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ABSTRACT 

       Farmers are constantly faced with employment decisions off the farm. To work off farm would 
definitely increase their incomes but this will affect their farming jobs. This study analyses the farm labour 
decision making process of farmers in an IADP in Selangor, Malaysia. Results indicate the consistency of labour 
allocation decisions as in other past studies. Farmers do response rationally to favourable economic stimuli off 
the farm with respect to the labour supply decision making process. 
 

I. INTRODUCTION 
 

       Many low-income countries have achieved rapid economic growth in recent years, but the 
benefits of the development have often been concentrated in the hands of only few 
individuals. Abject poverty among small farmers is still one of the most serious problems 
confronting these countries. The main strategies that have been used to counter poverty 
have revolved around the adoption of new technology and improved production services that 
can increase the productivity of resources used in agriculture. However, these strategies have 
often constrained the small farmers because of limited land holdings and lack of resources 
that prevent efficient use of technology. 
 
       Off-farm work is an alternative strategy that offers much potential for alleviating 
farm poverty. Empirical studies have revealed that off-farm income is growing in 
importance in most developed countries (Ahearn, et al, 1985; Barlett, 1986; Bollman, 
1979; Fuller 1989, 1990; Gasson, 1986; Huffman, 1980; Pulver and Rogers, 1986; 
Robinson et al, 1982; Robson et al, 1987). These include the comprehensive documented 
literature in agricultural development by Frauendorfer (1966), Shand (1985) and Hallberg et 
al (1991). 
 
       The increasing importance of off-farm income may be a result of the increased 
financial obligations in agriculture (Simpson and Kapitany, 1983). Gunter and McNamara 
(1990) noted the use of off-farm income by the farm families to survive the downturns in 
the agricultural economy. The decision to work off the farm can also be explained by the 
neoclassical labor supply theory. The framework has been used in the study by Bollman 
(1979),  Gould and Saupe (1989), Huffman and Lange (1989), Lass et al (1986), Simpson 
and Kapitany (1983), 
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Sample Characteristics  
 
       The human capital variables used commonly in previous empirical studies were age 
and education. Age is a proxy for experience, which is assumed to increase both the farm and 
offfarm labour productivity of farmers. The anticipated effect is thus ambiguous, but prior 
empirical work has often found a life-cycle effect by including linear (AGE) and 
quadratic (AGESQ) age terms. The stages in the life cycle were incorporated in the model by 
entering the age of farmers in quadratic form to capture the U-shape relationship of off-farm 
employment. In this study, the average age of respondent is 54.49 years for farmers who do 
not work offfarm and 46.84 years for those who participate in off-farm activities. 
 
       Information on the farmer's working experience and job skill components of human 
capital were not available. Therefore, the farmer's education level was used as a proxy for 
human capital as measured by the number of schooling years the farmer had received. 
The average number of formal education for those who participated in off-farm work is 4.83 
years compared to 3.51 years for those who did not. Education has a similar ambiguous 
effect on off-farm employment as age, in that it is hypothesised to increase both farm 
labour productivity and the off-farm wage rate. However, previous studies have often 
found that an increase in the level of education increases the probability of working off the 
farm (Sumner, 1982; Lass et al, 1989; Gunter and McNamara, 1990). 
 
       The average houshold is made up of 5.75 and 5.15 for those who participated and 
those who did not participate in off-farm work, respectively. The variable number of 
dependent household of age below 15 and over 65 year (DEPEN) is used to capture the 
impact of dependent household members on the household heads decision to seek 
employment outside the farm. The impact is however difficult to predict as the larger 
the number of family members in this category, the greater the need for income, and thus 
the need to participate in off-farm employment. It could be argued that the larger the 
number of family members in this category, the greater is the demand on the household 
head's time at home to attend to the younger members of the household, thus leaving less 
time for off-farm employment. For the farmer who participated in off-farm work, the 
average number of dependent is 2.09 individuals and 1.41 for those who did not participate in 
off-farm activities. 
 
       Members of the household includes the spouse and other members of the family aged 
between 16 to 65 years (ADULT). The average number of family members in this category is 
1.72 and 1.95 for farmers who participated and those who did not participate in off-farm 
activities, respectively. A priori, the effect of this variable on the decision to participate in 
offfarm work is not predictable (Mohd. Noh et al, 1993). If more family members are 
involved in off-farm activities, the exposure of the household head to the work 
opportunities are greater. One could thus expect a positive relationship between this 
variable and the decision to participate in off-farm work. It is also possible that the larger 
the number of family members 
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(COCOA) and oil palm (PALM), and 0 if otherwise. However, the impact of this variable 
to participation in off-farm employment is also difficult to predict. 
 

III. EMPIRICAL RESULTS 
 
      The factors described in the above section will influence the farmer decision to seek off-
farm work. This ability to seek off-farm employment is represented by the dichotomous 
variable OFFARM with values of 1 for those engaging in off-farm activities and 0 
otherwise. An OLS regression of the above relationship with OFFARM as the dummy 
variable is beset by several problems namely : (1) nonnormality of the error term, (2) 
heteroscedasticity, and (3) the possibility of the estimated probabilities lying outside the 0-
1 bound (Gujarati, 1988). Since the dummy OFFARM is actually a proxy of the actual 
propensity or ability to seek offfarm employment, the probit and logit approaches are 
appropriate here. Both the probit and logit models guarantee that the estimated 
probabilities lie in the 0-1 range and that they are nonlinearly related to the explanatory 
variables. The difference between these two approaches are mainly in the distribution of the 
regression error terms. The logit approach assumes that the cumulative distribution of the 
error term is logistic while probit assumes that it is normal. 
 
       The results of the logit and probit equations for the participation decisions (YES and 
NO) as a function of the variables described in the above section are presented in Table 2. 
The residual chi-square score statistics for both approaches indicate that the hypothesis of 
no relationship between the dependent and independent variables are firmly rejected. 
The proportion of correct predictions from estimated equations are high that is 92.40% and 
92.00% for the logit and probit equations, reespectively. The logit equation predicted that 
199 out of 222 farmers (89.64%) participated and 275 out of 291 (94.51%) who did not 
participate in offfarm employment. The probit equation, on the other hand, predicted 197 
participations (88.74%) and 275 non participations (94.50%) with respect to the same 
respondent as above. 
 
       Results of the study indicate that the variables that are significant in explaining the 
offfarm work decisions at the 1% level are age (AGE and AGESQ), number of household 
members below 15 years and over 65 years (DEPEN), education level of the farmers (EDU), 
ratio of farm income to total household income (INCOME) and remittance income (OTHINC). 
The signs for each of significant variables are consistent with a priori expectations. 
 
       The human capital variables of age and education level of farmers have an a priori 
ambiguous effect on the probability of off-farm employment, given their impact on both 
farm labour productivity and market wage rate. However, the results obtained here are 
consistent with most previous studies. Participation in off-farm work was found to 
increase with wage and then declined, as suggested by the life cycle hypothesis. The 
probability of working offfarm was found to be maximized at 43 years by Sumner 
(1982), at 48 years by Lass et al (1988) and at 29 years by Robinson et al (1982). In this 
study, probability of working off- 
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implies that the need for off-farm employment fiir the household head is increased if 
more young and old members are in the family. 
 
       One of the most consistent result with other past studies is the negative relationship 
between participation in the off-farm employment and the ratio of farm income to total 
annual income of the household (INCOME). This suggests that the participation of farmers in 
off-farm employment will decrease if returns from farming increases. The same indication is 
given by the sign of remittance income variable (OUTING) confirming the view that the 
need for offfarm employment for household head will be reduced if remittance income is 
increased. This implies that remittance income is an important factor in determining 
farmers participation in off-farm employment. 
 

IV. CONCLUSION 
 
      The supply of off farm labor constitutes an important aspect of resource use in the 
Malaysian agriculture. Off-farm employment should be analysed as the outcome of the 
efficient resource allocation decision. It can also be viewed as another form of adjustment or 
an alternative to other more adjustments in the rural sector. This paper examines the off-
farm employment decisions of Northwest Selangor IADP farmers using household 
production theory. The empirical resuls are as expected theoretically and supported by past 
studies. It is observed that human capital variables like age and education levels have the 
largest impact on off-farm labor participation. The number of under age (below 15 years) and 
old (over 65 years) family members also have a positive impact on the probability of 
household head participating in off-farm activities. However the ratio of farm income to 
total household income and remittance income have a negative relationship with 
participation in off-farm employment. 
 
       Several inferences and policy implications can be drawn from the study. The general 
trend to the bimodal farm size distribution will likely to continue in the Northwest Selangor 
IADP farm, since it is the middle age cohort of farmers who are most likely to work off-
farm, while the oldest farmer cohort will not engage in off-farm employment. In order to 
increase farm income levels, measures such as farm mechanisation, better technologies, 
increasing capital investments and subsidies should be advocated as a means of increasing 
farm productivity. These measures, may increase output and revenue in the short-run but 
farmers will be made worst off in the long-run. This is because of the small size land 
holdings and limited farm resources which prevent the efficient use of technology. Besides 
that, techniques of production are increasingly labour saving, as economies of size for 
larger operating units are being exploited to the disadvantage of smaller operations. 
Therefore, off-farm employment provides an alternative way for some farmers to continue to 
be active in the labour force. 
 
 
 
 
 
 
 



 



 


