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Abstract

Contract farming can be viewed as an embedded tiregkend financial service mechanism employed
agribusinesses in developing countries to minimizput-output market imperfections particularly betwe
producers and processors. Most smallholder fai often do not have access to high end markets dysoo
resources, lack of capacity and quality constrai@is the other hand, a-food processing firms require consist
and reliable supply of adequate amounts and quiity materials in a timely shion to meet consumer dema
This underlying paradox has given rise to the studych focuses on the contract relationship betwsaallholdel
farmers and fruit processing firms in Ghana. Th&gtsought to analyze the factors that influeneceéas o enter
into contracts with processors. A logit model wasdito analyze the factors that motivated/infludremallholde!
farmers to enter into contracts with processingngiin Ghana. Both random and purposive samplingnigqae was
used to select 148mallholder farmers (contract and contract) from three major horticulture growing tbeh
Ghana. A Friedmans Test ranking showed that theckagiderations for farmers to engage in contriadislly were
type of crop produced, credit support anoduction experience whiles the need for assuredtetaand guarantet
price influenced their continued participation iontracts. The logit analysis indicated that farmeh® cultivatec
small plots of land, had access to labor, and wiases were fuher away from the firm were more likely to en
into contract arrangements with processing firi

Key Words: Smallholder Farmers, Processors, Contract FarnMiogjyation.

1.0 INTRODUCTION

Studies throughout the developing world have shosvnpotenticly strong relationship betwes
agroindustrial investments and growth in smallholderi@dture and poverty reduction (Jaffee and Mortb@95;
Dorwardet al, 1998; Delgado, 1999). The a-industrial sector is characterized by the needdgular and iliable
flow of raw materials in the right quantities, gtyaltimeliness of supply at affordable cost thrbagt the year ii
order to realize economies of scale, meet plantiédation of plant capacity and also the demandafisumers il
down-stream m&ets. Many agr-industrial firms — processors and exporters, for the obvious reasdr
management and transactional cost may not be akytimtegrated but instead seek alternate mecharier
sourcing raw materials. For these firms, sourceng mateials through contracts instead of spot marketseisgnts
the most viable option. On the other hasmallholder farmers who typically form the majority the producer
within the high value agricultural product (HVAPYb-sector in Ghana cultivate on rginal plots of fragmented
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farmland with production basically being r-fed. Such farmers according to (K& al, 2006) are constrained by
difficulties posed by nature (poor soils, destnetcrop pests and diseases, and erratic rainfeddr infrastricture
such as bad road network transport and storagelaaikcf capital to invest in modern technology.tAé heart o
these constraints is the inability of farmers teesms hig- value markets. This is evident in the poor quatify
produce, lack ofriformation on prices and poor bargaining power. Seguently these smallholders are trag
within subsistence agriculture, and serve only asenproducers with very little orientation towattls marketFor
these resourcpeor farmers, contract farmiris potentially a way of overcoming market imperfens, minimizing
transaction costs and gaining market acc

Contract Farming can be viewed as an embedded tiragkaechanism employed by agribusinesses it
value chain to mitigate production andrket risk. Contract Farming has been defined as an agreensemeér
one or more farmer(s) and a contractor for the yectdn and supply of agricultural products undemfard
agreements, frequently at predetermined priceso(Eand Shepherd, 2001Development agencies such as
World Bank and USAID during the 1990s have beemwsiastic in their support for contract farmingaaway to
promote smallholder development (Baumann, 2000)ti@ots tend to be more favourable for smallholdéren the
processor is heavily dependent on the smallholdea fieady flow of raw material. An example of suaoatract is
the Mumias sugar project in Kenya, and the ‘ContdacPlanteur’ at Palm industrie in the Ivory Coaghere 88%
and 40% of raw materials ggectively, needed by processors are supplied litsoiders for raw material (CD(
1989). Similarly in Ghana, Blue Skies relies on dgtgrowers for about 90% of its raw materials suf
(Technoserve, 2002).

Most contract farming projects do appee contribute to smallholder welfare and improve farimeomes
at least in the short term. Several comparativeissuof income from contract farming in Africa hasecordec
average increases in income for betwee-40% (moderate) and 566% (high) proprtion of participants, Little
and Watts (1994). Reviews and studies of conterahihg suggest that these arrangements do alloW fnmaers to
achieve higher yields, diversify into new crops¢g da increase incomes, and that these can deliidgrvbelrefits
through, for example, stimulation of demand foretidabour (see for example Stringfellow, 1996; t€insanc
Sartorius, 2002; Singh, 2002; Singh, 20

Producerprocessor contracts may reduce but do not definiininate risk for both partieThe potential
difficulty within contractual arrangements is thikelihood of opportunistic behaviour by both pastigarmers an
processors) through for example «selling, diversion of inputs by producers and eitptive tendencies ar
manipulation équotas based on quality by processThese notwithstanding, contract farming has farlarge beer
hailed as a ‘necessary evil’ at least in the depialp world as a means to deal with the market ifigeéion, high
transaction cost and inpotitput mirket constraint. The issue here is to what extemnseallholder farmers linked 1
to highvalue markets through contract mechanism? Whabfaahotivate resour-poor farmers engaged in t
production of high value fruits to link up with messors”:

Masakure and Henson (2005) in exploring the decisiprsmal-scale producers to grow r-traditional
vegetables under contract for export in Zimbabwentb four factors that motivated contracting, to rharket
uncertainty, indirect benefits (e.g. knowlecacquisitions), income benefits, and intangible fiehée.g. status). Gu
et al. (2005), in their study of fifteen contract farmicases in a number of eastern provinces in Clanad that
farmers enter contract farming arrangements to ibthe follcwing advantages: price stability, lucrati
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international market access, and technical assistemimprove product quality

According to studies from Lajilet al. (1997), Rehber (2000), Sartwekeal. (2000) and Key (2003),
farmer’s discrete choid® join contract farming scheme is influenced by ttousehold’s characteristics, operatic
features, product categories, market attributgsrodluct and underlying environmental condition. zt al (2005),
found in a study of contract arrangemenChina, that farmers’ decisions to enter into carttkaith their sponsor
were influenced by government support, distancenftbe target market, specialization and commematbn in
production. In a study of contract farming in tri¢iesal economiesf Eastern Europe, Swinnen (2005), found"
the most important factors that influenced farntergnter into contracts, in order of importance eyegyuarantee
product sales, avoidance of price uncertainty, drigbrice offers, pi-payment offers, inpusupply and technical
assistance and some form of cre:

In a detailed study of contract farming in poultityits and vegetables in Bali and Lombok provirde
Indonesia, it was revealed that factors that theoit@nt considerations and motivating ors for farmers were the
distance and accessibility of the area; past e&peei in working with government and agribusinedsication level
credit constraints and strong borrowing historigéhe contracts were more appealing to less -capitalized
smdlholders who were well educated, were credit caised but who had strong borrowing histories (Plat
2004).

The main objective of this paper is to analyze famtors that motivate smallholder farmers to engiag
contract farming mechanisms wittocessing firms in Ghana.

2.0 METHODOLOGY
2.1 Theoretical Framework —Motivation to Participate in Contract Farming Arran gemen

To analyze the socieeonomic factors that influence farmer’s decisiorenter into contract agreeme
with processors, a logistical regression was usedetermine the impact of those factors on farmeegision tc
contract.Farmers decision to paripate in any production activity or not, are infheed in part by the perceiv
balanced of benefits, opportunities and constraDiscrete choice models are used to identify andhtifyathe
factors that affect the likelihood of a farmer papatingin a production and/or marketing institutional agament
These models include the linear probability, Prdbiigit and Multinomial Logit models. This studytsgdor the logit
model because the sample size is sufficiently léoganormality to be assed and also econometric packages
as Eviews make for ease of computation, an advantagjertwodel would have had over the oth

2.1.1 The Logit Model -Analytical Model and Model Specification:

Since the participation decision is a dichotomduoice problem, it can be modelled either by a |lquitbit
or tobit model, of which the results yield an irseMills ratio for each case (i.e. farmers) (Gre@®90). The logi
model is used in this analysis for reasons alrestaed aboveThe Logit nodel is based on the cumulative logis
probability function and is specified

1 1
Pi=F(Z)=F(a+pX,) = =
=F@)=F@+ )= o = e

1)

In this notation, e represents the base of theralakogarithms, ; is the probability that an individual will make
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certain choice, given X
This is redefined by Pindyck and Rubinfeld (1994:

Logl_P—‘P=Zi =a+ pX )

A logistic regresion is employed to assess the probability tharmér chooses to participate in conti
farming arrangement with a sponsor (processor). feh@er’s response is coded as 1 if he/she wasngilio
participate in the contract and as 0 if otherwisalowing Zhuet al (2004) and Gulati (2005), the probability;)
that theith farmer is willing to participate in contract arramgent can be specified using a logit model as !

L (3)
l+e™
Where, Ris the probability that the ith farmer is willing participate in contract;; is an index that is linearly

P =

related to an array of socioeconomic, demographit ather variables influencing farmers’ willingnesscontract
More specifical, the relationship between these variablesZ; may be specified as follov

Z| :180 +151Xli +,82X2i Fo, ﬂnxmi (4)

Where,B's are parameters of the logit model to be estimated;X's are the hypothesized explanatory varial
influencing thefarmers’ willingness to participate in contractaargement:

In the discrete choice model, farmers or farm hbakks choose to participate in contract farmr
depending on the following explanatory variablesnfer household’s characteristics (H) thre reflected by age,
gender, level of education, family size; the exinspecialization/commercialization in the farnseproduction (R
that are reflected by off farm income, farm sizeagra cultivated; and lastly market attributesrépresented t the
distance from target market.

The general model takes the form:

Ci=f(Hi,Ri,T; Bi)+ui (5)
The above specification fits the range of binargidtic model andCi is binary choice in which 1 denot
participation in contract farmingnd O no-participation The model is estimated by the Maximum Likelih
method. We usgi  to stand for all of explanatory variables and rewttite model as follow

. expBx)
Prty =1 = f(Pi) =——————— 6
(Y =1 = f(Pi) 1+ exp(Bx) (6)
and individual likelihood for observation i becon
P(y) = f(R)"[L- f(R)]*™ @)

2.1.2 The Empirical model

Qualitative response models, which are stronglkeih to utility theory, have been widely used
economics to investigate factors affecting an imtligl's choice from among two or more alternatiyésnemiya
1981; Greene, 2000). The model aims at dening the probability that, given a set of attritutebout the
individual farmer and other demographic charadiessthe individual will choose either to entetoirtontract or not
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Following the theoretical framework and the choiegiables specifiein studies bylLajili et al. (1997), Rehber
(2000), Sartwellest al. (2000) Zhuet al (2001), Key (2003), and Guladi al (2005),decision to enter into contre

arrangement in this study could be described asnetibn of personal characteristics of farmer, household’s
characteristics, operation features, product caiegioand market attributes. These factors have bdeeompose

into the explanatory variables shown in the emainoodel belov The empirical model is specified as follo

PICAi =350 +31 AGE +62GENDER +33EDUC+34FSIZE+3sTCULT+36ALAB+370FY+
38PEXP +39EXTCONTACT +310FTFDIST +311FTMKTDIST +¢ (8)

Where G_FMRdenotes the gender of farmer, EDU_S denotes eduedtistatus of farmer, A_LAB denot
availability of labour, F_EXP denotes farmers eigrere, T_FSIZE denotes total farm size T_CULT desadbtal
farm size cultivated by farmer, D_FTF denotes tistadce from farm to firm, D_FTM distance from arm to rkeir
and FUL_T full time farmer.
The variables used in the empirical model are mtesein Tablel. The variable measurement and ari|
expectation follow the table.

Formulation of the model is influenc by a number of working hypotheses. It is hypothesizhat ¢
farmer’s decision to participate in contract aremgnt with firms is influenced by the combined (gitmneous
effects of a number of factors related to the fafsnebjectives and constrail. Thea priori expectations on the
effect of each of the explanatory variables onlikalihood of a farmer engaging in a contractuabhagement ar
stated in the following sections.

2.2. A priori Assumptions and Expectation.

Age: An older person beingess mobile is expected to participate much morsdnemes that made market
available at his doorsteps. It is expected thatvélidiave a positive effect on choice variabledecision

Gender: Literature suggests that in Ghana, cash crop ptmguis a male dominated activity (Okali and Mab
1975; Takane, 1997). This is because women areh\diséaged in terms of access to productive ressyigalla,
1991; Daddieh, 1989) and are therefore less liteldopt production of cash crops. We thele expect that males
are more likely to enter in contracts readily tfi@males woulc

Farm size: Large farm size is an indicator of wealth and perhapsaxyp for social status and influence. It
expected to be positively associated with the datito participate in contract arrangement. Patrick (200#) Zhu
et al (2005) reported that farmers with access to laage fsize had a positive effect on contract parditbim
Experience: The length of a farmer’s experience can either ggreor erode coidence. With more experience
farmer can become more or less averse to the oisttact farming arrangement in our case. This bégigan thu:
have either a positive or negative effect on a @&fsndecision to enter into contrac

Education: Probabilty of adoption (participation) increases with lewé education of household head (Shakaya
Flinn, 1985; Akinola; 1987)Education should increase a farmer’s ability toaoiytprocess, and use informat
relevant to the adoption of contract espdy if it involves the introduction of new crops.

Access to Labour:lt is hypothesized that farmers with more surphlsolur are more likely to join contract farmi
schemes because of the labouensive (Gulatet al 2005) nature of the commaodities sted. Thus, labour size is
expected to have a positive influence on the adopif contrac

Distance of target market:If the distance of the farm to the local commodégget market is long then, it is like
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that, farmers will be compelled to entero contract with agribusiness firms to reduce theelleof associate
spoilage. Studies by Zhet al (2001) and Patrick (2004) indicated that farmess more likely to participate i
contract where farms are remote distant from mas&etres, especiallpr highly perishable foo

Distance of firm to farm: It is hypothesized that farmers whose farms ardéaraway from the firms’ plant ha
the tendency to contract with firm in order to gh#ive cost of transport, Patrick (2004), zt al (2005) and Gulati
et al (2005).

Statement of Hypothesis
The following null hypotheses (Ho) were tested agiihe alternative (H:
The specifia priori expectations on the estimated parameters of equi@)aare:

81-66 >0; 5;<0; and §8-510 >(
(i) Ho: 81-66=0, Ha:51-6 >0
where

Ho: there is no effect of age on farmers’ decisiopddicipate in contra.

Ha: there is a positive effect of age on farmeegision to participate in contra

Ho: there is no effect of gender on farmers’ decismpartidpate in contract

Ha: there is a positive effect of gender on farrrgsision to participate in contra

The hypothesis is repeated similarly $3-67 and for59-610.

(i) HO: 8g=0; Ha:dg<0

where,

HO: there is no effect of experience on the denisibfarmer to participate in contract.
Ha: there is a negative effect of experience oméas’ decision to participate contract.

Validation of Hypothesis:

The Z statistic is used to meas the level of significance for each of the estimatefficients. The
goodness of fit statistic is the McFadde-squared. The likelihood ratio (LR) test is computedetermine the joir
significance of the independent variables in thelehoThe LR tet follows a standard c-square °) distribution the
degrees of freedom to the number of independeidhlas used in the model. The higher the percemeggiction,
the greater the predictive power of the model. dliseussion of results is based oe loc-odds ratio. The log-odds

is given as J{logY,/1-Y,]/ X, =M /19X, = 3, ©)
The marginal effects of the independent variablesatso estimated. These are given

o1 = A% -] (10)
where Y, represents probabilities.
2.3 Description of Data Source, Sampling Method an8tudy Area.

Primary data was collected from farmers producinder contract and also from r-contract producers. A
combination of purposive anthndom sampling technique was employed in the datkection. A purposiv
sampling technique was adopted to capture corairatinorcontract farmers. This was achieved by gatheriligt.
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of contract farmers from their partners (procesdings), and rom this list a total of one hundred farmers \
randomly selected from within the various farmirmgrenunities. Fifty no-contract farmers who also grow the se
commodities in the community were also selectedaanty for the survey. The sampled farmeiere interviewed to
collect the required data, using gested questionnaires, specifically prepared fohease or category in the stu
Survey data was based on recall from memory offdhmers and supplemented with the records of diets
maintaired by both contract and r-contract producersThe survey instruments were in two parts. The fiiatt
gathered informatioabout the soc-economic characteristics of the sample farmerserspce in crop productio
reasons for not contracting or cratting, yield levels, labour use, association/grovembership, marketing, a
method of acquiring information for various actie. The second section of the survey was relemalgtto contrac
farmers. It was designed to gather information alibe contract between the producer and the processt
particular, thissection gathered information about the nature otremtual arrangement, the form and specifice
of contract, the motivation for contracting, théuet benefits and also challengn contract.

A list of processing firms was obtained from thenhtry of Food and Agriculture MoFA and Ghana Ex;
Promotion Council, GEPC. From this list, three frmwho are actively engaged in contract farmingreyeanent:
with smallholder farmers werpurposely selected for interview. The southerrtitidtural belt of Ghana whic
contributes more than 90% of fruits and vegetablpods was the focus area covered in the surveyom
communities covered included Akramang, Fotobi, Bokr Obourdaka, omanya, Mankessim, Sogakope
Adidome.

3.0 RESULTS AND DISCUSSION
3.1 Socioeconomic Characteristics of Smallholder Farmetr

The survey was conducted in several farming comtimsnivithin three regions of Ghana involving a ke
of 141 fruit producing farmershe survey elicited information about farmers inithg age, gender, experience
fruit production, total farm size uer cultivation, labour used, extension contact Table 2 and 3 presents a
summary of the socieeonomic characteristics of contract and -contract farmers. Survey participants w
generally homogeneous with regard to householdackeristics. Out cthe 141 respondents only ten, representing
were female with the remaining 93% being males.| tAé respondents were literate and had some fdr
education or formal training. Indeed more than talfthe respondents (54%) had received seconddrgcl
education and above, indicating a relatively gamatl of literacy among fruit farmers. The survesoatevealed th:
most fruit producers, about 74% are full time farsnengaged basically in growing and managing ttreips. It is
therefore not surpsing to find from the results that while 42% indexhthey earned c¢farm income, 58% of the
farmers declared that their sole source of incoras from fruit production. The major sources offarm income
and activity that the other farmers engagewere trading, driving, teaching and employment i servants,
Seventy six (54%) out of the 141 respondents dedltrat they had one form of extension contacherother. Thi
extension contact either came from the regular gowent source MoFA orom the processing firm or from NG(

Table 3 presents the so@geonomic profile of contract and napntract farmers. Eighty six (61%) out
the 141 farmers had contract arrangement with gsieg firm. The ages of both categories of farmenged frm
24 to 65 years with a mean age of 44 years. The® mo significant difference between the yearsaofming
experience in the survey area with a mean of 1¥dfrs. Contract and n-contract farmers generally diff
significantly in terms of their enswments with labour. Farmers participating in cocttsaused more labour,
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average of eight (8) per head compared to the geevhithree (3) labourers by r-contract farmers. This confirn
the results from a similar study by Gulet al (2005) that cotmacting is a generally labour intensive endeav
Similarly, farmers participating in contracts tedd® cultivate comparatively large acreages, amage of abou
18.67 acres whiles narentract farmers cultivated on average of 7.35 sachiéis resu suggests that indeed
availability of land is an incentive or a major @ehinant of a farmer’s decision to participate antract farming
arrangements.

3.2 Willingness of Non€ontract Farmers to Participate in Contract Farming

Table 4 shows the resulabtained from the 55 notentract farmers in the survey with respect tort
willingness to participate or otherwise in contraotangement. When farmers with no contracts wekedif they
were willing to engage in contract farming arrangeis, an cerwhelming 43 (78%) responded in the affirmat
The results suggest that most farmers tend to nespositively and have a strong desire to engageoiriraci
arrangements if they were offered the opporturitgm the results it can be inferred theuit farmers in Ghana
generally have a positive or favourable attitudeaias contract farmin

3.3 Reasons for NorRarticipation in Contract Farming
The survey went on further to ascertain what ressmeounted for the n-participation of farmers in iy

arrangements with processing firms. The resultsgmed in Table 5 show that majority of the farmatmout 42%
indicated lack of opportunity to participate asitheason for not being involved in contract farmiacheme
Approximately 18% of attribted their no-participation in contracts to the fact that they diot perceive an
tangible benefits/rewards whiles 24% attributed-participation to the complicated nature of the pss Only ¢
(16%) of farmers attributed their r-participation to &ck of interest expressed by buyers/processorsse
responses are not the least surprising, as inddedst one of the processing firms involved in skievey require:
their outgrowers to be EurepGAP certified in order to quaiif participate in cntracts. This may explain in part t
perception of some farmers that the contract psoéescomplicated or burdensome. Many s-scale farmers
obviously are not likely to be able to meet theseditions given that it may entail some financiairenitmerts.

3.4 Incentives to participate in contract farming arangements

Small scale fruit producers are motivated by sdvéaetors to engage in contract arrangements
processors. Table 6 shows the potential incentig@ssonal considerations) cited contract producers as
motivating them to participate in contract farminghe first instance (initial motive). The persboansideration o
farmers which motivated them to consider particégpatvas ranked using the Friedmans Test. The mesdlthe
means score of ranking showed that the type of produced, the need for credit and experience ip productior
were the major factors that farmers consideredtiiviag at a decision to get into a contract in flst place. The
factors least menti@d as influencing farmers decision were proximayfitm and availability of family labou
Obviously farmers engaged in the production ofté-pineapples, papaya, oranges and mangoes are tkelett
consider contract arrangements with a typicat processing firm compared to némst growing farmers

When farmers were asked to indicate the factors ri@tivated them to remain or continue in cont
participation after initial stage, they indicatédt the assurance of a ready market and gteed price for produce
were the most important motives as confirmed frbm Eriedman’s Test of rankings of agreements. fihding is
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very much consistent with similar results obtaibgdsulatiet al (2005) in India andhu et al (2003) in China.

It is worth noting from the results that, credit whichswanked as the second most important motive
entering into contracts initially (Table 6) now &ajps to be an insignificant motive for continuedipgpation (Table
7). Indeed none of the processifirms surveyed provided credit of any kind to thewl-growers/suppliers.
Consequently farmers did not expect or relied amgér on sponsors for credit support but insteadyisofor ar
assurance that their products would be purchasgétaa guarantd price.

3.5 Logistic Results on Factors that Influence Farmrs to Participate in Contracts

A logistic regression analysis on the 141 obseowati in farmer data set was run using
Econometricviews 3.1 software to determine the effects of thetors that influence farmers’ participation
contract farming.

Table 8 presents the results of the estimatedtlogisgression of the model presented in equa®nThe
McFadderR? value of 0.222 is acceptable, particularly for tagbdels where eviden of goodness of fit points to
range of 0.20 to 0.40 (Sonlka al 1989; Harperet al 1990.). TheF-statistic 41.662, which tests the ove
significance of the model, is significant at the Exel.

The availability of labour exerts a positive infiiee on a farmer’s decision to participate in conti
farming since fruit crop production is a laboureinsive venture and this meets a priori expectafitwe. total farrr
size available to a farmer also has positive effecparticipation, and significant 10% level. However, the tot
size cultivated by farmer though significant exdri@ negative influence on choice probabilities. Ttegative
relationship between total farm size cultivated ahdice probabilities could be due to the fact thraallholer
farmers, who are predominantly resor-poor, are more vulnerable to market and price distts and therefor
tend to seek contract as a remedy to these chaBerighe influence of a large proportion of smaliteol farmers
cultivating small areas ofarmland may have accounted for the results obdaii@n the other hand, farme
cultivating large acreages of fresh fruits tenthave better access market, either through theirexport or throug|
selling to other exporters. The distance from féoiprocessors firm is another important factor thatedr farmers tc
engage in contracts. This factor impacted posifiveh farmers’ decision to engage in contract fagniwas
statistically significant at 1% and was consisteith a priori expectation. Most processors purchase produc
signing contracts with local farmers in order tew® high quality, lock in adequate supplies arglentimelines
of deliveries of fresh produce for processing.dotfresponse from one particular cessing firm indicated that th
sourced for pineapple, passion fruits and mangwoes &s far as Burkina Faso, Mali and even far a8@yth Africa
albeit to meet shortfalls in local supply. Gend&yp an important role in contract participatiorcidsr. At 5%
significance level this variable met ta priori expectation and impacts positively on the decisibmale farmers t
engage in contract arrangement. Female farmersanhmore resour-poor and have little or no access to land |
be excludedrbm engaging in contracts with of high value haticral produce.

Farmer’s education level EDU_S, years of farmingegience F_EXP and distance from farm to ma
centre D_FTM do not impact significantly on the ideoprobabilities. It was expectecat there would be a positi
relation between farmer’s education level and pigdition in contract farming contrary to observathyy (Shakaya
and Flinn, 1985; Akinola; 1987)The a priori expectation was not met neither was the variakd¢istically
significant. The reason for this observation mighikably lie in the fact that most w-educated farmers are more
likely to have access to alternate source of mangeheir produce other than through contract ayeaments henc
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they may not necessaritgly on processors or sponsors. The effect of migtaf farm to the market centre D_F
was not statistically significant, and the direntis not consistent wita priori expectation. It was expected tl
farmers whose farms are farther away from nt centre are more likely to participate in contrddtis observatiol
can be attributed to the fact that market accedscampetitive price offered for produce go handvamd and thi:
was consistent with observations made by Zylbejrs£2003), Asenau (2004) and Zhet al (2005).

4.0 CONCLUSION

The study shows that there is a generally positiationship between processors and producersiids$ in
Ghana through contract farming. Smallholder farmer&hana generally showed a high desire ancingness to
participate in contract farming arrangement witlogessors as a major partner in order to secure guardtet.
However lack of opportunity, unperceived benefiisd the complicated nature of contract specificatiprevente:
some farmers fromrgaging in contract arrangements. The personalidemdions/factors that motivate fri
producing farmers to engage in contract arrangesnaith fruit processing firms in Ghana are basictile need fo
a reliable/assured market and guaranteed prr their produce. The motivation for farmers’ pagation in contrac
farming was influenced by the availability of lalptihe gender of farmer, the total farm size passg by the farme
the area cultivated and the distance from farmre@gssors fm. From the study, it can be concluded that byuei
of the very high quality requirements by processings, smallholder farmers who are males, havelabia labour,
who possess large farm sizes, cultivate small geseand have their farms relaty distant from processing firn
are more likely to participate in contract arrangein
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Table 1: Description of Variables in Empirical Modd

Variables Definition

PICAI Participate in contractaangement (1=participate, 0= otherw
AGE Age of farmer in ye

GENDER Sex of participant (lale, O=female)

EDUC Educational level of fam{1= secondary and abov@sotherwise
FSIZE Total size of farm possbby farmer measured in hect
ALAB Labur force available to farmer (in man days)

OFY Off farm income (Yes, 0=no).

PEXP Previous experience intct farming (1=yes, 0=n
FTFDIST Closeness of farm to firm (1=close, 0= otherwise)
EXCONTACT Contact with extension offr (1=has contact, 0= has no coni
FTMKTDIST Distance from farm to therket (1=far, O=close)

(1-35km=close; >35km= far)

Distance chosen is adopted from zet al.
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Table 2: Summary of Socioeconomic Characteristics of Fruit framers

Socio-economicCharacteristics No of farmers % farmers

Male 131 93

Gender
Female 10 7
Basic 65 46

Educational Status

Secondary & above 76 54
Full time Farming 104 74
Earn off farm income 59 42
Extension contact 76 54

Source: Authors computatio

Table 3: Socioeconomic Characteristics of Contract farmers and No-contract Farmers

44.10 43.99 44.29
Age
(9.24) (9.98) (7.99)
. . 13.65 13.49 13.90
No. of Years in farming
(9.60) (9.69) (9.70)
6.10 8.21 2.67
No. of labour used
(15.35) (19.22) (1.72)
. 14.36 18.67 7.35
Total farm size
(34.60) (43.52) (5.98)
) ) 9.97 12.64 5.62
Total farm size cultivated.
(27.96) (35.16) (4.74)
Source: Authors computation
Standard deviations are in parenth
CF=Contract farmers NCF=N-Contract farmers
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Table 4: Willingness to Participate in Contract Faming Systen

Degree of Willingness Willing to Not willing to Total
otal
To participate participate participate
Magnitude 43 12 55
Proportion % 78.2 21.8 100
Source: Authors computation
Table 5: Reasons for Farmers No- Patrticipation in Contracts
: . . Buyers
A variety of No No Obvious Complicated
. ) show no Total
Reasons Opportunities Benefits Process .
interest
Magnitude 23 10 13 9 55
Proportion % 41.8 18.2 23.6 16.4 100.(
Table 6: Incentives to Engage in Contract FarmingNiotive for First Entry)
) Type of ) Experience in  Proximity to Household
Motive Credit/suppol .
produce Crop firm labour
Mean Score 1.16 3.21 3.25 3.36 4.02
Rank 1 2 3 4 5
Source: Authors computation
Table 7: Motive for Continued Patrticipation in Contract Farming
Motive Assured Guaranteed Training/ Credit Input Supply
market price service
Mean Rank 1.30 1.80 4.20 4.44 4.57
Rank 1 2 3 4 5

Source: Authors computations
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Table 8: Logit Results of Factors Influencing Farmes Decision to Participate in Contract Farming

Variable Coefficien Std. Error z-Statistic Prob.
PICA
C 4.211 1.386 -3.037 0.002
G_FMR 2.12¢ 1.017 2.090 0.036
EDU_S 9.51: 0.436 -1.178 0.238
A LAB 0.49¢ 0.140 3.543 0.000
F_EXP 0.01¢ 0.019 -0.938 0.347
T_FSIZE 0.03: 0.019 1.662 0.096
T_CUL -0.06: 0.028 -2.226 0.026
D _FTF 1.79¢ 0.615 2.919 0.003
D_FTM 0.27¢ 0.446 0.617 0.536
Mean dependent var 0.607 S.D. dependent var 0.490
LR statistic (8 df) 41.6615: McFadden R-squared 0.2220
Probability(LR stat) 1.5706
Obs with Dep=0 55 Total obs 140
Obs with Dep=1 85

Source: Authors computation
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