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Economic Research on Industrialization and Performance of
Agriculture Under The Circumstance of
Long ~ term Land - rented Contract

Abstract

Aiming at features and realizing — conditions of agricultural industri-
alization under the circumstances of long — term land - rented contract
(LLC), this dissertation mainly studies the performances of agricultural
industrialization under the circumstances of LLC in China.

By way of comparative economics and theory of contracts and prop-
erty rights in neo — institutional economics. Accordingly, economic ex-
planation of factors influencing the performances of agricultural industri-
alization under the circumstances of LLC is to be found.

The essential thoughts of agricultural industrialization can be stated
as follows: establishing a dominant industry, implementing territorialized
distribution and specialized manufacture, setting up leader firms, devel-
oping scale economy and carrying out a kind of industry organization in
which markets guide leader firms that will, in turn, promote base which
will be closely connected with farmers. The realizing — conditions of agri-
cultural industrialization determine that, under conditions of family —
contracting system and decentralized management, industralization re-
quires that farmers transfer their land to a certain scale so that scale op-
eration can be undertaken and regionalized distribution can be realized.

Family contract responsibility system is a primary form to realize
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rights and interests of public ownership in terms of property rights of
land. Its property right structure can be described as follows: The prop-
erty and disposal rights of land belong ‘to community, farmers still own
the land, and the benefit right will be shared by farmers and community.
The benefit right has been reasonably dealt with, that is, “ enough for
the government and community and enough for farmers themselves,” the
farmers have, in fact, quasi property rights. Farmers have no transaction
right, since the disposal right of land still belongs to community. Moreo-
ver, the owners of land in law, the workgroup, do not have real disposal
right. The workgroup can only adjust the land inside with the change of
population. The disposal right is essencially in the hand of the state.

Property right is not unilateral right, but a series of rights.

Whether there is complete property right depends on two factors:
(a) the structure of the rights, and (b) whether the owners can imple-
ment the Property right completely. If owners have exclusive access
rights, exclusive beneficial rights and freely transferential rights, we say
that there are complete rights. On the contrary, if these rights are forbid-
den, restricted, or eroded, we say that there are only incimplete proper-
ty right. Property and operating rights are separated by means of family
contract responsibility system. Farmers have contracting and operating
rights, while these rights are incomplete. Farmers are the core in agri-
cultural industralization and the acts of farmers will affect the efficiency
of the agricultural industralization. Meanwhile, farmers”producing activi-
ties are influenced by the structure and constraint of property rights un-
der the circumstances of LLC.

How can the agricultural industralization be implemented and ex-
tended so that the land can be transacted widely? Farmers” expectations
can be influenced by the term of land contract. Theoretically, LLC may
stabilize farmers” expectations and change their deeds. But countrywide
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practice of agricultural industrialization indicates that farmers” income
went up slowly after 1993 and farmers have chosen to abandon farming
and let their land desolated under the constraints of property rights.

As a result, land can not be transacted efficiently and regionalized
distribution is difficult to be formed.

During legislation of the land contract which remains 3 to 30 years
unchanged , land kept on being adjusted. As a result, access and opera-
tion rights of land are unstable, farmers had no stable expectations and
had various kinds of work, and the speciliazation in agricultur has been
relatively low. Agricultural industrialization is a complete industrial
chain and low pecialization has affected the development of the territori-
alized distribution.

The organization of agricultural industrialization solves the problem
of “small farmers and big markets” by connecting farmers by way of
leader firms. These organizations can connect farmers with market, re-
duce transaction costs, improve transaction efficiency and derease market
risks. There is no perfect interest allocation mechanism inside the indus-
trialization organization. Farmers and leader firms have kind of interior
opportunism for their own interests because of property rights constraints.
Consequently, endogenous transaction cost rises sharply and opportunism
becomes common. Contacts are less and less implemented.

Industrialized commodity contracts are lacking of stability and the
argicultural industralization is relatively inefficient. These all have oc-
cured from the beginning of agricultural industrialization.

Transaction efficiency is the ultimate determinant of agricultural in-
dustrialization. Influenced by the two taches mentioned above, commer-
cialization our agricultural products is still very low. Low specialization
determines dividing the work with low level. Both current agricultural

trade market and wholesale market cannot meet the need of agricultural
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industrialization. However, future market, which can decrease market
risks and improve transaction efficiency, has not been established yet.
Organization of agricultural industrialization originally designed to de-
crease risk do not come into effect. Risk has been transmitted from farm-
ers to leader firms through industrialization chains. Furthermore, some
difficult social problems have come forth.

All these make us think over agricultural industrialization under the
circumstances of LLC. Accordingly, we should give a highlight to how to
improve the performance of agricultural industrialization. The author puts
forward some suggestions and measures at theoretical level.

In addition, this dissertation also compares the argicultural indus-
tralizaiton at different stages in east and west China and analyzes its effi-
ciency to support the conclusion.

In sum, focusing on the relationships between the characteristics of
agricultural industrialization and LIC, I present the economic explana-
tion of the factors influencing the performances of agricultural industriali-
zation under the circumstances of LLC. The reason for low efficienly in
agricultural industralization is that the property right structure and cont-
raints have harmed the development of agricultural industrialization and
influenced the specialization. In order to realize improve peasants ” in-
come and adjust the agricultural structure, we can do nothing but im-

prove and reform the current land contract system.

keywords ; Agricultural industrialization
long —~ term land — rented contract
structure and constraint of property rights

supercialization
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