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1. INTRODUCTION




1. INTRODUCTION

we argue that a lack of a
well-functioning
contract market may
reason behind the lack be the reason for still
of farm size increase in prevailing vast majority

China. of small land size
operations in China.

Our objective in this
paper 1s to identify the

Our study mainly contributes to:
the analysis of the
characteristics of farmland
lease contract in China; and
the literature that relate to

contract break by large
landholders.




1.1 FOCUS ON CONTRACT ISSUES

The formation of a large-scale farm operation
must rel‘on the farmland transfer.

The land transaction process occurs

through the land contract mechanism.
eooooo @

When lessees are the large landholders, the
farmland lease contract are more likely to
(a recent national representative survey

2015) . P
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1.2 PARTICULARITY OF FARMLAND LEASE
CONTRACT

Large landholders are not the main problem
1n contract breaks

* Short-term tenancy causes asset specificity loss.
* Short-term tenancy increases cost of contract signings.

What about the
small land owners?




1.3CONTRACTUAL DEMANDS AND BEHAVIOR CHOICES

OF THE LAND-OWNER
1.3.1 MOTIVATION: FLEXIBILITY LOSS COST, SUPERVISION COST AND

HIGH-RENT DEMAND

From small landowners’ perspective, long-term contracts lead to loss in flexibility.

Long-term contracts lead to the expected opportunistic behavior from large land

holders.

To avoid the loss of flexibility and reduction in monitoring cost, small landowners
tend to sign a short-term contract.

Higher rent can provide an incentive to small landowners to enter in a long term
rental contract.




1.3CONTRACTUAL DEMANDS AND BEHAVIOR CHOICES

OF THE LAND-OWNER
1.3.2 ABILITY: HIGH-RENT-THREATEN STRATEGY BASED ON THEIR

MONOPOLISTIC POWER OF LAND




2. THEORY

the equilibrium

1n the short-term

contract at the
signing stage

the equilibrium
in the duration of
short-term
contract,

Table 1. Game equilibrium under different contract characteristics

=i the equilibrium in
TN e /|

N N ————Sl|  contract at the
N signing stage

t,))

There are several equilibriums in the long-term contract.
Landowners may or may not be tempted to raise the rent
and landholders decide to maintain the contract based on
the rental rate (if R, — R, < normal_profit + K + c(I) or not). It Fi‘

can be seen that when landowners rent their lands to the '

the equilibriums
1n the duration of

‘ ' long-t tract
large landholders, they are more likely to implement a SIS G

high-rent-threaten strategy leading to contract instability
situation.

(-ell) a (-ecll) a

(t2, maintain R3, maintain contract)
(t2, Raise R3 to R4, maintain contract)
(t2, Raise R3 to Ry, contract break)



2. THEORY
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A mathematical derivations indicate that, landowner A will
ask for a higher rent in a long—term contract because the
change in the long—term profit per unit of land is positive
for landholder B. B gets higher profit in a long—term
contract. Landowner A can get maximum rental income when the
marginal rent each time equals to the marginal profit per
unit of land received by landholder B.



3. ECONOMETRIC MODEL

Ve : : : :
Nationally representative interview survey

collected from nine provinces of China in
2016.

1,637 samples were being analyzed.

We use a doubly-robust estimation method
to analyze the stability impact of land
contract.




Table 3. The impact of large landholder transfer object on contract break and rent-threaten
T strategy, and the impact of rent-threaten strategy on contract break
VARIABLES Model 1 Model 2 Model 3 Model 4 Model 5

Rent-threaten strategy

I|: l l I 'I‘ large landholder transfer 4657%%%* 3730%** T409%** BT 12%** 37723%%%
4.R S S object wvs. not large (.0572) (.0637) (.2632) (.1581) (.0787)

landholder transfer object

Average value of not large  1.6853 *** ] 8165%%* ] .6799%** 1.6821%** 1.8172%**

landholder transfer object  (.0327) (.0548) (.0368) (.0370) (.0718)
Observations 1,507 1,507 1,507 1,507 1,507
Contract break
l. The Iand-owners who transfer the farmlaqd to large T SN Py
landholders will have a higher 46.57% possibility to ask for stategy vs. no et (0160)  (0169) UL
E E = g threaten strategy
higher rent (high-rent-threaten strategy) in the contract duration Hiove renthrenensttgy 06505097744 \_ —
On ATE Of RA. vs. no rent-threaten  (.0180) (.0244) (.0251)
strategy -
Average value of no rent- (0278 ***  (345%** \\ L0393k
[1. Land-owners’ high-rent-threaten strategy will increase 4.49% threaten straegy (0074) (010D T (0140
g o8 e Observations 1507 1507 T — 1507
pOSSIbI I Ity Of the ContraCt breaks on ATE Of RA Contract break (with the control of Rent-threaten strategy)
large landholder transfer 0565 ***  0340* L0379%* 0406*** 052 5% %%
object vs. not large (.0180) (.0180) (.0191) (.0169) (.0174)
landholder transfer object
= Average value of not large  .0445 *¥*  (0607*** {0370 *** L0370%%* 0402 %%
1. The_ contracts that thg t_rgnsfer objects are large landholders oo oot (0085 (0136 007 G007 L0133
has a higher 6.81% possibility to be broken on ATE of RA Observations 1,507 1,507 1,507 1,507 1,507

Contract break (without the control of Rent-threaten strategy)
large landholder transfer 0681 *** 0452 *** (0461 .0508** 0637***

IV. The contracts that the transfer objects are large landholders objectvs.notlarge  (0177)  (0172)  (0380)  (:0263) (0141)

landholder transfer object

still has a higher 5.65% possibility to be broken on ATE of RA, Average value of not large 0400 **¥%  0494%¥* (325 *¥x  3)5%xx  309***

032
even if we control land-owners’ high-rent-threaten strategy. landholder transfer object ~(.0078)  (.0125) (1065’ (0061) (:0083)

(.
Observations 1,507 1,507 1,507 1,507 1,507




CONCLUSIONS
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THANK YOU.
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