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ABSTRACT Property rights must ensure confidence to the landholder in resource use, investment, and sustainable management. 
However, the rights vary according to the land title and tenure. It is pertinent to study the dimensions of property rights and 
their impact on short and long-term investment on land. The rights of the inheritance, purchase, private rental lands, and trust 
rental lands determines the investment on land. Farmers owning inheritance, purchase, and trust rental sites have security 
and transferability compared to private rental sites, thereby influencing the investment in lands. Secure property rights of 
inheritance and purchase sites have led the farmers to invest both in short and long-term investments. Even though the trust 
rental lands are long-term leases, the tenants have invested only in short-term investments and are reluctant to invest in long-term 
investments as their rights are incomplete. As a whole, the type of tenure determines security, transferability, and investment 
on land. Secure property rights encourage investment in the land and ensure sustainable management of land and agriculture.

INTRODUCTION

This paper analyses the interlinkages between 
property rights and investment in agriculture. 
Property rights entitle the resource use, invest-
ment, benefits, mortgage, lease-out, and credit 
access. The economic theories have put forth 
three criteria for measuring the dimensions of 
property rights, such as exclusivity, security, 
and transferability (Demsetz 1967). Exclusivity 
refers to the ability of a landowner to reap the 
benefits from investment by excluding others 
from use. The legal system encompasses the 
security of a property and ensures ownership, 
and prevents others from encroachment (Deb 
2020). Transferability ensures the landholder 
right to transfer/sell the property to others. The 
property that has all the above three criteria is 
considered as secure property rights. 

In India, the farmers cultivate inherited and 
purchase lands wherein the property rights of 
the land get transferred from one person to an-
other. The rights of inheritance property ensure 
equal rights to all the family members. Whereas 

purchase property gives exclusive rights to the 
person who has purchased it. A farmer may be 
reluctant to invest in inheritance property as there 
is more possibility to claim the rights in the future 
by the family members (Brassington 2019). At 
the same time, purchase property provides secure 
rights to the individual to make his own decision. 
Contract farming contributes livelihood for the 
marginal and landless (Ncube 2020).

Nevertheless, tenant rights are highly insecure 
(Tiwari and Verma 2020). Mostly, the lease 
period is three years; the tenants have to return 
to the landowners as per the agreement. A short-
term contract for three years affects the tenants’ 
rights. As a whole, insecure right affects both 
landowners and tenant’s investment decision in 
agriculture. Short and long-term investments are 
generally happening in agricultural processes 
and land. Short-term investments usually 
occur in every season of cultivation, such as in 
managing bunds and land levelling. Borewell, 
land reclamation, plantation of trees, fencing, 
and soil improvement constitute long-term 
investments that take long tenure to reap the 
benefits. Secured property rights encourage the 
farmers to invest more in long-term technologies 
and enjoy the same in the future (Deb 2020). 
However, the insecure right holders avoid 
undertaking long-term investments (Hayes et 
al. 1997; Place and Swallow 2000). Compared 
to inheritance and purchase sites, long-term 
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selection of blocks, villages and households. 
According to the information provided by the 
District Statistical Department, the researcher 
identified two villages, wherein they cultivate 
more trust lands, that is, Pannapattu Panchyat 
village under Administrative Block of Kuma-
ratchi and Kathirimedu Panchyat village from 
Keerapalayam Block. The next level employed a 
proportionate stratified random sampling method 
to identify the sample farmers of different tenur-
ial groups, viz. inheritance, purchase, private ten-
ants and trust tenants. In total, the study collected 
information of 539 sites from inheritance (209), 
purchase (185), private tenancy (67), and trust 
tenancy (78), respectively. With the help of the 
structured interview schedule, a pilot study was 
carried out and finalised for primary data collec-
tion. The pilot survey enriched the researcher to 
contextualise the existing property rights institu-
tion and investment in agriculture. Preliminary 
analyses and the identification of the relationship 
between property rights and investment used 
Statistical Package for Social Sciences software. 

RESULTS AND DISCUSSION

Analysis viewed the strength of property rights 
and their impact on short and long-term invest-
ment through the perspectives of land tenure, site/
land, and farmer’s characteristics. It hypothesised 
that the “dimensions of property rights and invest-
ment differ among the types of tenure, site charac-
teristics and farmers characteristics.” Given this, 
the forthcoming section analyses the dimensions 
of property rights and their impact on short and 
long-term investment on land.

Security and Transferability

Tenure security is ensuring exclusive rights 
to the landowner for resource use and harvest 
the benefits. Transferability right permits to 
transfer resources to others. However, indigenous 
institutions permit local people to use the private 
sites for grazing, collecting fodder, wastes, 
and others, and these practices are considered 
secondary use rights. All the site owners extend the 
secondary rights to the local commons irrespective 
of tenurial groups in the surveyed region. Hence, 
the dimension of ‘exclusivity’ is not considered 
for the analysis. Security and transferability of 
the sites were found to have similar relationships; 

investment decisions are high on purchased 
plots rather than inheritance plots (Birner and 
Gunaweera 2001). 

Tenure is the first requirement for agricultural 
activity, and a sufficient time horizon is required 
to reap the benefits from investments (Jacoby 
and Mansuri 2006). Nevertheless, tenants cannot 
invest in long-term land improving technologies; 
instead, they invest in the short-term to reap the 
instant benefits (Tiwari and Verma 2020). On the 
other hand, colossal investment foregone over the 
longer time horizon run by the landowner for man-
aging land fertility might be affected by the ten-
ants due to short-term contracts. Due to insecure 
rights, if the long-term investment is foregone, 
the land quality, yield, and management would 
get affected. Thus, it hypothesised that secure 
property rights affect investment decisions, lead-
ing to sustainable land management. More than 
70 percent of the household assets in India are in 
the form of land and housing, but there is insuf-
ficient data and research on property rights (Deb 
2020). Given this, the present venture analyses the 
dimensions of property rights and their impact on 
investment on land in Tamil Nadu.

Objectives of the Study

This study aims at analysing the interlinkages 
between property rights and investment in agri-
culture. The specific objectives are to analyse the 
security and transferability among different types 
of tenure and its variation among the cash con-
tract, sharecropping, mortgage and temple trust 
lands. Besides, it seeks to analyse the linkages 
between tenure, site characteristics and farmers 
characteristics related to agricultural investment.

MATERIAL AND METHODS

In Tamil Nadu, the farmers cultivate their 
own and rental lands. The title of own lands is 
purchase and inheritance, wherein rental lands 
are leased-in from private and trustees. The private 
lands leased out are short-term (not more than 
three years), but trust lands ensure long-term 
cultivable rights (for generations). Farmers 
of the district cultivate inheritance, purchased 
and private rental lands, whereas trust/temple 
cultivable lands are few and scattered. Multistage 
proportionate sampling procedure followed for 
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The bundles of property rights differ among 
the types of tenure controlling the effects of 
farmers of different social groups. Site character-
istics have been validated given the significance 
obtained for the types of tenure in the Probit 
model. The t ratios of inheritance (9.36), pur-
chase (8.47), trust (7.7), and field size (2.77) are 
significant at one percent level. The farmers cul-
tivating the sites with inheritance, purchase, and 
trust rented lands have a greater probability of 
security and transferability than those in the ref-
erence category, private rental land. Inheritance 
and purchase sites are privately owned, and they 
are secure to the farmers. Though the trust sites 
are rental, the trustees have obtained a long-term 
lease, and thus the tenants feel secure. A similar 
significant variation in the bundle of property 
rights across tenure types is also reported in an 
earlier study (Manyong and Houndekon 2000).

Of the site characteristics, field size has a 
positive relationship with security and transferability 

hence these variables are taken together as a single 
dependent variable. For analysing the dimensions 
of property rights with different land titles, site/
land, and farmer’s characteristics, the Probit Model 
is adopted and given in Table 1. 

The binomial probit model with security 
and transferability as dependent variables and 
type of tenure, site, and farmer’s characteristics 
is considered relatively good for this analysis. 
The calculated Chi-square (225.99) is significant 
at 1 percent level, and the fitted model predicts 
nearly eighty-five percent of the cases. Further, 
the McFadden’s pseudo-R-square value (0.35) 
of the model is substantial though comparatively 
lower than those estimated in earlier studies 
(Manyong and Houndekon 2000; Holden and 
Yohannes 2001). It implies that the explanatory 
variables viz., type of tenure, site characteristics, 
and farmer’s characteristics together explain over 
thirty-five percent of the variation in the binary 
variable of security and transferability.

Table 1: Determinants of security and transferability: Probit estimates

S. No. Variable Expected sign Coefficient Std. error Asymptotic t Sig.
I. Type of Tenure
1. Inheritance + 3.10** 0.33 9.36 0.00
2. Purchase + 2.65** 0.31 8.47 0.00
3. Trust + 2.66** 0.34 7.71 0.00
II. Site Characteristics
4. Field size + 0.25** 0.09 2.77 0.01
5. Fertile soil + -0.15 0.15 -1.02 0.31
6. Ground water irrigation + -0.63 0.35 -1.79 0.07
7. Distance to canal - -0.30 0.23 -1.30 0.19
8. Distance to house - -0.10* 0.05 -1.93 0.05
III. Farmer’s Characteristics  
9. Sex + -0.24 0.27 -0.86 0.39
10. Age + 0.02** 0.01 3.24 0.00
11. Education status + -0.01 0.06 -0.09 0.93
12. Household labour size + 0.07 0.09 0.72 0.47
13. Farm size + 0.37** 0.13 2.74 0.01
14. Total household assets + 0.003** 0.00 2.47 0.01
15. Community - 0.33 0.17 -1.94 0.85

Number of cases 539 539 539 539
Log likelihood function -203.80
Restricted Log likelihood -316.8046
Chi-square 225.99**

McFadden Pseudo R2 0.35
Percent of Cases Correctly 
Predicted

84.97

Source: Calculated	 * P<0.05	 **P<0.01
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for the four models also indicate that they are a 
good fit. The short-term investment’s R-square 
value is calculated as 0.53 for managing bunds, 
while 0.20 for land levelling.

Similarly, making long-term investments 
in trees and land reclamation reached R-square 
values 0.47 and 0.26. Investment in trees is high 
compared to land reclamation, and the farmers 
may get direct economic benefits from the invest-
ment in trees by collecting fruits and fuel woods. 
The percentages of cases correctly predict that 
also indicate a good fit status of the four Probit 
models as the explanatory variables explain over 
74 percent variation on the dependent variables. 
The percentages of cases correctly predicted man-
aging bunds (91.7%), land levelling (74.03%), 
trees (86.64%), and land reclamation (89.42%) 
are substantial. It found that secure property rights 
influence the investment more in inheritance, 
purchase, and trust rental sites than in private 
rental sites.

The Probit coefficients indicate that type 
of tenure has made a positive impact on both 
short-term investments. In contrast, inheritance 
lands holders have invested in trees, which is a 
long-term investment and the same confirmed 
by a study in Uganda (Deininger and Ali 2007). 
Compared to private rental sites, the inheritance, 
purchase, and trust rental holders have a greater 
likelihood of short-term investment. Among the 
long-term investments, only trees have a greater 
likelihood as compared to private rental land. 
Since the plantation and management of trees 
have been done for a long tenure, its likelihood is 
more significant in inheritance and purchase than 
in private rental sites. Compared to own sites, 
rental sites are insecure, which has made the 
tenants avoid investing in those sites. However, 
the trust tenants have invested in the short-term 
in achieving effective management. 

Among the site characteristics, the fertile soil 
and drainage facility significantly impacts all 
short and long-term investments. It is interest-
ing to note that farmers come forward to invest 
in lands with fertile soil and drainage facilities 
compared to those lacking in these. These factors 
have influenced the farmers to invest wherein 
the expected benefits can be reaped. Contrary to 
this, a study of Uganda has found that fertile soil 
(-0.035) negatively correlates with investments 
in trees (Deininger and Ali 2007).

dimensions of property rights, but the distance 
to the house has a negative impact. Hence, the 
farmers may take necessary steps to safeguard the 
site when its size is large, and the monetary value 
is too high. The farmers perceive that the sites 
are situated at a longer distance from their living 
place; hence, they cannot manage as they wish. 
As expected, age, farm size, and total household 
assets positively correlate with security and 
transferability among the farmer’s characteristics. 
Age reveals the experience in understanding 
the rights of landholding, and results infer the 
same. As the farm size and total household 
assets increase, the probability of security and 
transferability is high, showing economic power’s 
support in ensuring their rights. 

As a whole, the farmers having inheritance, 
purchase, and trust rental sites have a greater 
probability of security and transferability than 
private rental sites while controlling sites and 
farmer’s characteristics. Thus, the type of tenure 
determines the security and transferability of the 
property as compared to land/site and farmer’s 
characteristics (Deb 2020).

Short and Long-term Investments

Secure rights encourage farmers to invest 
more in long-term investment; hence they are 
sure to reap the benefits in the future. It hy-
pothesised that secure property rights influence 
the investment more in inheritance, purchase, 
and trust rental sites rather than in the private 
rental sites.” Table 2 presents the analyses of 
the Binomial Probit model about the short and 
long-term investments and related outcomes. 
The binary dependent variables are the choices 
of short-term investments viz., managing bunds 
and land levelling. In contrast, long-term invest-
ments are the choices of investing in trees and 
land reclamation. The explanatory variables are 
types of tenure, site characteristics, and farmer’s 
characteristics.

The fitted four Probit models are found rela-
tively good. The calculated Chi-square values of 
short-term investments of managing bunds 
(322.19), and land levelling (140.67) are sig-
nificant at 1 percent level. Likewise, long-term 
investments such as trees (318.4), and land recla-
mation (97.94) are significant at 1 percent level. 
McFadden Pseudo R-square values computed 
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Table 2: Determinants of long and short-term investments: Probit estimates

S. No. Variable Expected
sign

Short-term Long-term
Managing bunds Land levelling Trees Land reclamation

I. Type of Tenure
1. Inheritance  + 2.17**

(7.91)
0.81**

(3.67)
0.71*

(2.37)
0.10

(0.25)
2. Purchase  + 2.76**

(9.65)
0.53**

(2.45)
0.20*

(1.68)
0.53

(1.45)
3. Trust  + 1.96**

(6.63)
0.60**
(2.89)

-0.56
(-1.53)

-0.22
(-0.49)

II. Site Characteristics
4. Field size  + 0.19

(1.79)
0.01

(0.15)
0.13

(1.81)
0.12

(1.72)
5. Fertile soil

 
+ 0.82**

(3.47)
0.72**

(5.07)
1.44**

(7.89)
0.76**

(3.86)
6. Loose soil + -1.30

(-5.95)
-0.08

(-0.49)
-0.25

(-1.07)
-0.26

(-0.87)
7. Drainage facility + 1.49**

(4.63)
0.77**

(5.31)
1.63**

(9.11)
0.94**

(3.79)
8. Ground water irrigation

 
+ 0.12

(0.24)
-0.25

(-0.87)
0.20

(0.57)
0.31

(0.88)
9. Distance to canal

 
- -1.57**

(-5.06)
-0.79**

(-3.38)
0.17

(0.69)
0.05

(0.20)
10. Distance to house

 
- -0.16*

(-2.37)
-0.02

(-0.34)
-0.17*

(-2.51)
-0.17*

(-2.21)
III. Farmer’s Characteristics
11. Sex + 0.06

(0.20)
-0.35

(-1.55)
0.09

(0.31)
-0.50

(-1.46)
12. Age + 0.00

(0.38)
0.01**

(2.72)
0.03**

(5.15)
0.02**

(3.55)
13. Education status + 0.10

(1.65)
0.05

(1.05)
0.17**

(2.80)
0.19**

(2.87)
14. Household labour size  + 0.13

(1.14)
0.08

(1.02)
-0.14

(-1.42)
0.05

(0.47)
15. Farm size + -0.20*

(-2.14)
0.05

(0.78)
0.12

(1.55)
-0.22**

(-2.46)
Number of cases 539 539 539 539

  Log likelihood function   -142.28 -286.69 -176.8 -137.20
  Restricted Log likelihood   -303.37 -357.03 -336.0 -186.16
  Chi-square   322.19** 140.67** 318.4** 97.94**

  McFadden Pseudo R2   0.53 0.20 0.47 0.26
  Percentage of Cases 

Correctly Predicted
  91.7 74.03 86.64 89.42

Source: Calculated 
Figures in parentheses are asymptotic t ratios * P<0.05		  **P<0.01

Distance to the house has a significant negative 
impact on managing bunds, which is a short-term 
investment and on trees and land reclamation, 
which is long-term. As the distance from the site 
to house increases, the likelihood of short-term 
investment in managing bunds and investments 
on trees and land reclamation, which is long-term, 
declines. As expected, the sites situated away 

from the farmers’ residence may suffer from a 
lack of effective management and investment, 
confirmed by the study. Thus, the farmers feel in-
secure over the sites far away from the residence; 
hence the farmers cannot manage and look after 
the sites effectively. Likewise, the distance of the 
canal is a site characteristic that has a significant 
negative impact on short-term investments. As 
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and purchase land alone have a positive relationship 
with tree investment. It witnessed that tenurial status 
plays a significant role in determining short and 
long-term investments (Tiwari and Verma 2020). 
Lands with fertile soil and drainage facility have 
been influenced investment positively on lands. 
Thus, tenurial status determines investment on sites 
and that too the long-term investment. 

CONCLUSION

The theories on property rights highlight the 
dimensions, such as security, transferability, and 
exclusivity. These dimensions differ among the 
landholders of various tenurial systems prevail-
ing in the study region. The study found that the 
farmers own inheritance, have purchased land, 
and trust rental sites with security and transfer-
ability than private rental sites. As a result, the 
type of tenure has influenced the investments 
on lands. Irrespective of tenurial status, short-
term investment is found among inheritance, 
purchase, and trust tenants compared to private 
rental lands.

Moreover, the practice of long-term invest-
ment exists among the inheritance and purchase 
site owners alone. Even though the trust rental 
lands are long-term leases, the tenants are reluc-
tant to invest in long-term investments. Because 
the trustees hold exclusive land rights, future 
insecurity does not allow the tenants to invest in 
trust lands. Thus, the type of tenure determines 
security, transferability, and investment on land. 
Secure property rights encourage investment in 
the land and ensure sustainable management of 
land and agriculture.

RECOMMENDATIONS

Landowners have secure rights to invest, 
wherein tenants are unable to invest due to 
insecure rights. Therefore, it recommended 
that the state agency liberalise the regulations 
concerning land leases, explicitly reducing the 
fee structure for formal registration. It may 
encourage the tenants to invest in land and 
confidence to reap their benefits from invest-
ments. Besides, ensuring legal rights of rental 
land would encourage the tenant to invest in 
sustainable land practices.

the distance increases, even investment in man-
aging bunds and land levelling declines. Since 
the canal is the primary source of irrigation in the 
surveyed region, the insufficient canal water to 
the sites has affected the short-term investments.  

The field size, loose soil, and groundwater 
irrigation are the three site characteristics that do 
not influence investments. That is, the site owners 
have avoided investment over a large field size, 
where it may require a high level of investment. 
Loose soil is a foundation of effective agricultural 
practices, and site owners have concentrated more 
on cultivation than investment. Likewise, the 
erection of a bore well involves a considerable 
investment. Hence, the site owners have avoided 
other types of investment on the same site. 

Sex, age, educational status, household labour 
size, and farm size are the farmers’ characteris-
tics expected to influence investments in lands. 
Except for sex and household labour size, all 
variables significantly impact at least one type of 
investment. Age influence one of the short-term 
investments and both of the long-term investments 
as expected. As the age increases, the probability 
of short-term investment in land levelling and 
long-term investment in trees and land reclama-
tion increases. Educational status has a significant 
impact on long-term investments, but there is no 
significant impact on short-term investments. 
Thus, higher levels of educational attainment of 
the farmers have led to higher involvement in 
agriculture and investment.

Farm size has a significant negative influence 
on one short-term investment (managing bunds) 
and long-term investment (land reclamation). As 
the farm size increases, the opportunities of the 
farmers making short-term investments in manag-
ing bunds and long-term investment in land recla-
mation tend to decline. It hypothesised that the size 
of the land and management of land are inversely 
related. That is, marginal/small farmers spent most 
of their time managing their land. However, large 
farmers may not have enough time to spend on 
management practices. It proved that the farm size 
has negatively affected the investment. 

As a whole, tenurial status has an essential role in 
determining investment (Hayes et al. 1997; Brasselle 
and Platteau 2001). In particular, short-term 
investment has a positive relationship irrespective of 
tenurial status. In long-term investment, inheritance 
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