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Abstract 
Despite the necessity for agribusiness owners to assume risks since 

profitability is highly dependent on risk exposure, it is of note that high 

exposure to risk may lead to financial business collapse. This paper 

investigate on Risk management on agribusiness in Saki West Local 

Government, The data used in this study is primary in nature and collected 

with the aid of structured questionnaires and analyzed with the frequency 

and percentage distribution method. The study found that risk management 

is a key aspect in the management of agribusinesses and it determines for 

the success of the business, the most preferred risk reduction strategy 

among the agribusiness owners is diversification and recommends that 

agribusiness owners should continually maintain a sound risk management 

process and employ more than one risk reduction strategy in their 

businesses. 
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Introduction 
Agribusiness is farmers that invest 

significant amount on uncertainty on a 

daily basis. Uncertainty is associated 

with risk the businessmen exposed to. 

Risk is variation of expected return 

due to unpredictable and imperfect 

knowledge in decision making 

(Drollette, 2009). Alimi and 

Ayanwale (2005) argue that 

asymmetric information is prevalent 

in agribusiness. Risk taking cannot be 

eliminated from any business. If a 
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business owner is a risk averter, it means the profitability of the business would 

be in jeopardy. The higher degree of risk exposure the higher the expected return 

or level of profitability and vice versa.  

The aim of agribusiness owners is to minimise risk and maximise profits. Risk 

management is a strategic way of reduce risk exposure. Risk management 

should improve business performance via achieving profitability, liquidity and 

solvency objectives. Risk management entails actions or strategies taken before 

or after the occurrence of risky event(s). Agribusiness owner must be proactive 

rather than reactive. Proactive actions is an action taking before the occurrence 

of risk such as savings, diversification and insurance while reactive actions is 

an action after event of risk  such as borrowing to reduce loss. An effective risk 

management system for agribusinesses will preserve the standard of living of 

agribusiness owners, strengthen the viability of agribusinesses, and provide an 

environment that support investment in agribusinesses. 

 

Statement of Problem 

Despite the necessity for agribusiness owners to assume risks since profitability 

is highly dependent on risk exposure, it is of note that high exposure to risk may 

lead to financial business collapse. Ndugbu (2003) argues that agribusiness 

owners are faced with the danger that what they expect ex-ante may not met ex-

post. In other word, their business expectations may fall short of realized or 

actual outcome. Each time an investor borrows money for investment in 

agribusiness enterprise, there is the possibility that return on investment is less 

than the cost of borrowing (Nto, Mbanasor & Nwaru, 2011). In Nigeria, most 

agribusiness owners lack the proficiency to recognize risk and adequately use 

risk management strategies. Therefore, this study assesses the risk management 

of agribusinesses in Saki, Saki west

 Local Government in Oyo State. 

 

LITERATURE REVIEW 

The Concept of Risk 

Risk is a variation of expected return. In everyday usage, "risk" is often used 

synonymously with the probability of a loss or threat. Risk which investment 

economists describe as the variation from expected outcomes due to imperfect 

knowledge of investor in decision making is inherent in every form of enterprise 

but is more intensive in input-output relation among agribusiness productions 

(Kuyrah et al., 2006; Odii, 1998). 
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Sources of Risk to Agribusinesses 

According to Njavro (2009), NIPC (2006), Dercon (2002) and Mikhaylova 

(2005), risk sources to agribusiness enterprises can be grouped into the 

following: 

Market risk: Market risk arises due to fluctuation in input and output prices. 

Market or price risk is associated with the purchase of inputs as well as the sale 

of commodities. Fluctuations in input and output prices cause income gains or 

losses. These fluctuations can occur within a marketing year as well as between 

years. 

Political risk: Political risk arises due to changes in government policies and 

machineries put in place. Government price and income programs, tax, trade, 

credit, and environmental policies, all of which have impacts on the operating 

environment. These risks may increase as firms get larger. 

Production risk: Production risk occurs because agribusiness enterprise is 

affected by many uncontrollable events that are often related to weather, 

drought, physical hazard to the factory site and technological failure of the firm. 

This risk affects the efficient conversion of input to output (Barry & Baker, 

1984; Bauer &Bushe, 2003).  

Financial risks: Financial risks are also one of the risks faced by a farmer who 

has less than total equity in the farm operation i.e. the use of debt in financing 

agribusiness investment. Availability of loan funds and the costs of credit are 

some examples of additional financial risks.  

Social risk: Social risk is suggestive that the risks or hazards have their origin 

from man. The risk could be due to fire outbreak, burglary or theft, kidnapping 

of investors/workers for ransom, embezzlement, strike, civil commotion and 

changes in social structure e.g. dissolution of partnership which can lead to 

unexpected decline in efficient operation of enterprise.  

Foreign exchange risk: Foreign exchange risk is borne out of the firm’s 

dependence on foreign currency. It is the risk of loss that arises as a result of 

fluctuations in exchange rate. 

Technological risk: Technological risk is the potential that current decisions 

may be offset by dramatic technological improvements in the future. There is 

the risk that durable assets will become obsolete. The rapid changes in personal 

computers and conservation tillage are current examples.  
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Risk Management Strategies/Tools in Agribusinesses 

Risk management strategies consist of a variety of responses which may reduce 

the probability of an unfavorable event occurring and/or reduce the adverse 

consequences if the event occurs. They include: 

Insurance: Basically, agricultural insurance is designed to provide covers for 

financial losses incurred due to reduction in expected outputs from agricultural 

products. In general, insurance is a form of risk management used to hedge 

against a contingent loss.  

Diversification: In agriculture, there were applied two major approaches within 

the diversification strategy. The first one explained diversification as a 

possibility how to use different income sources for farmers. The second 

approach was focused on the possibilities of how to use capital (let us say 

production factors) of a farm, which were originally used in the terms of 

conventional agribusiness activities of a farm to other profit making activities 

(Winter et al. 2002). Another view of diversification of agribusinesses is offered 

by Ilbery (1991), who sees diversification activities in the “based on farm” 

business activities that are not directly connected with crop and animal 

production and that are not connected with the wholesale production apart from 

agribusiness.  

The linkage between agribusiness and the usage of existing production factors 

of a farm are not essential, moreover, they do not represent a limiting condition 

(Hron et al. 2007).Alimi and Ayanwale (2005), Akinsulire (2006), Pandey 

(2004) and Van Horne (2004) noted that diversification served the best by 

spreading risk across a number of enterprises. Diversification acts as a strategy 

to stabilise firms’ incomes. 

Hedging: Hedging, the use of futures contracts is another marketing response 

which has the potential for reducing risk. Thus, hedging helps protect the 

business from changes in price levels. A futures contract is an agreement priced 

and entered on an exchange to trade at a specified future time a commodity or 

other asset with specified attributes (or in the case of cash settlement, an 

equivalent amount of money) been introduced. Because contracts are 

standardized, the only issue to be negotiated at trading time is price. Two 

categories of hedging exist: “long” hedging (where a futures contract is 

purchased) and “short” hedging (where a futures contract is sold). Either type 

of hedge involves holding a futures position in anticipation of a later transaction 
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in the cash market, and in both cases, the futures position is opposite to the cash 

position.  

Forward Contracting: Forward contracting also involves entering into forward 

contract for the exchange of one currency for another at a specific future date 

and at a specific exchange rate by multinational firms. (Alimi&Ayanwale 

,2005) The practice of forward contracting can be used for both inputs and 

outputs. Some farmers contract needed quantities of inputs at specified prices 

to avoid the risk of price increases and unavailability of inputs. Similarly, some 

producers forward price some of their production. 

Vertical Integration: Vertical integration encompasses changing the form of the 

product, or combining stages in the production process under ownership by one 

entity. Vertical integration in agriculture often involves ownership of both farm 

production and processing activities, vertical integration is fairly common in 

industries where about 30 percent of production takes place on farms that 

perform multiple functions.  

 

Approaches to Risk Management in Agribusiness 

According to Agricultural Risk Management Team (ARMT) at the World Bank, 

the approaches to risk management are: 

Mitigation: is the lessening or limitation of the adverse impacts of hazards and 

related disasters. Risk mitigation options are numerous and varied (for example, 

crop and livestock diversification, income diversification, soil drainage, 

mulching, use of resistant seeds, avoidance of risky practices, and crop 

calendars).  

Transfer: It refers to the shifting of the potential financial consequences of 

particular risks from one party to another. While insurance is the best-known 

form of risk transfer, in developing countries the use of informal risk transfer 

within families and communities is extremely important. 

Coping: It refers to improving the resilience to withstand and manage events, 

through ex-ante preparation and making use of informal and formal 

mechanisms in order to sustain production and livelihoods following an event. 

Although coping is an ex-post activity, it is possible to plan and to prepare for 

coping activities on an ex-ante basis.  

Risk avoidance/prevention: A fourth approach is that of risk avoidance or risk 

prevention. However, this is rarely possible in agricultural production, 
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especially in developing countries where there are very few alternative sources 

of nonfarm employment. 

 

METHODOLOGY 

Research Design 

This study aims to assess risk management in agribusinesses in Saki, Saki west 

Local Government Area in Oyo State. It employs a survey research design 

which involves gathering qualitative data through responses from questions. 

 

Area of the Study 

The area of the study is Saki west Local Government. It is one of the 33 local 

government areas in Oke Ogun, Oyo State and it has its headquarters in the town 

of Saki. It has an area of 174km2 and a population of 208,671 as at the 2006 

census. This area was selected due to its dense population and heavy presence 

of agribusiness activities. 

 

Population of the Study 

The population of the study consists of all agribusinesses in Saki west Local 

Government in Oyo state. Agribusiness owners irrespective of their 

demographic characteristics such as age, gender, educational qualification, 

marital status, religion form the population of the study. 

 

Sample Technique and Sample Size 

The sample consists of 30 agribusiness owners randomly selected through the 

purposive sampling method.  

 

Method of Data Collection 

The data used in this study is primary in nature and collected with the aid of 

structured questionnaires. Therefore, this study employs questionnaire as its 

research instrument. The questionnaire is divided into two sections- Section A 

deals with respondent’s personal information while section B comprises of 

questions seeking to assess the risk management of agribusinesses in Saki west 

Local Government  in Oyo State.  

In constructing the questionnaire, Likert-scale with a five-point options and the 

rating scale was adopted; thus, allowing opinions of respondents to be score 

their opinion on a scale of 1 to 5. The responses on the questionnaire are 
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restricted to Strongly Agree, Agree, Undecided, Disagree and Strongly 

Disagree. Strongly Agree is represented by (1), Agree (2), Undecided (3), 

Disagree (4) and Strongly Disagree (5). Also, a question was developed to know 

the risk management strategy employed by the agribusiness owners. 

 

Method of Data Analysis 

Information gathered through the administered questionnaires was analyzed 

using the frequency and percentage distribution method. 

 

DATA ANALYSIS AND INTERPRETATION OF RESULTS 

Table 1: Response Based on Sex Distribution 

Gender Frequency Percent Valid 

Percent 

Cumulative 

Percent 

Male 18 60 60 60 

Female 12 40 40 100.0 

Total 30 100.0 100.0  

Source: Field Survey (2020) 

 

It could be noted from the table above that male respondents are more than 

female respondents, the male distribution are 18 (60%), while the female are 12 

(40%) thus, there are more male as respondents. 

 

Table 2: Response based on Educational Qualification 

Source: Field Survey (2020) 

 

The table of educational qualification above shows that 14 respondents with 

46.7% have an educational qualification below SSCE , 12 respondents with 

40% works with O’ level result, 3 respondents with 10% operates in 

Agribusiness with a ND/HND/NCE/B.Sc. certificate and 1 respondent with 

3.3% operates with a qualification above B.sc degree. Majority of the 

 Frequency Percent Valid 

Percent 

Cumulative 

Percent 

Below SSCE 14 46.7 46.7 46.7 

SSCE 12 40 40 86.7 

ND/HND/B.Sc. 3 10 10 96.7 

Above B.Sc. 1 3.3 3.3 100.0 

Total 30 100.0 100.0  
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respondents are not learned, they have below SSCE qualification and also a high 

percentage of the respondents have SSCE qualification. 

 

Table 3: Responses based on Age Group 

Groups Frequency Percent Valid 

Percent 

Cumulative 

Percent 

18-25 4 13.3 13.3 13.3 

26-35 10 33.3 33.3 46.6 

36-45 13 43.3 43.3 89.9 

Above 45 3 10 10 100 

Total 30 100.0 100.0  

Source: Field Survey (2020) 

 

It could be noted from the table above that many of the respondents based on 

the age grouping fall in the category of 36-45 years which the table indicates 

43.3% respondents were 36-45 years while 33.3% were very close which is the 

age group 26-35, 13.3% of the respondents were in the age group 18-25 and the 

remaining 10% were taken by the age bracket 45 years above. 

 

 

Table 4: Response based on Years in Business 

Years Frequency Percent Valid 

Percent 

Cumulative 

Percent 

Below 1 4 13.3 13.3 13.3 

1-3 10 33.3 33.3 46.6 

4-6 13 43.3 43.3 89.9 

Above 6 3 10 10 100 

Total 30 100.0 100.0  

Source: Field Survey (2020) 

 

Table 4 above shows that 6.7% of the respondents have been operating as 

agribusiness owner for less than 1 year, 33.3% have spent between 1-3 years, 

and also 43.3% have been in the business between 4-6years meanwhile, the 

remaining 16.7% works for the period above 6years. The result shows that the 

highest percentage of the respondents have been in business for a period 

between 4-6years. 
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Table 5: Response based on Number of Employees 

Employees Frequency Percent Valid 

Percent 

Cumulative 

Percent 

1-5 2 6.7 6.7 6.7 

6-10 10 33.3 33.3 40 

11-15 13 43.3 43.3 83.3 

Above 15 5 16.7 16.7 100.0 

Total 30 100.0 100.0  

Source: Field Survey (2020) 

 

The above table indicates that 6.7% of the respondents have five maximum 

numbers of workers, 33.3% of the agribusiness owners can only afford 

maximum often employees. Also, 43.3% have between 11 and 15 employees. 

Meanwhile, the remaining 16.7% have more than 15 employees. 

 

Table 6: Response based on Nature of Business 

Nature Frequency Percent Valid 

percent 

Cumulative 

percent 

Farm supply 10 33.3 33.3 33.3 

Farm production 14 46.7 46.7 80 

Processing 

distribution 

6 20 20 100 

Total 30 100 100  

Source: Field Survey (2020) 

 

Table 6 above indicates that 10 respondents with 33.3% are into farm supply 

business, 14 respondents with 46.7% are into farm production business while 6 

respondents with 20% are into processing distribution business. It can be 

concluded that majority of the respondents are into farm production. 

 

Question 1: Agribusinesses have a high risk exposure? 

Table 7:  Response Distribution Based on Question 1 

Response Frequency Percent Valid 

Percent 

Cumulative 

Percent 

Strongly Agree 4 13.3 13.3 13.3 

Agree 14 46.7 46.7 60 
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Undecided 6 20 20 80 

Disagree 4 13.3 13.3 93.3 

Strongly Disagree 2 6.7 6.7 100.0 

Total 30 100.0 100.0  

Source: Field Survey (2020) 

 

Table 7 shows that majority of the agribusiness owners perceive their business 

as highly exposed to risk. 

 

Question 2: Risk reduces the business expectations? 

Table 8: Response Distribution Based on Question 2 

Response Frequency Percent Valid 

Percent 

Cumulative 

Percent 

Strongly Agree 10 33.3 33.3 33.3 

Agree 15 50 50 83.3 

Undecided 3 10 10 93.3 

Disagree 2 6.7 6.7 100.0 

Strongly Disagree 0 0 0 100.0 

Total 30 100.0 100.0  

Source: Field Survey (2020) 

 

Table 8 shows that majority of the agribusiness owners believe that risk reduces 

business expectations. 

 

Question 3: Risk management reduces exposure to risk? 

Table 9:  Response Distribution Based on Question 3 

Response Frequency Percent Valid 

Percent 

Cumulative 

Percent 

Strongly Agree 4 13.3 13.3 13.3 

Agree 14 46.7 46.7 46.7 

Undecided 6 20 20 20 

Disagree 4 13.3 13.3 13.3 

Strongly Disagree 2 6.7 6.7 100.0 

Total 30 100.0 100.0  

Source: Field Survey (2020) 
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From Table 9, it can be inferred that a large number of the agribusiness owners 

agree that risk management reduces risk facing their business. 

 

Question 4: Risk management is a key aspect of agribusiness management? 

Table 10:  Response Distribution Based on Question 4 

Response Frequency Percent Valid 

Percent 

Cumulative 

Percent 

Strongly Agree 7 23.3 23.3 23.3 

Agree 15 50 50 73.3 

Undecided 4 13.3 13.3 86.3 

Disagree 4 13.3 13.3 100.0 

Strongly Disagree 0 0 0 100.0 

Total 30 100.0 100.0  

Source: Field Survey (2020) 

 

From Table 10, it can be observed that most of the agribusiness owners are of 

the opinion that risk management reduces is a crucial managerial aspect of their 

business. 

 

Question 5: Expertise is required in managing risk facing agribusinesses? 

Table 11: Response Distribution Based on Question 5 

Response Frequency Percent Valid 

Percent 

Cumulative 

Percent 

Strongly Agree 5 16.7 16.7 16.7 

Agree 14 46.7 46.7 63.4 

Undecided 3 10 10 72.4 

Disagree 6 20 20 92.4 

Strongly Disagree 2 6.6 6.6 100.0 

Total 30 100.0 100.0  

Source: Field Survey (2020) 

 

Table 11 shows that majority of the agribusiness owners agree that expertise is 

needed when managing risk in agribusiness. 
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Question 6: The success of agribusinesses rest on its ability to manage risk 

adequately? 

Table 11: Response Distribution Based on Question 6 

Response Frequency Percent Valid 

Percent 

Cumulative 

Percent 

Strongly Agree 4 13.3 13.3 13.3 

Agree 14 46.7 46.7 46.7 

Undecided 6 20 20 20 

Disagree 4 13.3 13.3 13.3 

Strongly Disagree 2 6.7 6.7 100.0 

Total 30 100.0 100.0  

Source: Field Survey (2020) 

 

Table 11 shows that majority of the agribusiness owners are of the opinion that 

the success of agribusinesses hinges on the owner’s ability to manage risk 

adequately.  

 

Question 7: Which of the risk reducing strategy do you think is the best for 

agribusinesses? 

 

Table 12:  Response Distribution Based on Question 7 

Response Frequency Percent Valid 

Percent 

Cumulative 

Percent 

Diversification 21 70 70 70 

Insurance 9 30 30 100.0 

Hedging 0 0 0 100.0 

Forward 

Contracting 

0 0 0 100.0 

Vertical 

Integration 

0 0 0 100.0 

Total 30 100.0 100.0  

Source: Field Survey (2020) 

 

From Table 11, it can be seen that 70% of the agribusiness owners see 

diversification as the most preferred risk reduction strategy while only 30% 

prefer insurance. None of the agribusiness owners chose hedging, forward 

contracting and vertical integration as a better option to minimise risk. 
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CONCLUSION AND RECOMMENDATIONS 

This study assessed risk management of agribusiness in Saki West Local 

Government in Oyo State. Using the frequency and percentage distribution 

method, this study found that risk management is a key aspect in the 

management of agribusinesses and it determines for the success of the business. 

This study discovered that the most preferred risk reduction strategy among the 

agribusiness owners is diversification. It recommends that agribusiness owners 

should continually maintain a sound risk management process and employ more 

than one risk reduction strategy in their businesses. 
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APPENDIX 

QUESTIONNAIRE 

SECTION A 

General Information: Kindly tick (X) where applicable  

Sex- Male ( )  Female ( ) 

Age-  18-25 ( )  26-35 ( ) 36-45 (  ) 45 above (  ) 

Educational level- Below SSCE ( ) SSCE ( ) ND/HND/NCE/B.Sc. ( ) Above B.Sc. ( ) 

Number of Years in Business- Less than a year ( ) 1-3 ( ) 4-6 ( ) 6 above ( ) 

Number of Employees- 1-5 ( ) 6-10 ( ) 11-15 ( ) 15 above ( ) 

Nature of Business – Farm supply (  ) Farm production (  ) Processing distribution (  ) 

 

SECTION B 

Kindly tick appropriately if you strongly agree, agree, undecided, disagree or strongly 

disagree with the following statements. Note: Strongly Agree=SA, Agree = A, 

Undecided=U, Disagree=D, Strongly Disagree=SD  
QUESTIONS SA A U D SD 

1 Agribusinesses have a high risk exposure?       

2 Risk reduces the business expectations?      

3 Risk management reduces exposure to risk?      

4 Risk management is a key aspect of agribusiness 

management?  

     

5 Expertise is required in managing risk facing 

agribusinesses? 

     

6 The success of agribusinesses rest on its ability to 

manage risk adequately? 

     

 

7. Which of the risk reducing strategy do you think is the best for agribusinesses? 

Diversification  

Insurance  

Hedging  

Forward Contracting  

Vertical Integration  

 

 

 

  


