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by Scoth M, fadiew

'/fiin&i reform of the eialssid .ﬁype ihﬁalven prihdi;i@lly"i-
“Mivc redittrihution of ownership rights to hnd. and can be
‘ div.tdod into three min uubprocesnes:"/uﬂ/ expropriatimyot '
tht J.lnd in !avor of !:he new ovmers. 2) ‘payment: of aemp '
“ ' the compensation or ot:her costs of
‘ - That t’heue tubprocecses are 1nterdependont.
and that (tor example) f.am et financing \:sed can affect the A-,;“. ‘
L '}.m:t of cmponueion paid, nam obviouc: yet the :Lnter—- |
»mlaeimﬁipn are often only dimly perceived by policy—make:t;f |
um'! the pouihle outcomes of the rediatribution misundarstoodift
mmiats.. It ’i;a the purpose of this paper to; show,;; '

>~ and meifq~econ¢mic a:ialysis. thit the re-ﬂv 1

dt-tributtvc affects of the ﬂjarmes ‘of land reform pﬁii.cﬁg

n be determined and a basis established for judging t‘heir
_relat vs af.fiﬂency 4n attaining the goals of a given land
m m :mlysi.- wn; also pcint out .gome of the
» tar.ttiea ar mbstitqﬂbuitie- amq polic.ten

rcg \Kiation/mansatm proaau,




‘ ﬁihiuata pu:pose of a land :eaiﬁtxibﬁhianvma!;
”Eiithe preximata gaal is in ull dn_‘ﬂi

effedk & a{-.xuatarai ehanqe in awnefship, with ‘peyhaps M
bedoudity !ﬁiadtive of reduding the ptieé'/ of Ianda @hﬂﬁ Eﬁd

  £¢¢¢! iﬁ the lale; not rental. market for 1and. and the aﬁhnmpt 4
to change the structure of land ownership may be regarded as an
””eftbxt to ahift the intersection of the supply and demand cﬁxvo;

tn eho right, i.g v to ipcrease the rate of flow of land t:cn

At any g;VenAtime. thg~ehtire'land stock of a couﬁtryw:
d,naﬁluvailablé for”s;ie:at the going'markét prideg- That.sam§,
lagdlordn are qnwilling to sell at the cd:rént price,éthile
VWQONnbotential.pu£ehasers;oanno£ afford to buy at that pxiee 

. Whows, nothing moxe than the expected divergence of supply and

dé@and“cﬁ:ves beyond the intersection point, 1In the énalfBL05'

- which f&lldws, we lodk at various expropriation and compénﬂatiaii
ubiéurén iﬁ comparative;statlcs terﬁs;’tdvsee how they aié
£kely_to-affect.the.position and shape of fheAého£t~run~sﬂpply
‘;hﬁ~damana ¢urveEo&nd the 1ocati§n of their inte?séctibn‘,g!ﬁéji
”;iﬂity.andloénveniencé of‘eXpositibn, we shall initi&iiy!. |
5 l land isrowned by "landlords," and that it is demnnded‘

pexeons who are currently terﬂﬂts or landless




£ htdiordm mnd wiu be mmred

of 2 ainglé ﬁa!ka& pkiﬁe fior the aaueh; iand

VMhe per'peetivé throughott the paper will be that of
leoping country conlidering 1and ra!orm as 3 part of its

- develgpment strategyo The ‘analysis will be :estrieted eo

,yquestions of short-nm ihdome and wealth redistribution as a

xiat&nn/bompenaation proceaa. and will
‘" ,Q$bn! !ound in the legislation

belaw are the followings

1.AlcOmpglsory sale of land, whether at full market
pricé or at nome_othér.(even zero) price, |
 .sublid1ned eredit for land purdhase.
. 73;"Land tax 1ncreasa or rent reduction, o f
4; Ceiling or minimnm on the size of landholdlngs, and
5. Restrictions on alienation or purchase of land;
rollowing the analysis -of these policles. part 3% will discuss
effects of various financing methods on the pclxcy outcames.

.
‘will attempt to summarize the conclusions drawn frpm




r volume of tranaaations take
o that which occa§#~undar frae-market %onditionnﬂ
subsidized credit or other provisions whiah reduce the cost or

£ land purchase increase the expected profitability of
land. induqing potential’purdhasets to demand more”at any~givan 
.e.,'shifting thé demand to a position auch as DI D'D'.
:aompulsory sale at P - the subsldized qredit provision

ase the rate of purdhase to Q, per ‘unit of time.

—

..,

Wiﬁﬁddt-ﬁhe aompuliion.on Bellers. sﬂﬁsidizedlcredit
would result in a higher prioe and a smaller inarement to \
'ea (92,0 ). compulsion would be redundant if the
y curve were hérizontal 1nitia11y {not a relevant notion
» but is neeesaary if an increased voluma of sales

ase 1n price are both goals of the land 1egiclation.






if the aredit subsidy were genersl, #o that Lk were
Eéliinalords ai'Weli; the~ihéreaﬂod profitability of
lanG ﬂbu13 ¥alve tbeit :eservatioh pride; lte¢5 the

8/

1y eutve wnuld shift upwards,

?Ieaideulforcinq landlordn-into e¢ompulsory sales at less-
Ehan—market prices, a downward shift of the supply curie (to a
'posltionvlike 8“8“) oouid be accomplished by‘increaning‘the
Htaxel on land or enfoccing a rent reduction. lut.ﬁhe demand

ht alno dhitt lett-—if. for example. the increased

ftall aloo on any new purahaser of 1and~-and could
'lead toa result ludh aa (93,03) where the prioe has indeed
~haen_rednded, but whidh iliz;;;tly aontrary. to the majorxr goal
-of gpeeding‘up the transfer of land from landla:dg to the
>peasants, Thus a land tax, to maximize the incentive for land-

"f,xlgmdg go se}l and peasants to buy, would have to be discrimina-

!bvering ‘new purahasers. The administratxve burdens

imposed by such a .scheme are likely to be very heavy, and the

i

fz o opportgnities for evasion abundant. Moreover, as the reiform

proeceeds an important part of the agricultural tax base would

be automatically eroded.




iiﬁkéeiﬁeenéiVe for the tenants bo dooperate
@hfﬁhﬁeéovernmenk in thedr enforeeﬁenﬁ., Despite the discrimi-
‘Q%nifavor of -tenénts and against landlofdé inherent in a
 ;renta1 reduction, it can have the same undesired result
‘as a nondiscriminatory land tax, namely to Bhlft the tenants!
.damand curve for land purchase to the left{g/ The rent reductzon

‘1aeome from any level of gross production

érement to be gained by changing from tenant to
owmer status).}reducing their incentlve to buy land as an
-earning asset. Because their 1ncomes are increased, part
of th;s reduction in demand may be offset by an income effect,

; “but unlese the coneumptien value of landownership ie very high,
the offset is_ﬁnlikeiy to be complete, ~The effects of a rent
reduétioﬁég/wili not be so strong as the effects ef an equivalent
(i.e., equal in the emount in which it npminally‘redﬁces the '
1 andlords rental income) tax on land, both because of the
smaller demand shift and because the incidence of the rent

' ) , 11
reduction is more difficult to share with the tenants.

ey

A ceiling on the landlord!s retained holding (partiasl

riation) is a frequent feature of land reform laws.

landlord st dispose of any excess land at whatever price



o dan g:a‘fu ‘i‘o analyze thiu case diagramtieany; it ia
perhapi MOBt donVenieﬁé %o look first at the 1andi¢rd‘a for

servation demand for iahd; i;e.; how much of his total holding

he wollld keep for his own use at a given pride. His reservation‘i
[demand Sdhedule c¢an be repreSented as pTa in Figure 22, in
which Oqq represents hisvtotal land holding, pa the price at
_whieh he would sell nofhing, and P, the price at which he-wouldd
volnntarily sell out cempletely; The amount'he offera for lale
~ in the market at any price below Py, would be measured to the
‘“_j_ flom qﬁ This schedule then tranalatee into an individual

. supply curve of the form P,98 in Figure 2B.

- Now suppose the government imposes a ceiling on indi—
-vidual landholdings at a level equal to the distance Oq in’
Figure 2A, an amount less than the landlord's initial acreage,
" Since he would voluntarily dispose of Ehe excess, qTq ' at any
price P, O above, we need}only consider.the case where the
offer-price'ie beion n — as for cxample, pg. Assume. for :i¢
‘%fi'i’ convenience, ihat the offer, pg. is’ below the level of P, at

whidh priee ‘he would have chosen to keep all his land off the

market. The ceiling limit cum low offer price forces his re-
servation demand 1nto a shape such as pTcdf, so the supply

acheaule aasumeS'the shape of;pfhgs in Figure 28.
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Figure 2




%o got. the market supply curve for lsnd we merely
mhé (add hcriﬁantatly) the individual sﬁppiy a@urves of
present 1aﬁ&o§né§§z:it‘is'a simple‘matter to show (but
‘ptocesé will not be detailed here) that the market supply

curve has the same general shape as that of the individual ‘land-

lord, such as PFBGS“ in Figure 3.

Adding a demand curve to Figure 3 will show the effects
" of the ceiling legislation, The post-ceiliﬁg supply will lie .
below the’ pre~ceiling aupply to the left of the quantity QN"

which represents the total disposal of excess holdings by

e ——

 landlords at the digtated price. Beyond QN' the post-ceiling
supply curve w111 coinoide with the initial supply curve. 4
‘The demand curve mnst‘cross the original supply curve (?AIGS'S)

to the 1ef£ of Q ’ otherWise the ceiling legislation would have

~ been: redundant, Tf the demand curve lies in a ‘position such

as DDV the government wzll find buyers at the dictated prlce

7for all the excess lands which it has forced landlords to sellf

- If it 11ea to the left of D’D' the government will £ind itself

holding 1and whldh no one wants (ox is permitted) to buy at the

price it pald; These lands could be sold at a loss, given away,

or held for~publioﬂ»u5e.

.. B
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’ ,I;f the demand curve lies to the right of D'D!, the
f’ernmenﬁ dotd1d reaiiie'a ﬁ:éﬂih en'ﬁhe'§§ie of the lands
hich 16 Qéﬁﬁirede 1£ ik feseilé é@ tenants of laborers #é
own ptirchase pride; ﬁowBVer. it will #ind unsaﬁiéfied |
cess demand for these lands. and be forced into gome extra-
fmarket rationing procedure. The more. the other provisions of
nd legislation shift the demand curve to the right, the

;raater the rationing problem will become.

Some land reform laws which impose ceilings also provide
‘nq.holding may be below a}ceftéinrsize. Insofar as even a
mm-size holding ih out of the financiél-reach of some of .
pntential purchaserc of land, the resulting demand curve will
law'the free-market demand over at least the fipst: part of
3&ngth. ‘Simllarly. if some of the land is initially in the
t“yub;minimum minifundistas, the supply curve éfvlénd'
be forced into a lower position, Such a minimumtféqnire—

‘ ﬁay'forée land prieéé downy they cannot rise unless some |
ﬁhg: proviéion is strong enough to cause a net rightwerd shift

f the demand curve.

Provisions of maximum or minimum size of holdings some~

timea are accompanied by restrictions on the alxenation of lands
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Y 16/ o
transforred into the hands of peasants. If the restriations

ﬁu?e:abéoiﬁte—va %foﬁibikiéh'on sale or other alienation of land--
%hey‘haVe the effecf of sﬁifﬁinq the maximum amount of land

i vailable for sale in the market to the left, i.es; a movement

£ the point QT toward the . orlgln. If the restrictions merely
make it more dlfflcult to alienate the 1and. the xmmedlate

ffect may be ‘seen as a shift of demand, or supply, oxr both.

,a tax on land tranefers, for example. could be treated like any
ather tax by'viewing it as a shift of either the demand curve
5of}fhe aupply curve. Refusing to allow mortgage credit to be
Lexﬁanded for a th;rd~party purchase of land newly transferred
:tnja‘tenant would shift the demand curve to the left. Requiring
thé seller to go through a difficult-administrative_procedure
to secure permission to sell his land would raise the selling
cbst, wﬁiéh is in effect an upward shift of the supply'curve.ll/

For as long as such provisions are in force, the curve or curves

affected could shift in every period.

We*héve so far abs#racted'from a ébnsidération of who
makes up the demanders and who the suppliers of 1and»at any
time in the market. Just as the shért run qurves ﬁill,shift
according to various §rovisiohs of the iand reform law, so will

they shift as the gbmposition of landholders and potential land



ﬁusehasers éhanges over txme or as a result of legislationsl
Present landlorﬁs mx§ht wish to be sellers at one price, but
%mysrs at a ldwer'ptzce.,v 0ften land reform programs must
taln provzslons which try to affect the membership of the

vn& supplying group at various prlces. Regulations

reventlng the old 1andlords from repurchasing land
'ihg,gogkeep this group‘out of the market on the demand
_sfrestrictions on alienation aim at eliminating

| reform from the market on the supply

|  T§ese iatfe; consieerati6ns; when viewed in.conjunetion
ith the discﬁssien'whieh has prededed £heﬁ,'point out one
fabviogs but eften—ove;loOkea faet. Land referh is seldom aimed
at femevinq_imperfections frem the 1andrmarket;.en the cehtrary{;
most provisions afe desiéhed-telinterfeie in, and alter the
function ef; the market for land. It is therefore likel&fthat
1and redistribution cannot be simply a one—shot affair, but
'rathsr will requlre contlnuing long-term supervision and
administrationuto be successful in achleving the goals set for
it. Aas economic development proceeds, the pressures to over-
tu:n‘scme of thezeriginsl,provisions a:e likely to:intensify,

which tﬁg&;res not enly a continuing administrative effort but
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also a dagree of flexibilxty which many programns do noﬁ
' : 19/

contain‘

When land is redistfibuted, go is “power, property,
indome; and status®, A consideration of the 5hort—run macre-
‘economic effecte of the exprOprlation-compensation process
turns mainly around the distribution of income or elaims on
income, If compensatlon is paid, it can be in cash, in kind{aé/
iff borids or other securities, or in some combination of two or
_mora*of‘theseaQZ/ The'paymenﬁ'of.compénsation, in turn, may
come frdm the néw landownera*gamorﬁiéatibn of purchase price
‘(éelf-fihancing:land reform), from bew taxes, from diversion of

funds away ffom other areas of\govérnment spending, from borrow-
. ing or gfants, from credit creation (including the pripting of
mbney).‘ai from the sale of govérnmant asseté,23 An examination
- of the ;esults of,the‘various financing sqhémes can show gquite

clearly that the form of financing éhosen may have as great

$
v . - ) ’ E |
an effect on the eventual income distribution as the levels of .

expropriation and éonpensation themselves: some fbrms of

financing- wnlluﬂmﬁlztau% and others hinder, the attainment of

" the land reform goals.

v;§¢3ngider a case in which all{lgndlord land is compule-

éqrily acqgired at the market'price; PO (Figure 3), and sold
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- by the government for whet the peasants are w1111ng to pay; PD.

" Since the last landlord would have sold out voluntarlly only

at a price of PT' there is a loss of "sellers' surplus“ Th;s
loss may be approximated by the. dxfferenee between the area
PAEGS“PT and the area P EPO' there is an additional loss (as
compared'to voluntary sell—out)‘given byrthe area ES'S". So the
total loss to landlords can be epproximated,on the diagram by
the reetangle P,S!S"Pp. Thus even compensation-at "fnll market
price* 1nvolvea ‘a loss to landlords as a group (see footnote 6).
The “"buyers! surplus" at the market equllibrlum. E, would have
been POEP in the case under censideration'sale;of.QT of land
to them at the price By pfewides them With}additional surplus

equal to P This is all intangibie,'but the,gdvernment

pFotP*
suffers a financial loss equal to the area PDDS'PO, the dlfference
between ‘what it Dald for the land and the revenue recelved from
its sale. The government may Shlft part or all of its loss onto
the new owners, the former landlords, or some third group (e.g.,‘
city dwellers), according to how it finanees'the losslzé/

A’few eXampleg snould be sufficient to-make this point |
; clear. A capifal levy on nonds issued innpaymentfof-compensation
would shift a part of the burden onto the fbrmer landlords and

_1ncrease their loss from the reform. A . land tax to flnance the
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compensation payments would hit the new owners, but might in
‘ﬁpart be passed on to the consumers of farm products and the
suppliers of inputs., Monetary expansion to pay for the land

reform would almost inevitably bring inflation; leadiné to a

| & willy—nilly transfer of the burden of compensatxon. DiverSion

of other government Spendlng would pass some of the burden on
to the former beneficiarles of ‘the services elimlnated by the
diversion. The list of pOBSlbilitleS could be extended end-
lesslyi ghe point is that the financing method can offset,
‘augment, or even subsﬁitute foi other measures ih échievihg

the redlstributive goals of land reform.2 h Therefore it is
essent1a1 in analyzing any land redistribution program that

. the levels of expropr1at10n and compensatlon not be viewed in
isolation from the financial arrangements made to carry out. the.

process. They must be evaluated as a package.

' mied in with the issue of financing is the idea that
landlords' capital ntied up“ in land can be diverted to pro-
ductive use in the form of increased 1nvestment in industry.

26/
This is a very persistent misconception, despite treatment
27/ '

.‘*

in the economics literature, and merits a brief re—examination_’

here., Use an- extreﬁe case for a basis: All lsndlord holdings

are confiscated, W1th no compensatlon, and given to the tillers.
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éinae there is no change'in the capital stock of the country,
the effeét.on ihdustrial invesfment in the future depends on
whether the neW-lan&hoiders will use the income from the land

L”fergntly Ehan did thg'fdrmer landlords.

”!fﬂcoﬁpensation is paid, the method of financing has
't beéring cn the effect on investment; If landlords used
‘ éptire proceédé to 5uy new. capital equipment, and the_comé

iﬂgaticﬁ,yas-financed by domestic borrowing, this means only .

_,elaé!swinvestible savings were t:ansferred‘to the

Tmer landlords, who became the investing agent for these
' : . . 28/
inds. No increase in net investment has occurred. If the

ccmpensétibn‘is financed by}a,tax,'both the . consumption expendi;
_tures and the sévings of those téxed wouldbbe reduced. If the- 
‘;Andiords then invest all the'qcﬁpénsation, the proportion of
investment out of‘a given level of incoﬁé would indeed be
increased,/bu# because someone!s consumption was reduced.
Aggregate investment could just as well decrease, if the former
, : 29/

landlords as a gfoup have a higher propensity to consume  than

those taxed to payfthe compensation. Similarly, if compensation

letho.employmentfbf previously-idle resources, présumably some

of the increase in real’inéome would be'invested; But again it

were financed by printing money, and the landlords! expenditures

e,
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is the change.in income, not the transfer of ownership of an
existing asset, which led to an increase in the level of in—

vestment.

Payment‘of compensation is merely the exchangequ some
financial asset'for aﬁ existiﬁg ieal asset, which has no
immediate effect on the level of investménf. The level and
direction of real investment is affected-by the redistribution
of income and wealth which results and b&}the induced changes
in:éonsdmption and éavings ﬁehaviofgg/of the va:ioﬁs Qroups who
' hehéfiﬁ by, or pay for, the lénd redistribution. The énly way‘“
investment out of a‘given level of income c;nbbe‘increased‘is to
depfeas the aggregage average'prdpensity to conshmefgl/the form
of finanging'chﬁéen will determine wheﬁher and how this would

occur, It is the change in the use of income, not some process

of "defrosting” capital somehow frozen into land values, that

would be responsible for iﬁcregses in net investment.

- The transfer of existing “capital”‘from égriculture to
industry is §ossib1e. however, as when landlords find it
‘profitable to divert somé of their land from agricultural to
noﬁ—ég:icultural production;éz/ A likely‘tiansfer—-ohe which

is particularly pernicious go far as the success of land reform
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is echeerned~—is the oft-noted diversion into other arcas of

the working ¢apital formerly supplied by landlords. Land

reform legislation‘mnst typicaily contain some provision to-
L . 33/ ‘ , v :

. prevent this diversion, or provide a substitute for it

through government credit agenEies, Speeial agrarian'banks,

cooperative 6r§ahizations,vand the like.

Foreign financing (ioans or grants) ma§ be souéht to
“péy f$£ Iend redisﬁributioﬁ, although compenaat;on payments
would:almbatfcertaihly be made in domestic currencyigé/ The
‘resulting forelgn exehange inflow could be used exther to .
expand domestic credit or to allow 1mports to rise. Later
servic;ng of ‘any foreign debt could presumably come from
'1ncreased production resultlng from higher 1evels of'lnvesfe
| ment (either lnduced by credit expan31on or permitted by
llncreased imports), thus postponing the immediate burden on
the local—citiZens. The burden must be apportioned sometime;

- financing of land redistribution via fereign/borrowing is.

primarily a method of buying time.

III
~'Ifhe’analy'sis of the foregoing sections has attempted

to show how the simplest of economic tools provide a coherent
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'framewb:k.for the analysis of the rodistributive effects of
some Of the manr'policies,of land reform. The conclusions
réadhed are not startling, nor éhould we have expected them

to be. Yet I feel the principal points>made to be useful, not
only in'evaluaﬁing the poséiblé effects of certain policies,
but:in;trying to dispel some of the confusion sufrqunding

the issue of land redistribution and its financing.

The most important results are, in my opinion, the
follqwings
| 1. Lond reform policiés can be divided into those
wﬁich‘éhiftAthe supply of land and those which affect the
demand; -if the primary goal of land reform is to get more
lapdviﬁto the hands of the peasants, some of thesé policies
may be viewed as subsﬁitutes for each othef; if, however, iand
priceé’are not toﬁriéé, the bolicies oftén become complements.

| 2. Enforced rént reducﬁions and increééedvland taxes
are essentiaily équivalént in the direction of their cffects
on'béth éupply and demand, even if the former be discriminatory
in favor of.tenants and the latter not. vNeither‘of these is a
sufficient condition for épegdihg up the rate of transfer of
land from landldrds to tenantss bbth~Wi11 force down the price,

but the volume of transactions may be reduced.
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3. The idea that land reformlliberates the 1and
.mafket from.imperféctions‘and pérmits iﬁ to work more. freely
is probaﬁly sPeéiousa ‘Many land reform ptqvisions are designed
to dircumvent the oéé:ations of a free market to eliminate some
-of itsluAdesirable results;vﬁhis requires land refom tb_be 3l
continuing administrative process, and commits gOVanment
resources to the effort for a long period after the land re-
distribution has been completed.

4.  Perhaps the m¢st important point made is that
finanéing can do what éompensatiOn levels have left undone; or
undo-ﬁhétythe establishment’ of a certain 1eVel_6f compensation

. has acqgomplished, Gi&en'the taxing and_ﬁoneta¥y-powersAof
governments, the argument whéther'cOmpensation should be set
at full market value seems rather. academic. More impqrtantly,
the govgrnment‘may'have a Qide choice of féasible means to
achieve a given 6utcome; it prdbab;y ought to choose that
which minimizes ﬁblitidal friction Qrihe use of:real resources
in carrying out the expropriation-compensation process.

N 5. The notion that "idle capital tied up in land* can
be diverted to industry, thereby 1ncrea51ng the industrial
eapaclty of a country, is a myth. Exlstlng real assets cannot

magically be transformed into new assets of a dlfferent form.
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This is not to say 'e?nere will be no diversicm of 1andlord
~“capital“ from &grid&iﬁﬁre to - induatry, even in the short run.
But_it is likeiy»tovbe the wofking capital formerly supplied
by landlords which is diverted, as well as some agricultural
land whicﬁ méyrﬁe‘put to noh—aéficultural use either to escape
eXpropriat@oﬁ. ér'bécause the land réform law has'made the
alﬁernagi§e use more profitaﬁle) |
6. For lané redistrtbutién}itsélf, there is no
-necesgity for foreigﬁ~figancing; But borrowing foreign ex-
/change'£$ finahce é land ?;fofm éan be beneficial."ih that it
postpones ghe payment of the cdsts'of ghe reform, and provides
the basi$ f§f increééed investment through the expansion of |
domeatié;éfedit or a higher level of imports. The costs of
the reform will‘belapportioned aécordingly,as the burdehs of

servicing the foreign debt are apportioned.

' Some minor'donciusions include the notion that with
rent reduction, thé,lahd pricé will probably not fall by the
same relative amount as fentAhas been decreaged;.or that both
ceilings and floors_onlthe size of landholdings a;é'likely to
forcevthe‘price down, but may or méy not help to get more lands
into.the‘hanés of former tenants; or #hat'putting_a'céiliﬁg

price on land, iﬁ the absence of some other provision to shift
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the eupply curve, will not help at all to achieve the primary

goal'of'Speediug‘up'tﬁe peagants! acquisition of land.

-xn‘focueing on ahort-run redistributive coﬂSequenceB.
this paper has ignored tﬁo very.important aspects of land reform.
There is still the unsettled question of txming or speed of
implementation. The %go-slow" argument cltes the massive
~amount of reaources; both human and material, necessary for
eucceesful implementation of wide-ecaledland reforma. The
| prOponenta of quidk reform point out that protracted uncertainty
about implementation will both reduce the level of investment
in agriculture during the period'of uncertainty and allow land-
lords ample tlme to marshal their resources toward the sub-
version of a hesitant program. The argument cannot be settled
here, It may‘be‘worthﬁhile to note, as eircumstantial evidence,

that those Asian land reforms generally considered successful--

e.g., Japan, Taiwan -- were done quickly. Those which have °
been protracted -- India, Philippines -- secem less certain of
success.

- Inventives to greater productioﬁ and productivity in
agriculture can be at least as important as income redistri-

bution. With the new high-yielding varieties of cereal grains

-,
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‘becoming more widely available. increased product:lon may

- even serve -- for a time -- as a substitute for redi stribntiVG
nieas‘t:te‘a; ‘me "green revolution" can brig;g more income to
share tenants, and thus be poguiaf with them¢‘ It is likely
tOxbe,even more popular with landlords, since they get their
share of a\larger output, plus a chance to blunt the pressures
of land redistribution. It is probably true that thev"green
-revolution" has postponed ‘the adoption of redistributive
meaaurea in some Asian countrles, and for some time this
process may cont;nue. But ultimately, if the concern is for |
maximmlérodhction from agficulture', the "faiiure to make
sighificant institutional reforms nmay well be a handicap'.éé/
"While many of" the neeeeaary instxtutional changes will have
to be in the fleld of distribution (drying, processing,

_storing; and marketing), I am sure that reform of the structure

of 1and rights w111 continue to be an issue of importance, and

. one whose urgency is l;kely to increase in the next decade.
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 FOOTNOTES

% : . . .

visiting Associate Professor, University of Wisconsin.
Thanks are particularly due to my former colleague in the
Philippines, J. R. Huber, for enduring frequent interruptions
to discuss p01nts raised in thls paper. It is not his fault
if mlstakes remain, -

L/fhese three need not occur in any fixed order. 1In
making the categories, it is assumed that one of the most
difficult processes--the political effort that prepares the way
for enactment of a land reform--has already_been completed.

: z/ﬁxprOpriation is defined here as any provision of
land reform which forces present landowners as a group to part
with some land in excess of that which they would voluntarily
have sold at the current market price. Thus confiscation
(taking land without payment) is merely one special case of
expropriation, , . .

é/COmpensat.ton may be positlve, zero, or even negative.
A useful economic classification, in descending order of.com-
pensation per unit of compulsor;ly—acqulred land, might be as
follows: (1) above-market price, (2) market price, (3) "formula
price®, of which a multiple of the annual crop or rent, or
payment based on taxable value of the land, are the most common
examples, (4) no compensation (outright confiscation), or
(5) negative compensation, i,e.,, confiscation plus a penalty
such as exile, imprisonment, or execution of former landlords.

ﬂ/Som:e seek, for example, to break the power of a
conservative rural elite, while some attempt to create a stable
and conservative power bloc in the countryside. As economic
goals, some may emphasize productivity while others stress
income distribution.. Por a treatment of this latter issue, see
Vernon Ruttan.Jthuity and Productivity Objectives in Agrarian
Reform Legislation: Perspectives on the New Philippine Land
Reform Code,"® Indian Journal of Agxlcultural Economics, July-
December 1964, 114-30.

“vieg,
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: ‘é/It should be noted that the market price may

- exceed the value of current rental capitalized at prevailing -
interest rates because of smallexr risk in ownership of land
compared to other assets, because of expectations of future

' increases in the income stream from land, or because possession
of land may have some consumption value:. None of these are . "
reasons why & price reduction would be Jdesirable, however.

é/ﬁence the need for coercion in taking the landlords!
land, even if compensation is to be at "full market value®.
' Doreen Warriner asserts that "any price below the market value
of the property represents a degree of expropriation
Z? nfiscation/". Doreen Warriner, Land Reform in Principle
and DPractice (Oxford: Clarendon Praps, 1969), 19. The
discussion of part II will .show that compensation at, and even
for some range above, full market price represents a degree

of confisqation;-

Z/The principle of measuring land in some sort of
productivity units is sometimes used in the implementation of
land reform. The best Asian example is probably the Taiwan
system, in which land was classified into 26 grades, and the
landlord's. retention under the »land-to~the-tillexr" program
was. limited to the equivalent of 3 chia (nearly 3 hectares) of
~ 7th to 12th grade paddy land. (Land to the Tiller Act, Ch. 11,

Article 10.) Sce also S. K. Shen, "Administration of the Land
' Reform Program in Taiwan," in James R. Brown and Sein Lin (eds.),
Land Reform in Developing Countries (Hartford, Connecgticut:
The University of Hartford, 1968), 408. The notion of the
ngtandard acre," such as in used in India, and which depends
primarily on the presence or absence of irrigation, is also a
step in the same direction. Since the Taiwan grading system
takes irto account not only yield from the land but also such
things as nearness to a road (interview with S. K. Shen,
Director, Taiwan Land Bureau, Taipei, 16 April 1970), it comes
close to the ideal concept for economic measurement of "land".
.Nepal, recognizing the impossibility of a fine grading of land
without the underlying cadastral survey, has opted for a rougher
~ gystem utilizing only four grades, to proceed in concert with
the survey now under way. (interview with J.R.G. Harrop, Survey
Director, Kathmandu, 20 May 1970).
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§/61ven the type of supply curve used, it is
inappropriate to think of supply shifting to the right or
left; it must shift up or down. The standard terminology
of rightward or leftward Shlfts w111 be retained only for
the demand curves. :

“/Ehe tenants! demand to rent land does not diminish,
of course. The landlordsl incentive is to try to restore
income lost either by inducing tenants to farm the land more
intensively, or by evicting them and operating the farm with
hired labor. Both of these responses were found in Taiwan
after the 37.5% rent ceiling was promulgated in 1949. See
Steven Cheung, The Theory of Share Tenancy (Chicago: Chicago -
University Press, 1969) -shs. 5-8. It should be noted,
however, that in a market system neither of these responses
can. restore the landlords' original ‘income position unless
some-underlying condition changes.

10/ An interestxng side effect can be noted: Because
land would now be less attractive to both landlords and tenants
as an income-earning asset, there would be a net shift of
demand toward nonland assets (given unchanged savings behavior).
This should drive up the prices of these nonland assets,
reducing the rate of interest. With a lower interest rate,
the new equilibrium in the land market would produce a price
which is a greater multiple of the rental income than beforet
the percentage reduction in the market price for land should
thus be smaller than the percentage reduction in net rent per
unit of land. This presumes a smoothly-functioning capital
market and the existence of many alternative assets; neither
condition may be met in many countries.

——/Ehe productlon effects of the two measures are likely
to be very much different. The tax on land will tend to drive
resources out of agriculture, while the rental reduction raises
the returns to tenant inputs above their current alternative
employment, inducing tenants to draw resources into farming
until a new equilibrium is established. Since this also is in
the landlords! interest (it helps restore part, at least, of
ﬁhezr lost income), théy have the incentive to encourage such
increases in intensity. See Cheung, esp. ch. 6.



-4 -

._Az/gs previsouly mentioned (footnote 7), -retention

" limits were set at the equivaient of 3 chia of medium-grade
paddy land in Taiwan. 1Individual limits are set at 75 hectares
in the Philippines (R.A. 3844, Sec. 53) on land covered by the
reform provisions: The limit in Japan was generally one hectare
of tenanted land or three hectares of owner-cultivated land

(8ee Takekazu Ogura, "Economic Impact of Postwar Land Reform

on Japan", in Brown and Lin, eds., 231), while in Nepal it has
been set at 16.4 hectares +2 hectares homestead (Joint FAQ/ILO/
ECAFE Seminar on Implementation of Land Reform in Asia and the
Far East, Country Paper: Nepal, Manila, July 1969, 3. Here-
after referred to as Manila Seminar). It is quite clear that
in Japan and Taiwan the limits werc set low enought to reduce
rental income to minimal ‘evels, forcing former landlords to
find other sources of livelihood. In the Philippines and Nepal,
however, it seems that limits are more directed toward leaving
a landlord a relatively comfortable income even after expro-

- priation of his excess land.

l'-'-""-/If the dictated price should be above the price at
which some landlords would have voluntarily sold some or all
of their excess, then there will be an initial sloping portion
to both some of the individual supply curves and the market
supply scheddle., This does not materially change the analysis,
and would almost certainly be irrelevant.

lé/If the conditions of footnote 13 were satisfied, and
some landlords would have voluntarily sold more than their
excess at the imposed price, the point Q. would lie to ?he
right of the position shown in Figure 3. Again, there is no
significant change in the analysis.

lé/&he special extreme cases would be zero price or a
zero ceiling. The problems would be larger, but the analysis
" remains the same, except that it would be hard to imagine that
all the land could not be disposed of at a zero price.

lg/Section 62 of the Philippine Land Reform Code forbids

~ alienation except by heredity for a period of ten yea?s.past
the date of full payment for land received under provisions of

the .Code, for example.
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—ufgven after the lapse of the ten-year absolute
prohibition on alienation of lands acquired under the
‘Philippine Land Reform Code, "any transfer, sale ox dlSposlﬁloh
‘may he made only in favor of persons qualified o acquire -
econonid family*smze farm units in aceordance with the pro-
visione. of this Code".. (R.A. 3844, Sec. 62) Taiwan fcfbade
the transfer of land before its price was fully paid; and
then only "when the transferee can cultivate it himself or
it can be used for industrial or constructional purposes'.
(Land—to—the—Tiller Act, Ch. IV, article 28) Japan does not
permit buying land to rent it out. (Ogura, 131)

Ag/;h the diagram (Figure 2A) the "reservation demand"
would extend beyond q indicating that the landlord would
change from a net selTer of land to a net. buyer as the priee
drops below p . : »

—-/Changea in the structure of demand may bring great
incentives from commercialization of a much larger share of
agricultural productlon, but the process may be hampered by
difficulties in agglomerating and combining small production
unite set up by an earlier land reform. In Japan, -the ability
"to get rid of petty farming and move into an entrepréneurial
agriculture" may now be severely cixcumscribed because "the
transferability of farm land is still limited, making it
difficult to overcome the petty and disPersed landholdings®.
Takekazu Ogura, Agricultural Deve10pment in Modern Japan
(Tokyo: Fuji Publishing Co., 1968), ©5, 100. Amendments to
the Basic Land Law are being considered by the Japanese Diet
to remedy this situation {intcrvisw with Mr. Hiroo Ishii,
Agricultural Land DlVlsion, Ministry of Agrlculture, 6 April
1970). ’

2g/l‘edmurxélo Flores, "The ConCCpt of Land Reform- Itse
‘Relation to Agricultural and Socio-Economic Development",
Philippine Econcmlg Journal, IX (First scmester, l°70), III.

EL/A recurring prOposal for payment in kind in the
Philippines involves swapping public land on the remote and
sparsely—populated island of Palawan in exchange for tenanted
private land in densely—populated central Luzon.




. zg/éampénSAtion in the Philippines is to be paid 10%
in cash, and the remainder in tax-free bonds of the Land Bank
‘ReA; 3844, sec. 80)., The tax-free provision on both principal
und interest romoves one of the advantageous by-products
normally accruing to a government which pays compensation,.
For, "...once government starts to pay large sums to foxmer
landlords by way of interest or bond redemption it has a
formidable fiscal device by which to levy a tax on !'unearned
income! ". Archibald M. Woodruff, 'Financing of Land Reform”,
Manila Semi.nar. July 1969, 23.

-—/Ehe proposal to sell military bases in metrOpélitan
Manlla to finance acquisitions by the Land Bank is just such

, ——/It may elect to bear part of the loss itself, as for
example by selling off government assets. It may be useful to
point out here that the government may not just act as an
agency for society as a whole or some groups within it; the
government may have its own preferences, goals, and constraints
limiting its action. Por an interesting discussion of this
viewpoint on government in less-developed countries, see S. Hymer

~and S. Resnick, "Interactions between the Government and Private
Sector: An Analysis of Government Expenditure Policy and the

Reflection Ratio", in I. G. Stewart (ed.), Economic Development
and Structural Change (Edinburgh: Edinburgh Unlversity Press,
1969), 156G-80,

32/‘1‘1'1'.18 the government could avoid constitutional
challenge on *just compensation" by paying full market price,
then levying a tax which would reduce landlords! compensation
to a net level much below the market price. This assumes a
powerful government (usually a necessary condition of imposing j
land reform), and suggests that resources tied up in contesting
* the compensation issue in court might be better employed in
enforcing other land reform provisions,

-~/For example: “There has to be a transfer to industry
and trade of capital originally tied up in land.® Flores,
112-13. ‘

v -21/§ee for exémple, Nathan Rosenberg, "Capital Formation
in Underdeveloped Countries," American Economic Review, L
(September, 1960), esp. 710-12,

)
rd



iu/where may be a change 4in the compoﬁition of inﬁetﬁn -
ment, as landlords turn away from agriculture. In this limited
sense landloxd "ospitsl® is diverted away from agriculture 46
 industry. or trade, but again: the new industrial investment comes
- Bok from capital ®tied up* in land; but fiom a net change in
the savings behavior of the former landlords and ﬁhﬂ paxﬂona
‘fxom whom the funds were bo:‘rowedﬁ .

: -—jEnudlorda may try to save more out of any given level
of monay income, once their tie to the land is broken, in an
attempt to restore their former wealth position. An equally

plausible  case can be made, however, that they will save lass,
as they try to substitute consumption of other goods and

‘services for the “consumption value" or "psychic income* which
andownership formerly provided. L

‘-—/Eatwan réalized that the feasible objective was to

- ipterest landlords in industrial entrepreneurship, and not
‘that by some magical process part of the value of an existing
“asset could be turned into a new investment good, "The =
Government decided that the landlords should be encouraged
to interest themselves in industrial development by converting
their landholdings into industrial holdings.® Chen Cheng,

- Land Reform in Taiwap (Taipeit China Publishing Co,, 1961),
‘68, To aceomplish this end, existing shares of State-owned
corporations were transferred to private ownership through
the compensation process, The transfer did not directly’ .
increase the capital stock of the country, but rather, “"transfers
of the four public corporations have smoothed the way for

4 privata enterprise”. (Ibid,)

, —-/Keepmg some resources idle may be regatded as .
o form of consumption, but one from which very few membere of the i
' socliety derive any benefit, ; | ;

g -

' : QZ/Scme land reform laws encourage such diversion, In
tbe Philippines, tenants may bé ejected (with payment of an
indemnity) i€ the landlord or a membor of his immediate family.
*will persenally cultivate the landholding or will convert
“the landholding, if suitably located, into residential, factory,
hospital or school site or other useful non-agricultural ~
purposes*® (R.A’. 3844, See, 36),
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22/% particularly interesting provision\which expressly
attempts to stem the outflow of landlords! working capital is
Nepal's compulsory savings scheme. To provide a source of funds
for short-texm agricultural loans, landlords were required to
contfibute 10 rupees, and tenants 5 rupees, per bigha of land as
compulsory savings. passbooks were issued, interest was paid,
and the funds funnelled through ward committees and village .
cooperatives to supply tenants! working capital needs. (Inter-
view with K. P. Rizal, Land Reform Department, Kathmandu,

19 May 1970). .

éi/Payment of compensation in foreign exchange would
almost certainly exacerbate the problem of capital flight.

éé/élifton R. Wharton, "The Green Revolution: Cornucopia
or Pandora's Box?", Foreign Affairs, XLvII (April, 1969), 467.



