International Business Research; Vol. 13, No. 12; 2020
ISSN 1913-9004 E-ISSN 1913-9012
Published by Canadian Center of Science and Education

Category, Characteristics and Influence Mechanism of Farmers’
Cooperatives in China
——Based on the Analysis of 8 Typical Case
Wen, Hua' & Jiang, Xuan?

! Central University of Finance and Economics School of Economics, China, Beijing 102200, China

Correspondence: Wen, Hua, Central University of Finance and Economics School of Economics, China, Beijing
102200, China.

Received: October 5, 2020 Accepted: October 26, 2020 Online Published: October 30, 2020
doi:10.5539/ibr.v13n12pl URL.: https://doi.org/10.5539/ibr.v13n12pl
Abstract

Since the beginning of this century, farmers' cooperatives have been developing rapidly in China. Based on the
principles of classic cooperatives, this paper investigates the farmers' cooperatives in practice in China. It is
found that the cooperatives in practice do not conform to the principles of classic cooperation, and have strong
characteristics based on realistic conditions. In practice, from the perspective of industrial chain, China's farmer
cooperatives can be divided into four categories: engaged in production, engaged in "production + sales",
engaged in "production + processing + sales" and providing services, and there are significant differences in the
operation mode and governance structure of all kinds of cooperatives. For the reasons behind it, the author
investigates the concentration degree of different types of cooperatives in the operation of various agricultural
products, and found that different category of products have different demands on the functions of cooperatives,
which makes the operation mode and governance structure of cooperatives formed for different functional needs
present diversified characteristics. In addition, the author also points out that although there are essential
differences between the farmers' cooperatives in practice and those in the classical, they can still play their
unique functions, that is to say, they can influence the identity and income of farmers by changing the utilization
of production elements in the traditional agricultural management mode.

Keywords: category of farmers' cooperation, optimization of production elements, influence mechanism
1. Introduction

According to the experience of agricultural modernization in western countries, farmer cooperatives play an
important role in resource integration, production factor utilization and agricultural economic growth. Since the
beginning of this century, the central government and municipal authorities have made great efforts to support
the development of farmers' professional cooperatives. According to the report on the Development Index of the
National Farmers' Cooperative Demonstration Agency, which was published in Beijing, By 2019, the number of
farmers' cooperatives in China has reached 2.1 million, and the number of its members accounts for about half of
the total farmers. The cooperative in practice is the initial exploration of the cooperative operation of agriculture
in China, and it is the cone of the management mode that adapts to the current environment. The problems and
characteristics exposed by it constitute an important basis for exploring the cooperative operation path in China.

Since the promulgation of the Law of the People's Republic of China on Farmers' Professional Cooperatives in
2007, it has been more than 10 years. During this period, many studies focused on the study of "Does the
established cooperatives belong to classic cooperatives?” Does China have the conditions to set up classic
cooperatives? As for the distinction between the "true" and "false™ cooperatives, the "same owner and patron™
test from Deng and Wang (2014) is more representative. The standard requires its members to have both patron
and owner identities. Due to the heterogeneity of farmers in China's agriculture, some farmers only play the role
of investors, while some only play the role of patron. In the 21 cases investigated in this paper, none of them can
meet this standard (Huang & Shao, 2009; Zhang, 2005; Pan, 2011).In addition to the above criteria, Liu and Xu
(2017) proposed that the "real” cooperative should satisfy the existence of commodity contract and factor
contract between the cooperative and its members, and the two types of contracts need to interact. According to
this standard, this paper re-definition the typical cases (6 in total) involved in Deng and Wang (2014), and finds
that case 6 meets the above evaluation conditions, so as to point out that there are "real” cooperatives in the
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practice of China's farmer cooperatives, but even so, the author still admits the lack of "real" cooperatives in
China.

For the lack of "real" cooperatives, most scholars start from the reality of country to explore whether it has the
conditions for cooperative operation. Among them, there are four representative views: first, the premise of
farmers' homogeneity does not exist. With the development of reform and opening up, farmers are divided into a
series of heterogeneous groups,such as poverty-stricken household, part-time business households and large
professional households. Due to the differences in income expectation, contribution and preference of
heterogeneous groups, the cooperative organizations established on the basis of farmers' own interests will
inevitably conflict with the essential provisions of classic cooperatives (Lin & Ma, 2006; Lin & Huang, 2007;
Deng et al., 2016).Second, the market environment has changed. As the seller market is replaced by the
consumer market brought by product surplus, the self-service significance of classic cooperatives is weakened. It
is necessary for cooperatives to improve the added value of products through vertical integration and realize
supply chain management to adept the diversified needs of consumers (Huang & Shao, 2009). At this time, if the
cooperative continues to maintain the concept of self-service, then its profit space is limited; and if the
cooperative adapts to the changes of the environment, it needs to introduce external resources, thus making its
essential provisions challenged. Third, the policy environment is inadequate. In recent 10 years, in order to
encourage farmers' cooperative operation, the government has increased financial support for cooperatives.
However, due to the lack of supervision of local governments and the motivation of performance pursuit,
financial support has become a booster for the formation of “"pseudo cooperatives”. According to Deng et al.
(2016), compared with material support, the development of cooperatives in China needs more institutional
construction. However, in addition to the Law of Farmers' Professional Cooperatives, there are no other legal
documents regulating the cooperative operation in China, which makes the cooperatives in reality face the
problem of "No Evidence Could be Treced", and does not play a role in correcting the practice of cooperatives
that deviate from the essential provisions. Fourth, the system environment is not reliable enough. Although in the
early 1950s, China's agricultural management mode had been excessively transformed to cooperative
management, but it was distorted due to centralization. Since then, the reform of household contract system was
implemented, and the development of organized management lagged behind that of western countries by 30
years, which made farmers' cooperative management consciousness insufficient or one-sided (Peng,2018).

From the above point of view, it can be seen that the classic cooperative is difficult to become a reality in China,
especially the first two facts, which will accompany China's agricultural economy for a long time and can not be
compensated by the improvement of system and policy. In this regard, scholars began to re-examine the principle
of the nature of cooperatives. Zhang and Yuan (1991) pointed out that the classic cooperative is the product of
specific conditions and historical background, and does not have permanent universality. Xu(2005) believes that
the realization of the “same owner and patron" is the characteristic of an ideal cooperative. For farmer
cooperatives in the initial exploration period, ignoring the actual environment and blindly pursuing the essential
provisions may lead to the disappearance of cooperatives because of the "compression™ of profit space. Wu(2004)
pointed out that as an agricultural production and operation organization, the essence of cooperatives should be
based on their own organizational structure, operating mechanism and the interest game among members, rather
than a fixed idea. Du and Pan (2000) pointed out that most of the farmer specialized cooperation organizations in
China are between the traditional cooperative mode and the joint-stock enterprise mode. If the traditional
cooperative mode is applied to standardize it, it will certainly force those organizations that are not willing to
accept the traditional cooperative mode to standardize it with the joint-stock enterprise mode. It can be found
that the above-mentioned literature gives a relatively objective evaluation of the practice of cooperatives in
China, but it does not further explore the more noteworthy issues, that is, the types of cooperatives formed in
China's practice and their characteristics? What impact does it bring to the traditional agricultural management?

In fact, the cooperative operation mode that has been formed in reality is the most true reflection of the
agricultural business entities in the current environment, and its value cannot be completely denied because it
does not satisfy the classic cooperative principles or deviates from it (Xu, 2005). In order to adapt to the changes
of the external environment, western countries have made a series of adjustments to the principle of "one person,
one vote" for democratic management and "return surplus according to patronage" to serve members, so as to
strengthen their competitive advantages over other agricultural operation organizations. For example, in order to
realize the function of cooperatives to enhance the added value of products and promote the development of the
new generation of cooperatives, the United States has readjust to the principles of classical cooperatives by
linking the transaction volume with the share capital, limiting the maximum amount of shares of a single
member, and limiting the residual and control rights of unnatural investors (Du & Pan, 2000; Zhang, 2004). So
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far, the purposes of this paper are as follows: first, to analyze the category of cooperatives and their basic
characteristics in China's practice. Second, to explore the influence mechanism of cooperatives on traditional
agricultural management in China's practice. This paper are arranged as follows: the first part is the introduction;
the second part is based on the actual environment of China to investigate the deviation of classical cooperatives;
the third part is the case analysis of the types and characteristics of cooperatives in practice; the fourth part is to
reveal the impact of cooperatives in practice on the traditional agricultural management mechanism; the fifth part
is the conclusion and countermeasures.

2. Deviation from the Classic Cooperatives: An Investigation Based on the Reality of China
2.1 The Profit Space of Scale Benefit of Cooperative Is Reduced, and New Profit Space Is Needed

As one of the operation modes of agriculture, the nature of cooperatives is closely related to its unique functions
and organization mode (Deng & Wang, 2017). In the 18th-19th century, there was a relative shortage of
agricultural products and a low degree of market openness. At that time, farmers' demand for cooperatives was
mainly to obtain scale benefits (Zhou & Hu, 2016). However, with the improvement of agricultural productivity
and the increase of international agricultural products import and export trade in the middle and late 19th century,
the agricultural product market faced higher competitive pressure, which made the cooperative realize the
competitive advantage of scale efficiency gradually weakened. In addition, some businesses of rural collective
organizations (such as supply and marketing cooperatives, credit cooperatives) overlap with the functions of
cooperatives, which further weakens the possibility of achieving profits through scale benefits. Therefore, in
order to achieve long-term development, cooperatives must have competitive advantages other than scale
efficiency (Huang, 2014).

2.2 Single Organization Mode Can not Satisfy the Needs of Heterogeneous Farmers

According to Deng et al. (2016), the resource endowment of cooperatives mainly comes from two places: one is
the resource endowment attached to farmers. The other is agricultural economic entities except from farmer.

With the process of industrialization in China, farmers are generally divided into three categories: large
professional households, part-time households and small-scale households. Among them, the large professional
households mainly take agriculture as their economic activities. They masters more advanced agricultural
production technology, has a certain scale of production, and is rich in information and social resources in sales
and procurement, which is the leading force in realizing agricultural modernization in China. Non agricultural
employment is the main economic activity of part-time households, and they have certain skill resources (Qin &
Kong, 2015). However, due to the limitation of other resources, the income of traditional agricultural
management is lower than that of non-agricultural employment. The emergence of part-time business households
not only promotes the development of industrialization, but also provides space for the development of
urbanization in China. However, due to the technical threshold of non-agricultural employment, the human
capital of agricultural sector is "drained" and the production capacity is reduced in the process of labor force
"selection"(Guo,2011;Peng,2015). Professional small farmers are relative to professional large households, the
subject also takes agriculture as the main economic activity, but because of its low level of modernization and
small scale of operation, it is in a weak position in market transactions.

The above three types of subjects are the members to be organized in China's farmers' cooperatives. Firstly, from
the perspective of the organizational behavior of large and small farmers who take agriculture as the main
economic activity, according to the demonstration of Lin and Deng (2007), due to the differences in the resource
endowment of the two types of subjects, the motivation and ability of cooperative operation of large professional
households are higher than that of small professional households. Most of the initial cost and investment in
special assets are borne by large professional households, which makes the cooperative produce the
organizational structure of core members and ordinary members. Secondly, from the perspective of the
organizational behavior of part-time business households, there are three predictable roles: members, who invest
in resources and have business relations with cooperatives; investors, who invest in resources but have no
business relationship with cooperatives; customers, who transfer agricultural business activities by leasing,
transferring or entrusting agents, without resource investment. The realization of these three roles is mainly
related to a series of factors, such as resource endowment, risk preference, characteristics of family members,
operation expectation of cooperatives, urban and rural welfare level, government policies and laws. It can be
seen that heterogeneous farmers make rational decisions on cooperative management based on their own
resource endowment, and the demand of its participation mode is not single.
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2.3 The Sustainable Development of Cooperatives Depends on the Factor Supply of Multiple Economic Entities

In addition, the classic cooperative is an economic organization formed by farmers in a weak position voluntarily
to achieve a certain economic goal. Its members are mainly composed of farmers with homogeneous
characteristics (Zhou & Hu, 2016). Under the new historical background, the cooperative is defined as a
organization in which different production elements of agricultural activities are voluntarily united to achieve the
same goal (Lin & Huang, 2007). In fact, the development of cooperatives in many countries is not only
organized by farmers. China's agricultural economic entities can be roughly divided into the following three
categories: first, companies (or enterprises). This kind of subject is mainly concentrated in the downstream of
agricultural production, responsible for processing agricultural products and improving the added value of
products, and because of its direct contact with consumers, grasp the diversified demand information of
consumers, it has a certain monopoly position in the market. However, due to the risk of substandard quality or
uncertain transaction in the supply of raw materials, there is an incentive to internalize the risk by cooperatives.
Since companies generally do not engage in agricultural production, the predictable organizational roles are as
follows: investors, invest in material capital, provide standardized production services for members, and
purchase products of up to standard quality at a price higher than the production price.; customers, take
cooperatives as the medium of communication between farmers and themselves, provide standardized
production services for members, and sign purchase contracts with the mode of "order contract”. Second,
broker. This kind of business entity is mainly engaged in intermediary business, and has a certain amount of
human capital or supply and marketing resources, and usually provides professional services to members by
charging service fee. Third, rural grassroots organizations. This kind of organization is the core leading force to
implement the party's policy and promote rural reform and development. It has the support fund related to rural
construction and usually provides financial support for the establishment of farmers' cooperatives.

To sum up, under the new historical background, the objective conditions presented by farmers and agricultural
economic entities are in conflict with the organization mode of the “same owner and patron” of classic
cooperatives. As for trade-offs, Lin and Huang (2007) pointed out that in the early stage of the development of
cooperatives, the institutional arrangements based on resource endowment and role differences of cooperative
members should be respected. And then, the legal provisions should be taken as the guidance for the
development of cooperatives, and gradually guide them to adjust to classical cooperatives. In other words, under
the background of unable to establish a complete "democratic management, self-service™ organization, China's
cooperatives first need to ensure the farmers' regular income, and then to maximize their residual claim and
control rights as the business philosophy, to limit the maximum investment of a single member, to limit the
number of non natural person investors, to limit the residual control right of single member, and to make ensure
the income of the common members.

3. Category and Characteristics of Farmers' Cooperatives in Reality: A Case Study

The case of this paper comes from the CCFC (Center of China Farmer Cooperative). From February 2010 to
August 2017, the database has collected more than 1 500 cases in all provinces of China, mainly completed by
local government staff and provincial newspaper reporters. Based on the general introduction of the description
of cooperatives in the survey records, this paper selects the representative cooperatives, summarizes and
analyzes the similarities and differences of cooperatives, and summarizes the characteristics and categories of
cooperatives in China. From the perspective of industrial chain, the author divides farmers' cooperatives into
four categories: engaged in production, engaged in "production + sales", engaged in "production + processing +
sales" and providing services.

3.1 Cooperatives of Engaged in Production

The cooperative engaged in production mentioned in this paper refers to the operation organization which takes
agricultural production as economic activity, that is to say, the cooperative is the main producer of agricultural
products. This kind of cooperative has the characteristics of scale operation, and its interest mainly comes from
"reduced cost and increased benefits".

Case 1: Beisunwu modern agricultural machinery professional cooperative in Sunwu County, Heilongjiang
Province.

Beisunwu modern agricultural machinery professional cooperative is developed on the basis of the agricultural
planting professional cooperative in Beisunwu village. It was registered in June 2014 under the leadership of
Feng. It is a entity integrating agricultural machinery production, planting and grain drying. At the beginning of
its establishment, 150 households with 8 100 mu of land entered the cooperatives, and more than 95% of the
cultivated land in beisunwu village was transferred. The company has employed 30 staff and 8 management
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personnel. It has more than 100 sets of large and small agricultural machinery and 142 rice seedling raising sheds.
Before the establishment of the cooperative, the cultivated land was scattered, and each household had only 2-3
hectares of cultivated land, mainly planting soybeans. The land yield rate was low, and one hectare of land could
earn about 3 000 yuan, and there was no energy to engage in other economic activities. In 2012, after the
establishment of the cooperative, the contract signed with farmers through contracting the minimum guaranteed
price of 4 000 yuan per hectare, and more than 45% of which was returned to farmers, and the rest belonged to
the cooperative. In 2014, the total income of the cooperative was 10 million yuan, the profit was more than 3
million yuan, the dividends of the members reached 1 million yuan, and the average annual salary of all staff
exceeded 40 000 yuan. In addition, after the land was contracted to the cooperatives, all the farmers in beisunwu
village were liberated from the land, and their income was increased by 2-4 times through working and sideline
production.

Case 2: Yuanran planting and breeding professional cooperative in Xiaochang County, Hubei Province.

Yuanran planting and breeding professional cooperative in Xiaochang County, Hubei Province, is established by
capable person Tian,Jin and Huang. It integrates planting and breeding, and absorbs local labor force by
transferring farmland and woodland and employing in the planting and breeding base. As of 2016, the
cooperatives had transferred 4 200 mu of farmland and forest, 270 households participated in the land transfer,
with an average annual income of 1 800 yuan from land rent.The poverty-stricken households participated in the
work of 200 people, and the per capita annual labor income was nearly 10 000 yuan. At the same time, in
combination with the development willingness of the poor households, cooperatives invest in the construction of
cattle houses, chicken houses and other infrastructure, and then invest in the development of breeding industry
according to the proportion of cooperatives accounting for 51% and poor households accounting for 49%, so as
to play a leading role in the surrounding farmers.

In the above cooperatives, the role of farmers is not consistent with the members of classic cooperatives.
However, this kind of cooperatives is based on the reality of agricultural production in China. In the classic
cooperatives, farmers are the producers of agricultural products, that is to say, on the basis of common interests,
they are united in external trade and decentralized in internal production. For China's agricultural economy with
high cost, low income and limited planting scale, compared with the combination based on decentralized
management, it is more practical to concentrate land resources through cooperatives. The common point of this
kind of cooperative and classic cooperative is that the farmers in both of them are established or participated in
the organization on a voluntary basis, and they are also the main beneficiary. The difference is that in the former,
the cooperative is the main producer of agricultural products, while in the latter, the farmers are the main
producers of agricultural products. At present, in the practice in China, such kind of cooperatives are mainly
concentrated in the production of grain crops (such as rice, corn, etc.), the reason is that the potential profit space
of scale operation is large.

3.2 Cooperatives of Engaged in "Production + Sales”

Cooperatives of engaged in "production + sales™ refers to the organization integrating production and marketing.
The most significant difference between this kind of cooperatives and production cooperatives is that farmers are
the main producers of agricultural products, and their interest mainly comes from the reduction of transaction
costs, the avoidance of market risks and the solution of product sales.

Case 3: Dadi seedling planting service professional cooperative in Huojia County, Henan Province.

Dadi seedling planting service professional cooperative in Huojia County, Henan Province was established on
August 23, 2012. It is a farmer professional cooperative that cultivates, plants and sells all kinds of green
seedlings. It has three seedling cultivation demonstration bases, among which, the seedling base of Yangwa
village in Shizhuang town is 600 mu, that of Xinghan village is 350 mu, and that of Fanzhuang is more than 150
mu. It employs 2 senior horticulturists and 22 daily production workers, aborb 55 members, which are
distributed in more than 10 villages around Yangwa, Fanzhuang and Xinghan. The area of seedlings planted by
members is more than 2 000 mu. At the same time, more than 130 households around the community are
engaged in planting green seedlings, which has achieved obvious economic and social benefits. The cooperative
implements the "five unification" service for its members, unified the supply of standardized high-quality
seedlings, unified production technical regulations, unified technical guidance, unified product standards, and
unified organization of sales. The high-quality seedlings bred by the cooperative are supplied to the members at
the preferential price lower than the market. The technicians of the cooperative deep into the fields, and provide
technical guidance to the members, so as to ensure that the members carry out production and management in
strict accordance with the requirements of the technical regulations, and produce high-quality green seedlings to
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improve the planting efficiency of members.

This kind of cooperative is the most common organization type in the practice of farmers' cooperatives in China.
Its unique feature is that it has a production base, which provides breeding, technical guidance and
demonstration area to its members. The main operation mode of such cooperatives is “company + cooperative +
base + farmer" or "cooperative + base + farmer”. Among them, the base mainly has the following three
modes:transfer cultivated land by leasing, which is managed by professional farmers or technical personnel, and
radiates the individual members participating in the cooperative with it as the center. The cultivated land is
transferred by means of lease, and then contracted to farmers for management. The cooperative provides
technical guidance, and the base is the center to radiate and drive the individual members of the cooperative.
Farmers operate in a decentralized way with cultivated land, and cooperatives provide unified production
standards. Since this kind of cooperatives has the characteristics of scale production and joint production, named
mixed operation. The reason for formation of this kind of cooperatives is that most farmers hold a “wait-and-see”
attitude towards the interest of cooperatives, so it is necessary to attract or radiate more farmers to participate in
the organization through the demonstration and driving effect of production bases. In the current practice of
cooperative management in China, this kind of cooperative is mainly concentrated in the planting and breeding
industry of distinctive products. Because its dominant player is usually company or capable man, its ownership
structure is inclined to capitalization, which can not satisfy the essence of classic cooperative.

Case 4: Huanong pig breeding professional cooperative in Hanshou county, Hunan province

Huanong pig breeding professional cooperative is organized by more than 100 farmers, is a business entity
integrating "production and marketing". As of September 2015, the number of its members has reached 189
households, with more than 7 000 sows capable of breeding. Before the establishment of the cooperative, there
were no less than 100 households breeding more than dozens of pigs. However, due to the unstable market price,
individual farmers were faced with greater business risks. After the establishment of the cooperative, the
operation rules of "six unifications" have been clarified, and a joint force has been formed, anti risk ability has
been improved, and its business efficiency has also been increasing. For example, only consider purchase the
means of production, the breeding cost of each pig can be reduced by 100 yuan. If the annual output of 50 000
pigs is calculated, the cost can be saved by 5 million yuan. Secondly, unified training on anti-risk knowledge was
held. In 2019, 13 training sessions were held to cultivate more than 1 000 professionals. When the epidemic is
prevalent, they can actively fight the epidemic and control the risk; when the market risk comes, they can study
and judge the market as soon as possible, adjust the product structure and avoid the risk. Thirdly, unified sales. In
order to form a greater joint force and serve the member, the cooperative cooperates with the listed companies to
use its financing platform to broaden the financing channels.

In the practice of china, this kind of cooperative is the closest to the classic cooperative in essence. Farmers have
the dual attributes of patron and beneficiary. However, from the perspective of governance structure and
democratic management, this kind of cooperative is more characterized by shareholding ownership structure and
centralized management, which does not satisfy the democratic management of classic cooperatives and the
principle of distributing income according to transaction volume. Due to the great heterogeneity among farmers
in China, the operation of cooperatives mainly depends on the capital input of large professional households.
Therefore, in order to "retain" the capital of large households, the ownership structure of cooperatives inclines to
capitalization, and its surplus is combined with share bonus.Because livestock breeding industry is easily
affected by market price fluctuations, fruit and vegetable planting industry generally encounter sales problems,
such cooperatives are relatively concentrated in livestock breeding industry and fruit and vegetable planting
industry.

The above-mentioned cooperatives engaged in “production + sales" usually cooperate with downstream
enterprises in the form of order contract and guaranteed purchase. With cooperatives as the medium, enterprises
provide standardized services for farmers, and farmers provide high-quality products to enterprises. Although
this model is more stable than the "company + farmer" model, because the connection mode can not solve the
problem of interests incompatibility between farmers and enterprises, there is still the problem of unequal status
between farmers and downstream enterprises in the market. Especially when the enterprises have higher
requirements on product quality, farmers are faced with the risk of low price sale of agricultural products, which
will affect the healthy development of cooperatives.

3.3 Cooperatives of Engaged in "Production + Processing + Sales"

The cooperative engaged in "production + processing + sales" refers to the business organization integrating
production, processing and marketing, which is the result of the extension of the industrial chain of the
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cooperative, and its interest is mainly the increase of the added value of products.
Case 5: Dongming farmers’professional cooperative in Shenqiu County, Henan Province

Dongming farmers' professional cooperative in Shengiu County, Henan Province, was established in March 2014.
It integrates resources by means of land leasing, land transfer, pool land as shares and members' mutual financial
assistance. Since its establishment, the cooperative has concentrated more than 1 400 mu of land in eight natural
villages of three administrative villages nearby, constructed a number of high-tech agricultural demonstration
area, planting and breeding bases, invested in the construction of flour processing plants, flour mills, and
distributed seeds, pesticides, phosphate fertilizer, chemical fertilizer, and other agricultural and sideline products
produced by the cooperative's food factory, covering the whole area county 20 town. The cooperative
implements the way of re-employment after transfer, which turns over the cultivated land from the farmers to the
farmers again, thus absorbing the local surplus labor force.

Case 6: Xiangfa farmers’ professional cooperative in Xionglou village, Henan Province

Xiangfa farmers’ professional cooperative in Xionglou village, Henan Province, is a farmer's cooperative
established by Li and six villagers, an employee of the supply and marketing cooperative in Suiyang District,
Shanggiu City. Its main economic activities are sweet potato planting, sweet potato vermicelli and vermicelli
processing. After the establishment of the cooperative, it signed a planting contract with its members, organized
the purchase of sweet potato at the protection price, and gave priority to recruiting members of Xionglou village
to work in the production workshop of the cooperative, so that the members could obtain multiple incomes
composed of farming income and industrial workers' wages.

It can be seen that the governance structure and operation mode of this kind of cooperatives are basically similar
to those of "production + sales" cooperatives, and their differences mainly come from the expansion of the
industrial chain. The cooperative needs to satisfy the following conditions to extend the processing production
line: first, the cooperative has enough surplus profit and enough surplus extraction. Second, there is a high price
difference between non manufactured goods and manufactured goods. Third, the input cost of special assets of
processing production line is low or the financial subsidy is high. Fourth, diversified business entities can satisfy
the needs of cooperative production lines for different production factors. Based on practical experience, such
cooperatives are mainly concentrated in cereals (rice, corn, etc.), general cash crops (potatoes,etc.) and the
original ecological non manufactured products (honey, milk, etc.), while highly commercialized cash crops
(vegetables, fruits) or cultivation industry are relatively rare.

As mentioned above, due to the instability of the connection mechanism between farmers and enterprises
engaged in production and marketing cooperatives, there is a "top to down" or "bottom to up" impetus to expand
the industrial chain. First, from the perspective of enterprises, in order to encourage farmers to regulate
production by standardization, the company try to let cooperatives participate in the surplus distribution of
production and processing through the way of giving shares in proportion, so as to realize the "top to down"
industrial chain integration. Second, from the perspective of farmers, due to the inconsistency of interest between
farmers and enterprises, when the quality requirements are high, farmers are faced with the risk of selling at a
discount due to substandard quality. Therefore, in order to obtain the extra profits brought by the added value of
products, there is a "bottom to up" motivation for industrial chain integration.

3.4 Cooperatives of Engaged in Service

Service cooperatives are also regarded as agricultural associations, that is, farmers participate in cooperative by
paying dues and enjoy the characteristics of the services they provide. The main source of income is scale
operation or social services.

Case 7: Beifeng agricultural machinery service professional cooperative in Zhaoxian County, Hebei Province

Beifeng agricultural machinery service professional cooperative in Zhaoxian County, Hebei Province, is the
main body of agrichultural production. Its members just pay a certain amount of trusteeship fee for per unit(mu)
of cultivated land and then the cooperative would take cake of the whole process of planting, management,
collection, processing and storage. Specifically, it has set up an agricultural machinery operation team with
reasonable pricing, uses large tractors and planters to cultivate, uses plant protection UAV to spray pesticide,and
combine harvester to save agricultural production costs. At the same time, the cooperative also cooperates with
scientific research institutions to promote the application of high-yield and high-quality new varieties and series
of green production increasing technologies, so as to improve the productivity of traditional agricultural
management. Its output value is more than 200 yuan higher than that of farmers' own operation.
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Case 8: Nanjian Xiaowan agricultural development cooperative in Dali, Yunnan Province

In November 2014, Nanjian Xiaowan agricultural development cooperative in Dali, Yunnan Province was
established by 600 households of chajiang village and 7 village committees of xiaowandong town. In the year of
its establishment, relying on the project of Xiaowan power plant, the cooperative realized a dividend of 500 yuan
per share for its members at the end of the year. In 2015, with the joint support of the town party committee and
the Xiaowan power plant, the cooperative relied on such projects as labor export, economic forest and fruit
planting, green planting and maintenance, highway access and cleaning, core area inspection, reservoir fishing,
sporadic civil engineering and ecological breeding, 26 large and small contracts have been completed, with
output value of 11.04 million yuan, labor income of 4.14 million yuan and profit of nearly 1.5 million yuan.
Among them, 600 villagers in chajiang village, xiaowandong Town, obtained "double” income of year-end
dividend and labor income through capital investment and labor export.

Association cooperative is the initial cone of farmers' cooperative management, which is a special cooperative of
farmers without collective assets. The Agricultural Machinery Cooperatives in case 7 are common in grain crop
planting areas. The same with the cooperative engaged in production is that both of them are operated by the
cooperative as the producer of agricultural products, and their income sources are economies of scale. The
difference is that in the former, the right to deal with agricultural products belongs to the cooperative, while in
the latter, the right to deal with agricultural products belongs to the farmers. The socialized service cooperatives
in case 8 are relatively few in China. At present, the cooperation mainly focuses on rural labor employment,
infrastructure construction and public management. Its purpose is to provide employment opportunities for
members, improve rural infrastructure construction and support rural economic development.

From the above cases, we can find that although the governance structure and operation mode are essentially
different from the classic cooperatives, this does not mean that the cooperatives in practice can not play the
functions of the classic cooperatives(see table 1). In China, for the cooperatives engaged in production, the
potential profit space to realize scale economy is large; for the cooperatives engaged in "production + sales", the
potential profit space for avoiding market risk, improving monopoly position and solving product sales is large;
for the cooperatives engaged in "production + processing + sales”, the potential profit space of improving
product added value is large, for service cooperatives, the potential profit space of socialized service is large.
Therefore, when cooperatives can still play their specific functions in practice, the role of farmers and the way to
obtain income are different from the traditional agricultural model.

Table 1. The concentration and functional requirements of different types of cooperatives in the production of
various agricultural products

Type of Concen- Scale Avoiding Improving Solving Improving  socialized
cooperatives tration economy market monopoly product product service
risk position sales added
value
Engaded in Grain 5 1 3 3 1 4

produncaiton ~ farming ,Large
-scale breeding
Engaged in Cash crops,

"production +  Special 3 5 4 5 1 1
sales"” product,Breeding

inustry

Grain
Engaged in crops,General
"production economic 3 5 4 5 5 1
+processing+  crops,Original
sales" ecological non-

manufactured

products
Engaged in Grain crops,Others 4 / / / / 5
service

Note: This paper draw lessons from the progressive relationship of five levels in Min Jisheng (2018) to compare
and analyze the functions of various cooperatives.
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3.5 Characteristics of Farmer Cooperatives in Practice

The development of China's farmers' cooperatives is rooted in its own characteristics, with the characteristics of
diversification of organization mode, diversification of organization subject and capitalization of ownership
structure.

3.5.1 Diversification of Organization Mode

As rational people, farmers respond to the cooperative organization based on the types of products, resource
endowment and operational risks. The average per capita cultivated land area of China's farmers is 1.35 mu, less
than 40% of the world's average level. However, the formation of cooperative organizations needs to be based on
a certain scale of farmers' operation. Therefore, the characteristics of scale are embedded in the process of
organized management in China. When the scale of operation is too small and the rate of return of agricutural
production is low, the potential profit space of cooperative organization can not make up for the marginal income
difference between agricultural sector and non-agricultural sector. At this time, farmers are willing to transfer
land manamgement rights to cooperatives instead of participating in agricultural operation; on the contrary, when
the scale of operation is sufficient and the rate of return of agricultural production is high, the potential profit
space of cooperative organization can fill in or even exceed that of agricultural department and non-agricultural
department. At this time, farmers are willing to participate in agricultural management. In addition, due to the
difference of risk preference, farmers make decisions between leasing, transferring and become a shareholder by
transferring land rights. Therefore, in the case of small scale operation, due to the different organizational needs
of farmers, the cooperative organization model presents the characteristics of diversification.

3.5.2 Diversification of Organization Subject

In the practice of our country, the main body of cooperatives includes enterprises, companies, managers, skilled
workers, village committees and so on, showing the characteristics of diversification of the main body of the
organization. The main reason for this phenomenon is that, first of all, the resource endowment of farmers is
limited, so it is difficult to establish cooperatives only relying on farmers, and it can not develop in the long run.
Secondly, due to the long-term deep-rooted thinking of small-scale farmers, farmers, without the guidance of
external forces, hold a wait-and-see attitude towards cooperatives due to the lack of trust. Therefore, it needs the
participation of other subjects other than farmers to provide resource support. At present, in the practice of our
country, the initiators of cooperatives are usually large professional households, capable people, companies,
leading enterprises or village committees, etc. because of the large amount of material, social and human capital,
it not only provides the resource for the long-term development of cooperatives, but also plays an exemplary,
appealing and driving role for farmers to participate in cooperatives.

3.5.3 Capitalization of Ownership Structure

At present, in the practice of our country, the capitalization characteristics of the ownership structure of
cooperatives are more prominent. The main reason for this phenomenon is that, firstly, because the development
of cooperatives depends on the support of all the resources except farmers, the skills, land and capital of each
provider are converted into shares to realize the incentive and compensation. Secondly, due to the heterogeneity
of farmers, the contribution of large and small households to cooperatives is different. In addition to material
capital, large investors also invest entrepreneurial talents and social capital into the cooperation. Therefore, in
order to compensate for their own invisible assets investment, the large investors who focus on the management
usually prefer to choose the capitalization ownership structure that is beneficial to them (Deng & Wang, 2014).

4. The Influence of Cooperatives in Practice on Traditional Agricultural Management Mechanism

Farmers' cooperative management is the institutional change of traditional agricultural management mode, which
has an important impact on the rational distribution of input factors in agricultural production. Family, as a
rational person, re-allocate the land and labor elements under the cooperative management mode, thus playing a
new role in the economic society, and its income structure is different from the traditional agricultural
management (see Fig. 1 for details).

4.1 The Influence Mechanism of Cooperative Management Mode on Farmers' Identity

The development of farmers' cooperatives is accompanied by modernization and scale, which is especially
prominent in the production cooperatives. In case 1 and 2 above, the leaders of the cooperatives are the village's
large professional households or other capable man. The difference is that in case 1, farmers participate in the
cooperatives by contracting land, while in case 2, except for the core farmers, the rest of the farmers lease their
land to the cooperatives, which means that not all the farmers in the latter are cooperative members.Meanwhile,
in case 1 and case 2, because the cooperative is the operator of agricultural production, the labor force of its
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members and non members are liberated in varying degrees, which makes some farmers realize employment in
the cooperative with skills and labor force (in case 1, there are 30 long-term employees, and in case 2 200
workers are employed), and some farmers put labor into non-agricultural sectors through sideline production and
non-agricultural workers.

In case 3, Due to the cooperative has its own production base, the cooperative signs a transfer contract with the
farmer and then employs the farmer to work on the cultivated land. Its identity is similar to that of the
above-mentioned production cooperatives. The only difference is that for the members driven by radiation,
because their production and operation modes have not changed, they belong to the contracted farmers. However,
for the farmers in case 4, because of the alliance on the basis of individual investors, the cooperative members
are mainly contract farmers. Case 5 is the industrial chain extension of the business model of "cooperatives +
base + farmers", in which the identity of farmers also shows multiple characteristics. For those farmers who have
contracted land or capital as shares, they belong to the cooperative members because they participate in the
surplus distribution of the cooperative; for those who transfer the land by lease and continue to work in the
cooperative breeding base, they belong to the labor workers rather than members of the cooperative; for those
farmers who only transfer cultivated land but have no business or work contact with cooperatives, it belongs to
the liberated labor force under the background of cooperative operation. In case 6, farmers are combined in the
way of joint operation, so they directly engaged in the production of agricultural products and are members of
the cooperative.

Case 7 have similar characteristics with case 1, both of which realize the improvement of agricultural operation
efficiency through the large-scale production of modern machinery. The possible difference is that the farmers in
case 1 are not the final main body of agricultural product production, while the farmers in case 1 are the final
main body of agricultural product production. Case 8 is a cooperative based on rural construction projects and
supported by rural labor force. It is a typical case of secondary and tertiary industries in cooperatives in China. In
addition, many cooperatives also set up employment training and land circulation cooperatives in rural areas to
provide development path for the effective use of rural labor factors and land elements, and break through the
low efficiency development constraints of traditional small-scale agricultural management mode.

4.2 The Influence Mechanism of Cooperative Management Mode on Farmers' Income

In terms of farmers' income, it is mainly composed of operating income, property income and labor remuneration
income. In the practice of production and service cooperatives, cooperatives create scale operation income
through the following three ways: first, using advanced production machinery and equipment. Under the
small-scale agricultural management mode, there is an opposite relationship between the new industrial
machinery and full employment of labor force, and due to the high input cost of the machinery and equipment,
ordinary small-scale farmers can not afford to pay the high input, which makes the application of new-type
machinery and equipment in rural economy not be widely promoted due to the limited ability and power of
farmers to purchase machinery. Second, improve the efficiency of factor use and increase the output of
agricultural products. In traditional agriculture, the agricultural economy presents idle or abandoned land due to
non-agricultural labor employment, and due to the continuous outflow of "high-quality" labor force, the structure
of rural labor force is unbalanced, which makes the output of agricultural management run by groups such as
women and the elderly low. Third, reduce production costs and improve bargaining power. In traditional
agriculture, due to the household as the unit, and small and scattered operation scale, the transaction cost of
farmers is high and the market premium ability is low. Therefore, the monopoly power that can compete with the
market has not been formed.

From the perspective of the breakthrough of traditional agricultural management by “production + sales"
cooperatives: first, standardize production and improve the quality of agricultural products. In case 3 and 4, the
cooperatives put forward the standardization requirements for the agricultural products produced by the members,
which made the original scattered production farmers obtain external support to improve the product quality.
Second, establish a brand. A common feature of this kind of cooperatives is that their products are often local
products, which has a high profit space for brand promotion. Third, change the planting structure of products or
introduce new products. In the traditional agricultural management mode, small farmers usually do not change
the varieties of their products for a long time due to avoiding risks and unable to bear the cost of new varieties
experimental planting. Under the cooperative operation mode, the cooperative explores new business products
through base or free experiment, so as to meet the market demand. Fourth, realize circular economy. In
traditional agriculture, due to the decentralized operation of farmers, the production of various products does not
form a circular relationship. However, in the cooperative operation mode, through the joint operation of farmers,
the internal connection mechanism of various products production is improved and the circular operation of
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agriculture is realized. For cooperatives engaged in "production + processing + sales", in addition to the above
path, it is more important to extend the industrial chain and obtain the excess profits created by downstream
industries by improving the added value of products.

In addition to the operating income realized by the above-mentioned, the acquisition mechanism of farmers'
property income and labor remuneration income is also different from that of traditional agriculture. In the
traditional agricultural management, farmers obtain the income of operation and labor remuneration by
distributing the family labor force to agricultural production or non-agricultural work. In the cooperative
operation mode, farmers obtain property income through the circulation of land. Because of the difference
between members and non members, the former obtains the property income from the surplus distribution of
cooperative operation as a member of the cooperative operation, while the latter obtains the lease fee of
transferring the land use right as the lessee (see Fig.1 for details).
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Figure 1. The influence of cooperatives on traditional agricultural management mechanism

5. Conclusion and Suggestions

Based on the principles of classic cooperatives, this paper investigates the farmers' cooperatives in practice of
China. It is found that the cooperatives in practice do not conform to the principles of classic cooperation, and
have strong localization characteristics based on realistic conditions. In practice, from the perspective of
industrial chain, China's farmer cooperatives can be divided into four categories: engaged in production, engaged
in "production + sales”, engaged in "production + processing + sales” and providing services, and there are
significant differences in the operation mode and governance structure of all kinds of cooperatives. For the
reasons behind it, the author investigates the concentration degree of different types of cooperatives in the
production of various agricultural products, and found that different products have different demands on the
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functions of cooperatives, thus making the operation mode and governance structure of cooperatives formed for
different functional needs present diversified characteristics. In addition, the author also points out that although
there are essential differences between the farmers' cooperatives in practice and those in the classical sense, they
can still play their unique functions, that is, they can influence the status and income of farmers by changing the
utilization of elements in the traditional agricultural management mode.

In the traditional agricultural management mode, farmers' income mainly comes from operating income and
non-agricultural work, and the decision of maximizing family income is made by farmers based on their own
resource endowment. Due to the low operating efficiency of traditional agriculture, most of the young and
middle-aged workers are transferred to non-agricultural sectors, which makes agricultural production run by low
skilled workers such as the elderly and women, leading to the "vicious circle" of low production efficiency (Guo,
2011). In the practice of cooperative management mode, farmers make decisions on the allocation of land and
labor resources based on their own endowment and risk preference, resulting in multiple identities of farmers,
agricultural workers, industrial workers and non-agricultural workers. Due to the change of their identities, the
income structure and profit path of farmers are different from those of traditional small-scale farmers (Luo et al,
2019).

The suggestions and Countermeasures for the future development of farmers' cooperatives in China are as
follows: 1. Promote the development of farmers' cooperative management based on the national conditions,
gradually standardize the operation mode and governance structure of cooperatives, and protect the interests of
farmers with policy guidance. In the early stage of the development of cooperatives, the strategic thinking of
"development first and governance later” is adopted, so that the cooperatives in practice can be regulated by
policies and laws on the premise of "survival”. 2. Considering the influence mechanism of cooperatives on
traditional small-scale farmers through the optimal utilization of factors, we should improve the land circulation
system, release the institutional restrictions related to land transfer, vigorously promote the reform of land
property rights system, and strive to provide a resource integration environment for cooperative operation. 3.
Supporting the promotion of farmers' living security system. In the traditional agricultural management mode,
farmers' non-agricultural income mainly comes from migrant workers, and there is no supporting living security
in the city. In the cooperative operation mode, the cooperative organizations absorb part of the liberated labor
force through the form of "local employment”. Therefore, the corresponding living security system should be
formulated for the new status of labor force. 4. Further refine or supplement the Law of Farmers' Professional
Cooperatives, and put forward different and specific supporting policies, registration systems and reward
standards for all kinds of farmers' cooperatives in practice, so as to provide a policy environment for the
localization development of cooperatives.

References

Deng, H. S., & Wang, W. L. (2014). The nature and reality of Cooperatives: is there any real farmer cooperatives
in China? Chinese Rural Economy, 7, 15-26 + 38. in Chinese

Deng, H. S., Xu, Z. G, Ying, R. Y., & Liao, X. J. (2016). Why Is It Difficult to Find “Real” Farmers'

Co-operatives in China? :An Explanatory Framework and Evidence. China Rural Survey, 4, 72-83 + 96-97.
in Chinese

Du, Y. T., & Pan, J. (2000). A Prototype for China’s New Type of Farmers Co-operatives: a Case Study of and
Theoretical Probe into the Specialized Cooperative Organization in Beijing Suburbs. Management World, 1,
161-168 + 216. in Chinese

GUO, J. X. (2011). Selectivity of Labor Force Transfer and Prospect of Development of Chines Agriculture.
Journal of Shaanxi Normal University (Philosorhy and Social Sciences Edition, 05, 5-16. in Chinese

Huang, Z. H., & Shao, K. (2009). The Essential Stipulation and Its Drift of the Co-operatices[J]. Journal of
Zhejiang University (Humanitie and social sciences), 4, 11-16. in Chinese

Li, Z. J., & Guo, J. X. (2011). The Effect of Selective Labor Transfer on the Production Preference of Rural
Households. China Rural Survey, 3, 40-49. in Chinese

Lin, J., & Huang, S. Z. (2007). An Analysis on the Membeiship Heterogeneity and the Ownership of Farmers’
Cooperatives. Issues in Agricultural Economy, 10, 12-17 + 110. in Chinese

Lin, J., & Ma, Y. L. (2006). The boundary between agricultural cooperatives and investor owned enterprises: an
analysis based on transaction costs and organizational costs. Issues in Agricultural Economy, 3, 16-20+ 79.
in Chinese

12



http://ibr.ccsenet.org International Business Research Vol. 13, No. 12; 2020

Liu, X. C., & Xu, J. K. (2017). Are There Farmers’ Specialized Cooperatives in China? A Review on “The
Essence of Farmers’ Specialized Cooperatives and an Empirical Test”. Chinese Rural Economy, 7, 72-8. in
Chinese.in Chinese

Luo, Q., Luo, M. Z., & Tang, C. (2019). Off- Farm Transition and On-Farm Transition: Rural Labor’s
Tranformation Purchase Behavior. Reform of Economic System, 03, 185-193.

Min, J. S. (2018). Breakthrough of Prepositon,Innovation of Businss Model and Income Growth of Agricultural
Management Entitie. Issues in Agricultural Economy, 10, 50-59. in Chinese

Pan, J. (2011). Specialized Farmers' Cooperatives in China: The Interpretation of Data of their Development.
China Rural Survey, 6, 2-11 + 94. in Chinese

Peng, G. H. (2015). The Matching of Skills to Tasks,Labor Migration and Chinese Regional Income Disparity.
Economic Research Journal, 01, 99-110. In Chinese

Wu, Z. X. (2004). Reflections on some problems of agricultural cooperatives. Chinese Rural Economy, 11, 11-16.
in Chinese

Xu, X. C. (2005). Institutional analysis of farmers' specialized cooperative economic organizations
(Unpublished doctoral dissertation). Zhejiang University, Zhejiang,China. in Chinese

Zhang, X. S. (2004). Promoting the development of cooperatives with specialized agricultural production
households as the main body -- Taking the development of farmers' specialized cooperatives in Zhejiang
Province as an example. Chinese Rural Economy, 11, 4-10 + 23. in Chinese

Zhang, X. S. (2005).Some issues on the development of chinese farmers' professional cooperative organizations.
Rural Economy, 1, 4-7. in Chinese

Zhang, X. S., & Yuan, P. (1991). A comparative study on the basic principles of cooperatives and related issues.
Rural Economy and Society, 1, 1-10. in Chinese

Zhou, Y. H., & Hu, L. X. (2016). Can China's farmers' professional cooperatives realize the "alliance of the
weak"? -- a comparative analysis based on the practice of China and Japan. Chinese Rural Economy, 6,
30-38. in Chinese

Copyrights
Copyright for this article is retained by the author(s), with first publication rights granted to the journal.

This is an open-access article distributed under the terms and conditions of the Creative Commons Attribution
license (http://creativecommons.org/licenses/by/4.0/).

13



