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In most developing countries, such as Sri Lanka, small farmers form an integral part
of the agricultural sector particularly in non-plantation agriculture. However, as widely
known most small farmers are marked by inefficiencies due to constraints inmarketing, input
supply, technological advancement and micro finance. In devising strategies to develop'
the agricultural sector due attention must be given to improve the efficiency and the
economic viability of small farmers. If the small farmers are to remain competitive, they
have to respond positively to national and international policy environments such as
economic liberalization, globalization, economic regionalization and the declining role
of the state in providing agricultural support services such as extension, research and
development, credit and marketing. Given the challenges faced by the small farmers, the
role of the agribusiness industry in alleviating some of these constraints via developing
farmers-agribusiness linkages have received special attention. In this context, the broad
objective of this study is to examine the potential of farmers-agribusiness linkages in
non-plantation agriculture to link small farmers to the agribusiness industry. This study
identifies the success factors and the conditions necessary to develop, strengthen and
replicate farmers-agribusiness linkages and enhance small farmer participation. 'In this

regard, the determinants of small farmers’ participation in farmers-agribusiness linkages,
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impact of their participation on agricultural income, and management issues of the
farmers-agribusiness linkages are examined. Additionally, ‘a typology for
farmers-agribusiness linkages found in non-plaﬁtation agriculture in Sri Lanka 1is
developed. .

Primary data for the study is based on case studies carried out in three districts Kurunegala
in the Northwestern province, Moneragala in the Uva province and Anuradhapura in the North
central province. Besides, data is collected from the fruit and vegetable industry
pertaining to procurement behavior of the industry and officials of agribusiness companies
and government agencies. Heckman two-stage sample selection model is used to estimate the
impact of participation in farmers-agribusiness linkages on farming income. ‘ |

The study reveals that irrespective of the type of linkage entrepreneurial orientation
of farmers is a common determinant of participation, implying the importance of
entrepreneurial and management skill development for farmers. Asaresultof participating
in the linkages farmers are able to earn significantly high net profits compared to other
commonly grown crops. Besides, there isa statistically significant difference in farming
income between the participant and non-participant farmers. However, the analysis reveals
that the linkages have not favored the wealthier farmers at the expense of poorer farmers
in contrast to the common belief that contract farming favors the wealthier farmers. Thus,
encouraging farmers-agribusiness linkages in Sri Lanka is unlikely to create significant
income disparity between participants and non-participants farmers.

Institutional arrangements in the form of farmer groups/organizations and farmer
companies are seen as important facilitators for developing farmers-agribusiness linkages
as these institutional arrangements contribute to reduce contract management costs, and
improve credit recovery, besides, serve as an important source of information to the farmers.
Management issues such as capacity building for farmer organizations, farmer-company and
farmer-farmer organization relationship, and contract enforcement are found to be important
preconditions for the sustainability of the linkages. _

Based on the findings of the study, a system for farmers-agribusiness linkage is
proposed. The distinct features of this system are the role of the government and the
~non-governmental organizations in facilitating farmers-agribusiness linkages and the need
for an arbitration and conciliation body to mediate and solve the grievances of the farmers

and the agribusiness companies.
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