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Introduction

‘Contract farming’, for a preliminary understanding, resembles a futures contract of sorts between the farmers (producers) and firms (buyers of the produce), often under the directives of the firms which specify the quantity and quality of produce as also provide the means of production in cases (see Asokan and Gurdev Singh, 2005 for a host of definitions of the term). For understanding how the arrangement works and the nature of responsibilities shared by the two parties; the farmer remains bound to plant a certain specified crop on his land, harvest and deliver a quantity of produce and a firm has the onus of supplying key equipments and inputs to the farmer. 

Any typical, standard contract binding the farmer with the buyer comprises of the following provisions,  varying in intensity and scope of the underlying terms: (a) Market provision: The grower and buyer agree to terms and conditions for the future sale and purchase of a crop or livestock product (b) Resource provision: In conjunction with the marketing arrangements the buyer agrees to supply selected inputs, including on occasions land preparation and technical advice and (c) Management specifications: The grower agrees to follow recommended production methods, inputs regimes, cultivation and harvesting specifications (see Eaton and Shepherd, 2001).

In the Indian context, the proliferation in contract farming is considered relatively recent in origin. Moreover, it has proliferated much more in certain regions and there are some agricultural produce that remains more prone to go the contract farming way compared with others. In line with this, research on contract farming tends to be crop-specific and region-specific in its outlook (see Dileep, Grover and Rai, 2002 for a case of tomatoes in Haryana, Dev and Rao, 2005 for cases on oil palm and gherkins in Andhra Pradesh). Contract farming, though largely understood in the context of agriculture also remains equally applicable in the area of animal husbandry and poultry products. 
The purpose of this paper is to study the poultry sector with specific reference to Pune (Maharashtra) and understand how contract farming as a method of sourcing fits into the existing production and distribution channels in the city. Pune as a site for poultry research presents some inherent advantages; it is home to Venkateshwara Hatcheries, one of the largest integrated firms operating in poultry in India and accounts for a sizeable market both in terms of production and consumption. Its proximity to Mumbai also feeds into the demand for poultry products from Pune and its vicinity, and there exist a host of large and mid-sized producers here operating to supply to this large market. This forms a good background for using Pune as an appropriate case to understand the markets dynamics that are inherent to poultry as a sector and then place ‘contract farming’ in their context. 
This paper is structured as follows. Section 1 gives an overview of the different models of contract farming and analyzes what product or what producer would resort to which mode of contract farming. This is done with specific reference to the poultry sector wherever applicable. Section 2 provides a background study of the different players operating in the Pune poultry market and how have the markets changed. We try to place the rise of contract farming in the context of these changing market dynamics.  Section 3 provides an overview of the production and distribution networks of poultry products employed by the different producers. Section 4 offers a case study of Venky’s India Limited a subsidiary of VH Group and looks at the way in which contract farming takes place here. Negotiations of the firm as well as the farmers have been taken into consideration. Section 5 takes us to the case study of Suvi Hatcheries Pvt Ltd, an integrated non-contract farmer. It tries giving out differences between a contract farming model and a non-contract farming model in the poultry sector in Pune, in terms of operations, cost and production.

Research Methodology:
For understanding the poultry industry, and then more specifically, the employment of contract farming within poultry, there were three distinct phases of research methodology that this paper employs:

(a) Understanding the operations in the poultry industry through field visits to producers, contract farmers and other operators along the value chain of poultry

(b) Approaching some of these stake holders and administering a questionnaire based survey with them

(c) Having done so, approaching certain key informants from among them for in-depth interviews
As part of this exercise, officials from Venkateshwara Hatcheries (known popularly as Venkys), among the largest of integrated poultry producers, were contacted and information collated from them. Coming to the second tier - large to mid rung producers of poultry in terms of size of operations, officials from Suvi Hatcheries Pvt Ltd were contacted for this study. This particular firm has not been proactive in employing contract farming and has been used as a case of contrast with another firm viz. Synergy Agro which is a consortium of ten farmers collectively working in the poultry industry and operating the contract farming model along with Venkys. 

Section 1: 
Types of contract farming

This section provides an overview of the different models in contract farming (as mentioned in Eaton and Shepherd, 2001) and seek to place how different operators in the poultry fit into these channels. It is important to understand the various models under contract farming to understand various dimensions in a contract and categorize them. 

Centralized model: 
This model involves one firm buying many small farmers. This model can be undertaken by the poultry sector if many small farmers are located close by. Management and the supervision powers lie in the hands of the firm.

 In case if a small farmer is the only one in an area than it is not feasible for the firm to get into a contract with him because it is not cost efficient considering the transport cost involved in it as there is daily supervision and supply of inputs which will increase the total cost of production.
                             Chart 1: Centralized model-Diagrammatic representation
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Nucleus estate model: 
In this model the firm under contract owns and manages a plant which is usually located near the main processing plant. Firm takes up a trial pilot process and if it is successful then they introduce it to the farmer. Farmers are under close supervision. Contract farming under poultry sector can fit in this model. Firm can own and operate the main processing plant and can assign the rearing part of the process to the farmers. This can be applied to both the broiler and the layer industry.
Chart 2: Nucleus Estate Model-Diagrammatic Representation

[image: image2.png]Poultry Farm owns a Manages and Commences With
plant Supervised it Pilot Process

e ) e

Firms Introduce the
Process to the
Farmers

ATrial ist Taken





Multipartite model:
In this model usually there are many organizations involved including government bodies in contract with the farmers. These organizations may vary with their responsibilities ex: Credit provision, Marketing, Packing, management etc… Poultry industry can fit into this model as it can have companies involved which manufacture medicines, vaccination and also banks providing credit can be included. However model can fit into many commodities like wine, tobacco, chips etc.
Chart 3: Multipartite model-Diagrammatic Representation
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Informal model:
Under this model small companies and entrepreneurs make informal contracts with the farmers on temporary basis. The firm involved has minimal investment but both parties face the risk of default. This model is not suitable for the poultry sector rather most of the sectors because of its informal nature. In case of poultry, Chicken and eggs both are highly perishable commodities and if there is no binding on either of the parties they can breach the contract. The firm might find a farmer with a better produce and buy it, similarly the farmer might find a firm offering him better price and will sell his produce there.  Moreover no assurance of the inputs by the firm will act as a disincentive to get into a contract.
In reality this model can be seen in the Reliance fresh model, more stores as they buy most of the vegetables from the farmers to avail their produce at a cheaper price however they do not get into a contract with them because of the risk involved in terms of fluctuations in price and effect of natural calamities. 
Intermediary model

This is employed largely by several multinational firms which have to face local language barriers and poor understanding of local market conditions and therefore tend to employ another firm as an intermediary to look after their operations. 

Under this model the sponsor is not directly in contract with the farmer but an intermediary deals with the farmers directly. This often leads to loss of control of the sponsor and hence chances of discrepancies in cost of production, control and quality of the commodity in contract. This cannot be applied to the poultry farming as it needs close supervision. This can be applied to an international firm wanting to get into the contract farming i.e. FDI’s/ These international companies are not aware of the domestic markets and hence need help from agencies to operate on their behalf also due to language barriers and lack of knowledge of the laws pertaining to that country. 

Ex: The Classic Case of Pepsi Foods Ltd. (see Meeta Punjabi, 2008)

Chart 4: Intermediary model-Diagrammatic Representation






As per the above flow chart, a firm approaches an intermediary to buy goods from the farmers. The intermediary buys those goods at a cheaper price and sells it to the firm keeping his profit margin, draining away all the profits.
Section 2: 
An overview of contract farming in poultry
Poultry is one of the fastest growing segments within the agricultural sector in India today. Production of eggs and Broilers has increased at the rate of 12-15% per annum against 1.5 to 2% in agricultural crops.(Watt Poultry, 2008). 
As seen in Table 1 below, the bulk of the demand within poultry is for live birds as against the processed versions of it. This is in contrast to the markets internationally, wherein only processed birds are allowed for sale in a lot of countries (as inferred from industry sources). 
Table No 1: Demand segregation for poultry products

	Demand for
	%

	Live bird
	90%

	Processed bird
	10%


Poultry sector in India can be divided in the following segments based on contract farming and non-contract farming.

Contract Farming
Farms and firms in vertical integration process will be able to enter into contract farming because it will be profitable for them to provide inputs to the farmers manufactured by them as it will be cheaper than the market price and also that they can over come land constraints easily. Vertical integration is the organizational design of a firm in which it owns two or more stages in the value chain and controls the decision making on product attributes and the logistics (Da Silva, 2005). As per this, we have the following patterns that can be discerned:
(a) Firm –Farm model:
Under contract farming model we have giants like VH Group, Saguna Hatcheries, and Godrej Agrovet etc... Have played a major role in boosting the poultry sector in India using the contract farming model. These companies and some big poultry farmers operate under the integrated method i.e. they produce almost all the inputs required in the poultry sector.

Taking venky’s example of integrated poultry they have a three generation breeder i.e. grand parent line, Parent line (broiler and layer) and chicks production and distribution, manufactures broilers, layers, feed, litter, vaccination, medicines, incubators, broilers, eggs. 

(b) Large integrated poultry farmers:
Some large integrated farmers do get in to contract farming on a small scale to meet their temporary needs.

Non-contract farming
In this category, we have the following components:

(a) Open farmers
Open farmers are those who buy inputs for farming from the open market at the market price and then sell the final produce in the market. The open farmers face the vulnerable price inflations which increases their production cost and higher risk.

(i) Large poultry farmers: These are farmers who own farm lands of more than 5000 sq feet and are operating on a large scale. 5000 sq. ft. is the minimum requirement as specified by Venkys for a farmer to be integrated with them through contract farming. Hence, I have used this as the threshold for differentiating between large and small farmers. The upper limit of land holdings is not specified and it could runs in several tens of thousands of acres. 
(ii) Unorganized sector: Small farmers with land less than 3000 sq feet would belong to this category.

Section 3:

Distribution networks and point of sales for poultry products
While the local meat vendors remain a common distribution center for all categories of firms operating in poultry, different firms employ different strategies of reaching there. More importantly, firms like Venky’s have alternative outlets of sales. This can be discerned from the following marketing and distribution channels employed by the different players in the market (see Chart 1 for details). 
Large integrated firms (like Venky’s or Saguna): 
These are large suppliers of broiler chicken to various outlets which have a steady, large demand for such products. They are well integrated with the restaurant chains, both multinational and domestic, which require consistency of quality and size, and demand a bulk kind of supply on a regular basis. Their customer base is broad as can be inferred from the following segmentation of customers:
(a) Food chains (like Pizza, MC Donald’s, Dominos Pizza, and Pizza Hut)
These international food joints buy from Venky’s because it produces broilers as per the international standards, recommended hygiene conditions and environment, machines and all other inputs. It is a major market for dressed chicken.

(www.venkys.com)

(b) Private distribution centers (like Bromark, value added food stalls)
These are the private distribution centers located in the main areas of Pune. These centers are again maintained as per the international standards. This will cater the demands of a particular “Brand conscious class” of consumers. Prices are more stable here. 

(www.venkys.com)

(c) Local meat vendors
These are the local meat shops which are involved in selling broilers directly to the consumers. Prices in these shops are more vulnerable and not fixed. It does lead to some consumer exploitation as these retailers charge them a higher price than the market price.

(d) Hotels, local restaurants and food joints

Venky’s supplies to many five star hotels and also many local restaurants and food joints in the city

(e) Other markets

This would mean to supply in a market that is not under the local geography. Ex: Mumbai market. Mumbai is one of the biggest markets for broiler chicken in India.

Large Integrated Farmers

They supply to the local food vendors, other markets, local restaurants and food joints like Venky’s but not to the International food brands like Mc Donald’s because they don’t meet the required international standards. The cost of production to maintain these standards will shoot up their cost of production beyond their capacity.

Large open Farmers

They refer to those farmers who buy all the inputs from the market and produce broilers. These farmers face price fluctuations affecting the cost of production and increased risk of losses at times of fall in prices due to lack of demand.

Unorganized sector

This sector refers to backyard farmers who are operating on a small scale and merely earn their daily bread pulling through this occupation. These farmers usually sell directly from their farms to the neighborhood needs and seldom have sufficient to sell it to the local meat vendors. They don’t really have a profit margin as they buy inputs at the market price which are usually high and are exploited as they don’t have sufficient market knowledge to have a bargain. They are at the highest risk because of the market instability and price fluctuations. These farmers need protection from the government or they should get integrated with firms as contract farmers to have a regular income.

Chart 5: Distribution networks in poultry

     

The above chart shows the distribution chain of broiler chicken from different sources.  Besides, refrigeration facilities are highly inadequate, and as a result live broilers are sent from the point of production to the point of distribution in specialized trucks. This results invariable loss of 5-10% due to stress depending upon the distance between these points. It also affects weight. Processed poultry products are very rarely sent long distances as poultry meat is highly perishable.

(Das kornel, FAO, September 2008)
Cold storage cost (per kg): Rs. 2.50
(Venky’s manual)
Section 4:

Contract farming in poultry:  The case of Venkateshwara Hatcheries group (VH Group), Pune
The firm Venkateshwara Hatcheries operating out of Pune is a well diversified, integrated player in the poultry market in India; with operations ranging from processing of eggs into egg powder, retail chains for fresh and frozen chicken and ready-to-cook frozen chicken sold directly to consumers. Its broiler breed VENCOBB holds roughly 60 per cent of Indian market and it has sizeable exports for ready-to-eat chicken products (VHL, 2008). 
Contract farming under VH Group is for the process of growing chicks to broilers. Two companies under VH group namely Venky’s India Limited and VHPL undertake contract farming in the late 1980’s. Below are the contract farming areas undertaken by these firms under the VH group:
Table 2: Area of land under contract farming with Venky’s

	Company
	Land under contract farming

	Venky’s India limited
	40,000 lakh sq feet

	VHPL
	38,000 lakh sq feet


Venky’s contract farming works on the Nucleus Estate model (see Appendix 1 for an elaborate description of the distribution/integration channels employed by Venky’s). It owns the processing plants and has allocated rearing of the chicken to the prevalent poultry farmers across Maharashtra on contract basis.  They have their processing plants on Sinhagad Road office; contract farmers are located mainly in Pune, Satara, Nagar, Panvel and Yevat. Each processing step involves a cost and certain inputs from the firm and the farmer which are as follows. 
Table 3: list of Inputs from Venky’s and Farmers
	Venky’s Input*


	Contract farmers input



	Day old chicks
	Poultry shed

	Feed for the chick
	Labour

	Medicines 
	Electricity

	Vaccines
	Water

	Technical services
	Bedding material (litter) Bedding material usually comprises of rice husk, wheat stalk and ground nut shells.


(* Note: Technical assistance includes veterinary fees)
The supply chains and markets for Venky’s products: 

(a) How Venky’s has segmented the products and markets within poultry: 
(i) Production process

The production process begins with the parent birds called as breeders lay eggs and hatch them into chicks. These parent birds are selected from a breed which is large and muscular. Example:  Venky’s uses Vencobb-100 breed. These chicks are then allocated to farmers under contract for rearing and are then kept in the broiler for 7-8 weeks allowing them to grow to broilers by the farmer. These broilers are then transported back to the processing plants. They are then sold as live birds or dressed birds in various meat shops and hotels and food joints.

(ii) Dressed and live chicken
In this process the broilers are then further processed in a plant for dressing up of the bird. Waste (inedible part) from the bird is then removed i.e. feathers, intestines, bones etc…which amounts to 25% to 35% and is then sold as dressed chicken in their distribution centers and retail shops. The broilers are also sold live to the retailers who dress the birds and sell it fresh. 

The table below shows the demand for Venky’s live chicken and dressed chicken.

Table 4: Demand (in %) for consumption of live chicken and processed chicken
	Form of chicken
	Demand in (%)

	Live chicken
	80% (App.)

	Processed chicken
	20%


Source: Venky’s manual

Live chicken is basically demanded by individual households who eat chicken on daily basis and food chains, food stalls as they don’t have the cold storage facility. Individual consumer’s demands hold the maximum share in the broiler market. Dressed chicken is mainly supplied to big hotels, food joints like MC Donald’s, Pizza Hut, Dominos Pizza etc and this contributes to just 20% of the market demand. However this market is more stable and assured as demand from this sector is almost fixed and predetermined. Consumer demand is however affected in case of fear of bird flu, during festivals like Ganesh Chaturthi and Navratri when people quit eating non-vegetarian food and climatic conditions.

(b) How Venky’s sources products through contract farming:

The 40 lakh square feet of land under contract farming with Venky’s India LTD comprises of all farms ranging from small to big farmers. Farmers with minimum area of 5000 square feet come under the category of small farmers; framers with area more than 5000 square feet (7000+) come under medium size farmers and the size of the big farmers go above 2.2 lakh square feet. Venky’s previously has also been under contract with farmers having about 2000-3000 square feet land. However that has proven to be unfeasible but if they get a group of such small farmers in the same locality then they do get into a contract with them.

The contract is for 11 months and each labour is assumed to be sufficient to rear 5000 chicks. Each production cycle takes almost 2 months with 42-45 days under the rearing period and the rest in processing it. Venky’s works on the buyback scheme that is that it provides the required inputs to the farmer and then buys the final product from the farmer. It pays the farmer base fees i.e. rearing charges that vary between 2.80 to 3.35 under different schemes and performance related incentives. Base fees are directly linked to FCR, Mortality rate and production cost per Kg broiler. 

Table 5: List of schemes for rearing charges

	Schemes
	Rearing charges 

	1.6 Kg 
	Rs. 3.35 per kg

	1.6 to 2.2 kg
	Rs. 2.80 per Kg

	Above 2.2 Kg
	Rs. 2.90 per Kg


These rearing charges are allocated in way so as to maintain the rearing cost at 5.60 in all cases. 

The average standard cost per Kg of live chicken is fixed at Rs. 43.50. However the company has some norms with respect to an increase or decrease in this standard cost. If the production cost turns out to be less than Rs. 43.50 then the farmer is paid additional Rs. 0.30 on every one rupee i.e. 30% additional benefit or a share. In contrast if the production cost turns out to be more than 43.50 then the company penalizes the farmer with whatever amount the increase in cost is.

(c) Incentive scheme for the contract farmers

Incentives are based on the average realization of the particular batch on selling price of live chicken.

These incentives can bring about good profits to a large farmer.
Table 6: Incentive schemes for the farmer
	Rate above
	Incentive\kg

	Rs. 50.00
	5 Paise per kg for every one Rupee earned by the company

	Rs. 55.01 and above
	10 Paise per kg for every one Rupee earned by the company


Following data was obtained from Venky’s officials in Market yard Office.

Table 7: Factors determining cost and production efficiency
	Cycle length
	42-45 days

	Litter value
	Rs. 1.1 per bird

	Litter quantity
	Depends on the batch

	Value of chicks
	Rs. 14.5 per bird

	Feed quantity
	3.5-4 kgs per bird

	Medicine value
	1 to 1.3 per bird

	Feed value
	17.5 per Kg feed

	 Vaccination
	Rs. 0.80 per bird

	Vet fees
	Not known

	Labour cost
	Rs. 1 per bird reared

	Electricity 
	2 watt per bird

	Average weight of bird
	1.8 

	Production cost
	Rs. 45-50 

	Management cost
	Rs. 1.2 per bird

	Rearing cost
	Rs. 2.80 to Rs. 3.35

	Mortality rate
	5% 


Note: 
They use a Feed Conversion ratio (FCR) to calculate the average feed per bird
· FCR= Total amount of feed
           Total No of birds

· Average weight per bird is calculated as: Total weight in Kg for broilers sold (kg)
                                                                              No. of chicken sold

· Mortality rate of 5% is considered as normal.
· 1 bird is allocated 1 sq feet of shed. 

(See appendix: Broiler Management Guide)
This can help indicate efficiency of the firm in case of price and factor utilization. 
The contract farmers’ version of the story: 

(a) How do they manage their production? 

In this case study a group of farmers (10) were interviewed about their cost, profit and their experience Venky’s. These farmers have been in this occupation for last 20 years and last 8 years under contract farming with Venky’s. These farmers together own 1, 50,000 sq feet land. 1 labor is enough for rearing 5000 chicks hence 1 labor per shed.

Table 8: Production cycle cost (per shed)
	Labour
	3 per shed

	Labour wage
	3000 Per month

	Supervisor wage
	5000 per month

	Electricity usage
	500(motor charges per month)

	Coal quantity
	350 kgs (summer season)

	Coal value
	Rs. 5000 per cycle 

	Litter quantity
	 2 tons per cycle

	Litter value
	5000 per cycle

	No. of broilers
	10

	Broiler capacity
	20,000 chicks per broiler

	Average weight of bird
	1.8

	Average output (8600*1)
	8600

	Mortality rate
	4%

	Water sanitation cost
	Rs. 2000


(b) How have they been impacted by the poultry market dynamics?
 When Saguna Hatcheries another big name in the poultry sector entered this market in Maharashtra they tried capturing the market by entering into contract with most of the farmers by providing them higher wages and prices. However as the contracts were renewed these incomes kept on declining and the farmers later integrated with Venky’s. Farmers are happier being with Venky’s. But  after  a decade of contract farming, contract farmers found themselves stuck in this industry with very low profits and stagnancy. Some of them also shifted to cultivating vegetables and crops it being more profitable. 
Today many of the rural farmers were unhappy to be under contract farming with Venky’s. They felt exploited as their incomes have been reduced compared to what they got when they had just entered in the contract (bird flu impact). Also they face power cut of 4-12 hours every day which has affected their productivity badly. Farmers with area of 1, 50,000 sq feet land are growing 60,000 chicks compared to their capacity of 1, 50,000. This has resulted into a steep decline in their wages and incomes. They said that they cannot even keep some chicken for private consumption as everything is pre calculated by the Venky’s and they are penalized for displacement of every bird. They grow the chicken and buy it from a shop at double the price at which it is processed. There are no other benefits except for the fact that they get an assured market and almost a fixed income that is free from the price fluctuations in the market. If their marketing issues are taken care off they would prefer to grow chicken individually.

Reasons why farmers still choose to be under Venky’s:

For contact growers, however, the processor advances most of the value of inputs.   Compared to the non-contract grower, the contract grower needs less working capital and therefore incurs lower interest costs (Ramaswami, Birthal and Joshi, 2006). Farmers get regular payments for growing charges\ Rearing charges.

· Deals are transparent

· Assured lifting of birds at the end of the cycle

· Assured sales

(Shoja Rani B N*)

Reasons why Venky’s is unhappy too:
(a) Increased competition: Looking at the benefits of contract farming it seems that Venky’s is the most benefiting party in this trade sector. It produces end to end commodities in bulk and provides it to the farmers that includes the egg, production, machines, medicines and even the feed. Because of the benefit of economies of scale it produces the inputs at a lower cost compared to the market and thus derives profits in the processing. However the broiler segment is not very profitable for Venky’s. Profit margins are low. However they stand strong in the broiler chicken market after Saguna Hatcheries another giant in the poultry sector because of the increasing demand in this sector. The broiler market is growing by 15% every year and a further increase is expected in the years to come. 
Table 9: Broiler supply from Saguna and Venky’s
	Companies name
	Supply of broilers(in lakh)

	Saguna Hatcheries
	50,00,000 lakh broilers

	Venky’s India ltd
	28,00,000 lakh broilers


This table indicates that Saguna Hatcheries holds a larger market share in the broiler sector.

(b) Increase in feed prices: Venky’s has been experiencing a price increase in the feed. Fixed cost per bird is Rs17.50 per bird. For example if the prices increase to Rs 18 then increase in cost would be: 28, 00,000* 0.50 = 14,00,000 loss straight away.
(c) Price fluctuations: It sells live chicken between Rs 50 to 55 to the retailers. When the consumer goes to the market to purchase it the cost is somewhere between Rs 90 to 110. Incase of processed chicken Venky’s sells it Rs 87.50 to the retailers and it is further sold to the consumers at Rs 130. Profits are wiped out by the final seller. In times of the slack season prices fall as low as Rs 46 which leads to losses to the firm, also the retailers are affected by this but they try arbitraging themselves by selling it at a higher price than the market prices as the consumers are not aware of the current prices. Following the market prices Venky’s makes profits in their distribution centers I.e. Bromark which is Venky’s own brand of distribution centers spread all over the country, besides it makes profits in selling the processed chicken to the commercial food centers as it directly supplies them but market for this is small.
Also failures in managing the farm efficiently further increases the cost of production (COP) higher than the predetermined level and hence invites penal levying of the wage rates. Another dimension is that the concurrent losses to the tune of 60 – 70% are also borne by the company in terms of additional feed and inputs cost on such inefficient farms. This is similar to what has been inferred in (Case study: Small holder Producers under Vertical Integration in Andhra Pradesh, Code: SAGP04). As per a study almost 88% of the risk in poultry farming is shifted from farmers to processors as a result of   contracting and growers under contracting bear only 12% of the risk that would have been borne by the non-contract farmers (Ramaswami, Birthal and Joshi, 2006) 
(d) Need for a shift to alternative place for contract farming:
Venky’s is planning to move to Yevat for contract farming because of the increase in the real estate prices in Pune. This is what I learnt from the Mr.Salunke, AGM of Venky’s India limited, Pune, Market yard office. Pune being one of the fastest growing cities in India, floating land prices are expected as the rural areas further develop because of housing development. This can be explained with the help of the following example: 
A plot of 1000 sq feet in Fursungi, Pune is sold at 1, 85,000 (prices are low because this area is not developed as it’s not under PCMC). If one buys 5,000 Sq feet of land it will cost him 9, 25,000. Goel Ganga group of builders are building a mega colony with 850 flats. As Pune is a growing market these flats will be sold and people will shift to this area and now there is a need to for basic infrastructure for the daily needs. A new market is developed and companies like Reliance would want to build their stores here. The price of this land will increase and the farmer can choose to sell it or lease the land to reliance which is paying them a much higher price or rent and farmers voluntary move out of Poultry. 

Venky’s alone has 600-700 farms under contract in Pune with this shift to Yevat, farmers who were under Venky’s in Pune will now turn into open farmers and if they are medium size farmers then they will barely earn their living and the small ones might not survive. Yevat will certainly become better off but for the other farmers Government needs to make some policy to protect farmers under this sector.

Section 5:

The case of a large non-contract integrated farmer: Suvi Hatcheries Pvt Ltd
Here we consider the case of Mr. Jogesh Wali, a non-contract vertically integrated farmer who is large farmer having his farm land in Urlikanchan in the outskirts of Pune. He produces his own feed, chicks and litter but buys vaccine and medicine from the open market. Bird used by him is a local breed. He employees his own labour, capital, machines etc and is also into the egg-layers market.
Table 10: Factors determining cost and production efficiency of Suvi Hatcheries for broiler production: Year 2005
	Total area
	8,71,200 sq Feet (40 acres)

	Shed area:
	1,25,000

	No. of labourers
	250

	Wages paid

	Male

Female
	Rs120 per day

	
	Rs75 per day

	Chick cost
	Rs 15 per bird

	Feed cost
	Rs 15-17.5 per bird

	Medicine cost
	Rs 1.30 per bird

	Average weight
	1.4 Kg per bird

	Management cost 
	Nil

	Water cost/Bore wells
	-

	Electricity
	-

	Mortality rate
	5%


Note:  
(Cost of water, electricity is assumed to be same as the cost of a contract farmer, as told by Mr. Jogesh Wali.)

Comparison with Venky’s Contract Farming Model

The above table indicates that the cost of production in both cases is not very different except for the cost involved in water, electricity and labour as these costs are borne by the farmer himself. Prices in the table are made on average calculations as the prices are variable for a non-contract farmer. Factor cost varies with the fluctuations in the prices of the raw material and is not fixed as in case of contract farming model. Hence, he can adjust his total production as per his budget and prices in the market. He can protect himself/benefit by buying the raw material at a cheaper cost when the prices are low and he can buy less when the prices are higher and make large profit by selling the final product at the market price. He also does not incur the management cost as he manages his farm on his own i.e. Rs 1.2 per bird (Therefore per shed (5000 birds): 5000*1.2= 6000. Therefore Rs. 6000 saved per shed). These large farmers face a cut throat competition by the these big firms like Venky’s and Saguna Hatcheries who already have a large market share in the poultry sector not only in Pune but all over the country (major market being Bombay in Maharashtra). It is important for these farmers to have an assured share in the market to reduce risk and to prevent them from the monopoly of the Giant firms in the market.
Table 11: Cost comparison: Venky’s Vs Suvi Hatcheries
	Factors
	Venky’s cost
	Suvi Hatcheries cost

	Cycle length
	42-45 days
	49-55 days

	Litter value(per bird)
	Rs1.1 (paid by the farmer)
	1.2 

	Litter quantity ( per shed)
	Nil
	1.3 tons

	Value of chicks (per chick)
	Rs 14.50
	Rs 15*

	Feed quantity (per bird)
	Rs 17.50
	Rs15

	Medicine value (per bird)
	Rs 1
	Rs 1.2

	Vaccination cost (per bird)
	Same
	Same

	Vet fees
	Same
	Same

	Labour cost
	
	

	Average cost (male and female)
	Nil
	Male: Rs 120 per day

Female: Rs 75 per day

	Electricity cost
	2 watts per bird
	2 watts+  per bird 

	Average weight of a bird
	1.8 kg
	1.4 kg

	Production cost (per bird)
	Rs 45-50
	Rs 50-65

	Management cost (per bird)
	Rs1.2
	Nil

	Rearing charges (per bird)
	Rs 2.80 to 3.35
	Nil

	Mortality rate
	5%
	5%

	Water cost
	Nil
	Not known


Note*: Chick price for Suvi’s is Rs 15 because it is a local breed and he produces them himself 
The above table is made on the basis of the information collected from the experts in this field during the survey. As some cost details are not available and some are variable it is difficult to find out the exact cost difference between both the producers. But by analyzing each factor in the above table we can come to a conclusion. 
Table 12: Comparative cost sheet per shed (in Rs)
	Factors
	Venky’s cost
	Suvi Hatcheries cost
	Venky,s – Suvi’s cost

	Cycle length
	45 days
	55 days
	10 days

	Litter value(per bird)
	Nil
	6000
	6000

	Value of chicks (per chick)
	72,500
	75,000
	2500

	Feed quantity (per bird)
	87,500
	75000
	-12,500

	Medicine value (per bird)
	 5000
	6000
	1000

	Vaccination cost (per bird)
	same 
	same
	

	Vet fees
	Same
	same
	

	Labour cost
	-
	Male: 120; Female: 75
	

	Average cost (male and female)
	-
	-
	8600(3600+5000)

	Electricity cost
	-
	2 watt per bird
	 Not known

	Average weight of a bird
	1.8 kg
	1.4 kg
	0.4 kg

	Production cost (per bird)
	50 to 55
	50- 65
	

	Management cost (per bird)
	6000
	-
	-6000

	Rearing charges (per bird)
	15,000
	-
	15,000

	Mortality rate
	5%
	5%
	

	Water cost
	-
	Not known
	-

	Balance
	
	
	14,600


(Note: All of the variables could not be compiled on account of confidentiality conditions but a meaningful comparison could still be made across several variables)
We have calculated cost per shed and assumed vaccination and medicine cost as same in both as they have minor differences.
From the results above we safely say that cost of production is higher in case on non-contract farmers. Calculation in the above table shows that Suvi’s Hatcheries has to pay Rs 14,500 more than what Venky’s has to pay per shed plus additional electricity and water charges (info for which is not available).
Bird flu Effect: Current State of the Farmer
Suvi Hatcheries was at its peak in the year 2005 with its broiler and layer segments operating at its maximum until the bird flu had hit the poultry sector to drains. There was nil demand in the market for the poultry products. The flu was spread in their farm too; they had to cull the birds and had to terminate all the ongoing production processes and the future processes as well. Incomes were nil, losses accumulated, unemployment increased and many medium size farmers had to shut down and the large ones came to a stand still. Many couldn’t recover post bird flu period and some tried started it again. 
Table 13: Venky’s India Limited broiler revenue (share of total revenue)
	Sales of day old chicken
	22%

	Broiler chicken
	2%

	Processed chicken
	10%


(www.venkys.com )
The above table indicates percentage share of the broiler segment revenue over the total revenue of Venky’s. This figure is important as it indicates the amount of effect a market shock like ‘bird flu outbreak’ can bring to this firm. Whereas, in case of a poultry farmer it has a maximum share in the total revenue and any market shock can shake his farms economy.
Today Suvi has stopped its layer operations and has reduces its broiler productions. Firms like Saguna Hatcheries absorbed the shock and began to produce using contract farming. This attracted the farmers as at least some income was assured. Large farms are still operating on a lower scale not willing to take any risk by producing at a minimum level specially when Poultry firms hold a huge market share and have the power to sustain. Farmers are looking at an alternative occupation leave this sector in the hands of few firms exploiting the farmers.
Can Suvi Hatcheries Pvt Ltd expand as much as Venky’s India Ltd undertaking contract farming?
The answer seems to be yes because Chicken is the only non-vegetarian food eaten and accepted by all classes of people. In case of consumption of other meat products pork and beef almost all Hindus and Muslims consider it as a taboo respectively. Comparing the poultry expansion capacity of the Wali’s Poultry it is obvious that he can expand further by producing more feed, litter and vaccination and supplying it to the medium size or even small size farmers and contracting them to provide the rest of the inputs. He can get the required capital from the market. This seems more viable because he can save on the litter cost, electricity cost, water cost and can pay rearing charges to the farmers buy back the broilers and sell it in the market directly. It is possible that he can make his own brand name and get some market share. 
However getting a market share depends on a few factors as this sector is highly vulnerable due to: 
· Highly perishable in nature i.e. stays for a day once cut.
· Lack of cold storage facility because of the high cost involved.

· Saturation of the market: This indicates if there is any further demand than what is already prevailing in the market for him to capture with the already existing poultry growers.

· Capital availability and sustainability in case of market shocks due to calamities like bird flu and slack in demand during some festivals because of people’s preference in quitting non-vegetarian food because of religious reasons.
· Highly fluctuating prices based on demand and supply of broiler mainly dependent on the Mumbai market.
· Incase the produce is not sold keeping it till the next day will be a cost as the broilers will need to be fed each day leading to losses in the form increase in the cost of production.

Section 6:

Effect of Mumbai market control on prices
During my survey with the Venky’s official, Contract farmers and the non-contract farmers, they mentioned their grievances about the losses faced because of daily variation in prices. Prices of chicken are daily dictated by the demand-supply conditions in Bombay market. These prices are decided by the Poultry Breeder Welfare Association. The members of this association are the top players in the poultry market and according to the demand –supply movements in their products prices are fixed.
The fact that contract production in poultry has benefited growers substantially suggests that these growers are not bereft of bargaining power.

(Ramaswami, Birthal and Joshi, January 2006.)

 It is important to revise the prices daily as the poultry products are highly perishable and hence if the supply exceeds its demand than the prices are lowered and vice versa. This does prevent some from excessive losses because of no sale at all. A seller cannot wait even day more because to keep the chicken alive it has to incur the cost of feed, therefore a chicken sold today is better than a chicken sold tomorrow.
Usually the demand for chicken is high during weekends, new years (December) and festivals like holi. In contrast as the shrawan season arrives many consumers stop consuming non-veg food because of religious beliefs. Once Dashera is over the demand picks up again (October to January).

Can firms and farms sustain under such price fluctuations and slack periods?

Large firms can survive through this because of its diversification into different segments of the poultry sector and their entry in the export market.
Ex: Venky’s has a monopoly in the grand parent and parent bird operations and distributions; it also manufactures poultry equipments like the incubators. Contract farmers also face the problem of lower incomes but they do get assured income. 
Large farmers in such a situation reduce their production size and operate on a smaller scale. Mid-small farmers look out for alternative ways of income and continue to operate and small farmers liquidate.
The question that now arises is that should the centralization of prices continue?
As almost all the benefits don’t really come to the firms, farmers or consumers but are wiped out by the final retailers.

Government should intervene and bring about some policy that would help stabilize prices and help farmers prevent losses.

Section 7: 

Lack of Initiatives by Government
Why does this sector need government attention?
Amongst all the animal products, which are, by and large substitutable in the diet, it is found that input-output ratio for poultry is most favorable. With 10 Kg of similar feed in each case, chicken (both meat & egg type) gives more protein than swine, cow milk, beef and sheep. Therefore, it is evident that poultry contributes a major share in improving the health and nutrition across the country.
(Draft National Poultry Policy 2005, Ministry of Agriculture)
Poultry, due to its least demanding nature in terms of infrastructure in the backyard set up, has been widely accepted by the rural poor. Low productivity has been the hallmark of this rural backyard poultry, leading to lower returns.
Hence government attention is essential.
Recommendations for government policies on poultry.
One of the prime necessities in the poultry sector today is the lack of cold storage facilities. Large Firms and farmers do have some cold storage capacity but the mid-small poultry farmers face tremendous losses because of this lack. Mid-small farmers do not have any storage facility because of which they usually keep the chickens alive till they are not sold. However, also they cannot preserve the slaughtered chicken and hence face losses.
Though expensive the government needs to intervene by making some policies to increase the clod storage facilities. A certain amount of concessed rent could be charged by the farmer.

 This becomes even more essential with the growth of the chicken consumption in India.
Increasing feed prices (mainly prices of soya, Maize) has been a concern off late within the poultry industry which is because these goods are imported. Presently India grows only 11 million tonnes of maize and only 5 million tonnes are available for poultry, which is not sufficient if the current growth rate of the industry is to be maintained. Hence government should encourage the farmers to grow more maize and soya where it is geographically more suitable and also give them some privileges in terms of easy loans, marketing and irrigation.
I would like to mention the need of insurance in this sector, which should be taken up by the government or induce the firms to do so. This act will bring security to the farmers in this sector as they are most affected and have no back up when shocks like bird Flu hits them and the only option they are left with is to surrender. Besides, insurance will act as an incentive for other farmers to shift into this industry because of the security out of insurance and this will help us meet the increasing growth capacities in poultry.
Conclusion

With my literature review, practical researching and analyzing I can say that contract farming fetches more cost and production efficiency as compared to an individual grower in the poultry industry in Pune. It also clearly comes out that these two parties (firm under contract farming and non-contract Farmers) are more like rivals. These two players in the poultry market create two parallel sources of poultry products. They are pure competitors with the firms contributing almost 75% to the Indian market and 25% from the farm. The gap between the two is really high and farms turning into firms can possibly reduce this in the future. 
Firms find low profit margins in the broiler sector but they stand by it because of its increasing markets and their capacities to fulfill it. However many farmers have now taken it as their way of earning their living.

Going back to the history of poultry in India, it was termed as backyard farming for the rural poor as the investments involved are minimal with higher outputs. The poultry sector in India has undergone a paradigm shift in structure and operation since then. Contract farming having played a major role in boosting this sector to grow at 15% P.a (mofpi.nic.in) In contract farming farmers and firms are more like partners with inputs (investments)coming from both ends. Some inputs vested on the farmer results into higher sense of responsibility in terms of utilization of resources and higher production efficiency because of the incentive schemes issued to the farmers. Holding on to the current growth rate poultry will soon be categorized as an Industry and not merely as a farming model.

Also as per what I was trying to research, integrated farmers could take up contract farming as a tool to expand and diversify in the future. However this is dependent on a lot of other factors which make it unfeasible today. Agricultural farmers could also move to this sector because of better growth prospects. As per Labour economics, this will reduce the prevailing disguised unemployment in the agricultural sector today and also labour will migrate to an industry leading to further development not only via poultry but also through ‘high value agricultural commodities’ like Indian Wine and Indian Champagne Industry which is currently booming in the Indian markets operating under the contract farming model, at Nashik, Maharashtra with cheaper wines and changing Indian preferences following the western tradition.
Ex: Sula wines, Chateau Indage wines and Champagne are the finest wine manufacturers in India.

Coming back to the poultry sector which is currently employing 3 million people (mofpsi.nic.in) and employing  even more in the agricultural sector with farmers growing soya and maize, i.e the basic input for the poultry sector. 

Finally I would like to sum it saying “an egg employees four people” (as said by the AGM, Venky’s India Limited Mr. Saluanke referring to venky’s yearly manual). This looks more like saturation in the technology sector and the power shifting back to farming and agriculture.
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Above chart shows the integration at VH Group. 






































































FARMER





MIDDLE MAN (Intermediary)





PRODUCER





MACHINE SUPPLIER





FARMER





INSURANCE COMPANY (BROILERS, CHICKS etc )





POULTRY FIRM








SPONSOR BANKS: Ex- ICICI BANK








27

