Investigating the Principal-Agent Problem among Market Women and Smallholder Farmers in Ghana
ABSTRACT
The Principal-Agent Problem elaborates on how one party of contract possesses more of the relevant information with respect to contract arrangement than the other party, which often leads to the issue of Moral Hazard and Adverse Selection. Farmers and agribusiness owners sometimes enter into such an agreement, where the agribusiness (Principal) supplies or pre-finances the farming activities of the farmer in a crop season, and the farmer (Agent), in turn, sells the farm produce to the agribusiness owner after harvest, with a pre-arranged price, irrespective of the ruling or current market price levels.
Objective: The main objective of the study is to investigate whether the Principal–Agent Problem exists within small and medium scale agribusiness in Ghana; specifically, to estimate the effect of previous year’s  phenomena such as market prices, rainfall pattern and output levels on optimal franchise fees agreed on by both the Principal and the Agent, determine how asymmetric information influences the Principal-Agent Problem in an empirical studies, and examine whether moral hazard and adverse selection affect the Principals decision to award the contract to the agent to work for him/her (the principal).
Methodology: Descriptive statistics and the logit regression estimation techniques were used to investigate variables involved in the study. Using purposive sampling, a total of 20 Microfinance Institutions, 100 market women and 100 Smallholder farmers were interviewed in local communities of Asante and Bono Regions. STATA 11.0 version was used to estimate the Logit regression results for the specified model. The model was evaluated or analyzed with both p-values and the coefficients for the purpose of statistical inferences and determination of the significance of the explanatory variables in the model for the study.
Findings: The study finds a positive and significant relationship between previous year’s market prices, output level and rainfall pattern and the optimal franchise fee decision in the contract. Asymmetric information was also found to be a significant determinant of the contract agreement.
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1.0 INTRODUCTION
Agency Theory by San Miguel, (1984), “is part of the positivist group of theories which is derived from the financial economics literature”, (Walker, M.1988). “It postulates that the firm consists of a nexus of contracts between the owners of economic resources (the principals) and managers (the agents) who are charged with using and controlling those resources. Furthermore, Agency Theory is based on the premise that agents have more relevant information than principals and that this information asymmetry could adversely affects the principals’ ability to monitor effectively to see whether their interests are being properly served by agents” (Njuguna, 2010). A principal-agent problem arises when there is a conflict of interest between the agent and the principal, which typically occurs when the agent acts solely in his/her own interests. In a principal-agent relationship, the principal is the party that legally appoints the agent to make decisions and take actions on its behalf.
“It also assumes that principals and agents act rationally and that they will use the contracting process to maximize their wealth. This means that because agents have self-seeking motives, they are likely to take the opportunity to act against the interests of the owners of the firm, for example by partaking in high levels of perquisite consumption” (Adams, 1994). Scapens (1985) refers to “this dilemma as the ‘moral hazard’ problem. Another type of agency problem which arises is ‘adverse selection’. This occurs when the principal/owner(s) does not have access to all available information at the time a decision is made by a manager/agent”.
1.1 BACKGROUND OF THE STUDY
The need to commit resources into the hands of a party to work on behalf of the other party have been inundated with issues relating to trust and party’s self-interest always. This usually leads to the formal documentation of the needed arrangement to be put in place, making sure that the interest of all parties involved are taken care of by signing the contract agreement. For a comprehensive arrangement to be but in place to protect all interest, both parties need to have full information about the market activities involved in the contract which is often not the case. Farmers and agricultural business groups mostly enter into such arrangement where the agricultural business groups will lend out cash and other farm inputs to the farmer to cultivate crops in a particular farming or crop season, and when the crops are harvested, the farmer is obliged to sell the output to the agribusiness owner, who pre-financed the annual crop cultivation activities on the field. This arrangement is done in almost all the rural communities in Ghana where farming activities take place including cash crops and vegetable production. 
Most of such arrangement or contracts not formalized with legal documentations but rather by word of mouth and using family members as witnesses in the contractual agreement involved. It is alleged that, sometimes, farmers may accept cash and may not use it to purchase the needed inputs for their cultural practices. The farmer is obliged to sell the output to the principal who pre-financed the farming activity at an agreed price, irrespective of the ruling current market price. The farmer cannot in anyway make the output cultivated to any other party rather than his/her financier. The benefit from such contract may either be skewed or normally distributed between the two parties involved. When current market prices are higher than the previous year’s prices, the benefit skews towards the agribusiness, but when it is the other way round, that is, current market prices are lower, than the previous year’s market prices, the farmer enjoys more advantage from the contract   agreement signed between the two parties.
1.2 PROBLEM STATEMENT
The inability for individuals to directly engage in a business, whether small, medium or large scale, have necessitated the need to engage a mediator or middlemen which often times comes at a higher cost which may in the long run render the whole business unprofitable for the owner. However, inadequate initial capital, specific business acumen, and relevant business information make this phenomenon virtually inevitable among businesses in Ghana. Farmers and agribusinesses sometimes sign contract whereby the businessman provides all the relevant resources or inputs, including cash, for the farmer to undertake a certain farming activity (ies) in a crop season, after which the farmer must sell the output to the businessman at an earlier agreed market price, irrespective of the ruling market price of the product. Inadequate information about the cultural practices of the crop and the moral conduct of farmers, previous year’s market prices, previous year’s rainfall pattern, previous year’s output level could be some of the major determents whether the parties will agree to go into negotiations and sign the contract. However, unstable output prices and erratic rainfall pattern, coupled with poor harvest, usually makes it difficult for such agreement to the successfully executed. Farmers sometimes will try to divert their harvest to new agribusiness owners, who will try to give them a better market offer, when the current market prices are high compared to the previous year’s prices, which was used as a base for the contract arrangement, farmers may do so by under declaring the level of output and make untenable excuses about the annual harvest; but because the agribusiness owner has no enough information or certain information are not observable from onset, it becomes very difficult to ascertain whether the original contract has been breached or not, as most of the relevant information is kept with the farmer/agent, who have the skills and knowledge about the crop cultivation; the problem could eventually lead to loss of capital for the agribusiness, mistrust, and sometimes total abrogation of contract, even at mid-season of crop cultivation. This and other matters have made it imperative for this research to be conducted to help resolve and bring a lasting solution to such contractual agreement to improve the fortunes of  small and medium  scale businesses in Ghana. 
1.3 OBJECTIVES OF THE STUDY
The main objective of the study is to investigate whether the Principal–Agent Problem exists among small and medium scale agribusiness in Ghana
Specifically, the study sets out to 
I. Estimate the effect of previous phenomena such as prices, rainfall pattern and output levels on optimal franchise fees agreed on by both the Principal and the Agent.
II. Determine how asymmetric information influences the principal-agent problem in an empirical situation
III. Examine whether moral hazard and adverse selection affect the Principal’s decision to award the contract to the agent to work for him, the Principal.
1.4  RESESARCH QUESTIONS
· Does previous market prices influence the contract agreement between parties involved?
· How do previous rainfall pattern and output levels affect the principal-agent problem?
· What happens to contract agreement of parties when there is asymmetric information?
1.5 JUSTIFICATION OF THE STUDY
Small and medium scale businesses, especially agribusinesses and farmers provide the rural population and low-income earners a means to have access to financial support to boost their living standards in a sustainable manner in line with the millennium development goals of alleviating poverty in developing countries.  The self-employed poor farmers have little access to the formal financial system in developing economies. Formal financial institutions reach the top 25 per cent of the economically active population, which leaves the bottom 75 per cent without access to formal financial services. The contract agreement between farmers and agribusinesses to some extent, try to meet this demand, though this intervention may not be sufficient enough. The widespread involvement of these agribusinesses pre-financing agricultural activities in developing economies and their potential to help meet the MDG of reducing rural poverty, has made it imperative to conduct a study into the operations of such interventions and find out the main motivation for these activities, and make the appropriate policy recommendations to facilitates economic growth and development in the country. It will also serve as reference material from empirical studies on matters relating to the Agency problem among farmers and agribusinesses.
2.1 LITERATUTE REVIEW
“Principal-Agency Theory (PAT) is one modeling technique that specifically addresses various manifestations of Weber’s asymmetry. Like Weber, PAT assumes a relationship in which the agent has an informational advantage over the principal and takes actions that impact both players’ payoffs. The principal has the formal authority, but in PAT, the attention is on a particular form of formal authority: the authority to impose incentives on the agent. Unlike Weber, PAT focuses on the leverage that these incentives give the informationally disadvantaged principal” (Miller, 2005).
The main reasons for the principal-agent problem are conflicts of interests between two parties and the asymmetric information between them (agents tend to possess more information than principals). The principal-agent problem generally results in agency costs that the principal should bear. Because agents can act in their interests at the principals’ expense, the principal-agent problem is an example of a moral hazard.
The principal-agent problem was conceptualized in 1976 by American economists, Michael Jensen and William Meckling.
2.2 INFORMATION ASYMMETRY 
Asymmetric information, also known as "information failure," occurs when one party to an economic transaction possesses greater material knowledge than the other party. This typically manifests when the seller of a good or service possesses greater knowledge than the buyer; however, the reverse dynamic is also possible. Almost all economic transactions involve information asymmetries.
2.3 MORAL HARZARD
“Moral hazard occurs when there is asymmetric information between two parties and a change in the behavior of one party occurs after an agreement between the two parties is reached. Asymmetric information refers to any situation where one party to a transaction has greater material knowledge than the other party. Moral hazard frequently occurs in the lending and insurance industries, but it can also exist in employee-employer relationships. Any time two parties come into an agreement with each other, moral hazards could be present” (Investopedia, 2015).
2.4 ADVERSE SECLECTION 
“Adverse selection refers to a situation where sellers have more information than buyers have, or vice versa, about some aspect of product quality, although typically the more knowledgeable party is the seller. Adverse selection occurs when asymmetric information is exploited” (Investopedia, 2015).
A seller may have better information than a buyer about products and services being offered, putting the buyer at a disadvantage in the transaction. For example, a company’s managers may more willingly issue shares when they know the share price is overvalued compared to the real value; buyers can end up buying overvalued shares and lose money. In the secondhand car market, a seller may know about a vehicle’s defect and charge the buyer more without disclosing the issue to the buyer during the purchasing agreement.
2.5 PRINCIPAL-AGENT PROBLEMS IN AGRICULTURE
A study conducted by Georges et al. (2025) - "Communication, principal–agent alignment and performance: Evidence from Brazilian agricultural co‐operatives" (Annals of Public and Cooperative Economics) - Examines how digital and non-digital communication affects principal-agent alignment in agricultural cooperatives. The study surveyed 41 agricultural cooperatives in Brazil in 2023 and used structural equation modeling to analyze the relationships. The three main findings were that Principal-agent alignment is related positively to performance. When the interests of cooperative members and managers are better aligned, the overall performance of the cooperative improves.
Zhang et al. (2024) studies, "On the distributional effects of principal-agent problems: Evidence from China's shell farmer cooperatives" (World Development) - Analyzes how misalignment of incentives and asymmetric information between central government and local agents creates shell cooperatives; this study revealed that agents have strong incentives to establish shell cooperatives that just exist in name for their personal gains especially in the environment of weak bureaucracy.
Studies by Challa et al. (2025) on "Impact of contract farming on householders' income, intensification, and land productivity in Ethiopia: evidence from smallholder malt barley producers” Showed that Malt barley producers' participation in these Contract Farming schemes proved to be positively correlated with education level, land size allocated to malt barley, participation in crop output marketing, and household income.
Sarpong et al. (2023) - "Does contract farming affect technical efficiency? Evidence from soybean farmers in Northern Ghana" (Agricultural and Food Economics) - Found technical efficiency of contract farmers at 77% compared to 69% for non-contract farmers, and that Access to credit, extension contact, and farmer group membership are key determinants of participating in contract farming in Ghana.
Zantsi et al. (2025) conducted a study on the topic "Does contract farming have an impact on farm productivity and profitability? A study of A1 and A2 maize farmers in Mutare District, Zimbabwe" - Analyzes the Targeted Command Agriculture Program (TCAP). The findings from this study indicated that participation in TCAP significantly increased maize productivity by 0.93 tons per hectare, with the effect being statistically significant at the 1% level. This represents a substantial productivity gain for farmers participating in the Targeted Command Agriculture Program.
3.0 METHODOLOGY
This research is a non-experimental descriptive case study meant to explore the Principal-Agent Hypothesis among small and medium scale businesses in Ghana. It also takes into account the research design, sampling techniques, sample size and all data collection instruments adopted for the study as well as some ethical considerations in relation to the study. In this study, logit regression model was estimated to help do a quantitative analysis of the problem outlined earlier and determine the statistical significance of the variables that were used in the model estimation. The logit regression coefficients, the standard errors and the p-values were used for the evaluation and statistical significance determinations of variables in the model estimated.
Interviews 
An interview is a conversation between two or more people where questions are asked by the interviewer to elicit facts or statements from the interviewee. The type of interview conducted for the study was a face-to-face interview, which was one-on-one. The interview was generally conducted around the research objectives of the study, the aim was to obtain as much information as possible for the study. The information varied from one respondent to the other across the communities in Ghana with specific reference point to the Bono Region.
Data Analysis
This refers to the   process of inspecting, cleaning, transforming, and modeling data with the goal of discovering useful information, suggesting conclusions, and supporting decision-making, (Adèr, H.J. 2008).
In relation to the use of primary data for estimation, SPSS 16 version was used to estimate the regression results of the models and to evaluate the descriptive information of the sampled population. The model was evaluated or analyzed with both p-values , the t-ratios and the coefficients for the purpose of statistical significant of the explanatory variables to the model.
3.4 Ethical Considerations
Ethics is the appropriateness of your behaviour in relation to the right of those who become the subject of or are affected by your work. The research design should not subject the research population to embarrassment, harm or other material disadvantage (Saunders et al, 2009). Data and information collected from the local communities of Ghana for this study was kept confidential and was used only for academic purposes. Respondents were informed of the exact purpose for which the data was being collected and were allowed to participate willingly without any coercion. The study/survey made sure that no respondent was discriminated against on grounds of gender, religion, ethnicity or race, social status, political affiliation, health status or education level etc. The identities of respondents was protected for ethical reasons and no specific information/data was associated with specific respondents or personal opinions of individuals and the researcher finally remains committed to ensuring that the appropriate research reporting standards are strictly adhered to, in order to avoid any biases in this study.
3.5 HYPOTHESIS
[bookmark: _GoBack]Considering the above, it seems appropriate to formulate the following research hypotheses:
I. H0 : There is NO significant relationship between previous year’s  phenomena such as prices level, rainfall pattern and output levels and the optimal franchise fees agreed on by both the Principal and the Agent.
H1 : There is a  significant relationship between previous year’s  phenomena such as prices level, rainfall pattern and output levels and the optimal franchise fees agreed on for the Agent to work for the Principal.
II. H0 : There is NO significant relationship between asymmetric information and the optimal franchise fee agreed on for Agent to work for the Principal.
H1 : There is a significant relationship between asymmetric information and the optimal franchise fee agreed on for Agent to work for the Principal.
3.6.0 EMPIRICAL ESTIMATION TECHNIQUE
3.6.1The Canonical Model For The Principal Agent Contract
Let P represent promised payment to the Agent after valuation of Agent’s performance, less some fixed constant, K. 
Kp=Constant ( Franchise fee for the right to work for the Principal)
X=Actual effort/performance of Agent.
Ҽ= Expected effort/performance
β= Productivity parameter/output
V= Principal’s valuation of agent’s performance 
Now Kp= P(X)=V(X)…………………………………………………………………………………..eqn 1
The above equation helps the principal to resolve the problem of motivation for higher productivity by making the Agent the residual claimant of the relationship, after purchasing the franchise from the principal.
Assume the Principal (The Market Women) and the Agents (Farmers) who are Risk-Neutral have the same beliefs about the critical random productivity parameter (β ), then factors that will lead to higher realization of the parameter such as increased effort, good rainfall, good sunshine will also increase the Agent’s expectation.
Assume the Agent can observe β before choosing how much effort to put in but the Principal cannot observe neither β  nor Ҽ –effort level exerted by agents,  then the Principal’s X is denoted by V(X) which is an increasing function of X . The relationship between X and both Ҽ and β either will be deterministic or stochastic, (Gary Miller, 2005). 
The stochastic possibility is represented as follows.
Let ƒ(X/ β, Ҽ) denote the Density Function for performance, X when the productivity parameter is β  and Agent’s effort is Ҽ , the Cumulative Distribution Function, CDF, can be represent as F(X/ β, Ҽ), with F, higher levels of Ҽ and realization of β decays with the expectation of lower levels of X-actual output levels or smaller levels of output, X will be realized. That is 
Fβ (X/ β, Ҽ) ˂ /= 0 ……………………………………………………………………...……eqn 3
The expected marginal impact of Agent’s effort is also assumed to be greater than zero (0), positive in a more productive environment; this is represented as
FҼ β (X/ β, Ҽ) ˃ 0 ……………………………………………………………………..…..…eqn 4
	
The Principal’s initial goals are now aligned with that of the Agent the problem of franchise fee (K) is resolved between the two parties, and the Agent is finally given the right to go ahead and cultivate the land for production.
Kp = ꭍβ ꭍx [V (X) ꭍ(X/ Ҽ*(β)- Ҽ* (β) ]   - Ȗ  …………………………………..…………eqn5
Where Ҽ*(β)= argmax, ꭍx V (X) ꭍ(X/ Ҽ(β ) - Ɛ……………………………………………...eqn6
And ,  is the Density function for β
The term involving the double integration is expected value of the franchise fee, Ҽ* 
when Agents always deliver the efficient level of effort, Ҽ* (β). Here, the marginal cost of each unit of effort to Agent is normalized to unity.
Formal representation of equation five (5) in this study follows a logit-regression estimation proposed by Williams Green (2003).
Let Kp, (Binary Dependent Variable), represents the observed response of each sample population for this study (ith observation). 
Therefore, Kp = 1 for agreement on the optimal franchise fee between Principal and Agent; and Kp= 0 for NO agreement for optimal franchise fee between Principal and Agent. 
It follows that:
Prob (Kp= 1/X) = ƒ(X, β, Ҽ )……………………………………………………….………eqn7	
Prob (Kp = 0/X) = {1- ƒ(X, β, Ҽ) }…………………………………………………….….eqn 10
ƒ (X,β) = X' (β, Ҽ)………………………………………………………….….…….….…eqn 11
Where:
Xi= is the relevant effects 
βi = parameters or the coefficients
THE LINEAR PROBABILIY MODEL
Kp= E(Kp /X, Ҽ ) + {Kp- E (Kp/ X, Ҽ)}  +  ε,  where  ε  represents the random disturbance term.
McFadden (1974), Williams Green (2003).
The Logit regression was used because the endogenous variable for the estimation is a dummy or a binary endogenous variable; alternating between zero (0) and one (1)

3.7 SPECIFICATION OF REGRESSION MODEL 
Kp= β0 + β1Pt-1 + β2Xt-1 + β3RNFt-1 + β4RAV+ β5RNE+ β6ASE + β7MHA+ β8AIN + ε ………..(12)
Kp, the binary endogenous variable, is a dummy variable which equals to 1, if optimal franchise fee agreement (is reached) takes the level Yes, and zero (0) if otherwise.
Pt-1 is a dummy variable = 1, if previous year’s market prices take the level Yes and zero (0) otherwise.
Xt-1 is a dummy variable = 1, if previous year’s output takes the level Yes and zero (0) otherwise.
RNFt-1 is a dummy variable = 1, if previous year’s rainfall pattern variable takes the level Yes and zero (0) otherwise.
RLV is a dummy variable = 1, if Principal or Agent is risk lover, and the variable takes the level Yes and zero (0) otherwise.
RAV is a dummy variable = 1, if Principal or Agent is risk averse variable, takes the level Yes and zero ( 0) otherwise.
RNE is a dummy variable = 1, if Principal or Agent is risk neutral takes variable the level Yes and zero ( 0) otherwise.
ASE is a dummy variable = 1, if adverse selection variable takes the level Yes, and zero (0) otherwise.
MHA is a dummy variable = 1, if moral hazard variable takes the level Yes and zero ( 0) otherwise.
AIN is a dummy variable= 1 if Asymmetric Information variable takes the level Yes and zero (0) otherwise.
ε,= Is the error term, innovations that influence the probability for the Principal and the Agent to  reach the optimal franchise fee agreement but were not included in the estimation of the model.
4.0 RESULTS AND DISCUSSION
For orderly presentation of the analyses, the chapter is divided into two main sections, namely descriptive and quantitative (i.e. parametric) analyses.
Table 1 Demographic Information from Respondents (Farmers and Agribusiness)
	VARIABLES
	              FREQUENCY
	            PERCENTAGE

	GENDER
	
	

	Male
Female
	132
88
	60
40

	AGE
	
	

	Less than 18 years
18 – 25 years
25 -35 years
35- 60 year
More than 60 years
LEVEL OF EDUCATION
None
Basic
Secondary
Tertiary
YEARS OF EXPERIENCE
Less than 1 year
2 – 5 years
6 – 10 years
11-20 years
More than 20 years 
	30
48
65
70
17

23
34
69
94

21
88
73
30
7
	9.1
21.8
29.5
31.8
7.7

10.5
15.5
31.4
42.7

9.5
40.0
33.2
13.6
3.2


SOURCE: Researcher’s Survey Data, (2025).
From the table above, it could be observed that majority of the respondents were male with frequency of 132, and averaging about 60% of total respondents of 220. The female counterparts had 40% of the total respondents.
With respect to age variations in respondents, the category with the highest frequency was those between, 35- 60 years, with frequency of 70 out of 220 respondents and average of 31.8%. At the same time, the respondents with the least frequency were that category of more than 60 years, this constituted about7.7% of total respondents with frequency of 17 out of 220 sampled.
Ninety-four (94) of the total sample of 220 were identified as having tertiary education qualification this number constituted about 42.7%, while those with no formal education were just 10.5% of the respondents.
With the number of years of experience, it was revealed that 2-5 years hands on field experience with the farmers topped with 88 frequency out of the 220 sampled, averaging at 40% , while more than 20 was the least respondents identified. This category has 7 frequency level and constituted only 3.2% of total respondents sampled.
4.2 QUANTITATIVE /PARAMETRIC ANALYSIS
The Logit regression model was estimated and the coefficients, Standard Errors and P-values reported.
A positive sign of an estimated coefficient implies that there is the likelihood for the endogenous variable to increase, given the fact that the exogenous variable has increased. The reverse is the case for the negative coefficient.
Overall tests of significance of the models showed that the model is statistically significant. 
The Model has LR of 97.61 with ρ- value of 0.0000. 
The implication is that the variables in the model together have significant impact on the endogenous variable in the estimated model.
 

Table 2 THE LOGIT REGRESSION RESULTS FOR MODEL 
	VARIABLES
	COEFFICIENTS
	STND ERRORS
	P-VALUE

	Pt-1	
	0.481026***
	0.4373835
	0.009

	Xt-1	
	1.34546***
	0.35935
	0.000

	RNFt-1
	0-71982*
	0.35748
	0.044

	RAV
	-2.54449***
	0.49119
	0.000

	RNE
	0.34500
	0.43738
	0.139

	ASE
	-0.97500**
	0.40886
	0.013

	MHA
	-1.02906***
	0.40205
	0.001

	AIN
	0.20679
	0.42270
	0.152


Legend: * p<0.05; ** p<0.01; *** p<0.001
SOURCES: Researcher’s Survey Data (2025).
4.3 INTERPRETATION OF LOGIT REGRESSION MODEL.
The endogenous variable (optimal Franchise fee, for the right to work for the principal is a function of all the explanatory variables (previous year’s market prices, previous year’s output level, previous year’s rainfall pattern, risk averse risk neutral, adverse selection, moral hazard and information asymmetry).
Most of the expected signs of the estimated coefficients were met.
The coefficient of β1 was signed positive and was statistically significant at 0.001 error level, given the P-value of 0.009. The positive coefficient implies that the probability of both principal and the Agent to agree on the optimal franchise fee for agent to execute contract increases, when previous year’s output prices on the market was high and encouraging enough, than when there were low prices in the previous year. Most agribusiness activities rely on previous year’s information for current year’s activities on the field. 
The coefficient of β2 was signed positive and was statistically significant at 0.001 error level, given the P-value of 0.000. The positive coefficient implies that the probability of both principal and the Agent to agree on the optimal franchise fee for agent to execute contract increases, when previous year’s output/ harvest was high and encouraging enough, than when there was low harvest in the previous year. Most agribusiness activities rely on previous information for current year’s activities on the field. Higher outputs in the previous year may encourage parties to expand the business in the current year.
The coefficient of β3  was signed positive, implying that there is the likelihood for the principal and the agent to negotiate and reach a uniform fee, when the previous year’s rainfall pattern was favorable and supported cultivation and crop yield. Here, the estimated coefficient in the model was statistically significant at 0.05 error level; given the P-value of 0.044.
The coefficient of β4 was signed negative and was statistically significant at 0.001 error level. Given the P-value of 0.000. This negative signing of the coefficient implies that the probability of the agent and the principal to agree or reach the optimal franchise fee, for the right to work for the Principal falls when the Principal is risk averse, and he will not like to take chances with his scarce resources, especially, when all other factors influencing output are not observable to the Principal.
The coefficient of β5 was positively signed, implying when the Agent (insurance firm) is risk-neutral, there is the likelihood for him to reach the optimal franchise fee with the Principal however, and this variable was not statistically significant in the estimated model and so not suitable for any informed policy decisions.
The coefficient of  β6 was negatively signed and was statistically significant at 0.01 error level, given the P-value of 0.013 This implies that the probability of Principal and the Agent to negotiate and accept the optimal franchise fee for the right to work for the Principal declines, when there is any suspicion from the Principal that there is the likelihood for  adverse selection from Agent, where the Principal may be put in a disadvantaged position, after the franchise agreement has been signed( Principal’s scarce resources has been given to the agent to work within the terms of the contract) and, due to the fact that the Agent has more valuable information about the transaction than the principal.
The coefficient of β7 was signed negative and was stat sig at 0.001 error level. This implies that there is the  likelihood for the Principal to decline the optimal franchise fee agreement, and deny the Agent the contract to work on behalf of the Principal declines, when it is obvious that the Agent is likely to engage in a risky behavior after agreement has been reached, which can lead to loss (diverting output to third-parties rather than the original Principal due to current price differentials, using the premium /resources for other purposes such as social events and payment of bills rather than on crop cultivation stated in the original contract signed) or poor output levels, after the contract have been signed and resources handed over to Agent to execute contract.
The coefficient of β8 was positively signed, implying that when there is asymmetric information, where the Agent is assumed to have more relevant and detailed information about the contract arrangement than the principal, the optimal franchise fee will be reached and contracted given the to the Agent to execute, however, this variable was not statistically significant to inform policy decisions.
5.0 SUMMARY OF MAJOR FINDS 
From the study conducted, it came up that previous year’s market prices, output levels, and rainfall pattern are very significant variables that influence the principal decision to enter into agreement with the Agent for the optimal franchise fee (agreement to work for the principal). Also, when other factors are not observable by the principal, he becomes apprehensive and risk-averse, this reduces the probability of agreeing on an optimal franchise fee, for the Agent to work for the Principal that is Agent executing the agreed contract. However, the reverse of this scenario is true.
Again, it was revealed that when the Agent is having more relevant information about the contract arrangement than the Principal, the Principal could be put in a disadvantaged position within the contract terms. When this situation exits, it reduces the probability to negotiate and reach the optimal franchise fee, for the Agent to go ahead and work for the principal. Also, when Principal observes that there is the likelihood to use the premium/franchise fee for other purposes rather than then intended agreement, the probability of getting agreeing on a definite term with the contract falls, all things being equal.

 CONCLUSION
The study set out to investigate whether the principal–Agent Problem exists within small and medium scale agribusiness in Ghana; by employing both descriptive and parametric methodology for the study. It could be concluded that previous year’s market prices, output levels, and the rainfall pattern are significant determinants of final agreements between farmers and agribusinesses to coexist and work for their mutual benefit; where outputs are sold to agribusiness owners who pre-financed the farming activities in a crop season. Asymmetric information which mostly leads to moral hazard and adverse-selection equally have a significant influence on the principal’s decision to sign the agreement contract or not. Moral hazard and adverse selection behaviors could sometimes make high risk Agents (farmers)to divert their produce to third parties, who are not part of the original contract. This happens due to current market price differentials. When the current market price is higher than the previous year’s
The study can comfortably conclude that 

 POLICY RECOMMENDATION:
· The study recommends that farmers and agribusiness owners be taught standard farm records and book keeping practices so they have always a relevant reference to guide their activities in every crop season, market activities, and future contractual agreements.
· Modern and relevant information dissemination channels must be employed to help avoid the problem of asymmetric information, which often leads to moral hazard and adverse selection problems in contracts arrangements between farmers and agribusinesses. 
· Cultural practices which foster unity and trust must be encouraged among farmers and agribusiness owner, as this will facility cordial relationship and enhance measures needed to build contract agreement between farmers and the agribusinesses in Ghana.
 LIMITATION TO THE STUDY
Respondents some of the communities were very reluctant to help complete questionnaires with the notion that the information given may expose their activities to regulatory authorities which may not auger well for their agribusiness’ corporate aims and objectives. 
Financial constraint and means of transport were some main challenges faced during this study, there was no enough funds to get transport to all communities which were in the area of the study.
Time constraint was also a major challenge during the study,
More dynamic estimation technique, such as the Fully Modified OLS (FMOLS) could be used to help determine the robustness of the model specified for the study.
Suggestion for Further Research:
The study suggests that further survey studies be conducted into how agricultural extension services/officers from the local government or Metro, Municipal and District Assemblies facilitate the contract arrangement between farmers and agribusinesses as this could help improve crop yield, reduce mistrust and build confidence among parties involved farming and market activities.

Consent 
As per international standards or university standards, respondents’ written consent has been collected and preserved by the author(s).
Disclaimer (Artificial intelligence)
Author(s) hereby declare that NO generative AI technologies such as Large Language Models (ChatGPT, COPILOT, etc.) and text-to-image generators have been used during the writing or editing of this manuscript.
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