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An Empirical Study of Land Tenancy Contracts
in Rural Java—Taking into Consideration
of the “Endogenous Matching”

NAGAI Shunsuke*®
FUKUI Seiichi**
TAKASHINO Nina***

Abstract

This paper tests three alternative hypotheses: risk sharing hypothesis, dele-
gation hypothesis and transaction cost hypothesis, on the determinants of land
tenancy contracts, taking into consideration of the “endogenous matching”. We
used the data from rural Java where the personal ties between the land owners
and tenants play an important role to mitigate transaction costs potentially
caused by moral hazardous behavior. Following Ackerberg and Botticini, we
applied the IV probit model which can control the endogenous matching. While
the indicator of risk, crop rotation or yield variation may be endogenous, we can
not find that its treatment had little consequence. The results of estimation
showed that the degree of tenant's risk aversion has a positive effect on the
choice of share tenancy contract, while risk did not show a significant positive
impact on the choice of the share tenancy contract. The current findings did not
support the risk sharing hypothesis nor the delegation hypothesis. In addition,
the ex-ante commitment for rent exemption or income transfer at the time of
bad harvest has a positive effect on the choice of share tenancy contract. If this
commitment can be regarded as an arrangement for gift exchange, transaction

cost hypothesis could explain the choice of tenancy contract. Nevertheless, the
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transaction cost hypothesis was not fully supported, because we also found a
positive relation between risk aversion and choice of share tenancy contracts. Our
empirical data may suggest that we need an alternative theory of share tenancy

contract.



