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Abstract: The current paper conceptualises an innovative, sustainable social business contract
farming model by blending three essential business aspects, namely, relational norms, social capital,
and social business dimensions. In the case of contract farming, evidence shows that the social aspect
and social business-based contract farming model are over-sighted. This study offers an efficient
social business contract farming model by, first, reviewing the conventional contract farming model
and, secondly, by developing and proposing a robust, multidimensional model for contract farming.
This proposed framework may have profound implications for the agriculture sector and may provide
a strong sustainable contract farming management guideline for the global agriculture industry.
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1. Introduction

Contract farming has revolutionised the agriculture sector by improving agricultural
productivity in both developing and developed countries. Realising the effectiveness of
contract farming, non-government organisations, policy makers, donors, and researchers
have proposed to governments, especially in developing countries, to promote and facil-
itate contract farming to enhance agricultural productivity [1–5]. Contract farming is a
legal agreement between a producer (grower) and a buyer (agriculture firm) for a specific
duration on predefined conditions, which offers agricultural inputs and economic resources
to the producer, whereas the producer, in return, allows agricultural firms to control and
educate farmers about the quality and quantity of agricultural product [6–11]. Contract
farming, however, is not without controversy. On one hand, contract farming offers numer-
ous benefits to small-scale farmers, such as risk-sharing, access to higher-value markets,
credit services, inputs at lower rates, reduction in transportation and marketing costs,
access to technology, and access to training and technical assistance by large agricultural
firms. On the other hand, despite all of the benefits, there are numerous criticisms of the
negative effects of contract farming on poor farmers. [12,13]. Researchers, such as [2,14–20],
have shed light on the drawbacks of contract farming. Researchers, including [14–16,21–25]
have reported that many farmers regret participating in contract farming. Their complaints
include monopolistic exploitation due to the bargaining power of buyers, unfair payment
for agricultural produce, high input costs due to a constant demand for high quality, and
high credit ratings.

Additionally, refs [22–26] have raised concerns over the written contracts, including
the legal language of the formal written contracts; missing elements or relational elements,
even in very well-written formal contracts; weak judicial procedure; weak contract enforce-
ment, especially in developing countries; and the inability of small-scale poor farmers to
afford legal assistance in cases of contract violation by agricultural firms, leading to small
scale farmers eventually losing their autonomy [2,26,27]. Relational informal contracts
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have been introduced as a substitute for formal contracts to ensure trust and transparency,
especially in an environment where contract enforcement by third parties (courts) is weak.
The underlying relational norms in relational contracts, strengthen the value of the contract
by increasing the trust in parties under contract. However, researchers are sceptical about
relational contracts because of the possibility of not disclosing all the relevant informa-
tion, conflict, and moral hazard due to selective interpretation of ambiguous information,
distrust and opportunistic behaviour. The weak contract enforcement by a third party or
complete absence of contract enforcement by a third party makes one party—mostly, the
weaker party (small-scale farmer)—bear all the losses in case of contract violation by either
party [27]. Therefore, it can be concluded from the above discussion that neither formal
contracts nor relational contracts alone support small scale poor farmers. There is a need to
apply relational norms in formal contracts to increase the trust in parties under contract.
The concerns raised by researchers over informal contracts are supported by the available
studies, especially those conducted in developing countries [28–40].

Debates and discussions on the pros and cons of contract farming will persist. How-
ever, the said debates are outside the scope of this work. Therefore, this study proposes a
shift in the paradigm of contract farming to a more innovative and sustainable solution in
order to mitigate the crisis in contract farming and to enhance the social and environmental
agenda of contract farming. Sustainable innovation changes the philosophy, values, opera-
tions, and practices of the conventional business to achieve a specific purpose or realise
social or environmental value beyond economic returns [28–40]. Thus, this study proposes
a social business contract farming model as an innovative and sustainable solution to
transform conventional contract farming.

Contract farming is associated with capitalism, which stresses maximising profit. In
the process of profit maximisation, the power asymmetry between the firms and the farmers
always leads the former to have an advantage over the latter. Hence, manipulation cases,
as previously discussed, arise. The said challenges in contract farming can be countered by
social business. Social business focuses not only on the economic aspect but also includes
the social and environmental aspects [41–44]. The social business paradigm aims to support
the poor by empowering them. This is a new paradigm to be advocated in contract farming.
A question that arises is: “What is a conducive environment that can allow contract farming
to thrive to attain the social business objectives?” A probable answer to this question is
social capital.

Social capital facilitates mutually beneficial collective actions, shared representation,
trust, obligation, friendship, and mutual identification. Previous studies indicate that
social capital improves the farmers’ access to information, credit, and reduces the overall
risk of contract farming [45–47]. Social capital acts as a key driver in the success of a
social business or social enterprise by creating competitive advantage and by facilitating
access to resources, mobilising resources, and creating formal and informal ties [48–51].
Previous studies have shown that there could be a complex mediating association among
relational norms, relationship quality, and the outcome of the projects. Hence, social
capital, through its dimensions, could provide the link between contract farming and social
business performance.

The core of the relationship in contract farming is the relational norms. A set of
relational norms has been developed by Macneil and he has stressed its importance, stating
that “the behaviour that does occur in relations, must occur if relations are to continue, and
hence, ought to occur so long as their continuance is valued” [46]. Hence, in improving
the outcome of the contract it is important to ensure that the relational norms contribute
positively towards the social business outcomes. This paper discusses how relational
norms, mediated by social capital, lead to a better outcome for social business. Previous
research demonstrates the importance of relational norms in protecting the relationship
from opportunistic behaviour [47], as well as protecting the poor farmers from bearing all
of the costs in the case of contract violation [48].
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The available literature on contract farming has discussed the application of the rela-
tional contract, but no study demonstrates an integrated framework that describes how
relational norms can improve the outcome of contract farming. Based on the above discus-
sion on contract farming, social business, social capital, and relational norms, this paper
provides answers to some fundamental questions. The questions and their subsequent
objectives are stated below. The first question that arises from the above discussion is:
what is the causal relationship of relational norms on the social business contract farming
performance? The second question is: does social capital mediate the relationship between
relational norms and social business contract farming performance? The first objective is
to evaluate the causal relationship between relational norms on social business contract
farming performance. The second objective is to examine the mediating role of social
capital between relational norms and social business contract farming performance. As
discussed earlier, contract farming in Malaysia—like other developing countries—has not
safeguarded small-scale farmers’ welfare. Therefore, the current study will be conducted
in the Malaysian agriculture sector to investigate the proposed variables.

Encapsulating the above discussion, this paper aims to propose a framework that
ensures sustainable contract farming by improving contract farming performance. The
current study proposes a framework that integrates relational norms, social capital, and
social business performance. The proposed model will help the agriculture sector under-
standing the role of sustainable business practices and the importance of relational norms
and social capital for achieving better contract farming performance. Furthermore, the
current study will also enhance the body of knowledge of supply chain performance by
reducing the communication gap between firms and farmers and strengthening the value
of the relationship. The outline of the remaining paper is as follows: firstly, it discusses
the theoretical basis for the development of concepts proposed in this study. Secondly,
it discusses the model and proposition development. Finally, this study summarizes the
theoretical and conceptual framework into an integrated framework.

2. Theoretical Foundation

The theoretical foundation of this study is provided below.

2.1. Social Business and Philosophical Assumption

Two extreme types of corporate bodies operate in the capitalist system: profit maxi-
mizing businesses with the sole purpose of value creation for shareholders, and non-profit
organizations with a purpose to fulfil social objectives. In organisational structure, the new
form of business called social business emerged after the Noble Prize laureate Professor
Younus’s social business concept. Although Professor Younus’s Grameen Bank concept has
taken 30 years to obtain recognition and appreciation worldwide, the Grameen model has
strongly inspired many sectors by promoting and proposing the idea of entrepreneurialism
rather than charity to counter different social issues, such as poverty [41]. Philosophically,
Professor Younus’s social business concept is based on two fundamental motives of human
beings: selflessness and selfishness. Selfishly, people do seek profit through business;
however, social business is also based on the latter motive, philanthropic service. In other
words, social business is meant to support and empower the underprivileged class of
society. Social business is different from non-profit organisations as investors are allowed
to take their investment back. However, there is no distribution of dividends and profit
must be reinvested in the business [41–44]. Social businesses are based on seven principles.
These seven principles are: objectivity, sustainability, no dividend, reinvestment of profit,
gender-sensitivity and environmentally conscious, fair payment, and conducive environ-
ment and joy [41,42]. The term “social business” is used for all types of organisations,
ranging from non-governmental organisations (NGOs) with income-generating activities to
socially responsible businesses that abide by the double or triple-bottom-line concept [42].



Sustainability 2021, 13, 12680 4 of 17

Many businesses, especially multinational companies in different sectors, have already
adopted innovation and innovative strategies to transform their business models towards
social businesses. Similarly, agricultural firms all around the world have adopted contract
farming as an institutional innovation tool. Contract farming as an innovation tool has the
potential to meet economic goals and improve the well-being of small-scale farmers. Thus,
contract farming has the potential to transform conventional agriculture business towards
social business [41,42]. A significant amount of literature in social sciences disciplines,
such as economics, law and management, discusses contract farming in different aspects.
The Table 1 below has summarised the contributions made by these disciplines towards
contract farming.

Table 1. Contract farming study from different aspects in different disciplines.

Discipline Findings

Economics The available literature in the field of economics has discussed farmers’ welfare, agriculture firms’ performance, bargaining
power, principal-agent theory application in contract farming and repeated game theory in contract farming [2,6,10,27,48].

Law The majority of the literature has discussed the legalities of the contract such as fundamentals of contracts, issues in contracts and
litigation matters, contract enforcement, types of contracts, relational norms and relational aspects in contract farming [38,39,49,50].

Management The available literature in management has discussed relational governance, farmers’ attitude towards contract farming,
improving management practices, helping farms and farmers by providing them with inputs, technology or training [51–54].

It is evident from the above table that the available literature in different social science
disciplines has not discussed contract farming transformation towards social business.
Therefore, the current paper has filled the gap in the literature by proposing a social
business contract farming model that includes the social business concept, which is focused
on more than just profit maximisation.

2.2. Relational Contract Theory and Relational Norms

According to [46] and other researchers on the relational contract theory, [47] devel-
oped the relational norms that have become the core or foundation of the relational contract
theory and the relationship of the parties in a contract. These relational norms serve to
control, guide, and regulate the behaviour of the parties under contract [47,48]. Based
on years of rigorous study on the contract and Macneil relational norms, Macaulay [46]
proposed ten norms or principles that can be found in any form of contract, including
modern-day contracts. The ten norms are: role integrity; reciprocity; implementation of
planning; effectuation of consent; contractual solidarity; the linking norms which are resti-
tution, reliance, and expectation; creation and restraint of power; flexibility; proprietary of
means; and harmonization of the social matrix [44–47].

However, these relational norms have not been operationalised by the author [46].
Subsequent researchers then developed various instruments and scales to measure the
norms. They have searched for concept similarity in these 10 relational norms and have
developed a scale for relational contract norms in different contexts. For instance, in 1992,
2016 and 2007, [55–58] recognised that flexibility, information exchange, and solidarity are
the most commonly observed norms that have been used in different relational transaction
contexts. Furthermore, [56] in 2002 refined these relational norms into five dominant norms
in relational exchange. In addition, [57] in 2004 established the distinctions between com-
mon contractual and relational contract norms and proposed the significance of measuring
and accessing relational norms under different scenarios [59]. Furthermore, researchers,
including [50–52], developed and validated the scales for relational norms in the context
of the construction industry [51]. However, there is no unified concept that shows the
complexity of relational norms and variability of their broad connotations among differ-
ent application circumstances. The agriculture sector and subsectors lack studies in a
relational context. Therefore, based on past literature, this study aims to focus on four
relational norms: role integrity, the propriety of the means, preservation of the relation,
and harmonisation of relational conflict.
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Role integrity refers to the behaviour of the parties under contract in all situations. It
is expected that parties under contract in the agriculture sector will fulfil their obligation in
an adequate way to overcome egoism and acting with integrity and commitment. They
strive to achieve the project’s goals by minimising their tendency towards personal interest
and individual goals [51–55]. The propriety of means refers to an expectation that the
contracting parties have sufficient means to perform their duties, which shows that the
relationship is directed by accepted principles. This norm in an agricultural context refers
to appropriate measures, such as specified pain and gain sharing, and risk sharing to ensure
the parties under contract perform their obligations fully. Preservation of the relation indi-
cates an escalation and expansion of the norms of contractual solidarity, flexibility, restraint
of power, and a certain degree of reciprocity. Preservation of the relationship involves
contracting parties to select behaviour that facilitates the stability of the relationship, holds
the belief that others usually rely upon, accepts combined responsibility, agrees to appraisal
mechanisms, and has faith in the success of the contract [55–59]. Harmonisation of rela-
tional conflict refers to resolving conflicts that threaten the stability of the relationship of the
contracting parties. This norm is drawn from the norm of flexibility and the harmonisation
social matrix. This norm not only requires parties under contract to adhere to planning
and restitution, but also to the extent to which a contracting party can cope with emergent
contingencies with adaptability and flexibility [55].

Relational contracts based on relational contract theory have been practised in both
developed and developing countries for many decades [46]. A relational contract based on
relational theory has shown promising results in the agriculture sector in the North Ameri-
can continent and European countries, such as Nicaragua, America, and Germany [39–42].
The farmer participation in relational contracts in these countries has improved small scale
farmers’ welfare [39,40]. However, relational contract farming in developing countries
has shown mixed results. The study performed in Indonesia has shown that farmers
participating in informal contracts were slightly less poor than non-participating farm-
ers, but that farmers participating in informal contracts were vulnerable to poverty [30].
Similarly, pineapple growers in Ghana have regretted participating in informal contracts
as informal agreements have not been honoured by agricultural firms. Farmers have
reported that, in many cases, small scale farmers began harvesting pineapples, but the
agricultural firms never returned to pick up the product, leaving farmers with unsellable
products and non-payment of harvesting costs. Likewise, in India, Mozambique, and
Nicaragua, relational contracts have shown relatively positive results, but farmers have
reservations over welfare impact [37]. Another, study performed in the Indian state Punjab
has shown that the farmers under relational contracts over-invested in fertilizers to lower
their productivity and increased production costs. Farmers’ expected welfare objectives
under the relational contract were not met [31]. Studies performed in India and Pakistan
have shown that farmers under relational contracts have produced less than what they
have produced under ideal and fully enforceable contracts [32,33]. Similarly, sweet pepper
farmers in Thailand prefer marketing options without contract involvement [34]. Another
study in Ghana has revealed that change in the shipping mode of pineapple from air to sea
has increased production contracts and cash loans for consumption. Therefore, pineapple
exporters use cash loans to increase the value of the contractual relationship, relaxing the
self-enforced constraint due to the inability to enforce contracts [35]. Similarly, in Malaysia,
most of the contracts between farmers and firms are informal and relational. Several
studies have reported relationship issues and communication gaps between farmers and
agricultural firms. Furthermore, farmers do not like to participate in contract farming due
to complicated processes, ambiguous contract terms and the absence of proper contracts
between farmers and the firms. In the case of written agreements, legal language is very
technical for farmers, and farmers experience difficulty interpreting legal language [35–37].
Indeed, relational contracting is providing benefits to small scale farmers, especially in
developing countries, but it does not mean relational contracts have proven beneficial
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for all farmers [37]. The significant amount of contract non-compliance calls for a new
framework that could strengthen contract compliance, especially in developing countries.

2.3. Social Capital and Social Capital Theory

Social capital theory as an essential entry point for sustainable development has drawn
the attention of the whole society, especially in rural development. Social capital theory
underlies networking and social relations. The social capital theory describes how networks
that are formed through social relationships generate mutual value through the exchange
of resources that are valuable for collaborating parties or organizations. Several studies
have considered social capital as an asset or competitive advantage for the collaborating
parties or firms. The social capital theory states that social capital increases over time due
to continuous exchange between collaborating parties [54]. Social capital can alleviate
poverty and improve society through existing dimensions in social capital, unity, culture,
custom, trust, and participation [54–57].

Social capital is based on three key variables: trust, social norms, and sociological
aspects. In other words, social capital is a relationship and norm which forms the social
relationship within the community in a broader dimension. Additionally, social capital is
the capability of the people to work as a community or team to achieve mutual benefits
and goals in various groups and organisations [55–59]. Social capital can also be defined
as a set or series of shared informal values or norms, which are manifested in behaviour
that propels the ability to cooperate and coordinate in producing a contribution to the
sustainability of productivity [48,56–60]. Putnam has categorised social capital into two
broader dimensions: bonding (exclusive) and bridging (inclusive). Bonding (exclusive)
is a reinforcement of strong ties among close and homogenous groups, while bridging
(inclusive) is based on an outlook towards weaker ties between people from different
groups [59]. Theoretically, these dimensions are different but, empirically, they are insepa-
rable, as many groups have both bonding and bridging functions [60]. Later, social capital
has been categorised into three dimensions, including cognitive, structural and relational,
based on a shared vision, social interactions, and trust as shown in Figure 1. The cognitive,
social capital perspective is based on a shared vision which indicates that the resources
provide shared representation and interpretation among parties under contract and em-
body the collective goals and aspirations of the members of an organisation. The relational
dimension is based on trust, respect, friendship, and reciprocity, which are developed
through continuous interactions. Meanwhile, the structural dimension is based on social
interaction, which indicates the overall pattern of connection and interaction among the
actors involved in social activities [60–62].

Social capital in the agricultural sector determines the level of productivity, as well as
other forms of capital. A series of activities that cannot be performed solely by landowners
or producers require cooperation among other actors in order to maintain the high quantity
and quality of the product. Social capital based on cooperation makes collaboration among
agriculture actors possible [63,64]. Social capital is also an important element that affects
the sale of post-production agricultural products, especially in terms of manipulating
the market price [65,66]. Similarly, trading activities are not possible without network
availability. Social capital paves the way for the network. The role of the social capital
among agriculture actors has become very much important for encouraging the bargaining
positions of agricultural actors to be better. Social capital is also an essential component
for agricultural actors to innovate, as making innovation in agricultural activities is more
effective when carried out collectively and in collaboration [1,51–67]. Social capital can be
beneficial to the farming community by reducing transactional costs [55–68]. Additionally,
farming communities with higher social capital are better adapted to market changes and
technology adoption. Poverty reduction and welfare goals can be achieved by strengthen-
ing social capital and community development. In summary, social capital has a significant
role in the strategy of maintaining the sustainability of farmers’ networks in the community
in order to meet their household income needs [69]. Social capital paves the way to care
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for the welfare of small-scale farmers by achieving economic goals. Social capital can
also transform conventional contract farming towards social business. Therefore, this
paper proposes a mediating role for social capital in the social business contract farming
framework. Social capital can mediate social business contract farming performance and
relational contract norms in a formal contract, as shown in Section 4.

Figure 1. Dimensions of social capital.

3. Methodology

The current study employs a document model building approach to develop the
social business contract farming model. The document model building is one of the data-
driven research strategies. The documents comprises written and numerical databases [70].
Researchers in this approach search for appropriate sources and documents, make com-
prehensive reviews of the relevant documents, analyse them and elicit knowledge using
analytical methods [71]. The data for the current study has been obtained through the
systematic review process. The systematic literature review approach used in this study is
well-defined and based on a specific issue or question to answer. This distinguishes the sys-
tematic literature review used in this study from traditional and narrative literature reviews.
The subjects are evaluated for their significance and then summarised. Finally, a body of
evidence is obtained either in favour of or against the issue or subject in question [72,73].
This approach minimises biases, gains in-depth information about the issue or subject
inconsistent with the literature, identifies factors affecting the subject and issue, and creates
a model of the subject by using the literature [74,75]. This approach comprises of five steps,
including: clarifying the question to investigate; identifying the sources in the literature;
assessing the identified sources; reviewing the sources and extracting the intended data
from them; and interpreting, composing and presenting the data in a suitable form [73–76].

Considering social business, contract farming, and social capital as the main themes of
the study and based on the above-stated procedure, this study has searched for keywords,
such as relational contracts, formal contracts, relational norms, and agriculture farming
in different databases, including Elsevier, Wiley Online Library, Emerald, etc. This paper
has focused on scientific and academic papers and conferences. This paper has included
the 62 most relevant scientific and conference papers written in the English language.
After reviewing all of the papers, the current paper has grouped papers into the following
categories, including constraints in contract farming, social capital in contract governance,
and social business and social capital. The available literature has shown that no study has
discussed the relationship between relational norms and social business contract farming.
Therefore, this study has developed a theoretical framework to fill the gaps in the literature.
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Section 4 discusses the proposition and conceptual framework developed based on the
literature review.

4. Conceptual Framework and Proposition Development
4.1. Relational Norms and the Value of the Relationship

The value of the contractual relationship is defined by the terms of the ongoing
contract. The value of the relationship determines the future status of the contract. If the
value of the relationship is high, the chance of contract violation is low, especially in the case
of relational contracts [55,56]. The value of the relationship plays a key role in countries with
weak contract enforcement. Furthermore, the value of the relationship saves the third-party
contract enforcement cost. In other words, contract self-enforcement positively relates to
the value of the relationship [55–60]. If the relationship is well established, the continuation
rate of the contract is high due to the high value of the contract relationship, especially
in the relational contract. The relational contracts are governed by the relational contract
theory. The relational contract theory is based on relational norms, which play a major
role in determining the value of the relationship [55,61,62]. Therefore, it is imperative to
understand the role of relational norms in formal contracts to understand the relationship
between relational norms and the value of the relationship in social business contract
farming performance. Therefore, it can be proposed that:

Proposition (P1a): There is a positive relationship between relational norms and the value of
relationships in a formal contract.

4.2. Relational Norms and Economic Goals

Formal contracts cannot counter opportunism due to their incompleteness. Relational
perspectives governed by relational norms safeguard against opportunism and encourage
risk-sharing among parties under contract. The relational norms create value for all of the
exchange partners. The parties that are under contract benefit from a relational perspective
in all circumstances. The literature shows that the presence of relational governance in for-
mal contracts increases the profitability of the parties under contract [66,67]. Additionally,
the literature shows a positive relationship between relational governance and the profit of
the parties under contract. Therefore, this paper proposes that:

Proposition (P1b): There is a positive relationship between relational norms and the economic goal
achievement of the parties under a formal contract.

4.3. Relational Norms and Farmer Welfare

Small-scale farmers’ welfare under relational contracts has shown inconsistent results.
The literature on contract farming has shown that small-scale farmers’ asset portfolio has
increased under relational contracts, but farmers have shown reluctance to participate in
contract farming. Further, the literature has shown that small-scale farmers who participate
in the relational contract are slightly less poor than farmers who have participated under
the relational contract. However, small-scale farmers participating in contract farming are
vulnerable to poverty [42]. Incomplete relational contracts based on relational norms have
incomplete information, such as the price of the product, and the quality and quantity
of the product [11]. There is a need for formal contracts due to the incompleteness and
ambiguity in the relational contract. Therefore, it can be proposed that:

Proposition (P1c): There is a positive relationship between relational norms and farmers welfare
under a formal contract.
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4.4. Social Capital and Relational Norms

Social relationships are formed through a social exchange which forms social cap-
ital [56]. According to the available literature, social capital is defined as a network of
relationships that adds value to the actors by allowing them access to network embedded
resources [56–59]. Similarly, the pattern of relationships and linkages formed through
social exchanges form the basis for social capital [56–59]. The cognitive dimension of social
capital implies sharing representations, interpretations, and systems of meaning among
parties [66], which can be associated with resource sharing [55–59]. Cognitive social capital
refers to the feelings of the people, while structural social capital relates to the behaviour of
the people [55–58]. The third dimension of social capital, relational social capital, consists
of the relationships partners form with each other via trust, friendship, obligation, and
mutual identification. Relational social capital originates from the relational exchange, and
seeking a better social exchange, which has been regulated by relational norms, serves to
maintain long-term reciprocal relationships [55]. Therefore, social capital can be considered
as a product of social exchange, while relational contract norms act as a set of principles
to facilitate this exchange process. Thus, it can be concluded that social exchanges which
abide by relational norms are more beneficial to the accumulation and generation of social
capital. Precisely, an organisation with a set of goodwill-based norms is more prone to form
a shared vision (the cognitive dimension of social capital) [55–58]. Likewise, the relational
norms of “role integrity” and “preservation of the relation,” requires parties under the
contract to have a deep understanding of the mechanism to safeguard the relationship and
contribute to compatible goals [55–59]. Therefore, it can be proposed that:

Proposition (P2a): Relational norms positively affect the shared vision of the parties under formal contracts.

Structural social capital and relational contract norms establish a series of procedures
to enhance social interaction which makes network ties more concrete irrespective of
frequency and quality [55–59]. Thus, it can be proposed that:

Proposition (P2b): Relational norms positively affect the social interactions among parties under a
formal contract.

For relational social capital, trust has a positive relationship with the concepts derived
from relational contract theory, including solidarity, mutuality and flexibility [55–60]. The
relational norm “role of integrity” requires parties under contract to fulfil their obligations
and overcome egoism, which establishes the initial trust among the parties under contract.
Furthermore, the norm of “preservation of the relation” motivates the parties under contract
to opt for behaviour which fosters trust by sharing responsibility. The symbiotic relationship
exists between relational norms and trust [55–61]. Therefore, it can be proposed that:

Proposition (P2c): Relational norms positively affect the trust of the parties under a formal contract.

4.5. Social Capital and Economic Goals

Initially, the transition of the agricultural sector from centrally planned to a market
economy has failed to generate expected results. The low level of social capital has been
identified as one of the factors that generates disappointing results in terms of the trans-
formation process. Even after decades of transition, a low level of national income of
countries is linked to a low level of social capital. It is claimed that farmers and farm
managers have to regain and relearn how to cooperate in all transition countries. Social
capital build-up establishes new relations which help to overcome market uncertainties.
Past literature has shown that social capital influences gross income in the agriculture
sector. Additionally, social capital plays a vital role in economic development by improving
agricultural performance in developing countries. Therefore, it can be proposed that:
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Proposition (P3a): Social capital positively affects the achievement of the economic goals under
formal contracts.

4.6. Social Capital and Welfare

With today’s rapid economic development, traditional elements of production, such
as labour, land, physical capital, and entrepreneurship, can no longer adequately explain
economic outcomes. The concept of social capital is receiving increasing attention when
it comes to inspecting the welfare of households and the nation. Social capital has been
considered as the capital of the poor and is recognised as one of the factors that can enhance
farmers’ wellbeing and the rural development process in China. The available literature on
social capital and households has shown that high social capital leads to higher household
welfare [77,78]. Furthermore, the acquisition of social capital has a positive impact on
household welfare. Additionally, the impact of social capital on household welfare is
higher than other physical capital and human capital. Social capital is also an important
tool to promote economic welfare. Farmers’ household welfare has been greatly improved
by social capital and poor farmers are more dependent on social capital in comparison
to rich farmers. Similarly, the poor’s return on social capital is larger than other forms of
capital [79–82]. Therefore, it can be proposed that:

Proposition (P3b): Social capital positively affects poor farmers’ welfare under formal contracts.

4.7. Social Capital and Value of the Relationship

Social capital is considered to be a collective asset that increases the efficiency of the
general society in the exchange of resources that occur in it. Social capital is recognised as a
resource that is obtained through the network and social relationship with the outside and
the acquisition of social capital improves the economy by facilitating cooperation for mutual
benefits of members of society. Social capital promotes certain behaviours in transactors in
the social structure which encourage adjustments and cooperation among members of the
society. Social capital is considered as one of the key tools to form information collection
and knowledge bases by maintaining a sustainable relationship and network through
individuals or an organisation [77–79]. Within an organisation, a continuous relationship
as a competitive advantage is obtained through valuable, unusual, incompletely replicable
and irreplaceable resources and learning effects. The ownership of intangible resources,
such as social capital and effective distribution of these resources form the unique strength
of any organisation. Social capital as an intangible resource is considered a mandatory
approach to achieve continuous relationships and to maintain competitive advantage.
Furthermore, relationship assets as a competitive advantage of organisations are acquired
through cooperation between organisations [53,77–82]. Furthermore, increased transactions
among organisations in a long-term relationship will increase the relationship and the
competitive advantage of the organisations [77–82]. Therefore, it can be proposed that:

Proposition (P3c): Social capital positively affects the value of the relationship in formal contracts.

4.8. The Mediating Effect of Social Capital

The parties under contract work to jointly solve issues or achieve a common goal by
knowledge sharing, learning and building consensus based on trust, a shared vision, and
open communication [58]. According to past literature, social capital facilitates information
exchange to enhance knowledge creation and knowledge sharing. The accumulation of
social capital aids the cognitive and behavioural changes necessary for the adoption of a
new approach [66,67]. Additionally, previous literature shows that relational governance
and social capital create trust, enhance performance, and strengthen the contractual re-
lationship. Therefore, it can be inferred that shared vision may enhance the value of the
relationship. Combined with P1a, P2a, and P3c, it can be proposed that:
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Proposition (P4a): The value of the relationship in formal contracts strengthens due to the effect of
relational norms when mediated by a shared vision.

Communication among parties under contract plays a vital role in the successful
implementation of the contract. In other words, social interactions may facilitate collective
practices and create an atmosphere that is mutually beneficial for contract participants. Par-
ties under contract are willing to share knowledge. Furthermore, relational governance and
social capital, enhance the financial performance of the parties under contract. Therefore,
by combining P1b, P2b, and P3a, it can be proposed that:

Proposition (P4b): The economic goal in formal contracts strengthens due to the effect of relational
norms when mediated by social interaction.

Trust is one of the most critical factors influencing resource exchange and teamwork.
Trust increases the willingness of parties to take part in contract farming. Trust in a
relational contract increases farmers’ welfare. Moreover, social capital acts as a mediator
to increase farmers’ welfare by persuading small-scale farmers to participate in contract
farming. Therefore, by combing P1c, P2c, P3b, it can be proposed that:

Proposition (P4c): Relational contract norms in the formal contract when mediated by social trust
ensure small-scale farmers’ welfare.

A conceptual framework is a well-organised, analytical tool that logically integrates
multiple disparities and contexts of a concept to reach a process that can provide the best
possible explanation of the problem under discussion [81]. The growing literature on con-
tract farming and relational contracts shows that contracts, as a sustainable and innovative
tool that works towards social business, is and under-investigated area, despite its high
importance. Thus, this study makes an important contribution to the development of a
conceptual framework that can help to transform contract farming towards social business
contract farming and Performance by ensuring small scale farmers’ welfare, along with
achieving economic goals. Given the growing attention towards sustainable agriculture
contract farming, sustainability-related issues in agriculture, types of contracts and sustain-
ability issues in contract farming performance, and, summarizing the entire discussion on
the relationship of social business objective or performance, social capital, and relational
norms, this study proposes a conceptual framework in Figure 2 by integrating social capital,
along with relational norms in formal contracts to address issues in conventional contract
farming. The proposed research framework has been formulated by integrating relational
contract norms, along with conventional formal contracts and social capital to link the
triple bottom line performance in social business contract farming. The framework consists
of three groups of variables, including independent variables, mediating variables, and
dependent variables. Independent variables include relational norms (i.e., role integrity,
harmonisation of relational conflict, preservation of the relation and the propriety of the
means). Dependent variables includes social business contract farming performance (i.e.,
value of the relationship, farmers’ welfare and economic goals), and mediating variables
include social capital dimensions (i.e., cognitive, relational and structural dimensions). For
relational norms to have an effective impact on social business performance, these norms
should be mediated by social capital variables. This is because the relational norms among
producers and agricultural firms will lead to better contract performance only if there is
interaction, trust, and a common vision (social capital dimensions) among the two parties.
The famers’ welfare and economic goals of farmers and agricultural firms’ achievement
may improve contract farming performance that ultimately enhances triple bottom line
performance. The improvement in triple bottom line parameters, i.e., social and economic
leads towards sustainability in contract farming.
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Figure 2. Social Business Contract Farming Model.

5. Future Direction

The current conceptual study can be tested empirically using a quantitative approach.
The current study can be tested in developing countries, including Malaysia. The data
can be collected from agricultural sectors and sub-sectors using the survey method via
structured questionnaire. The data collected using a survey questionnaire could be analysed
using partial least squares structural equation modelling (PLS-SEM) due to the strong data,
predictive ability and capability of contending with small sample sizes and non-normal
data sets [82,83].

6. Discussion on the Proposed Social Business Contract Farming Model

The conventional contract farming model has created monopsony and power imbal-
ance, as small-scale farmers face exploitation by large agricultural firms. Nevertheless,
with an increase in asset portfolio, small-scale farmers have shown reluctance towards
participating in contract farming. The small-scale farmers participating in the contract
farming model are vulnerable to falling into poverty. Researchers have questioned the type
of contracts between small scale farmers and agricultural firms. Both formal and relational
contracts in agriculture do not guarantee small scale farmers’ welfare.

The challenges in the conventional contract farming model have called for a paradigm
shift in contract farming to transform contract farming towards a sustainable innovative
solution to help small-scale farmers. Many researchers have stated that conventional
business practices are the main cause of environmental and social problems; thus, concern
towards sustainability is of critical importance. Sustainable innovation is a broader concept
and is not just limited to technology adoption for sustainable production [30]. Sustainable
innovation can be viewed as the adoption or introduction of some new processes or
business models or business systems to improve performance on the three parameters of
the triple bottom line, including environmental, social and economic parameters.

Therefore, this paper proposes a social business contract farming model with the
motive to not only achieve the economic goal but also provide a solution to social issues,
such as poverty. The proposed model is aligned with the triple bottom line approach,
which aims to solve poverty (one of the social issues) and the economic goals of both
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the farmers and the agricultural firm. Moreover, this paper proposes the applications
of relational norms in a formal contract, along with social capital, to enhance the social
business contract farming performance by strengthening the value of the relationship,
economic goal achievement, and farmers’ welfare. Social capital strengthening schemes,
such as cooperatives, are formal structures that may lead to social business. The economic
goal achievement and value of the relationship may help in countering social issues, such
as poverty. The social business contract farming model as a sustainable innovation tool
may enhance the performance of the contract, as sustainable innovation improves the
performance of the business. The social business contract farming model can lead to
sustainable development by improving the income and welfare of small-scale farmers.
Therefore, future studies should empirically test and validate the proposed conceptual
framework. The authors expect future studies to test the conceptual framework in different
countries with large sample sizes. This will facilitate generalising the framework and will
shed light on the impact of relational norms and social capital in formal contracts to create
competitive advantage and to achieve sustainable development. The relationships formed
between the dependent variables and independent variables in the proposed model are
backed by many studies, but the integration of relational norms and social capital as a
mediator has not been investigated to date. Future studies should also test other relational
norms, social capital and social business contract farming variables to obtain productive
theoretical and empirical direction and significance in this particular area of research.

Additionally, the current study encourages contract farming by involving small scale
farmers as one of the key stakeholders. There are two main approaches to promote contract
farming: the cooperative model and the collaborative model. The cooperative model, or
coops, is an improved version of contract farming where farmers come together to form
cooperatives. Cooperatives improve the efficiency, transparency, and fairness of the system.
A cooperative model may range across various activities of the supply chain, including
procurement, storage, processing, distribution and marketing. Similarly, collaborative
farming is the type of farming where more than two farmers work together in a formal
arrangement for the mutual benefit of all those involved in the arrangement. These farmers
act as a third party to buy agricultural products from the farmers, and consolidate and
perform cross-docking for the retailers. Collaborative arrangements can offer many benefits
to the farmers, including economic, knowledge sharing and social benefits. Collaborative
arrangements can help farmers economically by increasing returns through the ability to
achieve scale at a lower capital cost, the reduction of costs that are duplicated between
farmers, and risk sharing. Finally, the role of the government to promote more sustainable
contract farming is imperative. Through various policies and assistance, the social business
contract farming model could be realised.

7. Conclusions

By proposing a social business contract farming model, this study helps agriculture
firms to improve the conventional contract farming and achieve a balanced performance.
The outcomes of this study provide policy insight to the practitioners and policymakers
of the agricultural sector and contract farming to achieve higher sustainability in contract
farming by reducing the chances of contract violations. This will eventually help social
business contract farming to expand internationally, which will holistically contribute
towards stability in the contract farming and agricultural sector. Therefore, the completion
of this study has some serious implications on the domestic as well as an international
agriculture sector. Evidence has shown that the agricultural sector holds a central position
in the economic system of developing countries. For the smooth continuation of contract
farming, contribution to the economic system and proper working of the agriculture sector,
the new contract farming model is strongly required. In the agriculture sector, the evidence
shows that the social aspect of the contract farming business is over-sighted. The absence
of social business leads to a crisis in agriculture and contract farming. Hence, an efficient
social business contract farming model helps to reduce this risk.
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7.1. Significance of the Study

The significance of the study in terms of theoretical, methodological and practical is
provided below.

7.1.1. Theoretical Contribution

This research privileges novelty by conceptualising the relationship of relational
norms, social capital and contract farming for triple bottom line performance. Such impli-
cations have not been addressed by past literature. Through conducting this research, this
study will enrich the current body of the literature in contract farming, and social business.
This study will also add to the body of knowledge using relational norms, relational theory
and social capital theory for establishing the link of relational norms as a tool with social
business contract farming performance.

7.1.2. Methodological Contribution

By developing a social business contract farming framework, this research will func-
tion as a methodological base for measuring the triple bottom line performance in agri-
culture and other sectors where contracts are in practice. Future research can introduce
additional social business governance mechanisms into the measurement framework by
implementing the suggested framework which will enhance the accuracy level of measure-
ment frameworks.

7.1.3. Practical Contribution

This study provides a significant practical contribution to improving conventional
contract farming. The conceptual framework help governments in developing countries to
implement policies and implementation of a more sustainable contract farming.

Conventional agricultural firms can transform their business models to become
aligned with triple bottom line parameters. Social business contract farming will en-
sure small scale farmers wellbeing without sacrificing the economic goals of the agricul-
tural firms.
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