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ECONOMIC ASPECTS OF AGRARIAN REFORM
UNDER THE NEW SOCIETY*

Yahar Mangahas**

1. Economic Criteria

There are, in general, three important components
to present ecopomi;_welfarg:' (a) it consistshpfnthe‘total
of all goods and services availaple for the final con-
sumption of present Filipinos; (b) it consists in. the
equity or falrness accordlng to which the avallable gooda
and services ag% shared among present Filipinos; and
(c) it COHSlSti in the total amount of resources presently
available, ofj?11 types, which are needed for the continued
production of#goods and services for future generations.1
These natlonai objectives constitute basic economic

criteria by which agrarian reform (and, for that matter,

any other government program purporting tc have economic

objectives) should be evaluated. Therefore we ask: What

are the expected effects of the present agrarian reform

Paper presented at The First Institute om
Agrarian Laws, U.P. Law Center, Quezon Clty, November 1974,

__ Associate Professor of Economlcs, Unlver51ty of
the Philippines.

1See Mahar Mangahas, ''The Measurement of Philippine
National Welfare,'" Development Academy of the, Philippines,
unpublished paper, August 1974. . _ ‘
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on productivity, on'eguitz; and on .the state of

resources for the future?

The focus here will be exclusively on the tenure-

change component of agrarlan reform, that is .to say, the
shifting of farmers from share tenancy to leasehold
tenancy, and from thence to amortlzlng ownershlp and

flnally to full ownershlp There are other government

components,of agrarian reform, namely production credit
(as 1n Masag 99), 1rr1gat10n, agrlcultural exten51on,

etc. Sometlm s the term '"land reform'" is used to refer
- 7

to the policyt of tenure change whereas ”agrarlan reform"
f

is used to r¢fer to a program of tenuve change E_*_
sub51dlzed credit and all the other farm pol1c1es. But
thls bPaper is not concerned with such d*stlnctlons.b It‘
con51ders that tenure change 15 the essent1a1 component

of agrarlan reform and that the most complex agr1cu1tura1
program lacklng tenure change, would not warrant belng

termed an agrarian refornm. So, for the purpose a* hand,

"agrarian- reform " "land reform," and "tenure change" are

~1nterchangeab1e expre551ons.

The government seeks changes in land tenure

because. obv1ouslv 1t perceives that reaseholders are

ec,onmnlcnﬂv hpffer nff fhan share tenants Jd.hlle owner-'.
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operators are best-off of the lot. (This abstracts of

course from the political or national security or other
reasons why land reform appears de51rab1e ) It is

clear from the mass of legislation and other policy
statements over many decades that the hierarchy of owner-
operators above. leaseholders,: and leaseholders above
share tenants; has reached the status of an ideology in
this country. Actually, this hierarchy is an acceptable
one, but the‘ré%sons for its acceptability need to be .

clarified. l

-

2. LandRefoEi.Does Not Affect Agricultural Productivity

position, but it is not because they are more productive

farmers ;hgn either 1Qgsghold§z or _share tenants. _ This

bears emph351zlng, since anyone who has read or listened

"to statements ‘in Justlflcatlon of land reform w111 have

noted the 1nsxstence that land reform will. help to grow

more food for the people. Suchvstatements are,made 1n

51mp1e 1gnorance of the facts. In fact ‘owner- operators,

,‘leaseholders and share tenants are more or less cqually

-
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productive.®. The description used is "more or less,"”

because there is, at the same time, a wide range in -

productivity from one farmer .to another farmer.. After.

all, there.are differences. from farm to farm in the.. .:-

_qua;itxuo£4land,_in,the;qualipx;pf;ixrigation water, in.

the agronomic knowledge.of the farmer himself, and in

the ;n;idence of pests, diseases: and-weather problems.
Farming is universally. known. to be; risky; business. Thus

one will observe a:wide range.of productivities among .. ]
owner-operaégrs, and similarly wide ranges among lease+ - ”

holders and_‘among share temants. Among these three wide

.ranges of tle tenure;gxcups,;there is .an enoymous overlap,

and no difference between the average productivities of

the groups can be Statistically detected.>

ZFor a summary of the evidence, see International
Labor Qrganization, Sharing in Development: ‘A Program

of Employment, Equity and Growth for the Philippines,
Geneva, 1974, in .particular Special Paper No. 5, "Agrarian
Reform". The evidence includes the 1960 Census of Agri-
culture; numerous small surveys:by the International Rice
Research Institute, chiefly in Laguna and in Central Luzon;
the ;Sandoval-Gaon survey of Central Luzon; surveys by the
Bureau of Agricultural Economics in Nueva Ecija, over seven
consecutive seasons; and surveys by .the Institute of -

Philippine Culture in Nueva Ecija, over two seasons.

jif?5fgsee“M*Nﬁhngahasj;yjﬁjﬂMiralﬁéfhhiﬂR.E:f&e‘lbs"Réyes,
Tenants, Lesseces, Owners: Welfare Implications of Tenure

Change, Tnstitute of Philippinc Culture, Ateneo de Manila
University, Quezon City, 1974,
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i, ., the prodgctlon 1nputs a51de from 1and

For different tenure groups to be equally pro-

ductive), it must be that they are equally efficient in

using agricultural inputs. This is tonfirmed by:thei ' -

“same set of evidence. One also find$'‘that® there: hré o

-
¥

no significant differences between owner-eperators,”

leaseholders and share'tenantS'with'fespeétﬁfb‘(a};the”*
rate of acceptance of h1gh y1e1d1ng varletles, (b) the
proportlon of planted area whlch 1s treated w1th (
fertlllzers and other agrlcultural chemlcals, (c) the_‘
rate of use of ﬁechanlcal weeders, sprayers and threshers,

or (d) expenseelfor hlred 1abor _tractor and thresher

rentals, and c?sts of seed fert111zers and chem1cals,

S

The conc¢lusion from this is that the effect of
tenure on productivityiis neutral. It is important that

this fact be accepted, even though it may diverge from:

~the recéived doctrine.’ The explanation I would offer:

for this phenomenon'is based ‘on recognition-of the land-

owner's participation in the farm decision-iaking process.

*The decision on what'variety to plant is usually taken

-jointly betweén'landlord and tenant.. The landlord oftén

controls the amount of fertilizer to be applied by méaiis

-of thé’credit he extends; and other examples: can be: '’ ™
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offered.. : The hypothesis: is- that landlords, or. their
representatives, also- have an incentive to raise farm -
productivity as much-as possible, and that this incentive

s oy e __._’-—-——’_“‘*s\_‘
tends. to counteract ‘the dlslncent;yewwh;ch“tenaggsi]j”:3

’—————"—_"“M\/
relative: to: owner-operators, -may have.
e T T N\\-—‘_/—_“\’//—N_

It is posslble that thlS explanatlon 1s flawed
Someone else may have a better understandlng of the

worklngs of tenancy Wlth respect to farm operatlons. At

thlS t1me, th; form of the explanatlon is less cruc1a1

than the plalll acceptance of the facts whlch demand the
explanatlonii And the fact is that owner- operators, |
enants are equally productlve.. ThlS 1mp11es

—— v e

that,land'réform cannot be:expected:to contribute an

lessees and:

addition to the national food:supply. 'Improvement in:

agricultural productivity will contanue:to come from:
more irrigation, better plant varieties; more fertilizer,
etc. Land reform cannot substitute for these. Neither
is land reform a necessary element for these factors to-
reédound toaincreaSedvfanm'productiwity;faS‘theieXperience
with-irrigation projects, HYV's, and so forth, has shown.
Thus the benefits derivable from.land Teform do not lie

within ‘the first welfare criterion, that of productivity.




Three other points which relate to productivity

deserve mention. First, the evidence cited earlier
pertains to farmers who in all likelihood have been in
their respective tenure statuses for some time, over which
the landlord-tenant relationshipS‘have become well_estab-
lished. Whilelthis evidence may be used to_derive'long-
Tun expectatlons, 1t fa1ls to allow for possible problems
of adjustment in the shcrt run. Since there has beep very
little land reform thus far, there is very little data on
cases of actuéﬁ sﬁitehing from share tenancy to either
leasehold or ?wner operatorshlp, or switching from lease-
‘hold to owner operatorshlp "~ In the meantime, there is a
justifiable giprehens1on that ‘the dislocations brought

- about by land reform in the landlord-tenant relatlonshlp,
particularly with respect to credit’, may cause a temporary
decllne in product1v1ty The massive Masagana 99 eredit
program was COHCElVGd partly on account of this (and

partly to speed up recovery from the 1972 flood‘gasaster).

. Second, the productivity analysis has been concerned

“i mainly with the so- called current inputs,: such as labor

‘‘and fert111zer, to the neglect of the capltal 1nputs.
=There,is a need to also gather data which, relate farm

“tenure to 1nvestments in’ farm equ1pment and in land
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improvement., It is  possible :that security of .tenure

will encourage amortizing owners :to -invest, either -

-individually or jointly, in-irrigation pumps ;- landiz -
”7drainage, etc. - In this way, 'land :reform :may have :an. -
“effect on the steck of agricultural resources for. the :

" future. . This is-~therthird welfare criterion earlier .

mentioned. However, there-has not yet been sufficient
research to determine the effects of tenure change on-

agricultural }nvestment. ~As a:preliminary guess, I-

‘would expect that:tenure change .is-also.neutral with

R

respect to investment. ‘Landlordsoprobably also partici-

pate substanfially:in the:decision:to invest, ‘and have

.incentives ﬁb“dOEso sinceithe "increased-land;praoductivity

Y

‘will also’raise their incomes ‘from-the land;- Thus land

'reform‘might_gimply?bring;dboutya:transferﬁof{ichntives

from one:party (the landlord):to another (the. tenant),

"+ without a réal’increéase in.over-all incentives.

~Third, thereé-is the notién of .the !'family-sized

-farm," which crops: up every so.often .in Philippine land

reform thinking, despite:its-.growing irrelevancy. The
farm, which is:the operating unit and hence the unit

relevaﬁt*towissues~oprroductivity;umust-be;distinguished

from the estate,which is the unit of ownership. There

v




is some evidence that smaller farms are more productive

than larger ones,fbut'this is as yet merelyh0f°academic
interest.4 Land reform aims to dissolve present estates
into many small units, such that‘the Operating ﬁﬂit becomes
equivalent to the owned unit. Under'the present hcdelof
implementation of Operation Land Transfer the size’of
the operating unit is not in fact belng changed One iﬂNl
reason may be the fact that the farm size norms stated 1n‘
Presidential Decrée No. 27 (three hectares 1f 1rr1gated
five hectares 1? ralnfed) are arlthmetlcally 1mp0551b1e

to 1mp1ement. jccordlng to the Department of Agrar1an
Reform,'there ’e about one m11110n rice and corn tenant
farmers, workiji farm lands of about 1 8 m11110n hectares
in aréa’ 'No matter how the cake is cut, there only |
exis'ts ‘an average of 1.8 hettaree:perztenant, and some
tenants cafi have°more’on1ylifv50me others have less. On

this note we turn next to the matter of eqnity}

o See V.W; Ruttan, "Tenure and’ Product1v1ty of
Ph111pp1ne Rice Producing Farms,” Ph111pp1ne Economlc
Journal, -5:1,+1966, pp. 42-63.

SN T



3.} The Potentlal Economic Benefits from Land Reform Are
';f in the Improvement of Equ1ty :

E

7Whether.one‘considerS»onrfarm incomes or off-fafm
incomes, it is a fact that owner-operators do have thé .
highest incomes among the. three basic ‘tenure groups:, "'
Theiriﬁarmuin;ome is : the highest:simply because thHey do -
not have any rental te.pay. In effect ‘they have twg’ -
sources of farm income -- their labor and the land which
they own. Spch operators, and the other members of ‘their
fami;ies,,af%o havejnigherepaying_sources“ofvoff—farmx
income (higher Status jobs, poultry, perhaps a tricycle -
for hire) tAan either leaseholders: or tenants. " This may '
be due partly to higher educational attainment among
family members, and partly to greater accumulated:'savings,
factors both linked to the. basic income: advantage they

have over tenants. . T R o

Leasehblders, by definition, are tenants who pay
land rental of a fixed amount (fixed usually in terms of
sacks of the product). On the othér‘hand"m§ﬁé§é'tenants”
pay rentals determlned ‘as a proportlon of (usually) total

output net of ‘the costs of harvestlng and threshlng, ‘and”

net of repayments to the landlord of any loans which may

be due; thus the landlord obtains both rental income and




interest incomeé. Under Philippine rural conditions, the

absolute’amount’ﬁayéble as rent is typically less under
a leasehdid'aéréemeht'than;under a share rent agreement.
Thus 'a leaseholder's farm income is typically greater
than a share tenant's, even in the absence of goVernment
intervention. ' As we know, in the first phaée of'imple-
men'tation of the 1963 Agricultural Land Reform Code; the
government sought not only to shift the form of contract
to leasehold but also to reduce the leasehold rent. Those
leaseholders whose rentals were in fact limited: to the
.prescrlbed cerilng may be termed ”reform 1easeholders

1

in order to d; stwngulsh them from ordinary 1easeholders, who

are not as well off

‘The hierarchy thus expends to a group of four:

‘a. owner-operators; S /
b. reform leaseholders;ﬂk

c. ordinary 1easéhbidé£s; and
d." share tenants. R

Counting on;y%the_ineome derived_from;the_farm,,;t,hasl
hﬁbeen estimated that owner-operators.have.an_income which
is about SSa greater than that ot reform 1easeholders,

~w¢or 40 60% greater than that of ordlnary 1easeholders,r'
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or 130f1AQ§5g;eater_than that. of share tenants, .

P
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bean§;;epeating that these income-difforentialsAare,due

‘eny;pa;x;tokrental_differantials, Clearly, what the:

tenant §tand54toﬂgainoby.moving up the. “hierarchy is
equlvalent to what. the landowner stands to lose in the
form of rentals. This is before counting possible.

compensatlon the government may grant to.the landowner,

~in one form or another,:and, about which more will be,

. said later.

'Land ﬁreform rests on the fundamental prop051t10n:

T

theré is a:ig;uﬂ.concensus that the galn to tenants by

*

'}éntal reduftlon or el1m1nat10n is more 1mportant to

national wellfare than the correspond1ng loss of landowners.

This occasron ‘being an. Instltute on, Agrarlan Laws, I

should like to call your attention to an economic "law"
even more fundamental than the.Law of Supply and Demand,
to wit: you can't get something. for nothing, It implies

(a) if it is fairly certain that. some. people enjoyed a

gratuitous gain, then it is equally certaln that some

other people had to pay for it; ‘and (b) 1f it is falrly

‘certain that no person has- been fequired to give anything

°See TLO, op. cit., p. 475. Actually, when both
off- ~farm-and oh-farm, incomes* are considered, the- différence
between incomes of loaseholders and share tenants narrows
vVery considerably. This is because share tenants take more
time to work off the farm, an® make more income than lessees
that way.

S




up, then it is equally certain that no other person has

cbtained a gratuitous benefit.

The effect on national welfare of an economic
transfer from one party to another can he evaluated only.
by means of a judgment, whether exp11c1t or 1mp11c1t
which compares the welfarea of the two partles There
is no escaping thls value Judgment Everyone is entltled
to make it, whether he be landlord, tenant or third party,
and it is thefrespon51b111ty of government leadersh1p to
discern the snc1a1 consensus. As I proceed to descrlbe
the system o economlc transfer within Ph111pp1ne land
reform, my;;wn values may peep through here and there

Na‘turally, I too clalm the privilege.

4. Land Reform Under the New Society

\Durlng 1963-1972, the Philippine land reform

-’*
"program concentrated on shlftlng r1ce énd corn tenants

upwards in the hlerarchy from categor1es (¢c) and (d) to
{dr;fff ' category (b) Nevertheless, by the t1me the President
N declared mart1a1 law in Sentember 1972 -- from which
time we date the NeW-Soc1ety’;— probably.only one-

fourth of such tenants” had become reform ieésehgiders,m

» ! ,

:ﬁ‘i’
¥ .
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:only 17, 238 hectares 7
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~t Another ‘oné- fourth were ordinary leaseholders, and the

remaining one-half were still share tenants;6’.There‘was
-}

also a relatlvely m1nute number of amortlzers under the

4 :25 year payment terms of the 1963 Code Durlng 1967 1973,

the Land Bank had purchased only 78 estates (1nc1ud1ng one

purchased after declaratlon of martlal law), coverlng

BN S

~‘ .

@With the: New Society, land reform’shifted from

~the rental refluction stage to ithe land transfer stage.

£

Presidential Pecree No. 27 .of October 1672 provided ‘the
basic 1egis%?tion by which tenants are to become -full

- owners after) fifteen equal annual amortizations on land

valued at two-and-a-half times the average harvest: of
three normal crop years immediately preceding promulgation

of the decree, at 6% annual interest. The original

Do

6ILO, qp cit., p "'475. The’ Department of Agrarian

. Reform reports that two-thirds of rice, and corn tenants
had become '"lessees by operation of law," i.e., reform
Jeaseholders, by 1972. Butjh;s.segmgroverstared

See M. Mangahas,’"The Political Economy of Rice
in the New Soc1ety," U.P. School of Economlcs, D1scu551on
Paper::74-10, July 1974, p.;:25. ’ e T .




intention8 was to choose a land value and amortization

terms such that the annual amortization would approximate
., the:annual rental of a reform leaseholder under the 1963
Code.. - In:the context of the tenuré hierarchy, the intent
was to create a new class, that of "amortizing owner,"
at.the:.same economic level as the reform leaseholder ‘

- .during the amortization period. Thus the reform
 leaseholder's rental payments would in effect be relabeled
-.amoertization payments, the essential différenée”Being'that
. amortizations ?erminate (in 15 years) whereas rentals do
not,terminate;i The gain to an ordinary leaseholder would
be greater, fh"not only would his new payments be
terminal, thejgwould also be'at ‘a lower level than his

former rental:. And clearly, the gain to a share tenant

would be the greatest of all.

i

The widely-accepted'procedure by which to compare
a set of terminal payments to a set. of non- term1na1
payment$ i$ to compute the present values cf the two sets
of payments. : A'discount factor ‘is needed, ' similar to an
_interest rate, which in @ssencé reflects the degree of
3See ‘Jose Medina, ‘Jr., "The Meaning and Intent of
Pr651dent1a1 Decree No. 27," paper read at the Seminar-
Workshop on Agrarian Refcrn for College Instructors and

Professors in the Bicol Region, Legaspi Clty, February 8,
1973 (mimeo).
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undesirability of having to wait for a specified period

for a given. sum of money, instead of having it immediately.
This factor can be termed the rate of time preference.

On the assumption that the tenant's rate of time pre-
ference is.20% per year, it has been estimated that the
gain in income on account pf,implementation of P.D. No. 27

would. be about 2% in.case-the-tenant was- formerly a reform

- leaseholder, 23% in case the tenant was formerly an ordinary

leaseholder, ang 84% in case he: was formerly a share tenant.>

We may concludez(a) that P.D. No. 27 will benefit most:

programs;  (b) gives hardly_any added- benefit to those.

those who did ot yet benefit from earlier land reform
T

whoialready_eq}oyed rental reduction under the earlier.

program; and (c) the benefit is therefore mainly due to.

the payment-reduction feature (for ordinary leaseholders

and share tenants), and only a small portlon can be attri-

buted to the termlnallty feature.

The exercise can be carried through on the land-
lord's side as .well. -The landloxd faces, under P.D..Ne. 27,
a set of terminal receipts, with each receipt within the

fifteen year period less.than his previous.receipts, in .

RIS SR R

°1L0, op. cit., p. 499.



case his tenant was not yet a reform leaseholder. On

the assumptlon that the landlord's rate of time preference
is 15% per year, it has been estimated that the loss in
income of the 1andlord_onfaccount of implementation of
P.D. No. 27 woolo be.about 12% in case the tenant was
formerly a reform ieaseholder, 26% in case the tenant
was formerly an ordinary leaseholder, and 54% in case
the tenant was formerly on share-rentalibasis.lo‘ We
therefore conclude that the landlords who stand to lose
the most are fﬁose who had not yet come under the scope
of the earlleq program; whereas those whose rentals had
already been feduced 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
orlglnally envisioned by P.D. No. .27 reveals that theé’
potent1a1 transfer from landlord ‘to. tenant 'is not’ markedly
'fgreater than that provided for under the 1963 Code If
the purpose of the’ decree was to leglslate a much Stronger

land reform than before, then it was not qu1te a radlcal

P

10 . ‘

L 1LO, ¢ cit., 'p. 500. A lower t1me preference‘
rate is used for tﬁe landlords' case on the premise that -

landlords: can ‘afford to be less impatient than tenants.
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document. The decree nevertheless can promote a

substant1a1 1mprovement in equity to the extent that

it prov1des a new Vlgor to the 1mp1ementat1on of the

leglslatlon, for even a weak but thoroughly 1mp1emented

law does more good than a powerful but unlmplemented one.
Let us therefore examine the recent progress in land

reform 1mp1ementat10n more closely

{The statistic officially used to chronicle the
Progregs,of Operation Land Transfer ‘is the number of
Land Transfer?Certificates which have been issued. The
rate at-whichjthe LTC's are issued is so rapid that one's
statistics ggt obsolete within a few weeks. ' As of
June 14, 1974, LTC's had been issued in the names of
179,000 farmers, or 17% rf the target; but by now
(November) the number has certalnly exceeded 200 000

The number is 1ndeed so 1mpre551ve that perhaps to note

Lcertaln quallflcatlons may not be con51dered mlsanthroplcal.

7 In the first. place, there apparently are a large

number of certificates which have not yet reached the

proper recipients, on account of being contested, undeli-
vered, or pendlng, orT. conta1n1ng erroneous information.
Secondly, recelpt of an. LTC does not deflnltely imply that

the ambrtization period has begun. One source reports




that, as of September~16' 1974, the landlord-tenant

' agreements which had been reached on land valuatlon_u
comprised only 140 landlords, 6853 tenants, and 9494
hectares.l1 These.1and'valuat1ons»are supposed tozggh
decided upon by Barrio Committees on Land Proop;tiéh, on
which both tenants and landlords are to be repre§ehteﬂ.
About one thousand such committees have been orgénized
so far, ‘but unfortunately the rate of progressﬁghfland—
valuation agreements has been rether.slow. Prior to the:
conclusion ofja land valuation agreement, it cannot be
presumed that;the'emortitation‘process has begun'nwhereas,

as our earller exercise showed the great bulk of P D. No.

27's potentl 1 benefit 15 reallzable durlng the amortl?.

zatlon perlod itself. e

AR N

',,!‘_ H

~.Another, 1mportant issue is the retentlon rate.

P D. No. 27. states that "reformatlon must start w1th the

“’4 R 5

emanc1pat10n of the t111er of the soil from hlS bondage."

It also states that "1n -all cases, the landowner may
~‘reta1n an anea of not more ‘than seven hectares 1f such

landowner is- cultlvatlng such area, or w111 now cu1t1vate

-

<'Mg’it>" »Here 1s axclear cut dllemma.vwlt.;s‘a plalg logical |

A1 See Tsutomu Taklgawa,;"A Note on the Agrarlan
Reform in the Philippines Undetr “the New Society," forth- —
coming U.P. School of Economics Discussion Paper, November
1974 ,
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impossibilify‘toﬂ(é)tgfant each and every tenant the

opportunity to oﬁn the land he tills and Simultaneously
(b) allow the’iéndowner to retain a portion, however
small, of presently tenanted land. If (2) is of higher
Priority, then the retention rate must be zero. If (b)
is of higher pPriority, then some tenants will wind up
either ejected or converted into hired farm labor; thus
tenancy might be aboli%ed'by eliminating tenants but not
providing them with land.
S

We have‘now begun to touch on the equity issue
from the lando ners' Viewpoint. The hierarchy among
landowners is ,getermlned prlmarlly by the size of the
estate: The larger‘theestﬂte the greater the ablllty to
absorb the transfer-loss on account of land reform; and
vice-versa for small estates.  The implementation of
Operation Land Transfer -- or at least the LTCHCOﬁﬁonént
of it -- thus proéeeded in stages{:first the 100 hectare
and above group, then the 50-100 group, next the 24-50
group, and just this November the 7-24 hectare group.
Each successive stage involves a larger number of land-
owners, of progressively lower ab111ty to shoulder loss,

and hence the cpp051t10n to the 1mp1ementat10n of the

program has also. grown progresslvely.ﬁ (In the 0- 7 hectare




e

group, the DAR estimates there are 183,000 landowners,

or 83% of all landowners having rice or corn tenanted

land.) o

5. A Progressive Land Reform Compensation Scheme

| The natural concern for the welfare of the small
landowners. can be easily attended to by means of a
repayment scheme which ié progressive rather than prbpor-
tionai  The prssent scheme 1mp11es that an owner of
1,000 hectares will receive 100 tlmes as much as an
owner of 10 hee&ares. In this case land reform might
break;up an esfate but not the wealth and economic as

well as politfbal<poﬁer'formerlylderiving 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 incdme'tax‘is:progressively
struCtured:J In boﬁh caées; the ability-to-pay tax
pr1nc1p1e will Justlfy raising the proport1ona1 burden

of the wealthy, rather than ma1nta1n1ng it at the same

lulevellas the non-wealthy. gThere can be land size
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brackets w1th d1m1n15h1ng (marginal) payments per‘
bracketmjjust as there are income tax brackets w1th
1ncrea51ng (marglnal) tax rates per bracket. ’Furthermore,
the proportlon payable in cash can be raised. for small land-
owners relatlve to- large ‘ones. A spec1f1c exanple is

offered below:

Example of a Progressive,Land Reform Compensation-Scheme:

Size*of’EState'(Ha’) ' Compens tion Rate . Cash §
7.00 or- lesd PS OOO/ha ' ’ 50 '
7.01, to 12.q0 PSS 000 plus.p4 OOO/ha. 1n I Ll

excess of 7.00 ' 40
12, 01 to 24!00 P55,000 plus P2 OOO/ha. in . g
£excess of’ 12 00 30
24,01 to 50300.. P67,000 plus P1 OOO/ha. in . .
g T xcess of 24.00 20
50.01 or more  P93,000 plus P500/ha. in. =~ =
I : excess of 50.00 10

.

-
B

In thls example;;the ba51c land prlce 1s set at?#F,
PS 000 per hectare, or somewhat 1ess than the average ,
prlce belng pa1d by the Land Bank 1n the relatlvely few pur~
chases it has made~J (As of June 14 1974 the Bank had pur-
chased only 1 860 hectares from a total of 30 landlords, at
an average prlce of over P6 000 per hectare These lands
were heav11y encumbered by mortgages and unpa1d taxes,

ob11gat10ns wh1ch were then shouldered by the Bank Countlng



these as effective cash receipts by the iandlords, the -

cash:ﬁgnds payment ratio is effectively 35:65, in
contrast to the officially declared ratio 10:90.)12'[;t

is designed such that lower prices are paid for land in
excess of certain base levels. For instance, the owner

of 12 hectares would receive only P55,000 instead of
P60,000. - On the other hand, the owner of 50 hectares
would: receive only V93,000 (or an average of P1,860 pér
hectare) insteﬁd éf P250,000. Thus the burden of the :
land: reform. program is not made to apply proportionately,
in recognition: of the social view that a loss of 7.hectares
means much mode to an owner of only 7 hectares than to an .

owner of 50 héctares.‘,

kY e o

///6. Conclusion

' The main p01nts.of thé argument may be summarlzed‘
(a) Land reform does not affect;product1v1tx..
Thua_urhanMconsumexs~w;llnnox_be_a££ee;ed Very -much by
1and_txans£exs~__Lkuu;4Hux;hiébeméakenm;haxwiand~reform

isinot regarded as a substitute for the direct means of .

12

See'Mangahas, "The ?olitical Economy of Rice
in the New Society," p. 26n.




raising food-production.

(b) Land reform can potentially improve equity.

This will be its primary accomn]1shmen%——end—sheuld be

considered as a suff1c1ent 1ust1f1cat1nn for land reform.

There is no need to concern the program_ulxh_Lhe

p{;duct1V1ty obwectlve.

(¢) Land reform under the New Society may brlng

about substantiai improvements not so much from the legis-

lation'as compgred to the 1mp1ementat10n. It was shown

that the terms for compensation set by P.D. No. 27 were
not ‘quite radijal, and that the potential gains still are
to be found m nly in the reduction of’the Size of the
paymentsb-- whether called rent or amortization -- made
to the landlord.

(d) Therefore the progress of the present reform

should be monitored through an _examination of the amounts

actually belng paid to 1andlords, with less empha51s on

the number of Land Transfer Certlflcates belng issued.

.

There is a marked contrast between the number of LTC's
1ssued and the number of land valuatlon agreements reached
between landlords and tenants, or for that matter the

number of purchases concluded by the Land Bank,
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(e) The retention rate should be zero. In order
not to depri#e any tenant-tiller of the right to become
an owner-operator, it is logically impossible to allow
a landowner to fetain a portion of presently tenanted
land. | ' ‘

'(f) Small landowners deéerve proportionally

greater ddmpensation than large landowners. Just as. the

'poorest«farmérs (the share:tenants) deserve more attention
~than those relagively well-off (the reform leaseholders

“and the amortii%rs), sQ too do the small landowners

dpseiue_xelétimelv greater compensation.  This is

pgxﬁ};glgrly efsential if a zero retention rate is to be
implemented. ;K specific example was suggésted whereby
the owner of less than 7 hectares would receive P5,000
per hectare, 56% in cash, whereas the owner of 50-h§ctares

wou{gnreceive‘F£}§§0-per hectare, 10% in cash.

.




