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August 16, 1965

Sir:

On behalf of the Pregident I am writing to aclmowledge your
invitation dated 30 July'1965 to the International Bank for Re-
construction and Development to be represented at the Development
Center on Land Policy and Settlement, which will be held dn
Tripoli from 16 to 28 October 1965.

We much appreciate your kind invitation but I regret to
inform you that, owing to other commitments, it will not be possible
for us to send a representative to this Meeting.

Very truly yours,

Lewis Perinbam
Liaison Officer
Development Services Department

The Director-General
Food and Agriculture Organization
Via delle Terme di Caracalla

Rome, Italy

cc: Mr. Reid - Rome
Mr. Burney - Addis Ababa
CENTRAL FILES with incoming correspondence

LP:mar



ORGANIZACION DE LAS NACIONES UNIDAS
PARA LA AGRICULTURA Y LA ALIMENTACION

ORGANISATION DES NATIONS UNIES POUR
L'ALIMENTATION ET L’AGRICULTURE

FOOD AND AGRICULTURE ORGANIZATION
OF THE UNITED NATIONS

Via delle Terme di Caracalla ROME Cables : FOODAGRI ROME Telex: 61181 FOODAGRI Telephone : 5797

G/TE-X/61(b) (RU)
30 July 1965

Ref.

Invitation to the Development Center on Land
Policy and Settlement for the Near East Region,

Tripoli, Libya,
16-28 October 1965

Reply requested by 31 August 1965

The Director=-General of the Food and Agriculture Organization of
the United Nations presents his compliments and has the honor to invite
representation at the Development Center on Land Policy and Settlement
which, at the kind invitation of the Government of Libya will be held
at Tripoli from 16 to 28 October 1965. The provisional prospectus,
containing the general arrangements, is attached.

The purpose of this Center is to provide an opportunity for
participants to discuss land problems and policies in the Near East,
particularly those relating to new land settlement areas, The discussion

Fonn

Mr, George D. Woods

Pregident

International Bank for Reconstruction
and Development

WASHINGTON
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will aim at drawing conolusions and lessocns from the experience of
participants from the countries of the region, with a view to assisting
Governments in developing their future programs.

The Director=General would appreciate knowing at an early date,
and by 31 August 1965 at the latest, the name and title of the
representative appointed to attend.
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FOOD AND AGRICULTURE ORGANIZATION OF THE UNITED NATIONS

DEVELOPMENT CENTER ON LAND POLICY AND SETTLEMENT FOR THE NEAR EAST

Tripoli - Libya, 16 to 28 October 1965

PROVISICNAL PROSPECTUS

The Twelfth Session of the FAO Conference recommended that FAO, under
the Expanded Program of Technical Assistance, should organize a Land Policy
Center for the Near East Region, with the emphasis on new settlement areas.
At the kind invitation of the Government of Libya, the Center will be held
at Tripoli, Libya, from 16 to 28 October 1965« This will be the second
Center on Land Problems and Policy to be organized in the Near Bast region,
the first one having been held in Salahuddin, Irag, in 1955,

Scope and Objectives

The main objective of the Center is to provide an opportunity for
participants to discuss land problems and policies in the Near East,
partisularly those relating to new land settlement arease The discussion will
aim at drawing on the experiences of the countries in the region with a view
to assisting governments in developing their future programss

The importance of agriculture in the participating countries needs no
stressing, since in all of them it provides employment for one-~half to
four-fifths of the population, and in nearly all, it is the sector making
the greatest single contribution to the national economye The development
of agriculture is also closely linked to the type of land tenure and related
rural institutional organizatione. Improvements in tenure systems and carrying
out measures in settlements and land reform can, therefore, greatly help in
raising the national income and improving the living conditions of the
farming peoplee More specifically, the settlement of new land may have a
profound effect on the future development of agriculture and its contribution
to the national economye

In the Near East several countries have already adopted measures on
land settlement, resettlement and land reform designed to promote the
proper use of agrioultural resources and to improve the economic and social
position and security of the cultivatorss The Center will offer an opportunity
for examination and comparative study of these measures and an analysis of
valuable experience gained, particularly in the field of land settlement.

The Center will promote a clearer understanding of the nature of land problems
in the region and of the implications of the wvarious land programs undertaken
so that the participants, who are expected to be senior Government officials,
will be better equipped to make an effective contribution in preparing or
administering effective land policies in their respective countriass

Tentative List of Subjects for Discussion

The following proposed topics will be considered at the meeting in four
different forms: presentation of project statements by Government participants;
papers prepared by the staff of FAO and the participating international

*
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organizations; discussion din study groups; .and organized debate by selected
panelse Distribution of the topics among the different forms will be indicated
in the agendaes y

1. The strategy of land problems and policies in the economy of the Near Easte

2, Planning of new land settlementss
(a) Resource surveys and basic information required;

(b) Measures for enlisting the participation of settlers to reduce
' initial costs and public investment;

(o) Dispersed settlements vse village settlements in planning the
layout of new settlement sachemes; and the problems of infra-
structure (communications, public service);

(d) Problems in planning land settlement programs and their integration
in the overazll development plan of the countrye

3¢ Special problems encountered in the settlement of nomadic and semi-nomadic
populations
(a) The nomads and land development projects: effects of nomadism
(Belouin way of life) on land use and production, including
grazing and animal production;

(b) Problems in water use in arid areas where water is governed by
customary arrangements;

" (¢) Tribal organizations as social institutions in determining the
settlement ‘of Bedouins.

4e Legal aspects in transferring land titles and in the distribution of
water rights to beneficiariess

5. Problems of land cadasiral surveys and land registratione

6. Problems of size of holdings in the creation of new farming units and
measures to overcome them.

Te. The role of institutional services (credit, agricultural extension,
cooperatives, marketing) as supporting measures for land settlements
and land reform.

8e Administrative and financial problems in operating land reform and -
land settlement programse

9¢ Necessary measures required and special problems faced in setting up
well integrated rural communities in land settlement and land reform
pProgramse )

10, Alternative land tenure systems and Iarm orgénization in planning land
sottlement snd land reform policies (individual family farms, cooparative
farms and State farms) e
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11, Research and evaluation of land reform and land settlement programse

In addition, Governments' participants at the Center will present
statements on selected and specific aspects of their respective Government's
land policy which would be of interest to the meeting. 5 =

Participation

The following countries will be invited to designate nominees:
Afghanistan, Algeria, Iran, Iraq, Jordan, Kuwait, Lebanon, Libya, Morocco,
Pakistan, Saudi Arabia, Somalia, Sudan, Syria, Tunisia, Turkey, United Arab
Republic and Yemen,

It is highly desirable that the nominees should be senior officials
of those branches of the Government concerned with land policy, land
settlement and agrarian reform or should be from the staff of universities
active in this field, and thus be gqualified to deal with one or more major
items of the agendas.

The United N: tions Bureau of Social Affairs in New York, Intermational
Labour Office (ILO), World Food Program, United Nations Educational, Scientific
and Cultural Organization (UNESCO), International Bank for Reconstruction
and Development (IBRD), and the League of Arab States will be invited to send
representativese It is expected that some of these agencies will provide highly
gqualified staff members to participate in the Center. :

International Non-Government Agencies which operate in the region,
such as the Near East Foundation and Ford Foundation will also be invited
to send observerce

National orgenizations engaged in research and training in land
settlements and related fields such as the Institute of Land Reclamation and
Improvement at the University of Alexandria will also be invited to send
observerss

Organization of the Center
The Center will last for a period of 12 days, from Saturday,
16 October,through Thursday,28 October 1965

In the morning, the program will consist of plenary sessions with
the participation of the entire group (staff, participants and observers).
A small number of papers will be presented each morning and the group will
review a few specific .selected land problems and programs on a country by
country basise Ample time will be provided for discussion, questions and
comments on the issues presentede In addition, two panels for organized
debate will be set up to discuss topics of a controversial naturces

In the afternoons participants will be divided into smaller groups
to study special topics more intensively and deeplys. These discussion groups
will meet for two or three consecutive afternoons and their reports will be
presented to the plenary sessiones It is expected that two field trips will
be organized by the host country, which will illustrate the implementation
of programs relevant to the subjects of the Centers
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The functioning of these activities is planned as followss

a) Country Project Statemente During the plenary sesuions-each
country will present a country projects These projects are studies of
important land programs of particular importance in the cogntry concerned
and falling within the scope of the Centere As far as p0351b1§,’country
projects will be grouped according to major types of 1apd p011019§ and
problems in order to facilitate discussion and comparative analysise

b) Paperss 4 limited number of papers will be given by the staff
of the Center and by specially appointed consultants. These papers are to
review in broad terms the overall problems under consideration; and are
intended partly as "thought-provoking" contributions and partly as a means
to sift out and clarify the major issues to be discussed by the groups Each
paper will be approximately 30-40 minutes long, followed by an open discussion
period of approximately one hour.

c) Panels. This organized debate features a panel of four or five
members with a coordinator, who introduces the topic and acts as chairman,
Bach panel member makes a brief statement in his special field, then the
discussion will be opened to the floor., At the end, each member of the
panel will have an opportunity to give a summary statemente

c) Discussion Groupgs It is hoped that these study groups will
become the "heart" of the Center with the emphasis on intensive, free
and informal exchange of experiences and idease A total of six discussion
groups will be organized, three per weeks This activity will take up most
of the afterncon sessionss The discussions in each group will be coordinated
by a chairman and a rapporteur selected from among the Center's staff and
the participantse Each group's conclusions will be presented to the entire
Center in a plenary sessions -

The official languages of the Center will be English and French, and
participating Governments will be asked to ensure that their participants
have a working knowledge of one of these languages. Efforts will be made
by the host country to provide some interpretation and trenslation assistance
in Arabice.

Administration

The host country will make available the Director of the Center,
seoretarial and related assistance staffe. FAO will provide the Co~Director
who will also act as the Secretary-General of the Centers. They will be
assisted by Consultant-Discussion Leaders and by a Scoretariat jointly
provided by the host Government and FAO. Requests for further information
should be addressed tos

Dr, M. Riad E1 Ghonemy -

‘Co~Director, Development Center on Land

Policy and Settlement for the Near East Region
Rural Institutions and Services Division
Food and Agriculture Organization of the United Nations
Viale delle Terme di Caracalla i
o Rome, Italy
(Cables: GHONEMY FOODAGRI ROME)
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Staff
FAO Staff will consist of specialists in subjects to be dealt with

in the Center, and a number of highly competent consultants specially
recruited for the duration of the Centers Part of the FAO personnel will
be from FAO Headquarters and the rest from the FAO Regional Office in
Cairo, as well as some FAO experts in land settlement, land reform and
related fields who are already working with countries in the regione
Representatives from international organizations will also constitute part
of the professional staff of the Center.

FAO will provide from FAO Headquarters the Administrative Officer
and a Bilingual-Secrstary.

A provisional agenda and a complete list of the professional staff
of the Center will be issued at a later date.



April 27, 1965

Professor Philip M, Raup

Department of Agricultural Economics
Institute of Agriculture

University of Minnesota

St. Paul, Minnesota 55101

Dear Philip:

Thank you for your letter of the 20th and the paper "Land
Reform and Agricultural Development."” I have read it with a
great deal of interest and have made extensive comments in
peneil all through the manuscript. I thought it would be
easier to send it back to you in this way rather than to try
and dictate off the whole series of timely comments., I am
hoping, however, that you will let me have a copy of this
or a further draft which I may keep.

In haste, I am

Most sincerely,

P, F. M. MeLoughlin
Projects Department

enclosure

PIMieLs:eob
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August 13, 196k

Dear Mr. Rooths 4

Thank you for your lstter, which wes mailed
on August 9, enclosing two memoranda proparad by you.
I am leaving Washington this afternoon on the first
stage of some overseas visits which I shall meake be-
fore our Governors' Mectings in Tokyo. I shell teke
your memorande with me and I am grateful to you for
sending me your views on these important subjects.

I am sorry that we shall not have the
pleasure of seeing you in Tokyo but, of course, I en-
tirely understand.

Kind personal regards.
Sincerely,

(Signed) George D. Woods
George D. Woods
Mr. Ivar Rooth

3, Norrviksvagen

Lidingo 3
Sweden

GCWishart: ml \}
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(Signed) George D. Woods

George D. Voods

Farmers Union
Street

My, Lionel Evans

?Eﬂ&EB/RHD/jk

Sherman
1 -
ce: Mr, David Gordon

1575
Denver

¥r. James G. Patton

August 10, 1964
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Dear Mr, Patton:
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yours,
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George D, Woods

(Signed) George D. Woods
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/Cleared with Mr, Aldewereld

i
5
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¥r, James G, Patton
National Parmers Union
1575 Sherman Street
Denver 1 -~

ee: Mr, David Gerdon

H‘!’.mm

/Jk

August 10, 1964



Form No. 57A
(5-48)

TO:

FROM:

SUBJECT:

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

OFFICE MEMORANDUM

Mre Lo Jo Co Evans DATE: August L, 196k

Don Stoops W =

Comments on Paper Entitled "A Proposal for The Creation of a World
Land Bank"

L This is a subject in which Jim Patton has long had great interest,
He and Mr. Parkinson have, I believe, correctly summarized some of the
most important limitations associated with financing agricultural pro-
jects in developing countries,.

2. The need for the type of financing referred to exists without
doubt. The subject is, however, a sensitive one politically in many
developing countries and may therefore lack the support to make it a
reality.

3e If the subject is seriously pursued, I feel it would have much
more support if incorporated into the framework of the World Bank com-
plex, if this conforms to the Bank!s policies. The excellent reputation
which the Bank enjoys would go far in alleviating many of the fears of
developing countries associated with both policy and administration,
Moreover, to separate one type of agricultural financing from others
would be both confusing, overlapping, and wastefule

DSnw



A _PROPOSAL FOR THE CREATION OF A WORLD LAND BANK

by James G. Patton and Harlan S. Parkinson

The rising wave of concern for the improvement of land tenure
conditions in world agriculture is based upon the knowledge that
present tenure arrangements are botb stifling the economic and social
progress of the developing nations and providing the Communists and
other Totalitarian forms of society with a major issue that contri-.
butes substantially to the support of their movement throughout the:
poor areas of the world.

The free world is searching for ideas and methods for _
developing democratically viable and productive economies for people
now suffering from poverty, ill health, ignorance and insecurity.
Our appreciation of the dignity of man and our sense of personal
freedom requires that the development process enlists the participa-
tion and involvement of the people on a voluntary basis.

Three fourths of the world's population and obviously a still
higher proportion of the population of some countries depend on
their entire livelihood from the land. Since the common man, living
in the developing areas of the world is primarily a tiller of the
soil, a program of development which enlists his willing participa-
tion must be one which makes sénse to him and meets his bas;c
aspirations.

Nothing less than the ownership of land will satisfy these
eople, giving the free world their suppo‘f’ln the fight against
SIEtEEorshlp of the left and the right.

Becduse so much of the free world.is rural, agricultural land
reform deeply affects peace and security throughout the world.

Every developing nation faces today a critical challenge in
the ways and means by which their agricultural production may be
stepped up and a stable owner-operator land policy developed. Too
frequently nations which seek these ends have such limited credit

and financial resources that aﬁﬁﬁ'm and the development of

Family farm agriculture cannot be adequ:

equately funded.

The agrarlan structure constituting the institutional frame-
work of agriculture production so important in determining rural
living standards varies from country to country, but certain rural
conditions are common to all of the underdeveloped nations. These

SR
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include uneconomically small farm units, artiquated farming methods,
inadequate credit facilities, extensive unemployment and under-
employment, high farm tenancy, decreasing soil fertility, malnutri-
tion, lack of local self-government, and a failure to provide
essential community services.

At the same time undeveloped lands in many countries repre-
sent a potential major resource for increasing production if finan-
cial resovrces would be available for settlement. Eventually these
areas would become, through the appreciation of land values, a self-
sufficient national resource.

Most of these developing countries have patterns of agricul-:
ture which find vast land holdings in the hands of a few land owners
and in many instances the most productive lands are not presently
accessible to the small farmers.

Individual enterprise in agriculture is often prevented and
always delayed by the lack of financial capability within countries
either purchase land or develop its resources.

Break up of extensive land holdings and the transference of
large equities from agriculture to industrial investment cannot be
accomplished without outside financial assistance accompanied by
effective financial assistance to agrarian reform and land develop-
ment.

While developed matioms have demonstrated that individual land
holdings and the family farm type of agriculture to be the most
effective procedure for the production of food and fibre, devéloping
nations seeking to apply the same procedures are frustrated by the
lack of cadpital and by traditional insitutions which thwart the
needed re-allocation of land resources into economic family units.

To solve land tenure problems in the agricultural sector and
assist in the industrial and social development of the developing
countries of the free world the authors propose the formation of a
World Land Bank, to do on an international scale what the Federal

Land Bank and the Farmers Home Administration did in the United States

during the administration of Franklin D. Roosevelt.

Basically, the purpose of the Bank would be to provide
sufficient funds to expropriate inefficiently farmed land holdings
— with prompt and adequate compensation paid to the owners and provide
*famwly farmers with the financial resources necessary to increase
productivity of the agrarian sector.
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The institution's operation would ensure the transfer of
assets held in land to economically and socially desirable indus-
trial development, avoiding the outflow of capital to Europe and
the United States which is paid to the land-owners on the expro-
priation of their land holdings.

/ The World Land Bank could be formed as a specialized agency °
'/ within the meaning of Article 57 of the United Nations Charter, the
“same ‘authority used for the formation of the International Bank for
Reconstruction and Development (Warld Bank). It would be capital-
ized from subscriptions both public and private purchased by the
creditor nations of the World, and donations similar to the financ-
ing of the World Bank and the funds made available to the Interna-

tional Development Association.
An example of how the bank could function, is as follows:

A Under the Agrarian Reform Law proposed by country X in
Latin America, landowners would receive payment for the
expropriation of their land in 20-yr., 5% interest Govern-
ment bonds. Land valuation is based on productive value
at the time of expropriation.

2. The small farmer will receive this land from the Institute
of Agrarian Reform. The Institute will receive a first
mortgage on the land from the new landowner, payable over
a 20-yr. period at an interest rate of 3%.

The World Land Bank at this time would provide from its own
resources and its contacts with the World Bank, the U. N.
Special Fund, the Export-Import Bank, the technical assis-
tance programs of other countries and AID, loans to assist
in increasing land productivity, i.e., agricultural credit
to buy equipment, seed, fertilizer, and provide technical
assistance. The use of this money would be coordinated in
Latin Country X by the Agricultural Bank, the Agricultural
ExtenSLQn Agency, the U. N. Special Fund and AID.
= ol &
34 The most 1mportant aspect of the World Land Bank work begins
' with step 3. Using as security the first mortgages obtained

from those who received land under the Agrarian Reform pro-
gram, the Latin Government of X borrows from the World Land
Bank 50% or more of the value of the first mortgages. This




money goes to the Industrial Bank and Industrial Planning
Commission of Latin Country X. ‘

On a selective hasis, the landowners who receive 20-yr.
bonds as payment for the expropriation of their land
resources are told by the Government that they can redeem
their bonds by investing the currency equivalent in one

of a series of industries the Latin Government cf X feels
desirable for its economic development. This Jist of
industries should include both prospective new industries
and the purchase of stock in established industries which
the National Planning Commission determines desirable for
X's economic and social progress.

If the Government prefers to make this investment for the
landcvner, the landowner would be given sh=2res in a Govern-
ment open-end trust, similar to a mutual fund.

The landowner, on redeeming the Agrarian Reform bonds,
endorses them over to the Government of X. The Govern-
ment of X then borrows from the World Land Bank 50% of the
value of thez Agrarian Reform bonds, uEIEg as security the
bonds redeemed hv the landowners. This money goes to the
Industrial Bank and the Industrial Planning Commission,
where it is utilized to redeem further Agrarian Reform
bonds and channel the money from the redemption into indus-
trial development. ;?

4. The increased productivity of the agricultural and indus- 0

trial sector and the consequent augmented tax revenues

to the Government will allow the Gowvernment to pay off the .

hard currency loans made by the World Land Bank.

This process gives the landlord the assurance that his invest-
ment in land will be paid in a currency that does not suffer devalua-
tion, as the industries he or the governments invest in produce goods
which follow inflationary price increases. It also permits a clean
transfer of assets from the agricultural sector into the industrial
sector without a foreign capital flight. '

The availability of national funds for local investment would
also encourage a greater inflow of private capital and private
technical assistance as foreign investors want national money in
their enterprises to protect them from nationalization and discrimi-
natory regulations. 5
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The agrarian reform acts as the necessary wealth distri-
buting mechanism to bring the forgotten half of the free world
into the 20th century. It will allow them to produce, and in
producing create the market necessary to support viable indus-
t:ialeevelopment.

The entire program is self-liquidating as the increased

. Productivity of the land helps pay for the Agrarian Reform

program and as tax revenue.will increase proportionate to the
increase in agricultural and industrial production, the Latin
Government of X can meet its international credit obligations.

As a philosophical concept and a practical working idea
agrarian reform stems from the French enlightenment to Thomas
Jefferson, Andrew Jackson and Abraham Lincoln, from John Sturat
Mill and William Gladstone, from Daniel Webster, Thomas Hart
Benton and Franklln D. Roosevelt--not from Marx, Lenin, Stalin
and Mao.

The Communists advocate and exploit land reform as the
avowed means of giving land to the landless, while actually
intending to collectivize the land, substituting the State for the
Latifundista.

An integral part of the American heritage is that it is
socially and econowically desirable that the man who works the
Soil should own it. This fundamental concept was firmly imbedded
in American life at the time of our revolution and serves today
as the foundation of the family farm, an institution which has
contributed substantially to the social, economic and political
development of the United States.

Because of the importance of this concept in the United
States, we should strive to apply the same principles in our forelgn
aid program.

The concept of a World Land Bank springs from our most fully
accepted traditions, out of experience we have gained throughout our
land and the e world for the last two centuries, and out of the needs
of the Free World t today to assert constructive leadership toward
social justice and economic progress for all men. .
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1. Mr. Demuth

2. Mr. Aldewereld
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Please have someone read this through
and let me know whether someone should
visit with the President of ' the
National Farmers Union. I shall not
be available on any of the dates of
his forthcoming Washington wisits,

but perhaps you should arrange to see

him. y{_ )
WA INE

From G. D. Woods




NATIOINAL FARMERS TUNIOIT

1575 SHERMAN STREET DENVER |, COLORADO

OFFICE OF THE PRESIBENT

August 3, 1964

Mr. George D, Woods
President
World Bank-International Bank
for Reconstruction and Development
1818 - H Street, N, W,
Washington, D. C,

My dear Mr. Woods:

I have been wanting to visit with you
for a long time. I am particularly interested
in visiting with you about the idea of develop-
ing a World Land Bank Credit Division of the
World Bank.

-I am sending you a copy of a(éonfldential
Report I made to Paul Hoffman on Peru)and would _
like an opportunity to visit with you,

I will be in Washington August 17, 18,
and 19 and will be there September 14 and 15
If possible, I would like to have an appointment.

Later on I would 1i to have\a chance to
discuss this whole area th you and/ Paul Hoffman.,

Kindest personalf;egardsiﬁ

/" JAMES G, PATTON
: President



LT

£ pf.J‘
b wih |

f2al



by S
.94y Ton Lt blamed 0 \ \ (VJ\
0 / e gy N, pe AME_‘I_,'—'E. J / "

' -A - LA

. W r il -'%_,:: . :
” FEFS L TR AP R R AR T L) P g o TR ;
R Pl 23 TR e e T S B Srlad ik g Skt __d-‘r:m'.v‘;,; {'g‘, hfhr‘,“w1 _f‘.: cfr‘f':?‘_._ i i




I believe that it is a mistake that the aim for both indust-
rial and developing countries at present is stated as an in-
crease by a certain percentage of the G.N.P. Thereby, many
things are overlooked. One is the fact that a part of an in-
creased G.N.P. consists of higher wages and prices, although
this is no real improvement for the country. It is also over-
looked that nowadays, especially in industrial countries, a
substantial part of the increased G.N.P. comes from increased
employment in service industries. It goes without saying that
there are many services which are necessary to a proper func-
tioning of an economy, such as most of the transport. However,
a lot of work in service industries only consists of unnecessa-
ry consumption and this is no real improvement.

In countries with heavy unemployment or underemployment, more

demand for manpower means reduced unemployment. To the extent

possible the unemployed should be put at productive work, such
as reafforestation, soil conservation and read building.

In countries with a shortage of manpower, the result of in-
creasing demand from service industries is, of course, a more
rapid increase. of wages and of prices.

It is a pity that in most industrial countries people are told
that the standard of living should continue to increase as it
has been doing during the time after the second World War.
Very few people in these countries realize that if we really
want to help the developing countries, this cannot be done
without some sacrifices on the part of the industrial countries
themselves or of certain segments of their population either in
refraining from a higher standard of living and/or in reducing
the actual standard. s !

: June 1964 ) e (1w '—
Ivar Rooth
3, Norrviksvigen
Lidingo 3
Sweden



A common-sense approach to development problems of countries like
India and Pakistan.

This is only an attempt to give some examples. It is not intended to

be a comprehensive study.

What is most important for a developlng country?

My answer is: Do "first things first".

This means

a) to approach the problem in a practical way and adapt the work
according to the local situation,

b) to provide enocugh food for the people and

¢) to reduce local unemployment.

I. To improve the food situation the following should be done.
1) Reduction of the waste of seed, foodgrain and perishable food.
This also includes improvements in storage, in marketing and in
transports from the areas where the food is produced to consumers e,.g.
by better vehicles, roads and bridges.
Simple air-tight tin containers, glazed earthenware, glass or

plastic should be provided for every family in hot and humid areas.

Air- and water-tight bins requiring only local labour and
materials, with capacities of 50 to 2,000 tons, are required for
large landlords, co-operatives and grain merchants. "The Ctesiphon
Airtight Storage Bin", used for meny years in Cyprus, is a good
example of what is needed.

For more heavily populated areas and for long-term storage
Standard Component Grain Silos ought to be built in places which from
the distribution point of view are most important.

Air-tight pits are in many countries dug in soft rock. In others
large underground concrete pits have been built,

In some countries, a simple traditional pit method of storage has
been ruined by the rising of the water-table due to seepage from

irrigation canals.



2) Improved transportation facilities for food products will, of

course, also reduce waste and thus increase supply.

To increase the supply of fish and to improve the lot of the
fishermen more ice must be produced where the fish is landed. If
cheap ice were available to fishermen and fish merchants, more
fish could be caught and sold inland. The lack or shortage and the
often high price of ice puts a limit on the time and distance fish
may be kept and transported. During the war, fish was sent success-
fully from Karachi to Calcutta even during the hot season when
packed in sufficient ice.

Refrigerator lorries, railway wagons and cold storage derots
would be of great help in supplying the large industrial areas and
cities with fish, meat and fruit.

Better crating of fruit and vegetables will prevent much waste.

3) Increased agricultural production.
To obtain a higher yield the following is needed:

a) Upgrading of seed by sorting by hand or machine.

b) Better but simple farm implements.

¢) The best use should be made of available water. It should be
regulated locally and paid for.

d) More water by digging new wells. Medium 1lift pumps can raise the
water from wells and rivers for local irrigation.

e) Better drainage in areas where the water-table is high.

f) Better water by reducing pollution.

g) New industrial and irrigation projects should not be started which
may encroach on the existing demand for water by agriculture, industry
and domestic supply.

h) Reducing erosion through reafforestation and wind-breaks.

i) Irrigating and fencing of grazing and forest lands.

j) More fertilizers.

k) More manure for the fields instead of burning cow-dung. This
cannot be obtained unless

1) More domestic fuel is provided by cultivation of fuelwood for
villages and cities.
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m) The cultivator must be glven an incentive to increase agricul-
tural ylelds by improving the share-cropping system. Only when he
is able to retain for himself, say, 50 per cent of the crop, he
will be able to feed his family and have a surplus to sell on the
market. This surplus will enable him to buy food which is not
locally grown, clothes for the family and necessary implements.
Until the farmers make enough money to buy these things, it will
not be possible to get a market for many of the new industries.
Land reform including breaking up of big estates will, at least
to begin with, lead to reduced production. It will take a long
time before such a scheme is passed by the parliament and then it
takes a long time before it can be implemented. It is important to
introduce only projects that do not go against the tabus of a country.
Although the caste system is not such a tabu, I am aware of that,
in spite of the Indian legislation, caste reactions are difficult

to get rid of and may prevent effective work.

Providing work for as many of the unemployed and of the underemployed

as possible,

One means of doing this 1s reafforestation as mentioned above;
plant forests for fuel wood and trees around fields as windbreaks.
Forests are specially needed in the catehment area.

Reafforestation is also needed in certain areas to provide raw
material for timber, woodpulp and paper industries.

Where forests have been felled, floods in some areas cause erosion
and in others sand drift.

It goes without saying that reafforestation solves only a very
small part of the unemployment in big cities such as Calcutta. Let
us hope that the situation between hindus and moslems may return to
what it was before the war. Then at least the flow of new refugees
to Calcutta might be reduced.

b) Recruiting people for the forces may reduce some unemployment.
Increased military expenditure is, however, not to be recommended.
On the contrary, too much money in most developing countries goes to

military expenditure that is really not necessary and which the country



cannot afford. Mr., Black and many others have repeatedly stressed
this aspect. On the other hand, it goes without saying, that India
has a deplorable but good excuse for those armament expenditures
which have been necessary after the Chinese attack,.

¢) Lack of time and knowledge prevent me from commenting on other
ways of reducing unemployment such as building dams and tanks
mainly by using manual labour instead of big machines. This used
to be done in the Indian subcontinent and it has been done also

afler the war.

ITI.New industries.
1) Prospecting should be started if there are indications of:

a) oil or natural gas anywhere in the country but

b) metals or coal, only if it is not too far away from a railway

or the coast.

2) A study is now being made in India about new timber, pulp and

paper industries. It is, therefore, important that tree-nurseries
are started as soon as possible in areas which seem sultable for such
industries.

The need for fuel-wood and nurseries for such saplings has been
mentioned before,
3) Priority should be given to industries based on local raw materials.
4) Before a decision is made on a new industrial project, the trans-
port and water problems should be thoroughly studied.
5) There is lack of administrators, engineers and skilled labour.
It is, therefore, a realistic approach to start industries where
know-how is needed only in cooperation with a foreign group which
is willing to take a substential interest in the project and is willing
to provide the instruction necessary.

As some examples may be mentioned.
a) the metch factories in India,
b) various industries started by Swedish companies e.g. in Poona,
¢) a superphosphate plant in Tunisia,
d) the iron mines in Liberia.

Repalr and maintenance shops have been built in combination with

many of these industries.



IV: More education.

Some branches of education are more important than others. The
following ones have, I believe, a very high priority. The order
in which they are mentioned does not indicate the order of their
priority.
a) Teachers for elementary, second grade, technical, business and
agricultural schools., I am not thinking of universities and similar
institutions which I consider less important than those mentioned.
b) There is e.g. a lack of foremen, mechanics able to repair various
types of machinery, steelworkers, competent clerical staff includ-
ing secretaries, able to type, to take shorthand and to write English.

In many countries there is a great shortage not only of teachers
at all levels but there are also not enough pupils for universities
and high schools. There is also the risk that many of most of
these having got higher education, at home or abroad, will be anxious
to get a job abroad or at least be unwilling to work in the country-
side.

If this line of thinking is followed, the work for eradication
of illiteracy cannot make a first priority, although it would be
valuable. For instance, in many factories at present instruetions
cannot be passed on to everybody by statements on billboards or by
printed messages but have to be given orally and are then often soon
forgotten, However, in spite of this and many other advantages of
eradicated illitsracy, teaching of the "three H:s" to everybody
should be taken on only gradually.

V. Foreign sid and loans should be given only for projects that have a ﬁﬁﬂzv
priority.

VI. The time element is most important in most developing countries.

Those countries and institutions giving loans and aid should
always be aware of what the Indian Ambassador to Sweden Khub Chand
sald a couple of years ago in a speech in Rome: India has many re-

sources "but India does not have time".

May l2th, 1964

Ivar Rooth



INTERNATIONAL MONETARY FUND

Mar. 12/6k

Mr. M

-

For information.

J.G.




UNIVERSITY OF CALIFORNIA, BERKELEY

BERKELEY * DAVIS * IRVINE * LOS ANGELES * MIVERSIDE * SAN DIEGO * SAN FRANCISCO BANTA BARBARA * SANTA CRUZ

SCHOOL OF LAW (BOALT HALL)
BERKELKY, CALIFORNIA

Margh 5, 196k

8 > o 2
Mr, Joseph Gold ;"‘ &: e "f“’ ‘( '
General Counsel
International lonetary Pund
Viashington, D, C.

Dear Joe:

+A friend of mine, Harlan S. Paridnsaon, who is the head of the
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A PROPOSAL FOR THE CREATION OF A WCRLD LAND BANK

by JAMES G, PATTON and HARLAN S, PARKINSON

The rising wave of concern for the improvement of land tenure conditions
in world agriculture is based upon the knowledge that present tenure
arrangements are both stifling the economic and social progress of the
developing nations and providing the Communists and other Totalitarian
forms of society with a major issue that contributes substantially to the
support of their movement throughout the poor areas of the world.

The free world is searching for ideas and methods for developing demo~
cratically viable and productive economies for people now suf fering
from poverty, ill health, ignorance and insecurity. Our appreciation

of the dignity of man and our sense of personal freedom requires that
the development process enlists the participation and involvement of the
people on a voluntary basis.

Three fourths of the world's population and obviously a still higher propor-
tion of the population of some countries depend on their entire livelihood
from the land. Since the common man, living in the developing areas of
the world is primarily a tiller of the soil, a program of development

which enlists his willing participation must be one which makes sense

to him and meets his basic aspirations.

Nothing less than the ownership of land will satisfy these people, giving
the free world their support in the fight against dictatorship of the left
and the right.

Because so much of the frec world is rural, agricultural development
deeply affects peace and security throughout the world.

Every developing nation faces today a critical challenge in the ways and
means by which their agricultural production may be stepped up and a
stable owner-operator land policy developed. Too frequently nations
which seek these ends have such limited credit and financial resources
that the development of family farm agriculture cannot be adequately
funded. :

The agrarian structure constituting the institutional framework of
agricultural production so important in determining rural living standards
varies from country to country, but certain rural conditions are common
to all of the under-developed nations. These include uneconomically
small farm units, antiquated farming methods, inadequate credit facilitics,
extensive unemployment and under-employment, high farm tenancy,
decreasing soil fertility, malnutrition, lack of local self-government,

and a failure to provide essential community services.
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At the same time undeveloped lands in many countries represent a
potential major resource for increasing production if financial
resources could be available for land settlement. Eventually these
areas would become, through the appreciation of land values, a self-
sufficient national resource.

Most of these developing countries have patterns of ‘agriculture which
find vast land holdings in the hands of a few land owners and in many
instances the most productive lands are not presently accessible

to small farmers, Individual enterprise in agriculture is often
prevented and always delayed by the lack of financial capability within
countries to either purchase land or develop its resources.

The break up of extensive land holdings and the transfer of large cquities
from agricultural to industrial investment cannot be accomplished
without outside financial assistance accompanied by effective financial
assistance to agrarian reform and land development.

While developed nations have demonstrated that individual land holdings
and the family farm type of agriculture to be the most effective procedurc
for the production of food and fibre, developing nations seeking to apply
the same procedures are frustrated by the lack of capital and by
traditional institutions which thwart the needed re-allocation of land
resources into economic family units.

To solve land tenure problems in the agricultural sector and assist in
the industrial and social development of the developing countries of the
free world the authors propose the formation of a World Land Bank.

Basically, the purpose of the Bank would be to provide sufficient funds

to expropriate inefficiently farmed land holdings with prompt and adequate
compensation paid to the owners and provide family farmers with the
financial resources necessary to increase the productivity of the
agrarian sector.

The institution's operation would ensure the transfer of assets held in
land to economically and socially desirable industrial development,
avoiding the outflow of capital to Europe and the United States which is
paid to the land-owners on the expropriation of their land holdings.

The World Land Bank could be formed as a specialized agency within the
meaning of Article 57 of the United Nations Charter, the same authority
used for the formation of the International Bank for Reconstruction and
Development (World Bank). It would be capitalized from subscriptions
both public and private purchased by the creditor nations of the World,
and donations similar to the financing of the World Bank and the funds
made available to the International Development Association.
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An example of how the bank could furction, is as follows:

1. Under the Agrarian Reform Law proposed by country X in
Latin America, landowners would receive payment for the
expropriation of their land in 20~yr, 5% iaterest government
bonds. Land valuation is based on productive value at the
time of expropriation.

2. The small farmer will receive this land from the Institute of
Agrarian Reform. The Institute will receive a first mortgage
on the land from the new landowner, payable over a 20-yr.
period at an interest rate of 3%.

The World Land Bank at this time would provide from its own
resources and its contacts with the World Bank, the U.N.
Special Fund, the Export-Import Bank, the technical assistance
programs of other countries and AID, loans to assist in

. increasing land productivity, i.e., agricultural credit to
buy equipment, seed, fertilizer, and provide technical assistance.
The use of this money would be coordinated in Latin Country X
by the Agricultural Bank, the Agricultural Extension Agency,
the U. N. Special Fund and AID:

3. The most important aspect of the World Land Bank work begins
with step 3. Using as security the first mortgages obtained
- from those who received land under the Agrarian Reform

program, the Latin Government of X borrows from the World
Land B-nk 50% or more of the value of the first mortgages.
This money goes to the Industrial Bank and Industrial Planning
Commission of Latin Country X.

On a selective basis, the landowners who receive 20-yr. bonds

as payment for the expropriation of their land resources are

told by the Government that they can redeem their bonds by
investing the currency equivalent in one of a series of industries
the Latin Governments of X feels desirable for its economic
development. This list of industries should include both
prospective new industries and the purchase of stock in established
industries.which the National Planning Commission determines
desirable for X's economic and social progress.

1f the Government prefers to make this investment for the land-
owner, the landowner would be given shares in a Government open
end trust, similar to a mutual fund.

The landowner, on reedeeming the Agrarian Reform bonds, endorses
them over to the Government of X. The Government of X then
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borrows from the World Land Bank 50% of the value of the
Agrarian Reform bonds, using as security the bonds redeemed
by the landowners. This money goes to the Industrial Bank and
the Industrial Planning Commission, where it is utilized to
redeem further Agrarian Reform bonds a2d channel the money
from the redemption into industrial development. '

4. The increased productivity of the agricultural and industrial sector
and the consequent augmented tax revenues to the Government
will allow the Government to pay off the hard currency loans
made by the World Land Bank.

This process gives the landlord the assurance that his investment in land
will be paid in a currency that does not suffer devaluation, as the industrics
he or the governments invest in produce goods which follow inflationary
price increases. It also permits a clean transfer of assets from the
agricultural sector into the industrial sector without a foreign capital

flight,

The availability of national funds for local investment would also encourage
a greater inflow of private capital and private technical assistance as
foreign investors want national money in their enterprises to protect them
from nationalization and discriminatory regulations.

The agrarian reform acts as the necessary wealth distributing mechanism
the forgotten half of the free world into the 20th century, It

will allow them to produce, and in producing create the market necessary

to support viable industrial development .

The entire program is self-liquidating as the increased productivity of the
land helps pay for the agrarian reform program and as tax revenue will
increase proportionate to the increase in agricultural and industrial
production, the Latin Government of X can meet its international credit
obligations.

As a philosophical concept and a practical working idea agrarian reform
stems from the French enlightenment to Thomas Jefferson, Andrew Jackson
and Abraham Lincoln, from John Sturat Mill and William Gladstone,

from Daniel Webster, Thomas Hart Benton and Franklin D. Roosevelt--

not from Marx, Lenin, Stalin and Mao.

The Communists advocate and exploit land reform as the avowed means
of giving land to the landless, while actually intending to collectivize the
land, substituting the State for the Latifundista.

An integral part of the American heritage is that it is socially and
economically desirable that the man who works the soil should own it,
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This fundamental concept was firmly imbedded in American life at
the time of our revolution and serves today as the foundation of the
family farm, an institution which has contributed substantially to
the social, economic and political development of *he United States.

Because of the importance of this concept in the United States, we
should strive to apply the same principle in our foreign aid program.

The concept of a World Land Bank springs from our most fully
accepted traditions, out of experience we have gained throughout ¢
our land and the world for the last two centuries, and out of the needs
of the Free World today to assert constructive leadership toward
social justice and economic progress for all men.
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Dick:

You know that a similar note went from
Woods to Knapp and Rosen/Diamond. Not to Westerr
Hemisphere. Knapp noticed latter absence and
commented on it to Woods (I am told), also point-
ing /possibility that Woods would receive three
uwncoordinated views. He suggested, and Woods
agreed, that deVries be asked to consider pro-
posal, Halk to others and prepare reply for /
Woods acceptable to all those concerneds  //

g
Diamond, HeVries, Sandberg and I met with
two AID men today and mostly raised questions,
deVries will prepare note for Woods.,

AID men said that Special Fund is actively
cor ‘dering World Land Bank scheme and intends
to _avestigate possibility in Peru (in April)
and lran (later), presumably as pilpt arease

If you have any interest in Aearning details
of meeting, you can ask me about it.

SEB
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At a meeting in Bill Diamond's office to discuss
with AID representatives the agrarian reform proposal
for Peru on which Ted Moscoso asked for Mr. Woods'
comments, the attached paper was left with Bill by
the AID people. They said that the proposal for a
World Land Bank embodied in the paper had been put
to Paul Hoffman (presumably by the proponent), that
Hoffman had expressed interest and that the Special
Fund planned to investigate its possibilities in Peru
(in April) and in Iran (later). I showed the paper
to Dick--he thought you might be interested in seeing
it.

Shirley Boskey
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THE WORLD LAND BANK
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Since Decenber 1962, work has been under way to initiatd o “tele—se
World Land Bank to assist the countries of Latin America and other
developing areas of the World to attain a meaningful agrarian
reform.

The idea to establish a World Land Bank was first articulated
by James G. Patton; President of the National Farmers Union, past
President of the International Federation of Agricultural Producers
and the current President of the Freedom From Hunger Foundation.

Most recently, Mr. Patton spoke of the proposed World Land
Bank at the Second General Ordinary Conference of Inter-American
Agrarian Organizations, held in Mexico City in June, 1963. The
World Land Bank proposal was adopted by the Inter-American Agrarian
Organization in formal resolution on September 17, 1963. Mr. Patton's
proposal was adopted earlier at the thirteenth General Conference of
the International Federation of Agricultural Producers (IFAP) in
Dublin, Ireland, on May 21lst, 1963.

Stated simply, the purpose of the World Land Bank is to pro-
vide sufficient funds to expropriate inefficiently farmed land
holdings with prompt and adequate compensation paid to the owners,
and provide small farmers the financial resources necessary to
increase the productivity of the agrarian sector.

The World Land Bank will be formed as a specialized agency
vithin the meaning of Article 57 of the United Nations Charter, the
same authority used for the formation of the International Bank for
Reconstruction and Development (World Bank). It will be capitalized
from subscriptions both public and private purchased by the creditor
nations of the World, and donations similar to the financing of the
World Bank and the funds made available to the Intermational Develop-
ment Association.

An example of how the bank could function, is as follows:

;= Under the Agrarian Reform Law proposed by country X in
Latin America, landowners would receive payment for the
expropriation of their land in 20-yr, 5% interest Govern-
ment Bonds. Land valuation is based on productive value
at the time of expropriation.
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The small farmer will receive this land from the Institute
of Agrarian Reform. The Institute will receive a first
mortgage on the land from the new landowner, payable over
a 20-year period at an interest rate of 3%.

The World Land Bank at this time would provide from its
own resources and its contact with the World Bank, the

-UN Special Fund, the Export-Import Bank, the technical

assistance programs of other countries and AID, loans to
assist in increasing land productivity, i.e., agricultural
credit to buy equipment, seed, fertilizer, and provide
technical assistance. The use of this money would be
coordinated in Latin Country X by the Agricultural Bank,
the Agricultural Extension Agency, the UN Special Fund and
AID,

The most important aspect of the World Land Bank work be-
gins with step 3. Using as security the first mortgages
obtained from those who received land under the Agrarian
Reform program, the Latin Government of X borrows from the
World Land Bank 50% or more of the value of the first
mortgages. This money goes to the Industrial Bank and
Industrial Planning Commission of Latin Country X.

On a selective basis, the landowners who receive 20-year
bonds as payment for the expropriation of their land
resources are told by the Government that they can redeem
their bonds by investing the currency edquivalent in one of
a series of industries the Latin Government of X feels
desirable for its economic development. This list of
industries should include both prospective new industries
and the purchase of stock in established industries which
the National Planning Commission determines desirable for
X's economic and social progress.

g

If the Government prefers to make this investment for
the landowner, the landowner would be given shares in a
Government open-end trust similar to a mutual fund.

The landowner, on redeeming the Agrarian Reform bonds,
endorses them over to the Government of X. The Govern-
ment of X then borrows from the World Land Bank 50% of
value of the Agrarian Reform bonds, using as security the
bonds redeemed by the landowners. This money goes to the
Industrial Bankd and the Industrial Planning Commission,
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where it is utilized to redeem further Agrarian Reform
bonds and channel the money from the redemption into
industrial development.

4. The increased productivity of the agricultural and
industrial sector and the consegquent augmented tax
revenues to the Government will allow the Government
to pay off the hard currency loans made by the World

-  Land Bank.

This process gives the landlord the assurance that his invest-
ment in land will be paid in a currency that does not suffer
devaluation, as the industries he or the governments invest in pro-
duce goods which follow inflationary price increases. It also
permits a clean transfer of assets from the agricultural sector into
the industrial sector without a capital flight to Europe or the
United States.,

The entire program is self-liquidating as the increased pro-
ductivity of the land helps pay for the Agrarian Reform program and
tax revenue will increase proportionate to the increase in agricul-
tural and industrial production, allowing the Latin Government of X
to meet its international credit obligations. _
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Henry B. Thomas /kp

Notes on Two s Deali h arian Refo

The following are some notes on two papers dealing with agrarian
reform, with comments or the workability of the proposal presented in
the second paper, which you requested I prepare.

A, "Financial Aspects of Acrarian Reform® - prepared by the Pan Ameriean
on.

This peper deals primarily with the financial implications of re=-
distributing land. It stresses the need for clearly spelling out the financial
objectives of agrarian reform so that the programs developed are cone
sistent with these objectives. The paper is written fiom a technical
point of view and does not lend itself easlly to summarization.

Section I considers the major problem of deciding upon the extent
to which present owners of land are to be compensated for their prop_erties.
the philosophy of the Charter of Punta del Este is commonly assumed to
imply that just compensation will be paid for expropriated property.
However, a cash payment equivalent to the market value at the time of
sale could put an undue financial burden on the Govermment.

The central idea expressed in the paper is that the cost of land
redistribution need not place an undue finaneial burden upon any
government and compensation to present landowners can approximate-
full value if the new owners of land are made to pay for the land at
its real value, This idea is supported through the concept of "use
cost® for all factors of production, including land.

The scetion closes with some brief general comments. It is pointed
out that finanecing agrarianm feform programs is no differeny from finance
ing other govermment projects. It is stated that one of the prineipal
objectives of agrarian reform is the redistribution of income but that
the way in which income is to be redistributed through land redistribu-
tion is seldom made clear. The two possibilities, modifying the
distribution of current agricultural income or also changing the dis=
tribution of assets, are briefly discussed.

Section II considers how the source of revenue for financing
agrarian reform programs affects sectoral income transfers. Three
sources of revenue are discussed: (1) revenue generated as a result
of the program, i.e., from the new owners, (2) revenue taken from the
wealth and income of owners of large tracts of agricultural land, and
(3) revenue trensferred from the non-farm sector.

Section %I discussed more fully the problem of whether the re=
distribution of lend 1s to result in income tranefers and, if so,

whether only current income is to be aifected or whether there is
also to be a redistribution of assets. It is pointed out that one of
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the principal means of affecting such an income transfer, particularly
with respect to a redistribution of assets, is the prices established

for buying and selling land.

After discussing the difference between the "price"™ of land and its
"value", five methods of determining land value are presented. These
ares

1, value as determined by the free land market;

2. capitalized value based on income ealeulated from historical
yields and costs}

3, capitalized value based on income potential calculated from
potential yields and costs;

. sssessed value; and

5. self-assessed value.

The merits and shorteomings of each methoad are then discussed.

Section IV deals with various methods for finaneing land transfers,
These include:

1. new owners to begin paying for land after a grace period of from
three to five years with these payments, in turn, being used to
pay the present owners;

2. payment in full to present owners at the time of purchase;

3. owners of expropriated land being paid with ten, 15 or 20~year
government bonds;

L. linking land redistribution to industrislization through payment
in industrial development bonds; and

5. renting of land from present owners (with perhaps purchase options).

Section V discusses colonization projects, which refer to settlement
of areas largely devoid of population and infrastructure. The financial
aspects of these programs, which are different from the financial aspects
of land redistribution programs, are discussed.

Section VI coneludes that land redistribution can take place without
undue Tinaneial strain on governments if the present owners are compensated
by monthly or annual payments made by the new owners. It is stated, however,
that this suggested program over-simplifies the problem as underlying
agrarian reform is the intent to redistribute inecome and wealth in the
process of redistributing land, Thus, present owners are to be paid less
than they presently value their land and new owners will buy it for even
lower prices.



B. "A Potential Institution and Procedure for Financing Agrarian Reform ﬂijf UNSF

and Stimulating Industrialization in Peru” - Fred Mann & Melvin Blase for
.AyIIlD.

This paper conceptualizes an ingtitutional arrangement which will enable
the sale of agricultural land to smaller owner-operators and the investment
of the land-sale proceeds in new industry to become a reality. (This repre-
sents an extension of and elaboration on the idea expressed in the first
paper of financing land transfers through issuance of industrial develop-
ment bonds.) The institutional arrangement proposed is described in fairly
general terms; what follows is a summary of the main points of the scheme.

The A-I Trust: Central to the proposal is the establishment of an
institution called the Agrarian-Industrial Investment Trust (the AT Trust).
It is the only new institution called for and will be assisted by the several
already established institutions in Peru.

Agrarian Reform: The A-I Trust will purchase land from the large land-
owners issuing trust certificates as payment. The former land-owner will
have a choice of two types of certificates, 5% fixed return ol full-risk
certificates. The A-I Trust will resell the land teo relatively small-scale
owner-operators in exchange for small down-payments and negotiable notes for
the balance of the purchase price. These notes will be guaranteed by the
Government.

Ligquifying the Assets of the A-T Trust: The A-I Trust will use the notes
it receives from land buyers as ecollateral for loans from national and inter-
national finaneing agencies. These loane would carry the going rate of interest
in the particular market. In addition, the Trust will pledge its industrial
assets as collateral for these loans as these assets are acquired.

It is envisaged that the Government of Peru would provide "seed money"
to the Trust, perhaps §1 million. Also, U.S. A.I.D. would be expected to
provide a long-term, low interest loan to compensate for the extent of the
discounting of the A-I Trust's eollateral. It is stated that this will allow
the Trust to hold liquid assets to the full face value of trust certificates
it has issued.

Industrial Development: The A-I Trust will look to existing institutions
for direction in investing its assets. There are three alternative ways for
making investments:

1l. investment by the former landowners themselves;
2. investment in risk capital by the Trust; and
3. investment in debt capital by the Trust.

A former landowner will be given a period of time, e.g., one year, to
decide whether he or the Trust will invest the cash amount of his trust



certificate. If he decides to do so, he would be allowed to redeem the
value of his certificate for investment in approved industries., If he
chooses to invest in a wholly owned enterprise, there would be further
requirements such as the amount of investment to come from other sources,
various guarantees of performance, guarantees that the investment would
not leave the country within a fixed period, ete.

If the former land-owner elects to retain his trust certificate, the
A-I Trust can invest in risk capital. Certain controls will be placed on
the Trust concerning the balance to be required in its investment portfolio.

Investment in debt capital will be the third alternative open to the
Truste It is expected, however, that this alternative would be used less
than investment in risk capital,

Termination of the A-I Trust: The trust will be self-liquidating,
Any increase in the proportion ol assets to debts -- as (1) the land
purchase payments are made, (2) trust investments are made, and (3) earnings
are accumulated == will be distributed in kind to the certificate holders
as a partial termination of the trust. The A-I Trust will completely
terminate its operations when all certificate holders have received a dis-
tribution in kind of all trust assets and after all loan commitments are
satisfied.

Other Considerations: The paper concludes with a discussion of three
aspects of the proposal. These are:

l. the exclusion of any attempt to deal with the public welfare
aspects of the agrarian reform problem;

2. relationship to other tenure and transfer forms; and

3. the management needed to coordinate all activities specified
in the proposal,



Mr., Willism Diamond =5 - February 17, 196k

Comments on the Workability of the Proposal

A major weakness in the proposal is the assumption that the notes
received from the new omnmer=-operators will be easily marketable. Though
they carry the guarantee of the Government, it is not clear that they will
be acceptable in foreign markets as eollateral without substantial dis=-
counting. Though Peru's currency is currently stable, any inflationary
trends would inerease the amount of discounting on these notes, especially
if the rediscounting facilities were to be available for a long term.
Local sources of funds would probably not be suffieiently large to cover
the extent of borrowing envisaged.

It is assumed that a long-term, low interest loan froi A.I.D. would
be available to cover any disecounting that was required. It is doubtful,
if this discount were large, that a loan of the required magnitude would

be available.

Without further information on the interest rates the notes from the
new owner=cperators will carry, the marketability of these notes, or the
returns available on industrial investments in Peru, little can be said
on the profitability of the proposal.



Lopeh,
o

Ko s vk -#fu\% ‘ ﬂ/mt}
/gﬂ‘bj'gﬁg/éﬂ

3 Le Vo oy
KVMéig

E
Since December 1962, work has been under way to initiat Q44Lhﬂ~
World Land Bank to assist the countries of Latin America and other
developing areas of the World to attain a meaningful agrarian

reform.

THE WORLD LAND BANK

The idea to establish a World Land Bank was first articulated
by James G. Patton, President of the National Farmers Union, past
President of the International Federation of Agricultural Producers
and the current President of the Freedom From Hunger Foundation.

Most recently, Mr. Patton spoke of the proposed World Land
Bank at the Second General Ordinary Conference of Inter-American
Agrarian Organizations, held in Mexico City in June, 1963. The
World Land Bank proposal was adopted by the Inter-American Agrarian
Organization in formal resolution on September 17, 1963. Mr. Patton's
proposal was adopted earlier at the thirteenth General Conference of
the International Federation of Agricultural Producers (IFAP) in
Dublin, Ireland, on lMay 2lst, 1963.

Stated simply, the purpose of the World Land Bank is to pro-
vide sufficient funds to expropriate inefficiently farmed land
holdings with prompt and adequate compensation paid to the owners,
and provide small farmers the financial resources necessary to
increase the productivity of the agrarian sector.

The World Land Bank will be formed as a specialized agency
within the meaning of Article 57 of the United Nations Charter, the
same authority used for the formation of the International Bank for
Reconstruction and Development (World Bank). It will be capitalized
from subscriptions both public and private purchased by the creditor
nations of the World, and donations similar to the financing of the
World Bank and the funds made available to the International Develop-
ment Association.

An example of how the bank could function, is as follows:

1l Under the Agrarian Reform Law proposed by country X in
Latin America, landowners would receive payment for the
expropriation of their land in 20-yr, 5% interest Govern-
ment Bonds. Land valuation is based on productive value
at the time of expropriation.



ko

The small farmer will receive this land from the Institute
of Agrarian Reform. The Institute will receive a first
mortgage on the land from the new landowner, payable over
a 20-year period at an interest rate of 3%.

The World Land Bank at this time would provide from its
own resources and its contact with the World Bank, the

UN Special Fund, the Export-Import Bank, the technical
assistance programs of other countries and AID, loans to
assist in increasing land productivity, i.e., agricultural
credit to buy equipment, seed, fertilizer, and provide
technical assistance. The use of this money would be
coordinated in Latin Country X by the Agricultural Bank,
the Agricultural Extension Agency, the UN Special Fund and
AID.

The most important aspect of the World Land Bank work be-
gins with step 3. Using as security the first mortgages
obtained from those who received land under the Agrarian
Reform program, the Latin Government of X borrows from the
World Land Bank 50% or more of the value of the first
mortgages. This money goes to the Industrial Bank and
Industrial Planning Commission of Latin Country X.

On a selective basis, the landowners who receive 20-year
bonds as payment for the expropriation of their land
resources are told by the Government that they can redeem
their bonds by investing the currency equivalent in one of
a series of industries the Latin Government of X feels
desirable for its economic development. This list of
industries should include both prospective new industries
and the purchase of stock in established industries which
the National Planning Commission determines desirable for
X's economic and social progress.

If the Government prefers to make this investment for
the landowner, the landowner would be given shares in a
Government open-end trust similar to a mutual fund.

The landowner, on redeeming the Agrarian Reform bonds,
endorses them over to the Government of X. The Govern-
ment of X then borrows from the World Land Bank 50% of
value of the Agrarian Reform bonds, using as security the
bonds redeemed by the landowners. This money goes to the
Industrial Bankd and the Industrial Planning Commission,
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where it is utilized to redeem further Agrarian Reform
bonds and channel the money from the redemption into
industrial development.

4, The increased productivity of the agricultural and
industrial sector and the consequent augmented tax
revenues to the Government will allow the Government
to pay off the hard currency loans made by the World
Land Bank.

This process gives the landlord the assurance that his invest-
ment in land will be paid in a currency that does not suffer
devaluation, as the industries he or the governments invest in pro-
duce goods which follow inflationary price increases. It also
permits a clean transfer of assets from the agricultural sector into
the industrial sector without a capital flight to Europe or the
United States.

The entire program is self-liquidating as the increased pro-
ductivity of the land helps pay for the Agrarian Reform program and
tax revenue will increase proportionate to the increase in agricul-
tural and industrial production, allowing the Latin Government of X
to meet its international credit obligations.
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RESUME

The amount and kind of financing needed to carry out agrarian reform
programs depend upon the conceptual framework and objectives of agrarian
reforms Primary attention is given in this paper to the financial implica-
tions of redistributing land and how the level of compensation paid present
ovners for their land determines the degree to which the objectives of
agrarian reform are achieved. The point is developed that for many persons,
agrarian reform is as much a tool for redistributing income and wealth as
for increasing agricultural output and efficiency; therefore, how and to
what extent compensation is paid determines the amount of income and wealth
redistributeds Prior to developing this aspect however, designers of agrarian
reform programs need to consider the question of sectoral income transfers to
insure that agrarian refom is consistent with overall plans for economic and
social development.,

Since pricespaid for land acquired by the Agrarian Reform Agency are
by and large administratively set and since there are no readily avilable
data on land values, comments are made on various ways to estimate land
value with the suggestion that a self-assessed value,to be used both as the
price to be paid if the land were purchased as well as detemining tax
lisbility, holds promise as the best immediate method of determining land
values,

The paper concludes that land redistribution need not impose any impos-
sible finencial burden on governments if the new owmers of land began paying
for land after a grace period of from 3 to 5 years and if these payments in
turn were used to pay present owners. Under this plan, present owners would
not receive a lump sum payment; rather annual payments would be made which
might equal but certainly never exceed the payments made by the new owners,

The possibility of using industrial development bonds as a possible modifi-

cation of this plan is also discussed,



FINANCIAL ASPECTS OF AGH:lIall RuwiORM

"Agrarian Reform" is here taken to mean the redistribution of rights
to own and/or operate land in such a way that this redistribution results
in increased production and efficiency along with a more equal distribution
of the income generated from this prt:'dl.lc’c-ion.:L It can, therefore, be said
that one of the main stumbling blocks to agrarian reform (redistribution of
land) is the scarcity of financial resources needed to redistribute land
and provide the auxiliary services required for increased output. For, if
a country had sufficient funds at its command (from, say, loans or grants)
to purchase and pay market prices for all farm units larger than a socially
accepted minimum size, the opposition to land redistribution on the part of
present landowners would largely disappear and the State could then redis--
tribute land in the_size units it considered best for over-all econcmic and
social devechpm.ento2 Therefore, since the basis of every program of
agrarian reform necessarily needs to be the redistribution of the rights to
own and/or operate land, this paper addresses itself primarily to the
problems involved in financing the redistribution of land.

1, Inherent in this statement is the idea that land redistribution mu::.
take plade in such a way that neither the land to be redistributed nor the
new owners are selected randomly but rather as the result of deliberate,
purposive selection, "In such a way" also implies that land redistribution
will be accompanied by the auxiliary services needed for efficient employ-
ment of resources,

2, It may be well to point out that there are quite divergent points
of view with respect to the effect that land redistribution would have on
total output, efficiency, and distribution of final product, for equally
good arguments can be made in support of both positive and negative resultus,
A final consensus, however, would probably be that land redistribution per
se, while perhaps a necessary condition for agricultural development, is
certainly not a sufficient condition; and if land redistribution is to be
successful, on any wide scale, it must be accompanied by several other
changes, chief of which are more adequate agricultural research and extension
services, improved and more widely dispersed general education for all rural
people, sufficient agricultural credit tailormade for the various agri-
cultural needs, and improved and expanded marketing services, As can be
imagined, the provision of these services is likewise a costly matter, and
costs increase geometrically as the pace at which the services are provided
is speeded up., However, if these services are expanded and improved simul-
taneously with land redistribution, one cannot say that land redistribution
was the cause of the increased output and efficiency.

3, It would be well to recognize that the financial implications of
agrarian reform programs might be quite different if other concepts of
agrarian reform were used,
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In addition to the direct costs of acquiring land, there are other
aspects associated with land redistribution and agrarian reform which also
require considerable financial support, These include studies and surveys
needed for describing farm limits and physical characteristics of the
land; administrative costs; training administrators, farmers, and the
technicians needed to instruct farmers; as well as providing credit,
extension and research services, The following comments related to the
financing of these services may seem to be presented in a vacuum, for no
suggestions are offered on how to reduce real costs or increase revenues.,
The only point made is that through a change in accounting practices the
cost of executing agrarian reform programs can be greatly reduced if many
of the above listed programs are charged to over-all economic and social
development rather than to agrarian reform. This practice would not lessen
the need for fiscal revenues or the effect on government finances of
providing them, Rather it provides a more rational way of developing
agrarian reform programs in that land redistribution programs, colenization
projects, and the provision of services required to support and encourage a
vigorous, efficient agriculture can be budgetdd separately instead of being
lumped together into one agrarian reform budget. While this procedure may
increase the public acceptance of reform programs, it should not fool
government planners, for if any or all of these programs are needed to make
agrarian reform successful, the cost to the government is the same regard-
less of which program budget they are charged to. Therefore, while
decreasing the cost charged to agrarian reform, the costs of other programs
are thereby increased.

i &

If land redistribution, apart from outright confis&cation, is to be
completed within (say) three to five years, and if it is to be accompanied
with adequate auxiliary services, the cost of such programs would be great
and would certainly require an immediate transfer of income from the non-
farm to the farm sector as well as from the owners of large farms to the
operators of newly established units., This fact needs to be clearly faced,
and unless these income transfers are compatible with plans for over-all
economic and social development, the idea of having a thorough-going ,
complete land-reform and land-redistribution program realized in a short
period ofé?ime should be regarded as nothing more than dangerous, political

demagogye

Le The implication here is that very few, if any, development plans
call for an income transfer from non-farm to farm but rather the reverse,
i.e., that the farm sector is expected to help finance overall economic
and social development,
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However, the objective of this paper is not only to point out what
cannot be done~-important as this is-~but also to indicate ways in which
agrarian reform programs can be financed, consistent with other programs
for economic and social development. In the context of this paper, this
means how to finance the redistribution of land.

The chief problem associated with redistributing privately owned land
is deciding upon the extent to which owners are to be compensated for their
properties. In signing the Charter of Punta del Este, the American
Republics agreed to work toward the achievement of the goal that "the land
will become for the man who works it the basis of his economic stability,
the foundation of his increasing welfare, and the guarantee of his freedom
and dignity," which is generally taken to mean family size, owner-operated
farms, However, the philosophy of the Charter is also commonly assumed
to imply that just compensation will be paid for expropriated property.
This points up the central problem: Governments do not have sufficient
financial resources to redistribute any significant amount of private land
if present owners are to be paid in cash the market value of their land.
However, programs are often designed which purport to redistribute large
gaantities of land and at the same time pay ouwners the full value of
their properties: But this is difficult if full value is taken to mean
cash payment or its equivalent at time of sale. Such programs are of
course possible if compensation is measured in monetary rather than real
terms and sufficient inflation occurs to depreciate the value of money,

But it is doubtful whether payments can in fact be considered as "payment

in full" if landowners' purchasing power is greatly reduced as the result

of selling their land, Various proposals have been suggested for fully
compensating owners while at the same time lowering their purchasing power,
For example, one suggestion is to force land values to fall by increasing
property taxes. Another suggestion is for payments to be made in non-—
negotiable bonds whose value would be largely eroded away at time of

maturity. Finally, it is sometimes proposed that the owners of land not
fulfilling its social function have by this neglect, forfeited their right

to compensation and, therefore, the State should confiscate these properties.

The idea expressed in this paper is that the cost of land redistri-
bution need not place an undue financial burden upon any government and
that compensation to present landowners can approximate full value if the
new owners of land are made to pay for the land rather than receive it free
or at a price lower than its real value. The reasoning goes as follows:

In a society of rational entrepreneurs there is a use cost for all factors
of production, including land, Therefore, at the present time, some part
of gross farm income goes as payment for the use of land. In many cases,
this is interest on investment or returns to the capital invested in land.
For those farms vhich are rented, this is the rental payment to the owner.
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One of the suppositions underlying the need for land redistribution is that
the new, optimum size units will be more productive than present farms, If
this is so, there is no reason why new owners should not also pay a land
charge which could then be used to pay the original owners the value of their
farms, This in essence is the program which was endorsed by Special
Committee II of IA-ECOSOC on Agricultural Development and Agrarian Reform
in the report of its second meeting, July 1963, in San Jose, Costa Rica.ﬁ/
The Committee recommended "that new owners under agrarian reform programs
make specified, reasonable payments for the land received, after a reason-
able term during which they are allowed to get settled, and in keeping with
their income.," Under this plan, present owners of land acquired by the
Agrarian Reform Agency would not receive lump sum payments for their farms,
but rather annual payments, consisting of principal and interest, would be
made which might equal but certainly never exceed the payments made by the
new land owvners,

Before entering into a discussion of specific problems, some brief,
general comments relative to financing agrarian reform programs may be
useful. From the fiscal standpoint, financing agrarian reform is no dif-
ferent than the financing of other government programs. Wuestions of total
project cost, how revenue is to be raised, i.e., who is to pay how much and
who is to benefit from the program, need to be answered for all government
programs, including those for agrarian reform. Once clear, consistent,
unambiguous answers to these questions are formulated, decisions can more
easily be made concerning the financial feasibility of executing such
programs, Implicit in the questions of who is to pay and who is to benefit,
is the matter of income transfers, These are particularly important in
agrarian reform programs for, whether stated explicitly or merely implied,
one of the principal objectives of agrarian reform is the redistribution of
ilncome,

- However, the way in which income is to be redistributed through land
redistribution is seldom made clear, Does this mean redistributing income
(1) solely through modifying the distribution of current agricultural
income, or (2) does it imply changing the distribution of assets as well?

In the first case, a redistribution of income is predicated on the assumption
that the incomes of new owners will increase while those of former owners
remain the same. In this situation, only the composition, not the value,

of assets held by former landowners woui? change as they exchanged their
land for other income producing assets.® A more equal income

5« HReport of the Second meeting of Special Committee II: Agricultural
Development and Agrarian Reform, CIES/Com.II1/17, 23 July 1963, Pan American
Union,

6, It is recognized that the income distribution may not change or may
even worsen if the assets acquired in place of land returned more income than
land, or if the new owners were less productive than the original landowners.,
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distribution would result in the second case, for not only would incomes

of new owners increase, but former owners' incomes would also drop, since
they would own fewer income earning assets as a consecuence of receiving
less than full value for their properties, In the first case, the income
distribution improves because of increased earning power on the part of
new owners, while the income and asset position of old owners remeins
unchanged., It should be recognized that this is a rather ineffective way
to redistribute income and will not modify the income distribution ap-
preciably, and hardly at all in the early years of the program. A redistri-
bution of wealth, on the other hand, would §7sult in immediate and signifi-
cant changes in the distribution of income.

Failure on the part of many proponents and designers of agrarian
reform programs to recognize these differences has prevented any general
image of what agrarian reform is from developing. Consecuently, con-
fusion reigns regarding objectives, costs, and probable benefits of
agrarian reform with the result that there is no large scale public ac-
ceptance for specific agrarian reform proposals. The plea here is that
in program formulation explicit recognition be given to the ends which are
to be achieved and that programs then be designed specifically to meet
these objectives,

Il

It may be well at this point to consider how the source of revenue
for financing agrarian reform programs affects sectoral income transfers.
Revenue generated as a result of the program is one possibility, and in
this case there need be no transfer of income from one group to another.ﬁ/
However, many proponents of agrarian reform reject the idea that those
benefited either should or can pay total program costs, That is, whether
explicitly recognized or not, they advocate an income transfer to this
selected group of farmers, often with the further suggestion that this
income transfer come from large landholders. Therefore, the wealth and
income of owners of large tracts of agricultural land is a second source of
revenue for financing agrarian reform programs. This would be a transfer
within the agricultural sector from one group to another. Therefore, ex-
cluding agricultural workers as a source of revenue, income generated as a

7o Land redistribution is not the only way to redistribute income.,

If more equal income distribution is one of the principle goals of agrarian
reform programs, these programs should not be judged solely on their own
merits, but rather in comparison with other methods for redistributing income,
such as inheritance, gift and income taxes.,

8. Abstracting from the problem of time preference. For, in the
beginning there will, of course, have to be a temporary transfer from some
part of the economy to those carrying out the program; but through correct
interest charges, the repayment program can properly compensate for this,
so that in the end no income transfer need have resulted.
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result of the program and the wealth and income of owners of large tracts
of land are the only two sources of fun%7 within the agricultural sector
for financing agrarian reform programs.

A third source of financing could result from a transfer of income
from the non-farm to the farm sector, This is a readily accepted source
by meny proponents of agrarian reform whose training and background are
largely agricultural, for they are aware of existing farm non-farm income
differentials. However, they are ignorant of, or choose to ignore, the
fact that many national development plans are based on a net transfer of
income from the farm to the non-farm sector to help carry out overall
economic and social development. Obwiously, while two-way transfers between
sectors can simultaneously take place, unless neutral, the net result of
these transfers can only be in one direction: either from the farm to the
non=farm sector or vice-versa. Therefore, the role of the agricultural
sector in financing economic development must be made explicit, and measures
used to finance agrarian reform programs should be consistent with overall
development plans,

III

The first problem which needs to be answered in developing a program
for redistributing land is to decide whether the redistribution is to
result in income transfers; and if so, the decision needs to be made
whether only current income is to be affected or whether there is also to
be a redistribution of assets, One of the principal means of affecting
this income transfer, particularly with respect to a redistribution of assets,
is through the prices set by the Agrarian Reform Agency in acquiring and
disposing of land., Conceptually, land redistribution schemes could be
neutral with respect to income transfers; that is, the price paid for land
by new owners would be sufficient to adequately compensate present owners
for any land expropriated by the Agrarian Reform Agency., However, this
possibility is often frowned upon by proponents of agrarian reform, for as
has been indicated, reform programs are to result in a more equal distri-
bution of income. Therefore, instead of being neutral, land redistribution
programs, depending upon the level at which prices are set, can be used to
transfer income and/or wealth from present landovners to either the State
or to new owners.lg/ At the same time, the price at which land is resold,
can be an effective means of transferring income and/or wealth to the new
landholders.

9. Agricultural labor is excluded since there is cuite wide agreement
that farm labor is now receiving less than needed for an adequate level of
living.

10, The net worth or wealth position of present landholders would be
increased if they were paid more than their land was worth, This may appear
as a ridiculous possibility, but compensation schemes should be checked both
in their development and execution to insure that this does not occur.
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Since the price at which land is bought and sold by the Agrarian
Reform Agency plays such a large part in determining the extent to which
the objectives of the reform are achieved, and since the words price and
value are often used interchangeably in discussions of agrarian reform, it
may be well to differentiate between the meaning attached to these words in
this paper. Value carries the connotation of economic worth, income pro-
ducing ability, or the quantity of other economic goods one would be will-
ing to exchange for the good in question, Whereas price is the monetary sum
the Agrarian Reform Agency places on the parcel of land in question, arrived
at from administrative regulations set forth in the Agrarian Reform law,
Therefore, depending upon the regulations and their interpretation, the
price at which land is bought and sold may be quite different from the value
of the land,

Often the intent of administrative regulations is to deliberately set
prices at which land is bought below the value of the land in order to lower
the net worth and income earning ability of landowners as a means of redis-
tributing income and wealth., This action is often justified on grounds that
it mekes up for non-payment of land taxes or simply because of insufficient
funds with which to pay a higher price. The propriety of these reasons is
neither questioned nor discussed here, Rather, the point to be made is
that in setting prices, the difference between price and value should not
be confused, and the objectives to be achieved by the reform should be
clearly understood and taken into account at the time prices are determined.
Even though set administratively, prices usually are to bear some relation-
ship to value and, therefore, the first problem is to determine land value
according to some accepted system of valuation., Four methods have commonly
been suggested as the appropriate way to determine value, In addition to
these four, a fifth is also suggested as perhaps being the most useful for
present day situations, These five methods are: (1) value as determined
by the free land market; (2) capitalized value based on income calculated
from historical yields and costs; (3) capitalized value based on income
potential calculated from potential yields and costs; (4) cadastral or
assessed value; and (5) self-assessed value,

In Latin America, the concept of value determined by the free land
market is not very useful, since there are too few voluntary sales from
which to generalize price, (If this were not the case, but instead a brisk
land market existed, there would be little need for expropriation and forced
land redistribution,) This method conceptually approximates the true market
value of land and, since price and value would be equal, should not result
in any income transfer, It is doubtful, however, whether there are sufficient
data on contemporary land sales to make this a workable method.
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In the face of existing imperfect land markets, nnn{l ppraisers prefer
to value land according to its income producing ability, This concept
particularly appeals to those who feel that while the State has the right
to expropriate property to insure its proper use, it also has the obligation
and responsibility to adequately compensate owners of expropriated property,
thereby protecting and respecting the rights of private property, - They,
therefore, advocate that the price paid owners be based on the income
earning ability of the land. This in itself it not an unambiguous method,
for, as indicated, income can be based on historical yields and costs or on
potential yields and costs, and the mere fact that there is the need for
land redistribution should imply that land at present is improperly used
and that value based on historical yields would differ considerably from
value based on potential yields, However, it would seem that price based
on historical yields and costs would more nearly reflect the actual economic
value of the farm to present owners and should be the basis of payment for
expropriated land; while potential yields and costs should more nearly
reflect the income to be earned by new owners and, therefore, potential
income should be the basis upon which land is resold to new owners, The
fact that this would result in land being sold by the Agrarian Reform
Agency for more than it paid should be of no import, for by the fact that
present yields are below projected potential yields, the present owners
would have demonstrated that they are either unwilling or lack the ability
to achieve the level of income projected for the new owners.

Advocates of basing price on cadastral or assessed value argue that
the basis upon which taxes are paid is also the proper basis for compen-
sation of expropriated property and that the market value or income pro-
ducing ability of the land is of no relevance in determining just compen-
sation. However, since land is grossly undervalued for tax purposes, this
proposal naturally is violently opposed by landowners as well as by many
others, for it is a deliberate attempt to transfer income and wealth away
from large landholders,

The principle of self-assessment is suggested as a compromise of all
these methods, Under this system the owner himself would assess the value
of his holdings. This value would then be the price the land reform agency
would pay for the property if purchased as well as being the value upon
which property tax liability were determined, It reflects market value in
that owners are probably the best suited to value their farms in relation

1l. This method has one serious limitation in that if land is to
receive its true share of income, all other factors have to be correctly
priced. This generally causes no trouble except in deciding upon a charge
for management, but since there is no market price for nanagement services,
the split between land and management must be arrived at arbitrarily.
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to neighboring farms, Assuming landowners to be interested in maximizing
income from their invested capital, they can value their farm relative to
its income producing ability in relation to other assets. Finally, the
self-assessed value, since estimated by the owner, cannot be called unfair
or discriminatory if it is used for both tax purposes and for determining
the sales price,

If the owner undervalues his property in order to keep his tax liability
low, the land reform agency acquires the land at a low price; but if owaers
do not wish to run this risk of having to sell their land at less than its
real value to them, they must pay taxes on what they consider to be the real
value of their property. This system needs to permit annual adjustments in
assessments to reflect changing land values which might result from inflation,
improved technology, and changed market conditions, Therefore, if inflation
becomes a significant factor, a mechanism is provided to insure that land
assessments keep pace with it, For this proposal to be effective, the Land
Heform Agency must have sufficient funds and authority to buy undervalued
land, for it is only the threat of loss of capital through sale at a low
orice that will motivate correct assessments. However, the amount of land
which the land reform agency can acquire will be determined by the size of
the budget available for this purpose and the price that is paid for the
land, Therefore, it is recognized that high assessments may limit the
amount of land which can be acquired for redistribution., If cwners were
to be fully compensated for their properties, it is doubtful that land
acquisition costs would be higher under a program in which ovners receive
an amount equal to the value they themselves place on their property for
tax purposes compared to other methods of valuation attempting to pay full
compensation, For, the Land Reform Agency should be free to purchase only
that land deemed desirable, and, therefore, over-valued land would not be
purchased; and since owners must pay taxes on the basis of their declared
valuation, they would probably not be inclined to over-assess their land.
However, as a safeguard, the price paid for land purchased by the Agrarian
Reform Agency should be an average of the assessments for (say) the last
three years for which taxes have been paid.l§7

12, A more effective but drastic system of determining the price to
be paid for expropriated land would be to base purchase price on the average
value of assessments for the last _three calendar years where non-payment of
taxes for any one year would imply zero assessment for that year. There-
fore, if taxes were not paid for three consecutive years, the purchase price
would be zero; if not paid for two of the last three years, the price would
be one~third of the assessed value for the year in which taxes were paid;
and if not paid for one of the last three years, two-thirds of the average
value for the two-year period. Such a system would greatly encourage full
payment of taxes. (For a fuller treatment of this idea, see Wade F, Gregory,
"Agricultural Taxation as a Tool of Development" in Tax Reform for labin-
America: IT Problems of Tax Policy, Pan American Union, to be publisched., )
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It is important to note the fact, however, that in many cases the market
value of farms as viewed by present ovmers, i.e., the price at which they would
be willing to sell their farms, will be higher than a value based on capitalizing
the income actually being earned by the fam. If land were strictly an economic
factor of production and held principally for production purposes, these two
values would more or less be equal, and the market value of land could be deter-
mined by dividing net annual income by an appropriate rate of interest. However,
one of the main reasons there is a need for land redistribution is the fact
that many owners of large estates do not hold land strictly for production
purposes, but rather for a complex of reasons, such as a hedge against inflatic:
soclal and political prestige, and the fact that properties have been in the
same family for generations. Therefore, it is quite likely that present owners
value their famms above the earning potential of the land as it is presently
being farmed. The question that needs to be answered then is "should present
owners be paid for these non-economic values they place of land?" If so, it is
unlikely that new owners will be able to pay this high a price for land, and ti:
otate would then have to make up the difference, either out of general revenue
»>rinting of bonds, etc. If owners were not paid this price, there would be a
Zeneral lowering of their real-income position., However, this may be one of
the precise objectives of agrarian reform programs., Namely, to eliminate and
dissociate these kinds of factors from land values so as to reduce land pri-~
marily to an economic factor of production, so that it will be used more in
conformity with the goals and objectives of overall economic and social deve.-
opment, Whether or not owners are or should be paid for these '"non-economic"
values is a political question and must be decided as suche. Economics has
little to offer in this area other than to point out what part of merket value
is due to these factors and what part is value as reflected by earning poten-—
tial. However, if a more equal distribution of income and wealth, as stated
in the Charter of Punta del Este, is to be achieved, this may come about only
through a forced 13/ redistritution of wealth and income from the "haves" to
the "have nots". Therefore, as noted in an earlier part, one of the ways to
achieve this redistribution is to underprice land in relation to its value,

v

As indicated in the first part of this paper; the best method of financing
land transfers is for new owners to begin paying for land after a grace period -
of from 3 to 5 years and these payments, in turn, be used to pay present owners.
In considering this alternative, it should be recognized that this system penal-
izes present owners in three ways (irrespective of the effect which may be

13. Forced, in the sense that very few people willingly distribute their
assets to others and, therefore, there is a need for forced redistribution
through taxes, expropiation, etc.
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imposed by setting the purchase price below market value): (1) Unless a market
develops for the rights to receive payments made by new owners, the asset
position of former owners becomes frozen to the extent that they can neither
liquidate nor exchange this asset ﬁr another; (2) real income earmed by this
asset decreases with inflation; and (3) income is foregone for the

3 to 5-year grace period, even though this can be made up in later payments.,
This last may cause considerable hardships on those landholders, such as widows,
elderly persons, handicapped, etc., who are dependent solely upon land rents
for their income, For these persons, it probably would be desirable for govern-
ments to begin payments immediately from general revermues until such time as
new owners began their payments,

Before discussing other methods, it might be well to point out one alter-
native which is completely unworkable if significant amounts of land are to be
Jdistributed: this is payment in full at time of purchase., This alternative ir
absolutely impossible unless governments are to resort to printing money in
considerable quantities. However, it should be noted that cash payment in fii’
1t time of purchase is the only constitutional alternative open for many Latir.
‘merican countries even though provisions in their Agrarian Reform Laws may
specify other means.,

Probably one of the more popular proposals with many expo:sents of land
reform is for owners of expropiated land to be paid with 10, 1), or 20-year
government bonds., If interest were paid anmually on these bonds, there would
be little difference between this scheme and that suggested above whereby th=
payment of new owners were used to pay former owners for their expropiated
land...]_-ﬁ/ Also, the payments of those purchasing land could be used to reti=
the bonds and thus reduce the inflationary pressure which might otherwise result
if governments issued bonds without any compensating means of meeting the
indebtedness,

Reluctance on the part of large landholders to accept bonds might logically
stem from two fears: (1) the loss of purchasing power of the bonds due to
inflation, and (2) the lack of faith that bonds would in fact be redeemed at

14, Since one of the objectives of land redistribution is to achieve a
more equal income distribution, inflation would be an effective way to transfer
income from former landovmers to those buying the land. However, if this were
not the desired objective, the effects of inflation could be fairly easily
counteracted by expressing annual payments in terms of commodities rather than
money; for example, in terms of wheat, meat, cotton, coffee, bananas, etc.

15, If interest were not paid ammally,but rather included in the value
of bonds at maturity landowners in reality would scarcely receive any com-
pensation for their land, for in addition to inflation depreciating the face
value of the bonds, owners would also have been deprived of any annual income,
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date of maturity. Making bonds negotiable may help to reduce these fears; and
the discount at which bonds were sold would be a measure of the extent of these
fears, One difficulty in making bonds negotiable, however, would be the
increased inflationary pressure which would result. But, if by being nego-
tiable, bonds were dispersed among various sectors of the economy, sufficient
force may be created to insure that governments would not renege on redeeming
bonds at time of maturity.

Rather than just printing bonds, governments should issue them only to the
extent that financial backing were available. For the major part, this backing
should come from payments made by new landovmers after the end of the 3 to 5-
year grace period, However, revenue could also come from public sale of bonds;
and to the extent that agrarian reform is considered a social welfare program,
financing from general government revenues would also be appropriate. To the
extent that bonds were financed by these methods, they would be non-inflation:
for the remainder, governments could resort to money creation through natione. .
development banks in the same manner that banks customarily create new money tc
Tinance legitimate needs for business and industrial expansion., The inflatioci
«ffect of this program would be dependent upon a whole series of government
actions but a discussion of these are outside the scope of this paper.

One ramification of payment in bonds which merits consideration is the
linking of land redistribution to industrialization through payment in indust.-ii
development bonds. These bonds would be negotiable and could be exchanged im
mediately or at any future time for credit toward the purchase of resources
needed for the creation of new industries or the improvement and expansion of
old ones.lé/

16. A reason often advanced for not paying landowners in cash is that
they will spend the money for non-productive purposes or invest it outside the
country. However, whether tied to industrial development OF other like schemes,
bonds can eventually be turned into free funds for use in whatever manner
desireds For example, if proceeds from the sale of bonds can be used only for
industrial development, there is no reason to suppose that one could not sell
the industrial entezrprices resulting from the exchange of bonds. The argument
that at least some industrial development occurred is not a valid one, for
there is no reason to suppose that the same development would not have occurred
if funds had been made available directly rather than in the roundabout way of
using industrial development bonds to finance land redistribution.
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Aside from large pools of unskilled labor, many underdeveloped countries
have a scarcity of the resources needed for industrial development as well as
a mhortage of capital with which to acquire these resources, At the same time,
however, considerable cquantities of capital in the fomm of farm land are im~
mobilized, which if mobilized, could be used to help finance industrial develop-
ment. The issuance of industriel development bonds in payment for e:propriated
land is a step toward mobilizing land capitel and putting it to immediate
productive uses

The program might worl: as follows: Land owmers would be paid in industrial
development bonds which could be held until maturity or else could be redsemed
at par for either shares in government financed industries or for credit towars
industrial development o7/ Other non-industrial uses for which bonds could be
exchanged might be the establishment of agricultural credit and farm manageme:*
services whereby landowners exchange their lands for capital with which to
zstablish agricultural lending institutions or advisorv services.

So far, only domestic souirces of revenue have been considered for redeew .
honds, but conceptually at least there is no reason why foreign capital could
not also be used to simultaneously finance land redistribution and promote
industrial development. Likewise, the use of foreign capital nsed not interfore
with the use of domestic capital in underwriting industrial development bond:
but rather could serve to reinforce and complement the program,

Many countries have or are in the process of preparing national developmsii.
programs in which industrial development looms rather large., These plans arc
predicated on the assumption that much external credit will be made availavle
for industrial development, The suggestion made here is that instead of this
foreign capital going directly into industrial development, that it, or at least
some part of it, be used as backing for the issuance of industrial development
bonds which would in turn be used as payment for expropriated land, This would
not change the final use of external capital, but only encourage large land-
holders to trade their land for business and industrial enterprises and to
become industrialists rather than agriculturalists.

Some may object to this proposal on the grounds that it is unfair or unwise
to deliberately weight the developing industrial complex with former agricul-
turalists., But this may in fact be an added plus value for the proposal, since
large landholders may be the best pool of entrepreneurial talent available in

17 Some limitations on the degree of control in these industries which
any one person or any one sector of the economy could hold, might have to be
imposed to insure that the operstion of the industry continues to serve the
interests of all society rather than a select few,
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many countries, and without this talent industrial development may have serious
difficulties in finding competent manczers and cdirectors. However, since there
is widespreac belief that large landholders inisuse their economic power, steps
should probably be taken to insure that concentration of industrial power does
not result from the issuance of industrial develoanent bonds and that the
rights of workers and consumers are adequately protected,

As increased attention is given to azrerien reform problems, new faces and
new iceas appear, and from these has coime renevved interest in renting as a
partial solution for some tenure problems, particulerly since renting is one
way of economizing on capital, This was recognized by Special Committee II of
the Ia-IECuS0C in the report of its second meeting,.lﬁ/ where it concluded that
Tgovernments can decrease cost of purchasing land if measures are taken to allowr
for the leasing of family units with an option to buy." Therefore, it may be
well to briefly e:plore the implications of rentins. Implicit in the concept
shat agrarian reform is concerned with the redistribution of rights to own an:.’
or operate land is the premise that rizhts to operate lend may sufficiently me:"
the conditions of azrarian refom and adecurtely substitute for land ovnershiy
in fact, the arguuent made here is thet for sone situsations, it is preferable
for fam operators to rent land rether than owm it. This has direct relevance
on a discussion of financing asrerian refomm, for if the desired results can
be achieved through renting rather than throush 2 change in ownership, the
need for capital to finance land sales is therebr eliminated,

If the only way ferm workers could zain control over land was to purchas:
it, meny workers would have to spend an excessive part of their income in
payment for land if they were to become farm operators. Therefore, owning land
would deprive them of needed operating capital, thereby lowering their pro-
ductivity, income, and standard of living, ‘/hereas, if only a rental charge
had to be paid, a larger part of income could be used for operatinz capital,
conswiaztion, or boths The rental charge, if correctly arrived at, should
ecual payment for the use of land, which is really interest on the capital
invested in land and has to be paid regardless of type of tenure. For owner-
operatec fams, the far: owner, in a sense, pavs this rent to himself, but he
first has to forego sufficient consumption to save and invest an amount ecqual
to the value of the ferm. In some cases, it mayr be preferable for him to
invest in operating capital rather than in real estate, while in others, it may
be preferable for him to increase his consumption rather than to save and
invest. The difference between renting and buying family-opersted units is that
in those cases where operators' income are sreat enouch to permit investments
after the land charge is paid, some farmers may wish to invest in land and be--
come owner-operators,while others may prefer to remain tenant~operators and in-
yest in operating capital rather than land, However,in both cases profits from
/operation,sometimes called returns to management,would be received by the

18, Ibid.
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operator in addition to his labor share, and in this way the total income
received by the renter-operator would be greater than what he would receive
as a farm laborer.

It is recognized that because of their greater authority and economic
power, landlords can abuse and take advantage of tenants, However, rental
arrangements have been a subject of much study and investigation, and from the
evidence and experience accurmlated, it is possible to develop safeguards which
can adequately protect the interests of both landlord and tenant and which would
tend to create an environment from which weuld come imcreased produgtivity and
an equitable distribution of the products

v

Discussions of agrarian reform usually include some reference to coloniz:
tion projects. As used here, this term refers to settlement of areas largely
devoid of population and infrastructure in contrast to land redistribution
which concerns the redistribution of rights to owvm and/or operate land in
existing farms., In this context, the financial aspects of colonization progra .
are quite different from those programs aimed at land redistribution. Not only
are the financial aspects different, but the objectives of these two programs
should also be quite different. If land redistribution is aimed primarily at
increasing resource efficiency of the farm sector, principally land resources-
a prograem to colonize unsettled land is not the correct means to this end, fc
it cannot have very direct or immediate effects on the manner in which land
already in farms is used. Colonization may provide new employment and increas.
total agricultural output through an expansion of total area farmed, but it
will have little or no effect on the efficiency with which present resources
are used or on the distribution of income earned from the sale of farm products,

Two kinds of costs are incurred in the development of colonization projects,
and both are cuite expensive, One deals with reconnaissance surveys and fea-
sibility studies to detemine which are the appropriate and best areas for
settlement, since the fact that an area has idle land and is unpopulated does
not mean that it is a good site for a colonization project. The other type of
costs has to do with the establishment of infrastructure to and in the area
selected for settlement. These include the building of roads, schools, medical
facilities, provision of police protection, etc.; and for each family settled,
land must be cleared, houses built, water systems developed, etc, Not only do
these activities require considerable capital, but there is also the time cost
of waiting until land is cleared and crops are planted, harvested, and marketed.

19. Taken from PROBLIIS OF AGRICULTURAL DEVELOPIENT, CIES/Com.II/21, Pan
American Union, 1963,
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This waiting cost applies not only to the production of commercial crops but
also for subsistence production; therefore, there is also the cost of maintain-
ing families until a harvest is realized.

Most of the colonization projects which have been pre-ared are quite
expensive; for exarple, those recently submitted for financing to the Inter-
~ American Development Bank ran from a low of 51897 per family to a high of
535,986, In deciding whether to carry out these projects, governments should
consider that resources allocated for colonization projects means that some
other projects cannot be executed. However, colonization costs could be greatly
reduced if only the essential elements needed by settlers were provided rather
than fully developing an area prior to settlement, The aim should be to provide
a large number of people with the opportunity to better their situation through
hard work rather than to raise a few selected farm workers from poverty to
relative riches overnight., This would mean that most of the labor needed for
building roads and houses, clearing forests, constructing fences, etc. would
be provided by the settlers themselves at no financial cost to the government
sther than food until the first harvest, simple equipment, seeds, and other
sssential factors of production, plus technical supervision to guide and dire:
the productive efforts, This is what is often referred to as making maximmm
use of self-help on the part of settlers in the execution of colonization
projects,

VI

In conclusion: The redistribution of land can take place without much
strain upon government finances if governments primarily serve as catalysts cv
middlemen in the transfer of land from present owners of large estates to future
owners of family-sized farms if, and only if, the new owvmers (after a period
of severl years) make monthly or annual payments for the land, and these payment:
are used to compensate present owners, Future owners should pay the full value
of the land based on the income potential of the land, for there is no reason
why the fortunate few who receive the right to purchase land should be given
something for nothing. Likewise, this price should set the upper limit on the
value received by present owners. However, while determinint the upper limit,
present owners may receive less than this for either of two reasons: (1) as 2
way of redistributing income and wealth, and (2) they should not receive a
price any higher than one based on income actually realized even though value
based on potential income may be higher.

This suggestion is quite similar to using amortized real estate mortgages.
The difference being that with the use of mortgeges, sellers receive full
payment at the time of sale with the buyer making his principel and interest
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payments to the holder of the mortgage. In the method sugzested here, the seller
in a sense, is forced to serve as the holder of the mortgage (unless of course

he sells his rights to someone else) with the government or Agrarian Reform
Agency serving as middleman to receive payments from the buyer and to transfer
these payments to the seller, Bonds can be used to pay ovmers without basically
modifying the scheme if they are looked upon as a first mortgage on the property
and are to be retired through payments of the new landowvmers. Other modifica-
tions mentioned were tying industrial development to land redistribution by
paying for land with industrial development bonds which could be redeemed at

any time for industrial development capitals

The above program is really an over-simplification of the problem, for the
real difficulties arise in the fact that underlying agrarian refomm is the
intent to redistribute income and wealth in the process of redistributing land,
This is to be accomplished by paying owners less than they presently value
their land, and in some cases reselling land to new owners at a very low prices
Therefore, in considering the financial aspects of agrarian reform, the objec-
tives of the program with respect to income distribution and income and wealth

transfers need to be clearly spelled out and programs developed which are comn-:
sistent with these objectives.
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A POTENTIAL INSTITUTION AND PROCED JRE ZOR FINANCING

AGHARTAN REPOEM AND STIMULATING INDUSCRIACIZATION IN PR

Jointly by Ficd Munn & Me'vin Blase®
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Objectives of the Institutional Arrangement

The following explicit objectives were sought in the conceptualization of
the institutional arrangement described in this paper:

1. Provide an institutional means for financing agrarian reform in Peru.

[:l.
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|$.':

"
2, Stimulate non-agricultural industrial developwent of the country. ,@61"2

oN
3. Make agrarian reform more acceptable by minimizing risk.

4. Utilize existing public institutions,

5. Minimize the extent of public control in accomplishing these objectives,

The cost of financing agrarian reform in Peru 2/ represents 4 substanciul
but not insurmountable obstacle. The bill submi“ted by the present Peruvian
adminigtration to the Congress proposes to-aubject a specified amount of land to
voluntary or involuntary transfer for agrarian reform purposes. Based on the
most recent agricultural census there are 1,743,000 hectareas of cultivable land
and 3,000,000 hectareas of natural pasture land subject to reform under the
government proposal. An estimate of the value of land of $4,429,00 per hectarea %
for cultivable land and $176,00 per hectarea for natursl pasture land has been
made.

Based upon these estimates of the total of land involved and the average
price per hectarea, the total cost of the sgrarian reform program in Peru is
estimated at $8,248,000,000 (308,000,000 dollars). Tf a ten year agrarian reform
program is assumed (This assumption seems to have merit based upon the magnitude
of the task and the resources available for accomplishing it), the annual cost

of the agrariaun reform would be $824,800,000. (30,800,000 dollars),3/

e

/ Estimates of the cost of agrarian reform under the government proposal were
made primarily by Dr, Erik Thorbecke with the assistance of Professor Herbert
B, Howell.

2

27 Ibid.
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The second objective of the proposed inmstitutional arrangement is to stimu-
late non-agricultural industrial development in Peru. Past experience has indi-
cated that "flight capital” 1s a major problem is South American countries. While
comprehensive statistics are not available on the amount of "flight capital" that
has left Peru. the ratio of domestic to foreign investment in the country that

has persisted over time suggests that the problem is a major one. Consequeantly, Ty

it would appear logical to assume that a $8,248,000,000 cash payment for agrarian qﬁ(r
LB e

reform land, without limitations on the movement of capital, would generate an

appreciable amount of "“flight capital". In addition the channeling of these

: e
liquid assets into Peruvian industr@gs_igJ@ggi;ablaﬂ It will mot only help to S%UQL&

relieve the present problems of unemployment and under-employment of labor, but
also generate higher per capita incomes that are necessary if political stability
is to be maintained.

However, the availability of labor is not the only important comsideration
in evaluating the potentiality of investment in non-agricultural industries. In

addition, the magnitude of the increase in industrial investments--due to the

X

t
channeling of land-sale funds into industry--must be conaiderfﬁga’%otzﬂe present

%

~

rate of annual net investment., The $824,800,000 annual cost of agrarian reform,

%

if channeled into industrial investments, would constitute ten percent of the i)

current annual net private sector invastmant.ﬁf
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Consequently, it appears that an annual investment of $824,800,000 resulting

from a ten year agrarian reform program could be absorbed by the Peruvian economy--
if an institutional means could be developed for channeling the land-sale receipts
inte this type of investment.

The third objective of the proposal described in this paper is to make agrarian
reform more acceptable by minimizing risk. The present Peruvian administration's

- —

&/ This estimate was also made by Professor Thorbecke.



- -

proposal for finarcing agrarian reform by the issuing of bonds has encountered
considerable cpposition. Opponents, many present hacienda owners included, con-
tend that payment in fixed obligation instruments makes them extremely vulnerable
to inflation. The objective of the proposal presented here is to reduce this risk
by issuing payments for the land in the form of security imstruments that will

not be substantially affected by inflation.

The fourth objective of the proposed imeritutional arrangement is to utilize
public institutions insofar as is possible. With the exception of one new insti-
tution, existing institutions in Peru will be relied upon to carry out agrarian
reform and stimulation of industrial development of the country.

The final objectlve of the proposed institutional arrangement is to minimize
the extent of publie control in accomplishing the other objectives. Consequently,
the present hacienda owners are given options whenever possible by which they caco
express their preference for actiom, Naturally, an agrarirn reform program re-
quires certair social controls over individual action. However, the extent of
this control will be minimized insofar as is possible.

Institutions Iavolved in Agrarian Reform - Industrialization
Procedure

In keeping with Objective 4, only ome new institution will be created in the
procedure that is visualized. This will be a trust, hereafter referred to as the
Agrarian-Industrial Investment Trust (The A-1 Investment Trust), The remaining
functions necessitated by the procedure will be performed by existing institutions.

Those existing institutions expected to perform major roles are AID/Peru,
National Planning Institute, National Institute of Industrial Promotiom, Institute
of Agrarian Reform and Colonization (IRAC), Agricultural Development Bank, Industrial
—cve..pmemt Bank, and the Graduate School of Business Administration. In addition
to these institutions, other groups that will be iovolved are public and private
financing agencies, (both domestic and intermational), present large land-owners,

prospective small farmers, commercial banks in Peru, and private industrial enterprises.



Steps Visualized in the Procedure

The suggested agrarian reform {ndustrialization procedure will he initiated
by the establishmeat of the agrarian-industrial investment Trust by the Peruvian
Congress.,

Authority, Raesponsibility and Direction of the A-1l Investment Trust

The Trust will be ewpowered to issue certificates of beneficial interest
(trust certificates) in the Trust in return for land transferred to its name,

The Trust will further be obligated to execute land purchase contracts with new
ywner~operator purchasers as directed by TRAC in the execution of the agrarian
ceform program. Tae new land purchasers will execute notes in favor of the A-1
Trust for the amouat of the purchage price in escess of the dowm payment.

The Trust will be 1) charged with the responsibility of managing its assets
for a profit, 2} empowered to borrow funds from national and imternational finan-
cing agencies, and 3} obligated to invest these loan funds, as well as other assers,
in industrial and related enterprises in Peru.

A selection procedure for a Board of Directors of the A-1 Investment Trust
will be provided for in the Trust {nstrument. The number of members will be

small and an odd number, preferably five. They will be appointed by the Prasident
of Peru from lists submitted by specified groups. These might include the National
Institute of industrial Promotlon, Iustitute of Agrarian Reform, National Planning
Institute, Industrial Development Bank and one representative of the President of
Peru., After the Trust has been established, one board wember will be reappointed
each year. HNommally, they will make decisions by majority vote.

Land Purchase and Sale

The Institute of Agrarian Reform, carrying out Peruvian Government policles,
will obtain land through voluntary or involuntary transfer for resettling title

being placed in the name of the A-~1 Trust in return for Trust certificiates lssued
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to the former landowner. The exchange of Trust certificates and land titlas will
occur ae simulaneocus transactlons. The land will be resold to relatively small
scale owmer-operators via land purchase contracts Iin exchange for 1) swall down-
payments and 2) negotiable notes for the balance of the purchase price, payable
to the A-1 trust,

IRAC will act as the action ageney in these transactions, endorsing each note
as surety In the name of the state. The Agricultural Development Bank will serve
as fiscal agent for the A-1 Investment Trust in receiving all land payments. Like-
wise, the Bank will serve as fiscal agent, and IRAC as action agent, for the Trust
in the event that defaults in paymwents onm any land purchase countracis necessitate
annuisent of the contracte and a resale of the properties. In the event of de-
faults, the Government of Peru will make the land paymeats to the Trust, In accoxdauce
with the endorsement, from a ions insurance fund to be instituted by IRAC and
funded from a small percentage charge on the land debt of the new small farmers,

Liquifying the Assets of the A-1 Investment Trust

At this point, the A-1 Investment Trust, acting through its fiscal agent for
this purpose, the Industrial Development Bank, will liquify its non-cash assets
(land title instruments and notes), These promises to pay over time will be con-
verted to current money, or industrial assets, by offering them and the relevant
securlty instruments as collateral for loans from nationmal and internaticnal [inan-
cing agencies (which may be both private and public). These loans wili carry the
going rate of {nterest in the particular money market. In addition, the A-1 Invest- |
M

ment Trust will pledge its industrial aseets as collateral for these loans, as the £/ﬁwr‘

loan funds are converred into industrial asgsets in the form of shares of stock and PC?
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bonds. 1f loans are contracted with international agencies in "hard currencies',

a government guarantee may be necessary to assure repayment in case local curvency

inflation is too great for the trust income to cover the hard curreucy loans,
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Two additional sources of liquid assets will be drawn upoun by the Truat.
Pirst, it will be appropriate for the Government of Peru to provide sufficient
"seed money', e.g., one million dollars, to the Trust. Second, AID will be
expected to provide s long-term loan, belpw private interest rates, to compensate
for the extent of the discounting of the A-1 Investment Trust collatexal, in
liquifying its assets. This will allew the Trust to hold liquid assets for
industrial investment purposes in the amount of 100% of the value of the secu-
rity and title ingtruments 1in agricultural land held by it. In other words, the
face value of the trust cer;&f}cates will be matched 100% by liquid assets held

&A ot

by the Trust
N

by the trust.

fovestment of Liqui

The A-1 Trust wil! look to existing Peruviaa institutfons for directicn in
fuvesting its assets, The National Planning Institute will develop a list of
high priority development industries and eaiprcted rates of return on investments
in each, as the basis tor this direction,

The National Institute of Industrial Prometicn will keep curreant information
on investment possibilities within the high pricrity industries. In addition,
it will furnish informatioun to the Trust shout meunagemen: consulting firms and
foreign firms that are willing to cooperate in the estahb!ishment I new Peruvian
plants. Purther, the Nuational Institute of Industrial Premotion i1l provide
assistance in the form of techmical and promotion aild for private enterpreaeurs
interested in establishing new industries, or expanding existing ones.

Three slternatives exist for the conversion of A-1 investment trust liquid
assets {nto industrial investments. These are 1) investment by the former land-
owners themselves, 2} investment in risk capital by the trust, and 3} investment

in debt capital by the Trust, Each will be discussed in turm,



An alloterd period of time after purchase of the fand by the Trust via IRAC,
e.g., ome vear, will be given each former lzsdowmer to decide whether he or the
Trust wil! invest the cash amount of the facc value of his trust certificate. If
he elects to !0 so during this time, he may redeem the value of his certificate
in the form of a cash account in the Industrial Development Bank. However, {£
he does so, he must use the money for industrial investment purposecs:

1) In accordance with the priority list prepared by the National Flanning Instit tgo

A
and 2} :Lnder direction of the Trust, U‘M M"’?

In addition, 1f he wishes to invest in & wholly owned enterprise, he will be
required to: () supply 2 minimum proportion, e.g., 25%, of the capital requirement
from other sources, and 2) leave & portion, e.g., 25% of his interesc in the Trust,
as a guarantee of performance. His enterprise will be required to be incorporated.
At the time he draws from the cash account sllocated to him in return for his =rust
certificates, he will pledge a proportion of his shares of common stock iu his
enterprise to the Trust. The proportion of common stock assigneed relative to
his total investment will be in the ratio of the cash from the trust certificates
to his total investment in the corporation. He will retain: 1) the right to
vote the shares in making corporate policy, 21 the income from the shares, and 3)
the right to sell the shares, subject to the pledge.

Purther, he must guarantee, via transfer limitations on the physical equipment
that represents his industrial investment, thaft 1% will rot leave the country with=
i » fixed period, e.g., 5 years. Bowever, = willi be free to sell such industrial
asgets to anyone who can fummish a similar gunarsatee that the pruperty will not
leave the country.

In the event the tormer land-cowner elects to retain his trust cervificate,
the A-l investment trust can fonvest in several types ol clew cupii-l o Sk A
could purchase shares of common stoek in exlsting fimme, T Liuh sodertl inpiuatries,

that wish to expaad. Secomd, 1t could purchasgs ghaveb « SO A el polyake,
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newly established firms in priority industries. (Regional Development Corporations
can play a major role in identifying possible firms for expansion, and potential
new firms. The expanded or new firms can be expected to seek their management
talent from the greduates of the new graduate school »f business administration

end from management consulting firms.)

In many respects, the Trust will be analogous to a mutual fund in providing
this risk capital. Likewise, certain controls will be placed on the Trust, in
the enabling legislation, concerning the balance to be required in its investment
portfelio.

Investment in debt capital will be the third alternative open to the Trust,
Fixed income investments secured by bonds will be made in private firms in high
priority industries, regional development corpovations, and in the Peruvian Govern-
ment, Investment in debt capital will be necessary for the balance needed in the
Trust's investment protfolio. Specifically, the private commercial banks will be
expected to provide the bulk of the debt capital for private firms, Furthermore,
large investments by the Trust in government honds will unduly narrow the risk
base. Finally, the profit maximizing objectives of the Trust should lead to
investments in higher yleiding alternatives (due to growth and income) than debt
capital.

Regardless of the type of investment made, the Industrial Development Bank

will be designated by the Trust as its fiscal agent in making the investments,

Termination of Agrarian-Industrial Investment Trust

The trust will be self-liquidating. Termination will be by stages. The rate

of termination will be based on the repayments by the new landowners, and the retire-

ment of the trust debt obligations. Any increase in the proportion of assets to
debts--as 1) the land purchase payments are made, 2) trust investments are made,

and 3) earnings are acecumulated-will be distributed to the certificate holders
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at the close of each fiscal'year, as a partial termination of the trust. Each
prior series will have preference in termination before a later series may parti-
cipate. The termination will be allocated between certificate holders om a pro-
portionate basis among appiicants within a series. The distribution will be a
distribution in kind of the trust assets. But in no event may a certificate
holder receive more than a fixed percentage, e.g., 10%, of his distribution in
cash, in any distribution except the final ovne.

The Trust will completely terminate its operation when all certificate
holders have received & distribution in kind of all trust assets. Assuming a
10-year agrarian reform cime-table, and a 20-year repayment period for the new
land~owners, the trust will nead to operate for at least 30 years. At that time,
the Board of Trustees will be obligated to declare the termination of the trust

after all loan commitments are satisfied.

Types of Trust Certificates

The trust certificates, which represent ownership interests i{n the trust,
will be of two types. One will be a fized return certificate, with a return of
5% per annum. The other will be a full-risk certificate with the annual net
profit (or loss) of the trust being allocated proportionately. The former land-
owner will be given an option at the outset as to which type of certificate he
desires. 1In the event the net profit of the trust does not equal 5% ‘n any one
year, the difference paid to the holders of the fixed return certificates will be
supplied to the trust from the budget of the Republic. Tha holders of the full-
risk certificates will be allowed to draw out their profits each year, up to a
maximum of 7%, any balance being transferred to their principal account.

Trust iovestment will be arranged in series of $1,649,600,000 (the estimated

two year investment program of the trust, based on a 10-year agrarian program.)
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The certificate holders in each series will participate proportionately in dis-
cributing the assets of the series upon termination of the trust.

Adaptation of the Scheme to Other Latin American Countries

The schene proposed here could well be adapted te all Latin American couatrieg.

Expandel to this scope, it would undoubtedly need a source of loan funds at
the international level. Thus, existing intermational financing agencies would
need to alter their loan policies to include this type of loan, or a new inter-
american financing agency would need to be created for this specific purpose.

Posgible Variations in the Agrarian Reform-Industrialization Procedure

Several variations in the procedure outlined in this paper can be wade to
make it more eceeptable. Ome of these variations might involve specifying that
all trust certificates would bear a fixed rate of return on their face value.
Implementation of this wvariation would require that the trust instrument allow
invasion of the principzl of the trust, which might be reimbursed by the Govern-
ment of Perxu,

Other possible variations concern time periods to be allowed in the trust
instrument. For example, the period for payment of the 