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POTENTIALITY OF VERTICALLY INTEGRATED POULTRY       
CONTRACT FARMING SYSTEM IN BANGLADESH: 
PROFITABILITY AND PRODUCTIVITY ANALYSIS 

 

Ismat Ara Begum 
 

 

        ABSTRACT 

The paper examines the potentiality of vertically integrated poultry contract farming system in 

Bangladesh on farm income through profitability and farm productivity. Although government provides 

various favourable policies for poultry sector development but till now meat deficiency is 89.5 per 

cent of the total requirement. This is largely because of lack of necessary backward and forward market 

linkages. Vertically integrated contract farming could be one possible solution in this case. With 

effective management, vertically integrated contract farming system can be a means to develop markets 

and to bring about the transfer of technical know-how and to generate farm income in a way that 

contributes to farm profitability and productivity. Primary data were collected from 50 sample farmers of 

ABFL (Aftab Bahumukhi Farms Limited), the pioneer of vertically integrated farm which is situated at 

Kishorganj district of Bangladesh. Twenty five (25) independent sample farms were also selected from 

Gazipur district, the poultry region of Bangladesh. Results indicate that the use of production contracts is 

associated with a substantial increase in profitability, factor productivity, and represents a technological 

improvement over independent farm production, which would help to alleviate poverty. 

I. INTRODUCTION 
 
Bangladesh is a country where about 20 per cent population is identified as hardcore poor and 

44 per cent lives below the poverty line (HES, 2004). Commercial poultry farming system is 
considered an important avenue to reduce serious problem of severe malnutrition, high unemployment and 
poverty. In 

Bangladesh per capita daily desirable food intake from animal meat sources is 21 gm, while the actual 
intake is about 8 gm which is less than half of the required amount (FAOSTAT). Meat consumption needs to 
increase more than double and reach 22 gm daily, up from the current level of 10 gm. Poultry meat can 
efficiently and rapidly fulfill the shortage of protein requirement. In fact, poultry has a shorter life cycle and 
its production requires relatively less capital and land compared to other meat-producing animals such as 
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cattle, sheep and goats. Furthermore, poultry meat has a great demand as compared to other meat, because of the 
limitation and religious taboos in the case of pork and beef Although commercial poultry started in 1980 but still now 
meat deficiency is 62% (Begum, 2006). For the reason the faster growth in production in the poultry sector would be 
desirable for achieving balanced nutrition. 

Contract farming has been introduced in Bangladesh in 1994 by a big company, named ABFL 
(Aftab Bahumukhi (multipurpose) Farm Limited). A good number of researches have been completed 
on commercial poultry production (Karim and Mainuddin, 1983; Ahmed, 1985; Haque, 1985; Islam 
and Shahidullah, 1989; Ukil and Poul, 1992; Bhuiyan, 1999; Uddin, 1999; Yasmin et al, 1989) but 
analytical and theoretical aspects of contract farming system are not plentiful. These studies have 
pointed out that commercial poultry farming system in Bangladesh faced so many problems, such as 
lack of capital, inadequate knowledge of poultry rearing, outbreak of diseases, inadequate availability 
and high prices of inputs (feed, day old chicks and vaccines & medicines), inadequate institutional 
credit, guaranteed and profitable markets for their output, etc. So far only two studies (Chowdhury, 
2001, Karim, 2000) have been done on benefit-cost analysis of poultry contract farming system. 
But those two studies provide no in-depth explanation about the potentiality of vertically integrated 
poultry contract farming system on farm income through farm profitability and productivity. However, 
the present study is an attempt to examine the vertically integrated contract farming system in poultry 
sector aiming to determine farm productivity through contracting. 

The paper divides into four sections. First section presents introduction, second describes data 
sources and methodology. Contract farming sector in Bangladesh poultry sector is discussed in the third 
section while the results of productivity are presented in the fourth section. The paper is ended by 
section fifth which provides some concluding remarks and policy implications. 
 

 
II. METHODOLOGY AND SOURCES OF DATA 

Primary data of 50 sample farms for vertically integrated contract farming were collected from two Thana- 
Bajitpur and Kuliarchar located in Kishorganj district in Bangladesh. In order to fairly spread the sample over the 
entire study population at first a list of all 560 contract growing farmers was prepared with the help of officials of 
ABFL to obtain a representative sample and then the farmers were categorized according to their farm sizes as 
noted below: 1) Small farmers raising 1200 birds, 2) Medium farmers raising 1201 up to 2000 birds, 3) Large 
farmers raising more than 2000 birds. According to this criterion in the study area among 560 farms 202, 280, and 78 
farms were small, medium and large farms respectively. Fifty-contract broiler farms were selected from 560 farms by 
using stratified sampling method, by the ratio of the observation, consequently 18, 25 and 7 were small, medium and 
large farm respectively according to bird holdings per batch. For a comparative analysis, the Gazipur district (as it is 
declared by Government of Bangladesh as poultry region) was selected purposively and accordingly 25 commercial 
poultry farms were selected randomly from two Thana of the district. The period of investigation covered one year 
beginning from December 2001 to November 2002. Data were collected from December 2002 to January 2003. 
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To determine the comparative net return gain from contract broiler farming system and 
independent farming system, per bird basis comparative study has been done here. In this study, cost 
items consisted of feed, hired labor, vaccine and medicine, transportation, litter, equipment and 
machinery, housing, land use cost, interest on operating capital and miscellaneous. On the revenue 
side, gross return, net return, rate of return were determined and analyzed in this study. 

A Cobb-Douglas regression model was used to accomplish the production function analysis of 
poultry farms. In order to see the influence of all variable inputs, viz., day-old chicks, feed, labor, 
vaccine and medicine and fixed capital stock on gross output, production function was fitted taking 
these as independent variables and contracting system as a dummy variable. The purpose of 
introducing dummy variable was to consider the role of contract farming in regression analysis. 
 

III. CONTRACT FARMING SYSTEM IN BANGLADESH POULTRY SECTOR Vertically 

Integrated Contract Poultry Farming System 
Contract farming system in broiler production was started before 1960 in most of the developed 

countries but in Bangladesh it was started in 1994 through ABFL as an experimental extension program whereby 
they first selected only 20 farmers. The agreements between ABFL and the farmers are very simple indeed. 
According to the agreement ABFL provides the day-old-chicks, feeds, veterinary supplies by kind on credit, and 
implements the final marketing of the output. ABFL also provides day to day technical assistance through 
their expert supervisors. The contract farmer typically provides the land, housing, equipment and labor. Any 
farmer in the area is eligible to enter into ABFL contract system. However, the number of birds per batch to 
be reared and managerial decisions are taken by the farmers. ABFL buy the matured broiler from the contract 
farmers paying a predetermined price for per kilogram of live broiler and then market those broilers through ABFL 
sales centers in Dhaka. All the credit liability of the contract farmers is adjusted against price of their products. 
 
Reasons why farmers choose to contract 

Risk and uncertainty are quite common facts of poultry business. As a developing country like 
Bangladesh, where majority of the people are under poverty level, poultry farmers faced different 
constraints such as lack of capital, inadequate knowledge of poultry rearing, outbreak of diseases, 
inadequate availability of inputs, inadequate institutional credit, guaranteed and profitable markets 
for output etc (Begum, 2006). So the farmer's decision to enter into contract may have been motivated 
by some financial benefits or incentives from contracting. In terms of the possible welfare gains from 
contracting the main benefits are in credit facility, risk reducing and improved access to markets. The 
contract provides extension support and would overcome problems associated with lack of 
information. Moreover farmers receive an assurance that their growing broiler will be purchased at 
matured time. These benefits motivate poultry farmers to enter in contract farming system. 
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Profitability of Contract Poultry Farming 
Positive evaluations of contract farming generally indicate farmers either benefit from contracts in terms of 

enhanced profits or get out of the business. Benefits from contract participation result from improved access to 
markets, credit and technology, better management of risk, improved family employment and indirectly, 
development of a successful commercial farming. 

Here an attempt was made to determine per bird profit gain from contract and independent broiler farming 
system. In this study, cost items consisted of feeds, hired labour, vaccines and medicines, transportation, litter, 
equipment and machinery, housing, land use costs, interest on operating capital and miscellaneous. On the revenue 
side, gross return, net return, rate of return were determined as well. 

Broiler production input costs are high and small farmers receive advances from the farm for feed, day old chicks 
and vaccine/ medicine by kind to overcome potential credit constraints. Integrator incurred major share of total 
cost. For total costs, expenses were also classified into variable and fixed items. Under variable costs, feed, day old 
chick and medicine/vaccines were the major expenditures, accounting for 56, 28 and 4 percent of total cost, 
respectively. Variable costs were the major costs (more than 96% to 98%) of the total cost (Table 1). It was 
indicative of the high operating capital investment required in the broiler business. It is also evident from the Table 1 
that 100 per cent of the average total returns were contributed by the total cash income. This was attributed to their 
contract with the integrator, under which the later was to take all the broilers produced. ABFL determines the prices 
before making contract and farmers get the price on the basis of that contract. In the survey period average price and 
number of average bird per year were 54 Taka/kilogram and 9179 birds. An examination of net return per Taka 
invested suggests that all size categories of farms were profitable. Total cash returns per bird from contract growing 
averaged Taka 71.1 [1 $=63.34 Taka (July, 2005)] (Table 1). 

Total value of fixed costs per bird was Taka 1.01 while variable costs were Taka 52,9. The total costs per farm for 
contract growing amounted to Taka 53.9 resulting in a net return of Taka 17.2 per bird. For the independent grower 
98 percent of total cash returns came from the sales of broilers, which amounted to Taka 80.8. Home consumed 
reported Taka 0.5 by the sample independent grower whereas contract grower was zero. On per bird basis, the total 
fixed cost of the independent grower was Taka 2.83 while it was Taka 69.5 for variable cost. 
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Table 1. Comparative annual average cost, return and profit of Independent and Contract broiler 
farms (Per Bird basis). 

Particulars Independent Farm 
(Taka/bird) n = 25 

% Contract Farm 
(Taka/bird) n = 50 

% 

A. Total Variable Cost     
DOC 19.2 27.6 15.2 28.7 

Feed 38.8 55.8 29.7 56.2 
Vaccine & medicine 2.8 4.0 2.4 4.5 
Electricity 0.9 1.2 1.6 2.9 
Pollythyne 0.3 0.4 0.1 0.2 
Trans cost 0.4 0.5 1.3 2.5 
Litter cost 1.2 1.7 0.5 0.9 
Miscellaneous 0.0 0.0 0.1 0.2 
Hired labour 1.6 2.2 0.6 1.1 
Family, labour 1.3 1.8 1.3 2.4 

Interest on operating capital 3.3 4.7 0.2 0.4 
Sub Total 69.5 96.1 52.9 98.1 
B. Total Fixed Cost     
Depreciation on equipment 0.3 9.5 0.2 18.8 
Depreciation on housing 1.6 55.1 0.6 54.5 

Land rent 1.0 35.3 0.3 26.7 
Sub Total 2.8 3.9 1.0 1.9 
C. Total Cost 72.4 100.0 53.9 100.0 
D. Total Cash Returns     

Broiler sold 80.8 97.5 68.8 96.7 
Faces sold 0.7 0.9 0.3 0.4 
Feed bag sold 0.4 0.5 0.3 0.4 
Insurance N.A  1.8 2.6 

Sub Total 81.9 98.9 71.1 100.0 
E. Home Consumed 0.5 1.1 N.A N/A 
F. Total Returns (D+E) 82.4 100.0 71.1 100.0 
* Gross Margin (F- A) 12.9 - 18.2 - 
H. Net Return ( F- C) 10.0 - 17.2 - 
I. Rate of Return (H/Q 0.1 - 0.3 - 

However, contract farmers were better off in their net income since the major cash inputs were provided 
by the integrator and had a guaranteed market. Per bird net return of contract farm is more than 1.7 times 
higher than the net return of independent farm. Rate of return also indicates that contract farm is more 
profitable than independent farm. A rate of return of 30 per cent also indicates that contract farming is more 
profitable than independent farming (10 percent). 

IV. PRODUCTIVITY OF CONTRACT FARMING SYSTEM 

Productivity Analysis 
Contract farming system can increase productivity of farms by supporting farmers through the provision 

of inputs, credit, extension services and marketing facility. Table 2 shows the results of the test of 
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Table 3. Average capital investment on equipment of sample independent and contract farm. 
 
Tools and Equipment Independent Farm  % Contract 

Farm 
 % 

Brooder N.A              N.A 840 8 
Drinkers 651              7 1,078 10 
Feeder 964           10 1,327 13 
Chick gourd 302             3 674 6 
Lamp 615             7 1,424 14 
Fan 6,761            73 3,077 29 
Generator N.A            N.A 2,096 20 
Average capital investment 9,293          100 10,516 100 

Source: Field survey, 2003 

Table 4. Utilization of poultry house and equipment of independent and contract farming system. 

Particulars Independent Farm Contract Farm 
Birds reared (per batch/per farm) 530 1,427 

No. of batch (per year/per farm)               5 6 

Yearly actual birds reared (all batch/per farm) 4,251 9,179 

Average maximum birds reared (per batch/per farm) 1,361 1,835 

Yearly potential maximum birds reared (all batch/per farm) 8,239 10,466 

Source: Field survey, 2003. 

However, labour productivity is also higher for contract farmer than that of independent farmers but the 
difference was not significant. It might be because labor is abundant in Bangladesh agricultural sector due 
to prevailing high population growth rate and disguised unemployment. 

The comparison of means presented in Table 2 reveals that the contract farmers are on average 
much more productive than independent farmers, since they have higher factors productivity in terms of feed, 
labor capital and other inputs. 
 
Production Functional Analysis 

An attempt was made to determine the factors that affect the production of poultry farm by estimating 
the production function of poultry farms. A Cobb-Douglas regression model was used to estimate the 
production function of poultry farms. This is a conventional model where the level of production depends 
on the level of input use. The advantage of using the Cobb-Douglas function is its reasonable proximity with 
economic theory and it's ability for easy computation of the partial elasticity of output with respect to input 
and returns to scale. 
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Contract farming could play a dominant role in poultry sector development, because production credit augments 
the demand for inputs necessary for increased poultry farm's productivity. Existing rural credit institutions in 
Bangladesh do not have many of the features which ABFL's contract farming system have, such as collateral-free 
input loans in kind, assistance with access to input and product markets and opportunity to get technical know-
how with supervised credit. Thus, vertically integrated contract farming system seems to be a new key to unlock 
these constraints by contractual agreement with farmers to expand their productive potential of poultry. It may, 
however, be noted with caution that the present study was based on the findings of institution followed by ABFL in 
2003. In case there has taken place any change in the contracting system, the conclusions should be reviewed based on 
a new research on this topic. At this stage it can be concluded that to increase poultry production and to develop 
the poultry industry, the government as well as other private integrators can take initiatives to establish an 
effective and well organized vertically integrated contract farming system in Bangladesh. 
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