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Contract Farming in Thailand



The fast food retailer Kentucky Fried Chicken requires chickens that weigh ex-
actly two kilograms in order to fit the size of the portions. Some segments of
the Japanese market want okra with 5 ridges on the fruit while others require
7 ridges. Baby corn exported to Europe and Japan must be between 4 to 7 cm
long. On the global food market, varieties, shapes and colours are now increas-
ingly standardised and food safety regulations are becoming extremely strict.

To reach that level of uniformity in food production and to secure their supplies
in quantity and quality, some agribusiness companies have set up their own in-
dustrial 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.

According to the FAO (Food and Agriculture Organisation of the United Nation),
“contract farming can be defined as an agreement between farmers and process-
ing and/or marketing firms for the production and supply of agricultural products
under forward agreements, frequently at predetermined prices. The arrangement
also invariably involves the purchaser in providing a degree of production sup-
port through, for example, the supply of inputs and the provision of technical
advice”."

In the US, more than one in ten farm operators are receiving some income from
contracts, and the value of production under contract is about 36 percent of the
total agricultural production of the country. Nearly all poultry and eggs are pro-



duced under contract and this system is widely used for
pigs, fruit, dairy, cotton and vegetable production.?

Contract farming raises serious concerns about food pro-
duction in Thailand and other parts of Asia in terms of social
justice, environment sustainability and corporate control.

Thailand is one of the pioneers in contract farming in Asia,
largely due to the role of its leading agribusiness company
Charoen Pokphand (CP) who started establishing con-
tracts with chicken farmers in the seventies. In 1970, a
Thai-US joint venture between CP and the US company
Arbor Acres started importing American-grown broilers
and layers into Thailand and introduced industrial poultry
raising practices in the country.® Subsequently, the active
promotion of contract farming by the state since the mid
1980s resulted in the rapid expansion of this practice. Box
1 shows for example the list of tax exemptions granted to
CP Foods in 2003. In 1992, D. Glover already estimated
that “of all countries in Asia, Thailand probably has the
most extensive experience with contract farming, in the
widest range of crops”.*

Although there are no statistics on the total number of con-
tract farmers in Thailand, observers from the Department
of Livestock, the industry, the FAO as well as local NGOs
reckon that this mode of production keeps expanding along
with the ambition of Thailand to become “the kitchen of the
world”. According to the FAO Integrated Pest Management
regional programme, “contract growing is becoming the
most dominant export production system™

While contract farmers have to pay taxes, CP Foods
annual report 2003 shows the list of tax exemptions
granted by the Board of Investment to some of its
activities. This list includes.

1. Exemption from payment of import duty on
machinery as approved by the Board.

2. Exemption from payment of income tax for certain
operations for a period of 5 years and 8 years
from the dates on which the income is first derived
from such operations.

3. Afifty percent reduction in the normal income
tax rate on the net profit derived from certain
operations for a period of 5 years commencing
from the expiry dates in 2 above.

4. A deduction of an amount equal to five (5) percent of
the increased income of certain promoted operations
over previous year for ten (10) years.

Source: C P Foods, Kitchen of the World, Annual Report 2003.

According to CP, the company has currently 12,000 chick-
en farmers, 5,000 pig farmers, about 10,000 rice farmers
and 10,000 corn growers under contract.® But many other
companies are operating along the same lines. In 2003,
the Senate Committee on Agriculture and Cooperatives
carried out an investigation on contract farming. Its report
recognises the growing importance of this system and lists
14 companies practicing contract farming in Thailand.”

Contract farming is a mode of production that allows small
farmers to integrate into the global food system. According
to an FAO report, “Changes in consumption habits, such
as the increasing number of fast-food outlets, the growing
role played by supermarkets in many countries and the
continued expansion of world trade in fresh and processed
products, have also provided the impetus for further devel-
opment of this mode of production.”

The same report explains that: “In an age of market liber-
alisation, globalisation and expanding agribusiness, there
is a danger that small-scale farmers will find difficulty in
fully participating in the market economy.” Contract farm-
ing is organised to provide farmers with backward and for-
ward linkages such as extension advice, mechanisation
services, seeds, fertilisers and credit as well as a guar-
anteed market for their production. “It offers an important
way in which smaller producers can farm in a commercial
manner. Similarly, it also provides investors with the op-
portunity to guarantee a reliable source of supply, from the
perspectives of both quantity and quality.”

This FAO report’s aim is actually to give advice to com-
panies already engaged in contract farming or planning
to do so, and to government officials seeking to promote
and monitor contract farming. It seems that the FAO has
not produced such a guide to support farmers involved in
those ventures.

Of course, not all contracts between a company and a
producer are alike and the practice shows many different
models of contract farming.®

The centralised model is a vertically coordinated sys-
tem where the company purchases the crop from a large
number of small farmers and processes or packages and
markets the product. In Thailand, this system is common
throughout the poultry sector, some vegetable production
and the sugar-cane industry. For example, in 1997/1998,
over 200,000 farmers grew sugar cane under contract with
46 individually owned sugar mills.

CP, for example, also uses this model for its extensive
broiler production. Small farmers invest in an industrial



closed farm with an evaporative cooling system. CP pro-
vides them with chicks, feed and medicine (on credit) and
the farmers raise the birds according to strict instructions
provided by the company. When the chickens reach the re-
quired weight, CP comes and collects them. The company
then pays the farmer according to the performance (feed
conversion ratio and mortality rate) and the market price.

The informal model involves informal production contracts,
usually on a seasonal basis, between farmers and indi-
vidual entrepreneurs or small companies. It is often used
for crops such as fresh vegetables or tropical fruits that re-
quire only a minimal amount of processing. For example,
in the Northern provinces of Thailand, farmers grow chry-
santhemums and fresh vegetables for the Chiang Mai and
Bangkok markets under verbal agreements with individual
traders.

In Southeast Asia, the formal subcontracting of crops un-
der the intermediary contract farming model is a common
practice. In Thailand, large food processing companies
and fresh vegetable entrepreneurs purchase crops from
individual collectors and middlemen who have their own
informal arrangements with farmers. In the snap-frozen
vegetable industry in Northern Thailand, two companies
directly contract out to middlemen who organise over
30,000 farmers to grow soybeans, green beans and baby
corn, primarily for the Japanese market.

Contract farming also occurs under a multipartite model,
where a variety of organisations are involved, including
private companies, state institutions and farmers. Finally,
under the nucleus model, the company not only subcon-
tracts production to small farmers, it also manages a cen-
tral estate or plantation, which has often been used in con-
nection with resettlement or transmigration schemes.

To many farmers, contract farming presents a very at-
tractive alternative to independent farming. Research by
Jacques-chai Chomthongdi demonstrates that rice farm-
ers’ incomes in Thailand have not increased since 1977.
His findings show that : “real farm income in 2000 had
not increased since 1977. On the contrary, farm costs in-
creased over the same period of time. Moreover, in some
of the years, farm spending tends to be higher than the
farm income. Thus, it is fair to say that farmers, in general,
are worse off than before.”'® Farmers in Thailand have
been looking for stable and decent incomes for decades.

When companies are recruiting farmers for their contract
agreements, they offer them a secure market and prom-
ise them good incomes. It is therefore not surprising that
many farmers are genuinely interested in entering such
ventures. When asked why they joined contract farming,
farmers usually give two main answers: “We were mak-
ing so little money in our farm! We wanted to find a way
to earn enough cash to make a decent living, to send our

children to school and to be able to pay for family health-
care”. Lack of capital is the other reason why farmers join
contract agreements : “We don’t have any money to buy
seeds, chicks or other inputs to start the production cycle.
Sometimes, we cannot get a loan with the bank if we don’t
have a contract with a company”."

Even though contract farming looks quite attractive for
farmers as well as for private companies, this system rais-
es serious concerns regarding social justice, environmen-
tal sustainability and corporate control. Very often, instead
of being the win-win agreement promised by its promoters,
it becomes an elaborate way of exploiting small farmers.

Even though contracts could give farmers some certainty
that the free market does not provide, exploitative prac-
tices of this model are undermining this potential.

Small-scale isolated farmers are usually not in a position
to negotiate a fair contract with large transnational compa-
nies, their agents, their technicians and their lawyers. In a
study of contract farming in Thailand, Sukpal Singh notes
that most of the contracts are one-sided in favour of the
company. For example, in a contract with the company Fri-
to Lay Thailand, farmers agree to sell their produce exclu-
sively to the company, but on the other hand, the company
is not committed to buy the product from the farmers."
CP contract farmers do not even receive a copy of the
contract when it is signed. The Thai Senate Committee on
Agriculture and Cooperatives reached similar conclusions.
Although its report recognises the potential of contract
farming to modernise the agricultural sector in Thailand, it
also admits that “most of the contracts exploit farmers and
producers. Farmers have to follow the conditions set by
the processing factory which are not equitable”."®

Low incomes are one of the major complaints of the farm-
ers. Broiler raisers under contract with CP in the Northeast
of Thailand can earn as little as 1700 baht a month per
worker (approx. US$43*), after deducting the costs of pro-
duction and repaying the debt to the company, the bank
or the loan shark. This is below the minimum wage of
2720 baht for 20 working days (approx US$68)."* The way
farmers’ incomes are calculated is usually very complex.
It can vary according to many factors such as efficiency,
the quality of the product, its size, and usually the market
price as well. This calculation makes it very difficult for the
farmer to anticipate how much he or she will eventually get
and to check if the contract has been honoured.

Another damaging impact of this mode of production is
a tremendous increase in farmers’ debt. The investment
required to enter industrial agriculture is obviously much
higher than for traditional farming. In a group of 19 farm-
ers raising chickens on contract interviewed in October
2004, the average current debt per household was around



241,034 baht (approx. US$6,025). Pig raising requires
even higher investments.'s National statistics show that in
1999/2000, the average debt per agricultural household
was 37,231 baht (approx. US$930)."® Many farmers fear
that they will never repay their debt because of their very
low income and the continuous investments required by
the company, but as long as they are indebted, it is very
difficult for them to break away from the company.'”

Contract farming also shifts most of the risks of production
on to the farmers. In animal raising, farmers borrow to in-
vest in modern infrastructure on a long term basis (5 to 10
year loans). But the contract with the company rarely ex-
ceeds one year. If the company does not renew the agree-
ment, the farmer is left with the debt. The risks of natural
disasters and crop failures are also borne by producers.
For example, during the bird flu crisis in Thailand in 2004,
some farmers under contract with CP did not receive any
chicks for more than 6 months, without receiving any com-
pensation or even any explanation for this long delay. Mini-
mising risks is also one of the advantages for the industry
that the FAO sees in contract farming: “Production is more
reliable than open-market purchases and the sponsoring
company faces less risk by not being responsible for pro-
duction”."®

Farmers also complain about other conflicts with the com-
pany regarding issues such as the quality of the feed and
the inputs provided, delays in payment, the length of the
break between the production cycles, etc. There is so far
no negotiation space or arbitration body to settle those dis-
putes. In the case of the formal centralised model of con-
tract farming, farmers effectively become the workers of
the company (“Our job is to raise the chickens that belong
to CP. We build the farm and we simply do what they tell
us to do.”) But the company does not provide any of the
obligations under a typical employment contract such as
minimum wages, sick leave or severance pay.

In many cases, contract farming has led to an increase in
the use of pesticides, with the associated environmental
damage.' The company imposes the amount and the type
of chemicals that should be applied. As it does not have
any long term commitment to the farmers, it tends to over-
exploit their land. Moreover, the widespread use of some
industrial seeds or animal species is also a major threat to
the environment. Local varieties are wiped out, undermin-
ing biodiversity.

More fundamentally, contract farming has been used by
transnational corporations to extend their control over re-
sources, and to impose industrial modes of production.
As the FAO report puts it: “Contract farming offers access
to crop production from land that would not otherwise be
available to the company, with the additional advantage

* Approximately 40 Baht = US$ 1

that it does not have to purchase it"?°. With the support of
international institutions and national governments, con-
tract farming is also leading to the privatisation of exten-
sion services. Company agents are visiting farmers more
regularly than government extension officials, promoting
some technologies, providing inputs and giving access to
credit and markets. The technologies they are promoting
answer the needs of the industry, which can be radically
different from small farmers’ needs for low cost and locally
controlled modes of production.

Because it involves an increasing number of farmers and
because it is a key mechanism to link small producers to
the agribusiness sector, contract farming raises important
questions for farmers and workers organisations, and to
the whole movement confronting the corporate-led liber-
alisation of food and agriculture. Through debates and dis-
cussions, a common political agenda is emerging.

First, the rights of the contract farmers should be at the
core of every action and position on this issue. This is a
major challenge because contract farmers are usually not
organised within larger federations. They are neither ordi-
nary contractual workers affiliated to trade unions, nor in-
dependent producers gathered in farmers’ organisations.
As an NGO worker put it, in terms of organising, “they are
like dogs without a name on the collar”. Many contract
farmers seem to be willing to raise their concerns collec-
tively, but the only place where they meet is at gatherings
held by the company itself.

Second, the issue of contract farming can not be ad-
dressed in isolation from the global crisis of the agriculture
sector. With the current export-oriented policies and the
withdrawal of state support and domestic protection mea-
sures, small farmers go bankrupt. They become extremely
vulnerable in negotiating contracts with large agribusiness
companies. Improving farmers’ conditions (with price man-
agement schemes, tariffs, promotion of sustainable prac-
tices and so on) will benefit contract farmers as well as
independent producers.

Finally, it seems to be increasingly important to defend the
right to be a “non-contract farmer”, and to produce food in a
non-industrial way. In Thailand, the promotion of industrial
farming is getting so overwhelming that small scale tradi-
tional farming is becoming either impossible or illegal. For
example, the Ministry of Agriculture and Cooperatives is
providing some financial incentives for fruit growers on the
condition that they are under contract with a company.?'
The quality requirements imposed on farmers are becom-
ing so strict and complex that contract farming is becoming
the only way for producers to comply with the standards.
Some farmers are concluding that it is becoming almost
illegal not to be bound with any company.



Thai agribusiness had a pioneer role in promoting con-
tract farming in the region. Many farmers have now expe-
rienced this new mode of production and are developing
their analysis of its potentials and its limitations. The di-
versity and dynamism of civil society groups and people’s
organisations in the country can now be at the forefront in
questioning this mode of production, developing alterna-
tives and promoting farmers’ and workers’ rights.
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In July 2004, Charoen Pokphand (CP), the largest agribusiness company in
Thailand invited Focus on the Global South to visit their farms in response to an
article Focus published raising concerns about industrial farming during the bird
flu crisis." During a two-day visit to Nakhon Ratchasima province (three hours
north-east of Bangkok), several CP executives guided a small team of NGO
workers and farmers’ leaders on visits to a large factory farm belonging to the
company, seven contract farmers raising chickens and pigs as well as a chicken
processing factory.

According to CP, contract farming is the best way for small farmers to moder-
nise their production and to enter export markets. It is a “win-win” deal between
producers and agro-industries and a key element of the export oriented food
production model.

Following up on our field visit with the CP executives, Focus on the Global South
felt the need to meet contract farmers independently and decided to conduct our
own research in order to get a clearer picture of the situation. The objective of
this research was to understand better how contract farming works, who gets
involved and why, and who benefits from the agreement. It also aimed at better
understanding farmers’ perceptions about this mode of production and the main
problems they are facing.

Some issues, such as the environmental impacts of industrial farming, the qual-
ity of the inputs (e.g. the use of drugs in feed), or even the worker’s health and
safety are beyond the scope of this study. Nevertheless, they are extremely im-
portant if we want to analyse the full impact of contract farming on society. Some
other institutions have conducted research on these issues.?



For this initial study, we chose to focus on chicken and
pig raising to supplement the basic information acquired
from the field visit. This particular study is Focus on the
Global South’s contribution to a broader study on contract
farming in Thailand initiated by a group of Thai NGOs, in-
cluding the Alternative Agriculture Network, Rural Recon-
struction Alumni and Friends Association (RRAFA) and
Biothai. Other studies being conducted by this group cover
shrimp-farming, rice seed production, and corn and soy-
bean growing.

This research does not aim to give a comprehensive picture
of contract farming in Thailand. Rather it seeks to present
an initial assessment of the situation and to raise the main
issues in terms of farmers’ and workers’ rights. Itis part of a
longtermprocessinvolvingfarmermovements,tradeunions,
NGOs and international organisations aimed at developing
strategies by which both contract and independent farmers
can improve their bargaining power and living conditions.

Because of budget and time constraints, we conducted a
series of case studies instead of a broader research that
could be replicated across the whole country.

We interviewed 19 chicken farmers and 7 pig farmers in
three different provinces in central and north-eastern Thai-
land (Nakhon Pathom, Buri Ram and Roi Et). Each of the
farmers had a contract with a large food-processing com-
pany. The field research took place in October 2004. The
names of the farmers, the districts where we conducted
the study, and the contracting companies will be kept con-
fidential to avoid exposing the farmers who took part.

Farmers were interviewed individually at their farms, fol-
lowing the questionnaire (see Annex). We also conducted
a focus group discussion with 11 chicken farmers. The se-
lection of the farmers was random. We went to districts
where we were told that there were contract farmers and
we asked around where the chicken or pig farmers were.

All the farmers that we visited agreed to participate in the
interviews and were quite willing to talk about their situa-
tions.

Among the 19 chicken farms that we visited, 17 produced
meat (broilers) and two produced eggs (layers). These
farms had between 5,000 to 10,000 chickens, which is
considered a relatively large size in Thailand. Among the
seven pig farms that we visited, three of them were pro-
ducing piglets (with a capacity of around 150 sows per
farm) and four of them were fattening pigs (with around
320 pigs per farm).

Among the farmers that we interviewed, the first one to
sign a contract was in 1995 while the last one to start was
in 2004.

Out of the 26 farmers we interviewed, 18 were women
(70%). They were the ones present at the farm and who
knew about the business. This hints at a high incidence of
female labour in this sector.

Apart from interviewing farmers, we got some strong sup-
port from partner organisations (local NGOs and farmers’
leaders) and we also interviewed provincial livestock of-
ficers and academics to build a broader understanding of
the issue.

Once again, because of the small size of our sample, we
cannot project the results of this case study to the whole
country. Nevertheless, this research gives us a picture of
the situation and concerns of those farmers. We hope that
in the future independent researchers can conduct a full
study of the impact of contract farming on small and me-
dium-sized farmers in Thailand.

Although the livestock sector is a relatively small part of
the agricultural sector in Thailand, some of its segments
are considered a remarkable success story in terms of in-
dustrialising food production and engaging in export mar-
kets.

The poultry industry in particular is often presented as a
success story in the Thai ambition of becoming the “kitch-
en of the world”. In the span of two decades, it transformed
itself from the rural, backyard production of chickens ca-
tering to the domestic market to industrial production of
chicken meat predominantly for international markets.

Between 1980 and 2002, production of chicken, pork and
eggs increased continuously. While pork output almost
doubled in two decades, poultry meat almost quadrupled
over the same period. (see Figure 1)

During the same two decades, Thais increased their con-
sumption of meat. The sustained increase in household
purchasing power before the 1997 economic crisis led to a
higher demand for high-value commodities such as meat.
Even though bovine meat consumption declined slightly,
pig and egg consumption increased steadily while chicken
consumption grew very rapidly (Figure 2). Chicken be-
came extremely popular as the price dropped due to mass
industrial production. Per capita, Thais now consume an-
nually an estimated 3.4 kg more poultry than the global
average.®

However, it is mainly because the country has entered the
world market that its production of chicken meat has in-
creased so dramatically. In 2002, Thailand was the world’s
fifth largest exporter of chicken meat, selling abroad
468,000 tons of chicken meat and canned chicken for US$
963 million.® The main export markets were Japan and the
EU, accounting for 54% and 31.23% of the exported vol-



Figure1: Meat and eggs production (metric tons)
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ume respectively.® After rubber and rice, chicken is the third
agricultural product exported from Thailand (in value).

As far as the major chicken producers are concerned,
there is no clear division between chicken produced for
export and for the local market. The Japanese and EU
markets demand only certain parts of the chicken (e.g.
boneless breast). The parts not exported (e.g. wings, ribs,
internal organs) are packaged or further processed into lo-
cal products (e.g. chicken balls, sausages) for distribution
in the domestic supermarkets and convenience stores in
major urban centres. Therefore, the former segmentation
between production for local and export markets has been

to the Livestock Department, there are around 1007 pig
farms in the country (including swine for meat and breed-
ing). This includes farms raising more than 50 sows for
breeding and 500 pigs for meat production.?

According to an FAO report, 76% of farms producing
chicken for the broiler marketing chain (passing through
slaughterhouses) are managed by agribusiness compa-
nies or by their contract farmers.® However, the Thai De-
velopment Research Institute (TDRI), estimates that 99 %

Figure 2: Consumption of meat and eggs
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produce for their own consumption and for

the local markets. They do not send their
produce to slaughterhouses. Pig farming
is @ much smaller sector in the Thai economy. According
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of the farms producing chicken meat are under contract
with a company, while only 6% of layer farms and 11% of
pig farms are under contract.’® However, there is no exact
data on the number of contract farmers in the country.

In different interviews, CP, which is known to have signifi-
cant market share in this sector, gave conflicting informa-
tion regarding the number of contract farmers it is work-
ing with. It ranges from 12,000 chicken farmers and 5,000
swine farmers," to a total of 10,000 farms for all its activi-
ties (including rice and corn).'? According to the company,
half of its production of chicken meat comes from its own
industrial farms and half of it is from farmers they contract
with.

Most of the broiler farms included in the official CP invento-
ry raise between 2,000 to 5,000 birds, which is considered
as medium size. However, some factory farms raise up to
400,000 chickens (and even one million birds)."®

In Thailand, the broiler production chain is highly vertically
integrated. This means that the same companies control
the whole sector, from chicks to feed and from processing
to marketing. The giant agribusiness company Charoen
Pokphand (CP) introduced industrial chicken farming and
contract farming in Thailand as early as the 1970s, import-
ing breeding stocks from the US and developing intensive
production techniques with Thai farmers. The revolution in
technology, production and trade which transformed chick-
en production and consumption in Thailand over the past
decades is attributed to this company and to the support
that it got from government policies (e.g. through strate-
gic tax exemptions; see Box 1). Even though CP remains
the biggest actor in the Thai broiler sector, there are now
13 vertically integrated firms, privately operating about 22
poultry dressing plants.™

Table 1: Distribution of poultry inventory and
Thailand, 1 January 2000

Figure 3 : Thailand’s major
exporters of frozen chicken
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Source: Food Market Exchange'®

According to FAO estimate’®, in the broiler sector, CP con-
trols 20% of the market in chick production, 40% in animal
feed and 20% of the export markets (2001). CP’s market
share in the pork retail sector is about 20%.""

Even though egg and pig production have not reached the
same level of vertical integration, deep changes have also
occurred in these sectors. Imported industrial varieties
have replaced local breeds, leading to the use of commer-
cial feed and to the development of closed farms with cool-
ing systems. Due to the higher investment costs required,
smaller independent farms have been excluded from the
market. This process has been controlled by major agri-
business companies and many independent farmers are
now engaged in contract farming.

farms, by type of activity

Type of poultry | Number (million | % of popula- | Number of farms % of farms
birds) tion

Broiler 91.57 42.2 10,476 33.7

Native chicken | 72.97 33.6 8,369 26.9

Layer 24.80 11.4 7,459 24.0

Duck (all types) | 27.88 12.8 4,768 15.3

Total 217.23 100 31,072 100

Source: Statistics Branch, Planning Division, DLD, MAOC, 2001



Before entering contract farming, about half of the farmers
that we interviewed were involved in non-agricultural ac-
tivities. Some of them worked in Bangkok or even abroad
(e.g. in construction work, as a cook), while the others were
living in their village but had another job such as a motor-
cycle repair shop mechanic or carpenter. The other half
of the farmers were involved in agriculture before starting
producing pigs and chicken under contract. Some of them
were fulltime farmers (mainly rice farming combined with
traditional livestock activities), or had mixed activities (e.g.
dress maker and rice farmer, civil servant and jute farmer,
food stall seller and rice farmer).

The first contact between the farmers and the company
happens through the company’s local agent. Some farm-
ers said that they took the initiative to contact an agent
after seeing their neighbour or their relative involved with
the company. “l saw my uncle raising chicken and | felt the
income was good, so | asked the company to come,” said
a chicken farmer. However, most of the farmers that we
interviewed were approached directly by the agent who
visited their farm individually or who invited them to a dem-
onstration farm. “They organised a visit of a farm in the
province. | went with 17 other farmers. After the trip, they
asked if we were interested. | said | was,” said a farmer
raising pigs. In our sample, farmers signed their first con-
tract between 1995 and 2004.

During our field trip to Nakhon Ratchasima organised by
CP, we were told by the company executives that they
were now selecting their farmers very carefully to avoid
any trouble. The people in charge of recruitment explained
that they checked if the farmers gambled or drank alcohol,
and if they had a good reputation in the village.

However, the farmers we interviewed did not mention that
kind of selection process. They said that to be accepted,
they mainly needed to have a piece of land and a land title,
to use as collateral for a bank loan. The company then
checked if the land was large enough for the construction
of the pig or chicken house (a chicken or a pig house is
between 500 to 1,000 square meters) and easily acces-
sible by road.

Nevertheless, three farmers we interviewed used other
people’s land or land titles to set up the activity. For exam-
ple, one woman had already put up her land title as collat-
eral for a previous bank loan, so she decided to borrow her
brother’s land title to start the contract farming business.

This has created a decade long trap as the brother keeps
asking her for money, threatening to get his land title back
from the Bank for Agriculture and Agricultural Cooperatives
(BAAC) if she does not obey.

The other requirement mentioned by the farmers is that
they have to be ready to invest a large amount of money
to build up a modern chicken or pig house. As we will see
in the following section, most farmers do not have enough
capital and need to borrow the full amount, or part of it, to
start the business.

When asked why they joined contract farming instead of
running an independent farm, farmers gave two main rea-
sons. First of all, they do not have the capital to set up in-
dependently. “| wanted to raise chickens but | had no capi-
tal. It is difficult to get chicks from other sources,” said one
farmer. A contract provides farmers with the inputs (chicks,
piglets, feed, medicines) and access to a bank loan for the
infrastructure.

The second main reason for entering contract farming is
the market it offers. A farmer said, “There is no market for
independent farmers. Now, no one would come and buy
your chickens at the farm. If there was a market, | would be
independent.” Another one explained that, “Farmers can-
not sell to other sources, we have to sell to the company.
There is no independent chicken farm in this area,” and “If
we want to export, we have to work with a company.”

In pig farming, there is an independent market and buyers
go to the farms to buy meat and piglets. But contracts give
farmers a guarantee to sell. “We sign a contract to be sure
to sell our pigs. When the price is very low, no one buys on
the free market, but the company buys anyway,” explained
a farmer. Another one said, “| wanted the marketing risk
out of my hands.”

A few farmers also mentioned that contract farming makes
the job easier: “It is convenient: we give a call and the feed
comes, we give another call and the vet comes...”

The contract also gives farmers a sense of security: “l was
scared of failing. With a contract, it is more secure, it is like
getting a monthly salary”.

Farmers who chose CP did so either because it was the
biggest company, or because it was the only one operating
in the area. “CP is the biggest, it will not go bankrupt eas-
ily,” explained a farmer.

The chicken and pig farms we visited were all family run
businesses. There is usually more than one person in-
volved (e.g. husband and wife, daughter and father). The



family staff do not receive any wage, except in one pig
farm where one man hired his two brothers and paid them
10,000 baht a cycle (six months). In our sample, very few
contract farmers hired workers. Out of the 26 farms that
we visited, only five hired workers on a permanent basis
(four of them were pig farms and one was a layer farm).
Two broilers farms were hiring workers occasionally (on a
daily basis).

Seventy per cent of the farmers that we interviewed were
women, suggesting a high incidence of female workers in
this type of agreement. They answered our questions ei-
ther because they were the only one present in the farm,
or simply because they knew better the details of the activ-
ity. Their husband, father, son or brother were sometimes
attending the interview, adding some comments, but leav-
ing the leadership to the actual head of the business.

Raising chickens is considered very hard work: carrying
the feed and husk bags, feeding the animals, taking away
the dead chickens in the morning, giving the medicine. Pig
raising seems to be less strenuous than raising chickens,
even though it seems to require more staff. In the house-
holds that we visited, there were usually two people work-
ing in the chicken farms, and three in the pig farms.

Whatever the production, someone must stay on the farm
day and night to turn on the generator if the electricity goes
off. A power cut leads to the interruption of the cooling sys-
tem which can cause the death of many animals. Many
farmers mentioned that they were expected to permanent-
ly stay in the farm. “| cannot go anywhere. | have to look
after the chickens and stay in the house. When the vet
comes and we are not here, he blames us,” said a chicken
farmer.

For most families, raising chicken or pigs is not the only
economic activity in the household. Most of them still grow
rice for their own consumption, and they sometimes grow
other crops (e.g. sugarcane, coffee) or raise cattle. Eight
farmers mentioned that a member of the family works out-
side the village bringing in some extra income (e.g. labour-
er in Brunei, soldier, worker in Bangkok). “My daughter
had to drop out of school and went to work in Bangkok,”
said a chicken farmer.

Investment

First, farmers have to invest in building a chicken or a pig
house according to company specifications. Most of the
farmers we interviewed started by building 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 the BAAC. According to the farmers
we met, this initial investment ranges from 120,000 baht to
200,000 baht, while for pig-raising, it ranges from 200,000
baht to 500,000 baht.

Since 1999, companies have been requesting farmers to
upgrade their farm into a “closed” system with an “evapora-
tive cooling system” (EVAP). It is a form of air conditioning
with large fans on one end of the house and water dripping
on a surface at the other end. The system maintains the
temperature at 25 to 27 degrees Celsius, suitable for im-
ported breeds. This technology has reduced the average
raising period for standard broilers from 45 to 40 days'
and it allows the raising of more animals per square metre.
According to the farmers, it has also reduced the birds’
mortality rate. On the other hand, the EVAP system has
dramatically increased the costs of production because of
the intensive use of electricity.

CP developed its own technology for the EVAP system in
order to make it more affordable than the previously im-
ported equipment. However, it is still a high investment
cost for the contract farmers (around 200,000 baht). The
equipment is produced by a CP subsidiary and at least in
some cases, CP advanced the price of the equipment and
deducted it progressively from farmers’ income.

The average total investment of the 19 chicken farmers
that we met was 488,000 baht. For the seven pig farms
that we visited, this figure went up to 650,000 baht. This in-
cludes the initial investment and the EVAP system, but not
the regular upgrades that the farmers have to do in their
farm. They do not keep tracks of those regular upgrades.
Our figures are based on farmers’ accounts, and not on
the actual receipts from the bank or the company.

Production cycles

Once the farmers have their industrial farm, the company
provides them with all the inputs necessary for the produc-
tion: chicks, piglets, feed and medicine. Farmers have to
follow very scrupulously the instructions of the company
in terms of quantity and quality of feed, when to give the
medicine, and so on. 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. Farmers do not
pay for the inputs when they receive them, but the cost of
inputs is deducted from their pay from the company.

At the end of the cycle, the company collects the chickens,
eggs or pigs. When the company comes depends on their
needs, which creates some resentment among farmers.
As one farmer put it: “Our earnings depend on the age of
the chickens but we never know when they will take them.
Whenever they want the chickens, they get them. It is their
chickens. They warn us a few days before coming.”

The company pays the farmers about 15 days after the
animals or eggs are collected, according to a calculation
system described in the next section. Even though the date
is uncertain, farmers are sure that the company will come
to collect all the produce. However, in some cases, the
company rejects animals if they do not meet the required
quality. In our research, this problem was only mentioned



by one pig farmer: “When the piglet is lighter than 18 kg,
the company doesn’t take it and we sell if for meat.”

The production chain is split into different phases, each of
them being contracted separately by the company. Con-
trary to traditional animal raising, where farmers breed the
animals, feed them, select them and kill them, contract
farmers specialise in only one stage of the production pro-
cess:

¢ |n broiler chickens, some farms produce the chicks and
others raise them until they reach “adult size”.

¢ Inlayer chickens, some farms produce hens and others
produce eggs.

¢ In pig-raising, some farmers produce piglets and others
fatten them.

The time of the cycles and the type of contract vary ac-
cording to each stage of production. We will not enter into
a detailed description of each system, except when it is
necessary to understand farmer’s income calculation.

Imported breeds

For pigs as well as for chicken production, CP, for exam-
ple, is importing hybrid varieties from the world’s leading
breeding companies. It imports the grand parent or the
parent stock and produces its own chicks and piglets.
These industrial varieties grow much faster and produce
more meat than the local breeds. A farmer said she used
to produce native chickens: it took her about 70 days to
raise them, while the industrial varieties take only 40 days
to raise. But on the other hand, they need much more care,
they require specific feed and they are more sensitive to
the heat.

The companies are implementing the industrial raising
techniques developed in industrialised countries, such as
the use of antibiotics in feed to make the chickens grow
faster. The use of those medicines is regulated to avoid
building up resistance in consumer’s bodies. For example,
there is a safe period to be respected between the last
dose of the antibiotic and the slaughtering of the chickens.
However, some farmers that we interviewed argued that
the companies sometimes collect the chickens before this
safe period. “When this happens, | feel sorry for the con-
sumers,” said one farmer.

Chicken meat producers’' incomes

To determine farmer’s income, we asked them how much
they spent and earned during the past production cycle.
We then deducted the cost of the capital (defined as loan
repayments). This calculation shows that many of them
are in a very critical situation, if not bankrupt.

In this report, all the figures were given by the farmers
themselves. Even if they might over or under estimate
their incomes or debt, it still gives a good indication of their
financial health.

Table 2 shows that out of 17 households raising broilers,
four of them lost money in the last (two month) cycle. It also
shows that the average income per farm is around 3,485
baht per month. Taking into account that there are usually
two people working in the farm, it is much lower than the
minimum wage, which is 2,720 baht for 20 working days
per person.'® The average income of the contracted broiler
farmers that we interviewed is also lower than the average
agricultural wage in Thailand of 2,865 baht per month (for
the first quarter of 2004).2°

Farmers’ income would probably be lower if production
costs such as land and labour had been calculated here.

Farmers receive an income both from company payments
and from selling chicken manure to neighbours or on the
local market. While many expenses for inputs are incurred
from the company, some are not, including the cost of elec-
tricity, gas (to operate the EVAP system and other equip-
ment) and husks (spread in the chicken farm). They also
have to repay the loan to the bank.

The companies pay the contract farmers according to a
series of complex mathematical formulae. None of the
farmers that we interviewed were able to explain clearly to
us the calculation showed on their pay slip. One of them
said, “Why aren’t we simply paid by kilo of meat? We can
never check if our payment is correct!” After long scrutiny of
the pay slips that we collected, we also reached the same
conclusion: with the information the farmers receive, it is
virtually impossible to understand, check and anticipate
how farmers get paid. The “ability cost”, the main farmer’s
income, is based on a figure (probably derived from the
feed conversion ratio - FCR) that is not explained on the
pay slip we examined. Figure 4 shows a simplified version
of a pay slip (for one broiler farm over one cycle).?’

Costs of production

As shown in the case above, the cost of the feed, the
chicks and the medicines is not deducted from the farm-
er’s income as a separate item, but is part of the calcula-
tion of the feed conversion ratio. However, it is possible
from the pay slips to calculate the price of those inputs.
Based on two pay slips, one for a broiler and one for pig
fattening, we can estimate the relative costs of the inputs
to produce one kg of meat (see Table 3). Feed is clearly
the most expensive input, amounting to 78% and 76% of
the total for broilers and pigs respectively. This shows how
important the feed business is for a company like CP. It
also explains why CP feed sales for broiler production in
Thailand (18,059 million baht) exceed the sales of CP ex-
ported chicken meat (12,419 million baht).?®
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Figure 4 : Broiler production (one cycle: 39 days)

Production Analysis:

- Number of dead chickens and difference from standard value.
- Calculation of the feed conversion ratio (total weight of feed divided by total weight of chicken caught) and

difference from standard value.
- Price of the medicine.

Income:
- Rent of the space: 15,000 baht (0.32 baht per m? per day)
- Ability cost: 16,000 baht (x per chicken caught)

- Feed conversion ratio bonus

- Mortality rate bonus
they are penalised)?

Total income 35,280 baht

Deductions:

- Deduction farmers’ debt with CP

- Deduction bag costs 500 baht

Total deductions 17,000 baht
Balance received for this cycle: 18,280 baht
Total debt remaining with CP: 61,500 baht

Table 3

Producing 1 kg of meat - cost of inputs
Inputs | baht/kg of | % baht/kg %

chicken of pig

Chick/piglet 3.41 20 5.55 21

Feed 13.68 78 19.67 76

Medicines 0.32 2 0.78 3

Total 17.41 100 26 100

We can now give a tentative estimate of the total costs of
production per cycle in the broiler sector. It is based on
the cost of the inputs per kg of chicken from the example
above and on the average costs of electricity, fuel, husks
and capital calculated in Table 2. It is only an indication,
because the price of the inputs is drawn from only one
case (one farm for one cycle) and the other costs refer to
the 17 farmers we interviewed. It should also be noted that
the labour of the owners is not taken into account.

Figure 5 shows that 91% of the total costs of production
are inputs provided by the company (chicks, feed and
medicine). The remaining costs are electricity, fuel and
husks (5%) and the cost of capital (4%).

3,500 baht (if the FCR is higher than standard, farmers receive a bonus)
780 baht (if the mortality rate is lower than the standard, farmers get a bonus, if it is higher,

12,000 baht (advanced money and equipment)

Egg producer’s incomes

We concentrated our research on the broiler sector which
has a leading role in the Thai livestock industry. We also
interviewed two layer farmers to build up some under-
standing of their situation. Their incomes were significantly
higher than the incomes of most broiler farmers, but a
larger sample would be needed to conclude that the layer
business is more profitable and why this is so. The first
farm (C3) started in 2003 while the other one (C19) had
been established since 1995. The monthly net income
given by the first farmer is surprisingly high (32,185 baht a
month, or approx. US$800), especially considering that it
is remuneration for a single worker (the owner himself). In
the second farm, the monthly income given by the farmer
is slightly higher at 38,078 baht, but it covers two people’s
work (husband and wife). The first is about eleven times
higher than the average income in the agricultural sector
while the second is about 6.5 times higher.

The company collects the eggs every day (or every other
day) but farmers get paid every month (28 days). There is a
guaranteed price per egg and per cycle (e.g. 1.7 baht/egg),
but if the weight of the eggs or if the production exceeds
company standards, farmers get a bonus. The company
provides the hens at the beginning of the cycle and progres-
sively deducts the costs every month. At the end of the 14-
month cycle, farmers sell the hens back to the company and
get an additional income. They subsequently wait for the

nextcycle to start. There are abouttwo cycles in three years.



Figure 5: Broiler production cost per cycle (%)

Electricity and husk
5%

Capital
4%

Pig farmers’ incomes

We interviewed four farmers raising pigs for meat.?* Our
findings show very large variations between the farms
in terms of income. The first farm (P4) raises 1,200 pigs
while the others raise about 320 pigs, this might explain
some difference in the incomes. The average monthly net
income is 6,515 baht per farm (taken from an average in-
come of 39,095 baht per six months). P4 earns 27,975
baht a month. P5 is in deficit and P6 and P7 earn 2,304
and 2,001 baht per month respectively, and which covers
the work of two people.

Farmers receive the piglets, the feed and the medicines
from the company at the beginning of the cycle. After
about six months, the agent comes to collect the pigs.

Table 5: Pig raising for meat - Income per 6
months cycle (in Baht)

Table 4: Layers farmers’ incomes per farm
Farm no. P4 P5 P6 P7 average
and per month
Capacity (1) 1200 320 325 320 541
Farm no. C3 C19 Average
Date of 1st| 1998 1999 1998 1998
Capacity (1) 5,280 5,300 5,290 contract
Date of first contract 2003 1995 Income (2) 356,000 | 70,000 | 90,400 | 80,000 | 149,100
Income from company (2) | 53,000 45,000 49,000 Electricity 60,000 | 17,500 | 22,500 | 15,000 | 28,750
Manure (4) 9,000 8,000 Hired labour | 20,000 |24,915 |0 0 11,229
3)
Total income 62,000 53,000 57,500
Capital cost | 108,150 | 64,890 | 54,072 | 52,992 | 70,026
Cost of hired labour 12,000 0 6,000 (4)
Cost of gas, electricity 4,000 5,400 4,700 Total expens- | 188,150 | 107,305 | 76,572 | 67,992 | 110,005
es
Capital cost (4) 13,185 9,522 11,354
Net income 167,850 | -37,305 | 13,828 | 12,008 | 39,095
Total expenses 29,185 14,922 22,054
(1) Maximum number of pigs per cycle
Net income 32,815 38,078 35,447 (2) Income from company after deduction of cost of piglets and feed

(1) Maximum number of hens per cycle

2) Net income from the company, after deduction of the advance for hens,
feed and medicine, and of debt to the company for equipment.

(3) Farmers sell chicken manure on the free market (to neighbours, etc.).
(4) Calculation based on initial loan figures giv-

en by the farmers and information from BAAC

According to BAAC: interest rate for loans for chicken contract farms
range from 7 to 9% and if delayed, from 10 to 13%. Loans: from 300,000
to 2 million baht for between 5 to 10 years.

The figures in this table are based on the farmers’ initial loan, an av-
erage of 9% interest rate over 8 years. Calculation of the monthly

loan payement on http://www.cuweb.com/cgi-bin/dcu/simple.cgi.

(3) Does not include labour of the owner
(4) Calculation based on initial loan figures giv-
en by the farmers and information from BAAC

According to BAAC: interest rate for loans for swine contract farms range
from 7 to 9% and if delayed, from 10 to 13%. Loans: from 500,000 to 1
million baht, for to 5 to 6 years.

The figures in this table are based on the farmers’ initial loan, an average
of 9% interest rate over 6 years.

Calculation of the monthly loan payment on http://www.cuweb.com/cgi-
bin/dcu/simple.cgi X6 on the assumption that there are 2 cycles/year.



Farmers’ income is calculated according to another set of
mathematical formulae more closely related to the weight
of the pigs.

A pay slip for a pig fattening farm gives an example of the
income structure (Figure 6). As in chicken production, the
debt owed to the company and the cost of the bags is then
deducted from the income.

Figure 6 : Pay slip summary for pig
fattening

Raising return Baht

1) payment for labour: 75,200

(2 baht per weight increase

during the raising time)

2) ability cost: 30,000

(0.80 baht per weight increase

during the raising time)

3) Bonus for damage: 11,000
Total income: 116,200

The catching and weighing of the pigs seems to be a
source of conflict between the farmer and the company.
One farmer explained that, “the previous vet used to cheat
about the weight. When the new vet came, | suddenly re-
alised that my pigs were much bigger!” Another farmer
said, “Sometimes, the agents are not honest. They cheat
with the weight. Farmers are busy catching the pigs, we
cannot check when they measure the weight”.

The pig farmers we interviewed also complained about the
price of the feed. A farmer said that, “The problem is that
company feed is very expensive and the price is always
increasing. But the price of the piglets is low (sold to the
company to be sent to fattening farms). The company is
taking advantage, it is not fair’. Another farmer producing
pig meat since 1998 explained that, “At the beginning, it
was good. But the price of the meat has not changed while
the cost of the feed keeps increasing. At the end, the in-
come gets worse. Many people are leaving.”

Finally, several farmers mentioned that some conflicts
arise in the compensation process because of the bad
quality of the sows provided.

The income calculations detailed above are based on the
assumption that farmers receive the chicks, hens and pig-
lets regularly. But in reality, it is not always the case and
when contract farmers talked about their incomes, the
problem of the gap between the cycles was raised. After
catching the chickens or the pigs, 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 or piglets. “When | started, the sales
agent said that it would be three cycles per year,” said a
pig farmer. “The loan contract with BAAC is based on three
cycles a year. But after the first cycle, | saw that the gap
was longer. Actually, it is two cycles a year. The contract
doesn’t say how many cycles a year it is”. Another farmer
said, “The company didn’t supply pigs as foreseen, so |
face problems with BAAC. When there are delays, | have
to bear the burden.” A chicken broiler farmer said, “The
company told us the break will be only one week long but
it is actually 15 or 20 days. They also said they would give
us 7500 chicks per cycle but they give less. Only twice a
year they give us 7500 chicks.” “If only they gave me the
chicks more regularly, | would make some profit!” said an-
other one.

In the chicken sector, this problem became more acute af-
ter November 2003 because of the bird flu epidemic.?® Out
of the 19 chicken farmers that we visited in October, five
of them had not received any chicks since March. They
were unemployed, some of them raising mushrooms in the
chicken house, waiting for the chicks to arrive. A farmer
explained that she was not informed about the long gap:
“They didn’t tell me in advance that they would not come
again. Only two months ago, the agent came and said that
the Livestock Department had to come and check first. |
did what they told me, but they haven’t come yet.” In the
aftermath of the bird flu crisis, the Livestock Department
issued new regulations to improve the safety of the farms.
But the findings of our field trip showed that some of the
farms that had complied with the new requirements were
not provided with any birds.?

Another farmer also did not receive an explanation: “l was
not told that they would stop. | called the vet to ask why
he had disappeared. | called him many times! They said
that the transport of birds was prohibited, but around here,
some of us have chicks and some others don’t”. Howev-
er, this farmer remained confident and added, “I think the
company will come back, they haven’t abandoned us”.

In a written interview, we asked one company the reason
for these long gaps. The company public relations office
answered that it was partly due to the government prohibi-
tion on transferring poultry in the areas being monitored for
bird flu, and partly due to the lower demand for Thai meat
on the domestic and export markets. The company said
that these were temporary conditions.



The bird flu crisis clearly shows that contract farmers bear
the risk of market contraction. When demand is low, the
gap between the cycles increases, or production simply
stops altogether. Contract farming provides a very flexible
supply system for the companies, which leaves farmers in
an extremely vulnerable situation.

In practice, contract farmers are effectively workers for the
company. They work full time for the company and they
depend entirely on the company for the inputs, the tech-
nology and the marketing of their whole production. The
company makes all the decisions related to the production
and the workers’ job is to raise animals. However, in terms
of benefits and workers rights, contract farmers are not
protected the same way as factory workers are.

The companies do not provide any social security or
health insurance to the farmers. Among the 26 farmers we
interviewed, three subscribed to private health insurance
(one chicken farmer, and two pig farmers) and one chicken
farmer benefited from her husband’s social security (who
worked as a civil servant). All the other workers have to
pay for the medical expenses of their family. Some of them
mentioned that the government scheme to provide medical
care for 30 baht a visit was their social security scheme.

Likewise, paid leave, sick leave, severance pay or a pen-
sion scheme are not included in the contracts with farmers.
The few farmers hiring labourers to work in their farms do
not provide them with any employment benefits or social
security.

A chicken farmer explained his attempt to be covered by
such benefits:

“When | have problems, | usually ask questions to the
company vet when he visits me. If he doesn’t give me the
answer, | go to the office. | have a group of 10 farmers, all
with the same company. We went to the office to ask to be
covered by the social security like people working for the
government. The manager of the province’s branch said
he could not do anything. He referred us to people with
more power. Then he suggested an extra deduction from
our salary for a pension and health care scheme. Usually,
both the company and the worker share the deduction for
the social security. But here, only the worker had to con-
tribute. For us, the government social security would be
better than the 30 baht scheme because for any sickness,
we would get the full treatment for free. It was a very small
demand but we didn’t get it.”

Contract farmers are de facto company workers. The
company invests in the production costs (by providing the

inputs), but farmers bear the burden of the infrastructure
and fixed costs. One pig farmers summarises the situa-
tion: “We invest, but we are workers. If they think our per-
formance is low, we are scolded even though this is our
investment.” Another farmer said, “I was blamed by the
manager because many pigs died. He said it was because
| didn’t take care of the pigs. | said, “Who would destroy
one’s own income?””

According to our field research, farmers perceive debt as
the worst problem facing them with contract farming. Dur-
ing our interviews, a large part of the discussions was re-
lated to the debt burden. It is a very sensitive issue and
most farmers express discouragement about it. “I don’t
want to think about that debt any more, it makes me feel
too bad”, said one chicken farmer after being asked to give
us details of the family debt. “It is such a headache to be
in debt!” said another.

We asked farmers how much their current total household
debt was. This figure includes debt with the company, with
the bank and informal debt. It does not differentiate be-
tween debt incurred for farming and debt incurred for other
purposes (e.g. children’s education, health care, social ob-
ligations or other economic activities).

The following table (Table 6) shows that contract farm-
ers are heavily indebted. An average debt of 300,563
baht per household is extremely high compared to the
national average debt per farming household of 37,231
baht (1999/2000)%, and to the average national household
debt of 83,119 baht (2000).2 The average debt figures are
based on the total household debt declared by farmers (it
is not only related to their economic activity, but also to
education, housing, social expenses, etc).

Table 6: Average household’s debt (in baht)

Baht No. of farms
Chicken farmers 241,034 19
Pig farmers 462,142 7
Total 300,563 26

Many farmers said that they did not have any debt, or only
a few thousand baht debt, before starting with contracts. “I
was even a money lender before,” said one chicken farmer,
“but now, | have a debt with two banks and a loan shark”.

Farmers explain that this high debt is due to the initial in-
vestment which is often higher than expected. “The sales
agent came to visit us and said that 330,000 would be
enough to build the farm”, said a pig farmer. “But it was
not enough. They didn’t tell us about the electrical instal-



lation and the storeroom. The full investment was about
500,000. | had to borrow from my relatives. Now, the BAAC
is scared that | wouldn’t pay back so they are restructuring
the debt.”

But the farmers we interviewed mainly lamented that en-
tering contract farming was actually entering a continuous
debt cycle. “The debt is continuous,” said a chicken farmer,
“after we finish repayments, a new debt comes. Now we
have to meet new safety criteria and make new debt. | am
discouraged to take a new loan again.” Another chicken
farmer said, “How can we repay the debt? The debt will
stay because the company keeps providing new equip-
ment all the time. They bring modern technology from out-
side, it brings more debt.”

Farmers feel that they have no choice but to buy more
equipment. According to a pig farmer, “If we don’t buy the
new equipment, the company will not deliver the pigs.
They threatened me: “if you don’t invest more, | don’t give
you anymore pigs”. Now | have to invest 10,000 baht to
upgrade my equipment. The company provides different
things, such as a device to measure the humidity. It is not
useful, but if you don’t buy it, they don’t release the pigs.
The vet has to sell. The manager puts pressure on him to
sell more material.”

If farmers are late in repaying their loan, the bank interest
rate increases. For example, at the BAAC, the regular in-
terest rate for that kind of investment is between 7 to 9% a
year, but it rises to 10 to 13% if farmers delay. The situation
gets even worse with informal debt, with some loan sharks
charging around 3 to 5% a month in interest. In those con-
ditions, the debt accumulates and it becomes extremely
difficult for farmers to get out of the trap.

According to the farmers, the contract helps them to get a
loan at the bank, mainly the BAAC. It seems that in chick-
en farming, company staff do not accompany the farmer
to the bank to get the loan. But in pig farming, one farmer
said, “CP went to BAAC with me, they helped me to get
the loan.”

In several interviews, CP executives assured us that farm-
ers remained free to quit the programme if they felt it was
not profitable. Although this is technically true, the debt
makes that option moot. Many farmers said that the debt
was binding them to the contract. “How could | quit? | have
invested more than one million!” If they quit the contract,
they remain with the expensive closed farm that cannot
be used for any other purpose (the lack of alternatives is
discussed in the following section). “If the company wants
to buy our chicken farm, we would be happy to leave, even
if we lose some money,” said a chicken farmer.

But some farmers are more confident: they hope to start
making profit once the debt is repaid. One pig farmer said,
“If someone has enough capital, it is OK to raise pigs un-

der contract. But if he has to take a loan, that cannot work
well. He would always be under the control of the compa-
ny”. Another farmer said “After repaying all the debt, what
remains will belong to me.”

Allthe chicken farmers we interviewed said that they signed
a written contract, except for one who did not remember
signing anything. In pig-raising, two farmers had a verbal
agreement, while the five others had signed a contract.

Looking at the gender of those who signed the contracts,
in three cases, the man of the family (husband or father)
signed the contract but it was actually the woman who did
the work. In another case, one woman signed the contract
because she was the investor, but her father ran the farm.
However, in the majority of the farms that we visited, the
main worker, woman or man, was the signatory of the con-
tract.

The duration of the contract is one year for broiler and pig-
raising and one cycle (1.5 years) for egg layers. The con-
tract is renewed on a yearly basis, giving the company and
the farmer the option to leave the agreement. For some
farmers, this short-term commitment from the company
is a source of worry due to their long term investments
(5 to 10 years). “If my contract is not renewed next year,
that would be a big problem. The company can stop any
time.”

None of the farmers that we met had a copy of the con-
tract. Once it is signed, the company takes it back to the
office. Some of them read it and remember parts of it: “It
says that we are the raisers of their chickens,” said sev-
eral farmers. Another one said, “l don't remember what's in
it, except that we cannot sell the company’s feed or raise
pigs from other sources. We would be penalised for two
cycles for doing that. The contract says that we are the
people raising pigs for the company.”

Some farmers did not read the contract: “We sign the con-
tract and they take it away. We don't read it, we don't have
time to read it. What | know is that the contract says that
we raise their birds ("rab chang liang").”

We asked CP for a copy of the contract, but they refused
the request by saying,

“It is not possible [to give you a copy] because the contract
between CP and the contracted farmers is an agreement
between both sides. Before the contract is made, the farm-
ers obtain various information, such as the return for rais-
ing the chickens, the price paid by CP, the cost of livestock
and feed, etc. The farmers can compare the CP price with
market prices in general before deciding to join the project.
In addition, they can also leave the program to do their
own production and marketing at the end of the contract if
they think the market price is better than that of CP.”



Even if the contract is “an agreement between both sides”,
as is claimed, farmers do not feel that they have any bar-
gaining power. A farmer said: “We have to follow the in-
structions. It is not up to us to do what we want. We have
no voice. When we propose something, they don’t accept.”
Another farmer said, “We have no opportunity to discuss
anything. We cannot bargain with the company. It is like a
communist regime. Our role is to raise the pigs and meet
the target, that’s it. | am a slave, even though | invested!”

Several farmers complained about the lack of space to
solve disputes. “I talked about my problems. They told
me that | was the only one in the country to face those
problems. Farmers are afraid to talk because they bear the
debt burden. If the pigs are not delivered, we cannot repay
the loan.” A farmer also explained that they were too de-
pendent on the companies to enter into negotiations. “We
rely on them, so we cannot put pressure on them.”

Several farmers mentioned their failed attempts to discuss
their working conditions, the quality of the inputs or their
low incomes with the company. They either complain to
the agent or the vet visiting them, or go to the office in their
province. None of the farmers that we interviewed was in-
volved in any formal farmers’ or workers’ union. But we
came across two cases where contract farmers (broiler)
had gathered informally to ask for better conditions. In the
first case, mentioned earlier, they were demanding to be
covered under the government’s employee social security
legislation. In the second case, a group of women farm-
ers were asking for higher margins: “We sometimes meet
here and we discuss with other farmers. We think that the
benefit is small and the expenses keep increasing. We
went to talk to the manager at the province level, but he
referred us to a higher ranking manager. We also went to
that higher level, we met the manager, but he didn’t act.
We wanted to get more benefit, a better margin. But they
didn’t agree.”

We did not come across any dispute that had been solved
in favour of the farmers.

One company organises regular meetings (every three
months according to one pig farmer) with contract farm-
ers at the district level to update them on technical issues,
quality standards, new requirements, etc. But it does not
seem to be a place to solve disputes: “At the meeting,
they ask “Does anyone want to say anything?” But no one
dares to speak”, said a farmer.

During our interviews, several farmers said that they would
like to discuss their problems with other farmers. One of
them mentioned such a process: “We are discussing about
organising a group of chicken farmers. We want to ask the
government to force companies to deliver chicks.”

But generally, we met a strong sense of fatalism among
farmers:

‘I was born as a farmer. We have always been in a dis-
advantaged position. Farmers are like blind people, they
would follow whoever would lead them, even if it is to
fall.”

The lack of a dispute settlement mechanism in contract
farming was also identified as a major problem by the Sen-
ate Committee on Agriculture and Cooperatives: “There is
no agency acting as a mediator to look into the fairness
of the contracts and to consider how both sides can gain
more benefits. Farmers are in a disadvantaged position,
so the contracts are unfair.”?

In the places that we visited, Livestock Department staff
were not acting as mediators between the farmers and the
company. Farmers only mentioned that Livestock Depart-
ment officials issued the certification standard for farms.
They also visit the farm to check the production a few days
before the company takes the chickens.

Some farmers mentioned that the Livestock Department
officials sometimes visited the farm with or without the
company agent, but company visits remained much more
frequent.

Even if the government has a policy to encourage contract
farming, none of the farmers in our research considered
that the Livestock Department was actively promoting it. A
provincial official told us that they were not promoting any
kind of contract farming and that, as a government body,
they would not favour any particular company. Their job
was only to make sure that the safety requirements were
implemented.

Even if the picture of farmers’ incomes and working condi-
tion presented here seems quite grim, it does not mean
that all farmers are dissatisfied with the agreement. The
crisis in the farming sector in Thailand is such that a con-
tract may be perceived as a good deal, or at least, as a
lesser evil.

Farmers were asked if they would recommend anyone
else to join contract farming. Apparently, their neighbour
and relatives regularly ask them the same question, so an-
swering it was quite spontaneous. Out of the 26 farmers
that we interviewed, five would recommend it to others.
They often add, “I recommend it, but there are problems”
or, “l recommend it, but it is a huge investment”. Another
five farmers did not give straight answers: “ tell them to
come and look first.” However, the 16 other farmers said
that they would not recommend it to anyone.



In the focus group discussion, farmers explained that the
fact that there is some cash circulating in the activity is
very attractive to villagers: “When we recommend people
not to do it, they believe we want to keep the money. We
get cash, so they think we have money”. Traditional farm-
ing in Thailand does not involve a lot of cash transactions
and the chance of getting 12,000 to 30,000 baht per cycle
(for broilers) is appealing. Farmers do not always realise
that a large part of it is siphoned off by the electricity bills
and the bank loan.

Even if they draw such a negative assessment of their ac-
tivity, few of them are ready to leave. Some of them said
that they would quit if they could repay the debt, but most
of them said that they would stay because they have al-
ready invested. One farmer said, “| will stay forever, but |
will only expand when | have finished repaying this loan”.

Among farmers, there is also a strong perception that there
is no alternative. Rice farming, combined with traditional
livestock and agriculture crops, gives an extremely low in-
come. In livestock activities, “there is no market, we have
no capital,” said many farmers. And the other economic
sectors do not offer many job opportunities, especially for
people who want to stay in the village. Talking about their
contracts, several farmers said: “It is better than doing
nothing”.

The livestock industry and especially the broiler sector in
Thailand is presented as a success story due to the dra-
matic increases in production and exports over the last de-
cades. Here, contract farming is presented as a “win-win”
relationship, providing stability and good incomes to farm-
ers. Our case study shows that for small producers of live-
stock for large agribusiness, the reality is rather different.

In terms of income, broiler farmers are in a very precarious
situation, earning an average of 3,485 baht per month (ap-
prox. US$87), generally for two workers. This is less than
the minimum wage and the average income in agriculture
at the national level. In our sample, layer and pig farm-
ers were getting higher incomes on average, even though
some of them also were in deficit.

Our case study shows that the stability expected in such
an agreement is actually a myth. Incomes are fluctuating
and extremely difficult to anticipate and monitor. Similarly,
companies are not obliged to deliver chicks and piglets
regularly. With the bird flu crisis, some farmers had been
unemployed for more than six months without any prior
notice or any compensation. The fluctuating gaps between
the cycles give companies an extremely flexible source of

supply, transferring the risk of the market’s variations to
the farmers. Moreover, farmers are committed for many
years because of their bank loan (five to ten years), while
companies sign only year-to-year contracts.

More burdensome than the low income is the overwhelm-
ing debt problem. The average debt by household in
our case study was 300,563 baht (approx. US$7,500). It
is more than ten times the national average for farming
households already considered as heavily indebted. The
debt makes it almost impossible for the farmers to quit the
venture and creates a strong dependency on the contract-
ing agribusiness companies.

This case study also reveals serious concerns in terms of
workers rights. Workers are bound by a contract without
receiving a copy of it, and sometimes, without even being
given a chance to read it. They are de facto employees,
but the company does not take responsibility for their so-
cial benefits (e.g. social security, sick leave, paid leave,
severance pay). The farmers that we interviewed were not
organised and had very little bargaining power with the
company. They have no mediator to turn to in case of a
dispute.

The fact that contract farming in Thailand is attracting an
increasing number of farmers shows the magnitude of the
crisis in independent farming and the urgency to set up
agricultural policies that guarantee farmers’ livelihoods.

We are aware that this case study is only a first attempt
to better understand the life and working conditions of the
contract farmers and that more research needs to be done
to give a full picture. 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 rights.
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Contract Farming in Thailand

Annex
Questions for the Research on
Contract Farming

NET K (Male or Female?)
Village:

1. Current contract farmers

What is your production under contract ?

What is your capacity (how many chickens? Pigs? Rais of corn/rice?)
When did you start your first contract ? (date)

How many people work with you? (male or female?)

What is your monthly income (average) ?

How much did you invest ?

What is your total household debt ?

Do you have any social security/health insurance ?

Do you and the other people working with you have any other activity (other production) or job ?
What did you do before ?

How much was your income ?

And how much was your debt ?

Why did you become a contract farmer ?

What has changed in your life since you started contract farming ?
What do you like about contract farming ?

What are the problems ?

Would you like your children to be contract farmers ?

2. Former contract farmers

What was your production under contract ?

What was your capacity? (how many chickens ? Pigs? Rais of corn/rice?)
When did you start your first contract ? (date)

When did you stop ? (date)

How many people worked with you ? (male or female?)

What was your monthly income (average)?

How much did you invest ?

What was your total household debt ?

Did you have any social security/health insurance ?

Did you and the other people working with you had any other activity (other production) or job ?
Why did you stop contract farming ?

Who made the decision to stop ?

What is your job now ?

What is your total household debt ?

Would you like your children to be contract farmers ?
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