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Prollmlnogz - Don Kanel

Agricultural Economics/
Land Tenure Conter
Unlversity of Wisconsin .
October 25, 1972

THE ROLE OF LAND TENURE

IN THE MODERNIZATION OF AGRICULTURE®

i am primarily concarned In this paper with the ablilty of small
farms to respond to development opportunitles and thelr viabllity In
Interaction with larger forms.

Without deveioping It here, 1| am basing myself on arguments that a
smal! farm Is sapable ¢f achleving economles of scale(!,ﬂ)!ﬂnilke In
Industry, In most types of farning there are no declaive economies of
slze to large scele units, and farms of d!ffere;ﬁ size can cooxist.

| mean by an efflictont smell farm, a family farm, with the
coinbination of lébor and labor-saving capital épproprlato to the
opportunity costs In the economy, and with sufficient land to provide
full employment to famlly labor and capital. Such a farm can achieve
economies of size and be as or more officlent than larger farms., |
reallze that most peasant or mInlfundls farms fall to meet the above
criterla for an efficient small farm.

The purpose of thesa introductory remarks is only éo assert that
one does not need larger-than-family farms to achleve economles of slze
In crop and livestock production. But the efficiency of the farm firm
1s also dependent on Infrastructure and marketing, processlng, credit,

research and other functions provided by private and coeperatlive flirms

*Prepared for Purdue Workshop on Small Farm Agriculture, November 13-15, 1972,
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and by government agencles. The Interactlons hatween farm and service
firms can bs provided bw markats or by varlous degreos of Integration
of functions withln the same firm. To gerva the nceds of development,
a family farm agriculture nezds an approprlate structure of szervice
flrms; and If thaese do not exist, then larger farms are more tlkely to
dominate the agricultural sector.

The family farms of the daveloped countries are largely flrms carrying
on production functlons which are diffliiult to standardize, difflcuit to
supervise, and which do not lend themseives to division of labor
(blologlical and scasonal actlvities). Tiese are realdual functions,
while other funations hsve tended 20 bz zken over by separate flrms as
changling technology has created ecconomies of sfze: butter and cheese
making, canning of frui g and vegetableog, and tendencics towanwrd lorce
gcale or contracting in broller productinr and catile fzeding., Al
these activities weve formeriy within the Farm flim. CGn the other hand,
where markets gnd infrastructure are not 21} developad there probably
are tendencies for larger Tlems to Integrite farm and cervice functions, thus
favorlng large farms and making 1t more 41"ficult for small Farms to
piay @ dynamic roie in development. In these casaes economies of slze
shift to larqer farms because of the need fer flems to provide Infra-
structuie, processing and marketlng as well oo crop and iivestock
product!oq.

In the dlscussion below § will praosent three cagse studles which
{1lustrate diverse fssues. It seems to be tiat the following aspects
are Important:

1) The large farms of many countr’as are the historfcal result of
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varlous processes (feudallsm, conquest, etc.) which have Tittle to do
with strictly economic viability of different slizes of farms. That is,
thelr slze Is not due to compatition between farms In factor and product
markets but 1s due to other causes. However, since such farms oxist,
they are avatlable to assume a new modernizing role In Introducing new
technoiogy, Infrastructure and processing. On the eve of rapid
economlc development auch farms are owned by the alita.

2 In European development in the XiX century, urbanizatlon and
attractive opportunities In industry, commerce, politics and education
drew the elite (as wel) as new classes) to nonagricuitural opportunitles,
leaving agriculture to the peasants. Absentea ownership ls particularly
deadaning to Incentlves and Initlatives when owners lose interest but
continue their ovmership. The West Eurobean land reforms from the
French Revolution on fecllitated transfer of cvmership from Insctive to
actlive manngers, though these transfers were also accompl fshed by
voluntary sales. The underlying rationale for the cransition was?

a) economles of size achievable on famlly farms and b) greater attractive-
ness of nonagricultural cpportunitles for wealth and entreprensurial ablltty.

3) Development opportunities In the LDC's In the XX century (and
particularly the Green Revolution) may have a different balance of under-
lylng factors. At a time when nonagricultural opportunities are sti}l
limited, the Green Revolution hags brought sudden and dramatic increases In
Income. On larger farms, Incoms of the landownel' can be Incressed by
mechanlzation, by displacement of tenants and hired workers, and by actlve
management.

4) In addition, at a time whon government agencles, cooperatlves

and private marketing flrms serving small farmers are poorly developed,



actively managed larce farms can assume the role of providing services
and Infrastructure, and zqgressively expand Into new msrkets as
opportunitlies develop.

5) Under these clrcumstances, attractive income opportunities In
agriculture and active management on large farms, private operators of
large farms will be making cruclal daclsions about how 2griculture fs to
be modernized. Davelopment 13 more !lkely ¢» proceed along ¢ capltal-
Intensive, labor-saving path, increasing the empioyment problem and
concentrattng the bensTits of development in o few hands. These patterns
are directly opposed to the requirements of 3 sltuatlon characterized
by much move rapld population growth and mor: deficient employment
opportunities in Industry than those which cliaracterized XiX century

European development.

11lugtrative Case!

A. Butter Production 1n Denmark (from Skrubhu!trang, 13)

pDanish Jand reforms at the end of the ¥Vii§ and beginning of XIX
centurtes aboliched manorial agriculture and zerfdom, corved out peasant
farms from parts of the feudal esvates, whilc preserving large farms
from the remainder of the feoud2) estates. Lirge farms after the reforms
were formed by hired labor housed In barvacls. Further transter of
land to the peasants occurred by voluntary zalos supported by specisl
credit programs.

The transftion described below {5 part of & general Yestarn
European shift to greater production of livestocik and livestock products
as 2 result of the floed of graln exports from the New World ofter 1370,

In the beginning of this perled, larje farmg made hugter of much



~5-

higher quallty than peasant farms. Premium prices tor estate butter
were 88 much as doubla the prlces of ordinary farm hutter and only
estate butter was exported (p. 139). Cooling of miik, sanitary
facillities and expert management were the key facto-s in butter quallty.
Large farms had spacious mlik celiars, cooled milk with cold water and
later with Ice, used thermometers, and placed butter production under
a dalry msnager or & dalrywoman (pp. 188, 191). On sms'l Farms, cows
vere plentifully fed only In the summar, mitk was left ¢» si¢ for tw
days so that cream could be skimmed off, tnen the cream w.s left to
curdle before churning butter in a hand churn. (p. $89)

The transformation had & technological aspect, the centrifugal
cream separator, and an instltutional espect, shift of butter-ieking
from the farm to & cooperative creamery. A cooperative creamery
provided & separator and scollng faciilty éo that separation of ¢ream
and cooling could occurr much more quickly after miiking, and it had o
trained manager o look after productlon and quality control. Skim milk
vas returned to farmers and fed to pigs. The number of ccoperative
dairies Incremsed raplidly from 176 in 1386, 600 §n 1290, and 942 in 1900.
"Hany manor dairfes were ultimately clazed down, che owners Joining
the cooperative dairies, founded and managed by peasants.' (p. 193) In
the beglinning of the XIX century "landowners were no longer tha best
farmers and they often had a bad reputatlon on sceaunt of the conditlons
they offered thelr laborers, who would Tn many coses have to llve In

dllapltated landless cottages or in barracks." {(p. 271)

B. Green Revolutlon In Pakistan (from Gotach 6, 7)
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Output Increased at the rate of 7 percent per year In the perlod
1960~70. Three waves of Innovations

1) Tubewells - Increase In watar avnllabllity of 50 parcent,
increased production of sugarcans, cotton and rice.

2) Seed-Fertiilzor Rovolutlon. New wheat varietles Introduced
1966~67. 1n 3 years 90 percont of the acreage of whoat was
under improved varleties, fartilizer sales Incrcased more
than four fold, wheat ylelds were up 60 percent.

3) Mechanization. Yield Inecreace 10-15 percent, significant
Increase In crop intensity dependent Upon more rapld lsnd
preparation between growlng geasons.

According to 1965 survey, 4200 wells were estaeblished, 5% percent on
farms over 50 acres, 30 parcent on farms of 25-50 acres, 16 percent on
farms under 25 acres. Thera were 223,000 holdlings In the district,

43 percent under 5 acres, 51 percent on 5-25 acses, & porcent over 25
acres,

On thie basls about 30 percent of the farms over 25 acres had wells.
Smaller farmors olther installed Jolntly owned wells or purchased water.
Sixty-elght percent of farmers with less than 25 acres vere purchasing
water, but amount of water per acre was only 20 percent of optimal
amount and may reflect lack of credit (cash payments required for water
purchase) or moropoly rents for water.

 Seed-Fertiliizer Revolutlon. Thoe Inltlal gead supply went to larger
farmers, but within 2 years seed was widely avallable. in 1970, 84 perecent
of smaller farmers were using high yield varieties and 76 percent were

applying fertilizer, but the level of fertiilzer use per acre was 50
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traditionzl export crops, coffes and gugercane, as well as the‘newer
exports of cotton and beof, and forefgn-cwned plantations control
production of bonanas. Marketed suppifes of domastic food ciops, corn,
rice, wheatz, sorghum end beans, have traditiocnally come from smaller
farmers.

in the poriod 1950~67 vapld expansion in export crop production
occurrad utilizing labor-saving technolegies. Betwwen 1950 and 1964
Guatemalsn coffee output Increasad by 157 percent (coffee acreage
Increased by 85 percent} but employment Increased by criy 7 percent.
Expansion of cotton In Nicaraguo led to a massive digplacement of small
graln-producing farmsre, who ware formerly tznants of !ivestock ranches
but were displsced by the shifi to cotten. Hechanized land preparation
and chemical wead control have dacreased the need for permansnt labor,
while harvesilng remained a lober-Intensive seascnal activiey. However
when labor was displaced from o zone {23 In cotion produztion) and labop
shorsagns appeaved In ¢ho harvest psiriod, moeshanization of cotton harvest
was rasorted to. In Hicarcgus, thae number of mechanical! cotton plickers
increased from 13 In 1963 2o 200 inm 19€7, and about 20 percent of the
crop was mechanicaliy harvested In the latter year. [n general, growth
of aport crop productlon has providad iittle Increase 'n employment, and
has shifted soma warkers €from year-round to more precarious 3eagonal
employment.

Processing In coffee, sugor and bananas is Integrated with farm
production, but these Facllities aiso surve as market end processing
outlets to independent farm producers. !'n the case of bananas, the

Integratad Flvm algo has market control, and when demand is low in
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international markeis, purchases are reduced ffom indepandent farm
producers.

The most interesting change and most damaging to particlpation of
small farmers In development s the ghift of export-producing firms Into
production of domestic food crops. After 1964 cotton acreage contra:ted
due to deciining Internatlonal prlces and increasing costs (increasing
past Infestation and farger control costs). About two-thlrds of this
acreage vwas shlfted to crops, mostly corn, with seme rice, sorghum and
kenaf, while the remainder reverted to natural pasture. This was large
scale mechanlzed production presumably using the equipment proviously
used for cotton production. Thls Inerease in food graln productlion on
large farms accounted for about half of the increase in corn production
In El Salvador In 1966~67.

In bananas, exparislon Into naw markets was navily motivated by
derand stimulated by the formation of the Central American Common Market.
Siner ¢he formation of the Comron Market, United Frult Company has made
major Investments in the olls and fat Induatry. Thase Investments have
made It profitable to diversify i¢s commercial production with African

palm, becf cattle, baslc gratns for the raglonal market and pineapples.

Impiications

The Danish example |llustrates the competitive viability of the
family farm when the needed marketing and processing services as well as
Infrastructure are provided by enopsrative and private flrms and publlc
agencles. It Is under these condlitions that the farm firm neads to
concentrate only on crop and !ivestock product!on activittes In which

there are no economles of size. Under the same conditions the larger
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farm suffers from Its unattractlveness to hlred workers (bad working and
housing conditions), and lower Incentives for worker productivity, without
the offsetting advantages that such farms had when they possessed superlor
technology and processling faclllitles.

In tha Pakigstan! ense, the tubewell seems to have become the cruclal
indivisible unlt of capital, and a bagis for an advantage of larger farms.
If Irrigatlion walls were to be cooperatively or publicly provided (or
with a competitive market in water) the advantage of larger farms would
have decreased, and the cruclal Indivigible unit of capital weuld have
been a team of oxen or a garden tractor. Thls iz by no means the only or
even the major fattor favorlng large farms in Paklstan, but it 1ilustrates
my argument about the dependence of economies of size In the farm fiem
on tho supply of complementary services.

In the Pakistanl case, hligh wheat prices, avallabllity of credit and
undervalued forelgn exchange (equivalent to low prices of machinery)
favored mechanlzatlon on large farms (5). In additfon, | suspect, that
the dramatic Increase In Incomes obtainable from agriculture compared to
stii! 1Imieed nonagricultural opportunities were important In increasing
the attractlon of agricultural entreprencurship to persons of wealth and
entreprencurial abllity,

The above contrast Impiles that approprlate technology and Institutlonal
innovation {the cream separator and the cooperative creamery In the Danlsh
case} are the measuros which enhance the econcmic viabllity of the smal)
farm. But the recognition of resd does not produce the required solution.
The machine technology avaliable for direct tranéfdr cemas from the
developed countries and Is too labor-saving for conditfons In LDC's: mora

precisely It Is directly usabie and often attractive to the larger farms
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of the LDC's and enablas them to pursue a labor-saving pattern‘of
agricultural development. And viable cooperative organizations are
notorlously difficult %0 establish.

Nine years ago, Theodore Schultz wrote that 'It Is much easler for
& poor country to acquire a modern steel mill than a modern agriculture.''(}2)
Thls has a double aspect in that: 1) much of the relevant blological
technology Is not directly transferable from developad to less davelopad
countries (unlike steel production technology) and 2) the managerlal-
entreprencurial functlon In agriculture {s as or more difflcult than In
industry but withoue the large econcmie returns which eccuomies of slza
generate for managament In ¥ndustry. The solutlon #n the United States,
Western Europe and Japan distributes the responsibitities for research and
davelopinent, entrepreneurlal Innovatlon, and Intagration of compliementary
preduction functlons emong many prlvate, cooperative asnd publlc agenrcles
with Integration achleved by markets, contracts, end membevship In
cooperatlves; this Is in contrast to much greater Integration of functlons
wlthin large firms In the nonagricultural sectors of the same econcmles.
Thls golutlon has been very productlve in terms of agricultural development
and accommodatas the high cost and low returns to managemsnt in crop and
tivestock production. The question Is whether this solution 1s trans~
forable to XX century conditiong in the LDC's characterized by more
sophisticated technology now avaliable and the wide gap between large and
small farms In many LDC's?

When large farms exist, when some of them already own thele own
processing facllities, when most of them have much better access to credlt

and Informatlon about technology and markets, then development along the
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1ines sketched out above becomes a difficult and costly substitution of
new Infrastructure and processing factlitles for those partly existing on
large farms. It Is then probably qulcker and cheepar to concentrate
public research, extenslon and {nvestment activieties In a manner that
supplements faclliitles on large farms and that fosters Increass In
production primarily on thease large farms. Also If opportunities are
attractive enough, large private firms wili respond to tham by thelr own
efforts, with minimal public assIstance. This Is chavecterlstic of
plantation agriculture and s !Vlustrated by the Central American case
above.

Under these conditions, the creatlion of cdevelopment apporiunities
for smaller farmars may depend on wholesaic land reforms «Mich abolish
large farms. Then there ara no alternatives to developing technoiogy and
Institutions which serve small farmevs. Goésch orguas for thls as one
possible solution (the other belng cooparative farming) in contrasting
use of tubawelle In Paklistan and Bangladesh (7). In the latter case
smeil farms were predoeminant, and cooperative or Jolint ownership
arrangements had to be and wers worked cut 2o make pogssible the use of
tubewells. On the other hand, In Pak!stan tubewells were predominantly
Installed by larger farmers. In a simllay manner, Clovk describes the
rebuilding of the marketing uystem in Bollvla after the Yand rcform. (2, 3)
Before the reform the landowner fransferred the buik of the marketable
surptus from hls haclenda to his own worehouse in town. After the reform
new market towns and it!nerate truckers appearad to asgsuma the marketing
functions.

In many countries such revolutlonary transformetions of the land
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tenure system wlll not occur. It seems to me that an Important area for
the Purdue research on the economics of small farm agriculture in Latin
America (as well as for us In the Land Tenure Cenzer) s to study what
cond!tions make It posalble to Incressa the opportunities for small fa;;érs
In a dualistic agriculture where larue and small farms cocxist (study of
such programs as the Puebla Project in Mexlce). Aftor all Danlsh
agriculture of the 1870's wes o dualistic agrlculeure with a mich more
unequal tand ownership distribution than the indlan Punjab and probabiy
the Pakiotani Punjab, but less unequal than much of Latin America. If the
difference botween Denmark and present LDC's was a greatev presence of
attractive nonagricultural opportunitfes in XiX century Europe, then not
much can be donc about It {except the wey this underscores the importance
of cradlt, forefgn exchange and price pollicies of LDC govarments). But
It shousld be the purpose of rosearch to escertain what the possibilities
are.

If the only tesk of development Is to achleve rapld production
Incroase In the agrlcultural sector, then i¢ doesn’t matter whether this
s accompiished with a large farm or a sitall farm agriculture. But qglven
current rates of population increase and arowing probiems of insufficlent
employment, & greater role for the small farm does become important.,
Agricultural development dominated by large farms s very likely to be
labor displacing (8). This is Bllustrated in the Pakistan! case where
larger farmers not oniy have sufflclent slze for the private installation
of tubewells, but also, as @ result of the Gresn Revolution, have the
Incomes and incentives to mechan!ze.

"Daspite all Its imperfections, peasant propriatorshlp provides
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considerably more gecurity to the agricultural population than owﬁarshlp
vested In large landovmers. An agriculture of landowning peasants provides
o shelter for the masses of people for whom outslde cmployment Is not
avallable. 1t absorbs popuiation Inureases up to the iimits of capaclty
to support 1ife. On the othsr hand, it does not necegsarily act as a
barrler to cut-mlaration when employment opportunities appear elsewhere.
it permits ¢he use of new technological opportunities In farming, but
those who have no alterratlves or who cannot or are not ready to utilize
aew technology have access to subsistence. By contrast, In an agriculture
dominated by large landovners, continued peasant employment depands on
employer decistons, and for o verlety of vreasons, more active wenagement
by these landovmers often leads to & relatively labor-saving path of
modernization. These consideratlons are very importent !n the earlier
stages of developrent when the growth n nonaar icultural employmant
opportunities Is low and the bulk of the population depends on agriculture.

The response of peasonts to the stresses and inoecurlity assoclated
with Jdevelcpment has been divferent from that of the Industrial workers
bacause of the distinct conditions In the two sectors. individual owner-
ship of the means of productifon In modern industiy is an impractical goal
because of the declslve economles of scale. Vorkers hezve increased thelr
economlc power by unlonlzation and by supporting the enactment of legliglation
requiring collestive bargalning, partleularly by satting up procedures to
handle grievances and to govern dismissal of workers. Protection against
unemploymznt s Increased by eubansionary fiszal and monetary pollcles and
by special programs such as public unemployment Insusance.

For several reasons it s easier to bufld both securlty and flexibiilty

into Industrial employment. If Industrial Jobs ere belng created at a
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sufficlent rate, secure employmont can be provided for those already In the
Industrlal work force, and altsrnatlives are avallable for new additlions

to the labor force. (Industrial workers usually do not live In company-
owned housing, and In an urban arca they are usually In proximity to a
number of potential employers. Thus urban conditions are more conduclve
to changes in place of employmont and to a more Impersonal relatlonship
between employers and warkers.

Rural conditions are diffarent in all these respects. in most types
of farming thare arc no daclislve economles of scale so that family and
larger farms can coexist., Development I8 less 1lkely to incrense demand
for labor In agriculturs, and in 2 sector dominated by large farms the
tendency may be to decraass emaloyment. Also, development involves basle
changes In the long standing tenure and labor arrangements. Thus
devalopment fn agriculture s 13kely to be much more disruptive then In
industry. Further, housling pattaerns differ frem those !n urban areas.
in many typas of larqe scale agriculture, workers 1ive on farms of thele
employers. Loss of job thon means loss of home ard homs community as wellp
additlonally, potentlal alternative employers are ot 2 greater distance
than In urban aress. Farm workses who Yiva §n homes of thelr own usuelly
have employment on large farmg only by the day and work at scasonal tesks
when work requivementy exceed the capacity of the resident labor force.
Employment avallable to such temporary workers is ustally tho most Insecure.
They are often the most poverty~stricken of all rural classes.

For all of the above rezsons, the peasants have n>t been sble to
utfilze 2he protective davices usad by Industrial workers. The more
typical peasant remedy has been the drive to schlieve lan! ownershlip and to

supplement thls with public and coopsrative scrvice organizations.”" (pp. 31, 32)
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