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The Role of Contract Farming in Achieving Vertical Integration in Egyptian Agriculture
Hammam, N. M. A.
Agricultural Economics Research Institute - ARC

ABSTRACT

The Government of Egypt is devoting great attention to contract farming due to the high importance it represents in
the marketing of agricultural crops, as well as achieving market stability through establishing links between suppliers,
producers and marketing agents, which benefits farmers, consumers and the country. To achieve that, a registration and
insurance of marketing contracts system has been established, in addition to enacting a number of agricultural legislations
and laws in support of the established system. The research investigates the problem of lacking an effective and fair
system for contracting between producers, marketers and manufacturers, resulting in both the government and farmers
losing the ability to direct production in a manner proportionate to market needs. Accordingly, the research aimed to build
up a vision on how to achieve vertical integration in Egyptian agriculture through contract farming by identifying farmers'
perspectives regarding future marketing of their crops via contract farming, as well as the major factors influencing their
decision regarding the marketing of their crops through this system, in addition to identifying the strengths, weaknesses,
opportunities and threats for this system. Main findings revealed the existence of a relationship between membership of
cooperative societies and the percentage of actually signed contracts, where 89.8% and 71.7% of the sample farmers in
Nubaria and Menia already signed contracts, respectively. In addition, cooperative societies, factories and village
merchants in Nubaria represented the main marketing channels for crops produced by sample farmers, with relative
importance accounting for 69.2%, 61.5% and 53.8%, respectively. In Menia Governorate, all of the sample farmers
mentioned that village farmers, factories and NGOs represent the main channels for marketing their produce, with relative
importance accounting for 100%, 81.7% and 3.3%, respectively. Moreover, 81.8% of the sample farmers in Nubaria
region mentioned that they prefer contracting through cooperative societies, while 36.4% prefer direct contracting without
intermediaries. In Menia, 80.7% of the sample farmers mentioned they prefer direct contracting, while 47.3% prefer
contracting through cooperative societies. Findings regarding the main factors influencing farmer's decision regarding
joining the contract farming system revealed that: in Nubaria, providing part of the production inputs, technical support,
receiving a down payment and insurance conditions represent the main factors, with relative importance accounting for
100%, 90.9%, 90.9% and 36.4%, respectively; in Menia, main factors influencing farmer's decision include insurance
conditions, providing technical support, receiving a down payment and providing part of production inputs, with relative
importance accounting for 45.6% , 40.3%, 36.8% and 29.8%, respectively. SWOT analysis results revealed that the main
points of strength include: contract farming is an effective tool for combating market monopoly, a good system to ensure
crop marketing and market stability, and an effective tool to implement governmental policies aiming to achieve food
security. Main weaknesses include: delayed announcement of the prices of some crops, especially for strategic crops, lack
of sufficient fund to disseminate contract farming, and lack of marketing infrastructure. Integration can be achieved
through the first model, which includes cooperative societies, the Egyptian Agricultural Bank, major suppliers of
production inputs, contract farming center, consumer cooperatives, export councils, wholesale markets, supermarkets and
the agricultural extension agency.
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