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The Contracting Out of Managing the Illegal
Use of Farmland

Sen-Tyan Lin* and Wei-Ting Hung**

Abstract

The illegal use of farmland severely causes the problems for the environment of
agricultural production which is a long term troublesome problem for the government.
Recently, the number of report of illegal farmland use by civilians exceeds the number of
government prosecution. In addition, there is a suggestion to contract out the monitoring
of illegal use of farmland. This paper analyses two different models of contracting and
investigates their determinants and limitations based on agency theory and theory of
incomplete contract. Data were collected using postal questionnaires and depth interviews
with responsible local officials to compare the current monitoring system with the
proposed contracting scheme. The result shows that the adoption of a contracting system
may lower the political pressure for better management of farmland. However, in addition
to the orientation of input costs and benefits of better performance, the government
should also consider the limitations of sovereign power and decision making transferred
to private firm in monitoring and enforcement by the model of total contracting. Thus
total contracting is not suggested. However, these limitations can be avoided by adopting
contracting of monitoring work only and the subsequent work is enforced by government.
The problems of incomplete information and asset specificity could be mediated. This
paper argues that the government can consider contracting out the monitoring work.
Regarding to the incomplete information which may causes the problem of moral hazard
that can be dealt by the contents of contract so that the firm must reveal its monitoring
information for the better policing of government. Moreover, government should publish
the illegal use of farmland monitored by contract out. This could provide opportunity for
the owners to appeal and to mitigate the adverse effect from political pressure so as to

have a better management for the subsequent punishment and trace.
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FEE R B ERIE Bt - 28 —PFE B R TBUR S BLEHEY EVESE » DU N s MUK b B P s
Bt o

SERE AR S TR - TS BT (agency theory) HHEG
T LI HTE T f# © Bernheim and Whinston (1986, pp.923~924) &8k » AR
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