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Governing Contracts by Contracts: Supplement Mechanism and
Compensation Mechanism: An Analysis on Farmland Contracts of
Chuxiang Family Farm in Hubei Province
Wan Jianghong, Yang Liu
Abstract: Taking a planting family farm as an example, this paper, discusses how the family farm governs the initial contracts when
agricultural contracts between the family farm and farmers are not stable. It is found that contract incompleteness and farmers’
opportunism behavior are the key factors to influence the instability of the initial contract reached by mutual parties. In order to
avoid contract incompleteness and maintain the initial contract stable, the family farm supplements the initial contract
incompleteness with follow-up contracts, without changing the initial one. Whereas, the family farm, responding to farmers’
opportunism behavior, chooses to develop its vertical integration and conclude follow-up contracts with farmers, partially enfeoffing
and compensating benefits to farmers. Those two strategies respectively embody the complementary mechanism and the
compensation mechanism in the logic of “governing contracts by contracts”. In the complementary mechanism, follow-up contracts,
which are aiming to govern the incompleteness of the initial contract, are strongly correlated with the initial contract. It is believed
that the complementary mechanism contributes to protecting the initial contract from negative impact, which is caused by bounded
rationality of both parties. However, it challenges the initial relationship between two parties. In the compensation mechanism,
follow-up contracts, which are aiming to govern the contract incompleteness caused by farmers’ opportunism, are slightly correlated
with the initial contract. It is believed that the compensation mechanism, by strengthening mutual recognition on agreed contract

information, could maintain the initial contract and the initial relationship both stable.
Key Words: Family Farm; Contract Instability; Governing Contracts by Contracts; Supplementary Mechanism; Compensation

Mechanism
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