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ECONOMIC ASPECTS OF AGRARIAN REFORM
UNDER THE NEW SOCIETY

| By .
i Mahar Mangahas* /

Jlmnomic Criteria

There are, in general, three important components of present
{fconomic welfare: (a) it consists of the total of all goods and services
Wvailable for the final consumption of present Filipinos; (b) it
msists in the equity or fairness according to which the available
ods and services are shared among present Filipinos; and (c) it
nsists in the total amount of resources presently available, of all
ypes, which are needed for the continued production of goods and
rvices for future generations.! These are national objectives that
nstitute basic economic criteria by which agrarian reform (and, for
hat matter, any other government program purporting to have
‘onomic objectives) should be evaluated. Therefore we ask: What
the expected effects of the present agrarian reform on productiv-
, on equity, and on the state of resources for the future?

The focus here will be exclusively on the tenure-change compo-
nt of agrarian reform; that is to say, the shifting of farmers from
are-tenancy to leasehold tenancy, and from thence to amortizing-
nership,and finally to full ownership. There are other government
grams in agriculture which are often cited as integral components
agrarian reform, namely, production credit (as in Masagana 99),
ation, agricultural extension, etc. Sometimes the term “land re-
rm” is used to refer to the policy of tenure change, whereas “‘agra-
n reform” is used to refer to a program of tenure change plus
bsidized credit and all the other farm policies. But this paper is not
ncerned with such distinctions. It considers that tenure change is
essential component of agrarian reform, and that the most com-
x agricultural program, if lacking tenure change, would not war-

*Associate Professor of Economics, University of the Philippines. A
lous draft of this paper was presented at the First Institute on Agrarian
ws, U.P, Law Center, Quezon City, November 1974, .

! See Mahar Mangahas, “The Measurement of Philippine National Welfare,”
velopment Academy of the Philippines, unpublished paper, August 1974;



rant being termed an agrarian reform. So, for the purpose at h
“agrarian reform,” “land reform,” and “tenure change” are |
changeable expressions.

The government seeks changes in land tenure because, obvi¢
it perceives that leaseholders are economically better-off than |
tenants, while owner-operators are best-off of the lot. (This ab#l
of course from the political or national security or other reaso N
land reform appears desirable.) It is clear from the mass of legil
and other policy statements over many decades that the hie;
owner-operators above leaseholders, and leaseholders above
nants, has reached the status of an ideology in this country. A )
this hierarchy is an acceptable one, but the reasons for its acceg '
ty need to be clarified. .

Land Reform Does Not Affect Agricultural Productivity

Owner-operators are economically in the best position, bl
not because they are more productive farmers than eith:
holders or share tenants. This bears emphasizing since any -"5-
has read or listened to statements in justification of land refor
have noted the insistence that land reform will help to grow
food for the people. Such statements are made in simple ignora
the facts. In fact, owner-operators, leaseholders and share tenal
more or less equally productive.> The description used is “m
less” because there is, at the same time, a wide range in produl
from one farmer to another farmer. After all, there are diff@
from farm to farm in the quality of land, in the quality of irrl
water, in the agronomic knowledge of the farmer himself,
incidence of pests, diseases and weather problems. Farm
universally known to be a risky business. Thus one will observe
range of productivities among owner-operators, and simila '
ranges among leaseholders and among share tenants. Among

2Por a summary of the evidence, see International Labor Orgl
Sharing in Development: A Program of Employment, Equity and Growth
Philippines, Geneva, 1974, in particular Special Paper No. 5, “Agrarian R
The evidence includes the 1960 Census of Agriculture; numerous s i
by the International Rice Research Institute, chiefly in Laguna and
Luzon; the Sandoval-Gaon survey of Central Luzon; surveys by the By
Agricultural Economics in Nueva Ecija over seven consecutive seasd
surveys by the Institute of Philippine Culture in Nueva Ecija over two sed
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fn be statistically detected.’

I'or different tenure groups to be equally productive, it must be
| they are equally efficient in using agricultural inputs. This is
nfirmed by the same set of evidence. One also finds that there are
significant differences between owner-operators, leaseholders, and
re tenants with respect to: (a) the rate of acceptance of
h-yielding varieties; (b) the proportion of planted area which is
ated with fertilizers and other agricultural chemicals; (c) the rate
use of mechanical weeders, sprayers, and threshers; or (d)
penses for hired labor, tractor and thresher rentals, and costs of
1, fertilizers and chemicals, i.e., the production inputs aside from

1

The conclusion from this is that the effect of tenure on
wuctivity is neutral It is important that this fact be accepted,

n though it may diverge from the received doctrine. The
planation I would offer for this phenomenon is based on
ognition of the landowner’s participation in the farm decision-
fking process. The decision on what variety to plant is usually
en jointly between landlord and tenant. The landlord often
ntrols the amount of fertilizer to be applied by means of the credit
extends and other examples can be offered. The hypothesis is that
dlords, or their representatives, also have an incentive to raise
m productivity as much as possible, and that this incentive tends
counteract the disincentive which tenants, relative to owner-opera-
s, may have.

It is possible that this explanation is flawed. Someone else may
ve a better understanding of the workings of tenancy with respect
farm operations. At this time, the form of the explanation is less
cial than the plain acceptance of the facts which demand the
planation. And the fact is that owner-operators, lessees, and
ants are equally productive. This implies that land reform cannot
expected to contribute an addition to the national food supply.
provement in agricultural productivity will continue to come from
re irrigation, better plant varieties, more fertilizer, etc. Land
orm cannot substitute for these. Neither is land reform a necessary
ment for these factors to redound to increased farm productivity,
the experience with irrigation projects, HYV’s, and so forth, has

'See M. Mangahas, V.A. Miralao and R.P. de los Reyes, Tenants, Lessees,
ners: Welfare Implications of Tenure Change, Institute of Philippine Culture,
neo de Manila University, Quezon City, 1974.
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shown. Thus the benefits derivable from land reform do
within the first welfare criterion, that of productivity.

Three other points which relate to productivity deserve men
First, the evidence cited earlier pertains to farmers who |
likelihood have been in their respective tenure statuses for
time, over which landlord-tenant relationships have becom
established. While this evidence may be used to derive loi
expectations, it fails to allow for possible problems of adjustm
the short-run. Since there has been very little land reform thi
there is very little data on cases of actual switching from
tenancy to either leasehold or owner-operatorship, or switchinj
leasehold to owner-operatorship. In the meantime, there
justifiable apprehension that the dislocations brought about bj
reform in the landlord-tenant relationship, particularly with M
to credit, may cause a temporary decline in productivity,
massive Masagana 99 credit program was conceived partly on at
of this (and partly to speed up recovery from the 1972
disaster). '

Second, the productivity analysis has been concerned ¥
with the so-called current inputs, such as labor and fertilizer,
neglect of the capital inputs. There is a need to also gathe
which relate farm tenure to investments in farm equipment
land improvement. It is possible that security of tenun
encourage amortizing owners to invest, either individually or }
in irrigation pumps, land drainage, etc. In this way, land refon
have an effect on the stock of agricultural resources for the !
This is the third welfare criterion earlier mentioned. However
has not yet been sufficient research to determine the effe
tenure change on agricultural investment. As a preliminary |
would expect that tenure change is also neutral with resp
investment. Landlords probably also participate substantially
decision to invest, and have incentives to do so since the
land productivity will also raise their incomes from the la
land reform might simply bring about a transfer of incent:
one party (the landlord) to another (the tenant), without
increase in over-all incentives. ;

. Third, there is the notion of the “family-sized farm,”
crops up every so often in Philippine land reform thinking, de
growing irrelevancy. The farm, which is the operating unit
the unit relevant to issues of productivity, must be disting
from the estate, which is the unit of ownership. There i
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Fidence that smaller farms are more productive than larger ones, but
s is as yet merely of academic interest. Land reform aims to
Miolve present estates into many small units, such that the
perating unit becomes equivalent to the owned unit. Under the
sent mode of implementation of Operation Land Transfer, the
of the operating unit is not in fact being changed. One reason
y be the fact that the farm-size norms stated in Presidential
tree No. 27 (three hectares if irrigated, five hectares if rainfed) are
fthmetically impossible to implement. According to the Depart-
pnt of Agrarian Reform, there are about one million rice and corn
Mant farmers, working farm lands of about 1.8 million hectares in
n. No matter how the cake is cut, there only exists an average of
i} hectares per tenant, and some tenants can have more only if
ime others have less. On this note we turn next to the matter of
juity.
|

he Potential Economic Benefits from Land Reform Are
{the Improvement of Equity

Whether one considers on-farm incomes or off-farm incomes, it is
fact that owner-operators do have the ‘highest incomes among the
fiee basic tenure groups. Their farm income is the highest simply
Kuuse they do not have any rental to pay. In effect they have two
firces of farm income — their labor and the land which they own.

h operators, and the other members of their families, also have
er—paying sources of off-farm income (higher status jobs, poultry,

haps a tricycle for hire) than either leaseholders or tenants. This
by be due partly to higher educational attainment among family
fmbers, and partly to greater accumulated savings, factors both
lked to the basic income advantage they have over tenants.
| Leaseholders, by definition, are tenants who pay land rental of a
fed amount (fixed usually in terms of sacks of the product). On the
hor hand, share tenants pay rentals that are determined as a
bportion of (usually) total output net of the costs of harvesting
Il threshing, and net of repayments to the landlord of any loans
lch may be due; thus the landlord obtains both rental income and
Lrnst income. Under Philippine rural conditions, the absolute
lbunt payable as rent is typically less under a leasehold agreement
ih under a share rent agreement. Thus a leaseholder’s farm income
lypically greater than that of a share tenant, even in the absence of
fornment intervention. As we know, in the first phase of
—

{*See V.W. Ruttan, “Tenure and Productivity of Philippine Rice Producing
Ww,” Philippine Economic Journal, 5:1, 1966, pp. 42-63.
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implementation of the 1963 Agricultural Land Reform Cot
government sought not only to shift the form of contra
leasehold but also to reduce the leasehold rent. Those leasehg
whose rentals were in fact limited to the prescribed ceiling mi
termed “reform leaseholders,” in order to distinguish them
ordinary leaseholders, who are not as well-off.

The hierarchy thus expands to a group of four:
a. owner-operators;

b. reform leaseholders;

c. ordinary leaseholders; and

d. share tenants.

Counting only the income derived from the farm, it
estimated that owner-operators have an income which is aboul
greater than that of reform leaseholders, or 40-60% greater tha
of ordinary leaseholders, or 130-140% greater than that of
tenants.® It bedrs repeating that these income differentials
entirely to rental differentials. Clearly, what the tenant s Al
gain by moving up the hierarchy is equivalent to what the land
stands to lose in the form of rentals. This is before counting pi
compensation that the government may grant to the landow
one form or another, and about which more will be said later.

Land reform rests on the fundamental proposition: the
social consensus that the gain to tenants by rental reduct
elimination is more important to national welfare than the
sponding loss of landowners. 1 should like to call your atten
an economic ‘‘law” even more fundamental than the Law of |
and Demand, to wit: you can’t get something for nothing. It
that:(a) if it is fairly certain that some people enjoyed a gra
gain, then it is equally certain that some other people had to
it; and (b) if it is fairly certain that no person has been requi
give anything up, then it is equally certain that no other per
obtained a gratuitous benefit. !

The effect on national welfare of an economic transfer fré
party to another can be evaluated only by means of a jud

5See ILO, op. cit., p. 475. Actually, when both off-farm and
incomes are considered, the difference between incomes of leasehold
share tenants narrows very considerably. This is because share tenants tal
time to work off the farm, and make more income than lessees that way,

180



I

whether explicit or implicit, which compares the welfares of the two

rties. There is no escaping this value-judgment. Everyone is entitled
:‘: make it, whether he be landlord, tenant or third party, and it is
the responsibility of government leadership to discern the social
{lonsensus. As I proceed to describe the system of economic transfer
mlthm Philippine land reform, my own values may peep through here
ﬁlnd there. Naturally, I too claim the privilege.

Land Reform Under the New Society

|  During 1963-1972, the Philippine land reform program con-
fentrated on shifting rice and corn tenants upwards in the hierarchy
from categories (c) and (d) to category (b). Nevertheless, by the time
the President declared martial law in September 1972 — from which
lime we date the New Society — probably only one-fourth of such
fonants had become reform leaseholders. Another one-fourth were
rdinary leaseholders, and the remaining one-half were still share
lenants.® There was also a relatively minute number of amortizers
linder the 25-year payment terms of the 1963 Code. During
1967-1973, the Land Bank had purchased only 78 estates (including
bne purchased after declaration of martial law), covering only 17,238
hectares.”

| With the New Society, land reform shifted from the rental
feduction stage to the land transfer stage. Presidential Decree No. 27
bf October 1972 provided the basic legislation by which tenants were
1o become full owners after fifteen equal annual amortizations on
l!nd valued at two-and-a-half times the average harvest of three
]\urmal crop years immediately preceding promulgation of the
flecree, at 6% annual interest. The original intention® was to choose a
tnd value and amortization terms such that the annual amortization
Would approximate the annual rental of a reform leaseholder under

I ®ILO, op. cit., p. 475. The Department of Agrarian Reform reports that
fwo-thirds of rice and corn tenants had become “lessees by operation of law”,
ll.e., reform leaseholders, by 1972, But this seems overstated.

7See M. Mangahas, “The Political Economy of Rice in the New Society,”
11.P. School of Economics, Discussion Paper 74-10, July 1974, p. 25.

8See Jose Medina, Jr., “The Meaning and Intent of Presidential Decree No.
#7,” paper read at the Seminar-Workshop on Agrarian Reform for College
Instructors and Professors in the Bicol Region, Legaspi City, February 8, 1973
(mimeo).
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the 1963 Code. In the context of the tenure hierarchy, the
was to create a new class, that of “amortizing owner,” at the &
economic level as the reform leaseholder during the amortisn
period. Thus the reform leaseholder’s rental payments wo
effect be relabeled amortization payments, the essential differs
being that amortizations terminate (in 15 years) whereas rentai
not terminate. The gain to an ordinary leaseholder would be grél
for not only would his new payments be terminal, they wo d
be at a lower level than his former rental. And clearly, the gain
share tenant would be the greatest of all.

The widely-accepted procedure by which to compare a #
terminal payments to a set- of non-terminal payments is to co:
the present values of the two sets of payments. A discount (
needed, similar to an interest rate, which in essence reflect
degree of undesirability of having to wait fora specified period
given sum of money, instead of receiving it immediately. This
can be termed the rate of time preference. On the assumption
the tenant’s rate of time preference is 20% per year, it hag
estimated that the gain in income on account of implementati
P.D. No. 27 would be about 2% in case the tenant was fo
reform leaseholder, 23% in case the tenant was formerly an ordl
Jeaseholder, and 84% in case he was formerly a share tenan
may conclude that:(a) P.D. No. 97 will benefit most those wh
not yet benefit from earlier land reform programs; (b) it gives I
any added benefit to those who already enjoyed rental redy
under the earlier program; and (c) the benefit is therefore maink
to the payment-reduction feature (for ordinary leaseholde
share tenants), and only a small portion can be attributed

terminality feature.

The exercise can be carried through on the landlord’s side a
The landlord faces, under P.D. No. 27, a set of terminal réi
with each receipt within the fifteen year period less than his p
receipts, in case his tenant was not yet a reform leaseholder, |
assumption that the landlord’s rate to time preference is 164
year, it has been estimated that the loss in income of the landig
account of implementation of P.D. No. 27 would be about 1
case the tenant was formerly a reform leaseholder, 26% in cil
tenant was formerly an ordinary leaseholder, and 54% in CM

——

1L0, op. cit., p. 499.
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tenant was formerly on share-rental basis.'® We therefore conclude
that the landlords who stand to lose the most are those who had not
yot come under the scope of the earlier program; whereas those
whose rentals had already béen reduced to the maximum set by the
1963 Code stand to be deprived of only a modest amount of income.

Thus, a close examination of the terms of payment originally
| onvisioned by P.D. No. 27 reveals that the potential transfer from
landlord to tenant is not markedly greater than that provided for
under the 1963 Code. If the purpose of the decree was to legislate a
much stronger land reform than before, then it was not quite a
radical document. The decree nevertheless can promote a substantial
Improvement in equity to the extent that it provides new vigor to the
implementation of the legislation; for even a weak but thoroughly
implemented law does more good than a powerful but unimple-
mented one. Let us, therefore, examine the recent progress in land
reform implementation more closely.

The statistic officially used to chronicle the progress of Opera-
{lon Land Transfer is the number of Land Transfer Certificates
(LTCs) which have been issued. The rate at which the LTCs are
lisued is so rapid that one’s statistics get obsolete within a few weeks.
As of June 14, 1974, LTCs had been issued in the names of 179,000
farmers, or 17% of the target; but by November the number had
gertainly exceeded 200,000. The number is indeed so impressive that
perhaps to note certain qualifications may not be considered
misanthropical.

In the first place, there apparently are a large number of
pertificates which have not yet reached the proper recipients, on
fccount of their being either contested, undelivered, pending, or
tontaining erroneous information. Secondly, receipt of an LTC does
ot definitely imply that the amortization period has begun. One
yurce reports that, as of September 16, 1974, the landlord-tenant
pgrecements which had been reached on land valuation comprised
nly 140 landlords, 6853 tenants, and 9494 hectares.'' These land
nluations are supposed to be decided upon by Barrio Committees on

”"ILO, op. cit., p. 500. A lower time preference rate is used for the
ndlords’ case on the premise that landlords can afford to be less impatient than
nants,

'1See Tsutomu Takigawa, “A Note on the Agrarian Reform in the

llippines Under the New Society,” LE.D,R. Discussion Paper No. 74-17
¢, 1974,
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Land Production, on which both tenants and landlords are to
represented. About one thousand such committees have b
organized so far, but unfortunately the rate of progress on
valuation agreements has been rather slow. Prior to the conclusion
a land valuation agreement, it cannot be presumed that

amortization process has begun; whereas, as our earlier ex
showed, the great bulk of P.D. No. 27’s potential benefit is rea
during the amortization period itself.

Another important issue is the retention rate. P.D. No. 27 sl
that “reformation must start with the emancipation of the
the soil from his bondage.” It also states that “in all casel
landowner may retain an area of not more than seven hectares if |
landowner is cultivating such area or will now cultivate it.”” Hes
clear-cut dilemma. It is a plain logical impossibility to:(a) grant
and every tenant the opportunity to own the land he till§
simultaneously (b) allow the landowner to retain a portion, how
small, of presently tenanted land. If (a) is of higher priority, thes
retention rate must be zero. If (b) is of higher priority, then #
tenants will wind up either ejected or converted into hired |
labor; thus tenancy might be abolished by eliminating tenant$
not providing them with land. :

We have now begun to touch on the equity issue i-n'-;_'
landowners’ viewpoint. The hierarchy among landowners is €
mined primarily by the size of the estate. The larger the estat
greater the ability to absorb the transfer-loss on account of
reform; and vice-versa for small estates. The implementatiol
Operation Land Transfer — or at least the LTC component of
thus proceeded in stages: the 100 hectare and above group, thet
50-100 group, next the 24-50 group, and in November the
hectare group. Each successive stage involves a larger numb
landowners, of progressively lower ability to shoulder loss, and h
the opposition to the implementation of the program has also g
progressively. (In the 0-7 hectare group, the Department of Ag
Reform estimates that there are 183,000 landowners, or 83% ¢
landowners having rice or corn tenanted land.) h

A Progressive Land Reform Compensation Scheme
The natural concern for the welfare of the small landowner
be easily attended to by means of a repayment scheme whi

progressive rather than proportional. The present scheme impli .
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an owner of 1,000 hectares will receive 100 times as much as an
owner of 10 hectares. In this case land reform might break up an
estate but not the wealth and economic as well as political power
formerly derived from it.

There is no economic principle that requires proportional
payment, however, particularly when the equity criterion is of prime
importance. Payments can be progressively structured in the same
sense that the Philippine individual income tax is progressively
structured. In both cases, the ability-to-pay tax principle will justify
raising the proportional burden of the wealthy, rather than maintain-
ing it at the same level as the non-wealthy. There can be land size
brackets with diminishing (marginal) payments per bracket, just as
there are income tax brackets with increasing (marginal) tax rates per
bracket. Furthermore, the proportion payable in cash can be raised
for small landowners relative to large ones. A specific example is
offered below:

Example of a Progressive Land Reform Compensation Scheme

Size of Estate (Ha.) Compensation Rate Cash %
7.00 or less P 5,000/ha. 50
7.01 to 12.00 P35,000 plus P4,000/ha. in

excess of 7.00 40
12.01 to 24.00 P55,000 plus P2,000/ha. in

excess of 12.00 30
24.01 to 50.00 P67,000 plus P1,000/ha. in

excess of 24.00 20
50.01 or more P93,000 plus P500/ha. in

excess of 50,00 10

In this example, the basic land price is set at P5,000 per hectare,
or somewhat less than the average price being paid by the Land Bank
in the relatively few purchases it has made. (As of June 14, 1974 the
Bank had purchased only 1,860 hectares from a total of 30
landlords, at an average price of over P6,000 per hectare., These lands
were heavily encumbered by mortgages and unpaid taxes, obligations
which were then shouldered by the Bank. Counting these as effective
cash receipts by the landlords, the cash-bonds payment ratio is
effectively 35:65, in contrast to the officially declared ratio
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10:90.)'? It is designed such that lower prices are paid for land |
excess of certain base levels. For instance, the owner of 12 hectas
would receive only P55,000 instead of P60,000. On the other
the owner of 50 hectares would receive only P93,000 (or an ave|
of P1,860 per hectare) instead of P250,000. Thus the burden of ¢
land reform program is not made to apply proportionately,
recognition of the social view that a loss of 7 hectares means mu
more to an owner of only 7 hectares than to an owner of
hectares.

Conclusion

The main points of the argument may be summarized:

(a) Land reform does not affect productivity. Thus w !
consumers will not be affected very much by land transfers. €
should be taken that land reform is not regarded as a substitu
the direct means of raising food production.

(b) Land reform can potentially improve equity. This will b ]
primary accomplishment, and should be considered as a sufficif
justification for land xeform. There is no need to concern '
program with the productivity objective. ;

(c) Land reform under the New Society may bring
substantial improvements not so much from the legislation
compared to the implementation. It was shown that the terms |
compensation set by P.D, No. 27 were not quite radical, and that |
potential gains still are to be found mainly in the reduction of |

size of the payments — whether called rent or amortization —
to the landlord.

(d) Therefore the progress of the present reform should
monitored through an examination of the amounts actually bel
paid to landlords, with less emphasis on the number of Land Trant
Certificates being issued. There is a marked contrast between !
number of LTCs issued and the number of land valuation
ments reached between landlords and tenants, or for that matter {
number of purchases concluded by the Land Bank. :

(e) The retention rate should be zero. In order not to dep

125¢e Mangahas, “The Political Economy of Rice in the New Society, _'
26n, "
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any tenant-tiller of the right to become an owner-operator, it is
logically impossible to allow a landowner to retain a portion of
presently tenanted land.

(f) Small landowners deserve proportionally greater compensa-
tion than large landowners. Just as the poorest farmers (the share
tenants) deserve more attention than those relatively well-off (the
reform leaseholders and the amortizers), so,too ,do the small
landowners deserve relatively greater compensation. This is parti-
cularly essential if a zero retention rate is to be implemented. A
specific example was suggested whereby the owner of less than 7
hectares would receive P5,000 per hectare, 50% in cash, whereas the
owner of 50 hectares would receive P1,860 per hectare, 10% in cash.
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