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Poverty and the Digribution of L and

Land reform is a many-splendoured thing. The term has been used to include not only
redigributive reforms of ownership rights but dso the establishment of collective or commund
forms of farming, State sponsored land colonization schemes in frontier areas, and land tenure
reforms, i.e, changes in the contractud arangements between the landowner and those who
cultivate the land. In addition, tax (and credit) measures intended to create incentives for large
landowners to sl pat of their holding sometimes are described as “market friendly” land
reforms. These include pend tax rates on uncultivated or underutilized land, progressve land
taxes with rates that rise shaply with the sze of holding, and sdf-assessed land tax schemes
under which the date may purchase the land a the sdf-assessed vdue if it believes the
landowner has undervalued his land.!  In this paper the term land reform will be restricted to
programmes which redigribute land ownership from large private landowners to smadl peasant
famers and landless agriculturd workers.  We are thus concerned with a redigribution of
wedth.

Other types of “land reform”, while not uninteresting, are excluded from consderation
for a varigy of reasons. Communa farming sysems, for example, could in principle contribute
to equity, efficiency, agricultura growth and a reduction in rurd poverty, but their time has
passed.? They have become politicaly discredited and the emphasis now in the ex-socidist
countries, where communa systems were widely adopted, is on decollectivizing and privatizing
date and collective fams. In sub-Saharan Africa, where customary or communa ownership
systems are widespread, but where cultivation is done by individua households, there has been a

tendency to privatize land ad to transform customary tenure arrangements by introducing land



titing programmes. The time dso has passed for large sate-sgponsored land colonization
progranmes. They enjoyed a brief period of popularity in countries such as Bolivia and
Indonesia, but they proved to be very codly and an inefficient use of resources. They a0
tended to create ethnic tensions between the settlers and locad people which sometimes erupted
into violence. Findly, in many countries spontaneous colonization has populated the agriculturd
frontier and consequently state-sponsored colonization has become less of an option: the frontier
has disappeared or israpidly shrinking.

A more persstent argument is that agriculturd development has been hampered and rurd
poverty perpetuated by a defective land tenure system. The clams here are subtle and have to be
consdered carefully before being dismissed.

There are four main types of tenure contracts or land tenure systems that one can observe
throughout the world. They are:

) cultivation of the land with household labour by peasant owner-operators,

(i) cultivation of the land by the landowner with the hep of hired labour (both

seasond and permanent) at fixed wage rates,

(iii)  cultivation of the land by a tenant who pays the landowner a fixed rent for the use

of the land; and

(iv)  cultivation of the land by a tenant who pays the landowner a fixed share of the

output for the use of the land.

Each tenure system, a& one time or another, has been the subject of criticism. Smal
pessant farming systems based on household labour — tenure type (i) — have sometimes been
criticized for failure to exploit economies of scde. That is, peasant farms are sad to be too small

for efficent faming because they are not large enough to judify the use of mechanicd



equipment such as tractors and combine harvesters.  This argument however is fdlacious. Given
the factor proportions and hence the socid opportunity costs of cepitd and labour in most
developing countries, a high degree of mechanization would be inappropriate and represent an
inefficient use of resources. Hence the “lumpiness’ of capitd at the farm level does not give rise
to economies of scale in cultivation. Indeed, as we shdl argue beow, smdl farms often are more
eficent than large, not less efficient. Where economies of scde do aise — as in the
management of cand irrigation systems, agriculturd processng and maketing — appropriate
inditutiond arangements will be necessry, eg., a government owned irrigation authority, a
private food processng company and a cooperative marketing association. Such inditutions are
ubiquitous even in countries which have not had aland reform.

Large farms owned by absentee owners and cultivated by hired wage workers under the
supervison of a manager — a variant of tenure type (ii) — often are thought to be inefficient. An
attack on absenteaiam, as in many parts of Latin America, has been judtified on these grounds.
In fact, however, there is no evidence that absentee ownership is associated with non
maximizing behaviour and poor management, and there is aundant evidence from many parts of
the world that absentee ownership by, say, a large corporation or an educational or religious
indtitution is compatible with good resource use.  Economic results on large farms with absentee
owners are just as good as those from owner operated fams. One issue that is highlighted in
tenure type (ii), however, is tied or bonded labour. In many societies agricultura labour is
unfree in the sense that workers are tied to the land through a variety of mechanisms that
higoricdly have included davery, debt peonage, serfdom, encomienda (in colonid Latin
America), inquilinge (in Chile) and huaspungo (in Ecuador and Peru). Tied labour in its

vaious forms reflects the fact that a centrd problem for landowners everywhere is how to



acquire an adequate supply of labour and ensure that the labour force that is acquired works hard.
The exigence of tied or bonded labour is not intringc to tenure type (i) and does not imply that
tenure type (ii) should be abolished, but it does draw atention to the fact that conditions of
employment in rurd areas cannot be ignored. We shdl consder thisin greater detail below.

Fixed rental sysems in developing countries — tenure type (iii) — often are combined with
insecurity of tenure, S0 that the landowner is able to dismiss his tenants after, say, an agriculturd
year if he S0 wishes. Here the criticiam is not that the rurd poor are tied to the land but that their
rdaionship to the land is highly insecure and hence ther livelihood is under condant threst.
Reform minded policy makers frequently are tempted to respond by abolishing insecure
tenancies and ingead giving tenants extended rights to cultivation, perhaps for ther entire life
and in some cases extending tenure rights even to their children.

Assuming insecurity of tenure can in fact be abolished and landowners prevented from
evading the law, if tenants are granted secure tenancies landowners will have an incentive to
switch from fixed renta farming (and sharecropping) to cultivation with the use of hired Iabour.
That is, tenants will be converted into wage workers and their net gains from the “reform” will
be zero or even negative. Moreover, insecurity of tenure serves an economic function. It
enables landowners to adjust frequently the terms of the contract with their tenants in order, for
example, to regp the full benefits of new technology. If landowners are unable to dter
contractud arrangements because tenancy agreements are fixed, they will have less incentive to
inves in thar land and agriculturd growth consequently will be reduced. As a result, rurd
poverty will be greater than otherwise.

Critics reply that absentee landlordism and insecure tenancy rights combine to reduce

investment incentives for tenants and landowners dike. This however is not true. As long as the



landowner can increase rents (whether a fixed rent or a share of the crop) when investment
results in an increese in totd returns, his incentive to invest will be unimpared. And as long as
the tenant can take his capitd with him when his tenancy is terminated, the tenant’s incentive to
inves will be unimpaired. In practice this means tha landowners dmost dways assume
respongbility for invesment in land improvements and in fixed assets such as buildings, fences
and irrigation sysems, while tenants invest in movable assats such as livestock, smdl farm
implements, wagons and even smal tractors.

If the other tenure systems have been poorly understood, the greatest misunderstanding
and the mogt severe criticism has centred on sharecropping, i.e, tenure type (iv). Adam Smith,
for instance, argued that sharecropping reduced the incentive of the tenant to invest® He took it
for granted that the landowner would not invest. Alfred Marshdl argued that in addition the
tenant would have no incentive to cultivate the land efficiently, since the tenant would receive
only a fraction, say one hdf, of any additiona output crested by applying additiond work effort.*
That is, the input of labour under sharecropping would be less than under the other three tenure
types and consequently total output would be lower, as would be the incomes of both landowners
and tenants; rura poverty would be correspondingly higher.

This then raises a puzzle. If sharecropping makes everyone worse off, why is it so
widespread? Why don't large landowners switch either to a fixed rent tenure sysem or to
cultivation based on wage labour? The answer, according to some, has to do with risk. In the
absence of crop insurance markets, sharecropping enables landowners to reduce risk arisng from
crop falure or a fdl in crop prices by sharing the risk with their tenants. The problem with this
answer is that a landowner can achieve any degree of risk avoidance that he wishes by

cultivating part of his land under a fixed rent sysem (where the landowner bears no risk) and



part under a wage labour sysem (where the landowner bears dl the risk). By @mbining tenure
types (iii) and (ii) in the appropriate proportions, the landowner can determine the amount of risk
he is willing to bear without having to suffer a lower average income alegedly associated with
the inefficient sharecropping system.  Consequently contracts based on fixed shares of output
should disappesr.

A second explanation for the persstence of sharecropping is that it enables the landowner
to reduce the cost of monitoring and supervisng labour.  This is true if one compares
sharecropping with wage labour tenancy arangements, but if the comparison is with fixed rent
tenancies, the argument is unpersuasve. Indeed, if one accepts the argument that sharecropping
is inefficient and lowers both the tenant’s and the landowner’s income, it is far from obvious
why sharecropping contracts are so widely used. If, however, sharecropping is not inefficient, its
advantages in spreading risk, lowering costs of monitoring labour and reducing costs of
obtaining information about potential yields and rents become clear.®

The presumed inefficiency of sharecropping arises because it is thought that tenant's have
no incentive to supply the optima amount of labour time and effort. If however mechanisms
could be devised which ensure that tenants do in fact supply the optima amount of labour, then
sharecropping would be as efficient as any other tenure sysem. In fact three such mechanisms
have in practice been devised. First, the lease contract can be expanded to include not only the
share of output received by each paty but dso the levels of inputs including labour, to be
supplied by the tenant and landowner.® Second, the contract can specify that the landowner and
tenant share codts in the same proportion as they share output. For example, in North Africa and
pats of the Middle East a sharecropping system cdled khamassa can be found. Under this

sysem inputs are divided into five categories — land, water, seeds, anima power, and labour —



and each input is awvarded 20 per cent of the output.” Thus if the tenant supplies labour and
draught animas and the landowner everything ese, the tenant would be entitled to 40 per cent of
the output and the landowner 60 per cent.

Third, and most common, the contract can specify the share of output and the (short)
duration of the lease, eg., one year. The insecurity of tenure enables the landowner to review the
performance of his tenants at frequent intervals and to dismiss those who perform poorly. The
threst of dismissa provides a strong incentive for tenants to work hard and supply the optimal
quantity of labour. That is tenure insecurity is an integrd pat of an efficient sharecropping
arangement.  If a reform-minded government were to abolish insecurity, sharecropping would
become inefficient and landowners would shift to another form of contractud arrangement, such
as faming with hired labour. Tenants would be transformed into wage workers.  Similarly, if
sharecropping as such were prohibited, landowners would switch ether to fixed rent contracts or
to farming with hired labour.

The four basic types of tenure syssem produce very smilar results as regards the volume
of production and the digtribution of income between the landowner and his tenants and workers.
Land tenure reform ether will have no significant effect or will make matters worse.  The case
for land reform rests not on the existence of defective tenure contracts but on the concentration
of land ownership rights and the inefficiency, inequdity and poverty which this crestes The

core of aland reform isthus aredidtribution of property rightsin cultivable land.



1. The Case for Redidtributive Reforms

Many countries have adopted a development drategy that neglects agriculture and the
rural aress. Policy is sometimes said to have an “urban bias’®  This bias can take many forms,
but we wish to underline three specific problems. Firdt, reative prices, or the rura-urban terms
of trade, often have been turned againg agriculture.  Second, public sector investment has been
dlocated in favour of urban aress, to the relative neglect of the countryside. The rurd areas have
been daved of investment in physcd infrastructure such as transport, power, communicetions
and irrigation. Third, expenditure on human capital has been biased againg the rurd areas. This
includes expenditure on such things as basic education, training, extenson sarvices, primay
hedth care and agricultural research.  This generd bias of policy againg the rurd areas makes it
difficult to reduce rura poverty regardiess of the distribution of property rightsin land.

Furthermore, within the agriculturd sector, policy often has discriminated againg smadl
famers and in favour of large landowners. That is, policy is sad to be “landlord biased” .’

Agan, this bias can take many forms and the following ligt is merdy illudraive:

() extenson policies that concentrate on large famers, often caled
“progressive farmers’;
(i) rescarch policies that favour export crops and “superior” grains and

neglect “inferior” grains and poor peopl€'s crops such as sorghum, millet
and maize;

(iii) agriculturd price support policies that provide grester support for, say,
wheet (often grown by rdativey large famers) than for rice (which is

often grown by smdl farmers);



(iv) regional development policies that favour more fertile and more accessible
regions, where for higorica reasons land ownership tends to be more
concentrated,

(v) water didribution policies of large scae, public irrigation sysems which
favour large landowners;

(vi) credit policies which discriminate “naturdly” in favour of literate, large
landowners who have a large maketable surplus, and agangt smal
farmers where lender’ s risk and administrative costs are higher;

(vii) inditutional policies which discourage organizations of the poor, and often
view them as subverdve, induding pessant leagues, smdl famers
cooperatives and rura labour unions.*°

Landlord bias discriminates againgt the rurd poor and accentuates agrarian poverty. Its

remova is essentid, epecidly if there is a redigtributive land reform.  The reason for this is that
redigributive reforms will dter the badance of land holdings in favour of smdl fames and
hence the negdive quantitative impact on totd output and the incomes of smdl famers will
increase if the policy bias agangt them persgs. In other words, a successful redigtributive land
reform requires the smultaneous eimination of both landlord bias and urban bias. One cannat,
as has often happened, smply give land to the peasants and then abandon them, and expect that
al will bewll.

Fragmented factor markets

The market environment in which smal peasant farmers and large landowners operae is
quite different. Redive prices vary from one locdlity to another and rddive factor prices vary

across fam szes. The “law of one pricg’ does not prevail, particularly in factor markets, and as



a result, samdl farmers often adopt different techniques of production from large landowners and
this, in turn, leads to differences in factor productivities.

It is widdy recognized that the cost of finance capitd is in generd lower for large
landowners than for smdl pessants. Large landowners have access to commercia banks and
other forma sector lending inditutions whereas smal pessant farmers often are denied access to
commercia banks because they are illiterate, lack collaterd, have insecure titles to land or
because for other reasons they are perceived to be less credit worthy. The consequence is that
gndl fames usudly have to rdy on informd credit makets — specidized moneylenders,
merchants and shopkeepers, traders and (in the case of tenants) their landiords — where interest
rates are subgtantidly higher than in the forma credit markets.  The irony is that in most
countries smal farmers have better records as regards arrears and lower default rates than large
landowners, who are protected from their creditors by their politica influence, and this superior
repayment record should more than compensate banks for the higher overhead costs associated
with making sndl loans to smdl fames In practice however large landowners receive
preferentid trestment from the banking system, dthough in recent years microcredit programmes
amed at the poor have begun to have some impact.

The maket for land is equdly fragmented. Land markets are highly locdized and the
volume of sdes is low. In other words, land markets in developing countries are “thin”.  The
poor seldom sdll their land except in periods of distress. Because land to them is very scarce, the
opportunity cost of land or the implicit rentd rate of land is high. The opposte is the case with
large landowners.  The rdative abundance of land in their possession implies a lower opportunity
cost and a lower rental rate. In an integrated, competitive market, there would be an incentive

for large landowners to sdl some or dl of their land to smal farmers since the latter can obtain a
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relativey higher return and hence would be willing to pay a rddively higher price for land. This
does not happen because, as we shdl explain, in fragmented markets, possesson of large
holdings of land gives landiords monopsony power in locd labour markets. If large landowners
sold their land to smdl peasants, the landlords would lose control over the labour market.  They
would be forced to pay higher wages or charge fixed rent tenants a lower rent or agree to give
their sharecroppers a higher share of the crop. Ther totd income consequently would decline,
regardless of the tenure system adopted.**

Thus landless workers, smdl tenant cultivators and smdl famers usudly must pay a
higher “price’ for credit and land than large landowners. The reverse occurs in the labour
market. The money cost of labour to a large landowner typicdly is higher than the opportunity
cost of labour or the implicit wage rate of a smal peasant. In extreme cases the opportunity cost
may be close to zero for the rura poor, but dl that need be assumed for the purposes of our
argument is that the opportunity cost of labour islower for the poor than for large landowners.

The fragmented factor markets and the consequent variation in relaive factor prices
across fam dze have implications for the alocation of resources because smal farmers and
large respond to a different sat of incentives. The rdatively low ratio of interest rates to wage
rates faced by large landowners encourages them to adopt higher capitd-labour ratios in
cultivetion, i.e, to use more mechanized techniques. In other words, smdl fames tend to
economize on capitd compared to large landowners.  Similarly, the rdatively low ratio of land
renta rates to wage rates faced by large landowners encourages them to cultivate their land
extengvey, i.e, to adopt lower labour-land ratios. In other words, smdl famers cultivate the
land more intendvely and generate more employment per unit of land. Given that capitd is

scarce and labour abundant in the rurd areas of developing countries, the methods of cultivation
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used by smdl farmers more closdy approximate the socidly optima methods than the cepitd
and land intensve methods typicaly adopted by large landowners.

One implication of this andyds is that output per unit of land, or yidd, often is higher on
gnd| fams than on large. Indeed, there is a great ded of empirical evidence showing that yidds
vay inversdy with the sze of fam.'> The higher productivity of land on smal fams, or more
precisdy, the higher vaue added per unit of land, is due to a combination of three things (i) a
lower proportion of land left fdlow or uncultivated and a higher cropping ratio, (i) a cropping
pettern or crop mix which favours crops with higher vaue added and (iii) higher physicd yidds
for individua crops.

A second implication of our andyss is that the productivity of labour tends to increasse
with fam sze. Large landowners tend to economize on labour relative both to capitd and land,
and hence output per worker usudly is higher on the large faams. Land productivity and labour
productivity thus move in oppodte directions as the Sze of fam increases. Which ratio should a
country attempt to maximize? The answer is neither. One should attempt to maximize tota
factor productivity, i.e, vaue added or net income divided by the sum of dl factors of
production correctly vaued at their socid opportunity costs.  Given that labour is abundant (and
hence has a low opportunity cost) and land and capital are scarce (and hence have relatively high
opportunity costs), small fams have a higher tota factor productivity than large and hence
utilize resources more efficiently.*®

Systems of Iabour contral

Contrary to much conventiond thinking, those who own large amounts of land face a
mgor problem in mobilizing and organizing labour for purposes of production and extracting

effort from their workers and tenants. Even where labour is goparently abundant in the physica
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sense that there are potentidly lots of “bodies’ available to undertake work, large landowners
encounter a naturd resstance from people to engage in arduous work when most of the fruits of
their efforts will accrue to the landowner. In order to overcome this resistance daborate systems
of labour control have been devised. These systems can be found in virtudly every country
athough the combination of ingredients can vary subgtantialy from one country to another.

The sysems of labour control affect the dimensons of rurd labour markets, normally
cregting smdl, fragmented, partidly isolaed labour markets that may coincide, for example,
with the boundaries of a village, a river floodplan or a mountain valey. The sysems of labour
control aso affect the reative bargaining srength of the participants, tilting power in favour of
large landowners. The generd effect is to creste monopsony power in an archipeago of smdl,
fragmented labour markets or, dternatively, to shift loca labour supply curves to the right, so
that in either case wage rates are reduced below what they would have been in a competitive
market.

One can conceptudize sysems of labour control as being composed of three primary
dements Thee ae caled socid controls, environmental controls and ingtitutional  controls.
The drength of these different types of controls will vary from one country or region to another,
and will of course change over time, but dl three dements are likely to be present in greater or
lesser degree in most countries.  The central point, however, is that land concentration should be
understood as condtituting just one eement in alarger system of labour contrals.

The function of socid controls is to segment the labour market into non-competing
groups by introducing various forms of discriminaion. The bads of discrimingion can be
damog anything, eg., racid or ethnic differences, caste differentiation or sex. In some societies

labour market discrimination has been based on rdigion; in others, even on such a commonplace
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thing as dress, and in dill others, in the aisence of universa education, on language. In Andean
America, for example there is very drong labour market discrimination agang  native
Americans (on the bads of ethnicity) who spesk Quechua or Aymara rather than Spanish
(language barriers) and who wear native cosume rather than modern European dress. The
purpose of socid controls is to keep people in ther “place’, to prevent upward occupationa
mohbility, to increase the supply of low-skilled labour, to increase the bargaining postion of large
landowners and thereby to lower the cost of labour.

Environmental controls increase the geographica isolation of the rurad poor. Because of
the inadequate transport and communications facilities which are characterisic of many rurd
aress, geographica or spatia mobility is hampered and occupationa mobility is further reduced.
Low leveds of literacy, poor generd education, lack of skills and training, and a lack of
information dl contribute to widespread ignorance and this in combination with poor physicd
infrastructure helps to perpetuate a myriad of locad, segmented labour markets in which wage
rates for smilar types of labour can vary sgnificantly from one village to another or one valey
to another. Low public expenditures on physcd and human capitd, in other words, is
functiond. It is pat of a sysem of labour controls and is not merdy a reflection of badly
designed and implementa public policy.

Ingtitutional controls further strengthen the power of landlords.  These controls include
the laws that regulate behaviour in the countrysde, the ways the laws are adminigered in
practice and the ways the insruments of coercion are used, including the police, militia, armed
forces and private gangs controlled by landowners.  Inditutional controls dso include the
different types of landowners associations (organized by crop, by region, by size of holding) and

the mechanisms used to suppress organizations of the poor, such as peasant leagues, cooperdatives
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of andl famers, rurd trade unions, women's groups, ec. In parts of Lain America rdigious
indtitutions have been part of the syslem of labour controls, and of course this was explicit during
the colonid period when the conquistadores were given control over the “Indians’ in exchange
for a promise to indruct them in the beliefs of Chrigianity. Almos everywhere the inditutions
of the state have supported the “men of property” rather than the poor and those without
property, and the ingtitutions of civil society which the state has dlowed have had a smilar bias.

Within this framework, the high degree of land concentration should be understood as an
important inditutiond control.  In many countries a large proportion of the active agriculturd
population owns little or no land a dl and these landless farm workers have little dternative but
to try to earn a livelihood as an agriculturd wage labourer or as a tenant faamer. Even among
those who do own land, the degree of ownership concentration often is very high, i.e, a smal
proportion of the landowners possess a very high proportion of dl the land. A few figures may
illugrate the point. In Peru in 1981, 20 per cent of the economicdly active agriculturd
population were landless and the Gini coefficient of land concentration among landowners was
0.95; in Pakigan in 1985, the incidence of landlessness was 11 per cent and the Gini coefficient
of land concentration was 0.61; in Egypt in 1977, landlessness affected 26 per cent of the
agricultural population and the Gini coefficient of land ownership was 0.53.1

The economic effect of concentrated land ownership in a context of smdl, fragmented,
loca labour markets is to give large landowners a high degree of monopsony power in the labour
markets in which they operate. That is, most rurd people ether work for the loca landowner or
they work for no one. This monopsony power, in turn, lies a the root of “surplus labour”,
production inefficiency and rurd poverty. This can best be demondrated with the ad of a

diagram.
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The economic consequences of land concentration

In Figure 1 bdow we describe a smal, loca labour market in the rurd aea of a
developing country. The marginad revenue product of labour is drawn as a draight line ABC.
Under competitive conditions this would be the demand curve for labour. The supply curve of
labour is S and because labour markets are highly fragmented, it is assumed to be upward
doping. The supply and demand curves intersect a E and under perfect competition this would
be the equilibrium postion. Landowners would employ OD amount of labour a a wage rate of
w. Tota output would be the area OAED. The wage income of hired workers would be OwED
and the landowners would receive the resdud output of WAE.

If instead of a tenure system based on wage labour, landowners preferred a fixed rent
system, they would offer their tenants a contract with a fixed rent of WAE and the tenants would
bear dl the rik, receiving an average resdud income of OwED. Smilaly, there is a
sharecropping contract (not drawn) that would produce the same totd output and digtribution of
income between landowners and sharecroppers. The tenure contract is essentidly irrdlevant to
production and distribution outcomes*

Wha matters is the degree of land concentration because monopolizetion of the land
transforms large landowners into “price makers’ in the labour market. This can be seen in
Figure 1.

A monopsonigtic landowner influences the income received by workers and tenants. If a
landowner engages more labour, he must offer a higher wage or a lower fixed rent or a higher
share of output to his sharecropper, depending on the tenure system in place. The margind cost
of labour (represented by the MCl curve) rises faster than the average cost of labour (represented

by the supply curve S). An income maximizing landlord produces where the margina revenue
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product of labour equals the margind cost of labour. This occurs a B, a new equilibrium
position.

The amount of labour landlords would wish to employ (as hired workers or temants) at
this new equilibrium is Od. From the supply curve it can be seen that this amount of labour can
be obtained by offering a wage of y. Notice that from the perspective of the large landowner the
margind cogt of labour (M) is much higher than the average cost of labour (y) and it is of course
the margind cost that determines employment, output and factor productivities.

Totd output a the new equilibrium is OABd. The totd wage hill is OyFd and the
resdual income receved by the landiord is yABF. As before, the didtribution of income
between the landlord and his workers and tenants is unaffected by the type of tenure contract in
place. The same result could be obtained if the landlord were to offer a tenant a contract with a
fixed rent of yABF, leaving the tenant with an average resdud income of OyFd. There is a
corresponding sharecropping contract that is not drawn.

Output MCI

A

Labour

Figure 1
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We can now examine the implications of a high degree of land concentration for the rurd
population. First, land concentration leads to a decline in the rurd wage rate by wy. Compared
to competitive conditions, there is exploitation of labour. The cost of labour on the margin (m) is
higher than the opportunity cost of labour (w) which, in turn, is higher than the wage received by
workers and tenants (y): m > w > y. As a reault, the techniques of production used by large
landowners tend to be insufficiently employment intensgve (w < m) and yet actud wages are
below the opportunity cost of labour (y < w). Second, totd employment on large farms declines
by dD. This is the origin of rurd underemployment or surplus labour. The combination of
aurplus labour (dD) and depressed wages (y) lowers the “reservation wage’ in urban areas and
thereby accentuates urban poverty. This takes the form of low incomes in the “informa sector”
or open unemployment, or both.

Third, total output fdls by dBED. That is, land concentration results in ingffidency and a
lower average level of income. Fourth, the large landowners, however, benefit absolutely. Thelr
income risess by ywGF-GBE and hence inequdity in the digribution of income incresses
dramaticaly. Findly, the totd wage bill, or the income of workers and tenants, fals partly
because there is less employment and partly because the rate of remuneration declines. The
decline in their income is represented in Figure 1 by ywGF+dGED. That is, land concentration

produces widespread rura poverty.

Even if one does not accept our argument that systems of labour control increase the
supply of low-skilled rurd labour and creste monopsony power for large landowners in loca
labour markets, land concentration aone is enough to produce inequdity and poverty. Where

labour is abundant relative to land, as in most of Asa, the returns to land will be high and the
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returns to labour will be low. In such an environment, if land ownership is unequaly distributed,
income inequaity will be high and poverty among the asstless is likely to be widesoread. The
purpose of our andyds, however, is to go beyond this smple point and suggest that in most
countries the actud condition of the rurd poor is worse than would be implied by unequa
landownership aone.

Implications

The implications of our andyds are draghtforward. A redisributive land reform which
reduces land concentration would have multiple benefits. In contrast, a reform of land tenure
sysems or the contractua relationship between landowners and tenants would have negligible
benefits and might well be harmful. The agrarian problem aises from the monopolization of
land, the mogt important factor of production, and the consequences of this monopolization for
the labour market. Land concentration, especidly when reinforced by a wider syslem of labour
controls, creates monopsony power in the labour market while smultaneoudy shifting the supply
curve of low skilled rura labour to the right. The purpose of land reform is to rupture the system
of labour controls and bring to an end the monopoly and monopsony power of large landowners.

Land redigribution, we have argued, would raise tota output and average income. In
other words, it would increase dloceative efficiency in the use of resources. One consequence of
this is that it would increese the demand for labour and generate more employment in the
countryside, partly by increasing the labour intengty of cultivation and partly by cresting more
employment opportunities in non-farm rurd activities. A redidribution of land to tenants, wage
workers and minifundigas obvioudy would lead to a more equa digtribution of productive

wedlth, athough the net effect on the digtribution of assets would depend on the extent to which
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land is confiscated, the terms and conditions under which landowners might be compensated and
the provisons made for the beneficiaries to purchase land in order to obtain alegd title.

Land redigribution dso would result in a more equad didribution of income. The
benefits to low income groups, however, are unlikely to be uniform unless specid efforts are
made to be incdlusve. Many reforms, for example, have redistributed land to Stting tenants and
have excluded agriculturd wage workers, especidly seasond workers.  Thus some low income
groups have gained much more than others, depending in effect on the type of tenure contract
their landowner chose to adopt just prior to the reform. In principle, even in such cases of an
uneven didribution of gains, wage workers should benefit from the reform indirectly, through its
effects on the level of employment and wage rates, but the rise in their income evidently would
be much less than that experienced by the direct beneficiaries of land redigtribution.

Land reform could make a mgor contribution to reducing both rura and urban poverty.
In the rurd areas, poverty would decline in part because average incomes should rise as a result
of increased efficiency in the dlocation of resources and in pat because the digtribution of
income should become much more equa. In addition, if “urban biased” and “landlord biased”
policies were removed at the time of implementation of the redigributive land reform, the trend
rate of growth of rurd incomes should accelerate.  This would provide a third, longer term,
factor helping to reduce rurd poverty. In the urban aress, too, poverty should decline. The
reason for his is tha the incomes of the rura poor st a floor for urban wages, since no one will
migrate from the countryside to the city unless they expect to be at least as well off as before
migration. Higher rurd incomes will therefore raise the “resarvation wage” of the urban poor

and this will help to reduce urban poverty. All of the poor, in other words, whether they reside in
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the countrysde or the towns dand to benefit from a well concelved and implemented land

reform.

2. Vaieties of Regiond Expearience

The discusson so far has been rather absiract and has ignored the rich experience of
individua countries and regions. While it is not possble to discuss the agrarian problem in
every country in the world, we shdl try bedow to identify a few themes that highlight centrd
issues confronting many countries in three broad regions. We begin with sub-Saharan Africa
which is gruggling to overcome the colonid heritage (eg., in Zimbabwe) as wdl as in some
countries, a lengthy period of “internal colonialism” (eg., in South Africa). We then turn to

Latin America, the home of the cdassc laifundio-minfundio complex, and the location of four

mgor land reforms of the twentieth century (Mexico, Bolivia, Cuba and Nicaragua). Findly, we
discuss the problem of reforming collective and dae fams in the ex-socidist countries of the
former Soviet Union and in centra and eastern Europe.

Sub-Saharan Africa: overcoming the colonid heritage

There are two features of the colonid heritage in Africa tha we wish to emphasize
Fird, in some regions, notably in areas of European settlement, colonid penetration led to a high
degree of land ownership concentration and a displacement of the African populaion to less
fertile or more arid land and to land more digant from markets. Typicd examples of countries
where this occurred are Kenya, Namibia, South Africa and Zimbabwe and, in North Africa, in
Algeria and Morocco. In Ethiopia under the empire, land ownership was concentrated, but the

poor were not displaced to margina land; instead they served the landlords as tenants.
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Second, even in areas where European settlement was thin, European notions of private
property rights were gradudly introduced, displacing African tenure sysems based on commund
ownership rights.  This displacement of indigenous land inditutions by an exotic one continued
after independence, dthough there is growing recognition of the suitability of communa systems
in the African context. Extinguishing commund property rights and replacing them with private
property rights often faled to bring about the anticipated efficiency gains yet it did create a
tendency for inequdity in the digtribution of productive wedlth to increase.

There has been a revivad of interest in the last decade in the issue of land reform in sub-
Saharan Africa  Depending on the country, both land ownership digtribution and land tenure
have been the focus of discusson. Sub-Saharan Africa as a whole, however, differs from some
other regions of the world in that landless wage workers are raively uncommon; at least they
were until recently. Commund land tenure systems traditiondly gave dmost dl rurd Africans
access to land and these systems il exist on most of the continent.  In some areas, however, this
is beginning to change. “Land scarcity due to population pressure is changing the land-person
ratio, shortening falow periods, and putting new pressure on traditiona laws and customs, which
in the past adequately assured land use rights.” 1°

The type of “land reform” that is most often advocated for sub-Saharan Africa by
Wedern trained analyss is generdly focused on changes in land tenure.  “The vast mgority of
the continent gill recognizes cusomary rights to land”!’ These cusomary land rights give
households the right to use land, but the right to transfer land is assigned a a broader socid levd,
such as to the lineage, dan or chifdom.’® Under cusomary tenure, land usudly is neither

registered nor is it accepted as tradable collateral. This had led mainstream economidts to argue

that land titling (usualy accompanied by privatization) would enhance economic efficiency since
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legd title to land endbles its owner to use land as collaterd and this, in turn, increases access to
scarce finance capitd for investment. In addition, it is argued that when there is uncertainty or
insecurity about ownership, farmers will be less likely to invest in their land for fear that they
will not be ale to regp the rewards of the invesments in future. These arguments have led
various African governments and internationa agencies to push for the privatization of land.

Since independence, the magority of sub-Saharan African countries have attempted
vaious types of land tenure reform.  Private titling efforts were most serioudy attempted in
Kenya, Coéte dlvoire and Madawi, but Botswana, Cameroon, Ghana, Lesotho, Liberia, Mdli,
Senegd, Sierra Leone, Somdia, Swaziland, Uganda and Zimbabwe have dl had land titling
programmes.*®  Tanzania, Ethiopia and Mozambique atempted to creste systems of collectivized
agriculture, but in none of them was collectivization a success.

Nor is it evident that land titling programmes have been a success. Many have faled to
dicit a big regponse from famers to regider ther lands. One reason for this is that land
regidration fees have been beyond the means of poor people. As a result, in many countries it
was the relatively better educated and wedthy who took advantage of opportunities to register
land and in consequence inequalities were accentuated.

Evidence is increesng from a variety of sources “that even the longest running nationd
privatizetion efforts are unravding, reverting to cusomary rights, and show few, if any,

invesment and productivity benefits over indigenous systems”®°

Africa dowly may be
overcoming its colonid heritage. In Kenya, for example, there have been consgent efforts to
regiser and privatize land since the 1950s, and it is edimated that 90 per cent of dl land in

farming didricts had been privatized by 1993. Today, however, “there is consderable evidence
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of reverson to customary tenure in titled aress, even those areas tha prior to titling were
experiencing indigenous shifts toward privatization.”**

If the resstance to Western-style land privatization is as strong as this evidence suggests,
doubts are raised whether land tenure insecurity redly exids in sub-Saharan Africa and, if so,
whether it has the negative consequences conventiona theory would lead one to predict. It
certainly is plausble that insecurity of tenure could lead to underinvesment in land, but it is dso
possble that in African conditions, farmers with insecure tenure might try to establish secure
cdams to userights by making visble improvements to ther land, i.e, undertaking investments
which later can be used to judify a clam to use-rights or even ownership. In other words, if one
of the motives for investment in agriculture is the gopropriation of rights, then “it is possble that
indigenous tenure may provide incentives that are superior to freehold.”%2

Thus it is likdy that the efficiency losses associated with commund land tenure have
been exaggeraed. In many cases, for example, the right to cultivate communaly owned arable
land is heritable and this in itself will increase the incentive of the cultivator to invest. Indeed
one recent sudy has found that invesment is more highly corrdlated with the right to bequest
then with the right to sdl.?®> Moreover, many commund tenure sysems recognize an
individud’s rights to arable land when improvements such as planting tree crops, digging
irrigation furrows or congructing buildings are made. Provison even exids to compensate the
individud for such invesments if the land is redidgributed.  Findly, “dthough commund
systems prohibit land transactions with outsders, rentds — and often even sdes — within the
community...are normaly dlowed”?* Tha is land is a least partidly “commercidized” and

this provides scope for efficiency-enhancing transfers.
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Thus Weserngyle privaization of land may be unnecessxy. It may dso be
undesrable. Credting a sysem of commund titles may be more cost effective “in cases where
there is no dear demand for the demarcation of individua plots, commund titles that ae
adminigered interndly in a trangparent fashion could provide security at a fraction of the cost of
individua titles”®®  This cost advantage plus other advantages of communa tenure systems —
provison of public goods, exploitaion of economies of scde in nonfam activities, risk
reduction through output diversfication — suggest that strengthening commund  systems often
may be a better dtrategy than discarding them. This is especidly true where severd people hold
different rights to use the same resource, as is common. In Cameroon, for example, women may
hold rights to cultivate food crops on a plot of land, men may hold the right to plant tree crops
and the traditiond authorities may have the right to harvest wild game or timber.?® An atempt in
such circumgtances to privaize land in the conventiond sense inevitably will deprive one or
more groups of people of ther right to use a productive asset. This, in turn, is likely to increase
inequdity of wedth and impoverish the most vulnerable.  Efficiency may not incresse, but the
concentration of landownership dmost certainly will.

Latin America from latifundiato capitalis farming

The distribution of land in Latin America has long been the most unequa in the world.?’
At the pesk of ther influence around 1960, large landowners (latifundigas) accounted for about
5 per cent of dl landowners and roughly 80 per cent of the land. At the other extreme, the
gmalest landowners (minifundigas) accounted for about 80 per cent of dl landowners but only 5
per cent of the land. In between was a smdl group of family farms which accounted for 15 per

cent of the landowners and 15 per cent of the land. Approximately one-third of the agricultura
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labour force was landlesss The landless and most minifundigas worked on the Idifundia as
permanent or seasond workers, as tied |abourers under service tenancies or as sharecroppers.

Not surprigngly, this extreme inequdity resulted in perdstent rurd unrest, periodic
agitation for agrarian reform and occasond socid upheavd. In four countries, in fact, there
were sweeping land reforms, namdy in Mexico (1917), Bolivia (1952), Cuba (1959) and
Nicaragua (1979). In each case, land reform was pat of a profound socio-politica revolution
and indeed one of the lessons of Latin American experience is that sweeping land reforms amost
aways require revolutionary change or, as in Japan, South Korea and Taiwan, are a product of
war combined with the threat posed by revolutionary change dsewhere. In three out of the four
Latin American cases — Bodlivia is the exception — commund inditutions of one sort or another
were created and played a prominent (but not exclusive) role. That is, these mgor land reforms
centred on date, collective ad cooperative forms of organization. In Mexico nearly hdf the
land was expropriated and nearly hdf the rurd population were beneficiaries of the land reform.
In Bolivia and Cuba, about 80 per cent of the land was expropriated and about 75 per cent of the
rurd population were beneficiaries. In Nicaragua, the proportions were lower, namdy, less than
haf the land and roughly a third of the rura population. At times, as in Nicaragua and Cuba,
government policy as a whole was strongly anti-peasant and hence one must be cautious when
talking about the “beneficiaries’ of sweeping land reforms?®

There were more modest land reforms in a number of other Latin American countries,
eg., Chile Colombia, Ecuador, El Savador and Peru®® In a few cases the redistributive
measures were reversed (Guatemaa, 1954) or partidly rescinded (Chile, 1973). In most cases,
however, the smdl farmers who benefited from these modest reforms were left to fend for

themsdves.  Governments continued to pursue policies with an “urban bias’ and, within
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agriculture, a “landlord bias’.*®°  Smdl farmers received neither the finandid nor the technica
support needed to make land reform a success, governments continued to neglect investment in
human cepitd in the countrysde and public investment in rurd trangport, power and
communications continued to be meagre, paticularly in areas where smdl fams predominate.
Asareault, the benefits from land reform often were disgppointing.

This does not imply that land reforms are degtined to fal, but the evidence from Latin
America strongly suggedts that land reforms are most likely to succeed when they are pat of a
comprehensve drategy for rurd development. This is a second important lesson from the
region. The potential benefits of redidributive reforms enumerated in section 1 above do exi,
but in order to redlize those benefits more is required than a transfer of property rights in land
from large landowners to tenants and agricultura workers.  Also required are price reforms
(which the neo-liberd policies of the 1990s in Latin America are addressing), improved access to
credit, greater emphasis on human capital formation and improved physicd infrastructure,

Even the modest land reforms in Latin America, however, helped to destroy parts of the
system of labour control which kept the rurd poor in their place. In addition, as an unintended
consequence, land reform and even the mere threat of land reform, helped to transform many
ldifundia into capitdist, commercid fams3' The resson for this is that priority for land
expropridtion in Latin America often centred on large farms owned by absentee landlords, where
cultivation was thought to be inefficient and where much of the land was in naturad pasture or
was left uncultivated. Large landowners thus had an incentive to sdll some of their land (usudly
the less fertile, margind bits) or to sub-divide the rest among members of ther family in order to
avoid forced redisribution. They aso had an incentive to incresse efficiency, i.e, to use ther

land more intendvely by reducing the amount in falow, bringing uncultivated aress under the
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plow and transforming natura pastures into managed grazing land. Since large landowners
retained their capitd equipment and most of ther fam buildings ater sdling pats of ther
holding, the capita-labour and capita-land ratios on the remaining holding tended to rise.  Thus
in a reatively short space of time, large landowners were able to transform themsdves into
“progressive farmers’ and the laifundia became modern “capitdis fams’. In this way, land
reform in Latin America dtered the agrarian dructure, not by raisng the economic datus of the
rurd poor but by putting the fear of expropriation into the minds of the rurd rich.

Former Soviet bloc countries. agriculturd involution and the rise of minifundia

Land reform in the former Soviet Union and in eastern and centra Europe is occurring
within a context of sysemic trandformation, a switch from a centrdly planned economy to an
economic sysem which is much more market oriented. The trangtion, on the whole, has not

132 There have been severe macroeconomic imbalances, very high rates of inflation,

gone wel
negative rates of economic growth and sharply faling rates of invesment. Totd output hes
declined, sometimes dramaticaly, and per capita income has fdlen well beow the pre-trangtion
average. In addition, the distribution of income has tended to become much more unequd,
sometimes gpproaching levels of inequdity found modtly in Latin America Because of the fal
in average incomes combined with an increase in income inequdity, the proportion of the
population living in poverty has risen more than fourfold.

Agriculturd output has declined dong with output in other sectors of the economy. In
most trandtion economies, however, agriculture declined less than gross domestic product as a
whole and, when overdl growth resumed, agriculture tended to expand more rapidly than GDP

as a whole. In other words, the share of agriculture in GDP tended to rise. Between 1989 and

1995, for example, the average share of agriculture in GDP in the trandtion economies rose from
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20.7 per cent to 22.8 per cent.®* Thus agriculture helped to cushion the shock of the sharp
decline in output. Even so, according to UNDP estimates, the proportion of the population of the
trangtion economies that was living in poverty rose from 8.1 per cent in the late 1980s to 34.7
per cent in 1993/94.34

Although agriculturd output declined, both the number of people employed in agriculture
and the share of the labour force engaged in agriculture tended to rise  As a redult, the
productivity of labour in agriculture fel precipitoudy and with the fal in productivity came a
fdl in incomes. The movement in opposte directions of output and employment created a
powerful mechanism of impoverishment. The countryside experienced, in effect, a process of
“agricultura involution” *®  Production fell, the degree of mechanization declined on most farms,
techniques of cultivation became increasingly labour intensve, output per worker diminished,
disguised unemployment rose, incomes fel and, as we shdl see, most farmers found themsdves
cultivating very smdl farms reminiscent of the Latin American minifundia.

In Romania, for ingance, between 1989 and 1994, the share of agriculture in GDP rose
from 14.2 per cent to 19.6 per cent. At the same time, agriculture’s share of total employment

rose from 27.5 per cent to 35 per cent.®

Meanwhile, agricultura production declined by more
than 16 per cent. The implication is that the productivity of agriculturd labour must have fdlen
by more than a third in Romania and this, in turn, must have led to a subgantid fdl in incomes
in the countrysde. A smilar process occurred in Uzbekistan.®” Between 1989 and 1994,
agriculturd output declined only dightly (3.8%), but the labour force grew repidly and the share
of the labour force employed in agriculture aso increased subgtantidly (from 39 to 44 per cent of
the totd labour force). As a result, the productivity of labour in the agriculturd sector fell by

nearly 24 per cent and rura poverty rose sharply.
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Thus land reform in the trandgtion economies occurred in a highly unfavourable
meacroeconomic and sectord context. Indeed it is hard to imagine a worse setting for attempting
to introduce radicd inditutional change. Prior to the trangtion, agriculture was organized into
collective fams (kolkhozes) and date farms (sovkhozes) which typicdly contained hundreds of
workers each and covered severd thousand hectares. The dtate specified the composition of
output, supplied the necessary inputs and took responsbility for marketing through compulsory
delivery schemes. On the date fams, workers were paid a fixed money wage and the date
received the resdua income whereas on the collective farms, the date received a fixed output
guota and the members of the collective received the resdua income. In addition, each
household was entitled to a smal plot of land on which it could grow crops for household
consumption or for sdein locad markets.

There were exceptions to this generd picture, notably in Poland and parts of the former
Yugodavia, where agriculture was not fully socdized and a large private farming sector
remained. Mog of the other countries differed primarily in terms of the baance between date
faams and collective fams.  There were three mgor inditutiona problems in the former Soviet
bloc countries that land reformers had to resolve. First, on the state farms one had to decide
whether to convert rural wage workers into workers on large, private corporate farms or to try to
tranform them dther into pessant cultivators on family fams or into members of voluntary,
private cooperatives. Second, in the case of collective farms the two obvious possbilities were
to transform them into voluntary cooperatives or bresk them up and creste a sysem of smal
pessant faoms.  Third, there was the issue of how to maintain efficiency in those activities where

cgpitd is “lumpy” or indivisble and hence economies of scde are important.  This includes farm
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machinery (large tractors, combine harvesters, trucks needed to transport produce to market),
dorage fadilities, irrigation systems, etc.

In most countries the stated objective of land reform was to creaste a system of private
agriculture under individud farming. Moreover, family fams were to be embedded into an
indtitutional  structure based on private marketing of output and private or voluntary cooperative
sarvice asociations.  In practice, however, land reform has proceeded very dowly and most
countries have succeeded nether in maintaining a functioning syssem of collective agriculture
nor of creating an efficient system of private agriculture®

Property rights often remain unclear. In some countries the state has retained ownership,
namdy, in pats of the Russan Federation, in Bearus and in the five daes of Centrd Asa
(Uzbekigan, Kazakhgan, Turkmenigan, Kyrgyzstan and Tgikisgan). In dl the other countries,
land can in principle be privatized. Land markets, however, have been dow to develop. An
efficient land market does not necessarily require private ownership of land; dl that is necessary
is tha land be “commercidized” so that, say, those who possess a private lease of state owned
land can sl (or rent) their lease-rights to others if they wish. In many countries this is not
possble individuds who lease fam land from a collective cannot trede their lease but must
cultivate the land themsdves. This mekes it very difficult to redlocaie land and creste a
functioning land market. This is especidly important if the average dze of a private holding is
amdl and the holding is fragmented into several parcels.

In those countries where it is intended to redistribute land from the collective to the
private sector, severd different criteria for redistribution can be found. Fird, in the three Bdltic
countries (Latvia, Lithuania and Egtonia) and in many countries of eastern and central Europe,

the redtitution of land to the former owners or ther hers is the top priority.  Second, in the
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European parts of the former Soviet Union and in Albania, collective land is to be digtributed to
workers free of charge. Some countries (Hungary and Romania) combine these two approaches.
Third, in a few eastern and central European countries, collective land is to be digtributed to
workers, but they are expected to pay for the land they receive (either a rental payment or a
purchase payment).

Actud land redigribution however has occurred very dowly and the digtribution of land
in most countries has become rather unequa. In four countries of eastern and centra Europe
(Albania, Latvia, Poland and Sovenid) and in two countries of the former Soviet Union
(Armenia and Georgia) decollectivization is complete and dmogt dl the land is hed under
private, individual tenure. In the rest of the trangtion economies corporate or collective farms
are dominant. The collective farms often have been re-named (as joint-stock companies, farmers
asociations, reconstructed production cooperatives) and “shares’ of collective land have been
digributed to members of the former kolkhozes but the land continues to be collectivey
cultivated. Land reform, in other words, has been largdy formd. The redity is essentidly
unchanged.

One genuine change however has been the cregtion of large numbers of minifunda,
paticularly in the countries of the former Soviet Union but dso in parts of eastern and centra
Europe. These minifundia consst in part of the old household plots on the former kolkhozes, but
usudly enlarged in sze in pat in dacha-gardens which both rura and urban inhabitants use for
subsgtence cultivation to cushion the impact of economic decling and in pat of land sub-
contrected from the collective farm by individud households. These are not family fams in the
usuad sense because they are too smdl to provide employment to dl members of a normd

household or to generate an adequate income. They usudly provide only part-time employment
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to one member of the household and supplement income earned in other activities. In other
words, they are asymptom of agricultura involution.

These minfunda may occupy less than hdf the land, but they account for a large
proportion of total agricultura output. In Uzbekistan, for instance, household plots occupying 15
per cent of the irrigated land produce 76 per cent of the country’s mest, 81 per cent of its milk
and 66 per cent of its eggs>® Most important, because a large proportion of the population is
attached to these minifundia, there is a danger they will become a poverty trap and be neglected
by policy makers who concentrate resources on the transformed collective sector.

In Bulgaria there are 2,344 “new cooperatives’.*® These are the reorganized collective
fams. The average Sze is 815 ha and they account for 41 per cent of the land. At the other end
of the spectrum are 1.8 million smdl private farms. They occupy 52 per cent of the land but the
average Sze of fam is only 1.4 ha  Within this smdl farm sector, however, land concentration
has been increasing rapidly. By 1995 private farms larger than 10 ha. accounted for only 0.2 per
cent of dl private fams, but they occupied 41 per cent of the private land and enjoyed an
average size of 252.7 ha*' These farmers dearly are commercidly viable. The question is what
are the prospects for the 99.8 per cent of private farms that are smdl in size, undercapitaized and
incgpable of providing full employment to afarming family?

A somewhat different agrarian Sructure but with smilar implications has emerged in
Romania®® There has been a shift from large collective and state fams to very smadl ad
fragmented peasant fams. The date fams have been renamed commercid companies. Ther
average size is 2,372 ha. and they occupy 13 per cent of the land. The old collective farms have
been reorganized and reduced in Size. Their average Sze is 447 ha. and they occupy 15 per cent

of the land. Next come the so-cdled family associations. These are informa cooperatives that
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lack formd legd datus. They are redly loose associations of families that pool their land and
cultivate cooperatively. These informal cooperatives occupy 14 per cent of the land and on
average ae 114 ha insze.

Private family farms account for as much land (41%) as the other three types of fams
combined. Yet the average sze of fam is only 26 ha and most fams are fragmented into
svad pacds. They ae not commercidly viable, they do not have machinery suitable for
gndl, fragmented fams and yet the “date-owned over-szed machinery is more and more
unemployed.”*® These minifundia have absorbed labour but only at the cost of dedlining labour
productivity and fdling income per head.  Cultivation has become more labour intensive,
average capita-labour reatios have declined and the dlocation of resources in agriculture has
become less efficient. Indeed the agricutura sector as awhole has become decapitdized.

The policy of reditution of land to former owners has aggravated the problem of
inefficiency. A high proportion of the new owners of private family fams, namey 43.1 per cent,
are city dwdlers who have nether the interest nor the skills needed for profitable farming. Many
others are ederly folk who are semi-retired, part-time farmers. In fact only 17.8 percent of the
amal farmers are peasants of working age. This underlines the need to create a bBnd market so
that those wishing to engage in active farming can acquire a viable holding and consolidate
parcels into units which permit small scale mechanization. This can be done either by bestowing
formad, legd land titles on the new owners or by creating a market in land leases. In addition, in
order to enable smdl farmers to obtain working capitd and to provide an incentive to invest in
the land and recapitdize agriculture, land redigtribution should be complemented by creating a

mortgage-based rurd credit system.



Findly, consider the case of Uzbekistan.** State farms were abolished and converted into
collective farms. Between 1990 and 1994, the amount of land occupied by State farms fell from
58.7 per cent of the total to 1 per cent. The main implication of this reform is that the date no
longer has a respongbility to pay the mgority of rurd workers a wage, the members of the
newly created collectives are entitted only to the resdua income that remans after making
compulsory ddiveries of output to the state.  The collective fams then became the dominant
inditution in rurd areas, their share of the land risng from 34.9 per cent to 75.3 per cent over the
same period.

The collective farms were then themsdlves reformed. A bewildering variety of new types
of faams was created, but the two most important changes occurred within the collective farms.
Fird, the dze of private plots was increased subgtantidly, up to 0.25 ha of irrigated land.
Second, contract farming with individud households was introduced. In effect, a smal, private
farm sector was created based on land that continued to belong to the collective. There were
vay few independent family farms (dekhqon) established. The independent peasant farms were
given 10 year leases but no credit or equipment or marketing support. Hence, like the
gndlholding (minifundia), the peasant farms (dekhqon) were dependent upon the collective
farmsfor ther survivd.

Uzbekigan thus has a three-tiered rural economy. At the top are the collective fams
which control mogt of the land. Ther average Sze is 1,700 ha. In the middle is a thin layer of
pessant farms with an average Sze of 14-15 ha And & the bottom is the true private sector, the
gmdlholdings indde the collective farms, each occupying about 0.22 ha. on 1.3 plots of land.
These gmdlholdings, curioudy, ae not so diffeeent from the labour service tenancy

arangements that one used to find on the ldifundia in Latin America It would be an
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exaggeration to say that land reform in many trandtion economies has renvented the defunct

latifundio-minifundio complex that dominated Latin America for centuries, but the pardles ae

disurbing.
Regardless of the fam sructure that is emerging, from Russa® to Bulgaia the
ingtitutions needed to support agricultural development and reduce rurd poverty have not been

put in place. Land ownership has not been privatized nor has land been “commercidized” and
consequently land markets have not been able to play an dlocative function. Partly because of
this, rurd credit has not been avalable, particularly to what we have cdled the minifundia sector.
This, in turn, has depressed the level of output (because of inadequate working capita) as well as
the rate of growth of autput (because of the inability to finance fixed invetment). In some cases,
eg. Uzbekigan, the state has ddiberately turned the terms of trade againgt agriculture. In other
cases, the date has continued to exerciss monopsony power over procurement. In ill other
cases, eg. Russa the date procurement sysem has collgpsed as wdl as many agriculturd
processing industries. Marketing has thus become a mgjor difficulty.

One response has been the growth of barter trade. Another has been the growth of sdf-
provisoning from dacha-gardens, household plots within collective farms and family owned or
leesed smdlholding minifundia.  Yet another has been the growing practice of payment in kind
rather than in cash. We have interpreted these responses as forms of agriculturd involution. The
shift of production, but not land ownership, to household plots has not been accompanied by the
benefits one would anticipate from a redistributive land reform.

The collective fams in their new incarnation have continued to receive priority from the

date. Input markets are missng or functioning poorly. Smal farmers have poor access to

technology; extenson services are lacking or are inadequate.  Market information is difficult to
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obtain or inaccurate.  Transport services have broken down and the physica infrastructure has
been dlowed to deteriorate.  The smdl farms carved out of the collectives are poorly equipped,
mogst of the capital stock being retained by the collective farms or their large farm successors. In
some countries small farmers have lost access to socid sarvices because education and hedth
fadilities have traditiondly been pat of the collective faam system. Like many reforms in Lain
America, but unlike the successful reforms in China and Vietnam which we discuss beow in
section 3, the land reforms in the trangtion economies have tended to leave smdl farmers on
ther own, to snk or swim as best they can. Unfortunately, large numbers have faled to swim
and the consequence is likely to be a continued risein rura poverty.

3. Land Reform Successes

In the period since the Second World War five Asian countries successfully transformed
their agrarian dructures into a sysem of individud pessant faming with a highly egditarian
access to land. These countries are Jgpan, Tawan, South Korea, China and Vietham. The
redigribution of land in these five countries was perhgps the most comprehensve ever
implemented and their experience is unmaiched.*® The initid conditions were smilar in dl five
countries, namely, extreme scarcity of land,*’ a very large agriculturd sector, high incidence of
tenancy and an unequd didribution of landownership. But the five countries followed two
distinct paths which ultimately led to the creation of an egditarian peasant farming system.

Japan, Tawan and South Korea followed a policy of “land to the tille” and distributed
land ownership rights among households in a highly egditarian manner.  China and Vietnam
dso followed radicdly redigtributive policies after expropriating the landlords, but they quickly
replaced pessant farming by collective farming. Collectivization was not reversed for severd

decades, but eventudly, in what might be cdled a second land reform, both China and Vietnam
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created a system of individud pessant faming. In what follows we shdl discuss the cases of
Tawan and South Korea in some detail, and make only a brief reference to Japan, and then
discuss the Chinese case in some detal, while agan making only a brief reference to the amilar
experiencein Vietnam.

Taiwan

Land reform in Taiwan, South Korea and Japan was based on compulsory purchases of
land by the government from those who had land in excess of a specified amount. The ceiling
was st very low and the price pad by the government was wdl bedow a hypotheticd free
market price.  There was thus a subgtantial eement of confiscation. Land was digtributed among
tenants and landless households at a low price and payments by recipients were financed by
granting them credit. Let us consider the case of Taiwan.*®

In Taiwan in 1950 there were 871,000 ha. of cultivated land and a cropping ratio of 1.65.
The amount of land per agriculturd worker was 0.62 ha and land per person in the farm
population was 0.22 ha. This implies that land was as scarce as in Bangladesh and nearly as
scarce as in South Korea.  The tenancy rate before land reform was high: 39 per cent of fam
families were pure tenants and another 25 per cent were part tenants. Tenancy contracts were
ord and tenure was insecure.  Rents were often haf the anticipated harvest and were pad in
advance, with no subsequent adjustment for harvest failures.

Land reform was introduced between 1949 and 1953 by the newly arrived Guomindang
government that had lost the Chinese civil war to the communists and had been forced to retresat
to the idand. The land reform was complemented by a series of measures that were intended to
dimulate agriculturd  growth while improving the didribution of income.  These measures

induded invesment in rurd infrastructure, the use of price incentives to encourage a hift in
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production away from rice to higher vaued crops and government sponsored research in plant
breeding and agronomy.

The land reform itsdf had three components that were implemented sequentidly. Fird,
in 1949, came a reduction in rents paid by tenants and the introduction of more favourable tenure
contracts.  The maximum rent was set a 37.5 per cent of the anticipated annua output of the
man crop. When the harvest faled, tenants could apply to farm tenancy committees (which
were cregied in dl rurd locdlities) for a reduction in rent below the celing. In addition, tenants
were no longer required to pay rent in advance. Written contracts were required and were
regisered and leases were fixed for a minimum of three years. Ladly, if landowners wished to
sl their land, the tenants had to be given the first option to purchase it.

These land tenure reforms affected 43 per cent of dl farming households or more than
two-thirds of tenant and part-tenant households. One consequence of the tenure reforms was to
reduce the maket price of land shaply and this, as we shdl see laer facilitated the
redigribution of land ownership. Another consequence was to increase the incentive of tenants
to inves in the land. Enforcement of the tenancy reforms was greetly facilitated by the presence
of the loca tenancy committees.

The second component of the land reform consisted of the sde of public land. The new
government came into possesson of about 170,000 ha, or roughly 20 per cent of the cultivated
area, which had been abandoned by the Japanese at the end of the Second World War. This land
had belonged to the Japanese owned Sugar Corporation, which rented some of the land to
tenants. The new government began to sdl this land in 1948 and sdes accderated after the
tenure reforms proved to be successful. The average size of a parcel was one chia, or 0.97 ha.

Priority in sdes was given to tenants who were dready cultivating public land and to other

39



landless households. The sdes price was wel below the market price and was fixed a 2.5 times
the vaue of the annua output of the main crop. Payment was in kind and spread over ten years.
Thus the annual payment was equivaent to 25 per cent of the harvest and was well below the
maximum rent paid by tenants. By 1958 nearly 80 per cent of the public land had been sold.

The third component of the land reform, and the most important, was the compulsory sde
of land by private landowners to the government. Landowners were alowed to retain only three
chias of land of average qudity. Any excess above this was s0ld to the government a the same
price & which the government sold public land, namely, 2.5 times the vdue of the annud output
of the main crop. Landlords were paid partly in land bonds denominated in kind (70%) and
partly in shares in four public enterprises that had previousy been owned by the Japanese (30%).
The terms of sde of land to the reform beneficiaries were the same as in the case of sdes of
public land.

The effect of the compulsory land sde programme was huge. Between May and
December 1953 tenant households acquired 244,000 ha. of land, or approximately 28 per cent of
the cultivated area.  The combined effect of the three components of the land reform was to
tranform Tawanee agriculture and greetly improve the digribution of income and wedth.
Poverty declined subgtantially. Pure tenancy declined to only 17 per cent of farm households
and the burden of rent they had to bear was much reduced; 48 per cent of fam households
received land and as we have seen, the burden of repayment was of short duration and annud
payments were wel below even the reduced rental rates. Agriculturd growth acceerated:
between 1952 and 1964 total production grew five per cent a year and crop production per
worker grew three per cent a year.*® It is hard to imagine that the overal performance could

have been better.
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South Korea

Both the initid conditions and the process of land reform in South Korea were smilar to
Taiwan.®® Land was even more scarce in South Korea and tenancy more widespread: 49 per cent
of farmers were pure tenants and 35 pr cent were part tenants. Rents were 50-60 per cent of the
crop, leases were oral and insecure and evictions were common.  Tenants were responsible for
al cogts of cultivation and hence the net income of many was less than 25 per cent of the crop
even in a good year. Purchases of land by tenants were virtudly impossble.  Landownership
prior to the reforms was highly unequa: the richest 4 per cent of farm households owned 50 per
cent of the land and the Japanese owned another 20 per cent of the land. Operationa holdings,
however, were evenly distributed: only 6.7 per cent of the land was cultivated in holdings larger
than 2 hectares. This made it easy to trandfer land from non-cultivating owners to their tenants
without disturbing the pattern of operationd units.

The reform process began with land tenure reforms in 1945. These were introduced by
the U.S. military government which occupied South Korea at the end of the Second World War.
Rents were fixed a one-third of the vaue of dl crops produced or a the levd currently being
charged, whichever was lower. Payment of rent was to be in cash, not in kind as previoudy, and
output was to be vaued a prices set by the military government or a “reasonable exigting
market prices’. Tenure contracts were registered at the local land office.

These reforms agpplied only to land under the control of the U.S. military government,
i.e, to land abandoned by the Japanese and Korean “collaborators’. There was no mechanism to
enforce tenure reforms on land owned by ordinary Korean landlords. Many of these owners,
however, became fearful of land reforms and attempted to coerce their tenants to buy ther

holdings a prices highly favourdble to the landlords. The dternative was eviction. Thus it is
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clear that, because there was no effective enforcement mechanism, poor farmers benefited little
if a al from the tenancy reforms.

The U.S. military government then prepared a “Homestead Act” under which ownership
of land would be trandferred to tenants. Implementation of the Act, however, was postponed
until a cvilian government could be formed. In 1948 the Provisond Government issued an
ordinance which provided for the sale of land previoudy held by the Japanese and for 15 per cent
of the land owned by Koreans. Priority beneficiaries were tenants who owned less than 2 ha of
land. The price was set a 3 times the value of average annua production, to be paid in kind over
15 years. In practice, however, the true price was only about 1.8 times the vaue of yearly output
because caculation of the “average’ vaue of production was based on the immediate post-war
years when output was unusualy depressed.

In 1949 and 1950, under a civilian government, further reforms were introduced. All
land in excess of 3 ha per household and dl land of any Sze that was owned by absentee
landlords was to be compulsorily acquired by the government. Compensation to landowners was
based on the sze of holding; the average price was 1.5 times the average annuad output, payable
over five years in negotiable land bonds. Land was sold to the reform beneficiaries a the same
price, payable over five years in cash or in kind. Tough enforcement provisions were introduced,
including confiscation of land from landlords who attempted to evade the law. Land committees
were created with representatives from government, tenants and landowners to oversee the
process. Findly, landiords were alowed to use their compensation payments to purchase shares
in commercid and industrid enterprises acquired by the government from the departing
Japanese.  These enterprises accounted for about 80 per cent of the indudtrial sector in the

country.
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Table1l

The Digribution of Land in South Korea Before

And After Land Reform

Tenure category Land Didribution (%)

1945 1954
Full owner 13.8 50.4
Part owner 34.7 39.3
Full tenant 48.8 7.2
Other 2.7 3.1
Size of Operationa Land Digtribution (%)
Holdings (ha.) 1947 1953
Below 0.5 41.2 44.9
05-10 33.3 34.2
1.0-2.0 18.8 16.5
20-30 5.3 4.3
Above 3.0 14 0.1

Sources. Ownership digribution: Sidney Klein, op. cit.; didribution of holdings. Robert Morrow
and Kenneth Sherper, “Land Reform in South Korea” U. S, Agency for Internationd
Development, AID Spring Review, Washington, D.C., June 1970.

As can be seen in Table 1, the land reform in South Korea resulted in an enormous
change in the didribution of landownership, but the distribution of operationd holdings was left
largdly unaffected. Land under full tenancy fdl from 48.8 per cent of the tota to 7.2 per cent
whereas land cultivated by owner-operators increased from 13.8 per cent of the total to 50.4 per
cent. By 1954 roughly 90 per cent of South Korea's farmers owned dl or part of the land they
cultivated. The improvement in the digtribution of income and productive assets did not come at
the expense of growth and efficiency. In fact between 1952 and 1971, agriculturad output
increased 3.5 per cent a year. This was a substantidly faster rate of growth than for any other
Asan country at the time. Moreover, this growth occurred in a sector where output per hectare

dready was higher than in dl other Adan countries except Japan. Income inequdity remained
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low, with the Gini coefficent fluctuating mildly between 0.30 and 0.31 during the period 1965
71. Fndly, rurd households saved and invested a risng proportion of their income, showing
again that there is no conflict between equality and savings, investment and growth.®*

Japan

The land reforms in Japan were broadly smilar to those in Tawan and South Korea. The
Japanese reforms, like those in South Korea, were initigted by a U.S. military government, and
the land reform advisor to the military authorities, Wolf Ladginsky, dso was influentid in the
design of the Taiwanese reforms®* Thus the similarity of the three reformsis not coincidentd.

In Japan, dl land owned by households in excess of 4 hectares was compulsorily bought
by the government which then sold the land to tenants on exiremdy easy credit terms
Compensation to landowners was based on the nominad vaue of land prior to the post-war
inflation. That is, inflation was alowed to erode the red vaue of the purchase price and, in
effect, there was a subgantid eement of confiscation in the redidribution programme.  The
reform itsdf was implemented by dected locd land commissons conssing of 5 tenants, 3
landowners and 2 owner-cultivators. Thus evaeson of the land reform by locd landlords was
extremdy difficult.

As a reault of the reforms, the amount of land cultivated by tenants fdl sharply from 46
per cent of the totd to 10 per cent. Rent payments on the resdud tenant-cultivated holdings
were reduced to modest levels. By the time the reforms were completed, Japan had created a
system of small peasant farming based on owner-cultivators.

Reasons for success of the redigtributive reforms

Severa dements contributed to the success of the first type of Asian land reform that was

implemented in Taiwan, South Korea and Japan. There are seven points we wish to highlight.



Fird, land was very scarce in dl three countries. This is often used as an excuse to avoid
a redigributive land reform since it is argued that “there is nothing to redistribute’.  In Tawan,
South Korea and Japan, however, the scarcity of land was an important judtification for
redigribution because land scarcity inevitably is associated with high rents and a high factor
share of land in totd rurad income. Unegua land ownership results in great inequality and a high
incidence of rura poverty. Thus the greeter is the scarcity of land, the stronger is the need for an
equiteble digribution of land. The reformers in the three countries adopted a low celing of
landownership, the maximum amount of land dlowed being aout 2.5 times the average amount
of land available per household.

Second, in Tawan and South Korea, redistribution was made easier by the fact that the
date owned as much as 20 per cent of the cultivated land, which it received as a windfal gain
when the Jgpanese colonia regime collapsed a the end of the Second World War.  Thus a
ggnificant amount of land was avalable for digtribution before having to expropriate land from
locd private landowners. In addition, the problem of financing compensaion for expropriated
land was eased by the fact that the state acquired industrial enterprises that had been abandoned
by the depating Jgpanese. Shares in these enterprises were given in pat payment for
expropriated land. Thus two historica accidents associated with the war and the end of
colonidism were put to good advantage.

Third, even with the cushion provided by the two windfal gans from historicd
accidents, land redigtribution was not based on market principles. In dl three cases there was a
subgtantid dement of confiscation of landowners property and a substantia dement of subsidy

to tenant beneficiaries. In South Korea landowners recaeived between 1.5 and 1.8 times the vdue
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of annud output and in Taiwan landowners received 2.5 times the vaue of the annua output of
their land.

Thus, fourth, strong and determined governments were necessary to implement such
radica redigributive reforms.  In dl three cases the government was not dependent on
landowners for support. In Tawan, the Guomindang government had few ties to the idand.
Furthermore, the land reforms being implemented on mainland China by the communists made it
important for the Nationdist Chinese to create support among the Taiwanese peasantry and
thereby reduce the threat of agrarian rebdlion. In South Korea, the U.S. military government
spearheaded the reforms and it was able to do this in part because it had no links to the landed
aristocracy. Moreover, the threat from North Korea gave added impetus to the reforms when a
civilian government came to power in South Korea in 1948. And of course the land reform in
occupied Jgpan was desgned and implemented under the authority of the U.S. military
government. Thus specid circumstances prevaled, as they dways do in such cases, eg., in the
trangition economies today.

Fifth, in Tawan and South Korea, tenure reforms were introduced before land was
redigributed. In Tawan, the tenure reforms gpparently were successful; they led to a fdl in land
rents and in land vaues which subsequently made it easier to purchase land a low prices. In
South Koreg, the tenure reforms were not successful; indeed they led to perverse outcomes
which harmed tenants. One explanation for these differences is that a the time South Korea did
not have strong grassroots rura organizations, adthough it later developed them, whereas Taiwan
crested strong rurd organizations a the beginning of the process.

Indeed a sixth lesson is that when it came time for the government to purchase and re-<l

land a below market prices, there were strong local organizations to implement and monitor the
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reforms and to reduce corruption and bribery. Tawan, as we have seen, had an extensve
network of rura ingtitutions, South Koreg, a little later, crested an equdly extensve network of
tripartite land committees, with representatives of tenants, owners and government; and Japan
had its network of locdly eected land commissions. In other words, active participation in the
reform process by the intended beneficiaries was an essentia ingredient of success.

Findly, pre-reform inditutiona arangements in Tawan, South Korea and Jgpan were
broady smilar yet very different from those found, say, in South Asa The incidence of
agricultura wage labour was low, absentee or noncultivating ownership was high and
operational holdings appear to have been evenly didributed. This was certainly true in the case
of South Korea Land redigribution in essence represented a transfer of land titles from the
predominantly non-cultivating landlords to the actua tenant cultivators. Thus redigtribution did
not displace those who actudly tilled the soil. Farming continued to be carried out by the same
people and there was no disruption of production. On the contrary, the improved sructure of
incentives led to arapid rise in production.

The reasons for the digtinctive tenure arrangements are unclear, but the combination of an
evenly digributed pattern of rainfal and extreme scarcity of land may have played a role by
reducing the importance of anima power in cultivation. This meant that even those households
which did not own draught animas could nevertheess be satisfactory tenants, whereas in South
Asa a would-be tenant without draught animds is a a severe disadvantage and is likely to find
employment only as an agriculturd wage worker. The result in East Asa was that there were
few agricultural labourers, most poor people were tenants and tenanted land was very evenly

digributed. Thismade it easer for aredistribution of land to reach the very poor.
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China

China and Vietnam followed a different path to a redigributive land reform. In both
countries the landlords were overthrown &fter a revolutionary upheavd. Initidly land was
redigtributed among peasant households and an egditarian peasant farming system was created,
but that sysem soon was abolished in order to create a syslem of collectivized agriculture.  After
decades of druggle to create an efficient system of collective agriculture, the atempt was
abandoned and ingead land was once again didributed among individud households and a
system of egditarian peasant farming was reingtated.

China's firgt land reform was completed in 1952, three years after the communists came
to power. The didribution of land by household in 1955, following a Maoist classfication based
on the socio-economic datus of households prior to the revolution, is depicted in Table 2.
Landlords, according to this classficetion, are those who in pre-revolution China were largely
non-cultivating landowners.  Rich famers are those who cultivated their own land themsdves
but who also used hired workers. Middle peasants were farmers who owned some land and may
have rented some land as well but who did not use hired workers. Poor peasants either rented the
land they farmed or hired themsalves out as wage workers, or both.

Teble2

The Didribution of Landownership in China, 1955

Socio-economic Per cent of Per cent of Average Area
Status Households Tota Area Owned Owned (ha.)
Poor Peasants 57.1 46.8 0.81

Middle Peasants 35.8 44.8 1.23

Rich Peasants 3.6 6.4 1.75
Landlords 2.6 21 0.80

Source  Azizur Rahman Khan, “The Didribution of Income in Rurd Ching” in ILO, Poverty
and Landlessnessin Rural Asia, Geneva, 1977, p. 259.
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A pre-reform survey from the 1930s shows that landlords a that time accounted for 3.8
per cent of rura households and owned 30 per cent of the land. While a direct comparison of the
1930s survey with the data in Table 2 for 1955 is impossble, it is very clear that most of the land
in possession of landlords was confiscated and distributed to poor pessants. Indeed, after the
reform, the average landlord household owned dightly less land than the average poor peasant.
Rich peasants, in comparison, were treated more gently than landlords and even after the reform
they had more than twice as much land on average as poor pessants. The main target of the
reform was the class of non-cultivating households thet lived off rent.

Radica land confiscation and redigtribution did not dow the pace of agriculturd growth.
On the contrary, during the period 1950-57, total grain production increased 5.2 per cent a year
and the production of rice and whest, the two most important grains, grew even faster.>® This
growth performance in agriculture was not equaled for a comparably long period during the
collective era that followed. In addition, the reforms resulted in a highly egditarian digtribution
of rurd incomes® Findly, post-reform agriculture made a substantiad contribution to nationd
capitd formation. In fact estimates by Victor Lippit suggest that by 1952 about 35 per cent of
the country’s gross investment was financed by savings generated as a direct consegquence of the
land reform measures.>

Despite these achievements, a process of agriculturd collectivization was begun in 1956
and completed in 1958. Chairman Mao attacked the egditarian peasant farming system on two
grounds. Fird, it was argued that peasant farming was bound to be inefficient because the smadll
Sze of fam did not alow mechanization and modernization to occur. This is the economies of
scde agument.  Second, it was argued that pessant farming systems ultimately would be

inequitable because sooner or later the rich peasants would contrive to take over the land of poor
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peasants>®  Actua experience in China, however, contradicted these arguments.  Collective
agriculture did not result in a more equa didribution of income then under the peasant farming
sysem and collective agriculture falled to produce the promised efficiency gans Indeed the
sysem proved to be highly inefficent® In the late 1970s China began to dismantle the
commune system and by the early 1980siit had restored a system of private peasant agriculture.®®

This process usudly is described as decollectivization, but it could equdly wel be
described as a land reform.  Land that had hitherto been owned by the state and leased to the
communes was redigributed to individud households. The date retained ownership of the land
but individua households had secure rights to use it.  Initidly the usufruct rights were for a
limited period, but they were soon made permanent and heritable. In this way, China recrested
an individud pessant farming system after three decades of experimentation with various forms
of commund agriculture.

Within each locdity, land usudly was digtributed on an equa per cepita bass. Thus any
differences among households in the amount of land per person were due to differences in per
capita land endowment across locdities. These differences could of course be quite substantia
when consdering China as awhole and its great regiond variation.

This second, redigributive land reform was complemented by other measures to promote
rurd development, eg., an improvement in agriculture’s terms of trade, liberdization of output
markets and improved access to inputs. The result was a sharp acceeration in the rate of growth
of agricultura output, namely, from 2.8 per cent a year between 1965 and 1975 to 5.7 per cent a
year between 1978 and 1988. That is, the agricultura growth rate doubled. Equaly important,

land reform and accelerated agriculturd growth became the driving force behind the remarkable
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trangtion in China from a planned economy to a more market oriented economic system. This
trangtion raised growth rates and living standards throughout the entire country.

The digribution of income in the countrysde actually became more equa during the
early phases of this second land reform.  The Gini coefficient of income digtribution in the rurd
areas declined seadily from 0.32 in 1978 to 0.22 in 1982. Thereafter inequality began to
increase and the Gini coefficient rose to 0.34 in 1988 and 042 in 1995. Was this rise in income
inequality one of the consequences of restoring a peasant farming system? The data in Table 3
will help us answer this question.

The Table includes data on the didtribution of income, on land unadjusted for differences
in qudity, and on “adjusted land’, where each hectare of irrigated land is treated as being
equivdent to two hectares of unirrigated land. We report both the Gini coefficients and the
“concentration retios’, where households are ranked by their per capita income.  The
concentration retio for a paticular variable, say land, is edtimated by firg obtaining the
cumulative digribution of land among the cumulative per cent of the rurad population ranked by
per capita rura income. The concentration retio is then cdculated from this didribution in the
same way tha the Gini coefficient is cdculated. If the concentration ratio of a varigble is lower
then the Gini coefficient of income didribution then it can be sad that the varigble is more
equaly digsributed than income. In other words, its digribution is sad to have an equdizing

effect on the digtribution of income.
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Table3

The Digribution of Land and Incomein Rurd
China, 1988 and 1995

1988 1995
Gini codfficient
Income 0.34 0.42
Unadjusted land 0.50 0.43
Adjusted land 0.47 0.41
Concentration ratio
Farm income n.a 0.24
Unadjusted land 0.02 0.00
Adjusted land 0.06 0.05

Sources. Azizur Rahman Khan and Carl Riskin, “Income and Inequdity in Chinat Compaosition,
Didribution and Growth of Household Income, 1988 and 1995, China Quarterly, No. 154, June
1998 and Mark Brenner, Re-Examining the Didribution of Wedth in Rurd China, Ph.D. thess,
Universty of Cdifornia, Riversde, 2000.

The didribution of land in China, whether measured in unadjusted or in irrigation
adjusted units, is much more equdly didributed than in a typicd developing country. Moreover,
as the Gini coefficients in the Table indicate, the digribution of land in China appears to have
become more equa between 1988 and 1995. Thus there is no evidence that the reintroduction of
a peasant farming system has led to greater land concentration. It can dso be seen in the second
column of the Table tha, a least in 1995, the only year for which we have data, income from
faming has an equdizing effect on the didribution of rurd income as a whole: the concentration
ratio for fam income (0.24) is less than the Gini coefficient for rurd income (0.42). The
equalizing effect of fam income on the overdl didribution of income is explaned by the very
low concentretion ratio for land. This implies that people a different levels of per capita income
have virtudly the same amount of land. Thus the didribution of land is not a source of

inequdity in the digtribution of income. Furthermore, between 1988 and 1995, the concentration
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ratios for land actudly dedined, indicating that the egditarian digtribution of land had an even
dronger equdizing effect on the didribution of income in 1995 than it did in 1988. Income
inequdity in rurd China increesed subgtantidly over the period because of growing inequdity in
non-farm sources of rurd incomes. The land reform, by providing remarkably equa access to
land, helped to contain the forces generating inequdlity.

Vietnam

Vietnam followed a path smilar to Chinds® When the communists came to power,
land initidly was redigributed to the rurd poor, but this was soon followed by agriculturd
collectivization.  Prolonged stagnation of production led to a graduad move away from
collectivized agriculture and indeed the move to family-based farming began severad years
before the economy-wide reforms were introduced in 1989 and Vietnam entered into a trangtion
to amore market oriented economy.

In 1981, roughly two years after the sart of the second land reform in China, the
Vietnamese government authorized individua households to enter into production contracts with
the agricultural cooperatives, which however continued formaly to exist. It is widdy recognized
that this sysem of contract farming greetly improved the sructure of incentives and accounts for
the rapid increase in agriculturd output in the early 1980s.  Decollectivization, as in China,
condged of a redigribution of rights of access to land. The resulting distribution of usufruct
rights was highly egditarian within a given locdity, dthough per capita holdings of land differed
across regions because of differences in the land endowment per person.

The date continues to own the land. Peasant farmers, however, enjoy the right to use,
inherit and trandfer the use of land, to rent out the land and to use land as collaterd for loans.

Thus land has been commercidized rather than fully privatized. Farmers enjoy security of

53



tenure, for 20 years in the case of crop land and 50 years for forest land. The sde of land is not
permitted. There is a land tax, typicaly a fixed proportion of a benchmark output per hectare.

Some redrictions remain on the pattern of land use. The most important is that rice land
generdly is not permitted to be converted to other crops. So far this redtriction has not been
ggnificant because the area dlocated to rice has increased rapidly since the reforms were
introduced. It is possible however that in particular locdlities the redtriction on redlocating rice
land has prevented farmers from adopting a more profitable cropping pattern.

The reforms in Vietnam have not yet resulted in unredricted pessant farming, but the
country has moved a long way towards cregting a smal fam sysem. Most important, the effect
of the reforms on incentives, initistive and effort have been dramatic. As in China again, land
reform was accompanied by a number of other improvements. Compulsory deiveries of output
to the dtate at low, fixed prices were abolished. Peasants were dlowed to sdl their marketable
surpluses to private traders.  Redrictions on non-farm private enterprises were removed. The
result was arapid risein rurd output and incomes and asharp fdl in poverty in the countryside.

The two Asian paths compared

Dexpite their different trgectories, the find outcome of the Chinese and Vietnamese
experiences seems to be remarkably smilar to the experiences of Tawan and South Korea (and
even Jgpan). The two paths ended by creating an egditarian smdl peasant farming system.

In Tawan and South Korea the financid codts of transferring land from large landowners
to the poor were kept low in part because land and indudrid assets left behind by departing
Japanee colonidids fell into the hands of government and in part because government policies
deliberatedly and severely depressed the price of land, and this enabled the government to

expropriate land at confiscatory prices. Equaly ruthless methods were adopted in Japan. In



China and Vietnam, land reform was implemented after a successful revolution.  The financid
cost of trandferring land was approximately zero because the land was confiscated and the
landlords were left with very smdl holdings.

Radica land reform was paliticdly possble in dl five cases because of exceptiond
circumgtances.  In Japan and South Korea an occupying army played a decisve role. In Taiwan,
too, one could say tat land reform was introduced by an occupying army, or a least by an dien
politica force that had no ties to the landowning elite. In China and Vietnam, those who came to
power after a long revolutionary sruggle viewed the landowning class as representatives of an
obsolete feudd order and their politicd enemies. In three cases, namey, South Korea, Tawan
and Vietnam, land reform occurred in the aftermath of decolonization, while in Ching, the first
land reform can be seen as an aspect of nationd rguvenation after years of nationd humiliation
by the presence of foreign spheres of influence and a panful period of occupation by the
Japanese army during the Second World War.

In saverd cases the reatively equa didtribution of tenant holdings made it technicdly
esder to creste an egditarian didribution of landownership; one could Smply trandfer land titles
from the non-cultivating owners to the actud tillers of the land. In dl five Asan cases the
redigributive land reforms were complemented by other policies which increased the access of
andl famers to markets and inputs and improved production incentives. These complementary
policies were important for promoting agriculturd growth and ensuring that the once-for-dl
benefits of the redidribution of productive assets were reinforced by improved long run
performance.

The big difference between the two paths is that China and Vietnam took a long detour

aiter ther initid redigributive land reforms to explore collective agriculture.  In the end they
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returned to a smdl pessant farming system, but it is clear in retrospect that on baance the detour
was wasteful. Had China and Vietnam persevered with and strengthened their smal pessant
faming sysems it is likdy that they would have avoided the long periods of dow growth, the
consequent persstence of massive rura poverty and the periodic disagters, in China, of the “great
legp forward”, famine and the “cultural revolution”. In retrogpect it is evident that Mao was
wrong to believe that a smdl pessant faming sysem was necessxily inefficient and that it
inevitably would result in a concentration of landownership.

It must be recognized that within the overdl framework of centrd planning that China
and Vietnam adopted, a successful sysem of peasant farming was impossble. The same is true
of course of a successful system of collective farming. Indeed the irrationd set of relative prices,
the arbitrary procurement policies and the bureaucratic control over inputs and agriculturad
savices were incompatible with efficient agriculture of any type, but perhaps they were
epecidly incompatible with an egditarian smdl pessant farming sysem. If o, given the choice
of centrd planning, the subsequent choice of collective agriculture may not have been totdly
irrational. The key point, however, is that a smal fam sysem is more likdy to thrive in a
decentralized economy where market forces are given considerable room to operate.

4. Land Reform in a Macroeconomic Context

The impact on povety of a redidributive land reform is srongly affected by the
macroeconomic context.  The successful land reforms in Tawan, South Korea, China and
Vietnam contributed subsequently to rapid economic growth. Poverty declined over time in part
because the land reforms resulted in a more equa didribution of income and wedth and in part
because rapid growth raised the average level of income. In contrast, the land reforms in the

former Soviet Union and in eastern and centrd Europe occurred in an environment of negetive
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growth and fdling average incomes and this made success much more difficult; indeed it
resulted in a process of agriculturd involution.  Similaly, the land reforms in Bolivia and
Nicaragua were disgppointing in pat because they occurred in an unfavourable economic
context.

The direction of causdity runs both ways. There is evidence that a more equd
distribution of land leads subsequently to faster growth,®® for reasons discussed in section 1, and
rapid growth increases the likdihood thet a redigtributive land reform will help to reduce rurd
and even urban poverty. The pattern of growth, however, is as important as the pace of growth.
If growth is income disequdizing, eg. because the incentive dructure favours a high degree of
mechanization or because growth is based on naturd resource rents from the extraction of
minerds and petroleum or because economic policy srongly favours the indudtria sector, then
the income and wedth equdizing effects of a land reform will be patly or (eventudly) wholly
offset by the disequdizing effects of the pattern of growth. This is what happened in China in
the second hdf of the 1980s when the development drategy shifted from reliance on the
domestic market to heavy rdiance on externad markets®  On the other hand, if growth is
employment intensve and hence income equdizing, land reform and growth will reinforce one
another and poverty will decline rapidly. This is wha happened in China between 1978 and
1985.

Land reforms are unlikely to succeed if development policy has a pronounced urban bias.
It is neither necessxy nor desrable that policy should discriminate postively in favour of
agriculture, but drong discrimination againg  agriculture virtudly guarantees that redistributive
land reforms will be disgppointing. This is what happened to many land reforms in Latin

America, where import subdituting indudridization policies discriminated agangt  agriculture
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both before and after land redigtribution measures were introduced.  Something smilar occurred
in Ethiopia Land reform is not a subgtitute for policies to promote agricultura development; on
the contrary, agricultural development and land reform should be seen as complementary.

The removd of urban bias is therefore a necessary condition for a successful
redigributive land reform.  One implication of this is that “digortions’ in the dtructure of
incentives should be corrected so that resources are not atificidly channded away from
agriculture.  Rdative product and input prices should reflect their opportunity costs — the terms
of trade should not be ddiberatdy turned againgt agriculture — and equdly important, agriculture
should have equal access to scarce resources such as foreign exchange and finance @pitd. The
Sructure of incentives encompasses more than relative prices.

Another implication is tha the dlocation of public investment should not be biased
agang the agriculturd sector. Public investment (taking into account complementarities and
externdities) should be dlocated to projects with the highest socid raes of return.  Often this
has not occurred: governments have favoured large scde industry and the mgor metropolitan
aess (paticulaly the capitd), and have neglected socidly profitable invesments in the rurd
aess in trangport, power, communicetions, irrigation. The same is true of human capitd
formation. The countrysde has been relatively neglected when it comes to public expenditure
on educdaion, hedth, family planning services, agricultural extenson, research, and so on. Yet
adequate investment in human and physical capitd ae necessary to support a land reform and
ensure agricultural growth.

The rurd poor, however, confront more than urban bias; they dso confront landlord bias.
That is within the agriculturd sector, government policy often favours large “progressve’

famers and large “capitdist” or “commercid” farms, to the neglect of peasant cultivators and
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gndl family fams In many countries where there has been some redidribution of land, the
peasantry in effect has been abandoned and resources have been concentrated on the remaining
large faams. This occurred, for instance, in Mexico after its land reform (where state investment
in irrigation and research on new varieties of wheat favoured large farmers in the north) and
more recently in many of the ex-socidist trangtion economies (where the re-named collective
fams continue to dominae the agriculturd sector). It is hadly surprisng that in such
crcumgances smdl fams fail to flourish or that rurd poverty fals to diminish. Land reform is
doomed to failure unless it is accompanied by the removad of landlord bias in government palicy,
and in its place pro-poor policies are implemented.

This has numerous implications for a broad range of policies, eg., human capitd
formation (with priority for primary education and primary hedth care), extenson (target smal
farmers), agricultural research (concentrate on crops produced or consumed by the poor), credit
(develop programmes which reach amdl farmers, the landless and the poor in generd), irrigation
(develop mechanisms to ensure that water is alocated equitably) and associations of the poor
(creste an environment which encourages the poor to form organizations to represent and defend
their interests).  Urban bias and landlord bias can be understood as parts of a wider sysem of
labour control. Land concentration, too, is part of asystem of labour control.

The thrust of a programme to reduce rurd poverty should be to undermine the system of
labour control, by reducing the concentration in the ownership of land, by diminating landiord
bias, by correcting urban bias and by weskening the socid, environmental and inditutiona
controls that obstruct the materid and human development of the poor. A successful
redigributive land reform is thus likely to be only one pat of a comprehensve effort to reduce

both income and human poverty. Land reform in this broader context is extraordinarily difficult;
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it is inevitably confrontational and the outcome of druggle and it is a rare event, occurring only
when the balance of palitica forces is propitious. Land reform is not a technocratic exercise; it
isatransforming politica event.

Mgor land reforms, whether redidtributive or of some other type, have occurred under
unusua circumstances, namely, as part of a socid revolution (Mexico, Bolivia, Nicaragua, Cuba,
Russia in 1917, China in 1949), as the outcome of war (Japan, Taiwan, South Korea, eastern and
centra Europe after 1945), as part of the process of liberation from a colonid power (Kenya,
Algeria, eastern and centrd Europe after 1989) or as pat of a process of systemic change
(Ethiopia, Vietnam, China in 1978, the former Soviet Union in 1991). Land reforms of more
limited scope have occurred in many other countries, and the benefits from limited land reforms
should not be dismissed lightly, but by definition they have not been trandformative and ther
effects on theincidence of rura poverty have been modest.

Some andyds have expressed scepticism about the wisdom of redidributive land reforms
and the vaue of cresting a smdl fam sysem. Some sceptics favour the Status quo in
agriculture, whatever that may be, on grounds that land reform is a cause rather than a
consequence of violent upheava and that it usudly results in a severe contraction of output.
While there is truth to the assertion tha land reform often is associaied with violent change
(revolution, war, decolonization), the two do not dways go together, as the recent experience in
China indicates. Moreover, there are many cases where land reform did not lead to a fdl in
output but rather to a subgtantid increase, eg., (Taiwan, South Korea, China in 1949-52 and
after 1978).

Other sceptics of redidributive land reforms favour instead the creation of large farms,

ather collective fams or large private fams, on grounds that smdl fams make it difficult to
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exploit economies of scde. Again, there is some truth to this but the argument should not be
overdated. In countries where labour is abundant, economies of scae in cultivaion are unlikey
to be important and smdl farms consequently are likely to be efficient. At some point however,
as deveopment proceeds, the size of the agricultura labour force will begin to decline
abolutely.  Farm mechanization will become increesingly necessary and economies of scae
may become important. Continued efficiency in resource use will then require consolidetion of
farms and an increase in average farm sze. This should not pose a problem provided land can be
freely bought and sold or, dternaively, there is an active market in land leases. Thet is land
must either be privatized or commerciaized.

Where farms are too smdl to judtify the purchase of machinery or where credit markets
function poorly and farmers are unable to borrow capita in order to purchase equipment, renta
markets for machines may emerge and, if so, they will enable farmers to overcome problens of
economies of scae in cultivation.  Indeed in many developing countries it is possble to rent not
only mechanica equipment but aso bullocks and other draught animas for plowing. Economies
of scde ae likdy to be a bigger issue in other rurd activities such as agriculturd processing,
marketing, purchesng of inputs such as fetilizer and invetment in irrigation and drainage
sysems. If a country adopts a smdl farm drategy and implements a redistributive land reform,
solutions to the problem of economies of scde in off-farm activities will have to be found. One
possihility is to look for market solutions, i.e, to rely on private enterprise to supply the service
in response to profit opportunities.  Another possibility is to organize the small farmers and help
them creste and manage an irrigaion associaion or a multi-purpose cooperative. A third
posshility would be for the locd or provincd government to invest in and manage a fadility,

eg., a cand irrigation project. In other words, there are severd obvious solutions and there is no

61



reason why the exigence of economies of scale in some rurd activities should be an insuperable
obgtacle to the creation of a smal peasant farming system.

Even s0, a third group of sceptics opposes redigtributive land reforms because of what
they believe ae unfavourable behavioura characterisics of smdl fames.  The hoaiest
agument is that smdl fames tend to be tradition-bound, subsistence-minded and hence
unresponsive to economic opportunities.  According to this view, smdl farmers respond neither
to price incentives nor to new profitable technologies. Research, however, has shown this view
to be wrong.®?> Peasant farmers do respond to changes in reative prices. It is true, as we have
argued above, tha smdl farmers typicaly face a different Structure of incentives compared to
large landowners, and in particular they face a different set of rdative factor prices, but when the
prices they face change, smdl farmers respond as quickly as anyone dse.  Similaly, there is
abundant evidence that smdl famers esgerly grasp opportunities to raise their incomes by
adopting new technologies, when these become avalable and are profitable to them. The
problem is not the mativation of smdl farmers but the inability of smdl farmers to innovate, eg.,
because of lack of accessto finance capitdl.

A more sophidicated argument is tha smdl famers behave differently from large
because they are exceptionadly risk averse® Smal famers cannot aford to produce for the
market because if the market price of therr crop were to fal, the family could sarve.  Hence
peasant farmers concentrate on subsistence crops and sdf-provisoning.  Smilarly, it is damed
that smal famers could wel rgect a new technology that promises higher average output and
income if that technology aso has a higher variance of output associated with it. Risk averse
smal farmers would prefer a traditiond technology with low average output and low variance to

an improved technology with higher average output but aso higher variance. Those living in
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poverty and on the margin of subsistence, it is argued, cannot afford to take a chance because the
consequences of acrop failure could be catastrophic.

In an ideal market eonomy, risk averse farmers, whether smal or large, could reduce the
risks they face by purchasng crop insurance. In the red world, of course, this sddom is
possble. None the less, mechanisms do exig which enable smdl farmers to spread risks.
Sharecropping contracts is one such mechanism. A diversfied cropping pettern is another. The
divison of a holding into severd parces is yet another, snce land fragmentation dlows a
pessant to have bits of land which may differ in terms of micro-dimae, soil qudity, dtitude,
availability of water, etc. Fragmentation, in other words, enables a peasant household to have a
diversfied stream of income from, say, annua crops, tree crops and livestock. Networks of
relatives, friends and compadres — so common in developing countries — provide mutud hdp in
difficult times and thereby dso spread risks.  Findly, informd credit markets, too, endble smadl
farmers to spread risk, dbet a a high price, snce if things go badly a peasant borrower can
default on his loan from the moneylender. Given the variety of ways in which smdl farmers can
cope with risk, it is very unlikey that risk averson makes smal farmers less entrepreneuria and
gamdl farm sysems less dynamic.

Fndly, it is frequently damed that because of the vicious circle of poverty, smdl
farmers save a much lower proportion of their income than large landowners. This implies that
in the long run a redigributive land reform and the cregtion of a smal peasant faming system
will resut in a lower rate of investment in agriculture, a dower rate of growth and hence a higher
incidence of poverty. The evidence, however, does not support this pessmigtic view. Savings in
the rurd aeass of low income countries depend primarily on the avalability of profiteble

invesment opportunities rather than on the levd of income of the household® Tha is in the
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absence of wdl functioning capitd markets, people save in order to invest and the decision to
save becomes indistinguishable from the decison to invest.

Households can finance invesment ether by setting asde pat of ther income, i.e,
consuming less or saving in the conventional sense, or by working longer and harder, i.e, by
reducing leisure time.  Low income households are unlikely to consume less or work more unless
they have a profitable investment opportunity within their grasp. Those who do not possess
productive assets, such as a landless agricultural wage worker, have few investment
opportunities and hence have a low propendty to save. But if a wage worker is transformed into
a smdl pessant famer by a redigributive land reform, opportunities to invest in the land will
aise and the propendty to save will incresse.  Investment and growth will accderate, partly
because households reduce their consumption temporarily (eg., to buy a plow) and partly
because households increase the number of days of work (eg., to dig a drainage ditch or level a
fidd). Asaresult, rurd poverty declines.

Smilaly, a redigribution of land among dready exiding landowners, or from
landowners to their tenants should not have a ggnificant effect on the rate of investment.
Certainly there is no reason to suppose that levels of investment would decline. Indeed the
redigributive reforms in Tawan and China gppear to have led to an increese in household
investment in awide range of activities, including rurd housing and non-farm rurd activities.

In concluson, the arguments againg an agricultura system based on smdl fams are
unpersuasive.  Family farms use resources efficiently and can be just as dynamic as large fams
In addition, the digtributions of income and wedth are much more equd, and equitable, under a
gmal peasant faming sysem than under a system based on concentrated landownership. The

advantages of a smdl fam sysem become most gpparent when macroeconomic policies



promote employment intensve growth, when sectora policies promote human development and
avoid urban bias, and when agriculturd policies avoid landlord bias and weaken the system of
labour control. Under these circumdances, a sysdem of smdl family farms would contribute
massvely to the dimination of income poverty and human poverty in rurd aess, and it would
contribute Sgnificantly to areduction in urban poverty aswell.

If the arguments in principle in favour of a smal fam sysem are so srong, and if these
arguments are drongly supported by the higtorical experience of Taiwan, South Korea, Japan,
China and Vietnam, why have our Adan success stories not been replicated in other parts of the
world? Part of the answer has to do with the fact that land confiscation was a prominent feature
of dl five success sories  In countries such as Brazil, India, Pakisan and the Philippines, the
politicadl power of large landowners, in the absence of a socid revolution, is large enough to
prevent a confiscatory redidribution of assets. In addition, international organizations (the UN,
World Bank and the IMF) and the great powers acting independently would dign themsdves
with the landlords and oppose confiscatory land reforms.  This was not aways true. In Japan
and South Korea the U.S. military initisted the land reform process and in Taiwan it strongly
supported it. Today, however, a country implementing a land reform with a amilar dement of
confiscation would encounter international hodtility and a possble suspenson of foreign ad and
lending from development agencies®®

If confiscation is ruled out for domedtic and internationa politica reasons, the dternative
is full compensation. That is land redigribution can occur only if it is possble to pay large
landowners the full market price for ther land. The likdy implication is that the beneficiaries of
the reform — tenants and the landless — would be required to pay the full or nearly full market

price for the land they receive and hence they would receive little or no subsdy. The reason for
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this is that unless the land redigribution programme is very andl, the financad cost to the
government of a “market friendly”, full compensation land reform is bound to be onerous and the
government is likely to fed compdled to shift as much of the financid burden as possble on to
the beneficiaries.

Condder an illugraive example from Bangladesh. Land is very scarce and ownership is
concentrated. The top 10 per cent of rural households owns 47.2 per cent of al the land while
the poorest 50 per cent of rurd households owns only 5.7 per cent of the land. Assume the
government decides to acquire one quarter of al the land from the richest 10 per cent in order to
redigribute it to the poorest 50 per cent of the population. The resulting overadl digtribution ill
would not be as equa asin our five success stories.

This redigribution would require the government to purchese just over 21 million
hectares of land. At an average market price of $12,000 per ha, the totd cost of land purchase
adone would be $25.5 hillion. Each hectare of land produces a yearly net income of about $700.
Assume next that the beneficiaries of the redidtribution are required to pay a third of this over a
15 year period in order to acquire legd title to the land. Given that rents typicaly are about 50
per cent of net income, these payment terms imply a modest subsidy to asset-poor households.
The beneficiaries in our five success cases received a much higher subsdy and hence the
redigributive dement was ggnificantly larger.  Indeed less generous terms than the ones
assumed would result in very little redigtribution.

Even 0, the cost to the government of such a programme would be high. The subsdy
per hectare would be $8,500 and the totad net cost to the government would be just over $18
billion, excluding adminidrative and interest cods. This codt is equivdent to 40 per cent of

gross domestic product or 4.5 times annual government revenue. It is inconceivable in present
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circumgtances that domestic and internationd resources of such a magnitude could be mobilized.
A market friendly land reform of East ASan magnitude is a non-starter.

The financid problem is due primarily to the high ratio of the price of land to the annud
vaue of the net output of land. In our example from Bangladesh, the retio is 17 whereas in
South Korea and Taiwan it was between 1.5 and 2.5 at the time of the land reform. In addition to
a low price of land, those two countries dso had public lands, equivaent to about 20 per cent of
the tota, that could be redidtributed to poor tenants. This public land (and other assets that could
be used to finance the land reforms) was left behind by departing Japanese colonidists and
nothing comparable exists in most other developing countries. There are date enterprises that
could be privatized to finance land reform and some countries do have state owned land that
could be redigributed, but the volume of resources is likely to be smal rdative to needs. The
inescapable concluson is that a mgor redidributive land reform is impossble if land trandfers
are based on free market prices, either government must act to depress land prices or there must
be outright confiscation of some land. This is a painful nettle to grasp, but it is unavoidable if

thereisto be any hope of success.
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Appendix

How Should Land Concentration Be Measured?

Data on the digribution of land are scarce and unreligble.  Moreover, measures of
inequdity in the digribution of land differ in so many ways that careful atention should be pad
to ther comparability over time for a sngle country and to their comparability across countries.
In addition, as we argue in the man text, land markets often are highly fragmented and the
degree of land concentration can vary subgantidly from one locdity to ancther, and hence an
overdl measure of inequdity for an entire country may obscure more than it illuminates. Indices
of inequdity are consequently only of limited use to policy makers interested in reducing poverty
and creating a more equitable society.

In Table 1A bdow we present Gini coefficients of land inequdity for sdected
devdoping countries divided into Sx mgor regions. The table is merdy illudrative and is
intended to give the reader some sense of how the degree of inequdity in the digtribution of land
holdings varies, say, from Lain America (where inequdity is perhaps the highest in the world)

to east Aga (where inequdlity is perhaps the lowest).
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Table1.A

Land Concentration in Sdected Deve oping Countries

Date Gini coefficient®

Sub-Saharan Africa

1. Kenya 1981-90 0.77

2. Nigeria® 1973 0.37

3. Botswana 1991-2000 0.49
Latin America

4. Colombia 1981-90 0.77

5. Brazil 1971-80 0.85

6. Mexico 1961-70 0.75
South Asa

7. Bangladestt 1995 0.65

8. India 1981-90 0.59

9. Pakigan 1981-90 0.58
Southeast ASa

10. Indoneda 1971-80 0.56

11. Mdaysa 1971-80 0.58

12. Philippines 1980 0.61
Middle East & N. Africa

13. Morocco” 1981 0.47

14. Syria® 1979 0.59

15. Tunisa® 1980 0.58
Ead Asa

16. China® 1995 0.43

17. South Korea 1971-80 0.30

18. Taiwan 1961-70 0.47

a All reported Gini coefficients, unless otherwise noted, are based on distribution of land holdings and are

takenfrom IFAD, Rural Poverty Report 2001, Oxford: Oxford University Press, 2001, Table 3.1, pp. 117-9.

Gini coefficients are taken from Idriss Jazairy, Mohiuddin Alamgir and Theresa Panuccio, The State of
Rural Poverty. New Y ork: International Fund for A gricultural Development, 1992.
¢ The Gini coefficient isfor the distribution of land among al rural households.
d The Gini coefficient for Chinais calculated using the entire rural population and not just those who hold
land. Itistaken from Mark Brenner, Re-Examining the Distribution of Wealth in Rural China, Ph.D. thesis, UCR
2000, Table 3.1, p. 80. The Gini coefficient for “irrigation adjusted” land is 0.41 and for land valueis 0.39.

69



Let us now consder some of the important sources of difference in published indices of
inequdity in the digribution of land. Fird, some indicaiors (a minority) measure inequdity in
the digribution of landownership whereass others measure the distribution of land holdings, i.e,
the degree of equdity in access to land through renting (either fixed rent or sharecropping
arangements). Each has a didinct meaning. Ownership permits the gppropriation as income of
the productivity of land (including “rent” aising from monopsony power in the rurd labour
market) and hence gives rise to the factor share of land in total income. Access to land through
renting does not permit the renter to appropriate part of the factor share of land as income, but it
does enable the renter to apply labour and managerid skills to earn an income.  Without access
to land, the net income of the landless would be lower than otherwise because of various market
imperfectionsin rurd aress.

A difference between the two didributions of landownership and holdings can have very
different consequences depending on resource endowments and agrarian inditutions.  For
example, the disequaizing effect on income of an unequa didribution of landownership may
be mitigated by a less unequd distribution of access to land, depending on tenancy arrangements
and rentd conditions. If land is scarce and tenancy arangements are unregulated, the factor
share of land will be high and the digribution of landownership will be a mgor determinant of
the digribution of agriculturd income. If, on the other hand, land is rdatively abundant or
tenancy arangements are effectively regulated, the factor share of land in tota income may be
low and the distribution of access to land, i.e. holdings, may be an important determinant of the
digribution of agriculturd income. Even here, however, sysems of labour control may come

into play. Hence, while it is ussful to esimate the distribution of both ownership and operationa
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access, one must be careful to avoid confusing one for the other or dawing incorrect inferences
from smple indicators.

Second, only rarely do indicators of land concentration take into account differences in
the quaity of land. That is land is treated as if it were homogeneous. Yet in principle it would
be desrable to convert land area into units of comparable productivity. It is of course impossble
to ensure a drict comparability of qudity, but some adjusment for differences in the “origind
and indedtructible’ qudity of the soil is essentid. Ten hectares of arid land represents a smaler
resource endowment than five hectares of land well watered by an even digtribution of rainfall.
Avallable indicators of land concentration sddom make any adjusment for variations in qudity.
At best one occasondly encounters a converson of land aea into some crude “irrigated
equivaent” units.

Better 4ill would be edimates of land value, rather then land area, whether or not
adjusted for irrigation. It is after dl, the digribution of land as an income generating asset that
lies behind the incidence of rurd poverty and the digtribution of rura incomes. The monetary
vaue of land reflects not only the physca productivity of the land but aso economic
phenomena such as proximity to markets and the capitdized vaue of monopsony power in the
[abour market.

Third, indicators of land concentration differ because some are based on individuas
whereas others centre on households. Ownership of land typicdly is an aitribute of a family or
household. Yet it makes little sense to rank families according to the amount of land owned or
held irrespective of the size of household. The best procedure is to rank individuads according to

per capita ownership (or holding) of land.
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An asociated issue is whether dl households should be counted or only those who own
(or hold) land. We bdieve that when cdculaing the didribution of landownership, al
households should be counted (including the landless) because it is ownership that gives one the
right to appropriate the factor share atributable to land. Mogt of the avalable indicators,
however, only include those who own some land (however little that might be) and exclude
dtogether those who own no land. This is highly mideading. Condder a studtion in which al
the land is owned by households representing the richest 10 per cent of the population, each
landowning household owning an equa amount per cgpita The remaning 90 per cent of the
population is landless and survives on income from labour done.  The Gini coefficient of
landownership would be zero if only landowners were consdered whereas it would be 0.9 if the
entire rurd populaion, including those who own no land, were taken into account. Particularly
if one is interested in poverty, the poor should count and the Gini coefficient that includes the
landless is the better indicator of inequdity of landownership and of the didribution of
entitlements to the share of total income attributable to land.

When it comes to measuring the distribution of operationd holdings, the same principle
does not apply. The reason for this is that, as argued in the text, the return to workers is much
the same whether one is a wage labourer, a sharecropper or a fixed rent tenant. The lack of
landownership deprives each of them of a share of the factor income attributable to land, but
there is no additiond burden on those landless households that obtain an income as wage
workers as opposed to tenants.

Findly, it should be recognized that land is not an equaly important determinant of rurd
incomes in dl agrarian societies  Non-fam rurd activities ae much more dgnificant in some

countries than in others and where this is the case, the didribution of the ownership of land is
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rdaively less important in deermining the didribution of rurd incomes  Smilaly, in
agriculturd  sysems in which nonland asssts such as irrigation equipment, mechinery and
working capital are important, ownership of land may be less central, provided of course that
ownership of land and other productive assets are not highly correlated. Whatever the case may
be, it is useful to know how important a determinant of tota income is income from land. An
unequa digribution of landownership dearly is of less concen where land is not a mgor
determinant of income.

In order to have a reasonably complete picture of the consequences of land concentration

on the didtribution of income, one redlly needs a set of indicators such as the following:

() The Gini coefficient of landownership. This should be measured after converting
land into monetary units or adjusting for differences in land qudity. The ranking
should be of individuds according to per capita ownership of land and dl rurd
households should be included.

(i)  The digribution of operationd holdings  This should incdude only agricultura
households. Because of limitations of data and the difficulty of disinguishing
between agriculturd and nontagriculturd  households, it is difficult to cdculae
this indicator properly.  An dternative measure is the ownership-ranked
“concentration rio” of land holdings, in which the ranking of individuds is the
same asin the case of the Gini coefficient of landownership.

@iii)  The income-ranked concentration ratio of landownership and land holdings. In
this case individuds ae ranked according to per cepita income.  The

concentration ratios are then estimated from these distributions.
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Taken together, this set of indicators makes it easier to interpret the implications of land
concentration for poverty and income inequdity. For example a high Gini coefficient of
landownership is a cause for concern, but if the income-ranked concentration ratio of
landownership hegppens to be low, this implies tha the source of income inequdity is not
primarily inequaity in the ownership of land. Public policy intended to reduce poverty should
focus on the other sources of inequaity and give somewha lower priority to reducing land
inequdity. Similaly, a high Gini coefficient of landownership could be less worrying if the
ownership-ranked concentration ratio of land holdings were low and (because of tight tenancy
regulations or other reasons) the factor share of land in tota income were low.

Congder the specific case of Bangladesh. Six different indicators of land concentration
and income inequdity are presented in Table 2A bedow for two different years. The Gini
coefficient of landownership in the Table is based on the method of caculaion we recommend
except that land is measured in physcd units unadjusted for qudity. In the case of Bangladesh
this may not matter too much since there is not much evidence that the qudity of land varies
systemaicaly with the Sze didribution of farms.

Notice, fird, that income from farming (row 2) is more unequaly distributed than totd
rurd income (row 1) and hence farm income exerts a disequdizing influence on the didribution
of income as a whole. However the disequdizing influence diminished between 1991 and 1995,
because of a fdl in the concentration retio of farm income reative to the Gini coefficient of rura

income. This occurred despite adight risein the concentration ratio itself.
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Table2.A

Land and Income Concentration in Rurad Bangladesh

1991 1995

1. Gini coefficient of rurd income 0.28 0.31
2. Concentration ratio of farm income 0.33 0.34
3. Gini coefficient of landownership 0.65 0.65
4. Concentration ratio of landownership

(individuas ranked by per capita

landownership) 0.53 0.47
5. Concentration ratio of landownership

(individuds ranked by per capitaincome) 0.36 0.37
6. Concentration ratio of operationd land

holdings (individuals ranked by per

capitaincome) 0.32 0.27

Note, next, that land concentration is high (row 3) and that inequdity in the digtribution
of landownership is grester than inequdity in the didribution of rurd income. The concentration
of landownership is an important source of rurd inequdity. The evidence for this is tha the
income-ranked concentration ratios of landownership (row 5) ae higher than both the Gini
coefficient of totd rurd income (row 1) and the income-ranked concentration ratios of farm
income (row 2). However, the concentration of landownership became somewhat less
disequdizing between 1991 and 1995. This is demondrated by the fact that, athough the
income-ranked concentration ratio of landownership actudly increased dightly between the two
years, there was a fdl in the concentration retio of landownership reaive to the Gini coefficient

of rura income.
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Congder, thirdly, the digribution of operationd holdings. The renting out of land by the
larger owners appears to have offset in part the disequdizing effect of a high degree of land
concentration on the didribution of income. The evidence for this is that the ownership-ranked
concentration ratio for land holdings (row 4) is smdler than the Gini coefficent of
landownership (row 3). Moreover, the income-ranked concentration ratio of land holdings (row
6) is condderably lower than the income-ranked concentration ratio of landownership (row 5),
egpecidly in 1995, Even more remarkable, the income-ranked concentration ratio of land
holdings (row 6) is lower than the concentration retio of farm income (row 2). This indicates
that the didribution of land holdings has an equdizing effect on the didribution of farm income
while the digtribution of landownership has a disequalizing effect.

Between 1991 and 1995 land holding switched from having a disequdizing effect on the
digribution of tota income to having an equdizing effect. As we saw, inequdity in the
digribution of farm income contributed proportionately less to overdl income inequdity in 1995
than it did in 1991. This probably was due in pat to the reduction in inequdity in the
digtribution of land holdings between the two years, as indicated by the rather sharp decline in
the concentretion ratio (row 6). Between the two years the Gini coefficient of landownership
remained exactly the same.

Findly, land concentration evidently is a mgor source of income inequaity and poverty
in rurd Bangladesh. But it is not the only source. This is clear from the fact that the income-
ranked concentration ratio of landownership (row 5) is lower than the Gini coefficient of
landownership (row 3). This implies that there are mgor sources of rurad income inequdity
goat from the inequaity of landownership. Of course these other magor sources of inequality

may be associated with land inequdity, eg. as part of a system of labour control, and perhaps the
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various sources are inextricably linked together. This would arise, for example, if landownership
gives large landowners opportunities to obtain additiond income by acting as moneylenders to
their tenants or by providing trangport and grain marketing services or by usng ther land as
collateral to obtain loans to establish non-fam indudtries, etc. Clearly in such cases a reduction
in land concentration would help to reduce poverty and income inequdity, but land redistribution
should idedly be only pat of a more comprenensve draegy of rurd deveopment which

includes severdl other policies to reduce rural inequality.®®
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