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Review of China’s agricultural integration
development; 19782008

Feng Kaiwen Zhang Jinhua Huang Yingwei

Abstract

Purpose The purpose of this paper is to draw conclusions
about China’s agricultural integration (CAI) by looking back its
processes stage by stage, discussing the problems related to
CAI, in order to learn salutary lessons for the future of agricul-
tural development, for the increase in rural income, and espe-
cially for the promotion of CAL

Design/methodology/approach  The paper comprises three
stages: analyzing the process of CAI from the household respon-
sibility system, to agricultural industrialization, until the stage
of CAI led by farmers’ co — operatives; discussing the related
practice together with literature; and historically proving that
there is no better way to promote CAI than letting it be led by
farmers’ co — operatives.

Findings The paper finds that, the development of China’s

% This paper is a part of the project “Agricultural Integration of Farmer's Co - op-
erative” supported financially by NSFC (No. 70773112) . The former paper published
at “China Agricultural Economic Review” (Indexed in SCIEZ.SSCI) Vol. 1, No. 4,
2009, pp459 —477. It is modified by Feng kaiwen this time,
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agricultural economic organizations is owing to CAI, and can be
studied stage by stage; the process of CAI proves that it needs to
be promoted as a new style led by farmers’ co — operative in order
to increase rural income; literature review also gives eloquent
proof of the above viewpoint; agricultural integration led by
farmers’ co — operative should be taken as a better way to up-
grade CAI and to increase rural income, for it can decrease the
benefit disputes that usually happened in the former type of agri-
cultural industrialization.

Originality/value The obvious value of the paper is to show,
by a historical review, a way to promote CAI and to increase farmers’
income. A literature review finds these countermeasures comprehen-
sively, historically, and theoretically. The information about CAI
will be beneficial for people who are interested in the topic.
Keywords

China; Agriculture; Integration; Co — operative organiza-

tions; Community development; Rural economies

Introduction

Since the agricultural tax reform launched in 2003, rural
China has entered into a new stage of development. A series of
agricultural strategies and policies was adopted, mainly in order
to increase rural income, to modernize agriculture and to renew
the building of rural villages. Existing researches show that there
are two main reasons why farmers have low income, one of
which is the small scale of management and low level of organiza-
tion, and the other is the farmer’s difficulty in earning profits
through the processing and marketing of agricultural prod-
ucts. By the end of 2008, rural households kept a scale of land

¢ 3.
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less than 0. 0534 hectares on average and most of the farming
was done by former individuals rather than by organiza-
tions. Statistics also demonstrate that there were less than
150, 000 farmer’s co — operatives established by the end of 2007
joined by less than 50 million farmers. The union of co - opera-
tives was rare too (www. cfc. agri. gov. cn) . On the other hand,
most of the processing and marketing of agricultural products are
dominated by enterprises which not only reap most of the profit
but also dominate the buying and selling of agricultural prod-
ucts. Though the agriculture industrializationPhas been founded
since the 1980s, most of the enterprises which always dominate
the industry chains are reluctant to share the profits fairly with
farmers. Farmers in turn tend to break the contract if they can
sell their products to those who are willing to pay more. To sum
up, it is necessary to urge the development of China’s agricul-

tural integration (CAD @, including both the horizontal union of

(@ As a Chinese word. it is close to Agribusiness or Agriindustry. means [arm-
ers selling their products to “leading companies” for processing and marketing according
to formal or informal contracts, to decrease the market transaction costs and to share
the profits with companies. Even though it derived more models later, in fact. compa-
nies usually deprived farmer’s profit with their advantages of economic and social re-
sources.

@ In this paper, there are two kinds of agricultural integration mentioned, hori-
zontal integration — means to organize the individual farmers and unite the farmer’s or-
ganizations horizontally. and vertical integration — definited as extend agricultural in-
dustry vertically from agriculture field to agricultural products’ processing and market-
ing in order to form an industry chain. CAl is taken as a helpful approach to increase
farmers’ income. Since, the HRS set up in 1978. farmers became smaller, weaker.
individual agricultural producers, they were very hard to organize themselves and to
extend agricultural industry chain even though they got a lot of favors [rom the system
at beginning.

o 4 e
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farmers and the vertical extension of agricultural industries,
since it is the essential and efficient way. proved by practice, to
increase rural income. What kind of agricultural integration could
be more efficient to protect farmers’ interests and promote their
income? How to realize it and what should be paid more attention
to in the process of CAI? These issues still prevail in China.
Existing classical literatures were mainly concerned with the
following issues. First of all, the household responsibility sys-
tem (HRS), which caused a small scale of management and the
low level of farmers’ income, would be taken as the origin and
reason that rural China needs to promote agricultural
integration. Second, the community co — operatives, as the first
stage of horizontal organization, united the agricultural re-
sources of farmers - especially, land and other productive fac-
tors. Third, the township and village enterprises (TVEs), the
result of a successful experiment of mechanization of agricultural
production, created dramatically increased quantities of rural in-
dustrial products and benefited farmers. Fourth, the agricultural
industrialization as a kind of vertical agricultural integration
strengthened the industrial links between farming and agricultur-
al processing and marketing, and offered farmers opportunities
to reduce their market transaction costs and share profits. In con-
trast, when the integration was dominated by powerful compa-
nies who only sought maximizing their own profits, farmers in-
terests were easily ignored. Besides, experiences of agricultural
integration in foreign countries brought some good examples for
China. In China, farmers’ own organizations, such as agricul-
tural co — operatives, including specialized co — operatives and
others, were also growing rapidly, especially in recent years,
« 5 e
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some of which even involved agricultural processing and market-
ing. Which kind of CAI mentioned above could be the most effi-
cient way of raising rural income? Since, there are very few re-
searches on the topic, except for some strategy studies in some
single fields (Lin, 2007), this article aims to fill this gap and
reviews the development of CAI based on the literature.

To look for the most efficient way of agricultural integration to
increase farmer’s income, this article analyzed the development of
CAI by its stages and assessed their performance and associated prob-
lems. The remainder of the article is organized as follows. The next
section reviews the practice of the HRS as the first step of CAI devel-
opment. The third section describes the application of the community
co — operatives. The following three sections present the development
of TVEs, the agricultural industrialization and the farmer’s co — oper-
atives. Finally, informed by historical evidence, the article introduces

the approach to improving CAI to increase rural income.

1. HRS: the institutional origin of CAI development

In China, farmers are defined as the people who live in the
countryside, including those who have not graduated from uni-
versities or colleges, and those who work in the city but still
have the rural registered permanent residence (Lu, 2006) .

Before 1978, under the people’s commune, farmers had to
do what the commune asked them to do. But after 1978, under
the HRS, they were permitted to do what they wanted, but
were still not able to do so as smaller, weaker, individual agri-
cultural producers. Other word, the HRS made farmers need to
be organized (horizontal integration) and agriculture should be
changed into vertical integration. First, it is necessary to exam-

.6 .
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ine the origins of HRS, and its connection to CAI development.

After being tested several times, HRS was carried out success-
fully by farmers in Xiaogang Village, Fengyang County. Anhui
Province in 1978 (Feng., 2004) . At that time, as the less efficient
way of productive organization — people’s commune — failed to provide
sufficient grain year by year, and the villagers in Xiaogang Village
had to overcome the famine problem by themselves. In the spring of
1978, they took a political risk of distributing the collective land a-
mongst each individual household for cultivating. They also made a
firm promise to hand in an adequate harvest to the collective and gov-
ernment by the end of year. Theoretically, the rebuilt HRS gave indi-
vidual households the right to use the collective land and keep the sur-
plus after paying agricultural taxes and fees. Consequently, Xiaogang
villagers doubled their harvest amount at the end of 1978, and then
the efficient HRS spread all over the countryside and became a basic
institution in 1982.

Since, it was definitely different from the institutions in the
people’s commune, such as collective productive institution,
collective property rights, and average distribution system,
HRS was praised by almost all economists as the first experiment
for the whole economic reform since 1978 in rural China. As is
well known, developing his own approach by game theory and
new institutional economics, Lin (1994) discussed the supervi-
sion problems of the people’s commune system from the special
characteristics of agricultural production, and concluded that the
high cost of supervision and difficulties in calculating each laborer’s
contribution caused the failure of the people’'s commune. Zhou
(1995), whose perspective was slightly different from Lin, discussed
the games and its changes between farmers and government on insti-
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tution supply during the period 1949—1978 and educed the reason
that, that after 1978, the people’s commune system imposed by the
government had a low efficiency, high cost of supervision and diffi-
culties in supervising the supervisors. Both problems could not be
solved under the institution structure of people’s commune. After pro-
ving the relationship between central and local government on institu-
tion supply modified after 1978, Zhou reckoned HRS innovation was
the new model of institution supply, that is, first, the farmers crea-
ted the institution and then the government admitted and implemented
it, so the rural institutional changes advanced from an imposed style
to an induced one. Chen (1994) pointed out that the people’s com-
mune did not have a complete property rights structure; it especially
lacked the residual claim right and residual right of controlling, which
seriously undermined the encouragement mechanism. Oppositely, it is
easy to find the property rights improvement on HRS, such as,
farmers could manage their own production independently and retain
residual distribution rights.

The HRS was recognized as the foundation and origin of the
following economic institution innovations. Briefly, it is the bas-
ic institutional platform. However, studies on HRS have stagna-
ted recently, and only a few researchers (Luo, Zhang, 1995;
Feng, 2004) paid attention to the weakness of HRS, especially
its defects on agricultural production and development such as led to
a too small scale of production. Because of the rigid path dependence
(North, 1991) formed by this basic institution, it was too difficult
to make a complete institutional change and probably restricted the
follow = up organizational and institutional innovations. These studies
indicated that if agricultural organizations and institutional innovations
were completely confined within the boundary of HRS, the produc-

. 8.



