Annex 4

Land Markets
I.  Introduction

Access to land, and the conditions and security of that access, critically affect the livelihoods of many of the world's poorest households.  Households with land are generally better placed to make productive use of their own resources (especially labour), as well as to attract outside capital and labour, and to build social capital.  Household production or gathering of agricultural commodities for subsistence or sale may constitute the household's central livelihood strategy or supplement livelihoods generated by other activities.  As a result, the uneven distribution of land in many parts of Asia, Latin America, and Southern Africa is a particular cause for concern.

This annex considers how access to land by the poor may be assisted or compromised by the way that markets operate, and the potential influence of actions by governments and donors.  Using the framework set out in the main body of the discussion paper, section II considers different systems of land allocation, and section III considers some of the lessons of interventions in land markets by governments around the world.  Section IV considers approaches for governments and donors that are most likely to improve access to land for the poor.

II.  Markets and Land Access

This section considers three broad sets of processes by which the poor may access land.  It concentrates on the extent to which such processes are economically efficient (and in particular the scope that exists for market failures), and the extent to which they facilitate the participation of the poor. 

Customary land tenure  

Adams (1997) identifies three broad categories of African customary land tenure arrangements:

· Land holdings, where individuals or households have relatively exclusive rights of use, based on customary rights;

· Common land, where the use rights are shared between multiple users.  Such land is generally either managed as a common property resource or is open access; and

· Reserves, where use may be prohibited by the group (e.g. dry season grazing reserves).

Customary land tenure arrangements are often characterised as leading to a relatively equitable distribution of land but as being relatively inefficient.  However, whether this is indeed the case in practice often depends upon the exact context and the precise nature of governance arrangements, and associated conditions of use.  

· How far does population pressure restrict the amount of land available per household?

· How much discretion do traditional authorities have to allocate or withdraw use rights, and how accountable are they to all local people for the way that any discretion is exercised?

· In particular, what criteria are used when making a new allocation or reallocation of land?

· What constraints exist for customary rights to be inherited by the family of the deceased?  

· Can women hold land in their own right?

· How far are individuals or households at liberty to delegate use rights through rental or sharecropping arrangements?

The answers to such questions will not only determine the opportunities for the poor to access land, and the security of such access.  They will also affect matters such as the incentives for households to invest resources in improving the productivity of their land, and the incentives for taking action to avoid environmental damage.

Land ownership.  

Where the right to use land is determined by the individual who owns the freehold on land rather than traditional authorities, who has access to land will tend to depend upon who offers the best terms for purchasing or renting land.  In such circumstances equity considerations are much less prominent.  Although in theory, this may suggest that the allocation of land access becomes more efficient, this may not necessarily be the case.  It is often argued that there exists an inverse relationship between the size and the efficiency of farming operations.  Lower labour and management costs are the main sources of advantages to small-scale producers, although in any given situation they may have to be weighed against economies of scale associated with accessing information, managing risk, and the indivisibility of capital inputs.  

Where individual land ownership systems prevail, it is frequently observed that land holdings tend to consolidate rather than fragment.  This either means that larger landholdings are relatively more efficient than many economists have recognised, or that concentration in the land market arises from distortions in the land market and other related markets.  Examples may include the following.

· For various reasons, the market price of land may exceed its productive value (e.g. because land is used as a hedge against inflation, because there is speculation that it may be converted to urban use, or because of the impact of subsidies and tax incentives).

· Fixed transaction costs may make the sale of land to one buyer more attractive than to many.

· Imperfect capital markets may mean that the poor (especially poor women) are unable to afford land, or are more prone to distress sales (e.g. during drought), so allowing capital rich households to accumulate land when the price low.  Once sold, land is then difficult to reacquire.

Land rental and sharecropping
However unfair and inefficient the distribution of land ownership or use rights, and the processes by which such distribution comes about, an active land rental market or strong tradition of sharecropping may go a significant way to improving both the efficiency of land use and the quality of opportunities available to the poor.  Nevertheless rental markets have often had a low profile in the consideration of land markets and land access.  

In principle a well-functioning land rental market can exist whether land use rights are based on a customary or freehold system (although the extent of formality may differ).  Compared to land purchases, accessing land through rental arrangements will generally involve:

· Lower transaction costs;

· Greater flexibility;

· Reduced reliance on (often distorted) capital markets; 

· Reduced exposure to the costs and risks of acquiring land where the price may be determined by factors other than its productive value; whilst allowing

· Lessors and lessees to benefit without the permanent alienating of the land.

Sharecropping arrangements provide an alternative to land rental, although they generally involve some sort of payment in kind for access to land.  They facilitate risk sharing and access to capital in the context of distorted financial markets, and allow the building of social capital.  Again though, the precise effect of land rental and sharecropping on the poor (and their efficiency) depends upon the exact terms of the arrangement.

III.  Past record of government intervention in land markets

Notwithstanding the important link between land and poverty, poverty is usually only one of a number of reasons cited by those proposing government intervention in land markets.  Other reasons include a determination to right historical wrongs, and a belief that land reform will lead to improved agricultural productivity and efficiency.  El Ghonemy (1990; 1994) and Tyler et al (1993) (both cited in Toulmin and Quan  (2000) present evidence suggesting a link between reduced concentration of land holdings and faster poverty reduction for any given level of agricultural growth.

Governments have employed a wide range of mechanisms to intervene in the operation of land markets.  These interventions often have a relatively narrow focus, concentrating on issues of ownership, rather than the broader (and arguably much more important) issues relating to ease of access and the efficiency of allocation.  Adams (1997) categorises these interventions as follows.

· Imposed redistributive reforms are effected through the law affecting property rights in a variety of ways (e.g. nationalisation, restitution, and the reallocation of land expropriated on the basis of the large size of the initial land holding, low utilisation, or the status of the owner).  Taxation policy (death duties and land taxes) have a similar effect, albeit more gradual.

· Induced redistributive reforms (market based) whereby the government participates in the land market (through the sale or distribution of pre-existing public land, or land acquired for the purpose) and takes other initiatives (provision of advice and establishment of support structures) in support of beneficiaries.

· Land tenure reform whereby the government changes the legal relationship between those who control land allocation and utilisation, and those who work the land (whether landlord and tenant, or chief and villager).

· Confirmation of title in terms of which those with a demonstrable claim to land have this claim made more secure and explicit, with a view to encouraging greater confidence and investment.

Following Quan (in Toulmin and Quan 2000), international experience shows that land reform can contribute to economic growth and poverty alleviation given the appropriate conditions.  Poverty alleviation has to be an explicit and genuine motivation for a sustained (10 years or more) programme of land reform that makes provision for the necessary support services (in particular marketing).  The design and implementation of such a programme must be informed by the perspectives of the intended beneficiaries, and must be sufficiently flexible to allow for institutional learning.  However, at the same time, badly designed and implemented land reform programmes are not merely likely to fail, they may well aggravate the situation of the poor.  For example they may make tenure less secure, and allow richer sections of the community to acquire control over land and associated resources.

Experience with redistributive reforms

Arguably some of the most successful land reforms occurred in South East Asia in the immediate aftermath of World War II.  These reforms were comprehensive, creating a class of property-owning peasants, and had a positive impact on poverty and landlessness, although, at least in part, their success can be attributed to the exceptional circumstances prevailing in much of the region at the time.  Commentators (e.g. Adams 1997) also regard the resettlement schemes implemented in Kenya and Zimbabwe soon after Independence as being moderately successful.  The outcomes of these initiatives were positive: for those acquiring land as well as those leaving it; for the macro-economy; and because large-scale capital-intensive farming systems were converted into sustainable labour-intensive, small-scale mixed farms.  Resettlement schemes in Latin America have been much less successful and highlight the sorts of (often inter-related) difficulties that can be expected from such initiatives.  Examples include political interference all the way through the process (from expropriation and compensation to land allocation), problems in agreeing definitions of key concepts (e.g. under-utilisation) considerable delays in the allocation of land, and a lack of consultation with intended beneficiaries. 

In countries (such as South Africa) where there is an active land market government can influence the distribution of land by participating as a buyer in the land market before passing on such land to land reform beneficiaries. 

Experience with land tenure reform

Tenure reform normally refers to changes to the terms of tenure of customary land and takes place against the backdrop of a (sometimes intense) debate between those who favour traditional tenure systems, and those who argue for western-style systems that are based on the concept of individual ownership.  The latter focus on the sustainable use of land, and take a view that increased investment, productivity and development requires the individualisation of land tenure arrangements.  The former group emphasise the way that customary tenure arrangements are integrated into the social, political and economic fabric of developing countries, and argue that customary arrangements are in any event able to adapt in the face of demographic and economic pressures.  Indeed, Adams (1997) argues that the introduction of individual titles on formally customary land (titling) has in practice led to an increasing landlessness and skewed land distribution, without necessarily increasing agricultural investment and productivity.

IV.  Future approaches of governments and donor agencies.

Alternative approaches for government

With a view to promoting more efficient land use and more equitable access to land Quan (2000) proposes that government intervention in land markets should concentrate on the following.

· Customary tenure systems should be recognised by, and integrated into, the legislative framework, with land registered in the name of communities.

· Tenants rights should be extended, and initiatives taken to encourage the development of rental markets.

· Women's rights and access to land should be promoted, in particular through the reform of inheritance laws.

· Governments should facilitate the management of natural resources at the community level.

· Governments should promote the participation of stakeholders in the development of land policy.

The role of donors

Land market development can be an intensely political process which in practice can limit the involvement of donors.  However, circumstances do arise, generally following a political change, in which donors are invited to contribute broad changes.  More commonly, the shortage of funding and expertise affecting many governments and NGOs can give donors an important role at a technical level, including in cadastral survey and titling, and in institutional development, for instance in strengthening local organisations and processes such as the operations of district land boards.  

Donors will also commonly be invited to assist in strengthening services that are complementary to land markets, such as improving rural infrastructure or agricultural technical services.  Support for community organisations that empower the poor to improve their terms of access to land markets, or make better use of land which they own or rent, or on which they sharecrop, may also provide opportunities for donors to support pro-poor land markets.

