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ECONOHIC EFFECTS ‘OF, LAND REFORMS N TAIWAY,
JAPAII, AND MAINLAND CHINA: A COMPARATIVE STUDY

Kang Chao#
l.‘ lntroductlon | o

While the Importance of land reform ln developlng countrles Is
generally recognized, oplnlons differ’ wldely with regard to lts exact
impacts. Land reform i3 sometlmes concelved‘of as a vital precondltlon
for takeoff in economlc development; KOthers\contend:that lts signifi-
cance is prlmarlly polltlcal and that its economlc effects are rather
indirect. That is’ to say, Iand reform enhances polltlcal and soclal
steblllty and thereby makes economlc development easier, but other-
wise: contrlbutes llttle to production.

‘Analyzing economlc effects of land reform is Indeed a complex :
matter. For one thing, land reform naturally makes some peopie
economically better off and others worse off. From the point of vlew
of welfare economics, land reform must be assessed on the basis of the .‘
"net' gains. For another thing, inasmuch as production is basically
an Input-output relatloﬁ; to claim that an -Institutional change is
heneficial to economic prodnctlon one must'demonstrate elther tQat it
can lncrease the quantities of inputs befond what would have otherwise
been used or that it is capable of relsing the production functdon to

‘s higher level. Whether such effects will occur usually depends'on.

the backgrodnd conditions of the economy in which land reform has been

*Professor of Economlcs, Unlversity of Wisconsin-Madison.
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conducted and the way in whlch Iand reform has been lmplemented. The
results may varf from case to case.

‘ In thls paper[} atlempt to compare the economic effects of land
reforms In three Asian countries. These countries have many similar-
ltleé‘le the conditions of resource endowment in their agrlcultural'
sectors, e.g., the extremely unfavorable land-man ratios.! On the other
hand, they differ considerably in economic lnstltutions, orientations A
of guvernment policies, and degrees of economic development. To some
extent the variation in the outcomes of land reforms may be attributed
to the dissimilarities in their economic conditions.

| Land reforms in the three countries took place in the same general .
-tlme perlod -- 1948 to 1953, The fact that they have become hlstorlcal .
events does not prevent them from providing policy implications for
.contemporary efforts to change land tenure systems In other countrles.
As a matter of fact, it is because those land reforms took place long
ago that we can obtain sufficient data to evaluate both the shp(t-ren
and the long-run effects. |

' Specifically, | intend to analyze (1) the effects qf land reform on
‘ input utilization, i.e., the shifting of the productlonvfhnctlop due to
scale problehs and changes In farmers' Incentives; (2) the effects on

‘r

the quantities of Inbuté devoted to farm production, such as current

lThe arable land-man ratios for the three countries are:

China 0.18 hectare per capita

Talwan (.08 hectare per capita

Japan 0.06 hectare per capita
The ratios are even closer If we use cropland instead of arable land
because China has a much lower index of double cropping than Taiwan and.

Japan. See United Nations, Economic Builetin for Asla and the Far East.
14 (June 1965): 3. .
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Inputs and capital lnvqétment; and (3) the effects on conéump;lon of
_peasants_and the economy as a whole.
2, Legislation and !mplementation of Land Reform

a. Jepaﬁ

The first land reform bill was‘drafted by the Ministry of Agrlcuiture
of the postwar Japanese government at the end of 1945, on the suggestion
_aof the Supréme Command of Allled Powers (SCAP) as a part of the plan to
demoératlze Japan. The bill was not passed by the Diet, however. After
the SCAP sent an&ther memorandum to the Japanese government, pressing
further on the same issue, a land reform bil) was finally enacted in
October 1946. The whéie Iand reform program was completed in 1950.

chordlng to the Act, farmland holdings were to be compulsorily
purchased‘by prefectural governments on behalf of the state, ei:cept for -
those plgces reserved for the owners. The total permis sible amount of
land to be held by each owner was set at 12 cho (I cho = 0.9517h hectares)
in Hokkaldo and an average of 3 cho in the reéf of Japan.2 The land
purchased by the government was then sold to tenant farmers.

The transfer prices of land were originzlly computed cn the basis
of capitalized earnings in 1945 at the then prevall}ng Intercst rate.3
These yen prices were pegged throughout thz four-year pericd of Iaﬁd
reform. The purchase prices of land paid by tenunt farmers vere the same

as the prices previously paid by the government to landlords. $ince

2Ronald ;. Dore, Land Reform in Japan (London' Oxford University Press,
1859), p. 138. , S

31bid. .
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there was considerable inflation during. that perlod. by the tlme the .
landlord received the full payments for the land from tenants the sum
was exceedingly small in real terms as compared with the actual yields
of land. For instance, the price of rice had risen by more than 40
times between 1945, when the government computed land values, and 1950,
Hence a peasant who bought & piece of paddy land in 1950 would have to .
pay only 2.5 percent of the estimated value of the land, or 5 percent of
the annual yleld.h This meant that tenant farmers‘recelved land virtually
free because of the currency depreclatlon. Payments by tenants buying
land could be in cash or could be made on an instaliment basis over 30
years at an interest rate of 3.2 percent. in fact, since the total
payments were such-a anll percentage of annual ylelds of land, most
tenants pald cash within a year or two after ourchase. - ‘

As a result of land reform, 1,933,000 hectéreé'of land nere‘trané;,’{x
ferred, accountlng for about 80 percent of the total tenanted land ln 5 |
Japan. The number of reclplent households accounted for 70 to 80 percent N
of the total farm households then In exlstence. Since onlywresldent
landiords were allowed to retaln land wlthln the limits set by the govern-
ment, absentee land owners had to sell their land. Therefore, the tenancy
rate was reduced to less than 10 percent after the reform; most of tenanted
land was oultlveted by part-owner farmers. |

| b.) Telwen |

' Because of the relatively small terrltory;”land‘reform In Talwan

brsutomu Ouchi, "The Japanese Land Reform- Its Efflcacy and leltatlons#‘f
The Developlngkgconomlcs 4 (June 1966): 3. o
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began and was completed in & single year -- 1953. However, there were two
other programs, "'farmiand rent reduction" and ''sales of public land to
farmers," preceding land reform. Since the government field workers had .
accumulated useful experience in the two previous programs, land reform
was well planned in advance and carefu{ly implemented. The worg began ' ’
with a thorough investigation of prlvate land In order to determlné thg
area to be compulsorily purchased and the area to be retained by eacﬁ

! owner. The permissible area of retained land for each landowner was seF7
at 3 chia (1 chla = 0;97 hectare) of paddy field of a standard grade.
Retention acreages for dry land or paddy field of other grades were to

\‘ be ¢onverted to the equivalent of standard grade paddy erld.S The

general procedure of land transfer was similar to that In Japan. iand

was first purchased by the government from the landlords and was theﬁ
resold to the tenants who were cultivating it.

Unlike the Japanese case, héwever, the interest of landlords in
Taiwan was better protected by fhe:moré‘}easonable formulation of trans-
fer prices and payment procedures. lFor’the land‘transferred, landlords
were pald 2.5 times the gnnual‘ylelds. All such lmmo?able fixtures as |
farmhouses, drying grounds, poﬁds,rf(ult treés, and bambpo groves were
iétbe fully compensated for in accordance with their Imputed values. jOf
the’tétél compensatién to landlords, 70 percentnwas'pald in land bonds
and‘Bd percent in public ehterp?tse stocks. Thgre were two types of land

bonds, both stated in commodity units in équivalents of rice or sweet

5For detailed information about land reform in Taiwan, see Hui=sun Tang,
Land Reform in Free China (Talpei: Joint Commission on Rural
Reconstruction, 1955), especlally Section IV of Chapter V.
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potatoes in order to protect the holders from possible currency depreci-
ation. In addition, land bonds carried an annual interest of 4 percent.
| The purpose of paying landlords with the stocks of government-

owned enterprises was partly a means to finance the land transactions
in the initial stage and partly an opportunity to convert public corpo-~
rations in.o private enterprises, an effort to reduce the size of the
public sector in the whole economy. The stocks were those of the Taiwan
Cement Corporation, the Taiwan Paper and Pulp Corporation, the Taiwan
Agricultural and Forestry Development Corporation, and the Taiwan
- {ndustrial and Hining Corporation. Each,landlord had to take all{four'
kinds of stocks in fixed proportions. Of course, landlords were free to .

3

liquidate their holdings of such stocks at any later date. ,
After the tand was resold to tenant farmers, the purchasers paid the
prices of the land plus 4 percent per annum in 20 equal instal Iments over |
a -10-year period. Payments could be made elther in cash or In klnd.~ Theit
proceeds were put in the custody of the Talwan Land Bank for the pur- E
pose of redeeming outstandlng land bonds. - ln order'to ensure the'fully
.eventual compensatlon to landlords who were holdlng land bonds, the
Redemption Guaranty Fund was established in the Talwan Land Bank. The
Fund could be drawn on for making payments to landlords to.redeem.
land bonds in case there should be a delay or default in the Installment
payments by land purchasers. ‘ ‘ | ~
On the completlon of land reform, 143, 568 chua of farm land had
been transferred from 106,049 landlords to 194,823 land purchasers. “The |

tenancy rate was reduced from 38.6 to 5. 2 percent. lt should be polnted .

out that, unlike the Japanese case, land reform ln Talwan was not deslgned\ )
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to ellmlnate absentee Iandowners. Therefore, many famllleSJNere allowed

i ,Ix\ 5 ,,:-, )

to retaln farmland within the stlpulated llmlts but they leased out

their land to tenants for cultlvatlon. This wes especlally common when
the owners were old, infirm, dlsabled. or in: mllltary servlce. There .‘.?
were also landowners who leased out part of their retalned land. 'On the
other hand, many tenants did not apply for land purchase during the land
reform period and preferred renting others' land. The exlstence.of seme

absentee landowners exolalns why the tenancy rate afterxlandﬁreform was-
higher lanalwan than that in Japan. | ST | L
c. Mainland China
In the first few years after the. takeover ln l9k9, the maln task ef :
the Communist government in the countryslde was land redlstrlbut:on.“ )

n

There was then a consensus among the COmmunlst leaders that land redlstrl-
"butlon was a necessary measure to destroy the seclal and polltlcal e
foundation of the Nationalist gevernment. A law of land redlstrlbutlon
deslgned for nationwide appllcatlon was publlshed In June l950.6 The
Communlst party sent specially tralned cadres to each vlllage. under
thelr supervlslon land reform committees and peasant associations were'
organlzed to foment class struggle and conduct tand redlstrlbutlon.

Land redistribution in China dlffered ln many ways from ordlnary
land reforms. Flrst of all, land redistribution was seen as a means to ,”

carry out class struggle in the rural areas. The»process of redlstrlbutlon

i

6For details of the Chinese land reform on mainland and other related
issues, see Kang Chao, _grlcultural Production In Communist China,
1949-1965 (Madison: The Unlverslty of - VIsconsln Press. 1970),
Chapters 1 and 2. LT
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began with classifying farm households in each village or locallty into
catagories of landlords, rich peasants, middle peasants, poor peasants,
and farm laborers. It must be noted that the classification was not

based solely on the size of landholdings and the tenant status. For
instance, according to the official decree, '"Decisions Concerning the
Differentiation of: Class Status in the COuntryside," the category of

rich peasants included those who 'own no Iand but rent all their Iand
from others."” - In other words, rich tenants were deslgnated as rich
peasants and were to be eliminated. Landlords and rich peasants were not‘
allowed to reduce their landholdings by selling them or by bequeathing

‘ them to their relatives or friends. Instead, ad hoc committees, acting
on behalf of local governments, confiscated land from the explolt!ng f;
classes and rich peasants w!th no compensation payments whatsoever:\ The“
land so requlsltioned in a village or Iocallty was then dlstrlbuted "In |

a unlfied manner accordlng to the population thereln,“8

whieh was‘inter-
preted in most cases as an equa! per capita allotment.‘ The‘reclplents
obtained land automatically wlthout having to.apply for land purchase;
ﬁér was any compensation payment required. Along wlth land also con-
flscated and redistributed were farm implements, draft animals, and other
: properties of the exploitlng classes. However, owlng to the vague pro-*

vlslons and unclear definitions and the vast area in which the reform

Tsee Kuo-Chun Chao, Agrarian Policies of Mainland China: A Documentary
Stuzy, 1949-1956 (Cambridge: Harvard Unlversity Press, 1957),
p-' 6.,‘

) 8See‘ArtIcle 11 of the Agrarian Reform Law, clted ibid. p. 43.
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was being carried out, wide localivarlatlons.xdévlatlons, and con-

fusions exlisted. i -

Land redistributfon was concluded ln 1952. Altogether 42 percent”
of farmland in China had been redlstrlbuted, resultung ina thorough-

going ellmlnatlon of tenancy In that country. Virtually the whole rural

o +

population was directly affected by the reform in one way or another.

The exploiting classes ln the rural areas were’ sald to have been destroyed..
Land redlstrlbutlon in Chlna was taken more as a polltlcal than an’

economic measure. As”'scon as the soclal and polltlcal foundatlon of the ‘

former Watlonalist government kad been destroyed beyond ' any posslblllty

of revlval the Communlst”leaders began to face the problem of what should

be done next in the rural sector from the vlewpolnt of long=run economlch|.

‘ pollcy. They agreed that private ownership in that sector was lncompat-

ible wlth the general economlc structure In the regime and. that

collectlvlzed farmlng should eventually replace peasant farmlng.“ Dis=

putes among the Communist leaders occurred, however, concerning the

timing of collectlvlaatlon. The completlon of land redlstrlbutlonywas

lmmeduatelylfollowed by a carefully planned, gradual process of

collectlvlzatlon. The whole movement was drastically accelerated in

1955 under,the demand of the party chalrman, Mao Tse-tung. The whole

countryside was converted lnto collective farms by 1957 and |nto

communes by l958. Although the peasant economy in Chlna after land"

redlstrlbutlonrwas;short-llved,'some of Its effects ;fe nevertheless

discernible. | ”

3. Posslble Shlfts of Productlon Functlons i;; - I(Z ,

Theoretlcally, if an Instltutlonal change is capable of - ralslng the
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; production function it Is nothing but a disembodied technological change,
aslbroadly defined. Its effects should be reflected in the residual

‘term of an aggregate input analysis. In other words, the growth of out-
put after the institutional change cannot be fully explalned by the
increases In inputs; there tends to be a residual which is usually
called the productivity change of aggregate Input. tand reform Is often
considered as:one of such Institutional changes. lf thls is true the

*jeffects of a sweeping reorganlzatlon of the dlstrlbutlon of land should
be observable in an analys!s of aggregate input for the farm sector of
the country in whlch the reform has taken place.b

After land reform ‘the production functlon of agriculture might be

‘shifted by three posslble forces. Flrst, most proponents of land reform
hypothesize that lt tends to promote the ‘Incentives to produce on the

’part of land reclplents. They believe that farmers are likely to worh

: harder and more carefully on their own land than on rented land. The
quallty dlfference of the labor input before and after reform cannot be
measured, hence it can only be reflected in the residual as a rise In :
productlvuty of aggregate lnput. Theoretically, thls effect should work:
lnstantaneously and once for all. Therefore lts existence may be ‘

detected as a one-step rise in input productlvlty lmmedlately after land

reform. 'A‘\fr

On the othe. hand many economlsts are skeptlcal about such 'an out-

'come of land reform. Nhether land reform would boost productlon lncent-t

Py

lves of farmers, it is argued depends on whether the prevlous tenancy

Y

/system had lmpalred lncentlves. The degree of the dlslncentlve effect

l

of tenancy ln turn depends on the ‘nature of the arrangement under whlch



rént was pald. The whole analysis Is quite analagous to the well-

known neutrality theory of taxation with respect to work incentive. Ond
may simply treat rent payments as private taxes. Therefore, the system
of share rent (cropsharing between the tenant and the landlord), which
Is equivalent to a proportional income tax, would have certain dis-
incentive effects, whereas the system of fixed rent (in kind or cash),
which is analagous to a lump sum tax, would have no disincentive effect
at all.

A second force which has the potential to alter agricuitural pro-
duction makes It necessary to consider the poéslblllty that land
recipients may have utronger Incentives than before tv adopt new farmfng
techniques which wpuli tead to higher ylg[ds. The underlying factor of
this postulation is tiat the change in farm Institution and ownershlb
systems may affect the risk-taking incentives and rlsk-avdrslon of farmers.
Here, the analysis of relations between taxation and rlsk-taklng agaln |
proves helpful. Under the system of share-rent tenancy the landlord
shares with his tenant to the fullest extent the gains as we]l as losses
stemmlhb from any risky innovation. Since the rent system would reduce
the rlsks/and gains by the same degree the relative position of the two“’
elements would remain unchanged. Hence there is no unfavorabld effect
on risk-taking. The fixed-rent system is no worse than the share-rent
system in this regard. Under this system both the potential gains and
fosses would not -be reduced by the rent payment at all; the tenant who- |
ls the resldual clalmant would be fully responsible for both. Thé system
of owner, tarmers ls believed to be superlor to either of these tenancy

systems in that the higher level of income due to the abpllt}cn of rent
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payments gives farmers a greater ébl]léy to take';lsk or reducgsithplr
risk-aversion. However, io deted;'thls éfféct‘emplrlcally is extremely
difficult. For one thing, It is difficult to establish the causal
relation between land reform and the subsequent adoption of new farming
techniques. The latter might occur even without the former. For another
thing, the nature of new farming techniques may vary. Some, such as
changes in the planting methods and the timing of fertilizer application,
are truly disembodied in the sense that they do not entall higher input
costs. Others are embodled in nature if they require more expensive
inputs.

If the adoption of new farming techniques does not entall higher
input costs, the Impact would then be shown by the residual term in an .
aggregate input analysis. This effect would, however, appear after a
certain time lag and remain effective continuously thereafter. It takes
time to seek, learn, and adopt a new technique. And farmers would keep |
on adoptlhg new technliques, one after another. |

A . third botentlally altering force to be conslde}ed Is the possiﬁie
scale economy or diseconomy.  In most cases, land reform does not alter
the land-man ratio In a given country; it only more evenly distributes °
the same tota4 area of farmland among the same farm populat!on. Thus,
the prevlous large farms are reduced in size and small ones enlarged
leaving the land-man ratlo and the average size of farms more or 1%55
unchgnged. If the scale economy of farm 'production In any given country
lsll!qear, the losses on the farms which have been reduced in size In the
process of lénd reform are likely to be offset by the galns on the farms

‘wwﬁich'havé beep'éﬁjarged. {f the changes in the two opposite directions
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| have asymmetrical Influences, there then must be some net result appearlng@
in the residual term. Like the effect on production incentives, scale
economies or diseconomies should function without any delay. The impact
should be once and for all, unless there are further changes In the land-
“man ratio due to a rapid population growth in the subsequént years.

To detect tle above three elements, we have compiled the results of (
aggregate input analyses for the farm sectors in the three countrles
during and after their land reforms, respectively. The methods used lq
deriving the aggregate Input productivities are fairly comparable. In
Table 1, year 1 refers to the year when land reform was completéd In the
nation; other years are the ensuing years, -

It !s apparent from Table 1 that there was no. rlse in aggregate
lnput productlvlty immediately after land reform in any of the three
countries. As a matter of fact, productivity decllned by various degrees
in year 2 in all three cases. This seems to suggest elther that land
reform had 1l1ttle positive effect on production incentives or that a
substantially favorable impact on production incentives was offset by a
substantially unfavorable effect from the changes in the operation scale.
Now, the question is to ascertain which one s the more plausibie
suggestion.

All three countries ugder study are characterized by a large farm
population relative to thé total area of farmland, so thatvthe average |
size of farms was probably suboptimal. Land reform has led to further
fragmentation of farmland. This is one of the reasons why some econ-
omists are skeptical about the advisability of land reform in an over-

populated country. However, while the unfavorable impacts due to
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TABLE 1

' ﬁrb&uct}vlty Changes of Aggregate Farm Inputs

-In Talwan, Japan, and Mainland-China

(Indexes)
Year Talwan Japan Malinland China
. Produc~ Produc- Produc-
Qutput{ Input | tivity Output | Input| tivity Output] Input] tivity
I 100.0 | 100.0{ 100.0 100.0 | 100.0} 100.0 100.0 | 100.0] 100.0
2 voo:4 | 106.4| ok | 99.2 | 99.9 99.2 | 161.7 | 104.5]| 97.4
3 100.0 | 104.4] 95.8 109.3 | 104.0{ 105.1 103.9 | 108.8! 95.5
4 108.9 | 109.8| 99.2 94.1 1107.8] 87.3 | 108.7 | 112.6| 96.5
5 118.5 | 12.3{105.5 | 102.7 |110.1] 93.3 | 108.3 | 115.5| 93.8
6 125.7 | 115.2109.1 | 125.2 [ 104.9) 108.9 | 112.4 {122.8] 91.5
7 124.8 | 114.8 | 108.7 17.5 | 117.5} 100.0
8 124.9 | 120.3 | 103.8 121.8 | 117.4] 103.7

Sources: TATVAN:

MAINLAND

Recomputed from the data given in Yhi-Min Ho, Agricultural
Development of Taiwan, 1903-1960 (Vanderbilt University

Press, 1966), pp. 65 and 75.

CHINA:

Year 1 is 1953.

From K. Chao, Agricultural Production in Communist
Ch'na, 1949"]9659 p. 238.

Year 1 is 1952,

JAPAN: The Output Index series is the index of crops given in Japan,
Statistical Abstracts of Ministry of Agriculture and

atwp—

Forestry, 1959, p. 100.

Year 1 is 1950,

The Input Index series Is computed on the basis of the following

data:

a) Labor:

The Developing Econoinics 3 (March 1965):

The index of working hours in agriculture, as given
by Masaru Kajita, 'Land Policy after Land Reform in Japan,'"

b) Fertil

1359, pp. 9-11.

jzer:

9%.

Computed from the data in Statistical Abstracts,

All types of fertilizers have been added
up according to their standard nutrients.
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Table 1 (cont.)

¢)

d)

e)

Land: Due to the change in survey method In 1956, the
official data on cultivated land display a sudden and
substantial jump between 1955-56. See Statistical
Abstracts, 1959, pp. 6=7. Since the area of cultlvated
land In Japan remained more or less constant before and
after the change in survey methods It Is reasonable

to take land as a coostant factor.

Fixed Capital: Computed from the values of farm
implements In various years, as given In Statistical
Abstracts, 1959, p. 56.

The weights are those of Tohio Shishido:

Land 261 percent

Labor 51.5 percent

Capital 8.2 percent

Current Inputs 14 percent
See A. M. Tang, ''Research and Education In Japanese
Agricultural Development, 1380-1938,'" The Economic
Studies Quarterly 13 (itay 1963) 93. '
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fragmentation are undeniable, they can hardly be substantial. In

all of the three countries the total farmland before lané reform was
utilized in an intensive manner in order to absorb the excessively
large rural population. There were only a few large farms even before
land reform; the landlord with a large land holding usually leased out
his land to a number of tenants and the land holding was divided Into

a number of small farms as- operation units. Land reform equalized the
size of land holdings, but there was no drastic equallzation of the size
of operation units, since they did not show a great variation before
land reform anyway. Since scale economles refer to the size of operatlng
units, not ownership units, the effects of land reform could not be too

1At

,strong,

In the absence of a strong offéettlng force, the posliive impacts
of land reform on production incentives could not be substantlai elther.
Otherwlse there would not have'been negative changes in aggregate input
productlvlty. It seems that the tenancy systems in the three countries
did not severely inpair farmers' Incentives to produce, and the higher
lncoﬁe 6f land recipients after the reform exerted only a marginal

’boostlng éffect.

In thls connectlon it is Interesting to note the relatively larger
réductlon in productlvlty In Talwan. |If this was not caused by unusually
unfavorable weather in Taiwan during those two years.\the following

’ may be accepted as plausible explanations. First, land reform In Talwan
was preceded by a rent reductlsn merment. Thus, [f there ever exlsted

any positive effect of rising Income on production incentives it would

have occurred before land reforﬁ. Second, as Indicated earlier, land
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redistribution in Communist China involved no compensation payments at
al} whereas In the case of Japan the stipulated compensation payments
were reduced to negiigible sums due to the rapid currency depreclation.
Taiwan was the only country where land recipients were required to make
full compensation. Naturally, the rise in disposable income of‘land |
recipients in Taiwan was less substantial than in China and Japan.

Productivity changes after years | and 2 are rather diverse In thé“
three countries. Talwan shows a continuous ;lse; mainland China reveals
a steady decline; and Japan shows no discernible trend at all. The
divergent results seem to suggest that the favorable influence of land’
reform on technical changes, If any, must be insignificant and that\ihe
actual development of productivity is shaped largely by other facto;s.
The more Impressive results In Talwan than those of Japan were probably
due to the general backwardness of Talwan's agriculture, which left more
room for farmers to improve their production techniques. This was
coupled with the strenuous promotion activities of the Joint Commission
on Rural Reconstruction (JCRR) on the island.

The case of Communist China Is rather unique. While there may be .
numerous factors contributing to a rising trend of productivity in an
economy, the factors responsible for a chronic decline candof‘be too
many and should be easily identifiable. . The continuous fall in input
prod;ctlvlty Is not surprising at all in view of the fact that the
Chinese land redlstrlbytlon was immediately followed by the whole process
of socialist transformation of agriculture. The damaging effects of
socialization on Incentives have been demonstrated in all previous in-

stances. They began to loom In China. The results were so severe as
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to completely offset the potentially tremendous economies of scale
gained by consolidating small farms into large collectives.
4, Effects on Input Quantities
It has also been contended that land reform may Induce peasantgtteq
- devote more inputs to production than they would otherwise have done.
That is to say, even without any upward shift of the production function
the agricultural sector can still benefit by traveling along the same
curve at a higher speed. Presumably this effect would/be most pro-
nounced in the cases of capital Inputs and such current Inputs as
fertilizer. The tenancy system may have retarded farm investment in
two possible ways. First, when the level of rent was hlgh’tenants were
deprived of investable funds. \éecond, because of the uncertainty of
tenure, tenants usually took a short-run position. They not only had
no interest iIn maklnéllong-range investments to’]mprove land but also
had a tendency to maximize current output at the expense of future out-
put by unduly depletln§ the fertility of land. These shortcomings tended
to be especially severe when landlords were absentee owners who, 1lke |
their tenants, would have no desire to improve the land“quallty. ,
In all the three countrles the amount of cultivated land?has been
almost a constant factor ln the past few decades, with only negligible
variation from year to year.: It”can hardly be altered by any change in
the tenure system., As for the labor lnput, both Communist China and
Talwan showed mlld lncreases ln the 19505. whereas it fell slightly in
the case of Japan. There are good reasons for us to belleve that the
quantity of laboh\lnput in the farm sector Is largely determined by the’

growth rate pf population and the rate at which the industrial sector
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cgnﬂabsorb migrant labor from the agricultural sector. At least this -
'Is true in the three Aslan countries under study. For Instance, Jepanf
had an average population growth rate of about 1 percent per yearyln“:‘i
the 1950s, which was much lower than that In Communist Chlna and‘Teiwen.
The astonishingly high expansion rate of the Japanese {ndustry dd thetd“
period is a well-known fact. ' . ” """~§}.

As shown in Table 2, fixed capital and fertlllzet“eﬁpllcatlon)rosef
rapidly after fadd reform in all three countries. Among them, the, |
Japanese case Is particularly revealing. Increases there in both fixed
capital and fertlilizer application exceeded those In the other two
cduntrles by large margins. This fact partly reffects both the'adyenced
technlque of farming and the better ability of industry to supply those
Inputs in Japan. One may wonder whether these Increases had anythlng
‘;toAdo;wlth land reform. Although there is no direct evidence, some
eldes day be found by examining how private farm Investmant was flnanced
‘Infthatycéuntry. As can be seen from Table 3, the amount of debt'but-'
vstehdlng for the average Japanese farm houschold rose faster thanlineome;
tesultldg'lh an Increasing debt-income retio. The fact thét:the‘
‘Japanese farmers used more and more outside funds}to‘fidance eépltal
fermatlon Is a clear indication that there was a' rising wflllngﬁess te ‘
lnvest. |

' Regular surveys of farm household budgets bedan much Iater (1958)

In Taiwan. The survey results have manifested a slmllar upward trend

in the debt-income ratio in 1938-67.9 However, the Impllcation is not ..

9%hi- -tseng Shih, '"Changes In Real Assets of Farm Households in Taiwan, w
in Economic Essays (Economic Research lnstltute, Acaduenila Slnica,,
'97')' p- 243! '




TABLE 2

Increases In Farm Inputs in Taliwan, JQppd .

and Malnland China’

(Indexes)
Year Fixed Caplital Feftlllzer
Talwan Japan Mainland Talwan Japan Mainland
China China
1 100.0 100.0 100.0 100.0 100.0 100.0
2 104,1 118.4 105.9 118.0 114.5 11.2
3 105.6 140.3 llﬂl.?{ 120.0 125.0 122.0
4 106.2 | 161.1 nh.}’ 131.0 149.8 129.4
'5 106.2 ';“8‘9.'3’”' e | 135.0 | 163.6 | 137.5
6 |07 | 2088 | c1in.s C140.0 7| 184, 3 154.5
7 .| 1076 | 2339 : 139.0 | 1968 |
‘ ,:/ ‘ P v f:x“y SR

Sources: Same as Table 1, except that the serles of reproduclble Fixed
. capltal of Talwan is taken from Urlted Natlons, Economlc Bulletin
for Asia and the Far East, Pe 58. .




TABLE 3

The Debt=-Income Ratio of the Japanese

(current yen per household)

Farm Households

Year I ncome Debt Outstanding ' Debt-Income Ratio (%)
1950 203,777 9,430 4.63

1951 252,539 11,993 L.75

1952 282,387 17,044 | ~ 6.04

1953 301,160 25,988 ’% '8=§3; f

1954 315,460 | 35,072 1 ‘11;[2‘;' o
1955 355,792 37,449 | ;(;”:,pdﬁ5§ f (

1956 337,341 4,723 ‘ 1 H: is;zéf{j ﬂu‘f
1957 340,639 | ' 45,197 -}ﬁ‘:zag133577 -

:Souicé:j¢5t§tt§tical Abstracts, 1959, pp. 59 and 60.
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so clear In this case, partly because we have no idea whether this trend
started lmmedlatel& after land reform and partly because 1958-67
happened to be a period which witnessed a considerable reduction in the

market rates of interest.
The story of Mainland China is quite different. éecause peasant

farming by individuals after landeredlstrlbutlon Was $o short-1ived
m‘

there was no time for-its long=run effects to’ materlallze. it Is doubt=
ful that the collectivized farmers would have strong Incentives to lnvest.
official documents and publications of Peking openly admit that the in-

creases in farm Inputs in the 1950s were the results of the government

policy to mobilize agricultural resources.Io

5. YEffects on'Consumptlon by Farmers

¥

It has been postulated that the propenslty to consume ls lnfluenced

:by, among other thlngs, the size of. -assets held by the spender--what ls

{

Jsometlmes descrlbed as the wealth effect on consumptlon. lf thls ls .

[

true, one would expect to see certain shifts in the propensltles to

consume on the part of those farmers who have recelved land ln the pro-
cess ‘of land reform. Unless these shlfts‘are completely offset hy the
nwealthletfect in the opposite direction on the part of tormer landlords.)
”thereqtends to be a rise In the aggregate consumptlon functlon ln the '1
‘rural sector. For the same reason, land reform may have some lmpact on,
the commerclallzatlon of food gralns. — o , .

Landlordlsm usually served as an extractlon mechanlsm, channellng :

’agrlcultural surpluses to the urban areas. Tenants were obllged to make‘

[NC

loSee K. Chag. Agricul tural Productlon In COmmunlst Chlna. Chapters 4,
5, and , .
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rent payments either tn cash or Adn klnd.,‘ln the.former case tenants
had to sell part of their harvest to the urban populatlon In order to
ralse cash. In the latter case, landlords collected grain from their
tenants and shipped it to urban markets. Thls extraction mechanism
naturally was destroyed by land reform., What results from the elimina-
tion of the extraction mechanism, however, depends on two things. Flrst,
lt depends on whether a replacement mechanlsm appears after land reform.'
Second, lnsofar as farmers . had hlgher dlsposable lncome, they would
spend thelr extra lncome ln accordance with the relatlve lncome ‘
elastlcltles of varlous expendlture ltems.( |

There are many posslble measures that may be taken after land ree‘
form to replace the lost extractlon mechanlsm and to maintain’ the same
flow of grain to citles. ﬁl) If the land reform legislation calls for -
compensation payments from the land recipients over a number'ofnyears,z
either to the orlglnal landowners or to the government which had ‘advanced
loans to buy the land, the compensatlon payments wodld temporarlly‘serve

the functlon of extractlng graln from the rural sector. (2) The govern-

ment may ralse agrlcultural taxes ln the hope of forclng farmers to

{ [l

dellver sufflclent graln to ‘he urban markets.- (3) The forces of ‘market’
supplyxand demand may bld up prlces of grain relatlve to lndustrlal
products so that farmers may be lured to sell more graln than they would{
'otherwlse have done. In thls case, the economy would wltness a temporary
'movement of the terms of: trade agalnst industrial goods. .

i 4, "
The consequence of land redistribution in Communist Chlna in thls

‘connectlon is clear. The Peklng government nelther requlred compen-

satlon payments from- land reclplents nor ralsed agrlcultural taxes )
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substantlally after land redlstrlbutlon. As a result, peasants received
more dlsposable lncome. Owlng to the generally low standard of living
ln‘the Chinese villages, thgg}ncome elastlclty of food grain was still
quite hlgh during that period. There was a strong tendency among
peasants immedlately after land redistribution to spend their extra
income on food consumption. This simply took the form of curtalllng\
grain supplles to the urban markets. In other words,..land redlstrlbutlon
wlthout the requirement of compensation payments had Induced the rural
sector to regress to a subsistence economy. This was aggravated by the
reluctance of the Peking government to let the terms’ of trade between
the urban and rural sectors move against lndustrlal good5° it controlled
food prlces everywhere .50 that the market forces failed to adjust them-
selves until more graln was shlpped to the urban markets.

: " The Chlnese land redlstrlbdtlon was concluded in 1952, . That‘was
also the year when Chlna saw the first bumper crop ln many years. Yet
the lncreased graln'consumptlon in, the rural sector created such a

"
—- - \_ .

) .
serlous shortage of food ln cltles thatxthe government had to lnntuate

in 1953 the system of “unlfled purchase and unlfled sale" of grains, a B
program combining compulsory procurement and food ratlonlng. in
explalnlng the need for such a system, Chen Yun, one of/the vice premlers,
sald' "Productlon of food was lncreased after the land reform. But,
_since the llvlng standard of peasants has lmproved thelr food con=
sumptlon ‘has -Increased accordlngly.~ They have no urgent need to sell
their surplus grains. Consequently, the rate of marketed gralns has

declined lnstead of rlslng AR

"Speech in'Hsin Hua Yueh Pao (New China Monthly)..no._é (1955), p. Sg{ﬁ”j
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_The food shortage in the urban areas worsened thereafter. fhls'
7eventually produced an addltlonal reason for the Chinese government to
co[lecélvlze agriculture. Managers of collectlve farms, who had full
control over farm output at the local level, could first meet the obliga-
tion of compulsory dellvery before distributing grains to member house-
holds. Besides, It was much easier for the qovernment to deal with a
smaller number of collectives than with some 100 million individual
households. This motive was clearly Indicated by Li Hslen-nien, the °
then Minister of Finance. ''In the Spring of this year (1955) the supply
'of graln was tight and the procurement work encountered difficulties . ..
hence some comrades hoped to accelerate agricultural cooperatlv‘lzatlon."Iz
In a sense, the compulsory procurement system and collectivized -
farming have replaced the extraction mechanism of landlordism In China.
Even so, the tendency for the rural sector to fall back to a subsistence
economy was not entirely stopped. The official data on grain con-
sumptlon; as presented In Table 4, unmistakably disclose this fect.
Obviously, per capita consumption of food grains in tﬁé countryslde
conrlnued to rise at a remarkable rate after i952 whereas that of the
urban population showed a slight decline. ' |
Land reform in Japan resembled the Chinese case in that the compen-
sation to landlords as fixed in 1945 yen had been reduced to negligible
sums oy the currency depreciatlion so that land recipients in Japan
obtained their land virtually without payment. Interestingly, however,

the lmpec;s on consumption were quite different. Since the Japanese

>

12, Kung Pad (The Impartial Daily), B November 1955.
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land reform was conducted at a glme when the economy was fairly well
developed and the averaﬁe Incomé lﬁ tﬁe countryside was conélderably
above the subsistence level, the income elasticity of food was low for
farm households. The extra income after land reform was primarily spent
on additional industrial goods. Instead of hurting the urban population,
land reform turned out to be conducive to further industrial expansion.

Table S demonstrates that as income of Japanese farm households rose
between 1950 and 1957 their average propensity to consume rose too. This
should not be construed as a marginal propensity to consume greater thaﬁ
unity. tHor do?s it mean that the real income of farmers declined In
those years. The consumer price index In Japan lagged behind the rise
In mbnéy lncome\ln that period. The reasonable explanation is that the
‘consumption function in the Japanese agricultural sector had shifted up-
ward after land reform. The upward pressure of the wealth effect on
consumption was eventually offset by the declining marginal propensity
to consume as income continued to rise.

More lntere;tlng are the detailed consumption data contained In
kTable 6. Consumption of staple food by farm hoﬁseho!ds actually fell
sfgadlly as Income rose after land reform, a result diametrically
different from the Chinese case. The consumption items that recorded
refatlvely high growths were “CIothlng,"'"Miécellaneous,"‘and
“"Extraordinary." No doubt these Items consisted mainly of industrial
products and services supplied by nonagricultural sectors. Land reform
thus had the obvious effect of enlarging the rural markets for Industrial
goods and sérvlces.

Because of the substitution of nonstaple food for staple food in
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TABLE 4

Per Capita Consumption
of Food Grains In
Mainland China

- (in kilograms)

Crop Year Urban Areas Rural Areas
1953-54 289.80 218.20
1954~-55 279.05 227.25
1955-56 278.35 239.40
1956-57 . 282.35 258.90

Source: Data Office, ''The Basic Situation of Unified
Purchase and Unitied Sales of Food Grains in
China,' Tung-chi kung-tso (Statistical Work),
no. 19 (1957), pp. 31-32.
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TABLE 5

Average Propensity to Consume in

the Japanese Farm Sector, 1950-57

(Current yen per household)

Year

Total Consumption

Average Propensity

¥~
v T )

:Toggj Income Expenditures to Consume
1950 | 203,777 174,149 0.85
1951 | 252,539 216,091 0.86
1952 | 282,387 253,714 0.90. .
1953 | 301,160 264,089 0.9%
1954 | 315,460 302,911 0.96 -
1955 | 355,792 312,757 “#0,88{ L
1956 | 337,341 320,261 095 ot 1
1957 | 340,639 N8B | ok Ul

: t
PR

Source: Statistlical Abstracts i959; p..59.




TABLE 6

" Indexes  of Rural Consumption per Hpuéehold

constant prices.

in Japan

1951-57
ear | General | Staple| Non- Clothing | Light | Housing| Miscel- | Extra-

food staple and laneous | ordinary
food heat
951 100.0 100.0 100.0 100.0 100.0 | 100.0 100.0 100.0
952 | 111.8 95.8 11873 139.1 100.3 | 117.0 112.8 133.8
953 | 116.9 94.1 122.3 152.8 96.6 | 127.5 124.2 150.3
954 | 117.5 | .93.k | 1286 | 156.0 98.3 | 125.4 | 126.6 | 1498
955 | 120.0 | 93.0 | 1337 | 158.5 98.1 123.4 | 1312, [ 161 3
956 | 1220 | o2, 1377 |1607 | er.8| 125 | 1ea | 1sm
957 | 125.6 | 892 | 0.2 170.2 97.6| 125.7 | 14h.g | 189.7
Source: Statistical Abstracts, 1959, p. 62. All are based on
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the rural areas of Japan after land reform, the tight situation of grain
supply in the urban areas was greatly relaxed. Thls enabled the Japanese
government to phase out the food rationing system which had been carried
over from wartime. Again, this development was drastically different from
what occurred in Mainland China immediately after land redistribution.

Taiwan may be regarded as a case between the two extremes represented‘
by Communist China and Japan, so far as the effect of land reform on cop-‘
sumption Is concerned. On the one hand, both the high income elasticity
of food and the wealth effect seem to have formed a strong pressure on
farmers to withhold more grain for self-consumption. On the other hand,
the obligatory compensation payments compelled them to sell grain to thé:
urban markets.

Oné can see from Table 7 that the indexes of per capita cqnsumpgtoﬁ
in Tolwan have also shown declines for staple food, mild rises for npn;
staple food, and rapid increases for industrial péoducté.'3 It mds;,be
noted that this table refers to the whole economy of Talwan rather than
the farm sector alone. MNo similar data are available for the QeEtor
itself except for rice. Based on rice alone (see Table 8), which
accounted for more than 90 percerit of total staple food consumption in
Taiwan, 1# per, capita consumption of farm households also showed an

unmistakable trend of decline.

13The fall in cotton fabrics reflects the competition of such synthetic
materlals as nylon.

lI'Rlce accounted for 93 percent of staple food consumed by farm house-
holds in 1950-51. See United Nations, Economic Bulletin for Asia
and the Far East, p. 65.
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TABLE 7

In&exes of Per Capita Consumption of
Selected Products in Talwan

1953-1958

R 1953| 1954 1955 | 1956 | 1957 | 1958

Rice ,j‘ . Y 100 89 95 93 94 93
Sweet éotq;o ' 100 | 108 | 99 | 1ol | 103 | 109
Vegetables . 100 98 97 97 99 100
Pork 00| 99| 100 | 104 | 17 129
Fish ft00 | vz | 128 | a3k | 138 | 147 1

Bean and Peanut 011 | 100 | 87 | 96 | 98 | 101 | 88

Clgarettes 100 | 107 | 16 | 14 | 109 | N2
Vine 100 | 103 | 13 i69 -2 - {120
Cotton Fabrics ~ 100 107 101 ?9 81\‘ L 77
Underwear - | 100 93 | 202 | 226 | 260 | 164
A Towels - 100 | 115°\ 95 | o1 | 8 | 89
Eleétrlc Fan . 100 | 253 350 | 519 | 636 | 626
Radioli | too | 102 | 67 | 193 | 238 | 294

Sburce! United Natlons' Economic Bulletin for Asla and the Far East,
p. 68. All are based on constant prices.




TABLE 8

Per Capita Consumption of Rice

by Farmers in Taiwan

1953-58

Moactation | farners ?Pf"o?"'.fiii by farmers
Year (1,000 persons) (1,000 tons) (kg)
1953 4,382 821 187
1954 L,489 821 | 183
1955 - 4,603 CIL O 178
1956 4,699 .. 819 1 am ‘i o
‘1957“‘ 4,790 830 SRR T T SR
1958, | 488 86 173

Source: ‘Unfted Nations, Economic Bulletin for Asia and the Far East,
~'p. 60, and Anthony Y. C. Koo, The Role of Land Reform in
: Economic Development (New York: Praeger, 1968), p. 138.
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TABLE 9

Marketable Surplus of Rice
tn Talwan, 1953-58

(1,000 Metric tons)

Total Seed Self-Con-| Compul- | Fertili-| Free Total Marketable

Produc-| and sumed by | sory zer Market | Marketa-| Rice as per-
tion Feed Farmers | Sales to | Barter Sales | bile cent of
Govern- Rice Total Produc-
" | ment tion
() (2) (3) (4) (5) (6) (7 (8)
1,642 | 105 821 227 | 323 166 | 716 43.6
1,695 107 821 206 393 168 767 : 45.3 i
1,615 | 102 818 176 - | 377 | th2 .| 695 | 3.0
1,790 | 1M 819 218 118 224 | 860 | u8.0°
1,839 | 113 830 | 225, | 420 | 250 | 896 | -48.7
' ' ' ' e N
1,894 | 15, 846 213 428 292 | 933 49.3

Sources: United Natlons, Economic Bulletin for Asia and the Far East,
p. gg, and Koo, The Role of Land Reform In Economic Development,
P.
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It s true that even before land reform there existed In Taiwan
schemes by which the government could extract rice from peasants for the
purpose of stabillizing food prices in cities. One cransfer mechanism was
compulsory delivery of rice to the government and the other was the
barter between rice and commercial fertilizer. Under the latter system
the government monopolized production and Importation of caemlcal fertili-
zer, and distributed It to those farmers who wished to buy. The barter
ratio between fertilizer and rice was set by the government‘%n such a way °
that the deal contained an element of hIddeu taxes on fertll!zer users.
The barter was not compulsory, however, in the sense that no one was
forced to accept fertilizer from the goverhment.

Land reform did not result in any addItIuQal pressure on the pro-
curement program of the government. Total séies of rice by peasants to
the government remained roughly constant. unt|| 1956 (see Table 9). Fur;
thermore, out of the total sales of rice to the government, the propbr- 5,
tion of compulsory delivery gradually decreased, uaereas the collect!on B
from the rlce-fertlllzer barter rose. The increased rice surpluses were
carrred to the free markets by peasants, resulting in a rise in the,ratlo\
uf'total'rice marketed from 43.6 percent in 1953 to 49.3 percent In ]358.
6. Conclusions

Based»on‘the above analysis a number of concluslonsimay be ‘deduced.
Therells no clearcut Indieation that land reform Is always capable of '
raising the production function of agriculture. In fact, all three °
countries under study showed a decline in the productivlty of aggregate

input . Immediately after the change In land tenure. Therefore, this.

lnstltutlonal change may not properly be classlfied as dlsembodied
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technlcél progress. On the other hand, evidence is much stronger to
support the claim that land reform has the significant effect of in-
ducing farmers to marshal mere inputs, especially modern inputs, in
their production. In a sense, the beneficial results of land reform are
"embodied!' in the Increases of inputs. Land reform also exerts con-
siderable Influences on consumption by the rural population. Whether
these Impacts on consumption are favorable or disturbing depends on the
general level of income and the stage of growth in. the country in which
land reform is conducted. For a backward country it may retard the
commerciallzation of farm products unless some powerful extraction
mechanism is Introduced to replace landlordism. But for a country whlqh
is falrly well industrialized, land reform will definitely lead to.an :

expansion of the home market for industrial goods. -



