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THE SIMPLE ECONUHICS OF IAND REFORM: THE EXPROPRIATION-
COHPENSATION PROCESS AND INCOME DISTRIBUTION*

The.classic. and still most commonly-used, notion of
'land~reform* involves'principally tne'redistriburion of
ownership rights to land. Sudn a redietribution necesserily
. involves some form of coercionl, usually by a government, and
: therefore requires consideration of the effects of the types
of coercive devices used and their appropriateness to the
goale specified in the land reform. There also arises the
question of compensation to- former owners of land compulsorily

acquired by the coercing body.

How much compensation should be paid, when, and in;
what form, constitutes one of the most controversial
questions eurrounding the concept-of land reformf ‘Much of
the controversy‘arisee ouryof'conflicting political, economic,
and social cbjectives of the various individuals and groups
affected by a 1and'reform program. A part of the contro-
versy also stems from a certain amount of confusion con-
cerning the effecte of the implementation of land redistri—ﬂ
bution and of the ievel_and_method of finencing the}com—
pensation_payments. >Itvis'the latter area to which this

paper is addressed.
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The userof scns”sihple economic analysis can help to
define the issues more clearly and to show both the useful—
ness and the lrmitations of economics in analyzing these
issues. The perspective throuqhout will be that of a
- developing country considering land reform as a. strategy
designed to achieve certain political or economic coals.
These goals will be different in each particular case, but
there are .certain general considerations which are applicable
even in cases where the goals may be very disparate. The
analysis will be limited, insofar as possible, to qnestions
directly related to ﬁhe issue of exprOpriationg/and com- |
pensation. and will focus on land reform provisions found in
the legislation of several Asian countries, primarily the

Philippines,

%

In cOmmonAwithﬂmany other land'reform programs, the
Philippine Land Reform Code (R.A, No. 3844, 1963) carries a
provision regardxng 'just compensation.“-/ The interpretation_ i
of "just compensation“ varies widely among countries. These
interpretations could be divided into five major categories
of\payment for compnlsorily—accuired land. ‘In descending
order»of compensation per unit, they sre -

1. Above-market price,

2. Market price,
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3. "Pormula price",' the two most common examples
»of which‘sre_some'muitiple ofithe annuai crop
;or rent, or'payment»based-onptaXable:valuerof
1and,§( |

-4, .No compensation (outright confisoation), and _

5. Negative compensation, i.e., confiscation plus :

a penalty, ‘such as exile, imprisonment, or -

execution of former landlords.

in praotice,‘the first alternative is almost never
consideréd. Countries which choose slternative.Blsometimes
nske an attempt to have the formula price approximate the
_market price, either by setting the,formula to produce this
result, orAby first forcing down rents or‘inoreasing land
taxesAto reduce the market price near that dictated by the

formula.'

Theftools‘of economics are‘inadequate to-determine
what . is “just."- Setting the level of compensation is
usually a politico-legal process (often involving strong
constitutional dhallenges) that only incidentally concerns

.itself with economjc cgonsiderations. Even if the econonist

is ignored in the'process‘of establishing the general for-

mula for compensation, he can nevertheless contribute to

v \
T .,
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the analysis by-pointingiout some of the important micro—
and macroeconomic effects of the exprOpriation—compensation
process ‘and the methods of financing used or contemplated in

'its,implementation.

The use of even,the simplest Qf economic.tools, the

rsupply—demand analysis,'can pOint out the effeCtS of certain Eih

vland reform provisions and give a baSis for Judging their
relative effectiveness, as-well as allowing the prediction :
of some important side effects. Important as a foundation
for this analysis is the consideration of the market value of
land Standard textbodks tell us that land has value becauSe
it is}scarce and can produce an income. The market price of

land may be higher than the current rental capitalized at

prevailing interest rates because of lower risk in landholding,,

because of expectation’of future increases in the income it

will produce,,or because it may have some consumption value.

The determination of the value of. 1and in the market
occurs through the interaction of supply and demand. The
',fact that some landlords are unwilling to sell at the current
price;é/While.some potential purchasers cannot afford to buy
at that pride shows'nothing more than the standard divergence
" of supply and demand curvesjbeyond‘the intersection‘point.

e
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The purpose of a land redxstributxon may differ among countries.

but the proxlmate goal is in all cases to‘é%fect a structural i

change in land ownership,Véransferring more from present

owners'to other individuals or groups. This can be viewed as
an attempt‘to speed up the flow of landed prOperﬁy between
‘these groups to s rate per unit of time higher than’that
Which the-current harket produces,? i.e.; to shift the inter-
section of the demand end supply curves to-the>right. A
secondary goal of reform is ‘often to force down the price ‘of
‘land. ‘4£; analysis vull be presented in terms. of the number
of unitS'of land offered orddemanded at a glven t;me_at
various prices, rather than the flxed-supply-of-land approachk

commonly used in analysis of 1and questlons. o

Using a diagrah sochbas thet of Figure ;, we can look
at variou8~expropriatioh ehd'coﬁpensetion measures in com-
perative statics terms. to see how they are likely to effect
1) the pOsi;ion‘énd shape of_the short—runjsupply-and demand T
cur#es, and 2) tﬂe 1oca£ion.of their intersection.,.For
stmplicity and convenienge of exposition, we shall initially
assume all land is owned by “lanoloros,“ and'thaf'it is
demanded by “peasents,5 éersons wﬁo are currehtly tenants'’
orilahdless workers.. Land willfbe measured in.rerﬁs of in-

come-producing units, raﬁher'fhan mere area, to allow the
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The principalupolicy.measures to be considered in
part I below are the followxng- | |
l, -cOmpulsory sale of land, whether at full market
_price or some other price |
2/ Subsidized credit for land purchasei,
3. nand.tax increase'er rent rednction
‘.4g/ ceiling or'minimum‘on the'eize cf landholdings
5; Restrictiens on alienation or pnrchase-ofrland
‘Following the analyeis»of these ncliciee,-part II will dis-
éuss the effects of various'financlng.methode on the‘pclicy
outcomes, with Special reference to 1ncome dlstributxon.
part IIX will attempt to ‘summarize the conclusions drawn

from the analya;s.

If landlo;ds are compelled to sell their holdings
at the present market price, th;s is equivalent to- forcing
the. supply curve into a horizontal positlon for any quantity
of land greater than that currently changing hands in the
market (Fignre 2). Unless the demand for land is perfectly'
elastic,‘there will be no more buyere than before the‘regu-

lation. To accomplish a greater volume of transfers, some-



Figure 2

-,
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thing must be done to_shift_the demand curve to the right,
_Typically the'Shift is'accomplished through provision of
cheaper, often subsidized, credit to the purchasers. Lower
mortgage interest rates or other provisions reducing the cost
or risk of land purchase increase the 'expected profitability
of land to potential purchasers. inducing them to demand

. more land at any given price. The amount of land changing
hands,at,the market price, ‘0 (Figure 3y, would 1ncrease

from Q, to Q,.

It is also useful to note that if the cheaper credit
were given to purchasers without the compulsory sale pro-

vision, land price would rile unless supply were perfectly

elastic, and,the extra amount of land changing hands (02 - Qo)

would be'smaller than the increment with compulsory sale.
COmpulsion would of course be redundant 1f the supply ‘curve
were horizontal initially, but is otherwise necessary if both
an increased volume of sales (whether through the agency of
government or prrvately) and a non—increas;ng price are
}goals of the land legislation. Moreover, if the'government
provided a general credit subs;dy, in the absence of a
compulsory sale provrsion, the supply curve would Shlft up{g/
since the profitability of holding land, and thus its

reservation price, would rise for landlords as well as pea-

sants.

i,
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Figure 3
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Thus, under'the postulated market conditions, com-
pulsory sales at market price would not divert any extra land
from 1andlords_to others unless something is done to shift
the demand curve for land to the right. If landlords are.to
be prevented from capturing some or all of the benefits of
sub31dized credit or other demand—shifting devmce, the,c;edit

S Ve ,» £ T s
B ‘-.};e;“;:; ‘f \‘-’w T ¥

’must be discriminatory (favoring only purchapers) and -some

‘"Kf & ”-‘ f‘f £ sh‘l.; Y 71 \
coercion must be exerted on sellers- Wlfhoqt ths, ion,
SRENIAC DS ITLL RN ;Qﬁw

land prices would rise. Merely establishing ceilingvpmices

et
LY 1'1!,‘ -u::;J, o

-----

fqr land will not work: Even if eﬁﬁectively implemented;
such ceilings-would 1eaveounsatisfied’excess demand after
the rightward shift of the demand curve, with no increasegip
the actual volume of iand transfers in the market. Theﬂmél

R AR

primary objective of the market intervention-wgetting more
R SR SRR R S v

. riu

land to the tenants or workers»—would not be ‘achieved.

TR

gggﬂ Suppggay hawever,gthat the obﬂective is not only to
forge landlends to part'w1th more lﬁﬁd{“bUt to do 0 at a
price belqw,the_currenttmarket price. @udha result re-
quires a downward shift‘of the supply d@%%e?*’As before,

‘ compulsory sales could ‘be legislated but at less—than-
market price (alternatives 3, 4, or 5 of the compensation
schemes). In the absence of a compulsory sale provision,

increa81ng the taxes on land or enforcing rent reductions
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woulddecrease the'érofitabilify of helding land, and
accomplish the desired direcgién({if.no;, perhaps, the
_desired magnitude) of the supply-curve shifﬁ. But the
demana curve might elso‘shift léft, as.in the case of a land
tak’which would aiso fai1~on any néw owher-of‘land.‘ The new
equllibrlum would indeed be at a lower prxce, but could also
be at a quantity smaller ﬁhan_that,whieh would have been ex-
changed in a -free market. In such a case transfer of land
.from landlord control would be hlndered, rather than facxli—
tated, as in Flgure 4 Where the 1ntersection of the shifted
‘supply and demand curves is belgw’and to the left of the
former equllibrium position. Such a result is preéumably

contrary to the major goal of 1and reform.

A land tax, in order to maximize the incentive for

' landlords to sell and.éeasants_to buy, would have to be dis-
criminatory; favoring new purehasers; The administrative

| burdens'imbOSed bx;such a scheme are likely to be very heavy,
end‘ﬁhe opportﬁnitiee forvevaeien abundant.‘ With good
enforcement,-ﬁdwever,‘even a non—discriminatory.tex.woﬁld keep
land prices down, at the coet of a smaller, perhaps e§en

negative, increment to the volume of land transfers.

~‘
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Land rent reductions are automatically discriminatory,
though-perhaps no easier to enforce than lénd taxation. But
pfecisély becau;e effective rent reductipn increases the
income of current tenants out of an& given 1eve; of gross
broduction, it reduces their incentive,to‘wapt to becamel
landowners. So-despite its quality Of diécrimination>agains£
the landlord and in favor of the>tenant. it hés the same
undesired result as a nbndiscriminatbr& landita#; haﬁely to
shift the demand curve‘to.the left. “The net result is again,
‘as in the tax case, a lqwerlland price with-the possibility

of a'redqcéd rate of land transfers as well.

The “"pure" case bf'reht reductidﬁ»or~1and‘ﬁékation
produces another interesting 51de11ght through its effect on
the general level of interest rates. Suppose, for sxmplicxty,
we assume original ?afket}price represents'the capitalized.
value of ﬁet-rehtaglincome oh;j; i.e;{ Py = kORO' where ko
l/io. The reducfién of net rental income to some level
R < Ry reduces the‘prgfitability to landlords of holding land,
shifting the supply curve down. This greater willingness to
part Qith their land.has a corollary in an incréased demand

by landlords for non-land earning assets, assuming no change

in savings behavior. Similarly, the reduced desire of current

..’-"
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where kl 1/11, and k.>k because i,<
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tesants torpurchase land also presages a diversion of tenant
savings into demand for nosnland_earning.assets; Thus the
portfolis—choice.adjustment by both'landlerdSsand tenants
meansfa het addition to demahd for hon—iand assets; driving
up their prices. whieh in turn ﬁeans e reduction in thei
interest rate. At the new equilibrium in the land market,
then, the prlce of land w111 be a larger multlple of the net
rental than under free~market cond1t10ns,~1.e., Pl . k,R

1’

r %o 1< Thus the pera

centage reductlon in the market prlce of land should be less
than the percentage reduction in the_net rent per unit of

land./

A ceiling on the lahdlord's retained holding (partial
10/
exprOpriation) is a frequent feature of land reform laws.

A landlord initlally possessing 1and in excess of the ceillng

must now dlspose of the excess at any prlce he can get. To

analyze this case - diagrammatlcally, it 1s perhaps most con-
venient to ;oek fxrst at theﬂlandlord's reservation demand :
for land, i.e., how much of‘his-tbtal holding he weuld keep
for hls own use at a glven prlce. His reServation demand
sdhedule can be represented as pTa in Flgure 5A, in which Oq

represents his total land holding, P, the price. at which he would




- 16 -

-

— I

ﬂnne4nwu

b-.*.

(Reservation Demand)

Figure 5

0 4 -
| (=oq_)

. B.
(Individual Supply)

T .



-17 -

sell nothing, and pT the price at’which he would voluntarily
sell out,completély,;l/ The amount he offers for sale in the
market at any price beiow Pi'would be measuréd to the left
from Qe This'séhedﬁle.then translates into an individual

supply curve of the fo;m'ébs in Figure 5B.

Now'sdppose the governmeqt imposes a‘ceiling'on indi-
vidual landholdings at a level équal to tﬁe distance Og, in
Figurelﬁh, an amount leés than,the lahdlord!s.initial acreage;_

‘Since he would.véluﬁéarilyvdisposé of the excess, qTéc; at
any price above<pc, we need 6nly;consider thé éa;e where the
offer pricé is below p, -~ as for ekaﬁple, Pge 'éssume. for
conveniencé, that the offer pfipe, Per is below the level
of P, from Figure 5A, at which pfice_he wouldlhavé'chosen
to keep all hi§4laﬁd off the mérkgt.' The ceilingr;imit cum
low offér.p:iée forces #ié reservation demand into a shape
such as piedf in-F;gure'GA, so the supply schedule assumes
the shape of pfhgs;in Figure 6B. | |

To get the market éupply curve'for land, we merely
vagg:egatef(add‘horizogéally) the'individﬁal supply'cdrves
of the presenﬁ‘landowners;r It is.a simple matter to show
(but fhe procesé will notrbe detailed_hére)’that the market
-sﬁpply curve has the same general shépe as that of the

12/

individual 1andiord.
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We must now add.a demand curve to the diagram in
order to show. the effects of the ceil:ng legxslation
(Frgure 7). The post-celling supply w111 lie below the pre-
ceiling supply to the left of the quantity Q ’ which re-
presents the total disposal of excess holdlngs by landlords
at the dictated'price. Beyond‘QN, the post-ceiling supply
curve will_coincide with the initial supply curve.;é/'The
demand curve must crOSS‘the supply cnrve to the left of Q.
other@iee‘the ceiling legielation would have been redundant.
If the demanc curve lies in the position shown in Figure 7,
the government will find buyers at’the'dictated‘price for -
all tne excess lands which it has forced landlords to sell;14
If it lies to the left of D, the government will find itself
holding land which no one wants to buy at the prlce it pa1d
(except the landlords, who can't get it back,'or former
tenants, who have reached ceiling levels). These lands
could be sold at a ioss, glven away, or held for public use.
If the demandlcurve lies to the rlght of D, the government
could realize a profit on the sale of the lands which it
acquired; If it resells to tenants or‘laborersrat its own
purchase/price} however, it will find nnsatisfiedvexcess
~demand for these lands, and be forced into'sone_ektra#market

rationing procedure. The more the other provisions of land
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-
legislatlon shxft the demand curve to the right, the

greater the rationlng problem will become.

some land reform laws which impose ceilings also
provide that no holding may be below a certain Slze.' Insofar‘

as even a mlnimumrsize holdlng is out of the flnancial readh<

DS A IR T

.....

demand curve will lie below the free—market demand over at
least the first part‘of its length. Similarly, if some of
‘the iand is initially'in the hands of.subéminimem
”mlnifundlstas, ‘the. supply curve . of land will be forced 1nto
- a lower position. Such a minimum requirement may force land
pricee down; they cannot rise unless some other provision
is‘strong enough to cause a netlrightward.shift'iﬁ the

demand curve.

Provisions for maximum or minimum size of holdings
sometimes are acethanied by restrictions on the alienation
of lands transferéed into the hands of peasants,ié/ Insofar
es such restrictiens are effective, they cause the supply
curve of land on the market to shift up. If'the restrictions
are absolute-—a prdhlbltlon on sale or other allenatlon of

v land-—they have the effect of shifting the saximum amount

of land evaileblé for sale in the market to the left, i.e.,
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a movement of.the §oiptrQT toward the origin. If the
restrictions mereiy‘ﬁake it more difficult to alienate the
land, the immediate effect mAY be seen as a shift of demand,
or supply, or both. A tax on land transfefs,‘for example,
could be treated lxke any other tax by viewing it as a shift
of either the demand curve or the supply curve. Refusxng to
allow mortgage eredit to be extendea for a‘third—perty'pur-
chase of land newly transfered to a«tenank;wbﬁld shift the
demand curve to the left. - Requiriné the seller to go through
a difficqlt administrative procedure'to seeure.permiesion‘

to sell his land would raisevehe sellingvcest, which is in
effect an upward shift of the supply curve.%;/»For as long

as such provisions are in force, the curve or curves affected

will shift in every period.

. The feregoing discussion points‘out the need fer a
further consideratioﬁ from which we have so far abstracted,
namely anlexaminae§onAof who makes up the demanders‘and who
the suppliers of‘iand at any time in the market. Juet as
the short run curves will shift according to various pro?
‘visions ef the landfreformAlaw, so‘will they shift as the
composition df landholeers‘and potential land purehasers

changes over time or as a result of legiélation. Present
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landlordé might wish‘to'be sellers at one price, but buyers
at some lower price;;g/ ofién.land reform'prograMS must
céntéin provisions which try to affect the membership of the
demandlng and supplying group at various prlces. Regulations
aimed at preventing the old landlords from repurchasing 1and
to build up‘their holdings once again are trying to keep
this group out of the market on the demand side, Just as
restrlctions on allenatlon aim at ellmlnatlng the benefi-

ciarles‘of land reform from the market on the supply side.

These,lattg:;coﬁsideratiohs; when viewed in conjunc-
tion witﬁ the discussion which haé.preceded,them,'poiht outA
one obvibué but often-onrlooked fact. Land reform is
séldom éimed at femoviﬁg‘imperfecticns frcm the iand.markét;
on the contfary; mos; érovisions afe designed to interfere
in, and alter the function of, the market'for:land. It is
therefore llkely that land redistribution cannot be sxmply a
one-shot affair, but rather will requlre contlnuing long-term
supervis;on and admin;stratlonvto be sucqessful,ln ach;eving
the:goals set for it; As ecdnomic development proceedg; the
'pressures torovefturn éome of the original provisions are
'1ike1y to intenéify; thdh #equires‘nbt éhlﬁ a continuing
administrative effoft,but also a deéree of fiéxibility which.

‘many programs do not contain.

.y,
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When land is rédistributéd, so is "power, property,

income, and étatusi“zo_ A consideration of the short-run macro-
econémig effeqts Qf~fhe gxgropriation-compensaEion pfocess

turns maihiy.aroﬁpd the distributién of income or cléims on
_incoﬁé.'“lf compensation is péid; it can be ih-cash, iﬁ iind[gé/
in bonds or'btﬁer'securitiés, ér in some combination of two

or more‘of these.zzyifﬁe payménf dfbébmpénsation, in turn,
may.come‘from the new landowrers' amo;tizatidn ofzpurchSSe

price (selfbfinéhcihg land feform),.from new taxes, from
diversion of fﬁnds~awﬁy fiom o£hef areas of government Ependiﬁg,“
from borrowing or gr;nts, from credit creétion (ipéluding the
printing of money), or from the sale ofngVanment asseﬁé.gé/
An examinétioh“of>the results of thé variods financing
séheﬁés can shoﬁ]quite cleariy that the form bf financing
chQsen mayihave atfleaét as greét.ahxeffect'on ihé evéntual
income diétributiéh as the levels of expropriation énd com-~
pensation themsel;e87‘some‘fofﬁs éf‘financing facilite.:and

others hinder; the attainment of‘the‘land reform goals.

First, some general‘consideratioﬁs: Insofar as the
supplyﬂcurve of land is shifted to a position lower than

that which it would have occupied under voluntary sales

in a free market, and the demand curve cuts the supply curVe
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along its lowered portion, there is a loss*sustained by
landowners.v The amdﬁnt of the loss can be approximateé
» diagramma#ically by a comparison of the "sellers! surplus"
.whidh landlofds wouid'have gaiged under a free ﬁarket with
that which. accrues £0'them after the govefnmgnt inter-

4

vention.

~ A rather extreme example.can bg used to illustrate
the points jhst'ﬁade.‘ Take the case wﬁere landlords are
forced to.séli all théir.lands at'cﬁrrent,markef pricéé.
This, as we ﬁaﬁe'seen, réquires some'compulsion..'They-
woﬁld sell out voluntarlly only at a prlce of P - (Figure 8),
obtaining a sellers!' surplus equivalent to-the area PAESPT.

_ Selling all at a priée P, howéver, prodﬁces a surplus equal

o

only to P,EP., with a "loss" equal to the area.PoESPT.

!Purchasers, on the other hand, would take the entire land
offered oﬁly.atrg price of PD° If they céuld bﬁy at this
prlce, buyers' ;urplus would 1ncrease from POEP to PDDEPB.
The government, through its 1ntermed1at10n in the sale-
purchase process,'would suffer a finapcial loss equal to
,PDDSIPO' so the buyers gain and the selLérs lose fsurplus“

on the~tranSaction. The government also loses - finanéially -

but 1t has the power to Shlft some oOr all of this loss onto

vuvmxn or 43’@ 96 mm
S0NO0L OF BOONOMIOS LIBRARY
GENE 319X
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the former landlords, the new owners, or some third group

(e.g., city dwellers), according to the way it finances the |

24/ 25/

loss.™ The government, as an‘écpnomic‘body, could also
decide to bear some or all of the loss itself throuqh a
transfer of title of some of its assets to pay part of the

cost.

ihe go§erﬁment could, perhaps, shift thelentire-
financial‘iosslit suffered'onto the backs of the former
iaddlofds,ﬁy a special tax -- e.g., a capital levy on the
bonds which it iésued as compenéation for eXprOpriated‘
land. 1If such a levy yielded juét éxact}y the ambunt'of
the goéernﬁent's ldés, it would be the equivalent of fprcing
the.sale of land at the price Pé ana tﬁrning it over to
‘peasants at £hét p?ice. This simple example points out that
forced sale of a given area éf land at the price which
bﬁye;s‘would jusi be willing to pay woﬁld not be necespéryv
to ensure that l%hdlords boré the weight of the redistri-
bution scheme. The governmént has'équivalént financial
alternatives which would achieve exactly the saﬁe fesﬁlt.
In principle, the g¢ve£nmént could even ﬁay the full price
PT whiéh would ihduée landlords to sell out voluntarily

(i.e., choose alternative 1 of the compensation schemes),

..,
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but cherge the new purehesers only Pﬁ o ensu?e'ﬁhat they
bought up ail the land, and thenlappertion the £inancial ,
lbse-as it wanted thfough taxetion, inflation, or some
ofher means. | | .

:Whaeever the‘origin of a financiel‘ldss by goVern-
ment, it has the power to shift the loss to_eﬁher sectors
of the economy {withiﬁ limits, -of coﬁrée, such as’ those
,"posed by the threat of revolutions. The.shiftiné'may be
very‘sharply direefed, ae ih the.example of the_capiﬁal
levy on iénd bonds, or it Qay be morejoreless willy—nilly,
‘as in a policy of monetary»exPapsion resulting in general
‘inflation.  The eesential-ppint is that, given ﬁhe‘goals
of land-ﬁefprﬁ, the;finaneinq method chosen can either
offseE;.augment,'or‘even substitute for the effects de-
eired to:be achieved thnouéh the levels of efoOpriation
:and compensationépaymentsgé Therefore, in‘analyiing any‘
land redistribuﬁkenAprogra§<the provieione settinq.the
_levels,of expropriation and compensation cannot be viewed
in:iéoiation fromrghe finaﬁcial arrangements made to carry

out the process. They must be evaluated as a paékage,
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There- is én almost limitless number of compensation

and financing schemes which could be chosen. The general -

choices could be arrayed in a table, as below:

. Method of Financing

Form of Amortization | Addi- | Borrowing . .| sale ofjDiversion
ompensation | payments of - tional| (domestic | Monetary | gov't. |of gov't.|Foreign
new owners | taxes |or foreign)| expansion { assets |spending | grants

o

ash

"

ecurities

ind

et

A third, ana eﬁeﬁ a'fqﬁrth;'dimensioﬁ could_bé added

to the-tableAby consideiing the}level’of cbmpensation paid:to
fbfmér.landlords énd the level of payment fequired by\thé new
1andown¢rs. Rather_than examining, in excruciating detail,b
all of the various possibiliﬁies, let us mérely_comment on a
few'to gstabliéh_theAgeneral'lines of argﬁment.gl/iéke]thé
siﬁplq case wﬁe:é‘ﬁhe‘governﬁeht forces ali landlords to sell fi
at the cu:rent‘marﬁet’priée, and‘gives‘the land free of cﬁarge
to the tenants.  fhe>redistributive effects.of ‘some possible
financing séhemes‘are as follows: | |

| ﬁayment in goﬁerqment,bonds, financed by raising
taxes. Tolthe extent the taxes fall on the new landowners,

part of the redistributive effect of the 1énd transfer pro-
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visions is offset. The incidence of the tax may be partly on
1éndlords, reducing the net level of compensation they receive,
or on some third parties, which redistributes income from them

to the parties dikectly involved in the 1lgnd transfers.
. V , N ' )

2. Paymenf in cash, financed by é;ihtiﬁg money. In-
flation is the almost ine&itgble rg;ult, :eauging quickly the
’pﬁrchasing pcwe; of the cash‘;he landlords received. 'The
formerléeasants would~1ikely be insulated from most Qf the
deieterious effeéts of inflation,yﬁothibecause they hold: the
land assét, a-good hedge agéinst'ihflation, gné.because the
prices ofitheir outéuts are likely'fo rise'right in step with
the increases in the.gene:al.pricé ievel. City dwellers are
likely to pa& paft of the coef Sf'inflatibn; If there were
idle reéources,lfotal output might increase, but.this could
have resuited_from the monetafy expansi§n‘withbut any‘land

-

reform. -

3. Paymeptfiﬁ:cash: financed_by bofrowiég. If the
borrowing_is'&one without eranding the money sqpply, there is
an immediate transfer of purcﬁésing pawer from the lenders to
the landlords, but‘thefe has also been a rediStribution of
income from the landlords £§ the peasants. The short-run

effect-depends on'theipropensities to consume of the parties
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in&olved,Aas well ds on the rates of returﬁ laﬁdlords coﬁld
recéive in'nbnuland invegtment of tﬁeirv;ompenaation recgipts.
The ulﬁimaté ouﬁcomeﬁéf ﬁheiprbcess depends. on hdw the loans
which the.government received tb>méke the cash payments are

serviced.

4. Ppayment in bonds,: with redemption fiﬁancéd by
diversion‘of other §o§ernment éxpenditufes. If the expendi-
tures are éurrent (”consumptionf)-expénditures‘by éovexﬁment,
and if ﬁhe 1andl§r§s-invest bart of their_proéeeds,itﬁere wili
be_a_nef shift in the compoéiéioh]of aggregéte spending away
from public consumﬁtion‘towafd private.consumptign, and from
.the.provision of government services towérd private invest-
ment._ This méy or may not accelerate growth, depehding:on
Whethe;'the government services foregone were productivity-
increésing.to the same extent that the new investmenﬁ would
be. It ?eems 1ike1é‘that in fact the outcome'wouid be é , ’ J;
deterioratiop in wh;t*a majority’of thé popﬁlation regafds
a§ essential éovernméﬁt sérvices‘without ; cqmpenéating
improveméht in~privaté‘sérvicé§. Certainly the amount of
servicesvrehderédAéér unit of tax receipts would dec;ine;
ultimately this is‘veiy similar to case 1, iﬁ thaﬁ tax money'

is what really financed the compensation payments.
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As pneviOusiy noted, the cases ceuLd be enumerated
almost endlessly. vThe four chosen are sufficient, I think;’
to illustrate the principal points made: 1) that once the
level oﬁﬁcompensation and land_redistribution is set, the
government'has a uide-choice_ef ways in which to finance
this process, and 2) that the choice of financing methods can
make the income redistribution inherent in the land transfer
‘prccess more drastic or less drastic, or even reverse it.
'_As‘we get beyond the>shertirun,'the'changes in nhe disposition
ef'aggregate-ineome as between savings; censumption, and
taxes‘ean influence;both Ehe paee and chanacter-of economic_
growth even beyon& those changes which weuld occur because of
changes in the level and composition of agrlcultural output

-as a dlrect consequence of the land reform.

There remains;.of’course, a host of unanswered
questlons, only a few of which can be touched upon brlefly
in this’ paper. FlrSt, there exists an 1dea that landlords'
capital *tied up" in landholding ean:be divented‘no pndductivelﬁ»
use in the form of’incneased investment in industry. This is
a common misconceptlon,28 and therefore needs to be examined
carefully. Use an exfreme'case for a basis: all landlord

' holdlngs are conflscated with no compensatlon payment, and

glven to the tlllers. There is no change in the capital stock

L3
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available to the country, and the effect on industrial in-
vestment in the future depends on whether or not the new
landholders will use the income from the land differently 1
than would the former landlords, as well as on whether or |
not agricultural output, and thérefore income, would increase

or decrease under the new farming system.

Suppose compensation is paid, however. Does this
alter the situation fundamentally? The landlords are issued
some financial instrument (cash or securities) in exchange
for their land. If the landlords use the entire proceeds to
purchase new industrial capital equipment, and the securities
were financed by borrowing from other members of the economy,
all that has happened is that someone else's investible
savings were transferred to landlords, who became the in-
vesting agent for these funds, but no increase in net invest-
ment has occured. If the landlords invest the entire proceeds
as before, but the compensation is financed by a tax falling
on other persons, the consumption expenditures of those taxed
will be reduced, as will thair savings. In this case, the
proportion of investment out of a given level of income would

be increased, because someone's consumption standards were

depressed. This is a result of th? tax, not of the land
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reform. The tax proceeds ocould have been invested directly
by the government. Again, the landiords have merely acted as

agent for transmission of someone's savings into investment.

If, on the other hand, landlords consumed a high pro-
portion of the proceeds, or of the income from the new assets

they had purchased, and the persons taxed had a lower propensity

to consume, ceteris paribus, the proportion of savings (and o

therefore of investment) in any given level of income would
decline, égain'because of differences in the consumption/savings
behavior of the groups from whom and to whom the wealth or in-
come was redistributed. If this were so, net investment in
industry would be curtailed, rather than enhanced, by "freeing

up" the "idle landlord capital tied up in land."

In Taiwan, it was realized that the feasible object%ve
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 decided that the landlords should be
encouraged to interest themselves in industrial development
by converting their landholdings into industrial holdings.“gg/
To accomplish this, existing shares of State-owned corporations

were transferred to pr{vate ownership through the compensation

process. This did not directly ingrease the capital stock




of the country, but :athér, “"transfers of the‘féurApublic ;

corpofatiohs have smoothed the way for private enterprise;Ff!
Landlords'" participation in ihdustrial enterprise was certainl?

increaéed; but not as a result'of.any increaéed level of net
investment--there was merélyva change Sf oWnership of‘existiﬁé
assets. 'The;increaéé iﬁ thé 1andlo¥dsf ownership share was_’
the decrease iﬁ_the'government's.share, Only insofar aé fhis
,gaQe an incentive for léndlords tb’éhange their_behaVior to
invest a'iarger share of futufe inéoméé in indust:ial projects
would there by any net inc:ease of iﬁvestmenfvin industry by
1andibrds... -

Payment of compensatioh is merely the‘exchange‘of'a
f;nancial asset for an existingfreal asset, whiéh'has no
immediate effect on the level of investment. The level and
direction of real investment ié affgéﬁéd by the fedistribution
of income which res@lts'and'by éhanges—(forcéd'or voluntary)
in Ehe cqnsumption—iavings behavior of thevvarious'groups_who‘
benéfit by( or paY‘;or,'thg land'rediétriﬁﬁtion. ’Thé bro— |
portion of income saved or é§nsﬁmed, and thelgroupé who finaliy
gét‘thé pénefits 6; beaf the costs of tﬁe landiredistribution, 
are determined bylthé form of financing used. Thetpnly way
investment out of a_given level -of . income can be increased

is to‘depress the éggregate average prOpensity to consume.
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;f/compénsétibnvpaymenté were'financed-by'prihtiné
-money, this ﬁay‘cause éome previou91y—idlé‘résoufces to be
employed,.prOdﬁcing a highér*lével.éf aggreéate ingo@e. 'Some,
of‘the'increase-is-1ike1y to be invested. If there,is.no e
chahge in the levei of real incéme; however, the money creation
wiliulead,onlf to pfice increases,_which maf or may not‘ihduce
people to ihves£ a greater Shafe of their incbme. One iikely
reaction.to an inflationary_sitgatibn would be increased
'demaﬁd for land as a hedge aéainst'that’inflatidn.-.This is
notlinveatmént in the eéconomic senseg it @s merely a procéss
whicﬁ bids up the price of tﬁe‘existing'agset, iand. Either
of tHe foregoing outcoﬁeé of monetary expénsion would occur
wheﬁher or'not there wére any land reform. 1In the first case,
the‘incféase in the level of feal fiet - investment comes out of
the mobilization of idle resourcés,Aréther than Qut~of any

landlord capital "tied‘up" in the land.’

Wﬁuld landlééds’bé likely to save more.out‘of any
given level of incomé once their tie to ﬁﬁe 1and_is bréken?
If their new income is iower than their former rent receipts,
they might étrive fo iﬁcrease iﬁéome back to origindl kaﬁeis
tﬁrough at 1east‘§‘temporafy_increése in sayihgé rates. Or

if the new income is equal to the former rent, bat .the land-
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lords regafd i£ as leés secure, théy may sévermﬁre than:
customary to build up assets to the point where this risk
factor 1s‘offse4t. A plau81b1e case can be made, however,

that landloxrds! measgred savings out of any given level of
mohey'incOMé will fall after théy lose their land. Even if
the value,df compensation bonds issued is equal ‘to the‘full
market value of the land, ahd'the interest inc&me is the same
as the former rental, the landlords may feel that their

real levels of conéumption have been reduced because they
noilonger.can "cOnsqme; landdwnership.':One reason why all
land is not offered for éalé on tﬁe market at the current
going'pfice ié that some landlords get prestige or other

_ “péychic ihéome" from‘land for which the current'mafkét price
is not adequatg gompensation. The goverqment.has foreciosed -
the opportunity to enjoy this form of'inécme 6r conéumption:
‘how wouldrthellandqud likely reécté wWould he voluntarily ‘
reduce his cdnéumptéon level yet further? Equally probable,
it seems to mé;’wouid be the attempt to restore at leastvé 3
part of his former "consumption standardréhréugh'the purchése
_of other goods and serv1ces, although they are not a completely
satlsfactory substltute for the "consumptlon“ of landownershlp.

In thls case, the‘proportlon of consumptlopvexpendltures out

of measured'inéome would fise, even though the.landlord»would
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lords regard it as less secure, they may save more than
customary to build up assets to the‘point where ttis risk
factor is offset. A plausible caSercaﬁ be made, however,
that landlords' measured savith'dut of any given level'of
money income w1ll fall after they lose thelr land. Evea lf
the value of compensatlon bonds 1ssued'1s equal to the full
market value of the land, and the 1nterest‘1ncome is the same
as  the former'rental the landlords may feel that their
‘real levels of consumption have been reduced because they

no longer.can “eonsume" landowne;ship, One réason‘why all
land is not offered-fot sale on the market at.the current
QOing.pfice is that some landlords get prestiée or other
“psYchlc iﬁcomeﬁ from land for which the current market_price
is not,adequate'eempeneation; The government has foreelosed
tﬁe Oppqrtﬁnity to enjoy this form of income or consumption:
how would the landlord likely react? Would he voluntarily
reduce his consumpt1on level yet further? Equally probable,
it seems to me;‘would be the attempt to restore at least a
part.of his‘former consﬁmption'standard thteugh'the purehase
of.other'goods and serﬁiees,,although they are net a completely
-satisfactory substitgte for the “consumption" of landownership.
In this case,.the prOpoition of consumétion expenditures out

of measured income would rise, even though the landlord would
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value this consumption'iéSS'than‘that which he héd previously

enjoyed.

' Compehsation bohds, if made ffeely negotiable in the
markeﬁ, amount tovnoth;ng more £han. "a kind of éecond—claSS'
currency,"ég/Qith the;atténdant inflationary tendencies. The
,ability of some real assét (like land) to sﬁppért’aavast'
mountaih of financial ééper is unquestionai. One has oniy
to fécall the fantastic pyramiding of holding companies in
thé U;S. aof the 1920's to confirm,;his pbint. Bué a new real
asset (iﬁveStment) canno;'bé.created‘mere;y by issuing some
new financial instrument. Either éomeone must abstain from
current cénsumptioh of~incoﬁe in order'to invest, or séme»
currently;unemployed resourceé (keeping‘resourées idle cogld_
be regérded as a.form of‘aggregafe consumption, but-one from
-’which veryfgwjpeoplé deriVé any'benefits) ﬁust be puf to
proéﬁc£ivé use. HInéthis.laﬁter regard, land which is idle may‘
be méde to produce énd therebyvp:ovide a larger stream of in-
come and invesﬁment. But again,.ﬁﬁe‘in§e$tment has_inéreased
not because land}brd'capitalifrozen into land values has some-
how’ been "defrosted," but because the use of the land ser\}ices

has been changed.

»
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In faot, there ig'lrkely;to,be a transfer of land-
lord capitalmfrom-aériculture to‘industry, but a transfer of
a particularly.pernicious kind, so far as success of the land
reform is concerned. It is“commonly observed that with-the
onset of land reform, loansmandiother seryices formerly pro-'
vided by landlords euddenly dry up. Agricnltural fr#ed

capltal may stay where it 1s, but the working capital forwerly

Supplled by the landlords w1ll seek employment elsewhere, and
land reform programs must carry various prov151ons to unpply
a subst1tute~—typ1cally government credlt agencies, specxal

33/
agrarlan banks, cooperatlve organlzatlons, and the llke.

yIOne otner possible.transfer_of landlordfcapitar'frcm
agriculture to other uses should be mentioned. This the
p0851b111ty ‘that because of land reform, the landlord may f1nd
it more profitablerto dlvert land from agricultural to non-
-agrlcultural productlon. Provisrons of some land reform laws
encourage such dlver81on, as for example the followrng pro-
vision,of the Phlllpplne ‘Land Reform Code: Tenants may be
ejected (with some 1ndemn1ty) 1f the 1andlord or a member of
his 1mmed1ate family "will personally cultlvate the land-
holding or.will convert the landholding, if sultablyvlocated,
into residential, factory, hosPital or school site or other

useful non-agrioultural purposes.” (R.A. 3844, Sec. 36) .
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Foreign financing_of land.refqrm efforts may be
sought by séme g:ountriés‘. .The'sevforeignA "ftin_'ds '(whethe‘r grants
or loans) are\ﬁosp‘often earmarked for'investment—-irfigation,
farm machinery, or some oﬁher,inpﬁt to égriculture. ?or‘lgnd
dist;ibution itself, thére.is'no‘need fof foreign exchange,
sihce fhere is merely é change in ownership of an éxisting
domestic aéset, which could be paid for, if any compensation
is ﬁo be awarded, in domesgic.currency. 1But by borrowing
abroad, the goverﬁment could postpone:impbsing any additional
- burdené on its own c1t12en§ 1n paylng the compensation to the
former landlords. No new taxes would be necessary; nor would
there be any need £0 90 into the domestic capital market to
bid away fﬁnds‘frém othg#hﬁses tq the payment of compensaﬁion.
The governmeﬁt woﬁld almost certaihly not pay ﬁhe'iandlordsb
directly in‘foreign exchange, to reduce the danger of capital
‘flight, 'More'likely would be payment in.local currency (either
all at once or over a»period of'time) oﬁtained by~selling-the .
foreign exchangé'to the central bank. If the central bank | !
held the foreign exchange idle in its reserve accounts, the
cash inflow into the system could serve as a basis for a
multlple expansion of the domestic’ money-supbly. If the
central bank resold the foreign exchar;zge to 1mporters for

local currency, the money supply expansion would be stOpped,
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ahd a higher level of imports would be possible. In effect,
then, the government has,mefelyvborrowed to finance imports,.

not the land redistribution.

‘Sb a foreign exchangé inflow, ostensibly tvainénce:
land rediptributibp( would likely be used in fact either to
expand ddmeéfic credit creation or to ailow the level of
imports to rise. Thé féreign debt must be serviced in the
fuﬁufe, which requi;es tﬁé outflow of real'réépﬁrces."xf
this éutfldw can éome ffom ihcfeased prodnétion resultipg
ffom‘highér levels of'investment éi;hét ihduéed by credit
expénsion‘or perﬁittéd by increased imports, the country
may find it easier to pay the costs of land refofm'this‘way-
rather than by impqsihg an immediate burden on some or all
of.its citizens at ﬁhe time,ﬁhe réform is implemented.
’Financing landAredistribﬁﬁion'viarforeign borrowing is
primarily a”meﬁhodiéf "buYiﬁg time."

III

‘; The analysis of the fgregqing’sections<has attémpted,
with the use of the simplest of eConémic'tools, to suggest
a coherent framework for the analysis'of the<redistributive

effects some of the major policies of land reform. The
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conclusions reached are not startling,knqr‘should-we have
e#pectéq them to be; Yet I feel'theAprincipé; ﬁoints made
to be;ugeful, notvon1y7in evaluating:the possible effects
of certain policieé; but in tgfing to dispel s&me of the
confusion surrounding the»iséué.qf‘laﬁd redistribution éhd

' its financing.

'The most important results afé, in ﬁy Opinion, the
fol;owiné:' | |

L; Land reform policieé can ‘be divided intb‘those
which shift the;supply_of land and those which-affedt the
demand.:'If the-primari goal of land réfofm is to-égt more
1aﬁd intokthe hands of the‘peasapts, sﬁme-of these policies
may be viewed as substitutes fof each othei (e.g., pro-
" vision for subsidized‘credit for land purchase and compul-
,ser sales at market prices). If,.however,_iand prices

are not to rise, then the policies become complements.

»2.. Enforcga rent reductions énd inczaased land taxes
, are‘essentially'equivaient inithe;r effects on poth supply
and demand, e&en thougﬁ the former be ai9criminatoryvin

' favor of tenénts-ana the lagtérbnot{ Neith?rlof these is a
sufficient conditian forISPeeding up tﬁe‘réte dfitransfer

of land from landlqrds to tehants: théy will forég down the
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price, but the volume of transactions may be reduced.

3. The idea that land reform liberatéé.the land
‘market from‘imperfécﬁions and éermits it to work‘more,
freély is probably.specious;'“Many‘land reformvprqvisions ;
aré:design¢d tQ circunvent ﬁhe oéefaﬁions of a free' |
market to eliminate some of its undesirable resultsf this
requirés land reform to be a cohtinﬁing ad@inistrative
prqéess, and coﬁmits’government resources to this effort
for a long period after the land tedistribution has been

completed.

4. Perhaps the-most important point made is that
finanéingicén éo Qhat coméeﬁsatioq le?e;s.have left'undone(
or undo.whatbthe eétablishment of a certain levél offc0m~
| pensation has‘accomplished. Given the taxing and monetary
powers of governments, this renders the argument over
whether_cémpensati§n shouId‘be.set at full market va1ue
rathex.academié. »hore imﬁdrtahtly;tﬁe government has a
widé‘chbice‘of feasible means to achieve a given oﬁtcome;
iE can choose thatlwhich minimizes.politiéal'friction and //
the use of real resources in carryiné out the expropriation-

compensation process.
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5. 'Theknotion’that “idle,capital tied up'inkland“
can be diverted ﬁo induétf&,'tﬁéreby increasing the - -
indﬁstrial capacity ogfa cbuntryy is a mytH. Existing real
assets.cannot magically be transformed into new assets of
a different form. ;Thé'iﬁporf&ntvdetérminant of.investment is
lthe incéme—éavings beﬁavior of parties affected by.laﬁd
reform, ihis is‘notvtq say there wili,be no diveréién of
landlord "capital ffom agricultﬁre to ihdustry, even iﬁ the
short:run; But it is 1ike1y,to be»the working capital
formefiy‘suppliéd by landlords which is diVefted;_aslwell as éqme
agricultural land which @ay be puﬁ»tb noﬁéagriculturai use to
escape exprOpriatioﬁ, b:-beéause tﬁé ;and'reform,law'haé now

made the alternative use more profitable.

6. 'Eor land fedistxiﬁution‘itself, there is no
necessitf for foreign_ financing. But. borrowing foreign ex-
'chanée to finance a land reforﬁ.can’be-beneficial, in that |
it‘postponés_the payment of Fhe costs of the reform, ana pro-
vides the basis for ihgréaséd inveétment.throﬁgh the expansion
of.domestic credit or a highef level of'importsf The costs
ofbthe reform will ba épportiéned accordingly as the burdens - |

“of sérvicing the<foreign_debt are apportioned.
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Some minor conclusions include tne notion‘that with
rent reduction, the land prlce w1ll probably not fall by the
same relatlve amount as rent has been decreased- or that both
ceilings_and floors on the size of landholdlngs‘are likely
to force the price down,'but may or may not help to getAmore
lands;into the hands of fotmer tenants; or that putting<a
ceiling price-on'land, in the absence of\SOme other‘provision
to shift the supply curve, w111 not help at ‘all to achieve
the primary goal of Speedlng up the peasants' acqulsltion of

land.

- In focusing onlshortjrun»redistribntive consequences,
thia paper has ignored two‘veryAimportant aspects of land
reforn. There is 5till the unsettled‘question'of'tining or
speed of implementation. The tgo~slow“ argqment oites the
massive aﬁdunt of-resources, botn numan and material, neces-
sary for successful 1mplementat10n of w1de~sca1e land re-
forms. The prOponents of qulck reform p01nt out that pro-
tracted uncertalnty about 1mplementatlon,w1ll both reduce
‘the level-of investment in agrioulture and allow landlords
ample time to dlvert resources toward the subversion of a’
hesitant progtam. This argument cannot be settled Here.
\4(,nmy be worthwhile to note, as circumstantial ev1dence,

that those Asian land reforms generally con81dered successiul--

"9
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. /

P

Japan, Talwan, Iran -~ were done qulckly. Those which
A
' have been protracted -~ India, Phlllpplnes -- seem less

certain of success.

IacentiveS'to greater preduction‘and produdtivity
in agrlculture can be at least as 1mportant as income re-
dlstrlbutlon, Wlth the new hlgh—yleldlng varieties of
_cerealvgrains becoming.ﬁore widely avallable, 1ncreased
preduétion.may even serve'-- for a time —f.asia,Substitute
for‘redistributive measures. ‘The "greea'revolﬁtion"’can
brlng more lncome to share tenants, and thus be pOpular
with_them; It 1s,11kely to be even more ‘popular Wlth land-
lords, since they get their share of a larger output, plus
a chance to blunt the pressures for 1and redlstrlbutlon.

It is_probably true that the-"green revolutron"‘has post-
-poned the ad0ption‘of»redistributive measures in'some

Asian ceuntries; aaa for some time this process may continue.
Butbultimately, if:the concern is for maximum,prodaction f
from!agriculrure, the "failure to make signifieant insti-

34/

tﬁtional reforms may well be a handicap.” While many of
the necessary institurional'changes'Qill hase to be in the .
field of distributibn (drying, processing, storing, and
marketing), I am sure that reform of the struCtUre.of’laﬁd

rights will continue to be an issue of importance, and one

whose urgeney is likely to increase in the next decade.



FOOTNOTES

*'visiting Prqfessdr,fSchobl of Eéonbmics, University
of the Phlllpplnes. Thanks afe'particuiarly due to my
: colleague.J. R. Huber, for endurlng endless interruptions
to discuss poiﬁts raised in this paper,' It is not hls

fault if mistakes remain.

vl/Presumably, 1ncenti§es could be given to effect a
voluntary red;strlbutlon. ThlS would have to be accompllshed
at land.prices_cénsidérébly above current market levels e—
an'ekgremely costly prbcéss that ultimately woﬁld require

greater use of the government's coercive powers in taxation.

‘2/Scme‘1and redistributions méy ?esﬁlt,for_example,
from a're§qLu£iOnary government's desire ﬁo Ereak the.power
.of éﬁAOid; conservétive elite, While othefs}may seek to
estabiish a éonservative‘yeomanry as a stable politicél ‘
fégce. Sihcé tﬁe'éﬁrrent paper focuses oﬁ the process of
exﬁrOpkiation and d%mpensatidn. and the short-run income
redistribution effects which resdlt from it,.thé analysis
(but not its interpretation fof po}icy‘puréoseS)_can be
independent of ﬁhe'final organigation sought for agriculture,
be it family farms; collectiVes;jséate farms, or bther form,

More narrowly economic goals usually focus on equity, pro—'
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ductivity increase, or some sort of}balaﬁce where these
objectives are competitive. For a treatment of this
latter peint, see Vernon W. Ruttan, "Equity and Productivity |

Objectives in Agrarian Reform;LegislatiOn: PerspecEiVes on

the New Philippine Land Reform Code," Indian Journe;;pf

Agricuitgral Economics, XIX (July—December; 1964), 114-30.

. . .
é/ﬁxpfOprietion is defined here as anivpfovision of
land refor@ whicheforces pfesent landowners-as a group to
part with some land in excess of that which they would
voluntarlly have sold at the current market price. Thus
conflscatxon - taklng land but paylng no compensatlon -

is merely one special case of expropriation.

il/See for example Leonardo A. Quisumbing, "Compensa-

"tion’in Land Reform Cases: A Comparative Public Law Study, "

Philippine Law Journal, XLIV (September, 1969), 5575687,
wherein the Phili@pines, india,and'Puerto Rico are used as

illustrations.

é/Phiiippineflaw requires that‘the compensation be
‘ based on "the annual lease rental 1ncome authorlzed by law’
capitallzed at the rate of 91x per centum per annum." but

"without prejudice to considering other facto:s also."



(R.A. 3844, Sec. 56) ‘The rate comes'ciose to implicit
rates of capiﬁalization§in the land market, but'the
authorized lease rental has been set at no more than 25%
of "the average normal harvest"vfor Ehe three yéars pre-
ceaing inception of the leasehold (Sec. 34). ‘If enforced,
thi# is a gonsidérable rent reduction. The system in
Taiwan'waé éssentiaily similar, except for the rental and
intereét rates used. The land price was set at 2%-times
the énnual main cropAyieid; since rents had first beén
forced down to a‘maximum of 37%% of the annual main crop

yield, the procedure was equivalent_to capitalizing rental

at 15% pervannum. See Chen Cheng, Land Reform in Taiwan
(Taipei: China Publishing Company, 1961), 18-19, 78. The
formula price in Nepal,,onbthe other hand, is set at a

maxiﬁﬁm of 30 times the anﬁual land tax. Seé Joint FAO/
ECAFE/ILO Seminar bnighe Implementation of Land Reform in

the Far East (hgréafter referred to as "Manila Seminar“),

Counﬁ:i_nger% Neﬁal_(Manila, July 1969, mimeéj, 12.

g Easing compenéatioh on tax paid\or declared taxable vaiue
bftén ¢ontains a rouéh méasure,of justice, in thaf it
penalizes landlords_in direct ér0pog£i6n to the amount of

their undervaluation or underpayment of taxes due.
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&/

Hence the need for coercion, even if compensation

is to be at "full market value." Doreen Warriner asserts
that "any price below the market value of the property
represents a degree of expropriation /[eonfiscation, as the

words are defined intthé-present papeg7." Doreen Warriner,

Land Reform in Principle and Practiée (oxford: Clarendon

Press, 1969), 19. Subsequent discussion (part_II)'wili

show’ that compensation even at the full market price re-

presents a degree of confiscation.

fz/fhe exprOpriétion—compensétion pxoéesé;is here
treated as an earlyApért of”a contin§in§ process of land
reforﬁ, .Tﬂis early stage may gake'a lopg Eime: é'leading
critic of thé”Philippine land reform_has\claimed'that; at
present rateé, éonversion of genants into owner-cultivators
would takejsomebl3Q0Ayears. ;Speeches of Juan R. Liwag, as

=

quoted.in'Romeo T. Herrera, "Land Reform in.the.Philippines,“

Economic  Research Jou;nal Xvi (March, 1970), 210. The

procesé will, of ¢ourse, not last that long; it will either
be accelerated or reversed within a much shorter span of

time.

g \ A : _
‘/The principle of measuring land in some sort of

‘productivity units is sometimes used in the implementation

..,



of land refomm. The'best Asian example is probably the

Téiwan_sysﬁem, whereby land was classified.into 26 grades,
and the landlord's retention under the "land-to-the-tiller"®
program’ﬁasylimited to £he equivaient of‘3 chia (nearly 3
hecteresi 6f 7th to 12th'grade paddy Iahd.‘»(iend to the
Tiller Act, Ch, Ii,'Article 10’ 'See also S. K. Shen,
"Administration of the LandvReform Program in Taiwan," in

James R. Brown and.Sein'ﬁin (eds.), Land Reform in Devel-

ogihg Countries'(Haréford, COnneeticut: The University of
Harfford, 1968), 408. The notion of the "standard acre,"
such as in used ln Indla, and which depends prlmarlly on.
the'presence or absence of irrigatien,'is a;so a step in
the eame direction.A Since the Taiwan grading system takes
.'lnto account not only yleld from the land but also such.
tblngs,as nearness. to a rped. (Interv1ew with S. K. Shen,
Director, Taiwan Land Bﬁreau, Taipei, 16 April 1970),'it
comes close to»thé ideai-concept forveconomic meesurement
of'“iand;“' Nepal; reeogeizing the‘impessibility of a fine
greding-of 1ahdAwitheut'the,ﬁnderlying cadastral survey,
hae Opted for a foﬁgher‘system utiliéiné oply four grades,
to proceed in concert with ﬁhe survey ﬁow under way.
(Iqterview with J.R.G. HarrOp;FSurvey birector, Kathmandu,

20 May 1970).



Given the typehof supply‘curve used, it is in-

appropriate 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 retained only for

the demand curves.

;Q/As previously mentioned (footnote 8), retention
limits were set at the equivalent of 3 chia of medium-grade
paddy land in Taiwan. Individual limits are set at 75
hectares in the Philippines (R.A. 3844, Sec. 53) on land
covered by the reform provisions. The limit in Japan was
generally one hectare of tenanted land or ;hree hectares of
owner-cultivated land (See Takekaza Ogura, "Econdmic 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 (Manila Seminar, Country Paper: Nepal,

3). It is quite clear that in Japan and Taiwan the limits

were set low enough to reduce rental income to minimal levels,

forcing former landlords to find other sources of livelihood. . -

In the Philippines and Nepal, it seems that limits are more
directed toward leaving a landlord enough land to provide
him a relatively comfortable income even after expropriation

of his excess.




w

This sell—out price may be extremely high;

vsimilarly pa for many IandiordS’may be well above : the exiatingb

market price for 1and

lg/If the dictatedvpridé should be'ab6Ve the price at |
Wﬁicﬁ'seﬁe landlords would hareltblﬁhéarily‘seld some of &li
of their excess, then there will be.an ihitial_sloping portibh
to’ both some of the individual supply curves and the market

supply schedu;e; This does not materxally change the analyaxs.;

;é/If the cenditione of'footnbterlz were satisfied;
and eome landlords ﬁould have VOIuntarily eold.gg;g than
thelr excess at the 1mposed price, the point Q “would lie to
the right of the p051tion shown in Flgure 7. Agaln, therevls
no significant change- in the analy31s. If however, tﬁeklandé
lord’svreservationAdemand’is not for a certain absolute nuﬁber
of units ef land; but is in some relative terms-(e.é., a
certain érOpQrtionzof his total holding), then the remaininga g
sloping portion of his ‘individuai supply curve will shift
éositidn, which also affects the positionvef the market supply
curve. if he wishes only to retain a certain érbportion of |
his heldlng at each prlce between P, and Prpe then once -he hasv;
given up the excess over the 1eglslated ce111ng, the 310p1ng

e

portion of .curve would likely begin at a level p_ atuquantity,
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qn and riéevmore_steeply to reach the level of P at ppiﬁt

s on Figuge €B. This‘béhavior is possible, but I consider
it‘vefy.unlikely. Perhaps more likely'wbuld be for the
»ian@lor& to hang on even moré'ténaciously_théh he would have
before to the amount of land he has lef£ after divesting
himself of the excess, which is the eguivaleng.bf an upward
shift of the supply curve beyond-point g. Only some further
nrovisions making,laﬁdholdiné less éttractiVé fﬁan before

would be likely to shift this sloping pcrtion-down;

14/

Some poteﬁtial'purcﬁasers mighﬁvbe williné to buy
more than the allowed ceiling at tﬁe imposed price. This
would not be éermiﬁted, and therefo%e would have the effect .
of shifting dehand to the left, as might be shown by'br‘in
Figure 7. The change in position could take many other.forms
of céurée, butvover some of its length the new demand scheduie,

D!, would lie to tﬁe left of the old demand, D.

15/

~ The speéial éxt:eme céses would be a'zéro price or
a iero ceiling. The problemé would be larger, but the
analys;é remains the saﬁe,”ekcept that it woula be extremely
‘unlikely that all the land could nct be disposed of at a

zero price,
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16 |

‘-/Section 62 of the Philipplne Land Reform Code
forbids alreuatlon except by heredity for a period of ten
years past the date of-full_payment for land recelved undex

provisions of the Code.-

lZ/ﬁvenoafter the lapse of the ten-year absolutevpro—
hibitioﬁ on elienatioo of lands acquired uﬁder the_Philippine
Land Reform Code, "any transfer, sale or dlsposition may be
made only in favor of persons quallfled to acqulre economlc
famxly-smze farm units in acoordance with the provisions of
this_Code.“‘ (R.A. 3844, Sec. 62) Taiwan forbade the transfer
cf land before its price was fully paid, and then only "when
the transferee can oﬁltivate‘it‘himself.or‘it Can‘be used
for indostria; or coostructionalApurposes.“ (Land-to~-the-
Tiller Act, Ch. IV, ertiole 28) . Japen does not permit

buying laﬁd to rent it out (Ogura, 131).

18/ ) - o ' S A '

This would show up on the diagram (Figure 5A) as

an extension of the "reservation demand" beyond s showing
that the iandlord would change from a net seller of land to

a net buyer as the prioerdrOps below P,°

lg/Changes in the structure of demand may bring great
incentives for commercialization of a much larcer share of

‘agriculturei pro&uction, but the process may be hampered
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by difficulties in agglomerﬁﬁing and combining small
production units et up by an garlier land reform. In
Japany thé ability “to get rid of petty farming and nove
intgQ an entrepreneurialfagriculture“ may now be severely
circumscribed because "the‘trcnsferability;of farm land is
Stili'kimited,-making it difficulg to overccme the petty
and dispersed landholdlngs.v' Takekazu Ogura, gri ltg;gL
Development in Modexn Jaggn (Pokyo: Fuji Publishing COey
1c68), 95, 100.' Amendments to the pasic Land Law are belng
considered by the Japanese Diet to remedy this sltnation
(Mr. Hiroo Ishil, Agricultural Land Division, hy Hinisyry of

Agrxculture, interview 6 April 1970).

20/

Edmundo . Flores, "The Concept of Land Reform: Its
Relation to Agricultural and Socio-Economlc Development,

rhili pine Economic Journal, IX (Flrst semester, 1970), 111.

2;/5 recurrinérpr0posal for payment in kind in the
Philippines involves swapping public land\on the remote
and sParsely—pOPulated 1sland of Palawan in exchange for

tenanted prxvate land in densely—populated central Luzon.

zz/éompensation in the Philippines is to be paid
ld%_in'caSh, and the remainder in tax-free bonds of the

Land Bank (R.A. 3844, sec. 80). The tak-free provision

-



- 11 -

on poth principal and interest removes one of the advanta-
geous by-products normally accruingito a governménﬁ which
pays compensatioﬁ. For, “.;,once‘gove;nmeht gtarts to pay
1ar§e sums to .former landlogds by way of iﬁte:est 6r bond
rédemptiod it has a formidable £iscal device by Whidh to
levy a tak on !ﬁnearﬁed incoméf!P Archibaid M. Woodruff,
“Flnancing of Land Reform, (Manila Seh{nar, Jﬁly 1969;

mi.meo) ’ 23

" _ | ’ . R
“é/&he contemplated sale of military base land in
: metrOpolitan Manlla to finance 1anﬂ acquxsztlons by the

Land Bank is just such a case.

-—/&hls again points out the fallacy contalned in
statements like that of Edmundo Flores, who wrltes that

" "if land is‘purchased at market value-rather
than expropriated--this represents not land
reform but a mere real estate transactlon. If
proprletors receive cash compensation, there
is an income redistribution effect only to the
degree to which cash’ compensatlon is inferior 1
to the current market price of land....Pro- '
ductive land must be taken without immediate
compensation . (his italics). Otherwise 1t is
not a . edlstrlbutlve measure."

'Edmundo»Elores, “The’Economics of Land'Réform,“ International

Labour Review, XCII (July, 1965), 28, 30-31, . For further

comment on this point, see S. M. Eddie and F. S. O!Brien,

"Note on the Economics of Land Reform," Land Economics, XLIV
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-

(November, 1968), 16. Slmllar, and to my mind equally
erroneous Statements c¢an be found in the law literature
on land reform, e.g.,

*... land values -- whether or not calculated
by capitalizing earnings -- are likely to be
high enocugh that theix recapture, through taxes.
or other periodic payments by the beneficiaries,
would consume a large portion of the income the
land produces .ees. and, to the extent that land
values might be. juggled downward £or the
benefit of beneficiaries who may have to pay
for the land, the owners' property would be
confiscated. Thus it is readily seen that in
-a land reform the goals of compensation and.
-increased economic equality (his italics) are,
to a significant degree, inconsistent."

Kenneth L;.KaretL "Latin American Land Reform: The Uses Of

COnfiseetioﬁ," Miehigahfnaw'Review,,LXIII (December, 1964), .
'360. ' Karst's statementacohtains at least'two erros -- the
first is‘the aseumption that the benéficiaries must ulti-
mately pay the compensatlon- the second is the failure to
see that transfer of land at art1f1c1ally-reduced prlces rs
a direct transfer of 1ncome or wealth from former owner to

land reform beneficiary.

25/

It ﬁey beruSeful to ooiﬁt out here that the govern-
ment does not just act as-an agency for soeiety as a'Whoie
or for some.groﬁps within it, ‘Government may,ﬁaQé its own
préferences, goals, and cénstraihtsklimitiné its’action.

For an intereeting discussion. of this viewpoint on govern-
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ment-inlless—developed countries, see 8. Hymer and S. Resnick,
"Interactions betﬁeen_the Government'and the Private Sector:
An Analysis of Government Expenditure Policy and the Reflection

Ratio," in I.G.vStewart (ed.), Economic Development and

7

Structural Change (Edlnburgh Edlnburgh ‘University Press, 1969),

156 80.

——/ﬁlewed in thls llght; the constltutlonal debates
and lltlgatlon over whether or not compensatlon must be at
full market value are rather academic. ‘The government's
power Eo tax is seldom qﬁestioned, and "full compensatien“ -
payiﬁgymarket price ~- can be offset to a lafge extent by
an appropriate tex. -The resources t;ed up.in.coﬁtesting

the compensation issue might be better employed in enforcing

other land reform provisions.

27/F

or further .comment along the same general lines,

sée Eddie and O'Brien, 516-18.

2§/F

Flores again: "There has te be a transfer to
industry and tfade of capiﬁalveriginally tied up in land."
| Edmunde'Flo;es, “The Concept of Land Reform ...,4 112-13.
TherdiSCussien of this poinﬁ owes much to talks‘with my

former colleague, Donald F. Gordon.
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29/

ég/Ibid.

m———

gi/Thése values and payments could be in kind, as
was the case in the Taiwan land reform, to obviate the

consideration of reduced purchasiﬁg power thrOugh inf1ation.

32/

Karst, 341.

éé/A'particularly,intergstiﬁg provision which expressly
attempts to stem: the outfiow‘of,landlords' working gépital
is Nepal's compulsory savings'schéme. To pro&ide a source
of funds for short-term adricuitutél loans, landlordé Wére;
;equired~to~cohtribute lG.rupées, and tenants 5 rupees, per
bigha of land as coﬁpulsory éavings.' Passbooks were issued,

interest was paid, and the funds funnelled through ward

hd

'

committees and iillage ecooperatives to ‘supplyktenant’.s;'l working
capital needs, é(Interview with K. P. Rizal, Land Reform

Department, Kathmandu, 19 May 1S70).

‘\éé/clifton R. Wharton, "The Green Réevolution:

Cornucopia or Pandora's Box?", Foreign Affairs, XLVII (April,

1969), 467.




