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Abstract

The household contract responsibility system was
established in our country during 80s last century. As a basic
activity unit in the agriculture production, the household has
the authority of independent decision gradually. Household
seeks for the whole family's utility maximization, by rational
allocation production factors, proceeding agriculture production
and participating in market activity. The utility maximization is
mainly embodied in two sides. One is to satisfy family
members’ consume demand, and the second is to increase the
family’s income. Along with the thoroughly marketization
reform and advanced crop cultivation structural adjustment,
most households tend to change the crop strains, plant crop
that has higher market price, in order to increase family general
income. In addition. they buy the food and other consumption
goods from the market. Therefore, from agriculture products’
production and consumption, most of the households are semi-
self-sufficient. Moreover, their productive structure and level
of commercialization depend on market national-uniform price
and gap of cost of production. So, most of recent studies are on
the basis of market price to study peasant household’s

regulation of productive structure to structure household
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peasant household decision making model.

This paper considers there is deviation that peasant
households are interpreted as producers and consumers who
face one same production price simply. To most of agricultural
production, especially grain, peasant households are both
producer and consumer. The dual-role decides that the real
income cannot equal to the actual expenditure when households
sell their own production and then buy the same one at the
same market. To reasonably deduction, peasant households
make the production and consumption decision according to real
income per unit they gain or actual expenditure per unit they
pay, rather than a same market price. Certainly, market price
decides real income per unit and actual expenditure.
Nevertheless, the market price should be adjusted according to
the selling expenses. Firstly, effect of price factor means the
price is high or low. Secondly, it means difference between
actual price and market price. However, departed empirical
studies ignored the difference. Peasant households bear the
transaction cost, such as transportation cost and labor charger,
when they buy or sell the agricultural productions. Actual price
cannot be equal to market price considering the transaction:
actual price equals to market price add transaction cost while
peasant households sell agricultural product and equals to
market price minus transaction cost while peasant households
buy agricultural product. Obviously. the price that peasant
households according to is the actual price, rather than the

market price. It will make deviation to investigate peasant
. 2.



Abstract

household’s action in the light of market price.

Peasant household has no other choices if the natural
conditions or other restrictions lead to plant grain crops only,
and then sell grain to gain income to buy other consumption
goods or to plant economic crops only, then sell them to gain
cash. If peasant household can plant grain crop and economic
crop at the same time. they will decide proper proportion of
grain crop and economic crop in order to income maximization,
on the basis of market price and their comparative advantage.
However, il grain crop and economic crop’s market price is not
the same with peasant household’s actual income or
expenditure. they decide the plant proportion according to
actual income and expenditure.

Furthermore, self-sufficiency or semi-sell sufficiency
peasant household. especially who takes grain production as
the principal thing. their production decision is an income
maximization choice under the construction condition of food
security. The construction condition comes from two sides,
price factor and grain availability namely local grain supply
grantee. Grain availability has impact on farmer’s production
decision for farmer intends to avoid risk of food security. If
provisionment is lower., farmers tend to satisfy their grain
demand by self-sufficiency. They may expand the grain-
cultivated area more than the area that lead to income
maximization. Considering above two sides, main objective of
this paper is to take the difference between actual and market
price, and grain availability into account, trying to construct a

e 3.
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farm household decision making framework based on their dual-
role in the market, and to further discuss and empirical study
the implication on their decisions on structural adjustment.

Difference between actual and market price mainly
reflected in the transportation cost and labor cost during the
agricultural business. Obviously, distance between farmer and
market is farther, the cost is higher. In other words, market
conditions effect on the difference between actual and market
price directly. On the other hand, market condition also has
affect on grain availability. If grain output declines caused by
natural factor. such as climate, grain's supply is affected in the
certain area. Farmer's availability, who is far from market, is
lower than the farmer who is near to the market.

So, in order to test and verify the effect of transaction cost
and grain supply risk on farm household decision making,
appropriate object of study should be selected. Firstly, farm
household can choice different crops to plant. economic plant,
grain plant or both. Secondly, market condition of farm
household’s location is worse. Distance from farm household
location to market is a simply index to measure the market
condition is better or worse. Therefore, we surveyed 11
countries {rom 6 towns in Shanxi, Yunnan, Guizhou and Anhui
Province. This article analyzed the effect of transaction cost
and grain supply risk to farm household production decision by
constructing multiple regression models using surveyed data.
Result of empirical analysis shows that regression coefficient of

two main decision variables are positive value and statistically
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Abstract

significant. In another word, transaction cost is higher, farm
household intend to plant grain crops more to satisfy their
family members demand of grain. At the same time, if the
range of crop failure is higher. farm household intend to plant
grain crops more to satisfy their grain demand else. Under the
above two circumstances, farm household does not gain grain
from market by changing plant structure to gain higher income.
That is to say. actual price and local grain availability have
strength effect on the produce decision. especially crop
cultivated decision. Therefore, actual price and local grain
availability should be taking into account when we study
structural adjustment.

This research also promote further question. Is the
production condition of farm household who faces better market
condition influenced by the transaction cost and grain supply
risk and how much the degree is. Is there difference between
farm  household’s  decision-making action and utility
maximization action of classic economics? Market infrastructure
construction, such as transportation condition, does not only
effect agricultural produce structural adjustment on macro, but
also effect farm household’s decision-making on micro. Million
upon million of farm household decision-making consist of real
microcosmic foundation of agricultural structural adjustment
and optimum distribution of resources. Changing the market
infrastructure construction cannot only optimize macro resource
allocation, but also reduce even eliminate the restrict conditions

of farm household to optimize resource allocation. for the
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