones. Focus group dis-

cussions with smallholder farmers verified that the small-

holder farmers were interested in working with CF projects. It 

was because the smallholder farmers agreed with CF projects 

without the interference of any governmental body but rather 

with their interest. Because farmers were suffering from 

middlemen as a result of these they were on the way to shift 

from coffee to other crops. A predetermined arrangement 

between farmers and other (buying) companies indicating one 

or more settings of production and/or marketing of an agri-

cultural product [59]. The definition by [28] refers to CF as an 

arrangement when growers and buyers/processors engage in 

vertical coordination thereby directly shaping production 

decisions due to contractual specifications of market com-

mitments (by quality, volume and, at times advanced price 

determinations); provide specific agricultural inputs; and, at 

times advanced price production (i.e. a partition of manage-

ment functions between contractor and contracted) appears to 

be more elaborative. 

According to data obtained through FGD, interviews with 

project experts, and smallholder farmers, the average 

productivity of Coffee is about 10 qt/ha. Before CF imple-

mentation, the productivity of coffee was 3-4 qt/ha. After the 

implementation of CF, the yield tripled and the price of red rip 

cherry coffee increased from 7 birr/kg to 19 birr/kg within a 

short time. The prices of coffee increased because CF projects 

gave payment by adding 20% of the local market, these cre-

ated smallholder farmers' sense of ownership with CF in-

vestment which has been going on in their surrounding area 

and they were happy with their involvement in CF. It implied 

that the practices of CF at Gimbo district increased the pro-

duction and productivity of coffee and also it created good 

opportunities to minimize the interferences of middlemen in 

the coffee market that the smallholder farmers sold their 

product directly to the CF projects therefore CF practices 

benefited more the smallholder farmers in that particular 

study area. Amongst studies on CF in Southern Africa [60] 

concluded that most CF arrangements seem to contribute to 

smallholder farmers success by improving farmers‘ income, 

though in the short term. Silva [22] suggested that farmers 

benefit from CF because it provides them with agricultural 

inputs on credit, technical and extension assistance and often a 

definite price, allowing them to produce a higher-value 

commodity which otherwise would not be possible. In a re-

view of the experience of CF in Africa in the early 1990s, 

Glover and Ghee [61] concluded that farmers were generally 

better off as a result of their participation in CF, in spite of 

numerous social problems arising in the communities. 

 

 
Figure 2. Seedling site of CF project for its members; Sources: 

Photo from Tega tula farm sight, 2021. 

4.6. Employment Opportunity and the 

Alignment Status 

The data from smallholder farmers, FGD, site observation, 

and interviews with experts of CF projects, it was confirmed 

that all CF projects in the study area created permanent and 

temporary job opportunities for the local community as well 

as for the neighbouring regions. Temporary refers to job op-

portunities for a short period, especially at harvesting and 

farming time. It is a short period; that is for four months when 

the companies create job opportunities for employers. All of 

them created job opportunities for the local community. Four 

CF projects were created for 44 permanent and 345 temporary 

job opportunities for the local community (Table 2). It means 

that CF practices have played a role in minimizing the un-

employment rate where it has been exercised. According to 

MoA [19] the total number of farmers who engaged in 

agreement with these four CF projects was 3671. However, 

this finding of the research assured that the total number of 

smallholder farmers who worked with CF projects was 3145 

in number among them 1972 were female and the remaining 
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were male. This implied that the practices of CF at Gimbo 

district benefited both sexes. In literature, the possibility of 

employment generation with contract farming usually hy-

pothesized due to the labour-intensive nature of crop produc-

tion under contracts and for post-harvest operations such as 

sorting, grading, packing, etc., and higher cropping intensities 

[23, 62-64, 1]. 

Table 2. Employments opportunity created by CF projects. 

S.N 
Name of 

Zone 

No. of Visited CF 

Projects 

Job opportunity 
Developed 

land (ha) 

Amount of Produc-

tion (in Q) 
M F M F 

1 Kafa 4 37 7 200 145 1207.12 20,887.88 

Sources: Authors constructed from survey data, 2021 

4.7. Dispute Resolution Mechanisms 

Data was collected in order to evaluate the potential of 

conflict throughout the contract farming procedure. The 

findings of focus groups discussions with smallholder farmers 

and interviews with project specialists revealed that disa-

greements between the farmers occasionally occurred. The 

respondents from smallholder farmers and CF projects stated 

that the primary reasons for disagreement were smallholder 

farmers' inability to produce high-quality goods, late pay-

ments for those goods, side sales by smallholder farmers, 

inability to deliver inputs to smallholder farmers on schedule, 

and similar issues. 

Conventional ways to dispute resolution, including nego-

tiation, arbitration, and litigation, have been proposed as the 

most widely recognized techniques [65-68]. As per responses 

provided by FGD participants, these kinds of issues are re-

solved by using the three methods that were previously listed 

in the agreement document. Negotiation is the first approach, 

when two sides take the stage and have a debate without the 

involvement of a third party. This was one of the suggested 

methods for resolving conflicts that the study area frequently 

employed to address their shared issues. However, if a dispute 

cannot be resolved by dialogue between the two parties, me-

diation is utilized, and efforts are made to resolve problems 

with the assistance and involvement of third parties. 

4.8. Challenges of Contract Farming 

The study identified different factors that determine the 

success and expansion of contract farming in the study area. 

Accordingly, the challenges associated with contract farming 

in the Gibo districts are described in Table 3. 

Table 3. Challenge of contract farming practices in Gimbo district. 

Challenges identified Indicators 

Poor support from the government 

body 

1. No specific structure (department) which support CF projects as result. 

2. There were no incentives which encourage the sectors; 

3. No experts‘ assigned permanently at all governmental organization to support the sector etc. 

Infrastructures problem 

1. 20% of the respondents reported that road infrastructure was a major problem to the practices of CF. 

2. Smallholders travel to travel from 5 to 10 km on foot to deliver their product for CF project. 

3. The experts of CF projects were travel up to 10 km to give different support for the farmers. 

Poor involvement of financial 

institution on the sectors: 

1. Financial institutions are not engaged in giving loan for CF projects. 

2. No adequate credit services to smallholders and CF projects. 

3. Rather non-governmental organization (USAID Feed the Future) participated to facilitate loans for 

CF projects from private Banks. 

4. This prohibited the expansion of CF in the area and the majority of smallholder farmers failed to 

participate and benefit from CF. 

No integration to support the sec-

tor from governmental body:- 
There was limited evidence of collaboration documents regarding contract farming projects. 
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Challenges identified Indicators 

Poor understanding of the con-

cepts of contract farming: 

District government officials and experts had poor understanding of the concepts of contract farming. 

This made them unable to provide technical support for CF projects as well as for small holder 

farmers. 

 

5. Conclusion and Recommendation 

5.1. Conclusion 

The practices of contract faming has long been part of the 

agricultural production system in developed economies, it is 

increasingly used in developing countries as an institutional 

arrangement for facilitating the commercialization of small-

holder farmers as a strategy that leads to income growth and 

poverty alleviation. In Kafa Zone, there were 7 contract farm-

ing projects where the majority of contract farming projects 

(57%) were found in the study area (Gimbo district). The en-

gagements of the companies in CF were in two sectors namely 

coffee and tea. Gimbo district is suitable for producing 

high-value cash crop crops like coffee and tea and there are 

different PLCs and cooperatives involved in coffee and tea 

production. Contract farming projects are under practice in the 

area and these projects have been practicing it with their effort. 

The total land developed by smallholder farmers as a con-

tract agreement with the contract farming project was 1207.12 

ha and the amount of production was 2089 tones. The average 

productivity of Coffee was about 10 qt/ha. Before contract 

farming implementation, the productivity of coffee was 3-4 

qt/ha. After the implementation of contract farming, the yield 

tripled and the price of red rip cherry coffee increased from 7 

birr/kg to 19 birr/kg within a short time. The practices of 

contract farming at Gimbo district increased the production 

and productivity of coffee and also it created good opportu-

nities to minimize the interferences of middlemen in the cof-

fee market that the smallholder farmers sold their product 

directly to the contract farming projects. Contract farming 

projects in the study area created permanent and temporary 

job opportunities for the local community. The contract 

farming projects were created for 44 permanent and 345 

temporary job opportunities for the local community. 

The smallholder farmers were receiving a lot of support 

from the contract farming projects. The main support pro-

vided by CF projects was inputs and production services. 

Contract farming projects provided support like a supply of 

basic inputs such as seedlings and fertilizer, advisory services 

like land preparation, field cultivation and harvesting through 

theoretical and practical training and the like. Smallholder 

producers received and provided credit services to finance 

their production. 

The study concluded that factors that influenced the con-

tract farming were in the study area are external. These ex-

ternal factors included; lack of availability of infrastructure, 

poor support from governmental organization, lack of inte-

gration of appropriate stake holders to support the sectors, 

lack of legal document the likes. Furthermore, the results 

made it clear that at district level the government body failed 

to consider contract farming as a development strategy to link 

smallholder farmers to profitable agricultural markets. Unless 

there were interventions and the conditions and incentives 

related to contract farming projects, it would be so challeng-

ing to expand contract farming in the study area. 

5.2. Recommendations 

This study identified the possible challenges of contract 

farming practices at gibio district. Based on the findings and 

conclusion, the study forwarded the following possible rec-

ommendations. 

Government can enhance contract farming by playing the 

following roles. The first role is awareness creation and ca-

pacity building. Organizing experience sharing programs 

among farmers, preparing field visits for farmers and work-

shops for concerned governmental officials and NGOs can 

help to increase the awareness about contract farming. It is 

also strongly recommended that experts and government 

officials at district level should get capacity building training 

and participate in workshops to well understand of the con-

cepts of contract farming. This may help them to get about the 

initiatives by governmental in supporting and expanding 

contract farming projects and get international experiences 

how contract farming was implemented in other countries of 

the world. 

The second role is strengthening Extension services. Proper 

implementation of the contractual schemes could not be re-

alized without responsible, well integrated, and long-term 

institutional support given to it. Thus, strengthening the ex-

tension service can facilitate the easy dissemination of the 

required knowledge to increase production and productivity in 

the study area. 

The third role is strengthening organizational setup. Con-

tract farming needed to have a principal institute that spear-

heads overall promotion and support it needs. So, government 

should evaluate and arrange organizational structure which 

would support contract farming practices at national and 

regional, Zonal, and district level. Work with the private 

sector and CSOs in developing SOPs or concession programs 

to protect larger investments and/or create a business enabling 
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environment. 

The fourth role is developing delivery unit. Since contract 

farming implementation was not carried out by a single de-

partment of governmental organization, delivery unit should 

be established at different level. At district level in particular, 

the delivery unit have to be accountable to head of the district. 

This delivery unit should be composed of appropriate stake-

holders at district level like law, cooperative, agriculture, 

NGO the likes. It should have defined roles and responsibili-

ties and it should be accountable for its role, duties and re-

sponsibilities. 

The fifth role is assuring accountability and transparency. 

Transparency is vital for the success of any developmental 

and business projects. Therefore, it important to assure 

transparency to avoid mistrust by involving farmers into de-

cision-making on possibly necessary adjustments of the con-

tract farming project model and plan and ensure that corrup-

tion in any form does not occur. It is also encouraging if 

government can purchase producers‘ outputs where possible. 

The sixth role is enhancing financial services. It is im-

portant to directly provide or facilitate access to fund-

ing/credit access for producers and buyers, such as loans to 

farmers or grants to buyers committed to investing in lifting 

smallholders‘ capacity. 

Companies that are involved in contract farming can create 

conducive contract implementation conditions by playing 

their roles in the processes. The roles that the companies can 

play are engaging smallholder producers in the project design 

and implementation, ensure prompt payments to smallholder 

farmers, provide support services to smallholders by facili-

tating training, organizing technology transfer programs, 

arrange insurance and supply inputs to them to build trust. 

Besides, helping smallholders to understand terms of con-

tractual agreements, signing contacts with farmers‘ coopera-

tives rather than with individual farmers, can reduce uncer-

tainties in the contract farming. 

Smallholder producers can also get maximum benefit from 

contract farming when they consider forming cooperatives or 

associations or joining existing one which will facilitate the 

communication of grievances. Smallholder farmers are also 

expected to ensure their understanding about the terms of the 

contract, including the product requirements. The forming of 

associations or cooperatives can aid them to increase their 

bargaining power and reduce the chance of being exploited in 

the process. 
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