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Abstract

Agricultural industrialization operation institution innovates,
enriches, improves and develops double operation institution which
is a combination of centralization and decentralization. Since it
emerged in the late 1980s, it was given an important mission to
change agriculture weak quality, farmers’ weak rights and rural weak
status by the whole country. Over the last two decades, agricultural
industrialization in China developed rapidly with the great support
from all levels of the government. Nowadays, diversity of agricultural
industrialization operation organizations have became powerful and
vigorous market subjects along with agricultural and rural economic
development. They greatly promote the process to increase the
peasant’s income, improve the agricultural efficiency and thereby
enrich the rural areas.

Agricultural industrialization operation organizations mainly
include the following driving modes of leading enterprises,
intermediary organizations, professional market, broker and the larger
farmer households. In reality, many kinds of new industrialization
organizations come into being, such as cooperatives led by enterprises
and enterprises founded by cooperatives. In a suitable institutional
environment, “‘company + farmers” can achieve institutional change
into “company + cooperatives + farmers” which is more efficient. Even
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so, under the existing institutional condition, the result of stakeholders’
game is that “company + farmers™ operation organization becomes
a leading mode in agricultural industrialization and contract farming
becomes a main interests binding mode between enterprises and
farmers.

Because of production risk, market risk and contract enforcement
risk, “company + farmers” alliance also faces some problems.
For instance, interests binding mechanism is in urgent need of
improvement, the benefit of cooperative farmers acquires more
protection and contract enforcement performance should be promoted.
As is well known, a large sum of undesirable phenomenon of contract
farming happens in reality, but it is not the fault of “company +
farmers” operation organization. Obviously, agriculture enterprises and
cooperative farmers don’t form the organizations that meet the internal
requirements of economic society and don’t use proper governance
mechanisms to match with organization structure. Many “company +
farmers” alliances benefit from the organization construction that rooted
in local conditions and the perfect practices of governance mechanism,
such as Jiangsu Ruyi Group mode, Inner Mongolia Saifeiya mode,
Guangdong Wenshi mode, and Jiangxi Deyu mode. Therefore, it is
of importance to explore the impact of governance mechanism of
“company + farmers” alliance on the development of contract farming.

China is a relation-based society. The social embeddedness of
economic activity indicates that “company + farmers™ alliance is
embedded in the specific social network. From the perspective of
regional embeddedness, the majority of agriculture enterprises derive
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Abstract

from the hometown of the founder. As for network embeddedness,
the cooperative relationship between specific enterprise and different
farmers is branded with a series of complicated relationship. At last,
the cooperation between enterprises and farmers is sure to reflect
the operation of clan’ and fafnily’s social relationship from the point
of social embeddedness. Therefore, social capital will influence
the operation and performance of “company + farmers” alliance
undoubtedly.

Agriculture enterprises can capture resources through social
capital at different levels, which consist of policy resources, input
factors resources and complementarity resources of cooperative
farmers. Results of several empirical studies have been given separately
as follows:

(1) Based on the empirical analysis of the data at provincial
level, the result demonstrates that the regional social capital has positive
influence on the development of agriculture leading enterprises. After
controlling the location of each province, the higher the level of social
capital is, the more number of national key leading enterprises of
agricultural industrialization the province will have. With the control
of factors like the proportion of the number of higher education people
as well as transport facilities, the higher the level of social capital is,
the higher total sales revenue of regional agriculture leading enterprises
which is replaced by total output value of agriculture, forestry, animal
husbandry and fishery the province will obtain.

(2) Based on the empirical study of Chinese listed companies in

the agriculture industry, the result shows that the correlation coefficient
. 3 .
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between commercial social capital and firm performance isn’t
significant, while the political network strength of political social capital
has positive effect on firm performance. Similarly, technology social
capital is also positively related to firm performance, but technology
network scale has nothing to do with it. In addition, technology network
strength has significant positive influence on social performance. It is
clear that the agriculture enterprise with deep relationship can get more
benefits than the one with relationship.

(3) Based on the empirical study of questionnaire survey
on 82 enterprises which impose “company + farmers” mode, the
result indicates that the structure dimension of social capital includes
relation networks, cognitive level and political relation, while
relational governance contains trusting communication, flexibility and
reciprocal adaptation, and alliance performance consists of knowledge
acquirement and alliance persistence. It also points out that social
capital positively relates with relational governance, while relational
governance has positive effect on alliance performance and social
capital positively influences alliance performance. Furthermore,
relational governance has part of mediating impact between social
capital and alliance performance. A study of 4 350 questionnaire survey
on farmers who grow Gannan Navel Orange suggests that most farmers
recognize the mode of “company + farmers”. However, the farmers’
overall satisfaction about the cooperation with enterprises is not high,
which is mainly because farmers are not satisfied with the benefits
gained from cooperation, production process and the contact with
agriculture enterprises staffs.

o -



Abstract

(4) The case study of Dongjin mode shows that specific
agriculture enterprises can sign differentiated contract with different
farmers. Taking advantage of relational governance mechanism which
is embedded in difference sequence, differentiated contract can be
enforced persistently. The case study of Wenshi mode indicates that its
success largely benefits from the organizational framework of quasi-
vertical integration formed between farmers and enterprises and the
relational governance mechanism under the specific institutional
arrangement. The case of Deyu Group reveals that there is no conflict
between assuming social responsibilities and pursuing profits. And it
can bring a win-win situation for agriculture enterprise and cooperative
farmers, if agriculture enterprise has preference for relational
governance which is ethical. Compared with above case studies, it
shows the “company + farmers” alliance with more social capital and
relational governance operating more freely will get better performance,
while cooperative partners can gain more profits.

At present, China still needs to rely on many-party forces
to promote the process of agricultural industrialization, improve
the governance mechanism of “company + farmers” alliance and
performance between agriculture enterprises and farmers, and help
farmers to gain more profits from industrialization operation.

First of all, China’s laws and regulations need further improvement
and operation ecology of agriculture enterprises should be optimized.
Therefore, agriculture enterprises should pay more attention to
cultivating social capital and taking full advantage of it, focus on

improving enterprise’s operating capacity, continue to strengthen the
. 5 .
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willingness of using relational governance mechanism, participate in the
cultivation of cooperative intermediary subject actively and lay stress
on learning and changing the enterprises into learning organization.

Secondly, cooperative farmers should abandon some outdated
understandings and cultivate consciousness to cooperate with
agriculture enterprises. They also should resist the temptation of short-
term interests and pursue the long-term interests of the cooperation with
agriculture enterprises. What’s more, it is necessary for cooperative
farmers to join up systematically and make transaction with enterprises
through intermediary organization.

Finally, government departments should lead agriculture
enterprises to devoting to industrialization operation instead of
accumulating social capital and making the practice of “running to
ministries to get money”. They also need to train related subjects of
agricultural industrialization operation to improve their operating
capacity and increase the proﬁaganda of agricultural industrialization
to cultivate entrepreneurial spirit of industrialization organization
subjects. In order to ease the industry difficulties of operating subjects,
government should give more support to agricultural industrialization
operation. Moreover, government is responsible to optimize the
governance environment of “company + farmers” alliance to promote

“company + farmers” to change into a more efficient organization.
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