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I. INTRODUCTION

This study deals with the first phase of the post-wer land reform in
Teiwan, the 37.5 per cent farm rent limitation progrem of 1949, This
phese ie analyzed in terms of consecuences on agriculturel productivity
end income distribution. Contributions ms well as limitetions of the

reform ere considered. Fimally, further steps are suggested.

A. Need for Land Reform in Taiwan
1, Historical background

The recent history of Teiwen is so peculisr end unique that certain
beckground facts are needed to facilitate the understanding of the mein
theme of this study.

Since the Japanese took over Teaiwan from China in 1895, Teiwan has
undergone vast changes nolitically, socislly, and economically.

Before 1995, Teiwen had been 2 territory of Chime for twe hundred
years but had never been integrated into China. Teiwan wes remote from
the Chinese political center. It wee mounteinous with resulting com-
munications difficulties and plegued with diseeses and epidemics.
Throughout these two centuries Teiwsn's economy remzined stagnant, Its
sociel and politicel fremework wes feudalistic end unsteble,

But the situetion chenged in 1895 with the coming of its new ruler,
Jepan, First, Teiwan became @ colony of Jepan. In order to increese
productivity in her newly acquired colony to feed the mother country,

Jepan immediately recognized the need for socisl reforms and economic



growth. Graduelly, stability end sscurity were brought into the island

to form the besis for 2 modern cepitalistic society. Meanwhile advanced
technology was introduced to increass production, especially agricultursl
production and related processing sctivities. Curing this period, Teiwen
witnessed 2 revolutionary change. Mechanization, technology, and science
were introduced. Orgenized networks of extension and administration
further contributed to the increased production and higher level of living.

Thus, with the sdvent of Jepaness rule there wes substantisl over-sll
progress in the economic &8s well as the sociel 1life of Taiwan. However,
in the midet of this general progress and even in the midet of remarkable
growth in agriculturel production, sgrarien structuree in rural Teiwan had
been left largaly untouched. They remeined largely feudalistic in Taiwan
as was alsc the cese in Jeapen., It is understandable that sgrerian prob-
leme, specificelly land tenure problems, became increasingly serious in
Teiwen (end in Japan proper) beginning in the years between 1910 end 1920,
Occurrence of tenancy disputes in Taiwan incressed from @ yeerly average
of 45 for the two decades ending in 1929, to 609 cases annually in the
1930's. Frequency of these conflicts reached a peak of 1,502 ceses in
1940 (1, p. 33).

The problems became so ecute that officiele beceme concerned about
the outcome of resulting socisl unrest in the rural communities end their
adverse effects on agricultural production. Howsver, before the Jspanese
could work out effective measures to cope with the situestion, World war II
broke out, end the probleme were cerried over to the post-war periocd.

In 1845, with the end of the War, Telwsn was restorsd to Chine. The



Chinese government wes feced st once with the task of rehebilitestion end
reconstruction Ln the wake of the Wwer. Foods were desperetely scerce.
Infletionary pressures were strong. Agricultural production hed to be
increesed rapidly. At the seme time, the revolution within Meinland
Chine forced the Netionelist govermnment te retire to Teiwen. In her
endeavor to improve such @ pessimistic politicel climete end to recepture,
once agein, people's confidence and support, the Netionalist government
was firmly determined to esttack Teiwen's soclo-sconomic weekness in lend
tenure structures ss @ meens to serve economic needs and to ameliorete
the politicel crisis.

From this background, land reform ceme to Taiwen in 1949, The fect
that this is a fifteen ysar old reform should not mislead us to think
thet it is a2 "past"” progrem. It is still mctive eand influential. Since
its inception in 1949, lend reform hes alweys been the centrel pillar of
Teiwsnese eagricultural policy. Moreover, it hes provided the basis for
the over-all “"development policy"” (Tinbergen, 2, p. 4) comprising a series
of four-yeer sconomic development plens, the first of which was intro-

duced in 1953,

2. Agrasrien situetions relevent to ths tenenc ob

Post-war neede for lend reform in Teiwen were multifaceted. The
specific agrarisn situations relevent to the tenmancy system are presented
here in connection with the motivations that pushed the reform into the
foreground.

First, in the economic field, there wes a desperete food shortege



end resultent inflation immediately after the Wer. Morsover, when the
Chinese government retired to T iwen in 1947, meny civilians end service-
men migreted to Teiwen from the Mainland. Not only wes more food needed
for consumption, extra food stocks were required for the continuing strug-
gle ageinst Meinland Chine., In addition, tha population wes growing by
3.0 per cent ennually (3, p. 14). An increase in food supply was urgently
needed. However, agrerien structures, end more specificelly, the preveil-
ing tenancy system was not favorable to generating the needed increese in

food production.

Teble 1. Tenure of farm operators in Taiwen prior te the rofor-‘

(Households )
Owner-farmers Part-owners Tenants Total
(Thou~ (Thou= (Thou- (Thou-
Year eands) (¥)  eands) (¥) wsands) (%) wsends) (%)

1931-194C Averege 131.4 31.3 129.5 30,9 188.6 37.8 419.5 100

1945 149.4 29.9 147.4 29.4 203.7 40.7 500.5 100
1947 174.9 3.6 152,7 27.6 225.,7 40.8 S553.3 100
1949 224.4 38,1 156.6 25,2 239,9 38.7 620.9 100

®Source: (4, pp. B-9).

According to Teble 1 about two-thirds of the farmers rented all or
pert of the land they cultiveted. And eccording to J. Lossing Buck
(5, pp. 80-81), thay rented 45 per cent of the cultiveted land. Whet

were the reasons that accounted for such & high concentration of



ounership reflected by widespread tesnancy?

Scarcity of land resources with increasing population growth wes
one reason, Of 8 total ereas of about 3,596,000 hectares, only 24 per cent
or 865,000 hecteres were under cultivation (4, p. 11). On the other hend,
there were 7.4 million people crowded on this tiny islend. Among them
ebout 52 per cent or 3.9 million were engaged in agriculture in 1549
(4, p. 7). Populetion pressura has slwayes been very heeavy. An 2nnual
growth rate of 3.0 per cent or more wes not unusuel; in some ysers the
rate went up to 3.5 per cent or higher. Thus, Taiwan wes heavily handi-
capped by the unfavoreble men-lend ratio, which shows no sign of improve-
ment in the near future.

To this should be edded the lack of diversification in Teiwan's
economy. Like other underdeveloped countries, Taiwan's economy has been
predominantly agricultural. The importance of agriculture in terms of
the number of peopls engeged in it has besn mentioned. Value-wise it is
also the number one industry. Agriculture, in fect, sccounted for 47
per cent of the total income of Teiwan in the decede just before World
wer 11 (6, pp. 26-27). Thie implies that those pecple who have been re-
leased from the agricultural occupetion during its technological develop-
ment end mechanizetion ez well as those who have newly joined the labor
force 2s the result of the populetion increase, would have had greater
difficulty in finding jobs either within or outside of agriculture. It
is inevitable thet unemployment or underemployment, freguently disguised,
preveiled in rural Teiwan,

These forces added together put the fermers in @ vulnerable group



while the landlords, the "high society”, enjoyed superior economic and
social conditione., Fermers hed little or no bargaining powsr when deel-
ing with lendlorde. They had to accept whetever wes offered by the
latter, or they would lose their meager meens of subsistence. And,

there were slways meny fellow farmers who were anxious to take over the
land from them under whatever terme the lendlords demended. Thue, it is
not surprising to find the tenant group in hopsless poverty end insecurity.
They lived at the mercy of their lasndlords. Under such conditions, it ie
also no surprise thet they did mot have the incentive to work and produce
more. This structural defect had to be removed if en increase in produc-
tion es well eas improved income distribution were to be achieved.

The sociel fecet of the need for the reform is related to the eco-
nomic one. Prior to the reform, &s everywhere in densely populeated egri-
culturel countriee, lend in Teiwan wes 2 symbol of both weelth and sociel
status. High social velus, in addition to the economic valus determined
by the cepitalizetion of future returns, ceme to be attached to land.
This trend led to the formetion of twe sharply contrasted classes, the
lended aristocrecy snd the landless peasantry, Further, it was practically
impossible for the latter to climb up the social ledder inte the former
class. Farmers became desperete, hopelses, end lost espirstion. They
had little interest in perticipeting in sociel activities. This kind of
community was certeinly incomsistent with & democrecy where one is re-
spected for his contribution to society and where lsbor is dignified.

Nor wes it hermonious: leck of cooperative spirit, even antagonism and

unrest underlined such 2 society. Nor was it progressive: the mess of



the farmers had no roots in the community in which they lived. Thus,
lendlordism's implication for community life wes egquelly vital, It wes
oan obstecle to democratic snd progressive development.

The final, and perheps the most importent reason from the Netienelist
government's point of view, was the politicel one. In the letter helf of
the 15940's, defeated ond driven out of Meinlend Chine by communists, the
government wes severely depressed by the political crisis. The government
hed to, first of sll, secure full support from the people living in Teiwen.
Lend reform was one such potential meesure. It is recelled that inm Teiwen
farmers comprised more than one-half of the populetion, end the mejority
of them suffered from abuses practiced by lendlords. The new government
strove to obtain the support of the mass of farmers by improving their
sconomic end social stetus., Landlords could not possibly oppose the reform
either, because they would have lost not only their land but also their

lives had the communists contuered Teiwan.

B. Two Pheses of the Post-wer Land Reform in Taiwen

Tenancy improvement came to constitute e prerequisite for the progrese
and peece of Taiwan. Actuelly, lend tenure problems and land reform have
been the mejor concern of the netionel lesders since the birth of the
nation. Or. Sun, Yat-sen, the founder of the netion, advoceted ths "land-
to-the-tiller" progrem, i.e., the creetion of owner-farmers, as the goal
of the land tenure policy in Free Chine. President Chiang, Kai-shsk has
often pointed out thet the land problem is the root of sll problems, and

that only through lend reform can 211 other problems be solved. Of course,



there =re many ways to espproech the land preblem. In Taiwen, the lend
problem and reform were =pproached peacefully and progressively in two
phases,

The first phesa, the 37.5 per cent farm rent limitetion program of
1949, was implemented in Teiwen ms the preliminsry step ultimately to
leed to the "land-to-the-tiller" progrem. This preliminary progrem was
concernad with elimination ef the sbuses of temency on privetely owned
cultivated land. In this progrem the smphesis was not on the change of
lend tenure system itself. Rather it tried to protect and improve tenants'
economic end social positions within the fremework of the farm tenancy
system.

Four yeers later, in 1953, the government felt the time wes ripe
for them to promulgate the "land-to-the-tiller” Act, end launch the final
phese of the lend reform., 1t is this final phase of the reform that
attacked the tenency system directly. It tried to change the over-all
tenure structures into the owner-fermer system by compulsory purchases of

tenanted lend from the lendlords by the tenants.

C. Scope and Dbjectives of the Study
Foregoing statements reveal thet (2) the lend problem and consequent
reform hed very brozd implications encompessing political end social es
well 28 economic considerstioms end (b) the recent lend reform in Teiwen
was actually composed of twe sepsrate progrems. It appears then that e
complete analysis requires & comprehensive epproech thet takes economic,

sociel, politicel, snd culturasl aspecte of both progrems into considerstion.



In this study, however, the effort is limited largely to the economic
espects .7 implications of the first phase of the reform. This is en
sconomic enalysis of the 37.5 per cent ferm rent limitetion progrem of
1949 in Teiwan,

Objectives of this study ere four-fold:

(a) To explore defects in ferm tenancy arrangsments prior to the
reform, including needs for the reform and dissatisfectione with the
tenancy system. Just what sspects of the tenency system were deemed to
be undesirable 22 @ precondition to tha reform? The first objective
seeks to enswer this question.

(b) To clarify, objsctively, the goels of the progrem. Actuelly
the sbove mentioned diagnosis of the existing situation calls for the
identificetion of goals, Articuletion of the goals of the progrem is
not en easy task, as the means-ends schema suggests. Much confusion
hes resulted from the failure to clarify goals., This study tries te
identify not only the ultimete goels but slso the tergets, the ends-in-
view, of the progrem.

(e) To evaluete the effectivensss of the program in terms of the
goals eand tergets declered by the govermment. On what aspects and to
whet degres has the progrem been successful or unsuccessful?

(6) To suggest further ections. Every progrem will presumably
heve some failure slements within its own context. Further, svery pro-
grem will probably heve some effects on non-target variables (7, p. 24)
@8 side effects of changes on other facets of the sconomy. How mey

these feilure slements of the program be emeliorated? How mey sdverse
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side sffects be elimineted? Answers to these cuestions should indicate
further actions. Moreover, in & dynamic economy, constant changes or
modifications of the program sre necessary to keep pace with chenging
conditions.

In short, this study will look at the progrem es a part of the
over-all sconomic development policy end recommend further remedial meess-

ures from the over-2ll policy point of view.'

0. Analyticel Framework of the Study
1. Some besic considerations

Pursuit of improvement or development, whether thet of the individ-
ual's position or that of the whole society, is as old as human history.
Whet is not so old is the development policy in the sense of plenned,
consistent and systemetic ection., This is especially true in the case
of underdeveloped countries. It was only sfter the end of world Wer 1I
that the govermnments of these countries beceme more escutely awere of the
need for and possibilities of sconomic development. Used in this context
economic development means increesee in per cepits productivity ms meas~
ured by ennual per capite income.

Economic development cennot teke place unless certain basic condi-
tions are fulfilled. It also has to be epproeched in accordence with
each nation's particuler conditions.

First, it is essentisl that the govérnment creates generzl condi-
tions favorable to development. Among the four such requirements proposed

by Tinbergen (2, pn. 4-5), one, "to provide 2 minimum of socisl security
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and to correct the most extreme inegualities in income--inequality eesily
conducive to sociel unrest and lack of cooperative spirit in production”,
eppears appliceble in pre-reform Teiwen, Extreme inegquality in income
distribution between landlords end tenants together with its scoromic,
social, and political implications hes already been pointed out.

Second, with more then one-half of the populetion engaged in agri-
culture, the over-zll development of Teiwen will be conditioned much by
the pece of development teking plece in the agriculturel secter. In
Taiwen, the institutionazl framework of tenency was such that it formed
2 serious obstacle to the economic progress and social stability. Thus
attention was focused on, and initiel priority was given to the tenancy
improvement in post-war Teiwen,

A relevant guestion in the enalysis and improvement of tenancy
conditions is: whet functions will the tenency improvements be expected
to perform? Two essential sconomic functions of tenancy improvements
are given by Dr. Timmons ss follows (8, pp. 7-8):

(a) Tenancy improvements should provide an institutional fremework
within which individuals can work to better their own position end that
of their society. To help less fortunate individuals so thet neither
party cen take adveantage of the other while at the seme time reteining
the incentive of individual betterment es 2 result of hard work and
skillful management, 2re requisites of tenancy improvement.

(b) Temancy structuree should furnish the besis for the economic
#llocation of resources end for the equiteble distribution of the returns

in eccordance with the productivities of contributed resources.
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Within thie construct, tenancy improvement is neaded whensver secu-
rity, social justice, efficisncy in production, and equality in income

distribution are at stake.

2., Anslytical modsl end procedure of this study

The analytical mo‘el of a program or measure contains three slements,
all of them closely relsted: (a) the goals which guide improvement,
(b) the means which link goals and the consequences, and (c) the conse-
cuence® both expected and realized. This concept may be expressed in an

equation-like form (7, p. 21):

GOALS S MEANS 5 CONSEQUENCES
(Economic growth, (Policies, pro- (Realized,
social development, grems, structures, expected)
and politicel sta- and instruments)
bility)

GCoals in the above equation ere fixed end given as determined by
the people. They represent the ideal situetion people strive to achieve.
Means is a varieble. Usually there are many alternatives open to the
people. Each means, however, leades to specific consecuences which may
or may not fit the given gozls. Therefore, effectivensss of the perti-
cular means must be evaluated in light of the goals. Cenerally, conse-
quences expected are the goale themselves. ConseGuences reslized, how-
ever, are another metter. The wider the difference between these two,
the less effective ths means are,

The interrelationships betwesn goale, means, and conseguences must
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be formulated in the context of the present study. For this purpose we
shall first (e) identify the goals and tergste of the program and (b)
examine existing temancy eituetions., The goals will ectually become
“terget veriesbles” (7, p. 23) whenever people sssign a certain level of
accomplishment (like a 5 per cent increase in esgricultural productivity
per year) to the gosls. In any cese, from the economist's point of view,
goals (including tergets) ere fixed and the problem of identifying them
arises. The divergence between existing situations and the go2ls con-
sists of 2 problemetic srea or intervening ga2p (7, p. 22). It is this
gap that the remedial means is expected to fill. These three topics,
goals end tergets, problematic srees, and means will be treated in
Chapters 1I, III, and IV, respectively.

Analysis of consequences expected and reslized by the progrem, i.e.,
svaluation of the progrem, is given in Chapter V and is done in terms of
goale and targets identified. In this cheapter, the diegnosis is made to
discover the success slements of the program--the extent to which gosls
are actually reslized. Then, the feilure elements of the progrem are
examined-~the extent to which goals ere expected but not realized by
this particular program. Since means ere veriables it is possible to
develop or discover alternetive or complementary means to eliminete these
feilure elements. These will be considered also. Third, the program is
but a pert of the integral policy. Although it limits ite scope to ferm
tenency structural change only, it certainly will exercise some side
effects on other facets both within end outside of agriculture. These

side effects eare called "non-target veriebles" (7, p. 23). These
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inter-sectionzl relationships and effects will be anelyzed and, in the
case of adverse side effects, remedial steps will be sugyested. Finally,
in the face of the dynamic economy, constant modificetions of the pro-
gram a2re necessery in order to meintain end expand the success elements.

These longer term effects will elso be considered.
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II1. PROBLEMATIC AREAS

The land reform of modern fres Chine wees born out of the obeervetion
that the tenents' level of living had been pressed to the bare subsist-
ence level (9, p. 187). This brings us to the question: what were "the
evils of the traditional system of lend tenure which hindered agricul-
tural production and forced down the farmers' standard of livimg"

(10, p. 9)7

Since the landlord and tenant share the product of farming, their
interests may be in conflict. Under the conditions of repid population
growth and relatively scerce resources, the trend wes for the landlords
to possess increesingly stronger bargaining powsr. As & result tenants
had to bear heavy rental charges, yet, their tenure rights wers never

s8Cure.

A. Problematic Arees Responsible for Poverty of Tenants

Excessive rental chergee were the core of the problem here. At
this point the concept of fair rent may be reised to serve as the point
of departure, i.e., rents larger then thet quelified by fair rent ere
declared to be unfeir or too high. Theoretically, feir rent may be
determined by the merginel productivity of the land resources. The
drawback of this approech is that it is not practicel, Celculation of
the marginal revenus product of land is slways difficult, if not impos-
sible. The other approech to the fair rent is socio-sconomical. Accord-

ing to Dr. Schickeles, one criterion of the optimum income distribution



16

is the “subsistence principle” which establishes that sach membar of e
society should heve access to employment that will yield 2 minimum accept-
eble lesvel of living (11, p. 45). Poverty is in part a social responsi-
bility, since if @ man cennot esrn enough to support his family, it is
likely that institutionel structure sither prevents him from receiving
what he deserves or prevents him from demonstreting his potential sbility.
Relating this reasoning to the tenancy problems, w conclude that if the
tenent's living is found to be below the scceptable subsistence level,
then the rent must have been exceseive (unfeir rent). Thus, fair rent

in this context meens the guarentee of 2 minimum ecceptable level of

living to the tenants.

1. High rental rates

Were the rents in Taiwan unfeir before the reform? Let us look at
the esctual rentel rates first. By rental rets is meent e retic hetween
rent which goes to the lendlord and the total yield. The higher the
rentel rete, the lower the tenent's incoms.

The rough end widely essumed rentasl rate wes 50 psr cent. A survey
carried out in 1927 revealed that the averesge rental rete of double crop
paddy land wae 4B per cent, that of single crop paddy land was 46 per cent,
and thet of dry land was 28 per cent. A similer survey wes made agein
in 1937. This time the figures were es follows: 49 per cent for paddy
land end 33 per cent for dry land. We learn, then, theat rentel rates of
paddy land were close to S0 per cent. In the cese of dry land, however,

the rental rates were considerably lower (12, p. 18).
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The same situation continued into the post-war period. Tang, Hul-sun,
Chief of the Lend Division, Joint Commission on Rursl Reconstruction
(10, p. 27) reports that it wes not unusual to find rente of SO per cent
or more of the totel harvest. A S0-50 division was most common, but e
60-40 division was not exceptional on more fertile land. In some of the
most densely populated fertile land, the landlords toock 70 per cent of
the totel harvest. In fact, rental retes in Taiwan were among the highest
in the Fer Fast (13, p. 21).

Meny authors essert that levels such es these are indeed above those
warrented by the marginel productivity of the lend. Even 2 foreign ob-
server like Bate (14, p. 165) decleres thet the former rents in T=iwen
were "far above the level justified by the productivity of the soil.”

It was 8lso observed that, efter paying such a high rental cherge, what
was left for tenante was not sufficient to provide the minimum essentials
of living. A great meny farmers had little or no rice to carry them from
one crop to 2nother. In the principel rice-growing aress more than 30
per cent of them fell into this cetegory end in the southernmost pert of
the island the proportion wee approximetely 70 per cent (14, p. 165).
Thus, the level of rentel cherge in Teiwan prior to the rescent reform

m2y be safely judged as exorbitent (8, pp. 28-29) from either criterion.

2, "Ironc ront” -~ ent
"Ironclad rent” means e fixed rentel charge regerdless of the yield.
As the yield veries coneidersbly from yesr to year in the agricultural

production, this practice forced temants to offer somatimes even a
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ma jority of the product to landlorde in the years of natural disaster.
Aent should be sllowed to be verieble in the cese of crop failures ceused
by netural forces. Otherwise the tenent's minimum level of living may be

threatened.

3. xtra-rental pa ts

Rental payments proper were not all that tenants had to bear. Some
landlords charged rent on by-products. Some required tenants to meke
rent deposits to sefeguerd their interest. &till others urged tenants to
pey rents in advence. All these edded to the financial difficulties of
the tenants. Moresover, personal or household services, a holdover from
feudalistic prectices, were still found in some of the rural aress.

Also commonly found was the practice of having the tenments grow bamboo
end fruits or reise chickens and ducks for the landlords as a tribute.
Such prectices were in reality an added hidden cost to the tenmants.

Perhaps the non-sconomic impact is equelly important here. If
tenants ere to be encouraged to teke pride in their work and to become
respected members of the community, then feudalistic practices such as
these cennot continue. It is inconeistent with democrscy in that it

denies individual independence.

B. Problemetic Aress Releted to Insecurity of Tenure
In addition to the high rental charges, the tenants' life was
threstened by the insecurity of their rights to remein on the ferms.

The effects of tenant insecurity were not limited to "poverty" only.
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It also hindered efficiency in sgriculturel production, end thersby pressed
the income to the lower level end thus contributed to ® vicious circle.
Problems of insecurity of tenure have been centered on the following

two subjects: () length of leese, end (b) forme of contract.

1. Length of lesss

Farming is & complex business with 2 slow turnover of investment.
Usually it tekes seversl years to reap the benefits of some important in-
vestments or improvements. A long production peried snd long-term planning
horizon are often prerequisites for efficient ferming., The time span re-
Quired for the reelization of investments or improvements is called the
plenning horizon (8, p. 12). Relating this plenning horizon to the secu-
rity of tenure, we cen say that the less secure the tenant's expectations
are, either on his stay on thet seme farm or on the compensstion of un-
realized investments made by him, the more likely thet he is to adopt such
projects having shorter plemning horizons end less efficient results., Such
8 cease is i{llustrated in Figure 1, where cepitelized total returns expected
by 2 cultivator from some investment or by the use of some perticuler farm-
ing practice are shown on the verticel axis ss releted to time, shown on

the hor#zontal axis (8, pp. 11-12).
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In Figure 1, B represents one production choice, say, rice growing.
E is another production choice, sey, livestock production. B indicates
that compered to the other choice (£), this production cheice requires e
shorter plenning horizon (Dcl) but emeller returns (OC). In terms of rice
production, the tenant haes to weit about four months (ncl) to be able to
reep OC dollers worth of returns. Similerly, € shows that if he reises
livestock, he must weit longer but the returns ere also higher, i.e., more
efficient, Tenents whose expectations could not stretch to cover anl are
forced to adopt & quickly-realized but less efficient production choice, B.
It is only efter he becomes sure about staying on the farm to resp its
benefits or obtain due compensation from the landlord that he is willing
to adopt 2 more efficient production method represented by E. That ie to
say, the degree of sscurity determines the sctuel production chosen. The
more secure his expectation, the longer the plenning horizeon end the more
efficient his ferming will be. If he is extremely insecure, he might try
to reap the most from the lend during his short period of expectations.
This often results in the so-celled "exploitative sgriculture" which in-
vites, among other things, soil exploitation. Lestly, length of lease need
not be infinitely long. All thet theory requires is that it should be
sufficiently long te cover the most profitable plenning horizon. In terme

of Figure 1, if B end E exhaust all the possible choices, then DA, may be

1
teken es a norm of length of lease. To extend it to, say, Dlz. is not
necessary.

Prior to the reform, the most common practice was tensncy from yeer

to year. Under this type of temancy confract, no specification was made
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on the length of lesse. Landlords wenting to terminate the contrect
were able to do so by notifying the temants, in advance, at the dete
fixed by locel custom. So practicelly all tenants enjoyed a one year
expectation only. Thue, sometimes they had to forego longer-term, yet
more efficient, production choices. Therefore, the harvest was often
small and the income shared meeger. Here we witness both inefficient
farming and poverty existing side by side.

The socisl impact of the insecurity is equally cruciel. The same
reason that discouraged the tenant's interest in longer-term and more
profitable production choices, 2lso worked to prevent him from bsing
interested in social life. MHe just could not think of himself es 2 mem-
ber of the society. He belonged to no particular society. Therefore,
having no definite idea of his length of stay, he showed no interest in
participating in sociel affairs, not to mention teking any positive
sctions on community development. Dr. Timmons hes said thet (8, p. 13):

the tenant femily continuelly feced with the possibility of eviction

cennot develop socielly, economically, or politically.”

2, of contract

Between the two forms of contract, written and verbal, the latter
prevailed in Teiwan. About nine out of ten contracts were verbal (10, p.27).
Admittedly, there is nothing wrong with 2 verbal contract so long es it is
a cleer straightforward agreement, Unfortunately this qualificetion is
rarely met, CEepecially when both perties differed s greetly in seciel

and economic positions es did the landlorde and tenents in Teiwan, verbal
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contrecte mesnt almost nothing. Subseguent unnecessary disputes were ell
too frequent, eand when disputes erose, it wes usually the tenants who
wers the losers.

All in 2l1l, tenents weres entirely at the mercy of their landlords.
They enjoyed no protection. As a conssquence, they did not work hard or
utilize the resources efficiently. They knew that increased production,
arising from the fruits of their herd work and skillful meanagement, merely
geve lendlords another opportunity te cherge more. Thus, one of the most
powerful weepons which pushes en sconomy forwerd, the profit incentive,
had faded completely from tenants' economic life.

Finally, in order to show how unfavoreble and unbeerable to the
tenants the former tenancy arrangements were, tenancy disputes brought
up for settlement in the pre-reform period are clessified by their nature

in Table 2,

Teble 2. Tenency disputes by neture (1911-1940)°
Tenure rights

Year Rental issues ittt Other issues Total
(Cases) (%) (Ceses) (%) (Cases) (%) (Cases) (%)
1911-1929 568 66 217 25 70 8 855 100
1930 273 44 244 40 99 16 616 100
1931 504 84 299 32 126 14 929 100
1932 403 48 331 39 112 13 846 100
1933 511 56 300 33 109 12 $20 100
1934 325 45 315 44 79 11 719 100
1935 337 50 265 40 64 10 666 100
1936 200 41 240 50 43 8 483 100
1937 208 56 142 39 20 6 367 100
1938 119 49 98 41 24 10 241 100
1939 174 59 102 38 19 3 295 100
1940 1,271 85 220 15 11 1 1,295 100
Total 4,890 58 2,773 33 776 g 8,439 100

®Source: (1, p. 34).
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It can be seen thet disputes centered around rents &nd tenure rights,
Rantal issues occupied 58 per cent of the totel issues end tenure rights,
33 per cent. Among the rental issues, ths most frecuently disputed topics
were rent reduction end feilure to pey rents which recorded 1,933 and
1,819 cases respectively, in 1911-1940. Cencellation of contracts before
their expirstion date was the one with the highest frequency in the cete-
gory of tenure rights., During 1911-1540 elteogether there cccurred 1,199

ceses of this nature (1, p. 34),



24

II11. THE GOALS AND TARGETS

In Chapter 11, the problematic ereas heve been discussed. These
were the unsatisfactory phases of the pre-reform tenency system. Since
such dissatisfactions could erise only after contrasting the existing
situetions with some sort of satisfectory situetions, we might well ask
what these satisfactory or ideel situatione are. Gofls of the tenancy
improvement meesures refer to these idesl situations, which are presented

in terms of income distribution, productien, and social goesls and targets.

A. Income Distribution Coal and Targets
1. e _eque stribution as e goal

From the necessary conditions for economic development end basic
economic functions of tenency improvement discussed in Chepter I, it is
cleer that the tenancy improvement measures must be directed toward more
equal income distribution,

Two criteria are most commonly used to measure the equitability of
income distribution. One is the functionel income distribution theory,
which stetes that the factor rewesrd should be determined by the marginal
productivity of sech fector. If the factor is paid by the product then
each factor will receive that part of the output which corresponds to
its marginal product. If paid with money, es is usuelly the case, then
the price of the factor service will be eguel to ite marginel revenue
product. The other criterion is socio-economicel end stems from 2 sub-

eistence oriented point of view. The criter.on here is whether the
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number of persons in the community whose level of living falls below en
ecceptable stenderd of subsistence hss been reduced to e prectical minimum
(11, p. 46),

Actual cobservations on the pre-reform income distribution between
tenants and landlords revealed that the product wes not shared in proper-
tion to the contribution made by eech party. Nor wes it egquiteble in the
face of tha extreme misery and poverty that the tenents were burdened
with., It follows that & temancy improvement messure such as the progrem
under study should have a more equel income distribution as s goal of
prime importance.

Vice-president Chen Cheng, under whose supervision the program was
carried out, delivered a speech before the annuel Farmers' Day meeting in
Teiwan on February 4, 1949, two months before the inception of the pro-
grem. The title of the speech reads "...to implement rent reduction, to
increase production, as well es to improve the fermers' livimg" (15-186,
p. 99). Also, on snother occesion, he said:

sssfiow the farmers toll so bitterly throughout the year eand

still have not enocugh to support themselves. It is only natursl

that they do not work hard. Therefore the implementation of the

37.5 per cent farm rent limitetion progrem could...improve the

farmers' living and increese the production of foed. (15-16,
pp. 101-102)

2. Income distribution targets

The geel of more soual income distribution is, in 2 sense, one of
the ultimete goals towerd which svery policy end progrem ies esventually

directed. It is the "common" goel of all distributive policies and
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programs. 1In contrast, there might be "specific" goals of eech perti-
culer policy or progrem. These epecific gosls must be 2 translation of
the "common" goal to suit the speciel need of the individual program.
Being such, they must be veried from policy to policy énd from progrem
to program. This is the slready mentioned concept of "target varisbles.”
Or expressed differently, they are ends-in-view to be accomplished by
thaet particulsr pelicy or progrem.

what were the targets of the progrem under study concerning income
distribution? The direction of the income redistribution was cleer:
the income should be trensferred from landlords to the tenants. How much
income trenmsformation did the progrem intend to accomplieh? To enswer
this question is to identify the targets.

Theoretically, the amount to be trensferred would be based either on
the functional feir rent or on the subsistence level of living. Howsver,
this was precticelly impessible to work out. The ectusl figure edopted
es the target for the program wes an increase in tenents' income of 12.5
per cent of the total yield, l.e., rent wes reduced from the pre-reform
estimate of 50 per cent to 37.5 per cent of the totel product (Appendix,
The Ferm Rent Reduction to 37,5% Act, Article 2).

At this point it is eppropriete to introduce the other terget, .
namely income stability or e guerentee of minimum income. In the pre-
reform yeers, incomes of soms tenants fluctusted widely from yesr te yser
due to (=) the rigid, so-called "iron-clad" rent prectice and (b) in-
security of tenure rights. The importence of income stabilizetion to

tenants is more fully realized if we recall that they lived at about the
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bare subsistence level. For these poverty-striken people, © small de-
creese in income would essily become & death-blow. This target providss
tenante with minimum fear of starvation, i.e., with maximum essurance of

en income necessery to meet the subsistence level of living.

B. Production Goal and Targete

The quotatione from Vice~president Chen Cheng in the preceding sec~-
tion indicete that the progrem wes a dual-purpose one. The income redis-
tribution aspect of the goals hes alreedy been developed in the last
saction. This section deels with the other goal, that of increszses in
egricultural production., Strictly speeking, an incresmse in agriculturel
production is the specific target of the program which could be brosdened
to form the over-all, ultimste goal of production--~incresse in national
product. Following the procedure in the lsst section, we shall steart
with this "common" production goel first and then turn to the "specific”

tergets of the progrem relevent to the preduction goal.

1. Meximum natigne yct &8s an ultimete goa

The goal of meximum national product requires that the netionsl
product be meximized under the present conditions of technology end
resgurces., This is another way of sesying that resources must be al-
located in such & way that they yield the same margimal revenue product
throughout eavery line of production in the society. In short, "meximum
netional product” is the same es "optimum resource allocation™ or "effi-

cient production.,"
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2. Incresse in egricultural production 2s e target

If, through the program, the incentive to work and the willingness
to improve esch individual's lot have been rastored to ths tenant, then
the increese in agricultural production mey be expectsd. And since
Taiwan's economy relies on agriculture rather heavily, the increese in
egricultural production would undoubtedly incresss the national product
considerably. Moreover, since an incresse in egriculturel production
will bring about an increased consumptien of goods and services of non-
agricultural origin by tenants, the production of theese goods and sarvices
will be stimulated and their markets expanded. Thus, an incrsase in agri-
cultural production is capable of acting ss the terget--the ends-in-viesw--
to further serve the ultimate goal, namely, maximum nationsl product.

How much of an increase in agricultural production was desired as
the target to be attained by the program? Unlike the cese in income re-
distribution, no specificetion was made for this target. This is under-
standable bacauses, though these two were listed side by side as the major
goals of the progrem in the guotations they did not cerry the same weight
in the minds of political leaders. The focus of tenancy improvement
problems was treditionally on the income distribution. Hence, the cure
for the rurel poverty situation occupled 2 predominant place in the plen,
In contrast, the goel of incressed production wes rather cesuslly recognized
by relatively few, and never succeeded in sttracting the eppropriate atten-
tion it deserved.

This section may be concluded as follows: (&) the incresse in egri-

cultural production was expected &nd desired, (b) thie incresse wili



29

further contribute to general economic presperity and development, and
(e) in achieving the target of egriculturel production increases, pro-
viding incentives to tenents to improve their economic status would pley
a centrel role as an end-in-view to the above terget. Then, stronger
incentives to work herder and te improve production efficiency mey be

added 88 & secondary terget hare.

3. More security in tenure rights es a target

More security in tenure rights is the other terget related to sgri-
cultural production. It hes alreedy heen demonstrested thet agricultural
production under tenancy is in pert determined by the degres of security
the tenant enjoys. The lees secure tenure rights are often associated
with less efficient ferming. The tement will have & smaller totael product
and his shere of the output (his income) is likely to be small slso. The
cruciel part pleyed by the security in tenure rights thus becomes obvious.
Ite effect spreads out from production to distribution end to the level

of living,

C. Social Tergets of the Program
Aside from the economic targets, the progrem hed some sociel targets,
too. The feudalistic elements of the rurel community, like personal or
household services by tenants, a-e not conducive to individual independence.
Further, the cless conflict between tensnts and lendlords was the cause
of much of the politicel sgitation &and civil dissension. If & democratic

and progressive rural Taiwan is wanted, then all these undesirable



elements must be eliminated. Thus elimination of feudalistic holdovers
end minimizetion of sociazl conflict 2s well 2s an increase in (2) humen
independence and (b) interest and participetion in sociel development by

tenants beceme the socis]l tergets of the progrem.
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1V. THE REANS

fleans are the measurses teken to closs the gep between problematic
greas in existing situetions end the targets. Usually many meens are
available for achisving given targsts, i.e., meens 2re veriables.

These variables mey ba divided inte two separste but releted cate-
gories, i.e., the instrumental veriebles end the structural variebles.
Structural variables relate to the structures fashioned by decrees and
legislation. Referring to agriculture, the existing agrerian structures
ere, of course, the product of the peeple in the pest end may bs changed
by the people of the present whenever they sse fit. The agrarian reform,
of which the land reform ies a2 pert, is the process of eltering the agrer-
ien structures through the passing of new decrees and legislation.

Obviously men's actions cen take plsce only within the framework of
the structures. Therefore, the structures zre besic in the sense that
they govern economic activities and control behaviors of instrumental
variables, such as interest retes, wage rates, rentazl rates, capital in-
vestments, etc. Hence, structures ere influential in determining the
amount and the wey that the resources can be combined and utilized.
These, in turn, set the level for the finel outcome of the economic acti-
vity--productivity and nationel income,

¥hile we are asware that thers 2re many meens to aschieve given targets,
we shall concentrete, in this chepter, on the means which wers sctuaslly
adopted. The elternative meens will be brought out when we eppraise

the affectiveness of these means in the next chapter.
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The 37.5 per cent farm rent limitation program of 1949 in Teiwan is
the meesure to change the tenancy espect of the egrarian structures in
sccordence with the targets set forth in the previous chepter. The
progrem is legelly backed by The Regulestions Coverning the Lesse of Private
farm Lends in Teiwen as guoted in Teng (10), end a compenion piece, The

37 Act 28 guoted in Teng (10), which were pro-
mulgated on April 14, 1949, end June 7, 1951, respectively. Of these two,
the second is more drastic end complete, and therefors will be the one
refarred to in this study. Only the principal features of the progrem
ere presented below. Readers wishing to grasp the whole picture should

refer to the Appendix,.

A. Provieions Directed toward Income Tergets
1. R tation ss & mesns to 1 se_tenants’'
Rent was cut from the pre-reform estimate of 50 per cent or more to
37.5 per cent or less. The exact meening of 37.5 per cent farm rent

limitation is given in Article 2 ss follows:

The farm rental rete shall not exceed 37.5% of the total annual
main crop harvest. If the rentel exceeds that rete, it should be
reduced to 37.5%. If the rate is below 37.5%, it shall not be
raised.

The mein crop es referred to in the proceeding section denotes
such crop which is mostly planted according to the locel farm-
ing practice or such rotation crops actueslly plented end the mein
crop hervest denotes the main harvest of such crop for the pur-
pose of which it is plented,

Obviously thie is e price ceiling. Here the highest price for the
use of lend is set at 37.5 per cent of the total annusl mein crop hervest.

The total annual mein crop harvest is the estimated average yield of the
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mein crop and is hersafter called the stenderd yleld. Such e figure wes
estimeted for eech plot and the rent is bessd on this esstimete. Being &n
everage based on pest production, the stendard yield does not very from
year to yeer with the harvest., Notice elso that the rent is in terms of
the me jor crop even though some other crop might be reised. Since the
standard yield ies a fixed amount, the rent thus determined is o fixed
amount. Moreover, the provision implies thet future production incressss
due to harder work and more skillful menmegement will solely belong to the
tenants, Thus thie provision mey incresse tenents' income in two weys,
One is an immediate, direct effect coming from the limitetion of farm
rent. The other ia the secondery, indirect effect originating in produc-

tion increese stimulated by the rent celling.

2. Reductisn exemption of rent 2s & means to rentee minimum i

It has been pointed out that tenents lived at the mercy of lendlords
end often were not guaranteed even ® bare subsistence. In order to achieve
social justice, i.e., in order that tenants might receive ot lesst 2 mini-
mum amount of necessities in years of bed hervest dus to the unfavorable
naturel forces beyond men's control, Article 1l provides that:

(2) When & harvest is smell as 2 result of netursl cetastrophes or
uncontrolleble disasters, end when the loss is less then 70 per cent of
the standard yield, the Ferm Tenancy Committee, which wes set up under
the provision of Article 3, shell decide the rate of reduction.

() If the loss is more than 70 psr cent, then the tenant shall be

exempted from paying rent for that yesr.
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B. Provisions Directed toward the Production Targets
1. Mini f as 8 t te effi t
As developed in Chapter II, the length of lease is 2 cruciasl factor
in determining resource allocation snd farming practice. After studying
the existing farm systems and possible enterprises thet might be intro-
duced into Taiwsnese agriculture, the conclusion wes resched that six
yesers (Article 5) would be long enough to meet the expectation horizen

for advantageous resource sllocation end efficient farming prectice.

2, P ing t ts so that t in on the farm

Morsover, the lease is renewable. The conditions under which lend-
lorde can evict the tenants were severely restricted (Articles 17 through
20 and Article 25) so that for practicel purposes tenants may regard their
term of cccupancy as larting indefinitsly end mey act sccordingly. These
provisions carry special meaning to Teiwsnese tenents because rapid popu-
lation growth coupled with the lack of job opportunities within end with-
out agriculture has resulted in keen competition for renting evailable
land, end this, in turn, has ceused them to remain in the vulnereble
group. Were there mo provisions of thie sort, lendlords would take every
opportunity to svict present tenents and the "bleck market" lesses would
soon erise. The final outcome of this unhappy occurrence would be the

complete collapse of the progrem.

3. C t n t t

As a rule, efficient farming requires substential i{nvestments. And,
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in most inetances, ths heevier the investment the slower the cepital
turnover. Unlese tenents sre assured of compensation on the unexhausted
part of investment made by them, they will not be interested in investment,
especially investment of the heavier end slower turrover type, As 2 re-
sult, sgricultural development would be slowed down considerably. It

is in recognition of this need that Article 13 of the Act concerning
compensation was provided. The first part of fArticle 13 reads:

The lesses may freely meke any speciel improvements on the farm.

When the lease expires end the land i{s returnsed, the lessor should

give compensations to the lsssee for such improvements, but only

for those parts of the improvements which ars still useful at the
time of meking the compsnsation.

Thus the progrem encoureges tenants freely engeged in “keeping the
original quality and utility of the ferm unimpaired" and slse in incress-
ing 'the productivity or ferming cepacity" (Appendix, Article 13). The
upshot of this would be (2) the extension of tenents' planning horizons
end (b) increase in tenents' cepital investments on ferms with resultent
increese in efficiency.

It should be pointed out, howsver, that the Act fails to make it
explicit just how the compensation may be svelusted. There are thres
general methods of calculation (8, p., 20): (2) compensation may be based
upon originel cost of various improvements; (b) it mey be based upon the
replacement cost; or, (c) it mey be based on the edded return which the
improvement will bring to future cultivators.

Each of these hes ite own problems. \When there ere price changes

during the period covered, the former two methods will bring windfall

gains to some end corresponding losses to others. The added return
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method is the most sound one in theory, but it is difficult to sssess

tha value of added returne in prectics.

C. Provisions Directed toward Sociel Tergetse

1. Cencellstion of extra burdens

In the pre-reform days, in addition to the rent, tenants were often
esked to pay (2) rent in edvence end (b) deposit money. Thees are made
illegel in Articles 12 end 14, Moreover, all cbligetione each perty must
adhere to ere now clearly listed in the Act. Thsere is no room for the
feudelistic holdovers, or extre burdens to be put on tenents' shoulders,

Tenents will gradually come to reslize individual independence.
With edded security in tenure rightse, they will develop themselves toward
the goal of being respecteble members of the soclety end begin to partici-

pate in community development.

2, Esteblishment of farm tenency committees

As shown earlier, meny conflicts end disputes developed between

tenants and lendlords prior to the referm. Of course, these could be
brought to the court for settlement. However, mppeals to the court take
time and require money. Moreover, tenants were not accustomed to courts
end showed ignorence es well ss fear towerd this wey of settlement. The
government, too, wee anxious to see the progrem fully effective end
desired to obviate these conflictes end to provide 2 means for their
settlement. It is under these circumstances thet the speciel committees

were set up to provide for settlement of the tenancy disputes.
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According to Article 3, the two major objectives of such committees
ere (a) to insure thet all ferm tenency contrects sre made to follow
strictly the directions given in the Act end (b) to settle disputes
erising in landlord-tenant relationships.

It is seen thet through enforcement of the progrem (e) the tenency
srrengements were brought under close supervision, end (b) tenure rights
were carefully protected. WNo more would tenente suffer from ebuses of
landlords. The reform has gueranteed tenants with returns for their
resources contributed. It has injected the tenents with the incentives
to produce more end to better their economic as well as sociel positions.
It has also furnished the basis for production improvement, especially
for the long-term investment. Whet kind of reactions have tenents showed
in resource use and production? What kind of effects has the reform given
to the over-all sconomic development of Tzilwan? These questions, with

others, will be analyzed in the following chapter.
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V. EVALUATION

Success and failure of the progrem must be judged in light of its
goels and targets. Ue concluda from Chapter III that the program wee
2 multi-purpose one with three me jor goels and even more tergets.
Imstead of appraising the progrem in terms of eech &nd every terget
end goel, however, we propose to snalyze the effects of the progrem in
terma of twe major targets--increeses in tenent's income and increases in
agriculturel production. It ie clear from the above srgument that the
program was caneble of achieving other tergete. This is especizlly so
in the erqument of the last cehpter where the straightforwardness of the
means--the progrem--towerd these other targets {s shown. In contrest,
the effects of the program uoon twe teargete mentionad abaove 2re not
altogether certein and plein, Here the mere distant, long-run effects
may have & guite different picture then the immediste or short-run effects.

The need for distinguishing short-run and longe-run effects of the
progrem on these two tergete becomes espparsnt through an amelysis of the
program's impect on the pattern of resource allocetion. This is 2 none
target veriable of the progrem end is @ cruciel one, for the level of
income is determined by the productivity, i.e., by the wey the resources
are combined end used. Hes the program chenged the combination and
utilization of resources in tenants' farming? what kind of impect will
this chenge in the pattern of resource use have on the agricultural as
well as the over-all development of Teiwan What are the shortcomings of

the progrem? Whet other steps might be suggested in order to insure the
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program's enduring success in the context of both narrower agricul tural
development and broader economic development?

This chapter will procesd with & discussion of zccomplishments of
the program in terms of income and production incresses. This will be
followed by & discussion of the points raised in guestion form ebove.
Finally, the chapter concludes with the presentation of the further steps

needed .

A. Accomplishment of the “rogrem in Terms of Income Distribution

l. Incresse in tenants' income

The merit of the progream in this espect becomes clear when one cen-
siders what the extre crops meant to the tenents who had been suffering
from stervation, disease, and misery. The principle of diminishing
marginal utility holds thet the marginal utility decreeses as the units
one possesses increese. Thue it mey be sald that the marginal utility
would be much greater for the poor who has little then for the rich who
already has much. An additional basket of rice, for instance, might
hold & key position in the life of the tenante who were habituwelly shert
of rice between crops. In Pact, in the poor years meny tenante were
forced to borrow 2 basket of rice st a high rate of interest until the
next crop was harvested. In this sense, the mesning of their gain, no
metter how small the imncrement might be, cen herdly be overestimated.

But the effect of the rent reduction on tements' incomes does not
stop here. Further increese in tenenta' incomes would be expected through

the provision of incentives to produce more. This incentive arose because
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the 37.5 per cent rental rete wes 8 fixed rent and the security of tenure
rights assured them the whole fruits of their lesbor in excess of the
stenderd herveet., Increased production wuld be expected under the

Act because tenants' incomes have increesed end they are certain that
they cen receive the rewerd for what they put inte land, and therefore
they ere willing to spend part of the increment of their incomes for the
production purposes.

Just how much reduction in rent was made or how much increzse in
tenents' incomes was brought sbout ee a result of the program? Remember,
the target here was an increment being 12.5 per cent of the total yield.

According to the survey cerried out in 1950 by the Chinsse Research
Instituts of Land Economics, the aversge increase in rice-growing tenants’
shares wes sbout 660 kilogreme per hectare (12, p. 31). Assuming average
size of farms in that year to be 1.4 hectares, and converting the above
figure inte per family besis, the rise in tements' income was about 500
kilogrems. Since the totel yleld could be estimeted 2s somewhere around
5,700 kilograme, the 900 kilogrem increment would be about 16 per cent of
the total yield.

Increased incomss may be used either on consumption or on preduction.
It is the money spent on consumption thet directly contributes to the level
of living. One report (17, pp. 37-38) stetes that, in 1950, sbout one-
third of the increesed income wes spent on living sxpenses smong which
"food and clothing” were the lergest items to drew tenants' money. Again,
the proportion spent on living expenses ie found releted to the size of

farms, reflecting the hard-pressed living of the small-holding fermers.
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In the cese of smallest farme (leses than one hectere) 21l of the increased
income resulting from the rent reduction wes sbsorbed by the living ex-
penses. While in the cese of second smallest farms (one to two hecteres),
farmers spent 63 per cent for this purpose (19, p. 240).

This evidence is consistent with the hypothesis that the progrem
has had tha effect of increasing incomes and levels of living for tenanta.
Other progrems, e.9., the recovery end rehabilitetion programs of the
government, may elsc be opereting here. Available statistics 2lso reveal
that these initiel incresses in income end the lsvel of living hsve con-

tinued in the years thet followd. This is shown in Table 3.

Teble 3. Disposable income, consumption expenditures, and savings per
farm family in 1952 constent dollers®

Disposable Caonsumption
lngo-c expanditures Savings
Yaer (N.T.%) (%) (N.T.$) (%) (N.T.8) (%)
1950 8,258 100 7,639 92.5 620 7.5
1954 9,100 100 8,611 94,6 619 5.4
1957 8,708 100 8,031 92.2 677 7.8
1958 16,078 100 9,110 90.4 968 9.6
1959 8,560 100 7,336 B8S5.7 1,224 14,3
1960 9,743 100 8,185 B4.0 1,557 16.0
1961 10,827 100 9,280 8s.8 1,542 14,2

®sourcet (19, p. 19).

bﬂ;T.’l New Teiwen dollers. The current officiel rete is N.T.%40
to U.S.81.
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The disposable income per farm family increesed from $8,258 to
$10,827 during 1930 and 1961. The partition of income emong consumption
expenditures and sevings is also convincing. The incresse in consumption
expenditures indicates & higher level of living enjoyed, while the in-
creease in ssvings, remarkeble both in velue termes end percentage terms,
suggests the greeter ebility to invest among farmers. (Whether the
savings actuslly reeched such a high level is open to guestion. Howesver,

en increese in savings mey be safely sccepted.)

2. Inflation end low price policy as offsetting forces

Income comparisons in the precsding section are expressed in terms
of "real value" becasuse of the inflation in those yeers.

Indeed, inflation and resultent low price policy have swellowed part
of the increase in tenants' incomes. This is so beceuse what wes in-
creased was the tenents' shares in reel product. Therefore, if during
these inflationary yeers, the agricultural prices became relatively cheap
in comparison to other goods, as actually heppened in Taiwan, the far-
mers' real incomes shremk, If the divergency becomes considersble, most
of the benefits tenents derived from the procrem may be cancelled out by
this of fsetting deflation of the value of agriculturel products.

The Taiwanese sconomy had suf fered from hyper-infletion since the
end of World Wer II, which eventuslly led to the monetary reform of 1949
in Teiwan. Since then the government hes becoms very sensitive about
price movement and followed the generel low price policy. Neturally, the

government's price control did not exercise equal pressure on all goods.
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The focus has always been on rice end other sgricultural products which
comprise the staples in everyday living. This is to say, the genarel

low price policy worked to the detriment of farmers' interessts, for the
goods they sold were cheap es compared to the goods they bought. The
follewing table shows severe infletionery trends, as well ss the divergency

between prices of rice and other goods.

Tebls 4. Comparison of rice price level and gemsral price level,

1935-1937=100"
Rice price index Gemerel price index Relative price
Year (1) (2) (1)/(2)
1935 97.4 g2.8 1,05
1940 121.6 168,2 0.72
1946 20,176.9 10,574.7 1.91
1950 568.0 987.1 0.58
1955 1,738.7 2,862,5 0.68
1987 1,905,5 3,006,7 0.62

®Source: (20, p. 183).

The above unfavorable price structure has been somewhat corrected
recently. During 19581962 the gensrel price level went up about 35
per cent while price of rice increesed neerly 60 per cent. Yet there
still exist both inflatiomery powsr end time-leg in agricultural prices.
As long &s they exist the farmers are likely to be reletively worse off,
Ag inflation develops, their productz become worth relatively less and
their incomes shrink.

In this vein, the importance of correcting the price structure to
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bring egricultural prices up to per, as well as checking the inflationery
preseure becomes obvious 28 & means of guarenteeing to the tenants the

results of the progrem.

8. Accomplishment of the Program in Torme of Agricultural Production

In the previous section it wes argued end shown that the program
would provide tenants with stronger incentives and gremter sbilities to
producé more, and that this in turn would further increase their incomes.
How much did the egricultural production increase after the implementation
of the program?

Everywhere in the reports the marked increese in agricultursl produc-
tion is stressed. For example, Tang (10, p. 61) reports that within the
six ysar span from 1947 to 1952, total agriculturel production increased
by more than 57 per cent and the productivity per land unit increased by
nearly 35 per cent.

Production increese is the result of either expension of erable land
or more efficient Parming or both. In view of the rather constant arable
lend ares during these paat thirty yeers (21, Appendix Table 3) it mey be
concluded that the production incresse is due largely to mers efficient
farming. Hsieh end Lee (21, p. 53) give us the clue to resource produc-
tivity in recent years, from Teble 5 the gemeral upward trend in produc-
tivity is seen. [xcept capitel productivity, ell show en increese. Be-
tween 1950 and 1956, the eggregete resource productivity increesed sbout
15 per cent, while the land productivity per unit of land eres increased

33 per cent. Labor productivity increased sbout 20 per cent. The
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trend for cepital productivity ssems to be declining, but its level is
still reletively high. Later on we shall have an opportunity to come
back to the problem of changes in individual resource productivity and
its implications. Here we note that resource productivity wes, gensrally

spesking, increesing following the progrem,

Table 5. Indexss of resource productivity in agricultura' (1935-1937:100)b

Index aof Index of Index of
Indsx of land labor labor
aggoregate productivity productivity productivity Index of
resource per unit per agricul- per man-day capital

Year productivity land arsa  tural worker labor input productivity

1935-1937 100.00 100,00 100.00 100.00 100,00
1945 63.74 50,00 59.48 61.00 175.57
1950 103.54 99.34 77.01 87.00 144,25
1955 110.64 120,70 92,24 98,50 105.17
1956 118,55 131.94 100.29 104,50 110.06

.uot-z Whole agriculture, not only that of tenants’.

bSourcnl (21, p. 53).

In paseing, it may be added that not only crop productien increased
sharply but the mejor side-lines of Teiwanese egriculture, livestock end
poultry production also increesed. Between 1949 end 1953, the numbsr of
hogs reised more then doubled, cettle increesed 9 per cent end poultry in-
creased around 30 per cent (4, pp. 109-110). These incresses mey be a
direct result of the program end are, in eny cese, consistent with the
hypothesis that because of the pregram, tenants sre able end willing to

improve their own lot.
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0f course, ths actual production increese is = combined outcome of
various forces, such =e advancement in technolegy, expansion in irrigetien
facilities, etc. The program was merely one of the ferces but an importent
one.

We know "the means" consist of structural veriables and instrumental
variables, We kmnow, too, that the progrem belongs to the former. After
the implementation of the progrem, the structure of the temancy system
changed in such & way that now tenents possessed e stronger incentive to
work hard and to produce more. This incentive, in turn, brought out the
changes in instrumental veriables, which took shape of more intensive
farming, both in terms of lebor and of cepitel. This will be sxplaired
below.

The tenants were willing to produce more, end they had mesens to do
eo. First of ell, their incomes have now risen. Fert of the increased
incemes would be, without doubt, used on the consumption phase. Equally
true is that pert of the increessed incomes, perhaps = greater portion as
times pass by, would certainly be invested on ferme for improvement
purposes. Their tenure on the land became secure, for by law, their
leases were of six yeers duretion or longer and the landlord could no
longer evict them at will. Thus, they could be sure of resping the benefit
of their investments. Secondly, under the rent raduction statutes, their
rent was fixed at 37.5 per cent of the standerd yield (i.e., & fixed rent)
and not the sctual yield harvested, so that when the sctual harvest ex-
ceeded the stendard yield they could keep ell such excese products for

themselves and did not have to share it with landlords. Hence, they spent,
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on the everage, two-thirdes of their immediste increese in incomes ceaused
by the enforcement of the progrem on investment in the ferm, especielly
on fertilizer. In fact, fertilizer alone absorbed two-fifths of the
increased incomes, end so far is the lergest sole outlet. This is

shown in Table 6.

Table 6. liee of incresssd income in 1950'

Use Percentage
Fertilizers 39.8
Draft animals 14.2
Farm implements 12.8
Foed and clothing 7.3
Health and education 5.5
Housing and trensport 4,8
Amusement 2.3
fiscellansous 13.3
Total 100.0

®source: (17, pp. 37-38).

'Labot has been the most plentiful resource in Teiwsnese sgriculture
@8 discussed earlier in this study. Now eoguipped with stronger incen-
tives and higher income, tenents' farming neturelly moved in the direction
of labor intensified ferming eccompanied by larger capital inputs, ee-
pecially working capital. Thie movement, during 1949-1956, is indicated
in Teble 7.
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Teble 7. Indexes of agricultural inputl' (1949:100)b

Land Labor Working Fixed
Yeear aren input cepital capital
1949 100.0 100.0 100.0 100.0
1980 100.7 101.9 135.8 94.7
1951 101.0 103.5 152.6 95.4
1952 101.3 109.3 182.9 103.3
1953 100.9 111.3 199.0 111.8
1954 101.1 111.2 225.5 122.5
1955 100.9 109.7 238.0 118.4
1956 101.3 113.7 250.4 121.4

“Note: Whole agricul tural inputs, not only tenents' inputs.

t".Eu.mrt.-.u Compiled from the data (21, Appendix Teble 3).

Teble 7 shows that more and more labor end cepitsl heve been esso~
cieted with practically fixed lend sree sfter the enforcement of the
progream, i.e., ferming hes been intensified. This is especislly clear
in the cese of working cepital, sttributable mainly to the greet increesse
in fertilizer use. Are these peces of intensification more rapid than the
past pece? Compsred, for instance, with the pesk period in Jepenese
regime, i.e., compered with the yesers 1935-1939, we notice that (a) the
annual increase in labor input during 1950-1956 is 2 per cent while that
of 1935-1939 {s 0.8 per cent end (b) for working capital, the same rates

were nearly 20 per cent versus less than 2 per cent (21, Appendix Table 3).
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C. Impact of the Program on Resource Use
--lon-target Veriables--

In the previous sections, the immediate es well 2s shorter-term
effects of the program on income end production incresses have been dis-
cussed, Ae 2 whole, the program succeeded in echieving these targets.
Now turning to the longer-term effects of the program on income and
production increases one must, of necessity, pey close sttention to
the impact of the progrem on resource use, Here our discussion will be
expanded not only from shorter-term effects to the longer-term effects
but elso from a nerrower context to & wider one covering the relation-
ship with non-agricultural sectors. That is, we propose to analyze the
pesition of the present progrem in the long-term over-a2ll economic de-
velopment framework.

This section is divided into two parts. The first pert is devoted
to & brief sketch of the recent pattern of resource use in Taiwanese
egricul ture, together with the esccompanying sllocative problems. Then,
in the latter pert, the effects which are probably closer to the repercus~
sion of the program on the resource use problems will be discussed.
Throughout the whole section, the mejor point of depsrture is the optimum
resource allocetion in the whole economy. That is the reeson we said we
would encounter the over-a2ll sconomic develepment fremework. We will be
concerned with the relationships between the esgricultural sector and the
non-agricultural sector.

Another point, which will become obvious as one proceeds, is that

we ere getting into the realm of the possible shortcomings of the program.
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1. Ppattern of rescurce use in recent yeers

One of the outstanding festures of Taiwanese egrarien structures is
the extremely small size of holding. Large numbers of farme are too

smell to mest even the subsistence minimum, not to mention the full

utilizetion of the farmer's egquipment.

Table 8. Aversge size of ferms in Teiwan, selected yonra'

Year Size of farme Index (1942=100)
(hecteres)
1942 1.89 100
1947 1,51 a0
1949 1.39 74
1951 1.32 70
1953 1.24 66
1955 1.19 63
1857 1.15 61
1959 1,12 59
1961 1.09 58

®Source: Compiled from the deta (6).

During the pest twenty years, ss Teble B shows, the aversge size of
farme in Taiwen has been steedily declining; from nearly 2 hecteares in
1942 to slightly over one hectere in 196). These sizes ere hardly deemed
large enough for providing full utilizetion of farmere' resources. Ffor
one thing, their labor has never been fully utilized, es will be pointed
out later. Again, the decline in eize of farms is serious in the sense
that technological development, sspecielly mechenizetion, usually favors

larger farms., At least, some minimum size of farms is & "must" for
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mechenizetion, A fairly lerge size is "prefersble" for mechenizetion te
speed up.

Are farms big enough to provide = subsistence minimum? GCbviously 0.5
hectares sppeers to be too small, One study cerried out in 1957 reveals
that the totel farm family income eerned by fermers operating less than 0.5
hectares was not sufficient to meet all their expenses (22, p. 130). A
rough estimete is thet nesrly one hectere (in the cese of better land, such
es peddy land, spproximetely 0.75 hecteres) is needed for the ferm family to
break even financially (23, p. 1). Regarded from this subsistence minimum,
it may be seid to be fortumate that the aversge size of ferms in Teiwen ia
still above that minimum, But the prospects for the future eppear extremsly
pessimistic. Should the declining trend continue, it would not be too long
before the sverage size of ferms drops into the "under the minimum" brecket.

Although the average size of farms is etill above the "minimum™ re-
guired, meny ferms have long sgo sunk into the below-subsistence-minimum,
Fermers in this category have supplemented their incomes by some non-farm

sources.

Teble 9, Clessificetion of farmes by size, sslected y.ltl.

Classes 1939 1949 1956 1961
(ha) (Wumber) (%) (Number) (%) (Number) (%) (Number) (%)
Less then 1.0 197,730 46,23 322,039 56,87 422,948 56.86 492,529 60,99
1.0-2,0 112,855 25,91 157,446 27.81 198,245 26,65 195,183 24,17
2.0-3.0 67,404 13.17 54,197 9.57 69,382 9,33 65,916 6.16
3.0-5.0 41,711 9,56 25,641 4.53 37,749 5,07 36,695 4,54
Above 5.0 22,384 5.13 6,947 1.22 15,604 2,10 17,277 2.14
Total 431,784 100 566,270 100 743,928 100 807,600 100

®Source: Compiled from the data (24, p. 10, 25, pp. 12-19, end 26,
pp. 26-27).,
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Two things stend out clearly in Tebls 9. One is thet during the
twenty years just passed, the number of farm femilies has greatly in-
creased., It has nearly doubled. This does not imply, however, that the
farm family has been divided into smeller houssholds, say epproximately
helf as big as before. Rether, this is a sign of the decline of size of
farms to eslmost one<half of the size they were twsnty ysars sgo. The
size of the farm femily remained slmest the seme 2s shown in Table 10.
Thue Tables B, %, and 10 put togsther, wern us (a) how serious the men-
land retic has already becoms and further (b) how increessingly acute this
problem has become through passage of time. Almost the seme size farm
family operates smaller end smeller ferms. In less then & gensretion,
the same screage of lend must now support two farm households, on the

avarasge.

Table 10. Averege aize of farm housshold in Talwen®

Yesr Persons per ferm household
1831-1940 average 6.6
1941-1950 average 6.7
1958 6.4
1560 6.8

®Source: Compiled from the data (4, pp. 7-8 and 19, p. 12).

The other point ie the stesdy tendency of the size of farms to
decrease. Noteworthy is the incresse in the smellest size class, screege

less than one hectare. Farms in this class which are supposedly "too
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smell" have been increesing both in number and in percentage. The number
of ferm families in this class has more than doubled. Percentsge wise,
it hes increesed from 46 per cent in 1939 to 61 per cent in 1561. On
the other hand, lerger farms are declining, both in number anmd in per-
centage. Overall, Table 9 shows us cleerly how pessimistic the outlook
is. There is a steady increase in the number of supposedly "too smell®
farme, the presence of which is 2 burden to the society; for this is
where inefficiency and poverty originate. Aleo witnessed is the steady
decline in the number of larger farms, the presence of which should be
an asset to society, for this is ususlly where advancement and prospsrity
teke place. It is epparent thet the small size of farms is e very criticasl
obstacls to the development of sgriculture end of the economy in gensral
in Teiwen, Having succesded in removing undesireble aspects of tenancy
errangements in Teiwan, now it ie time to teckle this size of farms
problem, lest the upwerd trend in incoms and production be dempsned.
This issue will be taken up in the next section.

Size of farms as we have just discussed, is reelly a special type
of expression of combination of resources. For instencs, small farme
mean an undesireble men-land retio. It meens too many people crowded in
smell areas, or super abundant lebor combined with scerce lend. Therafore,
we proposs to look into the supply of land, population growth, and the
relsted labor supply in esgriculture.

It has been pointed out that land is the limiting factor in Teiwenese
agriculture, Other resources must be geered to this limiting fector since

ite amount is, in a practical sense, reletively fixed. The percentage of
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cultiveted land to the totel lend hes remeined 24 per cent (eround
873,000 he.) for more than e decede, Morsoaver, on increese in culti-
veted land is not feasible. eccording to expertes.

Since land is scerce and fixed, the small famme indicate thet there
are heavy population pressures and excess agricultural lebor.

Taiwan has alweys experienced 2 high population density. It is re-
ported thet there were 285 persons per squere kilometer in Teiwen and
that this was the third highest density in the world (27). Making things
worse is an ever more rapidly incrsasing populstion. Annual population
growth in Teiwen hee been tremendous. Recent stetistics on the populstion
growth rate indicate it is always sbove 3.0 per cent, usually close to or
even exceeding 3.5 per cent. For instence, annual rate of growth during
1958-1961 averaged 3.7 per cent (28, p. 114), In fact, this has been one
of the world's highest rates of population growth. As clessified by
Thompson, (29, p. 35) our population trend belongs to the Class II,
characterized by high birth rate and low desth rete. In 1960, the live
birth rete was 3.95 per cent while the death rate wee 0,69 per cent
(30, pp. 311 andM4)., How to feed (this relates to level of living) end
to provide work (this relates to productivity end national income) for
this already vest and still repidly increasing populetion are certeinly
the most acute challenges Taiwan is destined to face. This is the very
problem thet worried Melthus profoundly years ago.

In spite of the economic development that hes teken place in the
past one-half century, Teiwen is still heevily oriented towerd egricul-

ture. The agricultural population has remeined lerge and stabls
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relative to totel population as shown in Teble 11,

Table 11. Increase in total end agricul tural pnpulntlnnn.
(Thoussnd persons)

Total Agricultural Percentege
Year populetion population %g}
(R) (8) A
1910 3,299 2,087 63
1819 3,718 2,297 62
1930 4,679 2,534 54
1940 6,077 2,984 49
1950 7,554 3,998 53
1960 10,792 5,373 S0

.Souﬂ.‘.t (4, P 7 and 19. Pe 12).

As = result of this reletion, rursl Teiwen is now seriously over-
crowded, This, coupled with the restriction of scarce land resources and
the limited work opportunities cutside of egriculture, inevitably ceuse
the underemployment of productive resources in agriculture, although svery
effort is expended to utilize the only ebundant resource, ferm leber, more
fully. Averege labor doput per hectere of lend increased from 228 man-days
in 1935-1939 to 281 man-daye in 1952-1956 (21, p. 37). Thie is e 23 per
cent increase in the direction of leber intensive ferming. However, con-
trested to the above trend is an opposing movement of the annual everage
working days per farm worker. This decressed from 172 men-days in 1935«
1939 to 164 men-deys in 1952-1956 (21, p. 38), sbout a 5 per cent decrsase.

The study made by Huang, Lun-zu gives @ more pessimistic picture. According
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to that study (24, p. 25), in 1931-1932 price growing fermers did utilize
67.8 per cent of their labor but this ratio dropped te 46.3 per cent in
1950-1951. This 46.3 per cent is the average for all fermers. For
tenants alone, Mueng reports that this retio wes only 42.7 per cent.

1f socisty cannot successfully provide enough jobs for the popule-
tion, i.e., if there is serious uremployment or undsremployment or both,
melthus' "missry end poverty" are umsvoidable. So we become concerned
with the key position of population pressure in Teiwan, Its impect is
far reaching. It sets the pece for economic development through its
influence, both on the standerd of living and on rescurce 2llocetion.
Indeed, in ® country where population pressure is strong, little improve-
ment in the meteriesl things of life can be gensrated. Rather, in such a
country, economic stagnation eccompénied by "misery end poverty" will be
the most likely outcome. Therefore, in most of the Class II countries,
Taiwan for one, it is the population thet must be checked end adjusted to
the technology end resources.

Of course, there is enother way to lead the economy to increased de-
velopment. That is the industrialization process. This will be dealt
with later on.

Capitel, like land, hes been scerce. Hsieh end Lee (21, Appendix
Teble 5) claseified capital into two categories, Chemicel fertilizers,
seed, feed and mteriel and miscelleneous items compose working capitasl
wheress interest on cettle, depreciestion on housa, ferm improvement and
fees for irrigetion end draining service belong to fixed capital. The

relative pleces of these two categories of capitel in verious agricultural
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inputs are shown in Table 12.

Teble 12. Percentage gistribution of imput categories in Taiwesness

agriculture
Working Fixed
Year Land erea Labor input capitsal capitsl Total
(%) (%) (%) (%) (%)
1935 §1.11 25.24 17.03 6.62 100
1540 52.9% 26,69 15.14 5.22 100
1545 65.27 26,07 5.06 3.60 100
1950 §3.30 29,56 14,19 2,95 100
1985 46,96 27.95 21.85 3.24 100

®source: Compiled from data (21, p. 40 and Appendix Table 5).

It is seen that compered to land end lebor, cepital is relatively
scarce. It comprises less than one-fourth of the totel agrisultursl
inputs in Teiwan. The scercity is especielly svident in the case of
fixed capital, which has never exseeded 10 per cent of total inputs.
Furthermors, in the post-war period it hes remained et about 3 per cent
of totel imputs, which ie less than one-half of the pre-war lesvel.

In contreast, working cepital fares well. It is becoming more impor-
tent as can be seen from the remerkeble increese in percentage. UWorking
capital gained predominance among veriocus inputs in the recent yeers
because, as discussed serlier, the program incrsesed tenants' income and
encouraged them to invest it on farms.

Yet, capital, sespecielly fixed cepitel, is felt to be in short

supply. Three mejor ceuses for the (fixed) cepital shortage ere listed here.
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Firet, there is the unfavorable price ratio; the interest rate of
benk loens increased by 4.5 times, end one of the most importent types of
working capital, fertilizer, doubled in price during 1935-1956, whereas
wage retes remeined practicelly unchenged (21, p. 42)., Secondly, due
to reguirements for tengible security, meny emell farmers and tenants
have been denied loans entirely. Consequently, when severely pressed,
fermers turned to the rural money lender for a loen bsaring & usurious
rete of interest. Finally, farmers traditiomnmlly looked upon 2 loen 28
e consumption loen. Cven thoes loans lent out as production loans are
often used for consumption purpoees in reality.

In sunmetion, Teiwanese agriculture hes besn constructed on limited
land resources and equelly imedeguate capital on the one hand, end plenti-
ful, cheep labor on the other, so that labor has been wested (under-
employment) on the very small, poorly equipped farms. This implies, as
we have seen earlier, that the marginel productivity of lend has been ex-
tremely high, clossly followed by that of cepitel, while thet of lsbor has
bsen extremaly low, probebly squel to zero. At leesst the opportunity cost
of labor is zero, This in turn explaine why rents end interest reates
wers so high end weges so low in the pre-reform yeers. Unless oppor-
tunities are improved, the productive efficiency and hence income will not

be incressed.

2. t on 2 tion
The everage size of ferms in Teiwan has been declared to be too

smell end continuously declining. Will the progrem sccelerate the
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declining trend of size of forms or will it ect as @ brake to the trend?
The snswer is thet the program ie likely to induce ferms to divide into
emtller ores. Under e situetionwthout rigid controle such 2s ere in-
cluded in the program, size of farms will be fairly flexible. For although
the total area of ereble lend is fixed, from the individuel fermer's point
of view, size of ferme cen be changed, Then, there is slways someone
wenting to sell or rent out farme in the course of femily expeansion and
contrection or due to cccupational changes. In shart, without contrel,
competitive market conditions prevail end the eize of ferms is rather

ad justeble to the need end capecity of the individuel fermer. MNot so
under the progrem. The progrem exercises such rigid restrictions and con-
trols that if one rents out his ferm, he does, in effect, lemse it to the
tenent forever. And since tenure rights have been so thoroughly protected,
no tenant would presumebly give his rights ewey to someons slse. There-
fore, those fermers who either heve grester =bility or an expending femily
would find themselves involved in sesking edditional lend in vein. This
is 2 price paid when the program wae chesen.

Perheps this is 2n sppropriete plece to point out snother restriction
which has to do with the rigidity of the progrem. That is, the qualita-
tive combinetion of the resources would be changed. Wers there no pro-
grem of this sert, i.e., were the land market regulsted by competitive
forces, then we expect that the more industrious or more cepable farmere
would eventuslly take over the better farms, However, in reslity, there
is strict control and protection for the tenants. Therefors, first, the

coincidence of rescurces of the seme quelity (cepecity) mey not be



reslized., Second, & lazy or low-cepacity farmer cen remein on a ferm
wherees, were there & competitive merket, he would have been long &go
driven out of that ferm. Under such conditions, the national product

is not up to its potential level. This is to eay thet deperture from the
schievahle level wee snother price peid in exchange for & more egual in-
come distribution.

Size of ferms is the reflection of men-lend retio. The humen ele-
ments, population growth end sgricultursl laber will be taken up next.
Whet kind of influence does the progrem give to the population growth
and the supply of sgricultural lesbor?

First, consider the impect of the progrem on sgricultural labor.
After the program tenants are willing to work more, for the progrem
assures them the oppertunity to reep the fruite of their labor. Thus
it is natural to find an increase in lebor imput. Most of the increase
in labor input will come from family labor, for family labor hes been the
me jor source of labor supply amd it has been underemployed in Taiwen.
Given the rather sm2ll and declining size of farms, this movement leade
to more lebor-intensive ferming. To the extent that this labor intensi-
fication is due to employing idle labor, thereby reducing ths underem-
ployment, the progrem is said to meke @ contribution to resource use.

As Table 13 indicates the labor input per unit of land hes incressed
merkedly after the War. Noteworthy are the jumps in 1947-1949 and in
1951-1953. The first jump in intensification has come primerily from
the efforts axpended in the recovery and rehebilitation of agriculture from
the wer damege. The second jump, of 1951-1953, giving edded impstus to
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Teble 13. Indexee of egricultural labor input in Taiwen, 1935-193?-100-

Index of Index of total
total egriculturel Index of lsbor input

Year land srea workers totel per has per worker
1935-1937 100.0 100.0 100.0 100.0 100.0
1940 101.9 106.7 105.6 103.6 99.0
1948 96.6 8l.4 72.3 82.1 97.4
1947 98.7 128.1 86.3 B87.4 69.0
1948 102.4 133.5 115.4 112.6 86.4
1951 103.5 133.8 119.3 115.3 89.2
1953 103.3 135.3 128.4 124,3 95,0
1885 103.4 135,3 126.5 122.4 923.5

°Suurcts Compiled from the deta (21, Appendix Table 3).

the previously mentioned sxtemsive rehabilitation efforts, ceme from the
progrem. These forces have been strong &nd persuasive. Whenever one
considers the post-war agricultural development in Teiwsn, the fundamentsal
role of these forces should be always kept in mind. Indeed, the high
mark Teiwanese agriculture hes reached in recent ysars mey be attributed
Jointly to the rehabilitation efforts and the success of the land reform.
Yet these forces were not strong enough to utilize 2ll the available
labor forces as can be seen in Table 13, In the lest column of Table 13,
for instence, ere shown the lsbor inpute per worker in recent ysers. All
figures in this column are less then 100 indicating that labor utilizetion
has been less than in 1935-1937,

It follows from the above discussion that the labor force should be
sncouraged to move to the non-agriculturel sector, leaving more land for

those who remain, end thus contribute towerd more optimum mllocetion of
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resources as well as towsrd industrialization. There is resson to beslieve
thet the progrem might impeir this movement. For now the tenants' life
has become easisr. To that extent, they would not consider moving as
seriously as they would if there were no progrem such as this. In other
words, some of the temnants who would have eventually left egriculture,
had there been no progrem of this kind, will be found still remeining on
the farms. More farmers then otherwise means heavier populetion pressure
end less job opportunities, or it means more severe underemployment than
otherwise.

The existence of underemployment implies that the populetion increese
outran the job opportunities. Now we &re going to see if ths progrem has
eccelerated the pece of population growth.

The arswer to the ebove question will be affirmetive. With the pro-
gram ceéme the increase in tenants' incomes, the betterment in their level
of living. Theee, with simultensous improvements in sanitery conditions
end medicel cere, are smong the mejor fectors that ceused the repid popu-
letion growth in recent years.

Teble 14 reconfirms our eerlier stetement concerning the population
growth in Teiwan., It shows cleerly that the gross birth rates were ex-
ceptionally high, the gross deeth retes guite low and declining., As &
result, the neturel growth ratees are high in the past fifteen yeers.
Among the gross birth rates and desth retes the progrem would most
directly exercise its influence on the letter. Now, after the program,
tenants' income incressed, their level of living bettered. They became

healthier, childhood mortality decreesed, the life spen lengthened. These



63

Teble 14. Birth end desth retes in Talwsnese populaticn®

Yeer GCross birth rate Cross desth rate Natural growth rate

(%) (%) (%)
1947 3.83 1.81 2,02
1948 3.97 1.43 2.54
1949 4,24 1.31 2.93
1950 4,33 1.15 3.18
1951 5.00 1.16 3.84
1952 4,66 0.99 3.67
19556 4,53 0.86 3.67
1958 4,17 0.76 3.41
1961 3.83 0.67 3.16
i

®cource: Figures for 1947-1952 (3, pp. 10 and 14).
Figures for 1955-1961 (28, pp. 477 end 525).

ell combine to pull down the gross death rate and thus push up the
natural growth rate. Melthus anticipeted this effect when he warned us
that the mere incresse in the mesns of living would easily lsad to an
increese in population te such en extent that eventuslly the bare subsist-
ence level of living will egain prevail,

The weetern world need not be as feerful of Melthusian populstion
pressure, but in the underdeveloped countries, like Chine and India,
the Malthusien theory of population still proves to be velid in many
cases. Taiwen is hardly an exception. Thus, the immediete increase in
the level of living the tenants heve enjoyed after the program, mey have
given wey to population pressure. The already over-crowded rural arses
of Taiwan shall have more children to feed end mors old men to support,

each of them having but 2 minimum amount of food to keep their stomeche
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from being completely empty. This is to sey that while one of the major
goals of the program is to improve the level of living of tenants, this

is only possible in the short-run. In the long-run, due to the increesse
in population brought sbout by the increase in income, sooner or leter,
the per cepita income shell be pushed down magain 2nd the over-all level

of living shall come beck to the lower level unless there occurs some con-
sidereble sxpension of job opportunities end technologicel advencement.
The progrem, by trensferring the income from the landlords to the tenents,
has certainly lessened the poverty problem but it failed to remove the
deeper roots of the poverty. The populetion pressure, resource malalloce-
tion and essociated inefficiency, all have been left for further sclutions.

Thue the effect of the program on the labor resource (including popu-
lation) may be summed up as follows. The progrem ceused improvement by
encouraging the tenants to practice more lebor-intensive farming, but it
had elso offsetting effects. It wae pertly responsible for the repid
population growth. It tended to meke farm labor less mobile than otherwise.

We have seen thet the populetion pressures heve become more ecute
end serious efter tha program. Uhet would be their influence on the over-
2ll cepital formation, agriculturel mechenizetion, industrialization, end
economic development in Taiwan?

In old, densely-populeted countries like Taiwen, the large population
has been @ burden to the society. People muet be fed end the lerge popu-
lation requires tremendous emounts of food. Therefore, it is not surpris-
ing thet in these countries practically ell production has been of neces-

sities, lesaving little cepacity, if any, for the production of cepital
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goods, In other words, peopls in these countries ere forced to live from
"hand to mouth" and saving is generelly difficult end therefore small.
Without saving, cepital formetion is impossible. And cepital formetion
is, in effect, & process of industrieslizetion snd agricultural mechanize-
tion., It will also contribute to the technological sdvencement of agri-
culture by providing more of the cheeper chemical fertilizers, insecti-
cides, end the like. No savings msans none of thess. Instesd, one will
find @ stagnent economy with & low level of living end rether backward
egriculture. One added obstecle ceused by over-population end underam-
ployment is that ths low wage rate prevailing in the society mekss agri-
culturel mechenization more di fficult to instigete, However, the low
woge rate mey also heve @ counter-influence. It will meke industrisliza-
tion eesier beceuse cheep lsbor meens low cost, though capitel end job
opportunities in the non-agricultursl sector are the prerequisites.

The impact of population growth with its resultant undsremployment
on the economic development (i.e., incresse in real income) is even more
erucial, Tinbergen (2, p. 14) estimetes that in the short-run, & 3
per cent increase in per cepita income in & yeser would be the meaximum
sttainable, If this rete is set as a target then it is necessery that
2 to 4 (X + 3) per cent of the national income be saved and invested
where X stands for annuel populetion growth rete. Applied to the case in
Teiwen, or other Asian countries for this metter, this would account for
sbout 12 te 20 per cent of the nationel income. To ask 2 country to
save and invest 12 to 20 per cent of the national income is extremely

difficult if not eltegether impessible. Indeed, Tinbergen observes that
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(it is) well sbove what hes so far besn poseible” (2, p. 14). The
numericel relationship given sbove illustrates, more eloguently than
worde, the importence of & check on the incresse in populetion. Any
reduction in the percentege populetion incresse mezns 2 two to four-fold
reduction in the rate of saving needed to achiesve & given rise in the
standerd of living (2, p. 15).

Now let us turn to the impact of the program on the supply of cepital
in the agricultural sector.

On the credit side we may note the rapid incresse in the capital
input, especially working capital, in recent yeers. The marked increese
in the reletive waight of the working cepital smong the resources has
been pointed out eerlier (Table 12). There it ies shown that working

capital was the only resource that definitely gained relative weight.

Teble 15. Indexes of capital investment in Tesiwen, 1935-1937-100.

Index of Index of Index of
Year working cepital fixed cepitel total inputs
19351937 100.00 100.00 100.00
1935 93,99 109,55 98.64
1940 83.51 B8€.49 98.60
1948 21.47 45,91 75.85
1947 43,98 29.33 Bl1.71
1949 57.90 51.8% 94,66
1951 88.35 49,43 101.50
1953 115,24 57.94 109,02
1955 137.83 61.37 112,79

®Source: (21, Appendix Teble 3).
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Teble 15 indicates the yearly change of cepital investment in agri-
culture., It is seen that working cepitel is very sensitive to economic
chenges. It fluctustes widely. Comperison of the changes in working
capital end total inputs further reveal that the supply of working
capital recoversd from the war late, but progressed rapidly. Before 1950,
it wes still fer behind, in 1950 end theresfter, howsver, it came to lead
other inputs end within five years or so it increesed by more then 100
per cent. Such a tremendoue incresse might have happened without the
program, for the period covered is characterized by recovery end rehabilita-
tion and equelly strong further development movements. Yet it is quite
conceiveble that the progrem gave added impetus to it.

The progrem could give added impetus to it because the most signi-
ficant item of the working cepitsl has been the fertilizer and it wes the
fertilizer that the Taiwanese farmers relied heavily upon for their pro-
duction increase. farlier we heve seen that the program brought ebout e
stronger incentive to produce more smong tenants. We have also seen that
this, in turn, resulted in more labor-intensive farming. However, it is
not the simple labor-intensive ferming thet sctuslly took plece but a
combined cese of intensification, labor-intensive with cepital-intensive
farming. New methods of ferming, meinly improved biologicel techninues,
have been continuously introduced into sgriculture. These new ways of
ferming usually require more of both imputs, lesbor and working cepital,
such as improved seeds, chemical fertilizers, insecticides, ete. The
result eppeers in Table 16. As is evident from Teble 16, both the cepi-

tal intensity (in & precticel sense, working cepitel) and the laber
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intensity have increased but the incresse is greater in the former then

in the latter.

Table 156. Changes of capitel and labor intensities in Teiwan"

Ysar Capital intensity Lebor intensity
1935-1937 100 100
1953 127 124
1955 150 122

'Soute.s Compiled from the data (21, p. 58 and Appendix Table 3).

The effect of the progream on fixed cepital pointe teo the opposite
direction (Table 15). Fixed cepital input has always lagged behind:
(e) Fixed cepital is the only input thet is still short of the 1935-1937
level. 1In 1955 it wes only 6l per cent of the base psriod. Land, labeor,
and working capitasl, in contrest, have all long ago surpassed the base
period. Thie is shown in Tables 13 and 15. (b) Percentege wise, fixed
capital is the least important among the verious inputs and its relative
significance during the past twenty yeers hees declined to half of that
held in 1935 as shown in Table 12.

The reason for this low level of fixed cepitel may be traced back
to the lendlords' reaction to the program. Before the initistion of the
program, some landlords showed keen interest in preduction improvement.
They took responsibility for and ectually financed the fixed capital invest-

ment (sometimes, part of the working cepitel, too), such as construction



of irrigetion and druinage fecilities, terrecing, soil improvement;
sometimes alone, sometimes cooperating with the government. Indeed, the
development of the irrigetion and dreinege system which is the foundation
of the modern egriculture in Taiwan owed much to the landlords for their
cooperative works on the comstruetion and maintenmnce of irrigation and
drainage systems, However, after the progrem neither their interest in
land nor their sctivity in fixed cepital investment survived, because
their shere of the product from the land hes been cut end fixed. The
significance of landlords' role in this respect may be visualized from
the wide divergence of thes fixed cepital investment betwsen 1935 and 1955
(Refer to Table 15).

Are either tenants or the govermment not able to take over the job
previously done by the lendlords? Although tenments' income increased, it
would still be too much to expect them to meke a fixed capital investment.
Their level of living urgently needed batterment. On the production side,
the working capital such es chemical fertilizers and pesticides was first
in line to draw their money. There is simply mo extrea monsy available
for fixed cepital irvestment.

The government hes its own finenciel difficulty, teo. Unlike ite
predecessor, the Jepznese government which during its occupation of Teiwan
enjoyed a sizable public revenue every yeer, the present government has
besen involved in financial difficulty. Therefore the present government
cannot afford to conduct @8 many large-scale projects in quick succession
as the Jepenese govermnment did.

Although the low level of fixed capital inputs mey not manifest
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itself in the shorter-run, certainly the leck of them will be felt in
the future. It is enticipeted that this will become an obstacle to
long-run agriculturel development in Taiwan.

We have lesrned that populetion growth hendicapped the over-all
capitel formetion in the economy. Through the landlords' reaction to
the progrem, the over-all cepital formation will be further slowed down.
Genarelly speaking, the larger part of the society's savings comes from
the wealthier cless. Japen provides an appropriste example. fiuch of
the cepital needed for its industrializstion, along the course of its
westernizetion, ceme from the agricultural sector. More specificelly it
came from the landed property (21, pp. 242-245). The lendlords wers one
of the central figures in the cepitsl supply. The capitel originated on
land, accumuleted by the landlords, wes then trensferred to the industrial
centers and turned into mechines and the like to promote the industrisli-
zation process. WNe2rly e century wes required for Japanese landlords to
fulfill their historical duty. Teaiwenese landlords had performed the
same kind of task but possibly to @ lesser degree. After the progrem,
with the drain of their income from the lend, the transformation of any
surplus from sgriculture into the industrial cepital investment has also
declined. As the Jepanese cese illustratss clearly, in the serly stage
of economic development, industrielizetion mey be fed by the surplus from
the egriculture (32, pp. 611-612), This surplus had never been sizable
in Taiwen, end with the redistribution of income eccomplished by the
program it has become smeller. It is hoped thet rapid advancement in

technology will incresse the production so repidly thet it mey eventually



71

match and even exceed the amount of surplus provided in the pre-reform
days.

Also the lack of enterprensurship has been felt keenly after the
program. In the past, many landlords participated in farming both in
plenning end administration. People should reslize thet in &n under-
developed country such as Taiwan, tenants or fermers are generally
poorly squipped for the role of enterpreneur or meneger. The role pleyed
by the landlords in this regerd is too often overlooked. Schumpeter
eingled out "imnnovation" as the besic charscteristic of enterprensurship,
end profit, the reward to succeesful “"innovation”.

That sconomic development depends heavily on innovetion is too
obvious to be stressed. Yat innovation requires education and exparience.
The level of educetion received by the temants and that by the lendlords
wes in a sharp contrest, It is safe to say none of the tenants wes
college-educated whereas meny lendlords were collesge graduates and were
in respectable positions. At the other extreme, meny tenents (farmers)
were illiterate which was in sherp contreast to the high literscy smong
the lendlords.

D. Further Steps Suggested
In the preceding section it wes found that the program tends (s) to
accelerate the population growth, (b) to cause egricultural laber to be
more tightly tied to the land, (¢) to retard the fixsd cepitel investment,
end (d) to ceuse & decline in enterpreneurship. All of these problems

must be solved. Further staps, timely and in sufficient scals, are
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strongly suggested, for failure to do so may eventuslly csuse the

echievements of the progrem to be short-lived.

1. at 3

The populetion problem ie & most criticel and difficult problem.
A vicious circle emong the population pressurs, poverty, saving, capital
format ion, industrializetion and agricultural mechanization, underem-
ployment, and finelly the backwardness in the economy has been demonstrated
earlier. It is seen, then, no one policy, being income distribution
oriented or resource allocation oriented, cen hardly achieve ean enduring
success in the face of the hesavy population pressure. Population is so
cruciel @ fector that every sffort must be exercised to check the popula-
tion growth without delay., It ies 2 pity that only effective measure
here is education, birth control, family plenning, etc. This is, of
necessity, s long-term project. The fect thet it requires time, however,
should not discoursge people from teking en 2ctive role in promoting such
en sducation. The femily plamning orogram was launched in Taiwen in
1956, The effect so far is negligible (33, p. 364) because this progrem
hes never been pushed ss strongly 2s it should be, due to the conflict

betwesen this goal and the political 28 well 28 militery goals.

2. ] t 1
Closely related to the population problem is the excessive lebor
supply with its resultant underemployment problem in agriculture. There

are two approaches to this problem. The first epproech is the development
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in egricultural production technigue end farm organizetion which meke

fuller use of the sgricultural labor possible., However, the prospect

here is rather dismel, owing to the highly labor-intensive farming

alreaedy in exiestence. At least potentielity in this route will be
diminiehing in the future. In the future, mere labor-intensive methods

ere unlikely to be developed. Instead, development in science such 2s
biologicel improvements or advancements in equipment will receive more
emphasis. In particuler, sffort will be directed to the kind of technologi-
cel advancements that meke lebor es well ee cepital intensificetion pos-

sible in egriculture.

3. Industrislizetion
The second epproech is the process of industrislizetion. Indeed,

agricul ture has dominated Teiwanese economy to too great an extent.
Diversification of the national economy through industrial development is
long overdue. Industrializetion may teke many forms. OCne that suits
the underdeveloped country with its alrsedy over-crowded rurel community
is the so-celled cottege or village industries (34, pp. 84-87). They mey
be tha feirly large-scele, heavily mechenized type, like suger factories
or textiles mills found in rurel Teiwan, Or they mey take the form of
small-scele, meinly handicraft plants. In eny case, the type of industry
thet absorbe more of the idle agricultural labor, yet requires a small
emount of cepital to esteblish, is much to be preferred. The extent to
which lebor cen be sbsorbed from agriculture into industry will be vital

because it will determine the extert to which productivity cen be raised
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in the economy (35, p. 1337). As pert of the excess labor supply is
drawn off the lend with the progress of industrislizstion, the produc-
tivity end the velue of lsbor in egriculture will rise. This rise in
velue of egricultural lebor will, in turn, promote egricultural mechaniza-
tion. With the use of improved egriculturel eguipment better farm
prectices cen be introduced and the result will be cumulstive. The

sbove mrgument emply emphesizes the key role of industrialization in the

development of egriculture (35, p. 1335).

4, no able structure

One of the factors that berred cepitel in-flow to sgriculture hes
been the unfavorable price structure for the fermere. This issue wee
touched upon when we discussed the effects of the infletionery pressures
and price stabilizetion policy of the government. There it wes pointed
out that the prices of agriculturel producte heve been strictly controlled,
so that the prices fermers received tended to lag bshind the prices far-
mers hed to pay. This meene thet prices of fertilizers, cement, etc.,
have become relatively high. This unfavereble price structure certainly
made it difficult for fermers to underteke capital investment. It is the
relatively high price of producers' goods, such as fertilizer, and high
interest rates on the cne hand, end the low velue of the egriculturel
labor on the other thet serve to hendicep the cepital investment in egri-
culture, In this vein, one way of encouraging cepital investment lies
in price incentives. Here again industrislizetion plays a vital pert,

Industrialization will absorb excess labor in rurel zreess. It will also
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increase the supply of end hence pull down the price of producers' goods
needed for better farming. All these will bring the resource allocation
nearer to the optimum. Mesnwhile the productivity of resources will be
increased.

As another mesns of correcting the unfavoreble price structure, the
government mey be asked to subsidize the producers' goods industry, es
well as to improve the marketing of these goods so thet fermers mey obtaein
them et the cheapest poasible price. Even government participation in
either production or merketing (including importing) of producers' goods

mey be suggested.

S. Agricultursl credit improvement

In view of the greeter end greater cepital required for modern,
advanced ferming, it is essentiel that 2 wholesome egricultural credit
system be established to provide cepitel for fermers at reesonsble terms.

As far 8s the credit system is concerned, Teiwen has several credit
institutes engaged in the agriculturel finence business. The only diffi-
culty is that their lending sctivities have te be ssversly restricted
due to the drain of loaneble funde. ‘s @ result, (e) practicelly no long-
term loens have been available to farmers, (b) to get a2 loan from the
credit institutes hes been difficult, and even if one succesded in getting
ons the amount is ususlly teoo emell. In the cese of tenants, this is
especielly true beceuse of the genersl custom of requirements for tangible
security.

Since egriculturel credit is specific end handicepped compered to
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the credit in other ssctors of the sconomy, the task of improving the
present inedequate credit system must fell on the govermment. First, only
the government can collect lerge sums of money to be used to meke the
egriculturel loans. This is especially so because the domestic sesvings
are rether small and the me jor source of the loenable funds must come
from foreign countries., This is especially so, alse, because only the
government cen go into business w thout making a profit, even besring
some losses if necessery,

In view of the limited funds sveilable for esgricultursl loans, the
efficiency of loans would presumsbly be incressed were there only one
institute rather than many es et present., In other words, it ie strongly
suggested that these institutes be msrged into one and 2ll the funds be
pooled together.

Farmers sre aleo responsible for the shortage of agricultural capi-
tel supply. It is observed that farmers do not yet esppreciste the nature
and benefit of the production loens. Also, loans made for production ars
often used for consumption purposes. For them, borrowing has been the
last resort, and has been done traditionally as a consumption loan. This
trend helped the rise of the usurers and the abuses connected with them
(8, pp. 36-39). To remedy the misuee of the loans, closely supervised
loans may be an effective device., The supervised losns are really a
multi-purpose activity. In addition to the originel function of supplying
cepitel, this sctivity slse provides information and knowledge concerning
efficient orgenization and advenced technigues to the fermers. Cenaerel

educetion, in particuler knowledge ebout the nature of loens, significence



77

of the bookkeeping, ete., will sleo greatly fecilitste meking the lomns,

6. nt' t inves

Besides providing loans to the farmere under favorable terms the
government is also encoureged to cerry out some large-scale projects like
construction of dems and irrigetion systems; for farmers will never
initiete, nor cen they afford, such & vest investment by themsleves. The
government in the underdeveloped countries is thus slways in @& dilemma.

It happens that it is in these poor countries that the government is also
poor, although the need for govermment eid is urgent end tremendous. In

this respect, the davelopment of international cooperative credit facili-
ties like the World Bank is eagerly sought.

Covernment participation in the field of agricultural cepital supply
ie not limited to loans end projects directly contributing to egricultursl
production. The govermment mey be equally gualified to invest on communal
facilities end services such es roesde, schools, medical cere, electricity,
running water, end preventive medicine. These are social investments
because they narrow the gep between urben life and rurel life. These ere
economic investments also because they facilitate ecomomic activities and

make farmers better equipped.

7. Education and extension

So we come to deal with enterprensurship. Like population adjust-
ment, the only effective wmeasure in this respect is edusation. FEducation

is used here in its broadest sense. It includes vocetional training as
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well ae general education, and also the extension services. Presently

& six-yeer grade school sducetion is provided to everyone at no cost.
However, in view of the recent repidly advencing production techniques,
what the grade schools cen give is too limited to egquip one to hendle
the modern ferm business successfully. There is also 2 tendency for
sscondary and higher level schools to concentrate in urban aressa. To
make higher esducetion accessible to everyons in the nation should be tha
goal here., No lees importent are the short courses in off<farm job
training to help fermers moving out of farms.

Next, coming to extension services, what the widespresd extension
sfforts could eccomplish hes besn clearly demonstrated in the United
States. Indeed, it is hard to conceive an effective tenency improvement
measure which is not integrated with educetion end extension activities
(8, pp. 47-48)., Morsover, us the various sectors of the eceonomy become
mutually more clesely interreleted, information services concerning new
agricultural materiasls, equipment and techniques, job opportunities out-
side of egriculture, genersl outlooks for prices and markets, etc., will

become more important.

It was pointed cut that size of fearme in T iwen is too small. Since
size of farms is the result of the man-land ratio, the increase in the
supply of land might incresse the size of farms, too., Supply of land
hes two meanings, physical and economic.

Physicel supply of land is rether fixed although it is still possible
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for it to be expanded. For example, the government hes heen engaged in
the reclametion of tidal lend. The feasibility of converting forest
land in the mountainous eres inte arable land is mow under inspection.
Howsver, not much incresse could be expscted from sither messure. In
contrest, it is certein that some of the present cultiveted land will be
converted into mon-sgricultural uses es industrializetion proceeds. The
net result would be for the cultivated land to decline slowly or, at best,
to remain at the current level.

foonomic supply of land i{s rether flexible, and its expansion
fairly hopeful., Cconomic supply of land will increase whensver technolo-
gical and biologicel innovations take plece. Thess innovations, unlike
the physical supply of land, do not require more lend., All they do is to
improve the lend utilizetion. Again, since these innovetions seem to be

limitless, the improvement of land utilizetion sesms te be possible.

9. i f 2 tion of ntation

One serious drawback related to the sme2ll farms is the custom of
dividing the already smell ferm holdinge equelly among the male hairs.
In this way, not only do the holdings become smeller, but the number of
plots thet comprise the individuel holding tend to increese. These
tendencies bring sbout (2) waste of land, (b) weste of labor hours and
(c) inefficlent farming practice. Either the custom has to be modified
or the lend consolidation movement must be pushed forwerd. Japanese
experience on the latter shows that the consolidation would result in en

increase of ten to fiftesn per cent of the areble lend and e twenty
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per cent labor seving (36, p. 135).

10. Research needs
Inasmuch as the stepe suggested sbove ere all fundemental to the

program under study, some further reseerch is egually strongly needed.
Thie is so becsuse unless one has gathered enough empirical dete to sup-
port his theoretical ressoning one cannot select a correct, most efficient
step to edopt.

Too little has so far been known sbout the organization of ferme
and hence the resource productivity in Teiwanese agriculture. Without
this besic knowledgs one cannot get very fer in his emalysis. Production
sconomice research is urgently needed to provide general background in-
formetion upon the basis of which various policy recommendations cen be
made. For instence, & theoretical basis for compensetion for the invest-
ment or improvement mede on the ferm cen be worked out only if we have
snough information sbout the marginal return product of the investment
made by the tenants,

As we have seen, the program must have exercised some effects on
the resource allocation. Just in what woy end to what extent has the
program specifically chenged the pattern of resource allocation in
Teiwanese sgriculturs? ihat heve been the similar effects on produce-
tivity? These questions can be anewered only sfter further research has
been done.

Sevings and capital formation determine the pace of economic growth.

We don't know much shout the savings end cepital formetion in the pre-reform
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deys. We don't know much sbout the program's effects on these points
either. Comparison between the landlords and the tenants concerning the
potential as well as the sctual savinge and agriculturel investment has
not yet been evailable. Until we have collected 2ll this deta, we cannot
reach any final conclusion about the "net” effect of the program on the
capital investment in egriculture end the cepitel formation in the
Teiwanese economy @s a whole.

S5ize of ferme is another field towerd which further research must
be dirscted, Because of the steady decreese in sire of farms, reseerch
on (a) relationship betwsen size of farms versus efficiency and size of
farms versus minimum level of living and (b) causes of bresking the
ferme into smeller farms end the efficlient meesures to prevent further
break down, are smong the more important points to be studied.

Related to this is the resserch on population growth. Especislly
neaded is a comperetive study on the neture of rurel versus urben popu=-
lation growth, Studies on labor supply and employment situetions are
also very much in need.

Agricultural markets and merketing have not been studied. /gricul-
ture is but one sector of the whele economy. Modern ferming is & business,
Research on expansion of the markets es well as improvement in marketing
must not be neglected. Since Teiwen {s & smell island, internstionzl trade
should attract more and more attention here.

Many of these problems ere not peculier to Taiwan, Other densely
populated countries face similer probleme end may possibly have worked

out the sclutions. Therefore, it is of advantage to all that information
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concerning the current ressarch projects, 2s well as past findinga bs
interchanged between these countries.
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VI. SUMMARY AND CONCLUSIONS

The Taiwanese rent limitation progrem of 1949 was an spoch-making
progrem upon whose success later development policies and the resultent
economic growth were mede possible.

Prior to the progrem, one of the striking feetures of the egraerien
structure in Talwen was the wide-spresd temancy system with meny abuses
exercised by the lendlords. Tenents lived under the pressures of ex-
orbitent rent and insecure tenure. Incentives, technical knowledge, and
capital sll were lacking in tenants' ferming. Instead, the economic
stagnation end the socisl unrest remeined. A releese of tenants from
"poverty and inefficiency” wes the prersguisite to the economic progress
of Teiwen,

It is then natural thet the over-all goels of the program were set
on a more equel income distribution and production increasse. Within the
context of these two mester goels, the progrem offered the following
specific targete es the ends-in-view., They ere: (&) to increass temants'
share of income by 12.5 per cent of the totel yield, (b) to guarantee
them with 2 minimum level of living not interrupted by the natursl dis-
asters, (c) to increese the sgriculturel production, (d) te provide them
with security of tenure end finelly (e) to establish humen independence
conducive to the development of @ progressive snd democratic society.

The program as @ remediasl meesure centered eround the rent limite-
tion end the protection of tenure rights. It tried to bring the taenure

espect of the sgrerien structures more in line with equel income distribution
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ee well as efficient farming. Whet the progrem sccomplished was the
structural chenge. Thie structursl chenge, in turn, inevitably caused
some chenges in imstrumental veriazbles, sspecislly the changes in re-
source use,

Although increases in the tenments' income end in agriculturel pro-
duction were observed, thsre is reeson te believe that these may be
short-run phenomena. In the long-run, due to chamnges in resource use,
it will become more and more difficult for the program to meintein the
eccomplishment it hes achisved in the short-run.

Indeed, after the impelmentetion of the program, resource use has
further diverged from the optimum. First, we have pointed out that the
slreedy heavy population pressure tende to etrengthen its effect as the
program tends to pull down the death rete through incresses in income
and lsvel of living. Lowsr death retes sccompenied by high birth retese
mean & highsr population growth rete. Thie, in tuen, will pull down the
level of living to the subsistence level. Here we have the Melthusian
pessimism revived in rural Taiwan,

Although thes population problem ie severe, no less critical is the
excess lebor supply inm sgriculture. Excess leabor supply and the conse~
gquent undersmployment have long been the core of resource mmlallocation
problems. The program tends te retard the movement of the labor force
sway from farme beceuse of its effects on income end living. This will
not only worsen the resource allocation in egriculture, it will elso
elow down the pace of industrislizetion end mechanizetion.

Areble lend in T2iwan i{s prescticelly fixed. Therefore, the
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lsbor supply meeans smell size of holdings. The already too small ferms
have become even smaller after the progrem. Farm size is now smeller

than that required for efficient farming end threetens to decreese below
the level required to maintain minimum living standards.

Although the program has encouraged the investment of working capital,
fixed capital investment hee declined from the pre-reform level. Decline
in the fixad cepitel originated from two sources, First, in the pest, as
in Japan, Teiwanese lendlords participated end took the main responsi-
bility in providing the fixed capital in egriculture. The foundation of
orientel sgriculture, irrigation end drainage facilities were comstructed
by them in cooperation with the government. The letter is the second
source of the fixed capital investment in egriculture. Now efter the
program, lendlords' returns from the land have been cut end fixed. Their
interest in lend improvement has been wiped cut. The government, too,
unlike its predecessor, the Jepenese government, has been suffering from
financial difficulties.

Offsetting the withdrewal of fixed cepital supply from egriculture
by landlords and @ decrease of the govermnment's pearticipation in this
field is the tenents' stronger incentive to improve the farms, generated
by (a) an extended planning horizon mede possible by securs tenurs rights
and the compensetion provision end (b) 2n increese in income through both
rent reduction and the price ceiling nature of the rent. Although the
avajileble deta indicate thet temants were not yet ready to make the

fixed cepitel investment needed, it is conceivable thet in the future
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they mey become sble to do so. UWhether or when such & time may come must
swait future developments. In any event, further incresses in preduction,
or for this metter the long term succese of the progrem, depend heavily
on the increment of the tenants' and/or governments' fixed capitel invest-
ment which must exceed the smount previously provided by the lendlords
and Jepanesa government.

The progrem is likely to slow down the pace of economic development
through its effect on savings and capitel formation. The progrem is likely
to decrease savings end cepitel fermstion in sgriculture due to the income
redistribution accomplished by the progrem, This decline of savings end
ceapital formetion in egriculture is quite influentiel in the developing
sconomy. As the Japanese example shows well, in the beginning of indus-
trislizetion and economic growth, it is the surplue of egriculturs that
functions as fuel or feed. Agriculturel surplus (savings) was accumulated
in the hends of landlorde, trensferred inte the industry to be trans-
formed into machines end industrial goods. uould the tenents be able to
eccumulete emough agricultural surplus to feed industrialization end
economic growth? The answer to this question must swait future study.

Finelly, & decline in the level of entreprensurship is also antici~
pated.

Faced with these repercussions on resource use in agriculture, we
offer the following complementery meesures to the pregrem:

() Checke on the growth of populetion are most fundamental, With
the present heavy population burden, it ie impossible for the economy

to save and invest the amount needed for steady increesse of netionel income.
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(b) Techmologicel advancement can improve the men-land ratiec by
increasing resource productivity. In view of the already high labor
intensive ferming existing in Taiwen, the technical advencement thet
makes capitel intensive farming possible will be mostly welcome.

(e) Industrielization must take high priority in Taiwen. The type
of industry thet absorbs more laborers yet requires less capital is pre-
ferred.

(d) One of the reasons why cepital inmputs lag recently is found in
the unfavoreble price retioa. Industriesl goods have been relatively ex-
pansive compared to the egricultural products. Correction of these un-
favorable pti;o ratios can certeinly inject imcentive to invest emong
farmers.

(e) The credit improvement is another messure. Hers the emphesis
should be on govermment reguletion end participeation. From the collasc-
tion of funds to be loaned out, to the terme of end supervieion of loans,
the government should be the major responsible agent.

(f) Direct government investments on @ large scele are urgently nesded.
These projescts may be of 2 type that contribute to egriculture directly,
such 28 the construction of dams, Altarnatively, they may be the kind
of sociel investment contributing to the sconomic activity and welfare
of the rurel people.

(g) Educetion snd extension services, often unduly neglected, are
other basic measures leeding te economic development. Modern ferming is
a complicated profession. In order to let fermers understend, as well s

teke adventege of, the up-to-deate ferming technigues and market informetion,
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possible to reach every corner of the society. Ecually important is
the vocational training in off-ferm jobs in the rural sress to release
part of the excess sgricultural lebor from farms.

(h) Finally, efforts to increese the lend supply snd the improvement
of land utilizetion ere elso helpful. In en old country like Taiwan
further supply of lend may be rether limited but the improvement of land
utilizetion seema to be limitless., For instance, tachnologicel progress
will lessen the burden put on leand and so will the lend consolidetion
program. 5o will the education and sxtension services. By the same
token the custom of unlimited succession must be modified.

All these messures ere complementary to the progrem. Moreover, their
immediate adoption is strongly suggested because they cen attack ths
"poverty and inefficiency" at its deepest roots.

Admittedly this study is not without limitetions., Only the more
importent aspects of the subject matter have been teksn up for discussion,
Further study, expanded to other sspects, is needed in order to overcome
these limitations imposed on the present study end to obtain & more com-
prehensive understanding of the subjesct metter.

(a) Extension of the scope of this study toward the second stage of
the lend reform is necessery in evaluating the reform. The subject matter
of this study is merely the first part of the lend reform. Study of the
second stage, the "land-to-the-tiller” progrem, is needed to cbtain the
complete picture of the recent lend reform in Teiwen,

(b) within its own scope, this study is hendicapped by the limited
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resource productivity in tenants' farming which took place in the post-
reform days, Further study must be extended to the temants' behavior in
the face of incressed income end the greater freedom end responsibility
in farming, such as changee in their sttitudes toward work end leisure,
towerd consumption snd seving, towerd outlets of savings, especielly
towsrd working end fixed capitel investments in sgriculture. The study
of merkets end marketing, inmcluding internationel trade, is the other
field we have not touched. In order to ecllow a tenmant to get the most
out of his forming, the possibility of development of agricultural markets
and merketing in the fece of incressing products urgently call for our
attention. Fimally, but no lesa important is the population study.
Especially felt is the need for the comperative study of the nature of
population growth in rurel end urben arsas,.

(c¢) Socisl aspects of the progrem have been discussed too briefly.
The drastic structural change brought about by the progrem must have
changed social characteristice of rurel Teiwsn profoundly. The way
people act, motivations behind those social activities, all sspects of
the secial 1ife must be chenged. And this sociel change, in turn, must
exercise some effects on the economic 1life of the farmers. The intensive
study of the program from the sociologist's point of view is thus wermly
invited.
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IX, APPENDIXs T A R N 5% A
(Promulgated on June 7, 1951

Article 1
The leesing of farmland shall be recuired to comply with the pro-

visicns of this 4ct. Those metters which are not provided in this Act

shall be governed by the Land Lew and the Civil Cods.

Article 2

The ferm rentel rate shall not exceed 37.5% of the total annuel
main crop hervest. If the rental axceeds that rete, it should be re-
duced to 37.5%. If the rate is below 37.5%, it shall not be raised.

The "main crop” es referred to in the preceding section denotes
such crop which is mostly plented eaccording to the local ferming prec-
tice or such rotation crops actually plented and the "mein crop harvest”
denotes the main harvest of such crop for the purpose of which it is

planted.

Article 3

A Farm Tenency Committee shall be esteblished in each Hsien, City,
Villege, Hsiang and Chu respectively. The membership of the tenant
fermers in the Committse shall not be less than the total membership
of the landowners and owner fermers. The orgenizetional rules of the
Committee shall be fixed by the Provinciel Government end epproved by

the Executive Yuan,
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Article 4

The stendard volume of the tot2al ennuel main crop harvest on the
ferm shall be decided by the Heleng, Village end Chu Committee eccording
to the land grade and spproved by the Hsien and City Committee end re-

ported to the Provincisl Covernment for confirmetion.

Article 5
The tenure of farm leese shall not be less then six yeers, If the
agreed tenure stipulated in the original leese is longer than six years,

it shall remein velid.

Article 6

After the enforcement of this Act, all farm lesases shall be made in
written form. The lessor end the lessee shall be required to apcly to
the Covermnment for registering eny conclusion, elteration, expiration or
revision of farm lesse.

The procedure of registration es referred to in the preceding
section will be fixed by the Frovinciel GCovermment and spproved by the

Executive Yuan,

Article 7.

The emount, kinds, quality and stendard of farm rent, dete end
place of payment end other relevent mattsrs shall bhe epecifically stipu-
lated in the lesse contract. If the rent is to be paid in kind and to
be transported for peyment by the lesses, the trensportetion cost shall

be calculated sccording to the distence and be borne by the lessor.



Article 8

The lesses should duly pay the rent to the lessor. Uthen the lessor
sccepts the rent in kind, he shall receive only such guentity ess allowed

by the sanctioned instruments of measurement and weight.

Article 9

If the ather crop is plented during the growing season in place of
the main crops sgreed in the contrect, the lesses shall still be required
to pay to the lessor the rent in terms of such mein crops as stipulated
in the lease contract. But if the lessor agrees, rent in cesh or in kind
of other crops planted mey be paid as substitute sccording to the local

market price at that time.

Article 10

If the lessor refuses to accept the rent psid mccording to the pro-
visions of this Act end the terms of the leese contract without legitimete
reason, the lesses may, with the certificete of the village and nsighbor-
hood chiefs and the farmers' associetion, pay the rent to the heieng, chen
or chu government on behalf of the lessor. The government shall notify
the lessor to come end take the rent within ten deys. If the lessor does
not come within ten days, the seid govermnment mey sell the rent in kind
eccording to the local merket price a2t that time and keep the sale proceeds
for the lessor es it deems necessary. The validity of thie procedure is

the seme as payment in kind.
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Article 11

In sress where harvest loss is caused by naturel catastrophes or
other irresistible disasters, ths lessee may request the locel hsiang,
chen or chy Farm Tenency Committee to investigate the percentegs of
harvest loss and to decide the percentege of rent reduction. The hsiang,
chen or gchu Ferm Tenancy Committee shell be required to take up the case
within 3 days., If 2n extensive harvest loss tekes place in the area, the
hsisng, chen or gchu Ferm Tenency Committee shall immediately investigate
and decide the percentege of harvest loss end report to the Hsien or
Municipal Farm Tenancy Committee to decide on the reduction of rent.

If the crop hervested is less than 30% of the totel harvest, rent

shall be exampted.

Article 12

The farm house provided by the lessor and used free of cherge by the
lesses shall continue to be used by the lesses after the enforcement of
this fct. The lessor shall not refuse the continuous use by the lessee

under any excuse or collect eny rent for the use of such house.

Article 13

The lessee may freely make any speciel improvements on the farm but
he should notify in written form the lessor of the items and cost of such
improvements. UWhen the lease expires and the lend is returned, the lessor
should give compensetions to the lesses for such improvements, but only
for those parte of the improvements which are still useful at the time

of making the compensation.



The speciel improvements on the land as referred te in the preceding
section denote such efforts which, besides keeping the originel quality
end utility of the farm unimpeired, heve increesed the productivity or
ferming capacity as 2 result of the increased investment of labor and

cepital.

Article 14

The lessor shall not collect farm rent in advance or collect any
deposit money. The deposit money which was collected befores the enforce-
ment of this Act shall be paid back to the lessee in inetallments or to
be deducted by instellments from the rent to be paid by the lesses.

If the deposit money 28 referred to in the preceding section is in
cesh, the smount to be redeemed should be calculated in terms of farm
crop in kind by the Heian or Municipal Farm T nancy Committes according

to the locel market price at the time when it wes collected.

Article 15

When the ferm is to be sold or mortgaged, the lesses shall have the
first priority to accept the sale or the mortgage. The lessor should
inform the lessee of the terms of such sale or mortgage. If no written
reply is made by the lessee within 15 days, the lessee shall be considerad
es giving up hie right of priority of accepting the sele or the mortgage.

If farm is put on re-sale or re-mortgege at o lower price because no
purchaser or mortgagee wes found at the previous sele or mortgage, the
lesses shell heve the seme priority right of sccepting the purchase or

mortgage 88 prescribed in the preceding section.



If the lessor sells or mortgages the farm to the third party in
violation of the provisions in the two preceding sections, such sale

or mortgage shall be declered as invalid against the lessee.

Article 16

The lessee should till the land himself and should not sub-rent the
whole or & part of the land to the other persons,

In cese the lessee viclates the provision of the preceding section,
the lease contract will be declered null end void and the lessor mey
withdreaw the land end till it himself or re-rent te the other tenants.
When such ceses occurred before the enforcement of this fct, the ectusl
cultivetion of that part of the lend which hes been subleased snd the
originel lessee cultivating the other pert which has not subleesed
shall, individually and separately, sign new leasse contracts with the
original lsssor, end these new contracts shell expire on the date when
the original contract expirses.

When the lessee entruets the whole or a part of the leased land to
other person for cultivation beceuse of less farm labor he possesses es
e result of militery service, such asct of entrust shell not be deemed ss

en act of sub-renting.

Artiele 17

Ferm leese shall not be terminated before the expiration of the
lease unless under ons of the fullr..!ung conditions:

2. When the lessse dies without heir.
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b. When the lessees gives up the right of lease becsuss of change of
his profession or meving of his residenca.
c. When tha lessees fails to pay the farm rent in arresr of twe

years' esmount,

Article 18

The termination of ferm lease should bs made after the current har-
vesting season is over end before the next planting sesson begins. If
special farming practice of thes locality provides otherwisa, the termine-

tion may be made according to the practics.

Article 19

The lessor shall not be allowed to teke back the leased lend for
self-cultiveation at the time of the expiration of le=ss when one of the
following conditions occurs.

a. When the lessor has no ability to till the land himself.

b, When the leesor's income is sufficient to support his family.

c. When the lesses end his femily would lose their means of living

as a result of losing the land.

If the lessor's income cen not support his family and at the seme
time the lessee will lose his meens of living s e result of losing the
land ®8 provided in Item C under the preceding section, the lessor mey
request the village, chen or chu Ferm Tenancy Committes to mediate the
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Article 20

The lessor shall be required to extend the leese at the time of the
lesse expiretion if the lesses wishes to continue to till the lend unless
the lessor's act of leass terminstion ie in full complience with the pro-

vision aof thie ict.

Article 21
The lessor who forces the lessee to give up the land by means of
duress and violence shall be punished by imprisomment for a term of not

more then thres years.

Article 22
The lessor shall be punished by detairment or imprisonment for a term
of not more than one year under one of the following conditions:
a, Terminating lease in vicletion of Article 17 of this Act.
b. Teking beck lend for self-cultivation in violation of Article 19
of this Aect.
c. Refusing teo extend the lease in viclation of Article 20 of this

Act.

Article 23
The lessor shall be punished by detaimnment or & fine of not more then
200 dollars under one of the following conditions:
a, Collecting rent in excess of 37.5% rete in violation of Article
2 of this Act.

b. Collecting rent in advance or collecting deposit money in
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violation of Article 14 of this Act.

Article 24
The lessse shall be punished by detaimment or a fine of not more
than 200 dollars if he violates Section 1 of Article 16 of this /Act by

sub-lsesing the land to other persons.

Article 25

In case the lessor trensfers or mortgages the land ownsrship to the
third person before the leese expires, the criginal lesse contrect shall
remain still velid to the trensferee or mortgagee. The trensferee or
mortgages shall, with the originel lessee, jointly epply for registration

of the lesse alteration,

Article 26

If rent dispute arises between the lessor and lessee, it should be
madisted by the local hsiang, ghen or gchu Ferm Tenancy Committee., If the
mediation fails, it should be remedieted by the Hsien or Municipal Farm
Tenancy Committee. If the re-mediation fails, the Haien or Municipal
Committee should transfer the dispute to the locel court for settlement.
The court should immediastely try the cese without collecting any procedural
fes from the disputing parties. The disputing parties shall not appesl
to the court before committee mediation is tried. A written certificate
shell be issued to those disputes which sre settled by the committee
mediation.
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Article 27
A1l provisions of this Act shall be epplicable to the cese of right

of perpetusl tenure.

Article 28
After the enforcement of this Act, the Provincial Covarnment shall
fix protective measures for the farm-laborers according to the local

conditions. The measure shall be epproved by the Executive Yuan.

Article 29
The application aree of this Act shall be decided by the order of

the Exscutive Yuen,

Article 30

This Act shall become effective on the day of ite promulgation.
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