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ABSTRACT

In Thailand, poultry sector is the main economic growth of livestock sector, especially broiler production.
The rapid expansion in broiler production has been made possible by the increase in the number of
commercial farms or contract farming. The objective of this research was to understand better how contract
farming works, who gets involved and why and who benefits from the agreement. The study is based on the
broiler file survey in Chiang Mai province of Thailand. As the results, contract farming looks quite
attractive for farmers as well as for private companies but most of the farmers complained about long
waiting until the delivery of the next cycle of chicks have started.
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1. INTRODUCTION

In the last twenty-five years, livestock production
has become more industrialization in Thailand.
According to the FAO report, poultry sector contributes
more than 40% of livestock GDP. As indicated in Table 1,
during the past two decades the total production of
poultry meat has increased at an annual rate of 5-6%, the
highest growth of all livestock products. Since broiler
sector has become the industrialization in Thailand, some
agribusiness companies have set up their own industrial
farms and plantations. However, the industry is
increasingly relying on a completely different mode of
production to meet its needs. Instead of investing in their
own production units, the companies sign a contract with
the producer, specifying exactly the product they want,
the way it will be produced, the quantity, the deadlines
and the price (FAO, 2004).

Although commercial poultry have been started in
Thailand as early as the 1970s with the largest
agricultural enterprise-name Charoen Porkphand or C.P.
company (Panglaykim, 1979; Hewison, 1981; Chng and
Ross, 1993). Now more than 10 companies are dealing
with this kind of contract farming such as Saha Farm, Sri
Thai Livestock Company, Beta-grow (Isabeele and
Kokeatkachom, 2007).

In 1974-1981, the number commercial broiler
production has raised by the commercial farms from 36.4
billion to 288 million on birds (FAO, 2004). The rapid
expansion in broiler production has been made possible by
increase in the number of commercial farms, especially
larger-scale chicken farms with more than 10,000 birds
(Poapongsakorn and Panaiotov, 1985). However, most of
poultry farms are highly concentrated in a few provinces in
the central eastern and western region around Bangkok.
Furthermore, the growth of contract farming in Northern
region has been very slow poultry farms. Therefore, this
study is to study the main problem they are facing and their
implication for the risk of contract farms in north region. It
also aimed at better understanding how contract farming
works, who gets involved and who benefit from the agreement.

Moreover, there have been some studies on the
contract broiler farming in Thailand but most of research
focus on the province around the Bangkok of Thailand
only. Researcher investigated the profit efficiency of the
broiler production but did not explain the production
cycle of contract farmer in Thailand. Furthermore, the
limitations of the system and effectiveness of contract
farming schemes are not critically assessed elsewhere.
The present study aims to clarify the reason why contract
farming in Chiang Mai province has advantage or
disadvantage for the farmer.
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Table 1. Thailand meat production: annual growth rates

Year Chicken (%) Duck (%) Pig (%) Cattle (%)
1980-1990 6.69 2.54 3.00 2.70
1990-2000 4.59 1.03 2.52 -2.22
2000-2005 -5.07 -5.24 5.85 -9.28

Source: NaRanong (2008)

Table 2. Characteristics of sample broiler farmers in Chiang
Mai province

Table 3. Linkages of contract broiler farmers with different
companies (% to total)

Particulars Contract farmers Name of company Contract broiler farmers
No. of sample farmers 52.00 Charoen Porkphand or C.P. 94.23
Average age of family-head (years) 53.62 Beta-grow 3.84
Average education of family-head (years) 6.25 Saha Farm 1.92
Occupation main-poultry (%) 84.62 Source: Filed survey data

Occupation subsidy-poultry (%) 15.38

Average experience (years) 24.67 It can be seen that C.P company had the maximum share
Average area of the unit (acres) 2.20

Source: Filed survey data

2. MATERIALS AND METHODS

The study is based on the primary data collected
from the broiler units in Chiang Mai province of
Thailand. The survey covered 4 zones in Chiang Mai
province such as North, East, South and West zone.
Chiang Mai province is used to study because it closed a
high concentration of various industries and contract
farming had a contract with a large, medium and small
farming in north region. A total of 52 farms were
interviewed during October to November 2011 by the
researcher. The name of the farmers, the districts where
we conducted the study and the contracting company
will be kept confidential to avoid exposing the farmers
who took part. The questionnaire for the survey was
constructed to ask for the detail about the poultry
production on the farms. In particular, questions were
included to determine the number of broilers and the use
of input, such as labor, feed and capital.

2.1. Characteristic of Broiler Farms

The characteristic of sample broiler farmer given
in Table 2 revealed that older age farmers, 54, were
more engaged in broiler farming; and most of contract
farmers had education at primary school (6 years).
Average of contract farmers had poultry as the main
occupation at 84.62%. However, only 15.38% of
farmers had agriculture as main occupation and poultry
as subsidiary occupation.

2.2. Linkage of Broiler Farmers with Companies

The information on contract linkages of selected
farmers with companies is present in Table 3.
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in total contract (94%), followed by Beta Grow (3.84%).
The share of other company, SaHa, was very low, only
1.92% in the total broiler farming.

3. RESULTS

3.1 Production Structure of Contract farming

In contract system, farmers have to invest in
building a chicken house according to company
specifications-company did not provide credit for the
constriction of housing and the purchasing of equipment.
Farmers sold the housing and equipment by themselves-
they loan money from bank (see in dotted line). Other
inputs such as land, labor, housing and equipment,
utilities and litter along with other fixed inputs are from
farmer’s side. In Chiang Mai provinces, wage contracts
become the most popular form of contracts.

Most of the farmers started to build an open farm,
i.e., a chicken house with good ventilation but with no
air cooling system. In order to build that farm, most of
them borrowed money from Bank. The investment range
was 120,000 baht to 300,000 baht. However, since 1999,
companies have been requesting farmers to upgrade their
farm into a “closed” system with an “evaporative cooling
system” (EVAP). Since the outbreaks, companies have
forced remaining subcontractors to invest in upgrading
their holding facilities or to risk losing their contracts
(Cocstales et al., 2006). It is a form of air conditioning
with large fans on one and of the house and water
dripping on the surface at the other end. This system
increase growth and survival rates despite the tropical
climate in Thailand. Moreover, it allows for higher
density rearing thus decreasing average costs per birds
(Haitook, 2006). According to the farmers, it has also
reduced the birds’ motility rate.
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Fig. 1. The structure of the contract farmers Note: The picture adopt from Heft-Neal ez al. (2008)

However, it is still a high investment costs for the
contract farmers (around 200,000 baht). The average
total investment of the chicken farmers that we met was
252,663.46 baht.

Once the farmers have their industrial farm,
company provided the necessary all input to the farmer
(as mention above). Inputs (birds, feed, vaccine,
medicine) are loaned from company with cost taken out
of payment. Farmers do not pay for the inputs when they
receive them, but the costs of inputs are deducted from
their pay from the company. However, they are not
allowed to use any other input, such as replacing
company feed by corn produced in the farm in order to
reduce the costs. On the other hand, farmers have to
follow very scrupulously the instructions of the company
in term of quantity and quality of feed, when to give the
medicine and so on.

The technical support also provided for broiler
farmers by company-the integrators provided on chick
rearing, feed rationing and disease control through their
expert supervisors as free service (Fig. 1).

3.2.Average Cost and Return of the Contract
Broiler Farms

The average cost and return of the contract broiler
farms is summarized in Table 4. In this study, cost items
consisted of variable costs (electricity, litter, gas, hire
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labor, tax and water) and fixed costs (i.e., housing and
equipments). The cost of broiler production included not
only paid but also unpaid item like depreciation costs. The
costs were calculated per bird per batch. The Total Cost
(TC) per bird per baht of contract farming was 16.14 baht.

The fixed costs of contract farmers were major
costs ( about 51.98%) of total costs production which
most of them borrowed money from the Bank for
Agriculture and Agricultural Co-operative or BAAC-5 to
10 years from 300,00 to 2 million bath.

However, the Variable Costs (VC) were 48.08% of
the total costs for contract farming. Among the VC
items, the cost of electricity and litter constituted the
dominant share of the TC of production represent 28.96
and 21.87%, respectively.

In term of revenue, farmers received an average per
bird price of 26.62 baht and net return was 10.48
baht.The benefit-cost ratio was estimated at 1.6 baht
per bird. The values obtained for the profitability
indicators showed that broiler production for contract
farming in Chiang Mai province is a profitable
venture in rural area of Thailand.

However, farmers receive an income both from
company payments and from selling chicken manure to
neighbors or on the local market. While many expenses
for inputs are incurred from the company (feed, day old
chicks, vaccine and medicine).
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Fig. 2. Break-even point analysis Source: Author’s calculation

Table 4. Broiler production costs of contract farm system

Particular Baht/bird % of total costs
Total variable cost 7.75 48.02
-Electricity 1.17 28.96
-Litter 3.53 21.87
-Gas 1 6.2
-Hired labor 0.86 5.33
-Other cost 1.19 7.37
Total fixed costs 8.39 51.98
-Depreciation on housing 4.35 26.95
-Depreciation on equipment 4.04 25.03
Total Cost 16.14 100
Total Gross Returns 26.62

-Broiler sold 25.45

-Used litter and faces sold 1.17

Net return 10.48

(Broiler sold-Used litter

AND faces sold)

Benefit-cost ratio

(Total gross return / Total cost) 1.6

Note: 31 Baht = 1 $USD (September, 2011) Source: Author’s
calculation

3.3 Break-even point Analysis

One of the most tools used in evaluating the
economic feasibility of a new enterprise or product is
breakeven point. The break-even point is the point at
which revenue is exactly equal to costs. At this point, no
profit is made and no losses are incurred. The break-even
point can be expressed in term of unit sale. That is, the
break-even units indicate the level of sale that is required
to cover costs. One important aspect of break-even
analysis is that it is normally not this simple.

In many instances, the selling price, fixed costs or
variable costs will not remain constant resulting in a
change in the break-even. It should be calculated on a
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regular basis to reflect changes in costs and prices and in
order to maintain profitability or make adjustments in the
product line (Hodgetts and Kuratko, 2000). The
breakeven point in this study is obtained using the
program, QM, written by Render et al. (2009).

In the Fig. 2, the red line represents the variation of
income at varying levels of production activity. The blue
line represents the total fixed costs in the firm. As
income increases, variable costs are incurred, meaning
that total costs (fixed + variable) also increase. At low
level of income, costs are greater than income. At the
point of intersection, 53.43 baht, costs are exactly equal
to income and hence neither profit nor loss is made.
Therefore, no profit more than 53.64 baht in gross
income is generated per bird for producers.

3.4. Contract Farming System: Advantage and
Disadvantage

Contract farming looks quite attractive for farmers.
First of all, they do not have capital to set up, inputs
(chicks, feed and medicine), production services are
often supplied by company. The second is farmer can use
the contract agreement as collateral to arrange credit with
bank in order to fund inputs (housing, equipment). The
third is farmer could sell chicks to the company. If they
didn’t work with company, they couldn’t sell output to
the company. The fourth is contract also gives farmers a
sense of security; it is like getting a monthly salary.
Furthermore, farmers work full time for the company
and they depend entirely on the company for the inputs,
the technology and the marketing of their whole
production. Moreover, farmer’s price risk is often reduced
as many contract specify price in advantage (guaranteed
and fix pricing) and also contract farming often introduced
new technology to farmer to learn new skills.

However, consumer demands and market
conditions can change company production and
marketing strategies. Change in company strategies in
these areas can cause change in bird placement schedules
and size of birds’ growth. These situations can and do
cause variations in producer income.

Although contract farming was the gap between
the cycles was raised. After catching the chickens, the
farmer has to clean the house and get ready for the new
cycle, but many of them complain about the long wait
until the delivery of the next cycle of chicks. Farmer
also complain about the conflicts with the company
regarding issues such as quality of the feed and the
input provided, delays for catch chicks and receive
income from the company.
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4. DISCUSSION

Contract poultry production has been a good
business for rural area of Thailand. This is in line with
FAO (2004) that contract farmers for broiler did better
than independent at comparable level of scale, because
their forward price guarantees served them well in face
of falling world prices. Among other, Heft-Neal et al.,
(2005) argued that contracting has potential to facilitate
market access for poor farmers, increase product quality
and promote more inclusive national economic growth.
However, contract farming also had the problems such as
delays in delivery or payment, quality deterioration. This
agree with Baurle et al. (2007) argued that contract
poultry farming has some disadvantage of problem as a
production system such as delays in delivery or payment,
quality deterioration.

Although the fixed costs were the major cost of
total cost production in Chiang Mai province represents
51.98 % of total production costs. This suggests that
lower fixed costs may tend to hold down poultry costs,
prices and favor industry expansion for contract farming.
This in line with Hana (2010) that good management
practices, the grower or farmers can reduce costs, thus
increasing profitability. In variable costs, electricity and
litter were the major costs of total cost production
represent 28.96 and 21. 87%. This result agreed with
Zakir (2008), the important costs in contract farming
were electricity charge and litter material costs.

S. CONCLUSION

The livestock industry and especially the broiler
sector in Thailand is presented as a success story due to
the dramatic increases in production and exports over the
last decades. This study discusses a survey-based
assessment of the contract farming of broiler in Chiang
Mai province of Thailand. Input marketing contracts
cover supply of inputs and services.

The fixed costs of contract farmers (i.e. housing
and equipments) were 51.98 percent of total costs
production which their paid money for bank between 5 to
10 years. This suggests that lower fixed costs may tend to
hold down poultry costs and prices and favor industry
expansion for contract farming. Therefore, government
should subsidy in form of low interest rate to reduce their
costs for building chicken house and equipment.

The main advantage of production-marketing
contract to the producer is farmer’s price risk is often
reduced as contract specifies price in advantage
(guaranteed and fix pricing), contract farming often
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introduced new technology to farmer to learn new skills
and company invest inputs. However, sharing of
production and risk and mode of payment for input vary
among the quantity and time.

Contract farming also had the problems such as
delays in delivery or payment, quality deterioration
which are emerging from the applications. Therefore,
sponsor company should pay remunerative prices to the
producer in view of a huge investment made and should
provide insurance to the birds. The government can
extend its support by paying part of capital cost to the
broiler farmers.

We hope that this research will draw more attention
to this changing work relationship in the food production
chain and will help independent farmers as well as
contract farmers to defend their right.
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