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Abstract

~

‘"The participation of farmers, industrialization of agricul~
ture, and integration of village and towns, all as the necessities
and important parts of the market economy, are working togeth-
er to keep the economy circle in operation. While contract farm-
ing is just one form of this economy system. Started from the
late 1980s and early 1990s, contract farming has received great
interests from the government, farmers, enterprises, agricultur-
al cooperative organizations, wholesale market and other agen-
cies. Contract farming goes with the tide of the economic devel-
opment and spreads rapidly throughout the entire country. The
investigation conducted by ministry of agriculture in 2002, which
covered 11824 industrialized agricultural units of 29 provinces,
showed that 8377 (70.9%) were practicing contract system.

Although kinds of participants are exerting their effort,
contract farming is staggering forward in China. The nature of
pursuing interests enables the activity of the participators off the
track frequently, which makes the contract farming in irregular
and disorder. For example, misfit of the government subject,
the weakness of the government supervision, frequent breach of
the contract, fulfillment of the contract at the rate of only 20%,
the difficulty of solving the dispute, benefits instead of penalty
gaiﬁed by the defaulter, no logical regression of the farmers and
enterprises as the discharger, the vague perception about the
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contract, the disorder during the process of signing and fulfilling
the contract, the monopoly and deceit to the farmers and enter-
prises, etc. This irregularity and disorder discouraged the partic-
ipators, destroyed reputation of contract farming, and greatly in-
fluenced its development process.

Many researchers in the area of the agricultural economy re-
alized the importance of contract farming. At the same time,
they also observed and felt the embarrassment and predicament
of the contract farming experienced in China. They apply the
basic theories and analytical methods of the classical and neoclas-
sical economics, institutional and neo-institutional economics,
contract economics, and game theory into the contract farming,
in order to make the research from many points of view. They
analyze the value of contract farming; find the existing problem
and the felevant solution; bring out lot of constructive advice and
suggestion, and provide the theoretical support for the develop-
ment of contract farming. Compared with the research overseas,
however, we still need further explore this topic. Contract farm-
ing, a complicated topic covering a wide range, needs to be ana-
lyzed and discussed in multi-dimensions, so as to get a compre-
hensive analysis into the operational system of the contract farm-
ing. That is just where this article comes from.

This researches into the contract farming and its operational
system, is mainly conducted from the view of law analysis. And
the article applies the research results and analytical tools of eco-
nomics and game theory into the analysis of contract farming. That
is, Iintend to apply the logics of law to make the subjects abstract-
ed out of the economic phenomena, put the emphasis on how to
make the contract farming operate in regular and in order, place the

2
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emphasis on how to make the participants from laws and other rele-
vant institution and from culture obtain the push, stimulation, and
utilization, to help contract farming act successfully, :give much at-
tention to the income function of how laws and the relevant institu-
tion factors influence the participants, in order to change people’s
expectation to the fulfillment of farming contract and lead the con-
tract farming operate in expected track. After a comprehensive
analysis into the operational system of contract farming from the
point of view of law and economics, this article claims that contract
farming is an equal trading relation between farmers and enterprises
under the market economy, that is, the contractual relationship;
that to ensure the healthy, successful, steady and sustainable oper-
ation of farming contract, all the participators have to realize the le-
gal contents of the agreement and the legal position of the subject,
get a clear idea of the logics and mechanism in the process of fulfill-
ment inherent in farming contract, master the system to solve the
dispute, appreciate the importance the institutions, including the
law institutions, and the importance of trust and reputation from
the participants to the achievement of the contract, and understand
the importance of penalty to the cooperation. Based upon these
points, the participating subjects, the governments included, could
finish their assigned task. While in the respect of the operational
system of farming contract, this article asserts the significance of
the institutions; it also explores the effect of other factors and vari-
ables, and the ways in which these factors have impact, in order to
make a comprehensive and systematic research, This research
groups the factors which have influence on farming contract into
six; legal nature of contract farming, contract subject, validity of
treaty, fulfillment mechanism,. balance of subject power, penalty
. 3 -
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for breach and relief or the mechanism of solving dispute. This is
also the logic order upon which this article is based.

Firstly in the introduction part, this article gives the defini-
tion of contract farming, introduces its origin and background
home and abroad, and summarizes the research results of eco-
nomics and laws in China and overseas, which is the logical be-
ginning of this research. As this article involves different re-
search angel and methods, the Chapter 1 gives a detailed intro-
duction of the research methods. Chapter 2 analyzes the legal na-
ture of contract farming, examines the agreement of contract
farming in the view of laws, differentiates the concepts of order,
agreement and contract, and discusses the civil juristic character-
istics of the contract and its adscription in contract law. The
third chapter studied who the contract subject is, their legal
characteristics, the legal relationship of the different participat-
ing subjects, and how they are combined. This part also summa-
rizes and explores the legislation of one important subject of agri-
cultural cooperative organizations. Chapter 4 introduces how
those participating subjects put their own activities in law shack-
les, in order to make the two parties fulfill their promise to
achieve the expected goal. If untrammeled because of their sub-
ject fault, they should take the corresponding responsibilities,

Chapter 5 and 6 place emphasis on what the contract farming
are economically and legally, and on how to ensure contract farm-
ing operate successfully. Firstly, based on the difference of incom-
pléte contract in the view of economics and laws respectivel'y, this
part brings out the division of the incomplete contract, and general-
ly discusses the improvement of the incomplete contract and its

ways of fulfillment. Next this article analyzes the agreement of
4.
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contract farming is doomed to be incomplete contract. And then
this research is conducted into the legal fulfilling mechanism of the
contract, starting from the legal regulations and mechanism. The
first segment of chapter 6 gives a discussion such self-fulfillment
mechanism as retaliation, trust building, involvement of the third
party and so on; the second segment is about some other institu-
tional compensation plan, which is important and complementary to
the legal fulfilling mechanism of the contract, such as system of the
contract model, standard contract and alteration of contract. In the
third segment, this article is concerned with the fulfillment of in-
complete farming contract from the point view of venture manage-
ment. This part points out that the measures should be manifest in
the contract clauses, in order to divert, disperse, lower the venture
and the resulting loss. The measures should include the fulfillment
guarantee, agricultural insurance, commercial insurance, pricing
strategy, options and futures, VC funds, the settlement of credit
letter, the guarantee letter from banks and so on. The last part of
chapter six is to build a Bayes-inferring-model, to research into
farmers’ self-protected agreement under incomplete contract, to ex-
plore how farmers choose the institutional arrangement of contracts
according tG the changing information. While it also points out that
farmers are likely to break the limitation, breach the contract and
pursue their own interests, which from another angel shows the
necessity of a balanced institution and some compulsory measures
so as to make the farmer’s interests conform to the collectivity and
the whole society.

In American, there is comprehensive and detailed protection
measure for the producer of contract farming. The mutuality of
contract farming in American largely benefits from the balance of

e 5 .
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interests of enterprises and farmers. Chapter seven evaluates the
practice of how to protect the producer of contract farming in
America, and gets some corresponding hints for our country.,
Chapter 8 shifts emphasis on how to solve the disputes of the contract
farming, The high rate of breaching contract, to some extent, has
direct relation with the case that interests outweigh the costs. How
to make the breaching cost internalization, and to increase the sat-
isfaction of solving disputes, could be rooted in the perfection of
dispute solving mechanism. This chapter applies the game theory
into the analysfs of possibility of fulfillment and breach of contract
individually, then analyzes the violation forms and liabilities taken
by the participants of contract farming. 1 give my opinion on the
theory of efficient breach in economics and contract farming.
Then, the article concerns on such mechanisms which are used to
solve dispute if contracts are violated, as lawsuit, ADR, and on
their substitution and interaction between the two. The last part of
this chapter involves my innovation opinion about the perfection and
combination of the dispute-solving models. Lastly, the article
draws a conclusion through the inductive and analytical method,
summarized the progress of this research, and put forward my own
suggestion according the present problems existing in contract
farming in China, At the same time, the final part points out the

weak point of this research and some future research direction.

Key words; legal and economic analysis of contract farming;
the incompletion and fulfillment of contract; Bayes-inferring-
model of farmers; protection towards the weak producer (farm-

ers); dispute-solving mechanism in contract farming
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