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Transaction Cost Sales Channel Choice and E-commerce

Development of Agricultural Products in China
WANG Yangjie® HUANG Haotong® QIANG Hongjie* and HUANG Jikun"

(a: Business School Central South University; b: China Center for Agricultural Policy Peking University)
Summary: The fast development of information and communications technology ( ICT) has reshaped the world from top to
bottom. It not only changes the operation pattern of large retailers and manufacturers in a disruptive manner but also
continuously influences the markets in rural areas and lower-tier cities through mobile payments and e-commerce. China
the worlds largest developing economy has experienced an explosive growth of its e-commerce in the recent decade. The
transaction scale of its e-commerce industry increased from CNY 6. 09 trillion in 2011 to CNY 34. 81 trillion in 2019 with
an average annual growth rate of about 24.35% . In 2015 over 400 million Chinese residents are involved in online
shopping which makes China replace the U. S. as the worlds biggest e-commerce market.

The transaction of agricultural products in China has also embraced the development of e-commerce. Since 2009
thousands of e-commerce villages where more than 10% of households operate online businesses appear in China one after
another. E-commerce provides a new sales channel that allows even small farmers to become their own retailors and sell
agricultural products to consumers thousands of kilometers away without sharing markups with a middleman. However for
small farmers the dream of no middlemen making price spread is still far away because middlemen such as wholesalers
e-commerce entities or agricultural product suppliers not only share the mark-up but also take over jobs such as deep
processing advertisement logistics and after-sales services. These jobs could be an unaffordable burden for small farmers
if they want to greatly increase the amount they sell. According to a survey conducted by China Center for Agricultural
Policy ( CCAP) in January 2022 most farmers sell their agricultural products online through social media apps such as
WeChat and very few have registered an online shop in e-commerce platforms such as Taobao which significantly limited
their capacity of online sales. It seems that for most small farmers even those who have online selling experience
traditional channels are still indispensable.

In recent years the development of rural e-commerce and its potential of promoting the revitalization of rural areas
have caused more and more attention. However most studies still focus on particular cases of rural e-commerce and
details about how farmers choose between online channels and traditional channels and how this channel determination
mechanism influences e-commerce in rural areas have not been systematically discussed.

In this paper we construct a two-period dynamic equilibrium model in which farmers optimally distribute their
agricultural products sold online and those sold through a middleman to maximize overall profits. The equilibrium wholesale
price with the involvement of middlemen equilibrium retail prices and equilibrium total sales of both channels are then
compared as consumers turn from brick-and-mortar stores to online markets. We find that the increase of consumers
purchasing online undoubtedly enhances farmers” bargaining power and makes them better off. The total sales of agricultural
products also increase which indicates that e-commerce can bring a more booming agricultural product market. However
whether the market condition can keep improving as more and more consumers turn to the online market depends on
products” characteristics ( for example perishable or not) and the difficulty farmers face while running online businesses by
themselves. The increasing online sale cost and the fact of products in the need of being sold as soon as possible due to
their characteristics of difficult to be preserved for long time could limit the positive effect of the consumption channel switch
of consumers on market equilibrium.

We then examine the effects of the development of e-commerce in rural China on the agricultural product market based
on a field survey covering 289 rural households. It is found that in communities where the scales of e-commerce are larger
farmers” sales are more profitable which is as expected as our theoretical model. But it is also found that high online sales
costs decrease farmers” profits. A further heterogeneity analysis suggests that high educational levels and experience in e—
commerce related trainings are helpful in lowering online sales costs.

We thus suggest that to improve the welfare of small farmers and accelerate the revitalization of rural areas the
government should take actions to encourage further development of rural e-commerce in the field of agricultural products.
Particularly online sale costs for small farmers should be lowered through improvement of infrastructures in rural areas
better public service and more online sale trainings. In addition qualified middlemen are still necessary for agricultural
product markets.

Keywords: E-commerce; Transaction Costs of Agricultural Products; Sales Channels; Middleman; Market Equilibrium
JEL Classification: Q13 181 018
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