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Abstract
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Production efficiency is an important measure because it can be used to describe and
compare firm performance. In addition, it can be used as important information for policy
makers in order to provide appropriate policy planning in determining the direction and
strategy of economic development of the country. In the literature, agricultural performance is
measured from models developed using the static context. As a result, the production
efficiency obtained from the model is inaccurate. Previous studies of Chinese agricultural
performance have also relied on conventional approaches and employed static frontier-based
models. In addition, given that these studies mostly investigated the performance of Chinese
farms based upon different data sets and time periods, it goes without saying that a cross-
study comparison is precluded by the lack of a common basis.

To fill these gaps, the main purpose of the study is to understand the state of
adjustment processes and dynamic structure in Chinese agriculture, this paper proposes a
dynamic frontier-based model using the shadow cost approach in the framework of the
dynamic duality model of inter-temporal decision making. Using a panel data set of 4,201
Chinese farms from three provinces (i.e. Zhejiang, Hubei and Yunnan) from 2003 to 2006,
this is the first study to investigate the allocative and technical efficiencies of Chinese
agriculture using a dynamic shadow cost approach. The findings show that the adjustment of
quasi-fixed inputs is rather sluggish, implying that adjustment costs are considerably high on
Chinese farms. The relatively low levels of allocative and technical efficiencies indicate that

most of farms are unable to catch up with the production frontier under the existing



production technology and that they are unable to use various inputs in the appropriate

proportion given their respective prices.
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