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Research on Financial Innovation in the Devel opment of
Contract Agriculture

HE S-jiang
(Department of Finance, Collegeof Economics, Zhejiang University , Hangzhou 310027, Chinga)

Abgtract : Contract agriculture has once fulfilled its unique function in settling the contradiction
between " small-scale production’ and "large scale market” , mitigating the blindness of farmers
when making decisons, reducing the working costs and risksof agricultureindustrialization, and
boosting the income of farmers. However, from the end of 1990s, with the economic
internationalization and the progress of the market economy, contract agriculture in its practice
has exposed to the market its increasngly serious problems. It is found that throughout the
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country, over 80 % of such contracts are broken, including the "company + farmer” form.
Although scholars have already lucubrated into the cause of such a high delinquency rate and
brought forward a handf ul of solutions, for yearsthe operation of contract farmingin thiscountry
still remains unimproved.

This article has arrived at the concluson that the basc reason for the high breach rate of
contracts liesin two ways. On the one hand, the occluson of the transaction system in contract
agriculture hasled to the accumulation of risksin the system and theinteraction of unique risksin
agriculture and the defects of contract farming have resulted in higher frequency of risk exploson
and lager scale of risk agglomeration. On the other hand, "to block” could be for the moment the
best description of most measures taken to eliminate the obstacles in the development of contract
agriculture. Obvioudy, thispractice goesill with the disperson of risksin contract agriculture.
Thus, drastic conflicts between individual rationality and collective rationality during the
transaction arise from time to time, and in turn lead to the breach of agreements. To solve this
problem, blocking by itself does not work. A combination of dredging and blocking will show its
own effectiveness. With the help of afinancial innovation, channels to externalize risks can be
ought in order to discharge the risks on the bass of the effective portion of the blocking
approaches. In this way, a mechanism for benefit distribution and risk allocation will be
constructed on the bass of harmony between individual rationality and collective rationality.
Based on such analyss, two combining transaction models, " agriculture contract + future
market” and "agriculture contract + option market” , are brought about. The operations of these
two model s are effective in solving the problems mentioned above.

Key words: contract agriculture; market development; financial innovation; conflict between
individual rationality and collective rationality; harmony between individual
rationality and collective rationality
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