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ABSTRACT 

The coexistence of share tenancy and cash rent tenancy is the normal pattern in most countries and 
in Indian States. But, in Punjab agriculture share tenancy completely disappeared over the green 
revolution period, and cash rent tenancy has become universal. The factors that make share tenancy 
persist became inoperative in Punjab agriculture under the impact of green revolution. The virtual 
elimination of production and price risk from rice/wheat cultivation, changed profile of land lessors and 
tenants and easing of liquidity constraint by commission agent’s interlinking of credit and marketing are 
the factors that have made cash rent system the universally preferred mode of land leasing in Punjab 
agriculture. 
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I  
 

INTRODUCTION 
The coexistence of share tenancy and cash rent tenancy is the normal pattern of 

land leasing in the agriculture of most countries (Cheung, 1969). Even in the highly 
developed agriculture of USA share tenancy accounts for almost half of the total 
leased in area (Allen and Lueck, 1995; Young and Burke, 2001). But, share tenancy 
has almost completely disappeared from Punjab agriculture and cash rent tenancy has 
become virtually universal. In 2012-13 (NSS, 70th Round) share tenancy accounted 
for only 1.90 per cent of total leased in area in Punjab, and cash rent tenancy for 
94.10 per cent. Such universalisation of cash rent tenancy has not occurred in any 
other state of India. The main purpose of this paper is to identify and explain the 
causal factors that have resulted in making cash rent system the universal mode of 
land leasing in Punjab agriculture. The organisation of the paper is as follows : the 
explanations for persistence of share tenancy and its coexistence with cash rent 
tenancy available in the literature are summarised in Section Two. The growth and 
universalisation cash rent tenancy in Punjab over the green revolution period is 
briefly described and discussed in Section Three. The causal factors that have made 
cash rent tenancy universal in Punjab agriculture are discussed in the fourth section. 
The final section presents the conclusions. 
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II 

PERSISTENCE OF SHARE TENANCY: AN OVERVIEW OF LITERATURE 

The classical economists have been of the firm view that share tenancy will 
disappear with the modernisation of agriculture. Because of its built in inefficiency 
share tenancy cannot survive in competition with fixed cash rent system which is 
more efficient. The inefficiency of share tenancy is believed to be rooted in the built 
in disincentive to the tenant in a share rent contract; whereby he is required to share 
half of his produce with the landlord. So, a share tenant uses variable inputs and his 
labour only to the point of equality of his share of the marginal product with the 
opportunity cost of variable inputs. This results in a share tenant using variable inputs 
and his labour less intensively than an owner operator or a cash rent tenant, under 
similar technical and price conditions. This classical view of inefficiency of share 
tenancy can be traced back to Adam Smith (1950), but is more cogently stated by A. 
Marshall (1949, pp.535-36). However, contrary to the prediction of classical 
economists, share tenancy did not disappear in most of the countries with the 
modernisation of agriculture. It persists and coexistence of share tenancy and cash 
rent tenancy has become the normal pattern in most countries. 

This persistence of share tenancy despite its supposed inefficiency has been 
explained in many different ways by economists. These explanations are briefly 
mentioned for providing the necessary background to our explanation of complete 
disappearance of share tenancy from Punjab agriculture over the green revolution 
period. (i) Heady (1947) explained the persistence of share tenancy in modern 
agriculture due to the wide spread practice of landlords sharing proportionately with 
the tenants the cost of modern non-labour material inputs like fertilisers. Some other 
economists have also emphasised this factor (Adams and Rusk, 1968; Braverman and 
Stiglitz, 1986). Such sharing of the cost of material inputs by the landlord eliminates 
the disincentive of the share tenant in using these inputs less intensively than the 
owner operator or cash rent tenant. (ii) The widespread practice of short-term lease 
contract, (for one year only), is also supposed to compel the share tenant to cultivate 
land intensively and ensure that landlord earns as much rent from share rented out 
land as he would have earned from it being rented out on cash rent basis (Johnson, 
1950). The renewal of lease contract depends on the tenant cultivating share rented 
land intensively to the satisfaction of the landlord. (iii) Cheung (1969) argued that 
under competitive market conditions share tenancy is as efficient as fixed cash rent 
tenancy because the terms and conditions of the share contract mutually agreed to by 
the landlord and the tenant ensure that both the tenant as well as the landlord get their 
respective alternative earnings. (iv) Stiglitz (1974) with the help of an elaborate 
theoretical model showed that risk sharing is the main reason for the tenant preferring 
the share rent contract. The tenants who are willing and able to bear the full 
production risk go in for fixed cash rent contract; others who are not in this position 
prefer the share rent contract. So, both types of tenancy coexist in the ratio of both 
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types of tenants in the country. (v) Another explanation runs in terms of low 
transaction costs of supervision and enforcement of share contract conditions. The 
landlord is then able to ensure that his share rented out land is intensively cultivated 
and he is able to earn competitive rent (Alston et al., 1984; Eswaran and Kotwal, 
1985). (vi) The village custom and kinship ties between landlords and tenants also 
prevent the share tenant from shirking and cheating the landlord in the use of labour 
and other variable inputs. In the local village lease market tenants and landlords are 
known to each other, and many times even related to each other with kinship ties. 
This ensures that the tenant cultivates the share rented plot as intensively as his own 
plot of land (Hayami and Otsuka, 1993; Sadoulet et al., 1997). (vii) The interlinking 
of land and credit markets in the agriculture of many developing countries is also 
supposed to be responsible for the persistence of share tenancy. When the landlord 
renting out land is also the main credit provider to the tenant, then it is not difficult 
for him to make the tenant cultivate the share rented plot as intensively as his own 
(tenant’s) plot of land (Bardhan, 1980, Braverman and Stiglitz, 1982). (viii) Another 
factor that forces many tenants to go in for a share rent contract is the severe liquidity 
constraint created by the requirement of advance payment of cash rent in the cash rent 
tenancy. Only those tenants who have enough ready cash of their own or have a 
reliable credit supply line can afford to lease in land on cash rent basis by paying 
advance cash rent. On the other hand, share rent is paid after harvesting of the 
produce as a share of output, and the tenant does not have to pay anything in advance 
to the landlord. So, the tenants without ready cash are forced to lease in land on share 
rent basis.  

These factors acting in different combinations explain the persistence of share 
tenancy even in modern agriculture; and explain the widespread coexistence of share 
tenancy and cash rent tenancy. But, somehow, agriculture in Punjab has evolved in 
such a way over the green revolution period that most of these factors have become 
defunct or in operative and as a result share tenancy has completely disappeared and 
cash rent system of land leasing has become virtually universal. 

III 

GROWTH OF CASH RENT TENANCY IN PUNJAB OVER GREEN REVOLUTION PERIOD 

The cash rent system of land leasing was virtually unknown in Punjab before its 
annexation by the British in 1849 (Calvert, 1936). The growth of cash rent tenancy 
remained slow during the pre-Independence period. Even in 1971-72, (the first year 
for which tenancy type data are available for the reorganised Punjab), only 29 per 
cent of total leased in area of the state was under cash rent tenancy. The remaining 71 
per cent leased in area was under share tenancy and other traditional forms of tenancy 
(Table 1). The growth of cash rent tenancy got speeded up during the green 
revolution period as a result of various factors connected with green revolution. By 
2012-13, cash rent system prevailed on 94.10 per cent of the total leased in area of 
the state; share tenancy accounted for only 1.9 per cent of leased in area and other 
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traditional forms of tenancy for the remaining 4 per cent of the total leased in area 
(Table 1). In a span of about half a century, the cash rent system has become the 
universal mode of land leasing in Punjab rural side. This is an exceptional 
development because the normal pattern in most countries is the coexistence of share 
tenancy and cash rent tenancy. In none of the other Indian states, the cash rent system 
has become universal (Table 2). In fifteen, out of twenty states, cash rented area 
accounts for less than half of the total leased in area. Out of the remaining four states, 
only in Haryana the cash rented area as a proportion of the total leased in area has 
crossed the 75 percent mark. Haryana agriculture, of course, has been developing on 
similar lines as Punjab agriculture, though at a slower pace. The information detailed 
in Tables 1 and 2 leaves little doubt about cash rent tenancy having become universal 
in Punjab agriculture, and of this being an exceptional development in the mixed 
share tenancy/cash rent tenancy pattern of Indian agriculture as a whole. Given that 
general pattern, what explains the universalisation of cash rent system of land leasing 
in Punjab agriculture. 

 

TABLE 1. GROWTH OF CASH RENT TENANCY IN PUNJAB AGRICULTURE  
OVER GREEN REVOLUTION PERIOD 

Year 
 
(1) 

Percentage of Leased in Area under Source of Information 
NSS Round 

(5) 
Cash Rent 

(2) 
Share Rent 

(3) 
Other Traditional forms of tenancy 

(4) 
1971-72 29.08 44.64 26.28 26th 
1981-82 42.13 39.87 18.00 37th 
1991-92 49.20 12.07 38.73 48th 
2002-03 80.30 8.51 11.19 59th  
2012-13 94.10 1.90 4.00 70th 

 
TABLE 2.EXTENT OF CASH RENT TENANCY IN THE INDIAN STATES (2012-13) 

Sr. 
No. 
(1) 

State 
 
(2) 

Share of cash rent area 
in total leased in area 

(3) 

Sr.  
No. 
(4) 

State 
 
(5) 

Share of cash rent area 
in total leased in area  
(6) 

1. Punjab 94.10 
77.65 
67.75 
60.70 
54.40 
49.15 
39.60 
32.00 
29.95 
25.70 

11. Uttar Pradesh 25.25 
2. Haryana 12. Bihar 24.35 
3. Tamil Nadu 13. Rajasthan 20.58 
4. Telegana 14. Gujarat 18.45 
5. Andhra Pradesh 15. Jharkhand 16.90 
6. Maharashtra 16. Madhya Pradesh 15.60 
7. Kerala 17. Assam 15.35 
8. West Bengal 18. Orissa 8.20 
9. Himachal Pradesh 19. Chhattisgarh 4.20 
10. Karnataka 20. Jammu & Kashmir 0.20 

 Source: NSS, 70th Round: Household Ownership and Operational Holdings in India, 2013. 

IV 

CAUSAL FACTORS THAT MADE CASH RENT TENANCY UNIVERSAL IN PUNJAB AGRICULTURE 

The following factors seem to have contributed to the elimination of share 
tenancy and universalisation of cash rent tenancy in Punjab agriculture over the green 
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revolution period. The green revolution technology and other changes that 
accompanied/synchronised with green revolution seem to have made the various 
factors that help share tenancy persist in other countries and Indian states inoperative 
in Punjab agriculture. 

(1) Virtual Elimination of Production Risk 

A major factor in the tenant’s preference for share rent contract is the production 
risk reduction that it provides automatically (Stiglitz, 1974). A cash rent tenant has to 
bear the entire burden of production risk, if the current year yield falls below the 
mean yield of the past few years; on the basis of which the cash rent rate is usually 
settled. The analysis of wheat and rice yield behaviour in Punjab over the green 
revolution period (1966-2016), shows that the current year yield of these two crops 
did not fall even once below the mean yield of the preceding five years. Of course, 
there have been small year to year fluctuations in the yield of wheat and rice over this 
period. But, that does not influence the settlement of the cash rent rate; which is 
usually based on the mean yield of the preceding few years. It means that a cash rent 
tenant in Punjab cultivating wheat and rice rotation virtually faced no production risk. 
These two crops account for almost 90 per cent of the gross value of the farm 
production, and 80 per cent of the total cropped area of the State (Shergill, 2012). 
This almost complete stability of the wheat and rice yields in Punjab over the green 
revolution period, (relevant for the cash rent tenant in the above defined sense), is the 
result of many factors. Firstly, 100 per cent of the wheat and rice area in Punjab is 
under high yielding variety (HYV), and yield of HYV wheat and rice is inherently 
more stable than that of the traditional varieties. Secondly, the entire area under 
wheat and rice is irrigated, and 80 per cent of it with controlled tubewell water. 
Thirdly, complete levelling of wheat and rice fields in Punjab has not only improved 
the soil quality, but also made yields more stable (Shergill, 2013). It is the combined 
impact of these factors that made wheat and rice yields stable in the sense relevant for 
a cash rent tenant; and virtually eliminated the production risk from the rice-wheat 
cultivation. 

(2) Complete Price and Marketing Certainty 

In a free market environment, the price uncertainty created by the widely 
fluctuating farm produce prices is a major factor compelling many tenants to opt for a 
share rent contract. The share rent tenant avoids price uncertainty by paying the rent 
in kind, as a share of the produce. The cash rent tenant, on the other hand, has to bear 
the entire burden of price uncertainty, because he has to obtain cash by selling his 
produce to pay the fixed cash rent. This incentive for a share rent contract has been 
completely eliminated from the rice and wheat production in Punjab; the two crops 
that account for about 90 per cent of the total value of the farm produce of the state. 
For the last about 50 years, the minimum support price and assured purchase 
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programme (MSPAPP) for wheat and paddy has been successfully functioning in 
Punjab. Consequently, the cash rent tenant producing wheat and paddy rotation 
combination in Punjab faces virtually no price and marketing uncertainty. A 
remunerative minimum support price and purchase of the entire surplus production of 
these two crops by the public sector agencies is assured to him. Although the 
MSPAPP system is not working that successfully in some other States of India, but in 
Punjab and Haryana, it has worked quite successfully over the last 50 years. This has 
completely eliminated the price and marketing uncertainty for the wheat and paddy 
farmers of Punjab. The price and marketing certainty created by this system is a 
major factor in promoting a strong preference for the fixed cash rent system among 
tenants of Punjab. 

(3) Changed Profile of Land Lessors 

The profile of the land lessors in Punjab has changed in a direction that has 
created a strong preference in them for cash rent contract, and an aversion to share 
rent contract. According to NSS, 59th Round (2003) data, 51.27 per cent of the land 
leasing out households of Punjab resided in the urban sector or abroad. Moreover, 
87.17 per cent of the land leasing out households own less than one hectare of land 
(Table 3). These two attributes of the land lessors make it impossible for them to 
effectively supervise the inputs used and the output produced on their rented out land. 
The absentee land lessors are prevented by the distance factor from monitoring the 
inputs used and the output produced by the tenant. The small land lessors, even when 
residents in the village, are prevented by their lack of farming experience and weak 
economic position, (vis-a-vis the tenant) from effectively supervising the inputs used 
and output produced on their rented out land (Shergill, 2006). Most of the tenants in 
Punjab are big farmers and use machinery and modern inputs. The monitoring of the 
use of a large number of modern inputs by the tenant is quite a complex affair, and 
beyond the competence of small lessors of land without any farming experience. 
These two factors render the small land lessor virtually helpless so far as the 
monitoring of the input use on his rented out land is concerned. But without such 
monitoring by the landlord the share tenant uses his own labour and variables inputs 
less intensively on share rented plot and share tenancy becomes less efficient than 
cash rent tenancy. This change in profile of the land lessors has created a strong 
preference in them for cash rent contract. The fixed cash rent contract enables such 
land lessors to receive the rent of their rented out land without any hassles of 
supervision of the inputs used and the output produced by the tenant. They can get 
the rent payment without even visiting the village personally, and even while residing 
abroad. 
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TABLE 3.PROFILE OF NON-CULTIVATING LAND OWNERS OF PUNJAB(2002-03) 
 

Land 
owned 
(ha) 
 
(1) 

Number of Households (lakh) Residential location of non-
cultivating land owners (per cent) 

Total 
 

(2) 

Not-cultivating 
any land 

(3) 

Non-cultivating as per cent 
of total land owning 

(4) 

Urban 
 

(5) 

Rural 
 

(6) 
All 14.65 

(42.85) 
5.22 

[100.00] 
35.63 51.27 48.73 

Upto 1.0 8.24 
(4.28) 

4.55 
[87.17] 

55.22 48.92 51.08 

1.0 – 2.0 2.74 
(7.27) 

0.26 
[4.98] 

9.55 81.67 18.33 

2.0 – 4.0 2.15 
(11.29) 

0.27 
[5.17] 

12.61 41.67 58.93 

4.0 – 
10.0 

1.27 
(13.76) 

0.11 
[2.10] 

8.76 75.97 24.03 

10.0 and 
above 

0.25 
(6.25) 

0.03 
[0.58] 

12.13 100.00 0.00 

Notes: (1) Source: NSS, 59th Round, 2003.  (2) Figures in round brackets indicate area owned (lakh hectare). 
             (3) Figures in square brackets are Percentages. 

(4) Rise of the Big Entrepreneurial Tenant 

The profile of the tenants has also completely changed in Punjab over the green 
revolution period. The small and weak tenants of the pre-green revolution era has 
been almost completely replaced by the big enterprising tenant. These big tenant 
farmers not only operate large holdings, but also have a sizeable land area of their 
own, and also own almost the complete paraphernalia of modern farm machinery. A 
primary survey of 300 randomly selected Punjab farms by the author in May-July, 
2011, in connection with a Punjab Government sponsored project, revealed that in 
terms of the size of the operational holding, tractor and tubewell ownership, 
employment of hired permanent servants, fertiliser use per acre, and wheat and rice 
yield per acre, the tenant farmers were much better than even the pure owner operated 
farms (Table 4). Moreover, among the tenant farmers, the bigger ones dominate the 
land lease market. The tenant farmers operating 10 acres or more dominated the land 
lease market, with 82.25 per cent share in the total leased in area of the state. The 
small tenant farmers operating 5 acres or less accounted for only 4.26 per cent of the 
total leased in area (Table 4). These big, enterprising and efficient tenant farmers 
prefer to lease in land on cash rent basis; being confident of obtaining the highest 
possible yield and earning a handsome surplus from the leased in land (Rao, 1971). 
The absence of any production and price risk in rice–wheat cultivation intensifies 
their preference for cash renting. Furthermore, they do not face any liquidity 
constraint and are able to pay the advance instalment of cash rent to the land lessor. 
Either they have enough ready cash of their own for this, or they are able to get easy 
credit from the Commission Agents for this purpose. This changed profile of the 
tenant farmers in Punjab has promoted a strong preference in them for the cash rent 
contract, and an aversion to the share rent contract. 
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TABLE 4.COMPARATIVE PROFILE OF TENANT FARMERS AND PURE OWNER OPERATORS (2010-11) 
 

Sr. No. 
 

(1) 

Feature Description 
 
(2) 

Tenant farms 
 

(3) 

Pure owned land 
operating farms 

(4) 
1. Size of operational holding (acres) 16.53 8.15 
2. Size of owned land (acres) 8.72 8.15 
3. Share of leased in area in operated area (per cent) 47.67 0.00 
4. Big tenant farms (10 acres and above) share in total 

leased in area (per cent) 
82.25 - 

5. Small tenant farms (upto 5 acres) share in total leased 
in area (per cent) 

 
4.26 

 
- 

6. Wheat yield (kg/hectare) 4505 4148 
7. Paddy yield (kg/hectare) 4881 4245 
8. Fertiliser used in wheat (kg/hectare) 263 233 
9. Fertiliser used in paddy (kg/hectare) 220 195 
10. Per cent owning tractor 83 55 
11. Per cent Owning Power Operated Tubewell 78 61 
12. Per cent Employing Permanent Farm Servants 56 27 
13. Share in Total Operated Area of the State (Per cent) 54.52 45.48 

Source: H.S. Shergill,  Primary Survey of 300 Farms conducted in May-July, 2011, Institute for Development 
and Communication, Chandigarh. 
(5) Easing of Liquidity Constraint with Interlinking of Credit and Marketing by 
Commission Agents 

The non-availability of ready cash to pay the advance instalment of cash rent, (the 
liquidity constraint) is one of the factors that compels many tenants to opt for a share 
rent contract. The fast growth and universalisation of the institution of the 
commission agents in Punjab over the green revolution period has eased the liquidity 
constraint of the tenant farmer. There are more than 20000 Commission Agent firms 
operating in Punjab agricultural markets at present (Singh and Dhaliwal, 2011). 
These Commission Agent firms handle almost the entire farm produce marketed in 
the State. They get 2.5 per cent commission on gross value of produce sold from the 
buyer. These Commission Agent firms account for almost 50 per cent of the total 
farm credit advanced in the State (Shergill, 2010). The commission agents routinely 
interlink credit and marketing, and give advance credit to the farmers on the security 
of the farm produce to be marketed through them. Such interlinking enables them to 
recover the loans easily. The handsome commission they receive (2.5 per cent) on the 
gross value of the produce sold through them also induces them to advance credit to 
tenants to lease in land on cash rent basis. In Punjab, any enterprising farmer wanting 
to lease in land on cash rent contract is no longer handicapped by the non-availability 
of ready cash of his own. His commission agent is more than willing to grant him 
credit to pay the advance instalment of cash rent. Many times, the Commission Agent 
even directly pays the rent to the land lessor on behalf of the tenant. This system also 
finds favour with the land lessors because it enables them to receive the cash rent 
directly from the Commission Agent without any hassles and even without visiting 



INDIAN JOURNAL OF AGRICULTURAL ECONOMICS 560

the village. This mode of land leasing via the intermediation of the Commission 
Agents has became so popular that even the tenants who have ready cash of their 
own, sometimes prefer to get it paid on their behalf by the Commission Agents. This 
is also one of the factors that made cash rent system more popular among both the 
tenants as well as land lessors. 

Out of these five factors that seem to have made cash rent system the universally 
preferred mode of land leasing in Punjab rural side, the first and fourth factors are 
directly related to the green revolution. The second, third and fifth factors do not 
seem to be that directly linked with the green revolution. However, even these three 
factors may be indirectly related to the green revolution. The temporal concurrence of 
these three factors with the green revolution may not be accidental, but the result of 
the socio-economic and public policy environment that evolved in Punjab over the 
green revolution period. 

v 
CONCLUSION 

The traditional share tenancy has completely disappeared and cash rent system of 
land leasing has become universal in Punjab agriculture over the green revolution 
period. The factors that make share tenancy persist in most countries of the world and 
in other Indian states have become inoperative in Punjab agriculture due to green 
revolution and other changes that accompanied/synchronised with it. The main 
factors that have resulted in making cash rent system the preferred mode of land 
leasing, both for the tenants as well as the landlords, are: (1) virtual elimination of 
production risk from rice/wheat cultivation by 100 per cent irrigated area and use of 
HYV seeds; (2) complete price and marketing certainty of rice and wheat created by 
MSP system and purchase by public sector agencies; (3) lessors being mostly small 
owners or/and big absentee owners who are not in a position to supervise input use on 
share rented out land; (4) rise of the big efficient entrepreneurial tenant who owns 
complete set of farm machinery; (5) facility of advance payment of cash rent made 
available to the tenants by commission agent’s interlinking of credit and marketing. 
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