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The Impact of Land Titling on Agricultural Investment in Rural China
SUN Linlin* YANG Hao® and ZHENG Haitao”

(a: School of Public Administration Beihang University;
b: School of Economics and Management Beihang University)

Summary: Land rights are commonly considered an important catalyst for agricultural investment. In China agricultural
land is owned by collectives and farmers own the contracting and managing rights. Sometimes farmers may fear land
expropriation and therefore reduce their investment. In this paper we examine the link between capital investment in
agriculture and land titling and we do sousing householdevel data from rural China. We also consider that the 2009
launching of China’s progressive reform of land titling provides a quasi-natural experiment for us. We identify the causal
impact of land titling on investment by using micro data from the China Labor Force Dynamic Survey( CLDS) database
which gives detailed information on farmersin 31 provinces of China.

This paper introduces several innovations to improve on previous research. 1) We lay out a theoretical model of
heterogeneous farmer investment in the presence of land rights and we derive this models empirical implications. Our
model considers the contribution of secure property rights and the indirect effects that land titling has on investment through
promoting land circulation and by relaxing credit constraints. 2) We econometrically evaluate the causal effects of land
titling on farmer investment in machinery. To solve the endogeneity problem we apply the PSM-DID and instrumental
variable methods. Various robustness tests ensure the reliability of the empirical results. 3) We test three kinds of influence
mechanisms: secure land rights promotion of land circulation and relaxation of credit constraints. The reasons for failures
of these indirect mechanisms are also discussed.

We use a DID estimator that exploits the exogenous cross—region and cross—year variations in the timings of land titling
to assess the causal effect that land titling has on investment. The assumption of a common time trend is essential for
establishing the reliability of DID results even without an assumption of random selection. We match information in the
Rural Fixed Observation Points database with that found in the CLDS database and then test the common trend assumption
based on the Rural Fixed Observation Points database from before 2013. The results suggest that the common time trend
assumption is satisfied.

The paper’s major finding is that land titling increases farmers” investments in machinery by 20% . This finding is
robust to using different measures of machinery investment controlling for time—varying regional and household
characteristics  controlling for both region and year fixed effects and controlling for the cross term of region and time trend.
This paper selects two instrumental variables  “is it a pilot city the proportion of land titling in another county in the same
city” and “the proportion of land titling among sample farmers in a neighboring city of the same province”. The results from
the two-stage least squares method ( 2SLS) are close to the benchmark model. A placebo test is used to further demonstrate
the robustness of the results.

The heterogeneity analysis shows that land titling has a more significant effect on investment among operators of
medium-sized farms on farmers in eastern provinces and on farms with medium levels of land productivity. The large—
scale farmers have relatively high capital stock and their marginal returns on capital investment are low. For small-scale
farmers the restricted scope of their operations tends to limit agricultural investment. Farmers in eastern provinces tend to
have higher levels of education which increases their levels of agricultural investment. The high costs of agricultural
production and the small scale of operations are the main factors that limit the increase of agricultural investment by high—
productivity farmers.

We explore three possible explanations regarding the channels underlying these findings. The empirical results show
that protecting the stability of property rights is the main means for improving investment at this time. The measures of
relaxing credit constraints and promoting land circulation have not yet played effective roles perhaps because of the small
scale of most farms in China. Further reducing the transaction costs of land circulation and increasing the farmers” formal
opportunities for credit are key means of promoting agricultural investment and improving agricultural productivity.
Keywords: Land Titling; Agricultural Investment; Credit Constraint; Land Circulation; Heterogeneous Farmer Model
JEL Classification: Q12 Q15
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