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Abstract The development of modern agriculture can not be separated from the development of farmer professional cooperatives, and the core

of sustainable development of the cooperatives lies in the formation of relatively perfect governance structure. Chapter IV of Law on Farmer Pro-

Sessional Cooperatives of People’s Republic of China stipulates the organization structure of cooperatives. However, because of historical reasons

and limitation of legislative techniques, there is much omission in the institutional regulation of cooperative governance. Due to inadequate sys-

tem supply of farmer professional cooperatives and deficiency in related rights and obligations, normative guidance can not be provided for the

governance practice of farmer professional cooperatives in China, thereby leading to the inefficiency of cooperative management. Therefore, it is

imminent to revise the law.
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1 Introduction

In modern industrialized countries, agriculture is relatively weak
in market economy. Farmer professional cooperatives aim to in-
tegrate diffused individual power of farmers to increase farmers’ in-
come and maintain farmers’ legitimate rights and interests, and
they are inevitable products of economic development''’. Besides
the economic function, farmer professional cooperatives also un-
dertake certain social and even political function, such as maintai-
ning rural social stability and promoting rural democratic govern-
ance. Since the 21st century, farmer professional cooperatives
have developed vigorously in China, and relatively perfect govern-
ance structure is the core element of its existence and develop-
ment. In society with the rule of law, the formation and improve-
ment of governance structure of an economic organization can not
be separated from related laws. In the Law on Farmer Professional
Cooperatives of People’s Republic of China (hereinafter referred to
as Law on Farmer Professional Cooperatives) issued in October
2006, relevant regulations on the governance structure of farmer
professional cooperatives are obviously insufficient, and it needs to

be revised.

2 Shortcomings of governance structure of farmer
professional cooperatives

2.1 Control of insiders According to an investigation, nearly
70% of farmer professional cooperatives were founded by rural
competent people in China' | and the development mode can lead
to the control of professional cooperatives by few sponsors easily.
At first, when the objective utility functions of various cooperative

members can’t be exactly the same, competent people often control

Received; October 14, 2017 Accepted : December 4, 2017
# Corresponding author. E-mail; herenbangde@ 163. com

Farmer professional cooperatives, Law on farmer professional cooperatives, Democratic control, Supervision and restriction,

the daily operation of cooperatives. Secondly, in delegation-agent
relation, there may be exist divergence and even conflict between
an agent and a principal in terms of objective utility functions. As
a result, cooperatives change into private or partnership enterpri-
ses of few sponsors, and the principal status, rights and interests
of peasant households as producers can not be protected fully™ .
In the Law on Farmer Professional Cooperatives, there are specific
regulations on cooperative members. That is, citizens having ca-
pacity for civil conduct, as well as enterprises, public institution
or social groups engaging in production and operation activities re-
lated to farmer professional cooperatives, who can use services
provided by farmer professional cooperatives, admit and observe
rules of the cooperatives, perform admission procedures, can be-
come cooperative members. However, there is no specific regula-
tion on the scale and composition of directors of cooperative gov-
ernance structure center. In the Article 26 of the Law on Farmer
Professional Cooperatives , it is stipulated that a member can be ap-
pointed as the president of a council, and a council can be set up
in a farmer professional cooperative, while the president can be as
the legal representative of the legal representative. At the same
time, the president of a council can also be as a manager. If su-
pervision organs are absent, the president will monopolize a coop-
erative and may damage the benefit of cooperative members, which
violates the democratic control of the cooperative.

2.2 Weak supervision system in legislation Shortage of ef-
fective supervision and restriction is also one of important abuses.
There exists a certain problem of location of supervising organs in
legislation. For instance, in the second part of Article 26 of the
Law on Farmer Professional Cooperatives, it is stipulated that an
executive supervisor or a board of supervisors can be set up in a
farmer professional cooperative. Therefore, the board of supervi-

sors can be any organ, which can lead to the anomie of manage-
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ment behavior caused by shortage of effective supervision in prac-
tice™'. In the Law on Farmer Professional Cooperatives, regula-
tions on a board of supervisors are too simple, and there is no reg-
ulation on functions and powers of supervisor or a board of supervi-
sors, while it is difficult to give play to supervision mechanisms
due to the shortage of necessary safeguard measures and remedy
measures when supervisors or a board of supervisors exercises right
of supervision. In the institution system of farmer professional co-
operatives, member meetings are the highest authority and under-
takes great responsibility for supervising and restraining operators.
However, due to the property of conference body of member meet-
ings, it is impossible to give full play to its supervision functions,
because the calling and resolution procedures of member meetings
are complex, which will weaken its supervisory roles greatly;
when member meetings perform supervisory duty, the dilemma of
collective action will appear. In the Law on Farmer Professional
Cooperatives , it is not demanded that audit system and social dis-
closure system should be established, so the transparency of oper-
ation of cooperatives is low, and it is difficult to protect the rights
of cooperative members.

2.3 Absence of incentive measures in legislation There ex-
ists absence of incentive measures in China’s legislation. Accord-
ing to the Article 37 of the Law on Farmer Professional Coopera-
tives , at least 60% of divisible surplus of farmer professional coop-
eratives is returned according to the proportion of trade volume of
cooperative members and cooperatives, while the rest is distribu-
ted according to the proportion of contribution to investment. In
addition, the law does not consider the unconformity of investors
(namely cooperative members) and actual entrusted operators and
have no regulations on incentive measures of operators as well as
negligent act in the process of management and related liability

system of economic organizations.

3 Related theories and legislation

The mechanism of a system is functional structure that depends on
certain economic laws and is realized in certain forms and by cer-
tain mediums”’. The governance structure of an agricultural coop-
erative shows this kind of institutional functional structure.

3.1 Democratic control of farmer professional cooperatives
Cooperative members as special enterprises pursue self-help, de-
mocracy, equality, justice and other value ideas. To realize the val-
ue ideas, most cooperatives implement self-management of coopera-
tive members. Pursuing justice by farmer professional cooperatives
is one of ultimate goals of organization existence, and here justice
should be shown in form, results and essence. Moreover, justice ex-
ists both inside and outside of an organization. To benefit farmers,
farmer professional cooperatives must solve the problem of democrat-
ic control to ensure the principal status and rights of cooperative
members, and it is key to set up effective democratic control right.
The explanation for the democratic control of members by Interna-
tional Cooperative Alliance explains is that the guidelines and major

issues of cooperatives are determined by cooperative members.

3.2 Effective restraint measures According to an investiga-
tion of 526 farmer professional cooperatives in Zhejiang Province,
Xu Xuchu et al. suggest that the stronger the internal supervision
of cooperatives is, the higher the performance of cooperatives
is"’. Due to the tedious procedure of member meetings and hitch-
hike of some members, its supervision performance weakens, and
supervisor system has supervision and restriction effects on daily
operation of the council of a cooperative. In the Law on Coopera-
tives (revised in 2002) in Taiwan, a board of supervisors must be
set up. According to the regulations of Germany laws, a board of
supervisors in a company should enough members with independ-
ent features. Under the guidance of this idea, the reform of super-
vision system of a company in Germany and other member states of
European Union demands members of a board of supervisors to be
independent.

3.3 Incentive and responsibility safeguard measures  Ex-
ternal professionals are refused to enter the management level of
traditional cooperatives, and specialization degree is low in busi-
ness practice, thereby lowering the efficiency of cooperative opera-
tion. To adapt to the needs of economic marketization and integra-
tion of world economy, enhance efficiency and realize justice,
countries in the world revise the law on cooperatives. For exam-
ple, professional managers can be engaged by cooperatives in
America and Germany. According to the modern enterprise theo-
ry, residual rights of control and residual claim are highly comple-
mentary and should be unified, otherwise enterprise efficiency will
lose. Because of incompleteness of contract and asymmetry of in-
formation, operators of an enterprises share some residual rights of
control of the enterprise objectively. If operators of an enterprise
are not given corresponding residual claim, they have low enthusi-
asm, initiative and creativity for operation, and they may utilize
their rights to erode residual assets of the enterprise. In essence,
giving operators residual claim aims to use their egoistic motivation
to realize the goal of benefiting others, namely transforming the
maximization of pursuing self-interest into the maximization of pur-
suing principals’ interest.

Based on the above analysis, it is necessary to improve the
incentive mechanism of operators in current laws on farmer profes-
sional cooperatives. For instance, a certain proportion of divisible
surplus of an agricultural cooperative in a certain period ( the
working period of operators) is used as payment for operators, and
the proportion can be determined by member meetings or be stipu-
lated by rules to prevent operators from controlling it. No matter it
is determined in what way, the proportion should be reasonable.
According to the Law on Cooperatives in Taiwan, 10% of net profit
of a cooperative at the end of a year can be as payment for direc-

tors and technicians of the cooperative!” .

4 Improvement of legislation
In Chapter IV of the Law on Farmer Professional Cooperatives, the
organization structure of cooperatives is stipulated. However, due

to historical reasons and limitation of legislative techniques, there
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is much omission in related provisions and no guidance of coopera-
tive governance. Based on the practice of cooperative development
in China, some legislative suggestions will be proposed according
to the omission of legislation to promote the improvement of gov-
ernance structure of cooperatives.

4.1 Setting up cooperative member congress system In
farmer professional cooperatives with many members, it is difficult
to avoid members’ "free rider" in the process of taking part in co-
operative affairs, so it is very necessary to establish member repre-
sentative system. The Law on Farmer Professional Cooperatives
specifies that cooperative member congress system can be set up if
the quantity of cooperative members exceeds 150. The arbitrary
regulation should be changed into mandatory provisions, and farm-
er professional cooperatives having more than 150 members should
set up cooperative member congress system.

4.2 Improving provisions of cooperative members’ basic
rights China’s Laws on Farmer Professional Cooperatives speci-
fies the basic rights of cooperative members, but there is still defi-
ciency in provisions of cooperative members’ rights. For instance,
the law does not specify the lawsuit right of cooperative members,
and regulations on their right to know are not incomplete, which is
adverse to the protection of rights and interests of cooperative
members and performance of their enthusiasm. Only by stipulating
perfect rights of cooperative members can the enthusiasm of coop-
erative members to participate in member meetings and exercise
their rights increase, thereby protecting their legitimate rights and
interests. The active participation of the majority of cooperative
members is the basis for the existence and normal operation of
farmer professional cooperatives, that is, without the active partic-
ipation and management of cooperative members, cooperatives will
become water without a source. If the rights of small households
can not be strongly protected by laws, large and strong households
can easily infringe upon the rights of other cooperative members,
and there is no corresponding relief means when the rights and in-
terests of small households are violated. In the current situation of
China, the occurrence of the above situation may even influence
rural stability and governance.

4.3 Introducing independent supervisor supervision system
Objectively speaking, the cooperatives controlled by a few core
members can greatly reduce the coordination cost among coopera-
tive members and facilitate the collective actions of cooperatives.
However, if the control right of a few core members lacks necessa-
ry constraints, the problem of internal control will generate. Al-
though the Law of Farmer Professional Cooperatives has already set
limits on the proportion of capital contributions of large investors
and the right to vote, in reality, it is unavoidable for a few people
to control the cooperatives. When internal control emerges, due to
the nature of self-interest and the propensity of opportunistic be-
havior, a few core members may exploit their actual control rights
to encroach on the interests of ordinary members®’. Under such
circumstances, it is more meaningful to strengthen the supervision

over the core members of farmer professional cooperatives. An in-

dependent supervisor can be introduced into a farmer professional
cooperative with a certain scale to strengthen the supervision over
cooperative managers. An independent supervisors of a farmer pro-
fessional cooperative refers to an external supervisor who does not
hold any position other than a supervisor in the farmer professional
cooperative and have no relationship with the farmer professional
cooperative and its core members or the management layer that
prevents them from making independent objective judgments.

From the practice of corporate governance, the elected supervisors
should not only possess the basic management ability and business
but also have fully independent personality standards. The Law of
Farmer Professional Cooperatives stipulates that the supervisors of
cooperatives must be elected from cooperative members by cooper-
ative member assembly, which rigidly excludes independent super-
visors from the cooperatives and is not conducive to the proper su-
pervision of cooperative operation and management.

4.4 Establishing rational interest distribution system Es-
tablishing rational interest distribution system and salary system for
a cooperative to enhance material incentives for cooperative opera-
tors will further mobilize their enthusiasm, encourage them to par-
ticipate in management and then promote the development of coop-
eratives. For directors of farmer professional cooperatives, their
professional management ability and management enthusiasm
should be given material incentives equal to their value and contri-
bution to cooperatives. However, limited by the aims and system
of cooperatives, farmer professional cooperatives are impossible to
completely copy the incentive system of a company.

Based on the principle of limited compensation for farmer pro-
fessional cooperatives, the incentive system for stock options in a
company can not be implemented in farmer professional coopera-
tives. According to the nature of farmer professional cooperatives,
payment incentives for cooperative directors include fixed salary,
year-end bonuses, etc. As the salary level of cooperative directors is
determined, it is necessary to give full consideration to the manage-
ment purpose of farmer professional cooperatives. Farmer profession-
al cooperatives aim to provide preferential services for their members
instead of profit-making. Based on the the distribution principle of
dominant distribution according to trading volume and limited basic
remuneration stipulated by the Law of the Farmer Professional Coop-
eratives , the directors of cooperatives have certain rights to obtain
remuneration according to their operation performance, which is
helpful to the improvement of cooperative members’ enthusiasm and

promote the development of cooperatives.
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of Wuding strong chicken farming enterprises. Besides, it is rec-
ommended to make salary design and performance design to retain
talents.

5.4 Making clear target market and precisely positioning
the products The target market is the main consumer group of
enterprises. For Wuding strong chickens, the target market is on-
line consumers. Through comprehensive analysis on characteristics
of online consumers, it is recommended to understand demands of
target customers, and send product sales information pertinently,
to increase the efficiency. On the basis of accurate positioning of
consumers, it is recommended to avoid advantages of competitors
as much as possible, do those fields that competitors are not good
at, and strengthen those points that competitors neglect, to form
unique selling points. Besides, it is recommended to keep interac-
tion and communication with consumers, and adjust the enterprise
strategies according to changes in market demands, to remain the

Initiative position.

6 Conclusions

In the present globalization of economy, the e-commerce comes in-
to being. With the expansion of development scale, e-commerce
has become an inevitable choice for enterprise development.
Through the SWOT analysis of B2C e-commerce in Wuding strong
chicken farming enterprises, it is found that Wuding strong chick-
en farming enterprises have great opportunity of e-commerce.
Thus, it is recommended to rely on the brand influence, unique
geographical, climate, government support, and reasonable devel-

opment plan, grasp the opportunity of policies, Internet, agricul-
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organization in China[ J]. Law Review, 2005, 23(5): 91 - 102. (in
Chinese) .

[5] WANG HY. The company law function in the structural law sociology

analysis the company’s legislation research [ M ]. Beijing: Peking

University Press, 2002; 175. (in Chinese).
[6] XU XC, WU B. The effect of governance mechanism on the performance

tural product market, and network technology, and exploit mar-
ket, to realize higher sales and profit. It should be noted that
SWOT analysis is only a method for helping enterprises to formu-
late development strategies. Successful B2C should actively inter-
act and communicate with customers, and avoid misunderstanding
of demands and services, to reach consistency between services
and demands. Besides, in the funds, website, logistics, and in-
ventory, it is recommended to adapt to flexible market network en-
vironment, and make specific analysis and adjust enterprise strate-
gies according to changes in the market. In the implementation of
B2C e-commerce, enterprises should orient towards customers,
formulate proper development strategies, and should not make
blind investment and construction on the basis of scientific and

technological support.

References

[1] iResearch Consult. Annual monitoring report of China’s network economy
in 2017 [ EB/OL ]. http://www. 199it. com/archives/597022. html,
2017 =5 -27. (in Chinese).

SHI Q, WANG WF, LI L, et al. Training agricultural products agents to
improve the service ability of agricultural products[ J]. China Co-Opera-
tion Economy, 2015(2) ;52 =56. (in Chinese).

[3] NIE W. To view the new thinking of differentiation competition strategy of

[2

[

the enterprises from the success of the swatch watch[ J]. Market Weekly,
2016(3) :10 —11. (in Chinese).

LUO SZ, WANG QC, DAI S. An analysis of climate characteristics of
meteorological disasters in Qinghai Province [ J]. Journal of Glaciology

and Geocryology, 2012, 34(6) ; 1380 —1387. (in Chinese).

—
~
i

of farmers’ professional cooperatives—Based on the empirical analysis of
526 farmers’ professional cooperatives in Zhejiang Province[ J]. Chinese
Rural Economy, 2010(5) : 43 =55. (in Chinese).

[7] QU MH. Study on cooperative legal system[ M]. Beijing: China Indus-
trial and Commercial Publishing House, 2007 ; 209. (in Chinese).

[8] HUANG SZ. Study on organizational behavior of farmers’ professional co-
operative in the transition period: Based on the perspective of member
heterogeneity[ M |. Hangzhou; Zhejiang University Press, 2008; 68 —
96. (in Chinese).



