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ON RESOLVING THE PROBLEMS ENTAILED
BY THE RENT REDUCTION ACT
OF TAIWAN’S LAND REFORM

HSIUNG BINGYUANG

1. INTRODUCTION

and continued with the “land-to-the-tiller” policy in 1953, has been widely

acclaimed as a model program.® It is not widely known that problems which
arose as a result of the reform still linger on after forty years. Specifically, there
were still over 62,000 leases regulated under the Rent Reduction Act at the end
of 1990 [14, 1991 edition], and the contracting parties of these leases are in
essence in a deadlock. The landlords would like to discontinue the leases and
reclaim their land, but the tenants refuse to give up the leases, even though for
most of the tenants the income from the leased land constitutes only a small
proportion of their total household income. Furthermore, while the area covered
by these leases accounts for only 3.2 per cent of the total area now under cultiva-
tion in Taiwan [14, 1991 edition], the leases exert a negative externality (to be
explained below) that reduces their utilization efficiency.

Given this troubling situation, it has been suggested that both the Rent Reduc-~
tion Act and the Land-to-the-Tiller Act be repealed, and the government has in
fact made this a policy goal [20]. It is not yet clear, however, how the conflict
of interest between landlords and tenants would be resolved if the act(s) are
actually repealed. The aim of the present paper is twofold: first, we want to
examine how this deadlock between tenants and landlords has occurred; and
second, we would like to propose measures to resolve the conflict between the
two parties if the Rent Reduction Act is repealed.

We will proceed as follows. First, we will give a brief description of the scope
of the problems in the next section. We will then examine the causes of the
present problems in the next two sections. This will be done by analyzing the
content of the Rent Reduction Act in Section III. In Section IV, we will try to
put the Rent Reduction Act into a sequence of events to gain a historical perspec-

LAND reform in Taiwan, which began with rent reduction regulations in 1949
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1 See, for instance, [8] [13] [10]. Of course the reform has not been judged to be successful

by all. See [4] for a different assessment.
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tive on the problems. Then, policy recommendations to resolve the problems will
be proposed and explained in Section V. Some relevant issues are discussed in
Section VI and the final section states our conclusions.

II. THE SCOPE OF THE PROBLEMS

When Taiwan ceased to be a colony of Japan and was returned to the Nationalist
government at the end of World War 11, agriculture was the major production/
employment sector. That is to say, of a population of approximately 6.8 million
people, 3.8 million (55.5 per cent) were engaged in agriculture, 2.5 million of whom
(65.7 per cent) were either pure tenants or owner-farmers who also cultivated
leased land [17] [18, 1952-91 editions]. The Nationalist government, shortly
after moving to Taiwan in 1949, determined to carry out land reform out of both
economic and political considerations [22]. The rent-reduction policy adotped in
1949 set the stage for the “land-to-the-tiller” policy implemented in 1953. While
over 225,000 tenants took this opportunity to purchase leased land from their
landlords, approximately 174,000 tenants. This number has declined over the
years for various reasons.? Table I lists for selected years the number of tenants,
number of leases, amount of leased land, the ratio of tenants to total agricultural
households, as well as the ratio of leased land to total cultivated area.

A few points should be made about these figures. First, it is clear that the
number of tenants dropped significantly in 1953 due to the “land-to-the-tiller”
policy, and that the number then continued to decrease from then on. The rate
of decline has also decreased over the years. From 1953 to 1977, the number of
tenants decreased by an average of 3,481 annually; between 1977 and 1986 the
number fell by only 2,562 each year, and between 1986 and 1990 by only 1,430.
Second, both Ratio 1 (number of tenants / number of total agricultural house-
holds) and Ratio 2 (leased land / total cultivated area) show more or less similar
patterns of decline. Third, at the end of 1990, the 62,126 remaining tenants
constituted only a small portion of the agricultural population (8.7 per cent), and
the 28,818 hectares of leased land also occupied a small part of the total cultivated
area (3.2 per cent). To understand the magnitude of the problem, however, these
figures should be viewed from a different angle. With an average of 5.8 persons
per agricultural household, approximately 360,000 persons (1.8 per cent of Tai-
wan’s total population) belonging to tenant households are affected by the 375-
leases.? Including the number of people in landlord households, some 3.6 per cent

2 The major causes for the decline of the number of leases are: (1) the tenant purchased the
leased land out right; (2) the landlord retrieved the leased land in some way; (3) the
leased land was converted to public facilities; and (4) changes of leased occurred. See
[14, 1990 edition].

The significance of these causes has varied over the years. The most important one,
however, has always been that the tenant purchased the leased land. Moreover, it should
be pointed out that the terms of purchase would have been different if it were not for the
accompanying 375-leases (see following footnote).

8 The term “375-leases” was derived from the Rent Reduction Act, which states that the
annual rent under these leases was not to exceed 37.5 per cent of their major annual crops.
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TABLE I

TRENDS IN SELECTIVE INDICATORS CONCERNING
THE TENANTS UNDER CONSIDERATION

Year Tenants Leases Leas(eIElIaI),and Rf‘;% 1 R?;l:) 2
1949 296,043 377,364 256,557 47.7 29.7
1952 302,277 396,002 249,219 44.5 28.4
1953 174,450 216,286 108,757 24.8 12.5
1956 153,937 187,017 92,820 20.6 10.6
1959 143,576 181,790 84,653 18.4 9.6
1962 132,522 157,826 75,544 16.4 8.7
1965 123,247 146,801 70,172 14.5 7.9
1968 106,756 126,988 60,603 12.2 6.7
1971 99,522 116,985 54,136 11.3 6.0
1974 95,034 111,048 50,158 10.8 5.5
1977 90,907 106,056 47,957 10.4 5.2
1980 85,774 99,321 43,762 9.8 4.8
1983 81,235 94,590 41,524 10.0 4.6
1986 67,846 71,126 32,128 8.9 3.6
1989 63,350 65,489 29,433 8.8 3.3
1990 62,126 64,682 28,818 8.7* 3.2

Sources: [17] [18, 1952-91 editions].
Notes: 1. “Tenants” include pure tenants and tenant/owner-farmers.
2. “Agricultural households” include tenants, tenants/owner-farmers, and
pure owner-farmers.
3. Ratio 1=number of tenants / total agricultural households; and Ratio 2==
leased land / total cultivated area.
* Since the number of agricultural households for 1990 is not yet available, the ratio
is calculated using the number from the previous year.

of the total population are affected by the leases. While this still does not constitute
a significant part of the total population, considering the negative externality
generated by the 375-leases, the magnitude of the problem appears on a much
larger scale.

III. THE PROBLEMS EMBODIED IN THE RENT
REDUCTION ACT

In this section, we will first examine the articles of the Rent Reduction Act that
are pertinent to the problems outlined above, and then propose a hypothesis
concerning tenant behavior given these articles. Finally, some data will be
presented to validate the hypothesis.

A. The Present Version of the Rent Reduction Act

The most recent revision of the act was completed 1983, and allegedly the aim
was to make it compatible with the Agriculture Development Act, a measure
aiming at strengthening the development of the agricultural sector [16]. The
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following is a summary of the articles in the revised Rent Reduction Act concerning
the tenant’s contractual status [21].

(A) Before the lease is up for renewal, the landlord can discontinue it and
reclaim his land if:

(A1) the tenant dies and has no heirs;

(A2) the tenant gives up his cultivation right;

(A3) the tenant owes rent for two years;

(A4) the tenant discontinues cultivation for one year; and

(A5) the leased land is assigned a new land category for nonagricultural use.

(B) When the lease is up for renewal after a normal three-year term, the landlord
can discontinue the lease and reclaim the land if the following three conditions are
met:

(B1) the landlord can perform the cultivation work himself;

(B2) the landlord’s current income cannot cover his own family’s normal ex-
penses, or he owns adjoining land so that he can increase the production
scale of his own family farm; and

(B3) reclaiming the land will not affect the tenant’s livelihood.

(C) If the landlord discontinues the lease and reclaims his land for reasons (Al)
to (A4), the landlord does not have to give any compensation to the tenant. In all
other cases [i.e., (A5) and (B1)-(B3)], to reclaim his land the landlord has to
compensate the tenant with the following items:

(C1) any expenses incurred in improving the fertility of the land;

(C2) the value of the crops to be harvested, if applicable; and

(C3) one-third of the official land value, after the value appreciation tax is
paid.

B. Right-to-Cultivate and Right-to-Compensation

It is clear that the act essentially assigns two kinds of legal right to the tenant:
the right to cultivate the land and, given the occurrence of certain events, the right
to compensation. The tenant’s right to cultivate is preserved (or protected) by way
of setting up the strict (B) restrictions to make it very difficult, if not impossible,
for the landlord to discontinue the lease and reclaim his land. I should be noted
that to terminate the lease when it is up for renewal, the landlord has to satisfy
all the (B) requirements. Moreover, whether the requirements are actually fulfilled
is not easy to verify, as is clear from the wording of the articles. This further
deters the landlord from trying to terminate the lease and reclaim his land.

A delicate but crucial difference between the tenant’s right to cultivate and his
right to compensation is that the value of these rights are essentially based on
two different criteria. While the right to cultivate depends on the value of the
major crops, the right to compensation obviously depends on the value of the
leased land. These two are not necessarily compatible. In other words, land has
many characteristics, and the value of the land is the sum of the values of these
characteristics.* Over time, the values of the characteristics may evolve and vary.

4 See the discussions in [11] [19].
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Fig. 1. Income from Different Sources as Percentage of Total Tenant Household
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Source: [12, pp. 56-58].
Notes: 1. Number of tenants surveyed was 290.

2. Values on the horizontal axis are ranges (e.g., 20 refers to 10-20 per
cent).

3. Series 1 =ratio of income from 375-share leases tenant’s total household
income; Series 2=ratio of income from leased land to tenant’s total
household income; and Series 3=ratio of agricultural income to tenant’s
total household income.

More specifically, when the nonagricultural aspect of a piece of land becomes
important (for instance, if it can be converted into a construction site for apartments
or commercial buildings) then the value of the land would depend mostly on its
nonagricultural characteristics. As such, it follows that the relative significance of
the legal rights granted to the tenant may change over time.

In view of this situation, the following hypothesis can be proposed concerning
the tenants whose leases are regulated by the Rent Reduction Act: “When the
value of land rises continuously, the tenant will utilize his right to cultivate in order
to realize his right to compensation.”

C. Some Evidence

We present two pieces of evidence to support this hypothesis. Figure 1 reflects
the importance of income from different sources to tenants who in 1986 held
leases regulated by the Rent Reduction Act. The horizontal axis shows the ratio
of agricultural income, income from leased land, and of income from 375-leases to
the total household income of the tenants surveyed. The vertical axis is the
percentage of the sample households belonging to different categories. It is quite
clear that for most of the tenants income from any of the three sources amounted
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Fig. 2. Ratio of Official Land Prices to the Value of Crops Produced for
Sample Holdings
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Source: [7].

to only a small portion of their household total income. For example, for approxi-
mately 61 per cent and 75 per cent of the surveyed households, agricultural income
generated from leased land accounted for less than 20 per cent of total household
income. Moreover, over 77 per cent of the sample households received less than
20 per cent of their income from the 375-lease. These figures indicate that for
most of the tenants their reason for maintaining the tenancy relationship was not
simply to retain a major source of income. We must look for other reasomns.

It has been argued above that the value of land comes mainly from its function
in two different production processes, agricultural production and nonagricultural
production. Therefore, as a result of the urbanization process, the value of the
land is likely to derive mostly from its nonagricultural aspect (e.g., being used for
construction). Figure 2 illustrates this observation. The horizontal axis is the
year; the vertical axis is the ratio of the official land price of sample holdings to
the value of crops produced by holdings of equivalent sizes.

The figure shows the dramatic increase in land values over the past ten years.
Since the price of rice (the main crop) and agricultural productivity, two factors
determining the agricultural value of the land, did not vary significantly during this
period, the appreciation that took place in land values came mostly from its
potential value for nonagricultural use. Moreover, while we have used the official
land price to obtain the ratio, it is worth pointing out that the official land price is
different from the market price. The former is for tax purposes and is recorded
by the Land Affairs Bureau at the county level; the latter is the actual transaction
price determined by the buyer and seller. The difference between the two obviously
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depends on the location and the nature of the particular holding, as well as on market
conditions. Rough estimates have it that the market price of leased land is generally
two to five times greater than the official price, and in some cases may as high as
twenty times greater [12, pp. 107-10].° ‘

The hypothesis stated above cannot be proved but, given that tenants are
rational individuals seeking self-interest, the two figures clearly indicate that the
hypothesis is plausible. Before we move to the next section, one additional piece
of information may help illustrate the tension between landlord and tenant. Tables
II and III have been compiled from three recent surveys about the terms that
tenants and landlords each consider acceptable in resolving the problem of property
rights to leased land.

The surveys covered only a small proportion of the existing 375—1;eases, so the
numbers therefore may not be representative of the general attitudés of tenants
and landlords. The surveys do, however, reflect a consistency in attitudes that
warrants attention. Table II indicates that in reclaiming their land, about 20-33
per cent of the surveyed landlords are not willing to give the tenants any compen-
sation at all. On the other hand, a similar but slightly larger percentage (22-42
per cent) of the landlords are willing to give the tenants one-third of the official
price to reclaim their land. Table III shows that a significant percentage (25-49
per cent) of the tenants want half of the land in return for agreeing to discontinue
their 375-leases, and that 19-30 per cent of the tenants will not return the land
on any terms. The tenants’ attitudes are somewhat surprising, since the Rent
Reduction Act only grants the tenant compensation when certain conditions are
met, which is quite different from granting the tenant rights over the leased land.
In any case, it is clear from the tables that tension does exist, and there is obviously
a gap between the compensation that landlords are willing to offer tenants and that
which the tenants are willing to accept.

IV. THE SEQUENCE OF EVENTS AND ITS IMPACT

The probable behavior of tenants given the regulations of the Rent Reduction Act
basically represents a cross-section analysis in the sense that the focus was on the
current stipulations of the Rent Reduction Act. Tenants’ concerns, however, have
been shaped by other factors as well. This section will briefly examine these other
factors and their impact.

A. The Sequence of Events

The relevant historical events surrounding the Rent Reduction Act may be sum-
marized as follows.®

5 The gap between the agricultural value and the commercial value of the leased land also
had an adverse effect on the tenant’s motivation for cultivation. One survey indicates that
a surprising 32.14 per cent of the surveyed tenants left parts of their leased lands unculti-
vated. To maintain their status as tenants, they simply pay the rents in cash or with
purchased grains. See [1].

¢ For a more complete historical account, see [12] [23].
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1. In 1949 a rent reduction policy was implemented in Taiwan Province. The
amount of rent was not to exceed 37.5 per cent of major annual crops.

2. In 1951 the Rent Reduction Act was passed to give legality to the 375-lease
policy carried out two years before. The tenant was given priority in purchasing
leased land when it was offered for sale [15].

3. In 1953 the Land-to-the-Tiller Act was passed along with a public land
distribution measure.

4. In 1973 the Agriculture Development Act was revised in the following
manner: (i) lease agreements made under this act were not regulated by the Rent
Reduction Act; (ii) sharing of expenses, the distribution of revenue and the length
of time covered by the lease were to be determined by the contracting parties; and
(iii) upon expiration of the lease, the landlord could reclaim his land with no
obligation to pay the tenant any compensation [217].

5. In 1977 the Land Ownership Equalization Act was revised to include
Article 11 which states, “when land is acquired by the government for public use,
the tenant of said land will receive one-third of the purchase price after the value
appreciation tax is paid” (translated by the author) [21].

6. In 1983 the Rent Reduction Act was revised to include an article similar
to Article 11 of the Land Ownership Equalization Act. In addition, compensation
to the tenant was extended to changes in the land category to nonagricultural use
(see Section III).

B. The Impact

From this background, we can make several observations. First, when the
Land-to-the-Tiller Act was implemented in 1953, over 225,000 tenants took the
opportunity to purchase their leased land at a very low price (officially set at 2.5
times the value of the annual main crops).” Landlords were allowed to keep a
certain amount of their land, the exact amount depending on land quality [21].
Tenants who rented their landlords’ holdings exceeding those allowed by law thus
had the opportunity to purchase it, while those who rented the holdings allowed
by law did not. This accounts for the complaint often raised by current tenants
that, if they had been cultivating the landlord’s holdings exceeding those allowed
by law, they would have purchased the leased land a long time ago. Therefore,
since it was “not their fault,” they tend to feel that somehow they have a certain
right to some of their leased land. This feeling is quite widespread among tenants.
In addition, because they have been tied to the land for over forty years, tenants
feel that, “even if they do not own the land, they certainly have sacrificed a lot on
its behalf.” Therefore, they feel that they are “entitled” to part of the leased land,
or at least feel that their leased land cannot be taken away from them without
“reasonable compensation.”

The second observation concerns the tenant’s right to priority in any purchase
of their leased land. Due to the tramsactions involving holdings with 375-leases
that have taken place over the years, customs have developed which have now

7 Tenants continued to purchased the leased land afterward, but the numbers dropped sig-
nificantly after 1953. See footnote 2.
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become common practice. That is to say, if the land is acquired by the government
according to the official price, which is normally much lower than the market price,
then both the landlord and the tenant simply feel regret over an unlucky event.
The tenant gets approximately one-third of the official price less the value apprecia-
tion tax as stipulated by law. If, however, the land is purchased by a nongovern-
ment party, then the landlord has to compensate the tenant with a reasonable
amount in order to persuade him to relinquish the right to purchase the land. The
amount of compensation varies, but the common practice is for landlords to pay
tenants about one-third of the transaction price, after the value appreciation tax
is paid. This amount (one-third of the transaction price) can amount to several
times the official price of the whole holding, as indicated above.

A third observation concerns the externality created by the Rent Reduction Act.
In determining the optimum use of their land, landowners will try to avoid signing
a 375-lease agreement. The reason is obvious. They fear that the government will
implement another phase of the “land-to-the-tiller” policy, resulting in them losing
their land. They also fear that once they sign such an agreement, it would be
very difficult, if not impossible, for them to reclaim their land. The compensation
that the landlord has to pay the tenant, as stipuated by the Rent Reduction Act
and the Land Ownership Equalization Act, also contributes to the reluctance of
landowners to lease their land. There are several consequences of this. First, the
landowner, when his land is free for leasing, may simply hold it fallow, if he cannot
afford to carry out the cultivation himself. Second, the landowner may cultivate
the land himself but in a half-hearted, wasteful manner; e.g., grow crops that do
not require intensive methods. Third, to avoid possible legal tangles, the land-
owner becomes less likely to enter into joint cultivation agreements with other
landowners. Fourth, “illegal” contracts containing terms in violation of the Rent
Reduction Act have begun to appear. Since these contracts are against the law,
they are usually made by oral agreement between the landowner and the tenant.
As such, these contracts lack legal support and often lead to disputes. While there
is no quantitative documentation concerning such a practice, major studies all
mention its widespread prevalence.®

From a national point of view, 375-lease holdings and non-375-lease holdings
are essentially under two different legal frameworks. That which governs the
former exerts a negative externality on the utilization of the latter. Recognizing
the detrimental effect of the 375-lease, the government in 1973 passed the revised
Agriculture Development Act, which allowed landowners to sign new lease agree-
ments without any restrictions on the terms. This, however, did not significantly
improve the situation. For landowners, the legal difficulties and the psychological
impact resulting from the rent reduction / “land-to-the-tiller” policies seems to be
simply too great to be overcome.’

8 See, for example, [23] [12] [1].
9 Other aspects of the differences between holdings covered by the 375-leases and other
areas certainly warrant inquiry. A survey completed in 1978 showed that the cultivation

by owner-farmers was more efficient, but not by much. See [9].
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V. POLICY RECOMMENDATIONS

Based on the above analysis, we propose two policy measures to resolve the current
impasse between landlords and tenants over 375-leases. The first is to help the
landlords reclaim his land and to compensate the tenant; the second is to issue a
“tenant certificate” to the tenant and let the landlord reclaim his land.

A. Landlord Reclaims the Land and Tenant Receives Compensation

Since the landlord is entitled to his land, and the tenant in general does not
greatly depend on the income received from his leased holding, returning the land
to the landlord is not only consistent with the law, but also economically feasible
to both parties. The tenant, however, has to be compensated for giving up his
cultivation right. The following specific measures could be implemented.

1. The tenant is offered a certain amount of money and a low-interest loan as
compensation. The former amount is paid “as if” one of the conditions under the
Rent Reduction Act were met, and therefore a certain percentage of the official
price of the land is paid to the tenant, the actual percentage being determined by
the government or by the legislative process.

2. The low-interest loan is offered by the government. Its purpose is to make
it easier for the tenant to give up his leased holding. The tenant has to pay interest
on the loan.

3. The lump-sum payment also takes the form of a loan. The tenant takes
the money, but the landlord assumes the responsibility of paying back the loan.
The government again finances the loan.

4. With mutual agreement, the landlord and the tenant can continue their
contractual relationship, but now under the regulations of the Agriculture Develop-
ment Act, which allow the contracting parties to determine the terms freely.

The rationale for these measures is clear enough. Since the landlord is the title
holder of the land, it is clear that he should be allowed to reclaim his land, regard-
less of how difficult the present Rent Reduction Act makes it. The tenant’s welfare,
however, must be protected. It seems reasonable to offer him a lump-sum payment
commensurate to the compensation he is entitled to receive as stipulated by the
Rent Reduction Act. The government’s offer of an additional loan to the tenant
in essence increases the size of the cake to be divided, so as to make the offer more
acceptable to both parties.

There are several potential problems with these measures. First and foremost,
it is difficult to set the proper level of compensation for leased land. One-third of
the official land price less the value appreciation tax is not likely to be acceptable
to the tenant, because the land is not purchased by the government, but reclaimed
by the landlord. Second, since the government has to offer both a loan to the
landlord and a loan to the tenant, it has to come up with the funds, and this is not
going to be a small amount.’® Third, the tenant and/or the landlord may have

10 See [1, p. 1551 for an estimate. Their suggestion, however, is that the government offer a
loan to enable the tenant to purchase the leased land from the landlord.
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problems repaying the loans due to credit constraints. Fourth, the tenant, the
landlord, and the government will become contracting parties with regard to the
loans, meaning that the relationship will be different from the current one, which
involves only the tenant and the landlord. The degree of involvement of the
government will be much deeper with a loan arrangement than with the present
situation. Whether the government is willing to become involved in such a situa-
tion is still an open question. All of these problems may make the government
reluctant to adopt this policy.

B. Issuing a “Tenant Certificate”

An alternative and more innovative measure is to issue a “tenant certificate” to
the tenant granting him certain rights. In return, the tenant gives up his lease and
returns the land to the landlord. The following specific measures could be
implemented.

1. The government conducts an overall cleanup of the 375-leases still in effect.
Current holders must offer relevant documents to prove the legality of their status
as tenants and the landlords must do the same.

2. Upon completion of this, the government issues a “tenant certificate” to
the legitimate tenant, which confirms the identity of the tenant. In addition, the
certificate states: (i) the holder has priority in purchasing the land; (ii) if the holder
gives up his priority, he receives a certain percentage of the transaction price (to
be explained below) after the value appreciation tax is paid; and (iii) if no trans-
action occurs after a certain length of time (e.g., thirty years) then the holder may
ask the governing agency to auction off the land in order to receive the amount
stipulated in (ii).

3. Once the tenant certificate is issued, the tenant gives up his lease and the
landlord reclaims the land. If the parties decide to continue their contractual
relationship, the new lease is to be regulated under the Agriculture Development
Act.

What percentage of the transaction price is to be given to the tenant will be
determined by the government or by the legislative process. Since this policy is
aimed at solving the conflict between landlords and tenants, this method of determi-
nation must be acceptable to the majority of the parties concerned. As such, adopt-
ing the commonly accepted practice as the standard seems to be a good idea:
namely, the tenant gets one-third of the transaction price after the value apprecia-
tion tax is paid.

The rationale for issuing the tenant certificate stems from its practical benefits
to both parties. While under the current laws the tenant receives as compensation
approximately one-third of the official land price after the tax deduction is made,
the tenant certificate stipulates compensation according to the tramsaction price.
As explained above, the difference between the two may be several times greater
than the official land price. The advantage of using the transaction price as a
standard is that it is consistent with the common practice now in effect: if the land
is purchased by the government according to the official land price, the tenant gets
one-third of the purchase price net of deductions; or if the land is purchased
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by a third party at the market price, then the tenant gets (approximately) one~third
of the transaction price net of deductions. Compared with reclamation for com-
pensation policy recommendations, issuing a tenant certificate is more in accordance
with what landlords and tenants are actually doing now.

In addition, issuing a tenant certificate is less demanding in terms of government
involvement. Compensation is made when the transaction occurs, and since trans-
actions will occur only when potential buyers have the necessary financial resources,
the government does not have to provide the funding as in the former policy
recommendation.

However, several potential problems still remain with issuing a tenant certificate.

First, the landlord may collude with others to set a low transaction price (e.g., sell
the land to his close relatives), so that the tenant receives less compensation. To
avoid this, the tenant certificate should grant the tenant priority to purchase the
land. When the land is up for potential sale, the landlord has to notify the tenant
of the price. If the tenant considers the price too low, he will have the opportunity
to purchase the land at that price. This right of the tenant certainly might have
a deterrent effect on possible transactions (as compared with transactions of other
land without the complication of a tenant certificate), but the cost is likely to be
much less than the benefit of protection it gives to the tenant.
_ Second, a tenant certificate market may form to trade this “commodity.” This
would make the relationship between the landlord and the certificate bearer much
too complicated. Therefore, it should be stipulated by law that the transfer of
the tenant certificate be limited only to the decendents of the bearer, which is
consistent with the current regulation that the tenant’s right to renew the contract
can be passed on to his heirs.

Third, after reclaiming the land, the landlord may put the land to other uses
(e.g., constructing a family residence or converting it into a fishery). In such a
case, no transaction would occur and the tenant would never be able to realize
his right to compensation. To prevent this from happening, the land for which a
tenant certificate is issued should not be allowed to be used for nonagricultural
purposes. This would force the landlord to negotiate with his tenant and get the
tenant certificate problem resolved before he can put the land to other uses.

Fourth, how tenants and landlords would regard a tenant certificate is difficult
to assess. For most of the landlords, getting the land back means that its liquidity
increases. At the same time, however, they lose rent income (although this may
be merely a nominal amount). On balance, it is conceivable that the majority of
the landlords would support such a policy in preference to the present impasse.
The case for the tenants is more complex. While the tenant certificate essentially
recognizes the tenant’s right to a certain portion of the land, as opposed to getting
only one-third of the official land price under the current laws, it does not broaden
the tenant’s rights beyond the boundaries of the present practice. It is true that
the tenant would not have to pay any annual rent after the tenant certificate is
issued, but it is also true that the tenant would no longer have direct control over
the land. A compensation of one-third of the transaction price is an uncertain
promise, and when or whether it will be fulfilled is difficult to tell. This may make
tenants hesitant about accepting a tenant certificate arrangement.
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C. A Short Summary

The two policy measures recommended above have both advantages and draw-
backs. The first measure can solve the problem within a shorter time period, but
it also means much more government involvement. A tenant certificate system
would dissolve current leases over time individually, so no general barriers are
likely to arise. It is clear, however, that strong support from the legal system is a
prerequisite for the tenant certificate measure to work smoothly [6].

In addition, it should be noted that resolving the problems of 375-leases will
not only increase the efficiency of the economic activities of the tenants and
landlords concerned, but it will also enhance the utilization efficiency of other
land. With the extinction of the 375-share lease, landowners will no longer feel
concern (or will at least feel less concern) about leasing their land or entering into
cooperative cultivation agreements. As such, the efficiency of land utilization
overall will increase, though it is difficult to quantify this.** :

Which of the two policy recommendations is better in terms of feasibility depends
on many factors. At present, we can only say that a careful feasibility study is
needed to examine the potential advantages and disadvantages of each measure.

VI. DISCUSSION

A. Other Policy Proposals

In addition to the two policy recommendations discussed in the above section,
other proposals have appeared in the literature. Let us briefly review two of them.
The first suggests that the government carries out a second phase of its “land-to-
the-tiller” policy to help current tenants purchase their leased holdings [23,
pp. 154-55]. The main rationale is that “land-to-the-tiller” is a national policy
laid down in the constitution, and therefore should be fully implemented.’® There
are two major difficulties with this proposal. First, land now retained by the
landlord is legally protected (under the Land-to-the-Tiller Act), so that taking it
away and giving it to the tenant requires a significant revision of the act. In
addition, if the policy is to bé implemented, it cannot be discriminatory, meaning
land covered by leases other than the 375-type (i.e., those regulated by the Agri-
culture Development Act) would also have to be included. This would amount to
a redistribution of property rights on a large scale. Current public sentiment does
not seem to support these measures. Second, giving land to the tenant means that
the landlord must be compensated. The standard of compensation is difficult to
determine. If it is determined according to the market price, then the tenant and
the landlord can negotiate it themselves now; but if it is determined according to
the official land price, then landlords will understandably fight against the measure,

11 Jt is unlikely that if the Rent Reduction Act is actually repealed, land utilization of both
land covered by 375-leases and other land will change drastically. Time is needed for
the positive impact to be felt.

12 Article 143 of the Constitution of the Republic of China states that “the state is to help
foster owner-cultivator with respect to land distribution” (translated by the author). See

[21].
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making it a political issue. It is unlikely that the government wants to be involved
in such a controversy.

Another proposal for solving the problems stemming from the 375-lease is “to
let time be the solution.” That is, since the number of leases is decreasing over
time, “after some twenty to thirty years, all leases will disappear” [12, pp. 95-98].
The rationale for this proposal is that the regression line (the number of leases as
the dependent variable and the year as the explanatory variable) touches the
horizontal axis (the year) in twenty-five to thirty years’ time. There are two
problems with this line of reasoning. The first concerns the methodology. An
extrapolation of the regression line implies that the conditions underlying the
relationship are assumed to stay constant over time. Since the economic conditions
in general, and the parties’ conditions in particular, all change over time, it is
difficult to justify such a simplistic assumption.

A second argument against the proposal is more subtle. Since the number of
the leases does have a decreasing trend, sooner or later (perhaps not after twenty-
five to thirty but one hundred years) all the leases will disappear for one reason or
another. So we could just let the problem take its own course and fade away
“naturally.” Well, letting time solve the problem means that the landlord and the
tenant are tied to the leased holding during the whole process, with a consequent
loss of efficiency. Moreover, 375-leases exert a negative externality on other land,
as mentioned above. Therefore, efficiency loss on other land is also incurred during
the process. Giving a quantitative estimate of the efficiency loss is beyond the
scope of the present paper.®

B. Some Hindsights

We offer here two observations about what could have (or should have) been
done to avoid the problems caused by the 375-lease.

It is generally accepted that the Rent Reduction Act was the first step in Taiwan’s
postwar land reform, followed by the Land-to-the-Tiller Act [2] [3]. When the
Land-to-the-Tiller Act was actually implemented in 1953, it limited the amount
of land that a landlord was allowed to keep. As explained above, land exceeding
the limit was to be given up by the landlord and purchased by the tenant at the
official price (two and half times the value of the annual main crops). Those leases
involving the land kept by the landlord were to remain in effect and were to be
regulated under the Rent Reduction Act. Accordingly, it is not clear why the
Rent Reduction Act was not revised to accomodate the implementation of the
Land-te-the-Tiller Act. If the Rent Reduction Act had been revised so that it was
applicable for only a limited period (e.g., ten years) then the leases with the arti-
fically low 37.5 per cent rent ceiling would have had disappeared after that time,
and new contracts would have had been made by voluntary agreement between
landlord and tenant. As such, interference by the government in private contracts
would have ceased. Therefore, the government’s mistake was that it did not foresee
that keeping the Rent Reduction Act in effect would create two kinds of lease
agreement: one with the artificially low 37.5 per cent rent ceiling and another with

13 We can only say that it is very difficult, if not impossible, to estimate the overall efficiency
loss now being incurred and that which will accumulate over time.
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whatever terms were agreed upon by the landlord and the tenant. The very
existence of the first type of contract therefore has exerted a negative externality
on the second kind, as explained above.

Even if the Rent Reduction Act had followed the Land-to-the-Tiller Act, a
mistake could have been avoided in 1977 when the Land Ownership Equalization
Act was revised. Article 11 of the revised version was concerned with compen-
sating the tenant when land is purchased by the government for public use. It
stipulated that the tenant was to receive one-third of the official land price net of
the value appreciation tax plus some other items of compensation, as explained
in Section III. It is not clear why legislators should have used the official land
price as the compensation standard. If the standard had been the price of the major
crops (e.g., two and half times the value of the major annual crops), then the
situation would have been entirely different. With the value of the crops as a
standard, the tenant, in determining whether to continue his lease, would be com-
paring the discounted value of the crops (the value of continuing the relationship)
with the compensation (the value of discontinuing the relationship). These two
amounts use the same dimension, i.e., both are in terms of the value of the crops.
Using the official land price as the reference, however, is quite different. As
explained above, when the price of land stems less from its agricultural aspect
than its nonagricultural aspect (e.g., for construction use), the tenant would wind
up comparing the values of continuing and discontinuing his lease on quite a
different basis. It would then be clear that, even when cultivating the land is not
profitable economical, the tenant would not give up his lease if the price of the
land skyrocketed with urban development. It can only be concluded that, in
hindsight, basing the level of compensation on the official land price was not good

legislation.

VII. CONCLUSION

Land reforms have always meant changes and interactions involving the nonagri-
cultural as well as agricultural sector.** The acclaimed land reforms of Taiwan in
the 1950s were no exception. The smooth implementation of the Rent Reduction
Act and the Land-to-the-Tiller Act contributed to rapid rural development and
supplied funds for industrial growth. This paper analyzes problems which arose
as a result of the reform measures. The 375-share lease lingers on, even though
the income it generates is no longer economically significant. As a result of
inappropriate legislation, tenants holding 375-leases are now merely utilizing their
legally protected cultivation rights to realize their right to compensations. The
ensuing impasse between landlords and tenants adversely affects not only leased
holdings, but other land as well. While it is difficult to give a quantitative estimate,
the losses are real and accumulating.

We have offered two measures to resolve the impasse. The feasibility of the
measures depends on how the measures are actually carried out as well as on
other policies, such as a land nationalization policy that would make the impasse
almost meaningless. Whether the government will simply let time erase the 62,000

12 See the succinct discussion offered in [5].
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or so leases now in existence is difficult to predict, but it would be well for students
of land reform the world over to remember the lessons learned from Taiwan’s
experience.
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