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Abstract

Since 1990, contract farming has expanded rapidly in China.
Most of the contract farming happens between the agribusiness
firms and the small household farmers. The contract farming has
played a key role in promoting the development of rural economy
and the evolvement of food supply chain. But the contract farm-
ing also witnessed problems with contract enforcement and asso-
ciated costs as limiting factors. The whole enforcement rate be-
tween the agribusiness firms and the small household farmers is
very low. How to improve the enforcement rate is a very urgent
task for the contract farming development in china. In order to
resolve the problems, it is fairly important to reexamine carefully
the factors that lead to contract arrangement and enforcement be-
tween the household and the agribusiness firm. The overall ob-
jective of this paper is to construct a conceptual framework as a
tool to scrutinize the factors affecting to contract arrangement
and enforcement, and distinguish the problems associated with
contract enforcement. This book is divided into 4 parts.

The first part is a review of past literature. A number of
theoretical models and approaches enhance our understanding of
the underlying motivations and the enforcement of the contract.
These include transaction cost economics (TCE), agent theory
and contract economics theory. More often these approaches are
applied individually, even though their insights are essentially
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complementary. If we take them into account together, the re-
sults will provide us better understanding of what factors play
critical roles in contract arrangement and enforcement. The liter-
ature of these three important approaches is summarized followed
by the brief introduction on contract farming.

In the second part we develop a conceptual framework to ex-
amine empirically the factors leading to contract arrangement and
enforcement between the households and the agribusiness firms.
Based on the thought of transaction cost economics the paper
treats the relation of the household and the agribusiness firm as
one type of transaction arrangement. Following Williamson’s
idea, we withhold the hypothesis that the transaction character-
istics (bounded rationality, opportunism, asset specific, uncer-
tainly, frequency) do affect contract arrangement through trans-
action costs and the contract enforcement is affected by the con-
tract arrangement. Furthermore, production features, external
environmental conditions (e.g. socio-economic, government
support) and household and agribusiness firm characteristics will
make transaction characteristics distinguishable and then affect
the transaction cost finally. It is based primarily on transaction
cost economics but also borrows insights from other approaches.
We present a conceptual framework to analyze the specific factors
that influence contract arrangement and contract enforcement in
agri-food sector. The framework has five components: environ-
mental conditions, product and agents characteristics, contract
arrangement, contract enforcement and performance. The envi-
ronmental conditions involve social-economics, infrastructure,
market and government support. Production characteristics con-

sist of consumer characteristics and product nature such as per-
« 0



Abstract

ishability, product differentiation and quality wvariability. In
household side we focus on farmer’s scale, education, the knowl-
edge of contract farming and the oriented marketing practices.
The scale, oriented market and other aspects are considered for
agribusiness firms. Contract arrangements are studied from the
perspective of the contract categories and specifications (e. g.
contract duration, pricing arrangements, payment procedures,
safeguards items) . The contract performance is affected by the
contract enforcement through the channel of contract arrange-
ment.

In the third section, the constructed framework is applied to
an empirical study of the surveyed data and two case studies.
The data used in this econometric analysis were obtained from
two surveys. A village-level survey of 1036 household in 13
provinces in coastal, middle and western China was conducted in
February 2004 to have farm household characteristics, attitudes
toward contracting as well as contract provisions available. A
second smaller survey of 116 contracting firms in Zhejiang Prov-
ince, conducted in July 2004, made us know information on con-
tract design, objectives and management problems associated
with contracting from contracting firm’s eyes. The two case
studies are done particularly for silk and apicultural section. A
logistic analysis was used to analyze the factors leading to con-
tract arrangement and enforcement between the household and
the agribusiness firm.

In the forth part, the results and the policy implications are
generated. The empirical result indicates that the environmental
condition, product and agents characteristics have significant
effects on the respondents’ choice of contract arrangement. The

« 3
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environmental conditions, for example, the government support
policy have positive effect on the respondents’ choice of contract
arrangement, while the market price fluctuation have negative
effect. The product characteristics (e. g. perishability, product
differentiation, quality variability, the knowledge of contract fa-
ming, the oriented marketing practices) and the agribusiness
firm characteristic (such as scale, the oriental market) have posi-
tive effect on the on the respondents’ choice of contract arrange-
ment as well. The contract arrangements such as specifications
(e. g. contract duration, pricing arrangements, payment proce-
dures, safeguards items) have significant effects on the contract
performance. For an instance, the product contract performance
rate is much better than the market contracts. The insurance
price arrangement, the bonus arrangement and the special input
requirement will also have significant effects on the contract per-
formance. Preliminary results from the village survey suggest
that most farmers have a favorable view toward contract produc-
tion. Farmers identified price stability and market access as the
key advantages to contracts. Contractors implied that the prima-
ry advantages for contracting firms are input quality control and
reliability of supply. The contracting firms also identified prob-
lems of contract enforcement and associated costs as limiting fac-
tors. Our research results make us possible to generate some

policy implications.

Key words; Contract farming; Agricultural vertical coordi-
nation; Agribusiness firms; Peasant house-

hold; Food supply chain
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