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Landlord Satisfaction with Arkansas
Agricultural Land Agreements

Ronald L. Rainey, Bruce L. Dixon, Lucas D. Parsch,
Bruce L. Ahrendsen, and Ralph W. Bierlen

Landlord satisfaction levels with agricultural land-leasing agreements are examined with
a 1998 sample of Arkansas landowners. Ordered probit models are estimated identifying
which factors significantly affect satisfaction levels. Results indicate that the type of lease
is not a significant determinant of landlord satisfaction levels. Proportion of landlord’s
income from leasing, tenant educational background, social capital variables, presence of
irrigation equipment, and perceptions about the FAIR Act were found to significantly affect
lease satisfaction in at least one of the three satisfaction models estimated. A comparison
with an earlier study of Arkansas tenants indicates landlords have generally higher satis-

faction levels.
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Although leasing plays an important role in
the structure of U.S. agriculture, the U.S. land
leasing literature lacks extensive empirical
analysis at the lease level, as noted by Bierlen
and Parsch. Most existing research using U.S.
data focuses on leasing contract design and the
motivations for using specific leasing arrange-
ments. Empirical analyses of U.S. leasing in-
clude Allen and Lueck (1992, 1993), Bierlen
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et al.,, Brown and Atkinson, and Gwilliam. The
scarcity of studies at the lease level is likely
due to a lack of good lease-level data. Lease-
level data are difficult to collect because of the
private nature of the agreements and the high-
ly localized markets within which they are ne-
gotiated. Also, Rainey et al. note the potential
unwillingness of tenants and landlords to re-
lease proprietary information and the reluc-
tance of data-collecting agencies to overbur-
den potential respondents with numerous or
long surveys.

The extent and continuation of leasing as
an institution depend on adequate tenant and
landlord satisfaction with leasing. A major
shortcoming of most empirical leasing behav-
ior studies that use data from individual leases
is the lack of data about the landlord. Typi-
cally, data are gathered from tenants about
their farming operation and personal charac-
teristics. The landlords are not interviewed,
and the only information gathered about them
is through the tenant, which clearly could be
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subject to bias or simple ignorance. As the
landowner and the second party in the lease,
landlords are an important component in the
leasing process.

Landlord satisfaction is important. In per-
fect markets, one would expect landlords to be
satisfied because they can do no better than
their present arrangement. However, land mar-
kets are local in nature and information about
rental prices and land supply can be hard to
obtain (Barry et al.). Lessees might be few. In
addition, landlords can be distant from the
property and not possess much knowledge
about the parcel or agriculture in general. In-
formation asymmetries between landlord and
tenant might be present. Hence, dissatisfaction
could arise and presage changes in contract
type, terms, or ownership of the parcel. The
objective of this study is to identify the deter-
minants of landlord satisfaction. In particular,
the question of whether lease terms or other
factors are the more important determinants of
satisfaction is explored.

An ideal sample would consist of data on
both landlord and tenant for a given parcel.
However, such data would be very difficult to
gather because both parties would have to con-
sent. In this study, data are obtained from a
mail and telephone survey of landlords leasing
land in Arkansas. As such, the sample pro-
vides a complementary study to that of Bierlen
and Parsch, who used tenant data. However,
the two samples are from distinctly different
points in time (1998 versus 1991 in Bierlen
and Parsch) and are not for the same parcels
as in the prior study. The policy settings be-
tween the 1991 sample and the 1998 sample
are quite different, too. The 1991 sample was
for a policy regime characterized by target
prices and deficiency payments. The 1998
sample was observed more than two and a half
years after the passage of the Federal Agri-
culture Improvement and Reform (FAIR) Act
of 1996. In addition, the 1991 farm economy
was still recovering from the bust of the
1980s, whereas by 1998, the farm economy
had recently experienced much better econom-
ic conditions. Schertz and Johnston advance
the hypothesis that landowners benefited more
than operators did from the Act. Thus, we
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must also consider whether the FAIR Act has
an effect on landlord satisfaction.

Conceptual Approach

As observed above, local real estate markets
are imperfect on both the supply and demand
side of the market. There are relatively few
tenants for any given parcel, and even land
within a farming community can vary in qual-
ity by soil characteristics or improvements
such as irrigation. Moreover, the risk prefer-
ences and income positions of the tenant and
landlord can vary dramatically. For instance,
the educational and agricultural knowledge ba-
ses of the two parties can be strikingly differ-
ent from one tenant—landlord pairing to anoth-
er.

Bierlen and Parsch argue that some tenant
dissatisfaction might arise when tenants lack
alternatives in the short run because their
knowledge applicable to agriculture is spe-
cialized. This can generate few employment
alternatives and compel tenants to accept lease
terms they view as exploitative. Such sources
of dissatisfaction are probably less compelling
factors for landlords because farmland can
generally be sold at close to prevailing market
rates. Although landlords might have senti-
mental reasons for not selling land, this form
of exit from leasing allows them an easier way
of remedying their dissatisfaction.

In measuring landlord satisfaction/dissatis-
faction (S/D) with their leases, we adopt the
approach of Bierlen and Parsch.! In their
study, they reject the descriptive-cognitive S/D
theory that is essentially a function of prepur-
chase expectations compared with postpur-
chase measures of the actual performance.
Such an approach is highly impractical for
land leasing studies because most leases run
for numerous years, and most tenants and
landlords would be hard pressed to accurately
recall their preleasing expectations. Instead,
we adopt a structural approach based on eco-
nomic theory that relates satisfaction levels to

! For further description of satisfaction/dissatisfac-
tion methods, see Oliver (1980, 1981).
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variables representing relevant economic forc-
es.

Major Findings of the Tenant Study

Bierlen and Parsch investigated tenant satis-
faction levels with a 1991 survey of Arkansas
farm tenants. The study investigated whether
factors other than lease type and terms are im-
portant in determining tenant satisfaction and
whether nonlease characteristics are more im-
portant in determining satisfaction with crop-
share and costshare leases than satisfaction
with cash rent leases.?

The results from the tenant study indicated
that lease type is unimportant in explaining
satisfaction but that tenants who pay lower
cash rents, receive higher cropshares, or pay
lower costshares tended to be more satisfied.
Other factors that were important in explain-
ing tenant satisfaction included whether the
lease was written or oral, lease length, tenant
dependency on agriculture for income, edu-
cational level, land quality, yield variability,
kinship to landlord, and tenant-owned acreage.
As hypothesized, these factors tended to be
more important in determining satisfaction
with cropshare and costshare leases than sat-
isfaction with cash rent leases. This supports
the notion that cash rent better reflects land
and tenant characteristics than tenant share
levels. Because the landlord survey used in
this study and the Bierlen and Parsch tenant
survey were administered to similar regions,
the results of the tenant study are compared
with the findings of the present study.

Methodology

The estimation and statistical testing uses or-
dinally ranked, limited dependent variable
(ORLDV) models (Nelson). This is the same
approach used by Bierlen and Parsch. The ob-
served dependent variable numerical values

2In a cropshare lease, the landlord receives some
percent share of the crop as a form of compensation.
In a costshare lease, the landlord receives a cropshare
but also pays some proportion of specified production
costs.
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indicate an ordinal ranking of satisfaction lev-
el, with higher values indicating a greater level
of satisfaction than lower values.

The underlying model of ordinally ranked
models assumes that the true value of the de-
pendent variable (y¥) is unobservable. With
the survey, we can obtain the observable re-
sponse (y;), which represents the unobservable
outcome for a defined range. The framework
is

yE=8'x; + €,

where y* represents the unobserved value, X,
is the vector of explanatory variables on the
ith observation, and €, is the error term (nor-
mally distributed with mean zero and unit var-
iance). The observable y; is defined as follows
for the ordered probit model:

If y¥ = 0, then y;, = 0
IfO<yrf=M\theny = 1;
If A\ < y¥, then y, = 2.

For the ordered probit model, A is an unknown
“threshold™ parameter to be estimated along
with 3. An intercept must be included to es-
timate the A parameter (Kennedy).

The models are estimated using maximum
likelihood methods by relying on the assump-
tion that the error terms are normally distrib-
uted. The signs of the coefficients only indi-
cate direction of changes in the highest and
lowest ranked categories of y; for changes in
x,. That is, for a positive component of {3, an
increase in the corresponding X; means that the
probability that y = 0 decreases and the prob-
ability that y = 2 increases. Interpretations of
the changes in the probabilities of the interior
category are unclear because they depend on
the net change in probabilities of the exterior
categories (Greene).

Landlord Satisfaction Model

The independent variables used to estimate the
lease satisfaction model are presented in Table
1. These variables are similar to those used in
Bierlen and Parsch, with some variations to
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Table 1. Model Variable Definitions

Table 1. Continued

Variable Definition Variable Definition
Dependent Variable KNOW Relative landlord knowledge
SAT Landlord satisfaction level compared with tenant of cur-
with current lease: 0 if ad- rent agricultural prices and
equate, 1 if good, 2 if ex- productif‘m methods: l if less
cellent than; 2 if equal to; 3 if more
than
Independent Variables TEDU Tenant highest education at-
CASH 1 if lease type is a cash rent tained: 1 if less than 8 years;
contract, 0 otherwise 2 if some high school; 3 if
CROPSHARE 1 if lease type is a cropshare completed high school; 4 if
contract, 0 otherwise vo-tech school; 5 if some
COSTSHARE 1 if lease type is a costshare college; 6 if completed col-
contract, 0 otherwise lege
CROPCROP Landlord’s share (%) of crop IRRIGATE L if leased parcel is irrigat-
if cropshare contract ed, 0 otherwise
COSTCROP Landlord’s share (%) of op- QUALITY 1988_199? QU avewise
erating expenses if cost- so'y !Jean yleldl (l?ufacrf:] .
Hoare mranheart DECIS 1 if land.lord m‘u.wolved in
AGE Age of landlord in years gﬁiienal SEAERRGS T OR
LEASES e dillerant leases RELATE Social closeness of the con-
the landlord has contract- tracting parties: 0 if stranger
ed . . or institution; 1 if acquain-
LEDU landlord highest education tinoe: 9. i lose Fiend: 3 iF
attained: 1 if less than 8 e P
years; 2 if some high YEARS Number of years parcel has
school; 3 if completed been leased to tenant
high school; 4 if vo-tech ACRES Number of acres in leased
school; 5 if some college; parcel
6 if completed college WRITTEN 1 if least contract is written,
BILL Landlord perception of who 0 otherwise
benefits most from the ANNUAL 1 if lease length is annual, O
passage of FAIR Act: 0 if otherwise
more advantage to tenant;
1 if no change or opinion;
2 if more advantage to account for the inherent differences between
landlord tenants and landlords. These variables are sug-
VALUE Total value ($1,000) of the gested by the theoretical implications of moral
cropland that landlord hazard and risk aversion (Allen and Lueck
owns and leases out to 1992, 1993, 1995; Bierlen, Parsch, and Dixon;
oticos: 1t undex- 106, 2 Dasgupta, Knight, and Love), managerial abil-
if 100-249; 3 if 250-499:  jty/human capital (Bierlen and Parsch; Brown
4 if 500-999; 5 if 1,000 and Atkinson), social capital (Gwilliam), and
and above credit constraints (Bierlen et al.) on landlord
INCOME Percent of landlord income

from leasing: 1 if less
than 25%; 2 if between 25
and 49%; 3 if between 50
and 75%: 4 if greater than
75%

lease satisfaction. The major innovation in the
landlord model from the tenant model is the
variable BILIL, which accounts for landlords’
perceptions of whether the FAIR Act favored
landlords over tenants or vice versa. It is de-
fined to take on a value of O if landlords be-
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lieved the BILL favored tenants more than
landlords, 1 if landlords perceived no change
or had no opinion, and 2 if the landlords be-
lieved the FAIR Act favored them. The FAIR
Act introduced the production flexibility con-
tract that assured an income stream regardless
of output. These payments continue under the
new farm bill, Farm Security and Rural In-
vestment Act of 2002. Feelings of satisfaction
are generally relative to perceptions of how
others are doing. If landlords feel they were
favored by a new policy affecting the contract,
they should feel better off relative to the ten-
ant; thus, their satisfaction should increase.

Data

This study uses a 1998 survey of 706 land-
lords who likely had leases in five Arkansas
crop-reporting districts that make up the Delta
(eastern third of state) and the River Valley
(along the Arkansas River) regions of the
state. The 706 landlords were identified from
partial lists generated by Arkansas Agricultur-
al Statistics Service in their administration of
the 1997 Census of Agriculture. Selection into
this sample required that landlords operate no
more than 80 acres themselves, so that they
were essentially not involved in production
agriculture. Of the 706 sampled, 199 usable
questionnaires were returned, with 125 of
these having sufficient information to use in
the ORLDV models. Of the 125 usable ques-
tionnaires, only 11 landlords indicated farming
any land themselves. The regions include al-
most all of the State’s cropland operations be-
cause row crops are extensively produced in
these two areas with little livestock produc-
tion.

The landlords were asked to provide de-
tailed information about their largest 1998 lease
for a specific crop. The lease had to be for one
of three crops: rice, full-season soybean, or cot-
ton. The survey gathered data on Arkansas
leasing behavior, including location of leased
acreage, background information describing the
tenant and the landlord—tenant relationship, the
longevity and terms of the leasing arrangement,
questions examining landlord perception of
tenant managerial ability, relative financial con-
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ditions between landlord and tenant, and an ex-
amination of landlord and tenant relative man-
agerial participation levels. Summary statistics
for the variables used in the study are presented
in Table 2 across lease types and satisfaction
levels.

The summary statistics reveal that the typ-
ical landlord was near retirement age (63 years
old) and leased out an average of 635 acres.
The landlords maintained more than one lease
(1.52), and they had contracted with their cur-
rent tenant for a number of years (9). USDA’s
1999 Agricultural Economics and Land Own-
ership Survey (AELOS) reports similar num-
bers for landlord age and number of leases
contracted for the nation. In addition, AELOS
reports confirm our findings that most land-
lords are not overly dependent on leasing in-
come. Almost half of the leases in the sample
were costshare (47%), whereas cropshare leas-
es made up 42% of the sample. Only 10% of
the leases in the sample were cash rent con-
tracts, whereas AELOS reports 43% of leases
being cash contracts for Arkansas.* Thus, our
findings are weighted toward share agree-
ments.

The mean satisfaction levels are reported in
Table 2 for the full-sample, cash rent, crop-
share, and costshare subsamples. Mean satis-
faction levels for the two share-type contracts
are significantly higher than for cash rent. Fur-
ther tests show that landlord satisfaction levels
are statistically significantly higher (p = .05)
than the tenant levels in Bierlen and Parsch
when adjusted for scale for both the full-sam-
ple and share contracts. The satisfaction dif-
ference for cash rent is not significantly dif-
ferent between the two studies. Two
implications can be drawn by comparing the
landlord and tenant satisfaction levels. The
first is that landlords are probably more sat-
isfied because it is easy to withdraw from the
land leasing business by selling the land. Ten-
ants, on the other hand, typically have consid-
erable human capital in being a farm operator,
so exiting farming has a much higher oppor-
tunity cost. Also, tenants can be restricted by

* AELOS includes all leases on agricultural lands,
including both crop and livestock production.
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Table 2. Model Variable Means by Lease Type and Satisfaction Level

Lease Type Satisfaction Level
Variable Full Sample Cash Rent Cropshare Costshare  Adequate Good Excellent
Dependent Variable
SAT 1.08 0.92 1.06 1.13 0 1 2
Independent Variable
CASH 0.10 1 0 0 0.13 0.11 0.08
CROPSHARE 0.42 0 1 0 0.40 0.47 0.38
COSTSHARE 0.47 0 0 1 0.47 0.42 0.55
CROPCROP —- - - 25.40 — 23.75% 26.00* 25.67*
COSTCROP — — — 31.55 30.07* 30.00* 34.05%
COSTCOST — — — 15.57 13:53% 12.54% 20.02%
AGE 63.31 63.38 63.08 63.51 62.57 66.25 59.83
LEASES 1.52 1.54 1.43 1.59 1.47 1.67 1.35
LEDU 4.71 4.08 4.70 4.86 4.83 4.47 4.95
BILL 0.99 1.15 0.96 0.98 0.83 0.98 1:13
VALUE 3.24 3.00 3.23 3.31 3.40 322 3.15
INCOME 1.85 1.54 1.87 1.90 1.30 1.93 2:15
KNOW 1.52 1.54 1.38 1.64 1.63 1.51 1.45
TEDU 4.26 3.15 4.53 4.25 3.93 3.96 4.90
IRRIGATE 0.86 0.77 0.87 0.86 0.87 0.82 0.90
QUALITY 27.85 26.30 27.94 28.11 27.85 27.85 27.85
DECIS 0.33 0.08 0.23 0.47 0.20 0.38 0.35
RELATE 1.74 1.69 1.75 1575 1.30 1.71 2:13
YEARS 9.33 6.08 7.49 11.69 7.73 8.60 11.53
ACRES 635.39 592.15 596.80 679.59 583.01 664.76 634.30
WRITTEN 0.46 0.54 0.55 0.37 0.60 0.49 0.33
ANNUAL 0.21 0.38 0.23 0.15 0.20 0.22 0.20
Observations (n) 125 13 53 59 30 55 40

* Mean calculations only include those leases with the indicated lease characteristic.

the distance they are willing to travel to rented
land, thus narrowing their potential to increase
satisfaction. Additionally, landlords are older
than tenants and might be willing to accept
lower returns, as well as have a sentimental
attachment to owning the land, which tenants
lack. The second implication is that cash rents
require the least cooperation between tenants
and landlords and do not involve the uncer-
tainty and trust of share arrangements. Also,
cash rents are more easily compared with per-
ceptions of going market rates than the rela-
tively more detailed share agreements. There-
fore, cash leases are readily adjusted to a level
of mutual satisfaction.

Estimation Results

To investigate whether lease type and/or other
characteristics are related to satisfaction, three

different ORLDV models are estimated. The
dependent variable for all three models is
landlord satisfaction (SAT) with the lease. The
variable takes on a value of 0 if satisfaction is
adequate, 1 if good, and 2 if excellent.* The
landlords reported relatively high satisfaction
levels with their leases, indicating 24% ade-
quate, 44% good, and 32% excellent. This is
not surprising considering the almost 10-year
average length of the contracting relationship.

The first ORLDV model, which is called
the full-sample model, includes all the obser-
vations in the sample and has satisfaction as a
function of lease type, as well as all of the
other variables hypothesized to determine sat-
isfaction levels. The other two ORLDV mod-

* A lease satisfaction rating of “poor” was also
available, but no landlords reported a poor rating.
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els are subsamples taken from the full sample.
The first subsample contains all the observa-
tions on cropshare leases, and the second sub-
sample includes all the observations on cost-
share leases.” The estimated coefficients are
presented in Table 3 with estimated asymptotic
standard errors in parentheses.

An important question answered by the
full-sample model is whether type of lease se-
lected is exogenous to satisfaction. In the con-
text of the full-sample model, this hypothesis
is tested with a Wu-Hausmann test as in Lin
or Maddala. The test statistic indicates that the
exogeneity hypothesis cannot be rejected at
the .05 level. This finding supports the belief
that satisfaction is not jointly determined with
the selection of lease type but that lease type
can be considered an independent variable
among the forces determining satisfaction lev-
el. The result also implies that it is appropriate
to consider the three lease types as indepen-
dent variables when estimating the full model.

The full-sample model correctly classifies
59% of the 125 lease satisfaction observations.
The coefficients of the binary variables indi-
cating lease type (CASH, CROPSHARE, and
COSTSHARE) are all statistically insignifi-
cant. This indicates that choice of lease type
is not an indicator of satisfaction and that sat-
isfaction is determined by other factors. This
is similar to the finding in Bierlen and Parsch
that tenant lease satisfaction is not determined
by lease type selection. Thus, we must look to
other factors to determine level of lease sat-
isfaction.

The full-sample model estimated coeffi-
cients show that landlord perceptions about
who benefited most from the FAIR Act
(BILL), percentage of landlord income derived
from leasing (INCOME), tenant education lev-
el (TEDU), and the initial relationship of the
contracting parties (RELATE) significantly ex-
plain landlord satisfaction with their current
leases.

Landlord beliefs that they benefit relatively
more than tenants from the FAIR Act (BILL)

S Lack of a sufficient number of observations for
cash rent contracts precluded estimation of a cash rent
subsample model.
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are positively associated with satisfaction lev-
el. Schertz and Johnston found that landlords
were changing their existing leases to extract
the benefits of the FAIR Act, but only a small
percentage (7%) of the surveyed landlords in-
dicated changing their lease as a result of the
FAIR Act. In addition, only 7% of the land-
lords in this sample felt the FAIR Act favors
landlords, and none of these landlords reported
changing their lease. Therefore, our results
give no support for Schertz and Johnston’s
finding. However, the results here show that
landlords with a favorable view of the FAIR
Act are more likely to have higher levels of
satisfaction with their lease than landlords
with an unfavorable view.

The positive and significant coefficient on
INCOME suggests that, as the landlord’s pro-
portion of income from leasing increases, sat-
isfaction levels increase. This result likely
stems from the relatively increased depen-
dence of the landlord’s income on the lease.
A similar result was reported in the 1991 ten-
ant survey. Bierlen and Parsch reported a pos-
itive and significant sign for the variable rep-
resenting the percentage of tenant income
derived from farming. Because the lease in
question is the landlord’s largest lease for a
particular crop, landlords could recognize the
greater importance of the lease to their income
and, therefore, might more critically negotiate
favorable lease terms.

The significant coefficient for TEDU indi-
cates that landlords are sensitive to lessee ed-
ucational background. The positive coefficient
for TEDU indicates that as the tenant’s edu-
cation increases, so does the landlord’s satis-
faction level. This result could stem from the
landlord’s perception of having contracted a
good manager.

The statistically significant, positive coef-
ficient for the initial relationship of the con-
tracting parties (RELATE) provides empirical
support for the social capital paradigm, indi-
cating that as the contracting relationship
grows closer, the landlords are more likely to
rate lease satisfaction as excellent. Combining
this finding with the results in the 1991 tenant
survey indicates the important role of social
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Table 3. Maximum Likelihood Coefficient Estimates of the Ordinally Ranked Limited Depen-
dent Variable Models

Variable Full Sample Cropshare Costshare
CASH —0.0297
Cash rent contract (1.8259)
CROPSHARE —0.04782
Cropshare contract (1.8458)
COSTSHARE —0.0425
Costshare contract (1.8757)
CROPCROP 0.0300
Crop shared for cropshare (%) (0.0391)
COSTCROP 0.0014
Crop shared for costshare (%) (0.0500)
COSTCOST 0.0420
Cost shared for costshare (%) (0.0548)
AGE —0.0101 —0.0390 0.0207
Age of landlord (0.0131) (0.0293) (0.0240)
LEASES 0.0417 0.1005 —0.0938
Number of leases (0.1441) (0.2906) (0.4301)
LEDU 0.0909 —0.0492 0.2794
Landlord education (0.1023) (0.2742) (0.2182)
BILL 0.7686%* 2.2108* 1.6639**
FAIR perceptions (0.3387) (1.3108) (0.7408)
VALUE —0.2227 —0.2870 —0.0273
Landlord farmland value (0.1505) (0.2840) (0.4382)
INCOME 0.4394*** 0.3146 0.5762
Landlord leasing income (0.1512) (0.3339) (0.3810)
KNOW —0.1662 —0.1884 —0.5432
Landlord agricultural knowledge (0.2212) (0.7611) (0.4459)
TEDU 0.2474%%* 0.2996 0.4086**
Tenant education (0.1044) (0.2605) (0.1984)
IRRIGATE —0.2941 0.7879 —2.3061%*
Irrigation equipment (0.3480) (0.7943) (1.2111)
QUALITY —-0.0771 —0.2676 —0.1355
Farmland quality (0.0565) (0.1815) (0.1017)
DECIS 0.3501 0.2580 0.0594
Managerial decisions (0.3074) (0.9543) (0.5387)
RELATE 0.4496%*=* 0.4961 0.7127*
Landlord and tenant relationship (0.1656) (0.4024) (0.3840)
YEARS 0.0293 0.0266 0.0928%*
Length of contracting relationship (0.0200) (0.0537) (0.0463)
ACRES —0.5E-04 0.0005 —0.0008
Size of lease (0.0005) (0.0011) (0.0008)
WRITTEN -0.2202 0.1380 -0.2097
Lease is written (0.3417) (0.9238) (0.6757)
ANNUAL 0.4297 —0.0410 0.7516
Lease has annual terms (0.3559) (0.7127) (1.0578)
Y 1.6326%** 2.0970%** 2.0532%*+
(0.2162) (0.5958) (0.7255)
Model Significance (x?) 60.180%** 36.541%*#* 52.94 ] #*x*
Observations (1) 125 53 59

Notes: Estimated standard errors are in parentheses below coefficient estimates. Asterisks denote levels of significance
from two-tailed r-tests. Values were significant at the *#* 01, #** .05, or * .10 probability level.
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capital-related variables in lease satisfaction
from both landlord and tenant perspectives.®

The cropshare model has only one statis-
tically significant variable and only at the .10
level. This is surprising because several fac-
tors (length of lease, relationship, income from
farming, whether lease was written and/or an-
nual) were significant at .05 in the 1991 study.
The model classifies 76% of the observations
correctly, and the overall chi-square statistic
for model significance is significant at the .01
level. Pairwise correlation coefficients of the
independent variables do not indicate any ob-
vious multicollinearity. The one significant
variable, BILL, implies that a favorable view
of the FAIR Act leads to higher levels of sat-
isfaction among landlords with cropshare leas-
es. Percentage of the cropshare was not sig-
nificant, as in the 1991 study, indicating that
the contract terms for these contracts are not
major determinants of lease satisfaction.

The costshare model correctly classifies
69% of the satisfaction observations. Coeffi-
cient estimates indicate that landlord percep-
tions about who benefits from the FAIR Act
(BILL), tenant education level (TEDU), pres-
ence of irrigation equipment (/RRIGATE), the
initial relationship of the contracting parties
(RELATE), and the length of the contracting
relationship (YEARS) significantly explain
landlord satisfaction with their costshare leas-
es. Unlike the tenant study, terms of the agree-
ments (COSTCROP and COSTCOST) are not
significant. Apparently, landlord satisfaction is
not affected by the terms of the costshare
lease.

The positive and significant sign for BILL
indicates that a landlord’s perception that the
FAIR Act’s passage disproportionately bene-
fited landlords leads to higher levels of satis-
faction. The magnitude of the BILL coefficient
implies FAIR Act perceptions were very im-
portant to landlord satisfaction levels.’

¢ Bierlen and Parsch obtained positive coefficients
for length of lease and relationship, with length of
lease being significant.

" In probit models with a unit variance on the error
term, the magnitude of the binary variable coefficients
indicates the relative importance, compared with other
binary variables and \, the threshold parameter.

h
Lh

The significant coefficient for tenant edu-
cation supports the opinion that education and
management expertise are important compo-
nents of landlord satisfaction. Increasing ten-
ant formal education, TEDU, significantly in-
creases the probability of landlords rating a
lease excellent. This focuses on the role of ten-
ant managerial ability, with landlords rating
leases higher when a **better’” manager is con-
tracted.

Productive capabilities of the land, asset-
enhancing characteristics, or both also are im-
portant determinants of lease satisfaction. The
negative and significant coefficient for IRRI-
GATE implies that landlords are less satisfied
when this asset-enhancing characteristic is
present. Interestingly, this variable is not sig-
nificant in the other two estimated models. In
addition, it is insignificant for all models in
the 1991 tenant study. Irrigation not only can
be seen as a risk-reducing asset for both the
landlord and tenant, but it also allows for more
managerial flexibility in terms of planting de-
cisions. Therefore, its presence should indicate
higher returns and greater satisfaction. Irriga-
tion’s negative sign suggests that landlords in
costshare contracts might negotiate more in-
tensely for favorable terms and therefore
might evaluate the returns of their leases more
critically for irrigated parcels. The surprisingly
negative coefficient suggests that landlords are
unsuccessful in achieving their goals.

The positive and significant signs on REL-
ATIVE and YEARS imply that as the relation-
ship between the contracting parties grows
closer and longer in duration, the landlords are
more likely to rate a lease excellent. These re-
sults provide strong support for social capital
playing a significant role in landlord satisfac-
tion with costshare leases. A similar result is
reported in the tenant study. Both of these
findings could result from a decrease in infor-
mation asymmetry between landlord and ten-
ant and an overall increase in the comfort level
and communication between the contracting
parties.

Summary and Conclusions

This study examines factors explaining land-
lord satisfaction levels with their 1998 crop-
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land leases in Arkansas. Findings are most ap-
plicable to share agreements because 90% of
leases analyzed were of this type. The analysis
specifically examines whether the type of
lease, the terms, or both are significant ex-
planatory factors of lease satisfaction. The
study results indicate that lease type is not a
significant indicator of satisfaction. Likewise,
percentages of cropshare and costshare are not
significant determinants of landlord satisfac-
tion levels. Although lease type was not sig-
nificant for tenant satisfaction in an earlier
study, lease terms were important in costshare
leases for tenants. Moreover, mean satisfaction
levels were significantly higher for landlords
than for a sample of tenants for the same re-
gion taken in 1991. One explanation for these
results is that landlords can exit from leasing
more easily than tenants can from farming, so
only more satisfied landlords remain in leas-
ing.

Landlord perceptions about whether the
FAIR Act benefits landlords over tenants,
landlord dependence on leasing income, tenant
educational background, presence of irrigation
equipment, and length and nature of the con-
tracting relationship are significantly associ-
ated with landlord satisfaction levels in at least
one of the three models estimated. The social
capital findings suggest that the dynamics of
the relationship play an important role in lease
satisfaction. In addition, a landlord’s percep-
tion that the FAIR Act benefits landlords over
tenants is significant for all of the estimated
models and positively associated with satisfac-
tion. Thus, the continuation of the 1996 FAIR
Act fixed payments under the 2002 farm bill
should please landlords.

There appear to be symmetries and asym-
metries between landlords and tenants in terms
of factors determining satisfaction. The exis-
tence of asymmetries is not surprising because
the roles are very different. These differences
indicate that a fuller understanding of the ten-
ant-landlord relationship requires information
on both landlords and tenants. Future empiri-
cal studies of agricultural land leasing should
include data gathering on both tenants and
landlords to the extent possible.
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