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The agribusiness is a potential sector for developing the country with huge natural resources like
Indonesia. However, there are two main challenges to develop this sectors that is the increasing numbers of
smallholders farmers and inability of agricultural cooperatives to minimize the exploitation of small farmers by
various market intermediaries. On the other hand, as developing countries that continue on the path of market
economy and liberalization, there is an urgent need to bring the benefits of new trade and market opportunities
torural areas.  The success of many farms contract in developing country in other part of the world encourages
to review this kind of institution in Indonesia. Therefore, in order to get the perfect figures of beneficial contract
farming scheme and to understand this system profoundly, we conducted deep study on this subject. The
essential thing that has to be considered is that there are many types of contract farming exist in Indonesia,
which associated with the characteristic of the types of tarming and commodities. Therefore, the system which
could serve lower transaction costs and help small-scale growers in Indonesia must be considered.

In the case study of vegetebles growers in East Java, it was revealed that this contract type is
labor-intensive farming. The contract led to increased use of female labor and employment of hired labor that
indicating the contract had some muitiplier effects on the villages where it was extant. The study has proven
the successful of this system to protect smallholder farmers from price volatility, as well as marketing product
guarantee. In the second case study, it was revealed that contract farming between dairy small milk producer
and local processing company has facilitated and offered opportunities to the participants in this area to carry on
their small business unit and to develop, It is showed that a good farm gate price is the most important factor in
this industry to attract farmers to enter and develop the dairy business unit, The analyses of the third case study
found that in order to fulfill the stock, BULOG (National Food Logistics Agency) procured rice by coniract
marketing system with farmers cooperative or rice miiler. The agreement is between BULOG as a buyer and
cooperative or miller as a collector, to procure rice from rice farmers. They used marketing contract with the
fixed forward price that can completely eliminate the price risk. This system managed by the government since
rice commeodity plays an important role in both economical and political stabilities of the country.

From the above mentioned empirical studies, it is conclude that the contract farming system perforn:
in the areas, help to remove market imperfections in produce, capital (credit), land, labor, information and lead
to better adjustment of local production activiiies which involve investment in processing, extension,
agriculture’s institution management, and reduced transaction cost. Besides raising grower’s incomes, this
system may also create positive multiplier effects for employment, infrastructure, and market development in
the local economy. Therefore, straightening the partnership between agribusiness firms, smatlholder farmers,
farmer group and farmer cooperative is an important method for Indonesian agricultural sector to face the tough
challenge in the future.

A number of policy implications are flow from the system described above. Build up appropriate
farming group or farmer cooperative organization is necessity for smallholders who entering the contract. The
government has to support this system and use as a tool for developing domestic agribusiness firms. All the
participants of this system must be independent and allow the contract to change over time as capability,
institutions and infrastructure develop. The government has a vital roie to play in ensuring that companies
proposing to invest in contract farming are bona fide and are planning long-term partnership arrangements with
farmers. The government has to assist farmers in their ability to organize and negotiate with agribusiness firms.
Legal protection for contract growers as a group must be considered to protect them from ill-effects of
contracting.
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