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Abstract

Background: The unequal access to resources in the broiler industry hinders smallholders from
competing effectively. To address this issue, farmers are being urged to engage in contract farming
as a means to boost profits and improve access to credit. However, despite efforts to facilitate
credit disbursement, empirical studies indicate that poultry farm loans are underutilized. These
studies also demonstrate that not all farmers consistently benefit from increased profits and
improved credit access.

Purpose: This research was conducted to answer the nexus between credit access and profitability.
Furthermore, this study reviews the problems and the role of contract farming on farmers' credit
access.

Design/methodology/approach:  The investigation encompassed an analysis of 51 broiler
plasma farmers affiliated with an integrator company in West Java. To elucidate the research
objectives, a profitability analysis was conducted, employing both gross margin assessment and
the Ordinary Least Squares (OLS) method within a multiple regression framework.
Findings/Result: The research findings elucidate that profitability among farmers is not guaranteed,
with operational losses frequently attributed to negligence, adverse climatic conditions, and disease
outbreaks. Consequently, some farmers must seek financial credit to sustain working capital and
facilitate business expansion. Specifically, investment credit is allocated for the enhancement
or construction of cages and equipment, whereas working capital credit aims to expedite the
turnover of operational expenses. An Ordinary Least Squares (OLS) regression analysis revealed
significant determinants of profit, including access to credit, flock size, ownership of cages and
land, employment of hired labor, and the farmer's age. Parameter estimation further delineated
that, ceteris paribus, farmers who engaged in credit utilization reported substantially higher
profits, amounting to IDR11,949 million more than their counterparts who did not access credit.
It is noteworthy that credit application processes that bypass integrator companies necessitate
sufficient collateral to secure the loans, limiting access to bank credit strictly to farmers who
possess adequate collateral. According to the survey data, a mere 13,7%. The role of contract
farming in mitigating the asymmetry of information regarding credit access remains suboptimal.
Conclusion: The results rejected the hypothesis that credit access does not affect profit. However,
farmers' utilization of credit access is relatively small and the distribution of credit access among
plasma farmers engaged in contract farming is characterized by inequity.

Originality/value (State of the art): This study addressed the vital role of credit access toward
farmers’ profitability. This study combined Ricardo's theory and principal agency theory, applied
to contract farming in the broiler industry. This sharpened the importance of the integrator
company's role in providing capital and financing facilities to farmers based on the principle of
risk sharing, thereby reducing the company’s risk.
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INTRODUCTION

The broiler industry in Indonesia has undergone
significant development since 1980, operating at micro,
small, and commercial scales. As reported by FAO
(2021), Indonesia has ascended to the third position
among Asia’s largest producers of broiler meat. Over
the span from 2010 to 2021, the country has achieved
a total production volume of 31 million tonnes, as
depicted in Figure 1.

The industry is growing with positive expectations,
making it attractive for new companies to join. Broiler
businesses in Indonesia are divided into integrator
companies, partner farmers, independent companies,
and independent farmers. Inequality of resource access
among businesses makes independent farmers unable
to compete (Muladno, 2024). Independent farmers
have low access to various resources, providing all
production inputs with their capital and reaching them
independently for sustainable and profitable business
(Amam et al. 2019).

The broiler industry represents a capital-intensive sector
wherein farmers anticipate securing external financing
as a means to enhance productivity and income. This
necessity arises due to insufficient personal funds to
satisfy the business’s financial requirements. However,
Mukaila et al. (2023) found that only 34,5% of broiler
farmers have access to credit, illustrating the need for
higher access to credit. Therefore, smallholder farmers
are encouraged to join contract farming to gain easy
access to credit (Abebe et al. 2013; Rehber, 2019).
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Smallholder farmers participating in contract farming
benefit from income and welfare, making them viable
(Ruml and Qaim, 2021; Wainaina et al. 2014; Saptana
et al. 2017). They also have easy access to credit,
which increases profits (Adebisi et al. 2021; Benjamin
and David, 2020; Gelata and Han, 2024). However,
according to Beets (2019), farmers only obtain minimal
profits compared to the financial gains of the integrator
company because farmers often struggle with financial
problems such as large capital requirements, operational
costs, and even business debts.

Empirical studies have shown that despite farmers
participating in contract farming, their utilization of
credit remains relatively low, at only 16% (Hoang,
2021). Constraints on credit access discourage farmers
from making investments, leading them to rely on cash
from harvest sales (Adjognon et al. 2017). Furthermore,
unprofitability resulting from lower output prices and
higher input costs has had a significant impact on their
businesses (Fauzi and Lestari, 2024; Huang et al. 2018),
and limited access to credit severely constrain farmers’
capacity to invest in new technologies and production
activities (Taylor and Lybbert, 2020).

The Ministry of Agriculture has reported thatagricultural
credit utilization in Indonesia has only reached 60,81%
of the intended distribution target, with credit access for
poultry farmers noted to be merely 2% (Figure 2). To
ensure the resilience of smallholders and their ability
to navigate challenges, it is imperative to establish a
stable business environment and provide sufficient
financial support. Access to credit stands as a critical
form of financial assistance for farmers. To address this,
the Indonesian government has implemented the Farm
Business Financing Strategy outlined in Government
Regulation Number 81 of 2020.
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Figure 1. Broiler meat producers in Asia (FAO, 2021)
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Figure 2. Indonesia agricultural credit disbursement
(Ministry of Agriculture, 2023)

The challenges arising from environmental, production,
and market risks in small-scale broiler farming,
as highlighted by Darjanto (2022), often result in
difficulties in meeting the collateral requirements
stipulated by financial institutions (Balana et al. 2022).
Consequently, smallholder farmers are frequently
perceived as higher-risk clients and may encounter
challenges in securing financing (Choudhury et al.
2022). Ruml and Parlasca (2022) have demonstrated
that transparency through the disclosure of contracts
to banks and financial institutions can effectively
mitigate the perceived financial risks associated with
smallholder farmers, potentially enhancing their
prospects of obtaining a loan.

The concept of contract farming is closely intertwined
with the principal agency theory, which elucidates the
dynamics of ownership rights exchange, risk sharing,
and the cooperative relationship between integrator
companies (principals) and farmers (agents), ultimately
influencing economic performance (Saptana and
Daryanto, 2013).

Under the contractual agreement, farmers receive
credit for production and input supplies from integrator
companies at predetermined prices (Eaton and
Shepherd, 2001), which are repaid through a portion
of their harvest. Given the capital-intensive nature of
broiler farming, farmers require long-term credit for
investment, often spanning multiple production cycles,
with repayments coordinated in collaboration with
formal banking institutions (Ruml and Parlasca, 2022).
The investment decision-making process leverages the
pecking order theory, which considers both internal and
external sources of credit access (Bakare et al. 2023).
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Profitability, a pivotal factor in economic performance,
is frequently assessed using the gross margin value.
This metric, derived from gross margin analysis,
signifies the profit generated by a business utilizing
variable inputs in the production cycle. Ricardo’s
theory, which posits that profit remains after the
determination of wages and rent, is pertinent in this
context. In the realm of agriculture, profit represents
the surplus that farmers retain after disbursing land rent
and labor wages (Benjamin and David, 2020; Djokoto
and Zigah, 2021).

Analyzing profit maximization for contract farmers in
the broiler vertical-integrated industry can be intricate,
given that the integrator dictates the price and harvest
weight of live birds (Flinn, 1971). Consequently, Flinn
formulated a model explicating the profitability of
the broiler business based on determining variables.
In conjunction with the evolution of research about
profitability, several antecedent studies have utilized
variables such as age, education, gender, flock size,
mortality, medicine cost, feed cost, farming experience,
farm ownership, credit access, participation in farmer
organizations, and broiler-rearing training to measure
profitability (Phiri et al. 2023; Olutumise et al. 2023;
Mdletshe and Obi, 2023; Adeyonu and Odozi, 2022;
Onumah et al. 2023; Gharib et al. 2023; Mukaila et al.
2023).

In this study, the variables of price and volume of inputs
and outputs, incentive income, and other income were
considered as components of profit value. Conversely,
variables such as farmer age, education, hired labor,
cage type, flock size, cage and land ownership,
partnering experience, cage positioning, and credit
access were deemed determinants of profit.

Prior research has shown that contract farming can
facilitate access to credit for small-scale farmers (Tuan,
2012) and reduce instances of credit defaults (Dossou
et al. 2020). Furthermore, studies have indicated
that credit utilization significantly affects farmers’
profitability (Benjamin and David, 2020; Phiri et
al. 2023; Mersha and Demeke, 2017). However, the
specific impact of contract farming on credit access
for smallholder broiler plasma farmers has not been
thoroughly explored. This study seeks to address this
gap by examining the relationship between credit
utilization and the profitability of broiler plasma
farmers. Additionally, the study will explore the
role of contract farming in facilitating credit access
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for smallholder farmers, specifically the role of the
integrator company as an intermediary in managing
asymmetric information between banks and farmers,
particularly in situations where one party possesses
more comprehensive information than the other.

METHODS

The research incorporates cross-sectional primary and
secondary data. Primary data was acquired through
survey methods employing questionnaires and in-
depth interviews. Secondary data was sourced from
farmers’ rearing records provided by the integrator
company, encompassing details on production volume,
output price, input volume and price, incentives, and
reductions in farmer income.

The survey encompassed 51 broiler plasma farmers
participating in the vertical integration program of
Company X. These farmers were located in various
districts within West Java Province, specifically
Bogor, Cianjur, Bandung, Purwakarta, Garut, Subang,
Indramayu, Majalengka, and Cirebon. The selection of
these locations was based on the criteria of the micro-
small business category, and access was granted within
the confines of Company X’s limited permission. Data
collection was carried out between March and May
2024.

The purposive sampling technique was employed
to select micro-small businesses within the broiler
farming category with a maximum cage capacity of
50.000 birds per production cycle. The scale category
of broiler farm businesses is determined by Minister
of Agriculture Regulation Number 15 of 2021, which
stipulates Business Activity Standards and Product
Standards for the implementation of Risk-Based
Business Licensing in the Agricultural Sector.

The term “gross margin” denotes the measure of
profitability specifically associated with production
activities. Inthe computation of gross margin, capital and
fixed costs are not factored in. This metric is commonly
applied in the realm of agricultural production to
assess profitability over a specified timeframe, such as
a year or a production cycle (Mersha et al. 2017). In
this study, the researchers derived the average rearing
data from the last 3-6 production cycles. Notably, other
scholars such as Mdletshe and Obi (2023), Phiri et al.
(2023), Zimunya and Dube (2021), and Djokoto and
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Zigah (2021) have also utilized gross margin (GM) as a
variable to measure the variance between total revenue
(TR) and total variable cost (TVC). The equation
employed for this purpose is as follows:

GM=TR-TVC ..... (1)

TR comprises proceeds from live bird sales, incentive
income, and, if applicable, revenue generated from
the sale of by-products. In contrast, TVC is derived
from the aggregate of input expenses including feed,
day-old chick (DOC) acquisition, pharmaceuticals
and vaccinations, labor remuneration, and operational
outlays such as waterand electricity. Labor remuneration
is categorized within TVC due to its correlation with
production output, specifically relative to the quantity
of DOC and harvest volume.

The collection of data pertinent to the profitability
analysis of live bird sales encompassed both secondary
and primary sources. Revenue from live bird sales,
incentive income, and input costs was extracted from
secondary data sources, recapitulating the outcomes of
each farmer’s poultry-rearing activities. Concurrently,
primary data regarding by-product sales revenue,
labor wages, and operational costs were meticulously
gathered through comprehensive interviews with
the farmers involved. The analysis of this data was
meticulously conducted employing Microsoft Excel
software.

To examine how credit access and other external
factors affect profitability, this study utilized the
Ordinary Least Squares (OLS) technique, forming
the basis for multiple regression models. A multiple
regression model was developed through this method,
incorporating external factors believed to impact profit,
the dependent variable. This model aimed to clearly
explain the factors influencing farmer profitability in
the studied context, ensuring it met the best-fit criteria.

Yi: Bo—i_['))l)(li—i_ B2X2i+ B3X3i+ B4X4i+ B5X5i+ B6)(6i—i_
B.X e ..(2)
Where Y, is the endogenous variable of profit of the i-th
farmer (million IDR); X . is the exogenous variable of
the age of the i-th farmer (years); X, is the number of
hired labor of the i-th farmer (people); X,, is the flock
size of the i-th farmer (head); X, is the ownership of
cage and land of the i-th farmer (1 owned, 0 rented);
X, is the cage type of the i-th farmer (1 semi-closed
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house, 0 opened house); X, is the credit access of the
i-th farmer (1 utilizing credit, 0 not utilizing credit); X,
is the partnering experience of the i-th farmer (years);
B, is a constant; B, - A, is the parameter estimation of
the 1% to 7" variable; g 1s the error term of the i-th
equation; i is the 1 to 51% farmer. Expected regression
coefficient values B, B, <0 (negative); B, B,, B, B, B,
> 0 (positive). Table 1 provides a detailed overview of
the exogenous variables included in the analysis.

The classical assumption test is critical in validating
the integrity of a linear regression model, ensuring
it does not violate fundamental assumptions such as
heteroscedasticity, multicollinearity, and normality.
The detection of heteroscedasticity was conducted
employing the Breusch-Pagan-Godfrey test, yielding
an F-statistic of 1.56 with an associated Probability F
of 0.17. For assessing normality, the Jarque-Bera test
was utilized, revealing a Jarque-Bera statistic of 3.55
with a probability of 0.16. Given that the probability
values associated with both the heteroscedasticity and
normality tests were above the conventional significance
threshold of 0.05 (p-value > 0.05), the data does not
exhibit heteroscedasticity and is normally distributed.
The evaluation of multicollinearity was performed
through the examination of variance inflation factors
(VIF), with all variables displaying VIF values below
the threshold of 10 (VIF < 10), indicating the absence
of multicollinearity among the exogenous variables.
The model (equation 2) passed the classical assumption
test and is considered the best linear unbiased estimator
(BLUE). The analysis was performed using the OLS
method in Eviews 12 software.

Table 1. Description of exogenous variables in the model
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Considering the emphasis of this research on the
utilization of credit, it has been observed in numerous
studies that access to credit serves as a critical nexus to
the profitability of broiler farmers (Gharib et al. 2023;
Mukaila et al. 2023; Phiri et al. 2023). Conversely,
some research contradicts this finding (Adeyonu and
Odozi, 2022). Therefore, the hypothesis proposed is :
H,:  Credit access does not have a positive effect on
farmers’ profitability.
H:  Credit access has a positive effect on farmers’
profitability.

As implemented through contract farming systems
within the broiler industry, the vertical integration
model is posited to act as a pivotal solution amidst
the challenges posed by the industry’s growing
concentration (Daryanto, 2021). Numerous small-scale
farmers have experienced significant benefits from
their engagement in commercial contract farming,
including credit facilities. The agribusiness companies
have expanded their activities, mainly through credit
access from formal financial institutions i.e. banks
(Marks et al. 2024). Numerous investigations have
been conducted on the determinants of profitability.
The present study hypothesizes that variables such as
the age of the farmer, hired labor, type of cage utilized,
flock size, cages and land ownership, partnerships
experience, and access to credit significantly influence
profitability. In this context, profitability is assessed
through the calculation of gross margin, total revenue,
and total variable costs. Figure 3 in the document
illustrates the conceptual framework adopted for this
research.

Exogenous variable Notation Measurement

Expected value Source

Farmer age X1 Ratio p1<0 Field survey
Hired labor X2 Ratio B2 <0 Field survey
Flock size X3 Ratio B3>0 X Company
Cage and land X4 Dummy (1 owned; 0 rented) B4>0 Field survey
ownership

Cage type X5 Dummy (1 semi-closed house; 0 opened house) B5>0 Field survey
Credit access X6 Dummy (1 utilizing credit; 0 not utilizing credit) 6 >0 Field survey
Partnering experience X7 Ratio B7>0 Field survey
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p Integrator company facilitating

Financial institutions
i.e. banks offering
credit access

in-kind provision

|
¥

Smallholder farmers
participating as a contract

grower

Farmers’ profitability
determined through the
calculation of the
gross margin

[, S——

Factors affecting profit:

i - Farmer age

- Hired labor

- Flock size

i - Cage and land ownership
i - Cage type

i - Partnering experience

i - Credit access

Note :

Contract farming
- Determinants of profitability analysis
= The role of contract farming on credit access

Figure 3. Research framework

RESULTS
Profitability

The profitability metric in this analysis is derived by
computing the total revenue after the subtraction of
total variable costs, excluding capital and fixed costs
to arrive at the gross as elucidated in Table 2, the
distribution of profit, total revenue, and total variable
costs among the sampled agricultural practitioners is
detailed.

The data elucidates that the profit spectrum ranges
from a minimum of IDR -8.88 million to a maximum
of IDR136.07 million, with a mean profit value of
IDR33.85 million. This average value underscores
the relatively modest profitability experienced by the
sampled cohort, as evidenced by the mean’s proximity
to the minimum profit value. Moreover, the standard
deviation recorded at IDR26.09 million, suggests
a relatively narrow variance in the dataset, further
highlighted by the close alignment between the mean
and standard deviation values.

The manifestation of negative profit values within
the descriptive statistical analysis underscores the
occurrence of operational losses among a subset of
the farmers. Specifically, empirical data indicate that
approximately 3.92% (2 out of 51) of the sampled
farmers encountered financial losses. This finding

is congruent with the broader literature, notably the
research conducted by Zimunya and Dube (2021), who
reported operational losses among 12.96% of broiler
plasma farmers in the Chegutu district, Zimbabwe.
Parallelly, Phiri et al. (2023) also reported similar
findings, highlighting the prevalence of losses among
farmers, as evidenced by the distribution of profit data
touching negative values. Additional insights from
their study point to livestock mortality, driven by
disease and adverse climatic conditions, as a critical
factor contributing to these losses.

Field observations, coupled with in-depth interviews
and analysis of farming records, have identified the high
feed conversion ratio (FCR) levels and diminished live
bird harvest volumes as principal factors underpinning
the profit losses among farmers. A heightened FCR
denotes increased feed consumption, which, in
turn, escalates feed costs and total variable costs.
Concurrently, elevated mortality rates, attributable to
disease, precipitate a reduction in harvest volumes,
thereby diminishing sales revenue.

Within the framework of the X Company contract,
FCR and depletion rates constitute pivotal metrics for
calculating farmers’ performance incentives. Lower
FCR and depletion metrics correlate with diminished
performance incentive earnings for farmers, in some
instances nullifying such earnings. This dynamic
precipitates a reduction in total revenue for farmers,
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rendering them incapable of covering total variable
costs, thereby culminating in profit losses. In instances
where the farming records reflect a negative balance,
X Company assumes a portion of the financial burden,
effectively nullifying the loss debt owed by farmers to
the integrating company. Under such circumstances,
farmers are solely responsible for the operational cost
losses.

Determinants of profitability

The profitability of farmers is expected to be influenced
by factors such as farmer age, hired labor, flock size,
cage and land ownership, cage type, credit access,
and partnering experience. The results of the multiple
regression analysis using the OLS method presented
in Table 3 reveal that credit access and flock size are
statistically significant at the 5% level, while hired
labor and cage and land ownership are significant at
the 10% level. Additionally, farmer age is found to be
significant at the 15% level.

In addition to the common utilization of 1% and 5%
significant levels, other researchers have also used a
10% significant level (Mukaila et al. 2023; Zimunya
and Dube, 2018; Phiri et al. 2023; Mdletshe and Obi,
2023) and 15% significant level (Adjognon et al. 2016).

Table 2. Descriptive statistics of profitability
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It is important to note that the choice of significance
level depends on the sample size, with larger samples
typically leading to the use of smaller significant levels
(Verbeek, 2004). Therefore, this study opted for a
higher significance level due to the relatively smaller
sample size.

The model estimation results reveal an R? (goodness of
fit) value 0f 0.746, signifying that 74.6% in the variation
of exogenous variables can account for the variation
in endogenous variables. Conversely, the remaining
25.4% is attributed to factors outside the model. The
F-stat value of 0.000 provides substantial evidence
to assert that farmer age, hired labor, flock size, cage,
and land ownership, credit access significantly impact
profitability at the 5% level.

Farmer age has a significant positive effect on
profitability at the 15% level, with a coefficient of
0.318. This indicates that, ceteris paribus, for each
additional year of age, the profit generated increases
by more than IDR 318 thousand. Additionally, over
50% of the sampled farmers in this study are above the
age of 41 (mean). Older farmers tend to have a strong
rapport with the integrator company and exhibit greater
diligence and prudence in managing their businesses.

Descriptive Profit Total Revenue Total Variable Cost
Minimum -8.88 106.87 98.56
Maximum 136.07 1.539.52 1.403.45
Mean 33.85 480.74 446.89
Standard Deviation 26.09 322.29 299.75

*in a million IDR

Table 3. Estimation of multiple regression model

Exogenous variables Notation  Coefficient  Std. Error t-value p-value Result

Farmer age X1 0.318 0.204 1.557 0.126%* Significant
Hired labor X2 5.611 3.089 1.816 0.076** Significant
Flock size X3 1.358 0.530 2.560 0.014%** Significant
Cage and land ownership X4 13.525 7.573 1.785 0.081** Significant
Cage type X5 1.875 6.171 0.303 0.762 Insignificant
Credit access X6 11.949 5.911 2.021 0.049%** Significant
Partnering experience X7 0.434 0.346 1.253 0.216 Insignificant
R-squared 0.746
Prob. F 0.000

Note: ***significant at 5% level; ** significant at 10% level; * significant at 15% level
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Priorresearch on the impact of farmer age on profitability
has yielded inconsistent findings. Gharib et al. (2023)
reported a negative association between farmer age and
profitability, indicating that younger tend to experience
increased productivity and higher profits. In contrast,
Zimunya and Dube (2021) discovered a positive
relationship between farmer age and profit, attributing
it to the extensive experience, investment capacity, and
time allocation of older farmers. Other studies have
suggested that age has no significant effect on profit
(Adeyonu and Odozi, 2022; Phiri et al. 2023).

The employment of hired labor exerts a significantly
positive influence on profitability at a 10% significance
level, evidenced by a coefficient value of 5,611. This
indicates that ceteris paribus, the inclusion of an
additional unit of hired labor is associated with an
increment in profit amounting to IDR5,611 million.
This empirical finding aligns with the research
outcomes presented by Tuncel and Kara (2022), Saidah
et al. (2019), and Zimunya and Dube (2021), who
collectively assert the positive and significant impact
of hired labor on profit margins.

Moreover, the pivotal role of farm management in the
oversight of rearing activities cannot be overstated,
given that these activities fall within the purview of labor
responsibilities. The necessity for rigorous supervision
is underscored by the potential technical risks,
including the improper setting of cage temperatures
and the inadequate provision of feed or water. Such
oversights can compromise the health and condition
of the broilers, ultimately leading to mortality and
financial losses not covered by the integrator company.
Field observations have revealed that individuals
appointed as head of the cages often share a familial
relation with the farm owner and possess prior
experience in broiler rearing. Additionally, it has been
observed that some farmers elect to share a portion of
the performance-based incentives received from the
integrator company with their laborers, contingent
upon achieving favorable performance index scores.
This incentive mechanism serves to cultivate discipline
and enhance the sense of responsibility among hired
labor, thereby contributing to improved operational
outcomes.

The status of cage and land ownership demonstrably
exerts a significant positive influence on profitability,
evidenced by a coefficient of 13,525. This suggests
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that ceteris paribus, farmers possessing their cages and
land accrue a profit increment of IDR13,525 million
in comparison to their counterparts who operate under
rental agreements. This empirical observation aligns
with the findings articulated by Ton et al. (2017),
who posited that land ownership catalyzes income
augmentation. In a similar vein, Olutumise et al. (2023)
elucidated that land ownership plays a pivotal role in
broiler health management, which, in turn, contributes
to profitability enhancements.

Theapprehensionregardinglong-termlandrightsamong
farmers devoid of property ownership corroborates
the hypothesis that such farmers exhibit a reticence
towards investing in the enhancement of supporting
facilities. This is manifest in their proclivity to persist
with open-house cages or eschew the construction of
new facilities due to concerns over lease termination or
the denial of permissions by landowners.

Moreover, the size of the flock is significantly correlated
with profitability, as indicated by a coefficient of 1,358.
Specifically, an augmentation of the flock by 1,000
heads, assuming all other variables remain constant,
results in a profit increase of IDR1,358 million. This
finding is buttressed by the scholarly contributions
of Mukaila et al. (2023), Adeyonu and Odozi (2022),
Aryemo et al. (2019), and Yusuf et al. (2016), which
collectively assert that an expansion of the chicken
population correlates withprofitescalation. Nonetheless,
it is imperative to underscore the necessity of adept
maintenance management to actualize the potential
revenue benefits of flock expansion. This is evidenced
by the study conducted by Zimunya and Dube (2021),
which highlighted a scenario wherein an increment
in the chicken population paradoxically precipitated
a decline in profits due to suboptimal maintenance
management, culminating in the failure to satisfy the
production demands of integrator companies.

Through comprehensive interviews with 51 farmers, it
was revealed that there is a significant interest among
these farmers to expand their livestock populations.
This ambition, however, is hindered by insufficient
capital for the construction and operational expenses
associated with additional or upgraded enclosures.
Consequently, a minority, specifically 7 out of the 51
sampled farmers, have sought investment credit as a
means to finance the enhancement or expansion of their
cage facilities.
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The examination of the utilization of credit access, as
indicated by the estimations derived from a multiple
regression model, elucidates a significant and positive
correlation with profitability at a confidence level of 5%,
boasting a coefficient of 11.949. This delineates that,
holding other variables constant, farmers leveraging
credit facilities accrue an enhanced profit margin of
IDR11,949 million in comparison to their counterparts
who abstain from credit utilization. This observation is
in alignment with the findings presented by Phiri et al.
(2023), Gharib et al. (2023), and Abebe and Birhanu
(2017), underscoring the pivotal role of credit access
in amplifying profitability. Consequently, the analytical
scrutiny concerning the influence of credit access on
profitability unequivocally refutes the null hypothesis,
thereby providing substantial evidence to affirm the
hypothesis that credit access exerts a positive impact
on the profitability of farmers.

Credit access issues for contract smallholder
farmers

The broiler sector is characterized by a rapid production
cycle, with an average of 6-7 cycles per annum,
necessitating a swiftly rotating working capital.
Payments under Service Level Agreements (SLAs)
typically occur within one to two weeks post-harvest,
contingent on the efficiency of the administrative
process. Despite this relatively quick turnaround,
farmers experiencing liquidity constraints have voiced
concerns, attributing these to immediate post-harvest
financial obligations such as labor remunerations,
maintenance of cages, and other miscellaneous
expenses. Internationally, the practice of contract
farming across various commodities harbors inherent
disadvantages, notably disputes over payment and
contract terms, alongside the challenges posed by ex-
post-contract negotiations. These factors collectively
contribute to the risk profile of contract farming
engagements, with specific reference to delayed
payments by contractors, a concern echoed by farmers
in Turkey, India, and Vietnam (Rehber, 2019; Anh et
al. 2019).

According to data from X Company, the integrator entity
previously extended a capital loan facility to farmers,
albeit this initiative was subsequently discontinued due
to heightened risk exposure. Presently, the company’s
support to production is limited to business advisory
services and the provision of in-kind credit, which
is to be repaid through revenue generated from live
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bird sales. Additionally, farmers are advised to seek
credit facilities from banking institutions to augment
their operational capacities. The credit schemes
recommended include investment credit, designated
for infrastructural enhancements such as cage upgrades
or new constructions, and working capital credit aimed
at expediting operational cost turnover. Notably, the
working capital credit is facilitated through the Kredit
Usaha Rakyat (KUR) program. Previous research
underscores the imperative to bolster the sustainability
of contract farming arrangements through mechanisms
such as bank-financed group lending and government-
backed funding, to directly support farmers
(Mutambara, 2000).

The process of applying for credit from the bank does
not involve the integrator company. Farmers seeking
loans from the bank must provide collateral of sufficient
value to secure the credit they need. Consequently,
only farmers with adequate collateral can obtain bank
credit. Gharib et al. (2023) also highlight the issue of
insufficient credit support, stating that only 22.5% of
farmers have access to credit, which is a significant
problem. According to a field survey with similar
challenges, only 13.7% of sampled farmers were able
to access credit.

The role of contract farming in credit access for
smallholder farmers

The equilibrium of the credit market is influenced by
asymmetric information, leading to credit rationing
by lenders. Taylor and Lybbert (2020) highlight that
this lack of information regarding credit access gives
rise to adverse selection and moral hazard issues.
Consequently, institutions play a crucial role in
facilitating credit access by providing information about
the eligibility of potential borrowers and ensuring that
the credit is used for its intended purpose. In the context
of contract farming, the integrator company should act
as an intermediary, providing essential information
to connect banks as credit providers with farmers in
need of credit to support their agricultural activities.
Ruml and Parlasca (2022) discovered that smallholders
engaging in contract farming stand a better chance of
obtaining credit approval when banks are informed
about their existing contracts and outstanding credit.
Failure to provide this information diminishes the
likelihood of credit approval, resulting in information
asymmetry in the credit market. Purwono et al. (2019)
propose that tighter monitoring and the requirement
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for collateral significantly impact the moral hazard
variable. This underscores the importance of embedded
supervision and collateral submission as precautionary
measures against the lending risks faced by banks. In
micro and small business financing, the nature of the
collateral is not the primary factor but rather a form of
assurance; at times, the value of the collateral is smaller
than the debtor’s obligation to the creditor. Therefore,
creditors assess the debtor’s business cash flow, which
directly reflects their ability to meet their obligations.
The integrator company can provide certainty regarding
cash flow as it is authorized to calculate and record the
results of the rearing activities.

Managerial Implications

The farmers in the study accessed credit through a
regular scheme with banks, without involvement from
the integrator company. This financial arrangement
mandates the provision of collateral as a prerequisite
for securing credit, effectively excluding micro
and small-scale farmers who lack adequate assets
to fulfill this requirement. Consequently, lending
institutions are placed in a vulnerable position when
seeking to recuperate loan balances from these clients.
Predominantly, smallholder farmers in developing
regions do not possess land ownership, nor do they hold
assets that could be leveraged as collateral, rendering
them a higher-risk and less appealing client demographic
for financial services (Choudhury et al. 2022).

The implementation of a credit policy in the agricultural
sector could involve contractual agreements that
recognize contracts as a form of collateral. This approach
suggests a collaborative arrangement between banks and
corporations. Under this model, the bank would extend
credit to the integrator company, which would then be
responsible for financing input receivables and meeting
payment obligations for rearing products to plasma
farmers. Such a credit arrangement would facilitate
the transfer of financial risk from the company to the
bank, allowing the company to improve the service
level agreement regarding payment for rearing results.
This, in turn, would have a positive impact on the cash
flow conditions for farmers. The main benefit of this
credit scheme is its potential to strengthen the economic
resilience of smallholder farmers, thereby contributing
to the financial stability of all entities involved in the
food supply chain, while ensuring the maintenance of
adequate profit margins (Darjanto, 2022).
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CONCLUSIONS AND RECOMMENDATIONS
Conclusions

The research shows that contract farming doesn’t
always make farmers more profitable. The main reasons
for this are the high number of broiler deaths from non-
epidemic diseases and lack of proper care. When these
losses are accounted for, it creates a negative financial
impact for the contracting company. This means that
the company has to bear the financial burden of these
losses, creating a system where risk is shared between
the company and the farmers.

The study’s evidence confirms that having access
to credit helps farmers be more economically stable.
Other factors that affect profitability include the size
of the flock, whether the farmers own cages and land if
they hire labor and the age of the farmers.

Even though contract farming theoretically should help
farmers get credit, the study found that this isn’t the
case. Farmers who have assets they can use as collateral
can get credit for their needs, but those who don’t have
assets are left out. This means that credit access for
farmers in contract farming is unfair.

Recommendations

Broiler farmers require fair access to credit in order
to maintain profitability. Integrator companies should
take more initiative in assisting farmers to obtain
credit from banks. This would contribute to the overall
success of broiler farming. Companies could offer
support by providing information and guidance, as
well as monitoring the credit available to farmers.
Collaboration between banks and integrator companies
could lead to the development of specialized credit
plans for farmers. This would reduce the companies’
risk and contribute to the financial stability of farmers.
The government and other relevant entities should
establish regulations to ensure that farmers have access
to credit. Emphasis should be placed on establishing
fair interest rates and plans that align with the risky
nature of broiler farming without imposing excessive
hardship on farmers. It’s important to note that the
study only focuses on one type of contract farming
with integrator companies. Future studies should
encompass a broader range of integrator models and
contract farming agreements.
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