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ABSTRACT

Contractual arrangements have been viewed as institutional arrangements ideal for improved
market access for smallholder farmers. However, certain questions remain unanswered, such
as whether the smallholder farmers benefit from them and how? Do contractual arrangements
empower smallholder farmers or not? And do contractual arrangements lead to improved
gross farm incomes for smallholder farmers or not? From these questions, three hypotheses
were developed and tested, which are: Contracting lowers smallholder farmers’ market price
risk and therefore improves market access; contracting improves smallholder farmers’ farm
incomes; and contracting improves smallholder farmers’ capacity to access external resources

(financial credit, technical and extension services).

This thesis characterised agricultural contractual arrangements in the Winterveld region,
which ranged from implicit to explicit contracting. These contractual arrangements were
characterised based on the general description of the contractual arrangement, the nature of
the contract (formal or informal), contract negotiation, price discovery and payment structure,
responsibilities of the contracting firm and farmers, contract enforcement and conflict

resolution and opportunities and threats associated with the contractual arrangement.

The study used a case study approach and interviewed a total of 50 smallholder farmers and

three agribusiness companies. Most of the data were qualitative in nature with significant
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quantitative data on prices and yields. Only smallholder farmers who were actively involved
in marketing their produce for the season 2009/2010 were interviewed, using a structured
questionnaire.  Agribusiness companies were interviewed using semi-structured
questionnaires. The technique of triangulation was employed to validate data from the three
primary data sources, which were key informants, smallholder farmers and agribusinesses
transacting with Winterveld smallholder farmers. Literature on contract farming was explored
and the main objective of the study was to show how contractual arrangements affect
smallholder farmers and how best can they be used to mainstream smallholder farmers into

formal agricultural markets.

Results from the qualitative analysis showed that non-land assets endowment are sources of
pre-selection bias and in some cases are determinants of being contracted. However there was
no positive relationship between owning non-land assets and contracting. Some contractual
arrangements, like the marketing specification public tenders’ contractual arrangement, are
well designed to minimise farmers’ price risk. However, others, like the marketing

specification valencia contractual arrangement, do expose farmers to market price risk.

There was a significant difference in farm gross incomes between contracted and non-
contracted farmers. It is however so that there were different levels of skills, management and
enterprise mix between them. In some cases, for instance in the marketing specification
valencia contract and marketing specification leafy vegetables and navels contracts,
contracting does enable farmers to access external resources. However, having access to
external resources also depended on the farmers’ innovativeness and social networks and the

information available to them.

From these results, the thesis concluded that contractual arrangements are not a panacea for
improving smallholder farmers’ market access, therefore other alternative marketing channels
for smallholder farmers have to be explored. Market outlets such as hawkers had very low
transaction costs, which makes it easier for smallholder farmers to enter such market
channels, but there is very low public support in such market channels. Furthermore, it is not
always the case that contracting prices are superior to other prices in alternative markets.
Some farmers in non-contractual arrangements in some cases realised superior prices for their

produce.
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Based on the study findings, this thesis proposes key government interventions in eliminating
information asymmetries and development of a public framework on contracting where
necessary. Information asymmetries in particular can be reduced by deployment of effective
and well trained agricultural extension personnel in smallholder farming areas. Also, a public
framework on contracting reduces information asymmetries as well as guarding against

unfair business practices against smallholder farmers.

Furthermore, due to the heterogeneous nature of produce from smallholder farmers,
exploration of urban supply chains characterised by cultural diversity and low income
consumers might result in improved market access for smallholder farmers. The thesis also
proposes further research on the policy environment in which agricultural contracting takes
place in South Africa. This could help in creating better policies which may foster increased

formal market access by smallholder farmers.
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