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THE SIMPLE ECONOMICS OF LAND REFORM:
THE EXPROPRIATION-COMPENSATION PROCESS AND INCOME DISTRIBUTION

by Scott M. Eddlex

ﬁAll views, Interpretations, recommendatlons and concluslons expressed
;In this paper are .those of ‘the author and. not- necessarlly those of the
fsupportlng or cooperatlng organnzations.



TH“"‘ SIMPLE Ecouomcs‘:or LAND: REFORMN:
TION: y. 'u_'ucons DISTRIBUTION

e Land refdw offthe,classlc type lnvolves prlnclpally a coerclve

;sh(pfrléhts5t“ land, and can be dlvlded lnto o
M N 2

fredlstrlbutlon offow

of the land ln favor of

che new owners, (2) payment of- compensatlon, lf any,31

?three{maln subprocesses'l (l) exproprfatlon
| and (3): flnanclnﬂ
1the compensatlon or other costs of the land reform. That these subpro~'
lcesses are lnterdependent, and that (for example) forms-of. financing

fuswd can affect the net level of compensatlon pald seem obvlous, yet

‘th;jlnterrelatlonshlps are often only dlmly perceived by pollcy-makers'
'fand the posslble outcomes of the redlstrlbutlon mlsunderstood even by
”economists.‘ lt 1s: the purpose of thls paper to show, using simple
;mncro- and macro-economlc analysls, that the redlstrlbutlve effects
;of the major types.;f land reform pollcles can be determlned and a basis
-,establlshed for judglng thelr relatlve efflclency in attalnlng the goals
:fof ‘a’ glven land reform. The analysls wlll also polnt out some of the
‘flmportant complementarltles or substltutabllltles among pollcles whch
";mlght at flrst glance appear to affect only one of the . three subparts

ﬂiof the exproprlatlon/compensatlon process.

"‘The ultlmate purpose of a land redlstrlbutlon may dlffer among

;icountrles,h but the proxlmath'goal ls}ln all cases to effect a: structural

Vfbegregarded as ‘an® effort,to~shlftvthe,lntersectlon:of the;sUpply and
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idemand curves to the right. l.e., to increase the- rate of flow of land

; present owners to others.

At any glven tlme, the entlre land stock of a country ls not |
avallable for sale at the golng market prlce. That some landlords
-are unwllllng to sell at the current prlce,6 whlle some potentlal
purchasers cannot afford to'buy at that prlce ShOWS nothing more than
the expected dlvergence of supply and demand curves beyond the lntersectlon
polnt. in the analysls whlch follows, we look at varlous exproprlation
and compensatlon measures ln comparatIVe statlcs terms, to see how
they are’ llkely to affect the posltlon and shape of the ‘short- -Fun -
supply_and demand.curves,'and the locatlon of thelr Intersection. For
SImpllclty and‘convenlence of eiposltlon, we shall Inltlally assume all.
land ls owned by "landlords," and that lt is demanded by "peasants,”
persons: who are. currently tenants or landless workers, or by other
landlords. Land wlll be measured In lncome-produclng unlts, rather
than ‘mere area, to allow the notlon of a slnqle market ptice for the.
asset, land. 7

Thc perspectlve throughout the paper will be that of a developing
country conslderlng land reform as a part of Its development strategy.
The: analysls wlll be restrlcted ‘to questions of short-run income and

wealt' redlstrlbutlon as a result of the exproprlatlon/compensatlon

{H,aand wlll concentrate on land reform provisions found in the
a‘won of several Aslan countrles, prlmarlly the Phlllpplnes. k

;;The'prlnclpal pollcy measures to be examlned ln part I below are

vthe followlng.fh

--oF at some other ‘(even zero) price; .
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'Follow1ng the analysis of these pollcles, part ll wlll dlscuss the
:effects of varlous flnanclng methods on the pollcy outcomes. Part Ill»
;wlll attempt to summarlze the concluslons drawn from the analysls.

ln Flgure l the pre-reform market equlllbrlum occurs at (PO,QO),
where the demand curve DD lntersects the supply curve ss (QT represents
the total land stock of the: country) If landlords are compelled to
sell thelr holdlngs at the present market prlce, it would be equlvalent .
to: forclng the supply curve to be horlzontal beyond Q0 (curve sSt),
The. d”iand curve (unless lt is. perfectly elastlc at prlce Po) must be
:shlfted to the rlght ln order that a greater volume of transactions
take place, compared to that whlch occurs under free-market condntlons.
Subsldlzed credlt or other provlsuons whlch reduce the. cost or risk of
land purchase lncrease the expected profltablllty of land, Inducing
potentlal purchasers to demand more at any glven prlce, ive., shifting
tthe demand to a posltlon such as D'D' wlth compulsory sale at Pos

the subsidlzed

redlt provlulon would lncrease the rate of purchase

-touQ]}per unlt of tlme.iﬁ'»{ﬁ

VWlthout the:compulslon on ellersjﬁzubsldlzed credlt alone would

result ln‘a hlgher:prlce and a:(mall_

ln‘ ement to land sales (PZ'QZ)

:h pulslon woulu be redundant lf thercupply curve:were.horlzontal

Elnltlally (not a relevant notlon for Asla) but ls necessary lf an

“lncreased volume of sales and no lncrease ln prlce a 1bothﬂqoals of
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ﬁtheyland;leqlslat]on;"*Moreover, lf the?credlt subsldy were general

wen, the lncreased profitabillty

foffholdlngfland woul, ‘alse thelr reservatlon prlce, l e., the supply

\curve ould.nhlft upwards.8

= L;Besldeyéforclng landlords lnto compulsory sales at: less than—«
market prlces a downward shlft of the supply curve (to a posltlon
dlke S“S”) could be accomplished by lncreaslng the taxes on land or
nforclng a rent reduction. But the demand curve mlght also shift
left-~lf for example, the lncreaScd taxes would fall also on any new
purchaser of land--and could lead to a result such as (P3,Q3) where
'the prlce has lndeed been reduced but which is exactly contrary
to,the,major\goal of speedlng‘up the transfer of land from landlords
tdﬂtﬁehpeasants..‘Thus a land tax, to maxlmize the Incentive for
landlordsrto'seljvand‘peasantsrto buy, would have to-be dlscrimlnatory,
;révéfrﬁg"ﬁéwrpurchasers; dThe“admlnlstratlve burdens Imposed by such
a scheme are llkely to be very heavy, and the opportunities for evaslon
abundant. Moreover, as the reform proceeds an Important part of the
agrlcultural tax base would be automatlcally eroded,

Land rent reductlons are automatlcally discriminatory, and carry

wlth them the incentlve or the tenants to cooperate with the government

'in thenr enforceme:' esplte the dlscrlminatlon ln favor of tenants

and agalnst landlords lnherent ln a forced rental reductlon, it can
have the same undeslred result as a nondlscrlmlnatory land ‘tax, namely
‘to shlft the tenants' demand curve for land purchase to the left.9
The rent reductlon lncreases the peasants' lncome from any level of
fgross productlon (shrlnks the lncrement to be galned by changlng from

‘tenant to owner status), reduclng their lncentlve ‘to” buylland as'an



*income-earntng asset. Because thetr lncomes are. Increased, part of
fthls reduction In demand may be offset by an tncome effect, but unless
'f_the consumptlon value of landownershlp ts very hlgh the’ offset Is ‘-
unlfkely to be complete.f The effects of a rent reductlon]o will not
be so strong as: the effects of .an equivalent (i.e., equal In the amount
in whlch 1t nomlnally reduces the landlords ‘rental income) tax on
land,.both'because.of the sma!;er demand shift and because the incidence
of the rent reducthn Is more difflcult to share wtth.the tenants. '

A celllng'on the landlord's retalned holding (partlal expropriation)

]2"A landlord must dispcse

is a freguent,feature of land reform laws.
of any excess land at whatever price he can get. To analyze this case
d?agrammatlcally, It is.perhaps most convenlent to look first at the
land]ord's reservation demand for land, f.e., how much of his total
holding he would keep for his own use at a glven price. Hls reservation
demand schedule can be represented as Py in Figure 2A, in which OqT
represents his total land holding, Pa the price at which he would sell
nothling, andpT the prfce at whlch he would voluntarlly sell out completely,
The amount he offers for sale in the market at any price below Py would
be measured to the left f rom qT. This schedule then translates into an
1ndtvldual~supp1y~curve of the formp a9s in Flgure 28.

Now suppose the government Imposes a celling on Individual
landholdlngs at a level equal to the distance Oq in Flgure 2A, an amount
Iess than the landlord's lnltlal acreage. Since he would voluntarily

F

*dlspose of the excess, qTq ) at any pruce Pe or above we need only consider?

the case wheuﬁv’he‘offer prtce Is‘below p --»as for»example, :(4\
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Figure 2



‘market., The celllng llmlt cum low offer prlce forces hls reservatlon ;f’j?

%demand lnto a shape such as pTcdf, so the supply schedule ascuhes
-the shape of pfhgs In thure 28. |
To get the market supply curve for lond, we merely aggregate
(add horlzontally) ‘the lndlvldual supply curves of the present landcwners.
It is a slmple'matter to show (but the process will .not be detalled
'here) that the market supply curve has the same general shape as that f
| of the lndlvldual landlord,13 such as PFHGS“ in Flgure 3.
Addlng;a,demend curve to Figure 3 will show the effects of the
ceillng leglsletlohf The post-celling supply/wlll lie below the pre-
celllng supply to the left of-the:quantlty QN} which represents the
total disposal of excess holdings by landlords at the dictated price.
BeyondeQN,‘the:post-celllng supply.curve.wlll colnclide with the initial
supply»curve.‘h The demand'curve.must'croES the original supply curve
(EAEGS”S) to the‘left of QN’ otherwlse the celling legislation would
have been redundant. If the demana curve lies in a poslelon such
as D'D' the government will find buyers at the dictated prlce'for
all the excess lands which It has forced landlords to sell. If [t
lles towthe'left of D'D!, the government will find 1tself holding
land which no one wants (or 1s permitted) to buy at the price 1t pald.
These lands could be sold at a loss, glven away, or held for public
use. ) |

lf the demand curve lles to the rlght of D'D!, the governmeht

1couldhreallze ‘a proflt on: the sale of the lands whlch lt acqulred; =

,glnto somyﬂextrawmarket'ratlonlng procedure.; The more.the'othe
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Figure 3



10

“provlslons of land leglslatlon shrftithe demand curve to the rlght,ff}ff

Tthe greater the ratlonlng problem“wlll become.]§“,ﬁ I *7”7""

:IfSome land reform laws whlch lmpose celllngs also provlde that ,;;j;
"no holdlng may be below a certaln slze. lnsofar as even a mlnlmum-ffa?i
“slze holdlng ls out of the flnanclal reach of . some of the potentlali‘ )
vpurchasers of land the resultlng demand curve wlll lle below the
ffree-market demand over at least the flrst part of its length,

Similarly, lf some - of the land Is tnitlally. In the hands of sub-mlnlmum

'mlnlfundlstas the supply curve. of land wlll be forced Into a lower .

cposltlon. Such a mlnlmum requlrement may force land prices down;
vthey cannot rlse unless some other provlslon is strong enough to
,cause a net rlghtward shlft 1In the demand: curve.

| Provlslons of maxlmum or minimum size of holdings sometimes are
accompanled by restrlctlons .on the allenatlon of lands transferred

lnto the hands of peasants.]6

If the restrictions are absolute--a
prohlbltlon on sale or other allenatlon of land--they have the effect
of shlftlng the maxlmum amount of land available for sale in the market
tofthe~left, l.e., a movement of the point Qr toward the origin. If

‘the restrlctlons merely make Tt more dlfflcult to allenate the land,

Apfect may be seen as a shlft of demand or supply, or

the lmmedlatéflq

;ftax on land transfers, for example, could be treated tike

;o' the\supply curve. Refuslng to allow mortgage credlt to be eXtended

;land,would ralse the selllng cost whlch ls H“‘effecknanﬁppyard‘shlft,j~;
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iup the demanders and who the suppllers of: andaa a

fmarket.- Just as the short run curves wlll shlft_lccordlng_to ‘various’: .

tprovnslons of the land_reform law,

wrovwlll they shlft as ;he(composltlonb

foffl'ndholders.an:;potentlal land purchasers changes over tlme or as

fa resultdof leglslatlon.; Present landlnrds might wlsh to be sellers

{a'ﬁoneaprlce,giut buyers at a lower prlce.]8 Often land reform

}program 'must contaln provlslons whlch try to affect the membershlp

;of thvpdemandlng and supplylng group at varlous prlces._ Regulatlons

:aimed'at‘preventlng the old landlords from repurchaslng land are

le“ing;to keep thls group out of the market on the demand slde,,_

?just asnrestrlctlons onlallenatlonvalm at ellmlnatlng the beneflclarles

ﬂof land reform fromj"e~market on the supply slde. g ‘
These latter‘.onslderatlons when vlewed ln conjunction wlth
ithe discussion whlch has preceded them, polnt out one obvnous but L

loften-overlooked fact. Land reform ls seldom almed at removlng

llmperfectlons fro ﬁthenland market' on 'h"contrary, most provlsxons fgafe

ﬁare deslgned ,“rfere ln, and'al; ?\”t"7nctlonfof}ﬂthe¥market
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ﬂdlstrlhutlo>:of lncome or clalms»on lncome lf compensatlon ls pald

ff ome comblnatlon of two or more off hese.zg The payment of compensatlon;

n. turn, may come from the new landowners amortlzatlon of purchase

: rlcek(self-Flnanclng land reform) from new taxes, from dlversion ‘

-?o ‘funds away from other areas of government spendlng, from borrowlng

go"grants, from credlt creatlon (lncludlng the prlntlng of money),

;o fro the sale of errnment assets.23 “An’ examlnatlon of the results

of’the varlous flnancang schemes can show qulte clearly that the form.

of fnnancxng chosen may have as great an effect on the eventual xncome

dlstrlbutlon as th levels of exproprlatlon and compensation themselves.

,some forms of flnanclng wlll faclllte, and others hlnder, the attalnment

(
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‘ubﬁlth'fheﬁwssu;°of:flnanclng tsfthe ldef?that landlords'i

All landlovdfholdlngs are confiscated wlth o compensatlon,

.f‘lven to the tlllers. Slnce there Is no change In the capltal

fstock of the country, the effect on lndustrlal Investment in the future
Jdepends on whether the new landholders wlll use the lncome from ‘the
1a d.-\'d)lfferently than d1d the former landlords, |

| lf compensatlon ls pald the. method of flnancing has great bearlng

;on the effect on Investment. If landlords used the entlre proceeds .

.to juy new capltal equlpment, and the- compensatlon was financed by

,d; borrowlng, thls means only that someone else's investible

;savlngs were transferred to the former landlords, who became the lnvestlng

‘agent for these funds. No Increase in net investment has occurred. 28

zf -t‘ e

'compensatlon is flnanced by z tax, .both the consumgtion expendltures }
iand_theasavlngs of those taxed would be reduced I f the landlords

then nvest all the compensatlon, the -proportion of lnvestment out

glvenflevel of income would lndeed be lncreased but becaUSe ‘
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° af -

‘fthe varfous groups who beneflt by, or pay for, the Iand redistrlbutlon.o

*tThe'inly way lnvestment out of a glven level of lncome can be Increased{

;fls to depress the aggregate average propenslty to consume,3] the form

;ﬁof flnanc{ng chosen wlll determlne whether and how th!s would occur.

i?ité;jsgt‘ _change ln the use of lnoome, not some proeess of "defrosting"
f;capltal somehow frozer lnto land values, that would be responslble
;Efor nncreases In net investment. | ". |

The transfer of exrsttng “uapltal“ from agrtculture to Industry

?i s possible, however, as when landlords ftnd tt profttable to divert

’?Lu\h of thelr land from agrlcultural to non-agrtcultural productron.32

ﬁfA ltkely transfer_yone'whlch ls partlcularly perntclous so far as
&fthegsuccess of land reform ls concerned--ts the oft-noted dlversion

other areas of'the workingAcegjtal formerly supplted by landlords.

ffLand reform leglslatto musti‘yplcalf ntaln some provtslon to

%gbcouid be used elther to expan[,domestlc credtt‘or to allow lmports j“;f
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jﬂé;}f@sé. Later,servlcing of any forolgn‘dobt could presumably come

| ;'i:’:_ i ':: ‘: ”';”./ i | h‘ ' }hlgher levels of tnvestmentA
't(either lnduced by credlt expanslon or;pormttted by Increasod Imports),
Vthus postponing tho Immedlate burden on the local cltlzens. The ’
'burden must be apportloned sometlme' financing of land redtstrtbution

‘vla forelgn borrowlng ts primarlly a- method of". buy!ng time.

i o

. Thetanelysjsfof;theuforego!ng.se;tlons'has attempted to show how
the s]mojeStzofﬁecohomic7tooi5 provide a:coherent framework for the
analysls of the redlstributlve effects of some of the major po!lctes of
land" reform. The concluslons reached are not startling, nor should
we have expected them to'be. Yet | feel the principal points made to
be useful. not: only in evaluatlng the posstble effects of certain
pollcles butfln-trylng to dispel some of the confusion surrounding
the lssue of land redtstrlbutlon and Its financing.

) The most lmportant results are, In my oplnlon. the followrng.

1. Lahd reform polJcIes can be divided Into those which shift the
supply Off1ehdaand7tho§e which affect the demand. If the primary goal
of 1ahq reform_[s*tovget more land Into the hands of the. peasants, .
SOme'of'the§e~polfcies may'be viewed as sdbstltdtee for each other;
lf hOWever, Iand prlces are not to rlse, the pollcles often become

vcomplements.



http:effects.on

7

"”af“”;‘;transfef ofﬂland"“rom landlord'”to tenants, both wlll force down;iﬁyyf

{}lmperfectlons andfpermlts;ltwto workbmore freely ls probably speclous. ,fffo

ffMany land reform provlslons are deslgned to clrcumvent the operatlons

¥ e ree mark:tgt°,°1lm‘“at° some’ f 1ts undeslrable results, thls

‘;requlres land reform to be a contlnulng,admlnlstratlve process, and
fdcommlts government resources to the effort for a long perlod after
fﬂthe land redlstrlbutlon has been completed Lo

| “f,iy?‘ Perhaps the most lmportant polnt made ls that flnanclng can.
¢do what compensatlon levels have left undone, or undo what the estab-
1erlshment of a certaln level of compensatlon has accompllshed leen
'v“the taxlng ‘and monetary powers of governments, the argument whether
‘;ncompensatlon should be set at full market value seems rather academlc.
“fMore lmportantly, the government may haVe a wlde cholce of feastble

‘ means to achleve a glven outcome, lt probably ought to choose that
'_whlch mlnlmlzes polltlcal frlctlon or the use. of real resources ln

‘;fcarrylng out the exproprlatlon-compensatlon process.{

f,a dlfferent form. Thls ls not to say there wlll be no e

k tthe hort run.; But lt ls llkely to be the worklng capltal formerly

7 priation, or because the land reform

law has:made. th a'ternat've use'



more prof!table. f:.‘

) gﬁf:fﬁyﬁfiﬁd*redlstrlbution Itself, there ls no necesslty for

foreign flnanclng.‘ But borrowlng forelgn exchange to ftnance a Iand
'.reform can be benef!clal, ln that It postpones the payment of the costs
of the reform, and provldes the bas?s for lncreased lnvestment through
the expanslon of domestlc credtt or-a higher Ievel of tmports. The
costs of the reform wlll ‘be apportloned accordlhgly as the burdens

of servlcing the forelgn debt are apportloned .

Some minor concluslons Include the notlon that wlth rent reductlon,
the land pr!ce wlll probably not fall by the same re! ttve amount as
rent has been decreased~ or that both ceIIIngs and floors on the
.slze.of_!andholdlngs are. llkely to force the-prlce down, but may or
may,notﬂheﬁp?to;getfmore-lands-lnto the hands of former tenants; or
that;pyttlngua’cejllnp;prlcevon land, In the absence»of some other
provlslonlto'shlftathe sopply curve, will not help at all to ‘achlieve
the prtmary goal of speedlngfup the peasants' acoulsltlon of land.

fn’focusing on shqrt-rUn redlstributlve consequences, this paper
has lgnored two very Important aspects of Jand reform. There s sttll
the unsettled question of timing or'speed.df fmplementatfon._'The
"vo-slow“'argument cltes the massIVe amoUnt of resources, both human
and materlal, necessary for successful lmp!ementatlon of wlde-scale
Iand reforms. The proponents of qulick reform polnt out that protracted

‘;uncertalnfy about Implementatlon wiil both reduce the level of lnvestment?j.

rlculture during the- per!od of uncertelnty and allow Iandlords ”gf ﬁ.fh

E

hle tlme to marshal thelr resources toward the subverslon off’f

fffhesltantaprogram., The argument cannot be settled here f

11fworthwhlle to note, as clrcumstanttal evldence, thet those .9'°Ar



-;?canﬂbg at leas‘ as lmportant as Income redlstributlon.» WIth the new
iﬁﬁhlgh-yjeldlng varletles of‘cereal gralns becomlng more wldely available,
ﬁfln_reased productlon may even serve -- for a tlme ---as a substltute '
>Tffor redlstrlbutlve measures. The “green revo!utlon" can brlng more
Elncome to share tenants, and thus be popular wtth them. It 1s llkely*

tztofbe_even more popular wlth landlords, slnce they get thelr share

'fof a,ﬁarger output. plus a chance to blunt the pressures of land .
iredlstrlbutlon. It ts probably true that the "green revolutlon"

.has postponed the adoptlon of redtstrlbuttve measures In some Aslan
'fcountries and for some ttme thls process may contlnue. But - ultlmately,

.;if the concern Is for maxlmum productlon from agrlculture, the “fallure
35

:9Whlle many of the necessary Inst!tutlonal changes wi1l have to be in

Lithe fjeld of dlstrlbutlon (drylng, process!ng, storIng, and marketrng),
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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 Interruptlions to discuss points ralsed In this
paper. It is not his fault if mistakes remain.

1. These three need not occur in any fixed order. In 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.

2. Expropriation 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) |s
merely one special case of expropriation.

3. Compensation may be positive, Zero, or even negative. A useful
economic classification, In descending order of compensatlon per unlt
of compulsorily-acquired 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., conflscation plus

a penalty such as exile, Imprisonment, or execution of former landlords.

k. Some 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 emphaslze productivity
while others stress Income distribution. For a treatment of this

latter issue, see Vernon Ruttan, "Equity and Productlvity Objectives

In Agrarian Reform Legislation: Perspectives on the New Philipplne

Land Reform Code," Indian Journal of Agricultural Economics, July-

December 1964, 114-30,

5. It should be noted that the market price may exceed the value
of current rental caplitalized at prevalling Interest rates because
of smaller 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 a price reduction would be desirable, however.

6.  Hence the need for coercion In taking the tandlords' land, even
If compensation .is to be at “Fuil market value'. Doreen Warriner ;
asserts that "any price below the market value of the property represents
a degree of ‘expropriation [conFiscation]'. Doreen Warriner, Land ’
Reform In Principle and Practice (Oxford: Clarendon Press, 1969), 19. =
e discussion of part w show that compensation at, and even for . .-
some range above, full market price represents a degree of conflscation. -

7. The princlple of measuring land.in. some sort of productivity:

units Is sometimes used In the implementation bf:laqd_refdrm.‘AThéfL,hx‘giw;gf



'best ‘Asian example Is probably the Talwan system, In which land was .~
classified into 26 grades, and the landlord's. retention under:the = =
""land-to-the-tlller"" program was limited to the equivalent of 3 chta
(nearly 3 hectares) of 7th to 12th grade paddy land.  (Land to the. =
Tiller Act, Ch. Il, Article 10.) See also S. K. Shen, '"'Administratlon

of the Land Reform Program In Talwan," In James R. Brown and Sein T
Lin (eds.), Land Reform in Developing Countries (Hartford,.Connectlcut:" '
The University of Hartford, 1968), 408.. The notlon of the "'standard '
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 Into accourt not only yleld

from the land but also such things as nearness‘ to a road (interview

with.S. K. Shen, Director, Talwan Land Bureau, Talpet, 16 April 1970),

1t comes close to the Ideal concept for economic measurement of ''1and",
Nepal, recognizing the Impossibiiity of a flne grading of land without

the underlying cadastral survey, has opted for a rougher system

utilizing only four grades, to proceed f{n concert with the survey

now under way., (Interview with J.R.G. Harrop, Survey Director,
Kathmandu, 20 May 1970.)

8. Given 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 shifts will be retalned
only for the demand curves. ' ‘

9. The tenants' demand to rent land does not diminish, of course,
" The landlords' Incentive is to try to restore Income lost either by
Inducing tenants to farm the land more Intensively, or by evicting
~them and operating tiie farm with hired labor. Both of these responses
were found In Talwan after the 37.5% rent cefling was promulgated

In 1949, See Steven Cheung, The Theory of Share Tenancy (Chlcago;
Chicago University Press, 1969), chs. 5-8. 1t should be noted,

however, that In a market system nelther of these responses can restore
the landlords' original Income position unless some underlying condition
changes. ' ‘ : '

10, An Interesting side effect can be noted: Because land would now

be less attractlve to both landlords and tenants ds an Income-earning

asset, there would be a net shift of demand toward nonland assets
This should drive up the prices

(glven unchanged savings behavior). .
-of these nonland assets, reducing the rate of Interest. With a ‘ower
Interest rate, the new equlllbrium in the land market would produce

a price which Is a greater multiple of the rental Income than before;

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 exlstence

of many alternative assets; nelther condltion may be met In many countries.

11, The production effects of the two measures are llkely to be very
much different. The tax on land will tend to drive resources out of
‘agricuiture, while the rental reductlion ralses the returns to tenant
Inputs above thelr current alternative employment, inducing tenants

to draw resources Into farming until a new equlibrium Is established,
Since this also Is In the landlords' Interest (It helps restore part, .



it ledst, of their lost Income), they have the Incentive to encourage®

is;khqlﬁcf655gs~lﬂ;intenslty.t:Sge Cheung, esp. ch. 6.

127 ‘As-previously mentioned (footnote 7), retention limlts were set
“:at the equivalent of 3 chia of medium-grade paddy tand in Taiwan.
Indfvidual limlits are set at 75 hectares fn the Phllippines (R.A. -

384k, 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 (See 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

‘(Jolnt FAO/ILO/ECAFE Seminar on Implemention of Land Reform in Asia

and -the Far East, Country Paper: Nepal, Manila, July 1969, 3.

Hereafter referred to as Manila Seminar). It Is quite clear that

In Japan and Taiwan the iimits were set .low enough to reduce rental

income to minimal levels, forcing former landlords to find other sources

of livellhood. |In the Philippines and Nepal, however, It seems that

limits are more dlrected toward leaving a landlord a relatively comfortable
Income even after expropriation of his excess land.

13. If the dictated price should be above the price at which some
landlords would have voluntarily sold some or all of thelr excess,
then there will be an Initlal sloping portion to both some of the
Individual supply curves and the market supply schedule. This does
not materially change the analysis, and would almost certalnly be
irrelevant. i :

14, If the conditions of footnote 13 were satisfled, and some landlords
would have voluntarily sold more than their excess at the Imposed

price, the polnt QN would lie to the right of the position shown In
Figure ‘3. Agaln, there Is no significant change In the analysls,

15. The special extreme cases would be zero price or a zero celllng.
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. ' ' ' '

16. Section 62 of the Philippine Land Reform Code forbids alienation
except'by'heredity«for a period of ten years past the date of full
paymént for land received under provisions of the Code, for example

17. Even after the lapse of the ten-year absolute prohibition on
alienation of lands acquired under the Philippine Land Reform Code,

'"any transfer, sale or disposition may be made only in favor of persons
qualifled to acquire economic family-size farm units In accordance

with the provisions of this Code". (R.A. 384k, Sec. 62) Talwan forbade
the transfer of land before Its price wa: fully pald, 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 buylng land“to rent it

out. (Ogura, 131) o ' ‘ S S
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f18 On the dlagram (thure 2A) the ”reservatlon ‘demand"" would extend
:beyond qT, Indicating that the landiord would change from a net seiler ¥A=
;of land to a net buyer as the prtce drops below p o

?19. Changes in the structure of demand may bring great lncentlves
from conmercialization of a much larger share of agr!cultural produetton.ﬂ
but the process may be hampered by difficulties In agglomerating and -
“combining small production units .set up by an earlier land reform.

~In Japan, the abllity ''to get rid of petty farming .and move into an .
_entrepreneurlal agriculture' may now be severely clrcumscribed because .
""the transferability of farm land Is still limited, making It difficult
to overcome the petty and dispersed landholdings''. Takekazu Ogura,
Agricultural Development In Modern Japan (Tokyo: Fujl Publishing Co.,.
1968), 95, 100. Amendments to the Basic Land Law are belng consii ' ~red.
by the Japanese Diet to remedy this situation (Interview with

Mr.. Hiroo Ishil, Agricultural Land Division, Ministry of Agriculture,

6 April-1970). '

20. Edmundo Flores, ''The Concept of Land Reform: Its Relation to
*Agrlcultural and Socio-Economic Devclopment', Philippine Economic
;Journal IX (Flrst semester, 1970), 111, S :

21. A recurring proposal for' payment In kind 'In the Phllipplines
Involves swapping public land on the remote and sparsely-populated
Island of Palawan {n exchange for tenanted prlvate land in densely-
,populated central Luzon.

22. Compensation in the Phillppinés is to be pald 10% In cash, and
the remainder in tax-free bonds of the Land Bank (R.A. 3844, sec. 80).
The tax-free provision on both principal and Interest removes one of
the advantageous by-products normally accruing to a government which
pays compensatlon. For, '.,.once government starts to pay large sums
‘to former landlords by way of Interest or bond redemption 1t has a
formidable flscal device by which to levy a tax on 'unearned Income'",
Archibald M. Woodruff, “Flnanclng of Land Reform'', Manlla Seminar,
July 1969, 23 ‘ L

.23 The proposal to sell mtlltary bases In metropol!tan Manila to
flnance acqulsltlons by the Land Bank Is just such a case. '

24, 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 soclety
as a whole or some groups within it; the government may have Its. own
preferences, goals, and constraints limiting 1ts action. For an /
Interesting discussion of this viewpoint on government in less-developed
countrles, see S. Hymer and S. Resnick, '"Interactions between the 4
Government and the Private Sector: An Analysis of Government Expendlture
Pollcy and the Reflection Ratlo'", in |. G, Stewart (ed.), Economic -
Development and Structural Change (Edlnburgh Edlnburgh Un Iversi ty
Press, 1969), 156~80. _ :
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"2 5 Thus the government could avoid constltutlonal challenge on "just
fcompensatlon“ by paying full market price, then Ievylng a tax which v
“would reduce landlords' compensation to a net level much below the market
Fprtce.' This assumes a powerful government (usuaily a necessary conditlion .
of Imposlhg Yand reform » and suggests that resources tled up in contest- .
‘Ing ‘the compensation Issue in court might be better employed In enforclng ,
.other land reform provlsions. ‘

7f5} For example: ''There has to be a transfer to industry and trade- of’“:
capltal orIginaIly tied up in.land." Flores, 112-13,

,27 See for example, Nathan Rosenberg, "Capltal Formation ln Under-
'developed Countries," Amerlcan Economic Review, L (September, 1960),
esp. 7]0-12.3

'28. There may be a change in the composition of Investment, as
landliords turn away from agriculture. in this 1imited sense landlord
“ecaplital'. Is diverted away from agriculture to Industry or trade,
but again the -new Industrial investment comes not from caplital "tled

“up'" In land, but from a net change in the savings behavior of the
former landlords and the persons from whom the funds were borrowed.

29. Landlords may try to save more out of any given level of money
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 less, as they try to substitute consumptlon
of other goods and services for the 'consumption value" or '"pyschic
Tncome' which landownership formerly provided.

30. Talwan realized that the feasible objectnve was to interest
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 declded that the landlords
should be encouraged to interest themselves in Industrial development

by convertlng their landholdings into industrial holdings.' Chen Cheng,
Land Reform in Taiwan (Taipei: China Publishing Co., 1961), 68. To -
accomplish this end, existing shares of State-owned corporatlons

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 private enterprise“ (Ibid.)

3. Keeprng some resources ldle may be regarded as a form of consumptlon,
but one from which very few members of the soclety der!ve any benefit

?32.; Some land reform laws encourage such diversion. In the Phillppines.
ljtenants may be ejected (with payment of an Indemnity) 1f the landlord
~or:a member of his lmmedlate family '"will personally cultivate the ,.“'f”
~‘landholding or will convert the landholding, If sultably located, -
-Into resldential, factory, hospital or school site or other useful
ﬁnon-agricultura] purposes''. (R A. 38hk, Sec. 36.) : .

»33 A partlcularly lnteresting provision whlch expressly attempts t
@stem the outflow of landlords WOrklng capltal ls Nepal‘s compulsor



]savlngs scheme. To provide a source of funds for short-term agrlcultural
‘loans, landlords were required to contribute 10 rupees, and tenants

5 rupees, per bigha of land as compulsory savings. Passbooks were
lssued, Interest was pald, and the funds funnelled through ward .
committees and village cooperatives to supply tenants' working capital -
needs. (interview with K. P. Rizal, Land Reform Department, Kathmandu,,f:

19 May 1970.)

34, Payment of compensation ln forelgn exchange would almost certalnly{?}
lexacerbate the problem of capltal fllght. Vi l*?

35 CIIfton R Wharton, “The Green Revolutlon. COrnucopr
,Box?” Forelg;rAffaIrs XLVII (Aprll, 1969) k67.uk;mv.‘






