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ABSTRACT 

 

        Relative performance of alternative farming systems was studied by applying residual income measures 
such as gross margin, net farm income and management income. The results showed that gross margin per Taka of 
variable cost varied sufficiently among enterprises within each farming system. Among the individual enterprises 
within the crop component, vegetabale and fruits gave highest gross margin per Taka of variable cost in all the 
systems of farming. Among the components of the whole farm business, fish component had the highest gross 
margin per Taka of variable cost in all the systems of farming. Net farm income was reasonably high for all the 
systems. Except for the Crop-Cattle-PouItryFish system, all the systems earned negative management income. 
However, return to operator's labour and management was positive for all the systems. In view of the fact that 
many of the farm fixed resources have lower opportunity costs, it may be plausible to assume that farmers might be 
content with whatever positive return they earn over their composite input "labour and management". 
 

I. INTRODUCTION 
 

      The analysis of performance of a farm business is usually done in two alternative 
ways: enterprise analysis and whole farm business analysis. Enterprise analysis deals 
with determination of profitability of individual farm enterprises by applying detailed cost 
accounting. In addition to accounting for the variable costs which are str<tightforward and 
are readily accountable, fixed costs are also allocated to individual enterprises through 
the appropriate criteria of apportionment. 
 
      In the whole farm business analysis, particulars relating to individual enterprises are 
ignored, at least at some stage of the analysis, and measures of performance are derived 
with respect to the whole farm business. The typical measures of success we gross output, 
gross margin, current ratio, leverage ratio, net farm income and management income 
(Castle, Becker and Smith 1972). 
 
       A typical farm in Bangladesh consists of more than just field crops. Cattle and goats 
provide milk, meat, manure, draft power, hides and skins. Poultry and fish also provide 
nutritious food and cash income. The homestead area contributes to production of fruits, 
vebetables, timber and spices. It also provides space for scavenging of poultry birds, 
storing and processing of crops and crop by-products (Rahman et al. 1989). All these 
components of a 
 
 
 
 
 
 
 
 
 
 
The authors are respectively an Associate Professor, Dept. of Agril. Economics. BAU, Mymensingh and a Lecturer. 
Patuakhali Krishi College. The paper is derived from a research report submitted to the Winrock International (I-
IRDP), Dhaka. 



60            The Bangladesh Journal of Agricultural Economics 
 
farm are interlinked and they interact in a complex manner to constitute what may be called a farming 
system. Thus farming system can be defined as "the complex arrangement of soils, water sources, 
crops, livestock, labour and other resources and characteristics within an environmental setting that 
the farm family manages in accordance with the preferences, capabilities and available 
technologies" (Shaner, Philipp and Schmehl 19R2). 
 
        Most of the past research attempts in Bangladesh concentrated on analysis of individual 
enterprises, mainly crops. Thus the importance of other enterprises and the impacts of their mutual 
interaction on the whole farm business were missing in such analyses. In a system approach to 
farming, the given supply of fixed farm resources are allocated to a number of crop, livestock and 
other enterprises which are mutually interrelated and interdependent. In many cases it becomes 
unrealistic to apportion and allocate such fixed resources to individual enterprises. Thus return over 
variable cost (gross margin) is often die more appropriate criteria for judging the performance of 
individual enterprises and their contribution to the whole farm business. The sum of gross mar-in 
from individual enterprises would give the gross margin of the whole farm business. The farmer 
would then have the scope to check for return over the fixed resources along the line of "residual 
income measures", depending on the opportunity cost of the relevant fixed resources. 
 
        This study attempts to analyse the whole farm business, considering fv-ms to be operating in the 
framework of farming system in a selected area of Bangladesh. Attempts are made to derive 
measures of performance of individual subsystems within each farming systems. The primary 
income measure is the "gross margin" of individual subsystems namely crop, livestock, poultry 
and fishery. The gross margin per Taka of variable cost would put the individual 
components/subsystems into amenable position for mutual comparison. The relative performance of 
the alternative farming systems are studied by comparing die whole-farm residual income measures 
such as "net farm income" and "management income", 
 

II. DATA AND METHODOLOGY 
 

       Since the aim of the study was to examine the economic performance of the farm business 
under alternative farming systems, the purpose could be better served in an area where some 
farming systems were already identified. The Bangladesh Agricultural University, Mymensingh 
had an on-going research project entitled "Farming Systems Research and Development 
Programme" (FSRDP) in the Kazir Shimla village of Mymensingh district. In order to take 
advantage of the already identified farming systems, village Kazir Shimla was selected as the 
research site for the study. 
Data were collected from the farm households falling in the selected farming systems. As many as 27 
farming systems were identified by the FSRDP team in the Kazir Shimla area. A two stage 
sampling procedure was adopted in the study. In the first stage, four dominant systems were 
selected. These were Crop-Cattle-Goat-Poultry-Fish (C-C-G-P-F), Crop-CattlePoultry-Fish (C-C-P-
F), Crop-Cattle-Poultry (C-GP) and Crop-Poultry-Fish (C-P-F) systems. 
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F system (Tk. 12,248) which had the operated area of 0.59 hectares. Gross margin per Tal:a of 
variable cost of the crop component of the C-C-P system was also higher (Tk. 1.59) than that for 
the C-P-F system (Tk. 1.45). 
 
Gross Output and Gross Margin of the Cattle, Poultry and Fish Components 
 

       Gross outputs and gross margins of the cattle, poultry and fish components of 
different farming systems are presented in Tables 5, 6 and 7 respectively. As mentioned 
earlier, gross output of cattle component consisted of the value of the animal products and by-
products sold, consumed and otherwise disposed of, and net change in inventory of the livestock 
animals. Table 5 reveals that both gross output and gross margin were highest for the C-C-G-
P-F system. Gross margin per Taka of variable cost was also highest for this group of farms 
(Tk. 1.24). It may be mentioned that this system had goat in the cattle component and goat raising 
requires lesser variable cost. Thus goat raising might have contributed to the higher gross margin 
per farm and per Taka of variable cost for this group of farms. Gross margin of cattle per farm and 
per Taka of variable cost for the C-C-P farins were Tk. 3279 and Tk. 0.81 respectively and 
these were the second highest gross margins of the cattle component among the systems of farming. 
 
       Gross output of poultry also consisted of the value of poultry products sold, consumed and 
net change in the inventory of the poultry birds. Derivation of gross output and gross margin of 
poultry component for the selected farming systems is shown in Table 6. It appears that gross 
margins per farm and per Tal:a of variable cost were the highest for the C-P-F system (Tk. 
498 and TI:. 2.35 respectively), although this group of farms had the lowest gross output per farm. 
Although gross output per farm was the highest for the C-C-G-P-F system (Tk. 971), total 
variable cost was also the highest for the group of farms and consequently gross margins per 
farm and per Talca of variable cost were the second lowest for this group of farms (Tk. 341 and 1k. 
0.54 respectively). The lowest gross margins per farm and per Taka of variable cost were obtained 
by the C-C-P-F farms (Tk. 282 and Tk. 0.48 respectively). 
 
        The fish component did not have any separate fish product and as such gross output of the 
component represented only the net change in inventory of the fish resource. Derivation of gross 
output and gross margin for the fish component are presented in Table 7. Of all the components of 
the farm business, fish appeared to be the most profitable in terms of gross margin per Taka of 
variable cost for all the systems of farming. Gross margins per farm and per Taka of variable cost 
were the highest for the C-C-P-F system (Tk. 9519 and Tk. 18.60 respectively). Gross output per 
farm as also highest for this group of farms. Although gross margin per farm was the second 
highest for the C-C-G-P-F farms, total variable cost for die group of farms was the highest of 
all groups and consequently gross margin per Taka of variable cost was the lowest for this 
group of farms (T:. 7.58). 
 
      A summarized picture of gross output and gross margin per farm, and gross 
margin per Taka of variable cost for all the components and the farm business as a whole 
for all the systems of farming is persented in Appendix Table A-1. 
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Residual Income Measures of the Selected Farming Systems 
 

      So far the analyses have covered derivation and interpretation of gross margin for 
individual enterprises, components and the farm business as a whole for the selected farming 
systems. Gross margin analysis has limitations in that it can not depict the whole picture 
neither of individual enterprises nor of the whole farm business. It is a convenient technique 
of analysis in situations where some of the cost items especially the fixed ones can not be 
allocated to individual enterprises. Gross mar-in is only a short run decision making criterion. 
Whether or not a farm business is profitable in the long run will be determined by charging for 
the fixed inputs. The reality, however, is that many of the fixed farm resources have very low 
opportunity costs. This presents a dilemma as to the choice of the rate at which the fixed 
inputs will be charged. 
 
       In the present analysis, attempt is made to derive some selected measures of success of 
the whole farm business by considering the opportunity cost of the fixed resources equal to 
the market price for the services of the (similar) resources. The measures of performance of 
the alternative farming systems are analysed here in terms of the residual income measures 
such as "net farm income", "operator's labour and management income" and "management 
income". These income measures are derived for the C-C-G-P-F, C-C-P-F, C-C-P and C-P-
F systems and the results are presented in Tables 8, 9, 10 and 11 respectively. 
 
       The residual income measures for the C-C-G-P-F system are presented in Table 8. As is 
evident, gross output and gross margin have been computed for the individual components of 
the whole farm business. The gross margins of Crop, Cattle, Goat, Poultry and Fish 
components are added horizontally to derive total gross margin of Tk. 28,948 for the whole 
system as appears from the last column of Table 8. The fixed costs included the costs of land 
use, annually hired worker, farm buildings and equipments. The total charge on account of the 
fixed cost items was Tk. 14,221 which is deducted from the total gross margin. The residual is the 
net farm income of Tk. 14,726 which is the return to the farm family for contribution of 
labour, operating capital and management to the farm business. The next item for deduction 
was the opportunity cost of family labour other than that of the operator. The average farms in 
the system had 342 mandays of such family labour which was charged at the market wage rate 
of Tk. 40. The residual is the operator's labour, capital and management income of Tk. 1046. 
A representative operator in this system spent an amount of Tk. 19968 as operating capital 
during the year of operation of the farm business. Interest on the average of this amount at the 
rate of 10 per cent represented the opportunity cost of this money which was Tk. 998. Having 
deducted this cost, the residual was the operator's labour and management income of Tk. 48 
only. A typical operator of this system contributed 216 mandays of personal labour to the farm 
business. If the operator's labour contribution is charged at the market wage rate of Tk. 40 and the 
amount is deducted from the operator's labour and management income, the final residual is the 
negative management income of Tk. 8,602 (Table 8). 
 
 
 
 
 
 
 
 
 



 



 



 



 



 



 



 



 


