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The Cause of and Solution to the Food
Safety Problems — A Case Study of the
Farmed Chicken Market in Taiwan

Ming-Chin Chin®, Wei-Ting Hung"

The goal of this paper is to develop an understanding of how contract
design in the presence of asymmetric information can influence price level,
quantity, and quality. This paper shows what optimal incentive contracts
require as adverse selection and/or moral hazard occur, and further solves
some related food safety problems.

The theoretical model setting is based on Taiwan farmed chicken market.
The results show that the high quality farmer receives a quality premium on
forward contracts, whereas the low quality farmer receives a forward
contract price that is lower than the expected spot price due to quality. In
addition, when both type farmers are risk averse, under the optimal incentive
contracts offered by the processing firm, the high and the low quality farmers
supply their total production to the forward contract market. However, when
the farmers are risk-neutral, the low quality farmers can bear all the risks.
They are indifferent to supply between forward contracts and spot markets.
Since the high quality still are fully hedged because of quality pricing in
forward contracts, only low quality meat is traded in the spot market.
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Contract transaction, Farmed chicken market
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