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EXECUTIVE SUMMARX 

Background 

1. In a message to Lhe participants in the Consultative Group meeting 
for th& Philippines, which was held in Paris on January 27 and 28, 1987, 
President Corazon C. Aquino requested external funding for "a revitalized and 
expanded land refonn program" which in her view would do more than anything 
else to improve the welfare of the rural population. Th~ Philippine 
Delegation to the meeting emphasized the importance and the high priority 
which the Government attaches to real and effective land reform and circulated 
a preliminary draft proposal for an Ac~elerated Land Reform Project, that 
would "directly provide lasting economic benefits to a large number of the 
poorest and most disaffected members of our society, and thus contribute, more 
than any other single policy measure, to the long-term stability of our 
country." The members of the Consultative Group expressed great interest in 
and support for the Government's proposed land reform program and agreed to 
review it at the next Consultative Group Sub-Committee meeting. 

2. At the request of the Philippine Government, a World Bank mission 
visited the Philippines in March 1987, and reviewed the revised proposal for 
an Accelerated Land Reform Program (AI.RP), dated March 13, 1987. In its 
analysis, the Mission was guided by three main considerations: (i) the consti
tutional mandate to undertake an agrarian reform covering all agricultural 
lands, and founded on the right of farmers and regular farmworkers to own 
directly or collectively the land they till, (ii) the Government's overriding 
objectives of redistributive justice and equity in undertaking the Al.RP, and 
(iii) the lessons from past agrarian reform programs, both in the Philippines 
and in other countries. Accordingly, the point of departure of the present 
assessment is the political commitment of the Philippine authorities to 
achieving a more equitable distribution of resources through a comprehensive 
agrarian reform. The report should be viewed as a technical document designed 
to assist the Government in implementing such a program. 

3. The draft Al.RP proposal, which was prepared by an Inter-Agency Task 
Force on Agrarian Reform, is still undergoing revision, so that its scope and 
cost estimates, as well as the legal and administrative arrangements are 
subject to change and further elab~ration. Since the Mission's analysis is 
based on the March 13, 1987 version of the dr~ft, it does not reflect subse
quent changes, and the Task Force may well have adopted some of the recommen· 
dations made here, or devised better approaches than the ones suggested in the 
report. For instance, it appears that the Task Force has already reduced its 
estimate of the amount of transferable land because of possible overlaps 
between various categories of land. 

4. Regardless of such likely adjustments, it is clear that the ALRP is 
an enormous undertaking. It represents a quantum jump compared to previous 
attempts at land reform in the Philippines. The program is very costly and 
its financing ~ill require hard choices in the allocation of domestic and 
external resources. Moreover, its implementation will severely strain the 
Government's institutional and administrative capacity. In reviewing the 
proposal, therefore, the Mission concentrated on finding ways of achieving the 
ALRP's objectives while at the same time CQntaining its costs and simplifying 
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the legal, administrative and financial procedures. Streamlining the 
processes related to land transfer and curtailing as much as possible the 
opportunities for dilatory tactics will allow the Government to devote more 
resou~ces to the provision of the all-important post-reform support services, 
on which the ultimate success of the agrarian reform program depe~ds. 

5. Undertaking an agrarian reform program involves taking difficult 
decisions which affect the interests of vast numbers of people, and calls for 
e strong and unwavering political commitment on the part of Government. 
Seldom in the history of a country does the right window of opportunity 
presP.nt itself to proceed with a comprehensive land reform program. According 
to the Philippine Delegation to the Paris CG meeting, "the proposed program 
presents a once-in-a- 1 tfetime opportunity to effect a dramatic, positive, and 
permanent change in the course of Philippine economic and political history." 
If, fortified by the constitutional mandate it received, the Government 
decides that this is the right time to move ahead with a serious land reform 
program, then the Mission would recommend that the coverage be comprehensive, 
that the program be undertaken as swiftly as possible, and that the 
implementation not be allowed to drag out as was the case under previous land 
reform programs. Since this would require broad public support 4nd active 
community participation, it is essential that the design of the program be 
simple and fair, and that it be clearly communicated and understood by all 
levels of government and by all sections of the population. Land reform is an 
unavoidably wrenching experience for a country. It is therefore of the utmost 
importance that it be implemented as effectively as possible, so as to achieve 
the intended results once and for all. 

Program ~cope 

6. The AI.RP is indeed comprehensive in scope. By 1992, at full imple-
mentation, the land transfer phase would have reached some 3.4 million house
holds on 7.4 million ha of 1and. This is a large program which stands compa
rison with that in Japan (4.2 million households on 2 million ha) or South 
Korea (2.6 million households on 0.6 million ha). It far exceeds the land 
reform commenced in 1972 by Presidential Decree 27 (PD 27), the most recent 
land reform in the Philippines, which transferred some 0.3 million ha to about 
0.2 million beneficiaries over 1972-1986. 

7. The proposed program has four main components: 

Program A aims at completing the process initiated in 1972 by PD 27 
of converting tenants on selected rice and corn lands into amortizing owners. 
About 400,000 beneficiaries, presently tenants on 557,000 ha will receive 
title to the land under this Program. 

Program B will reach some 670,000 beneficiaires on about 939,000 ha 
of land which is, or will be, offered voluntarily for land reform, idle or 
abandoned, expropriated, foreclosed/foreclosable, and sequestered or expro
priated. It is recognized that the land area under t!-1ese head.f.ngs, its 
present use and occupancy status, all require further refinement before firm 
estimates can be made. It seems possible that there is a considerable amount 
of overlap between sugar and coconut areas under Program B and the same lands 
in Program C. Implementation of this part could be delayed by legal disputes 
regarding sequestered, foreclosable and idle and abandoned land. 
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Program g envisages the expansion of land reform into about 1.5 
million ha of "haciendas under labor administration" and 0.6 million ha of 
tenanted non-rice/non-corn lands, reaching a total of about ·1.2 million 
beneficiaries. Among the various components of the ALRP, the first part of 
Program C will provide direct benefits to the largest number of landless 
workers. 

Program D comprises a mix of activities which apply to lands in the 
public domain. While it does not involve land reform as the term is commonly 
understood, Program D includes providing present occupants with secure titles 
on public lands, together with development expenditures designed to increase 
their income. Program D will also reform the access conditious to publicly
owned natural resources, such as forests and minerals. 

Equity Impact 

8. Under Prograrus A, B and C, landowners will receive "just compensa-
tion" for land expropriated for land reform purposes. Conversely, beneficia
ries of Programs A, B and C will be required to pay for their lan<l, albeit at 
a price discounted to reflect affordability, with payments amortized over 30 
years at 6% interest. While the beneficiaries represent a diverse group in 
many r~spects, they share in common the condition of being poor, having 
incomes in most cases well below the poverty threshold income estimated by 
NEDA. Som~ of the beneficiaries are among the "poorest of the poor." If the 
terms of repayment are not softened, however, most of the beneficiaries will 
not receive any immediate increase in disposable income. This is because the 
amortization payments would absorb, and may even exceed the incremental income 
that would otherwise accrue to beneficiaries through their increased share in 
production. 

9. In view of the unqualified equity objectives underlying the ALRP, the 
Mission recommends that instead of requiring beneficiaries to amortize the 
cost of land, the Government should levy a one-time cash payment of, say, 
P 600 from each beneficiary, on receipt of title to the land (this sum would 
roughly cover the surveying and titling costs). Implementing this 
recommendation would lead to an immediate, significant, increase of about 30% 
in the net disposable income of the beneficiaries, while the cost to 
Government would be small. Substituting an up-front payment for the 
amortizatio1.l charges would not significantly affect the total fiscal cost of 
the ALRP to Government over the critical period 1987-1992. This is explained 
by a combination of factors, including the length of the amortization period 
(30 years), the pr~bable low collection rate based on past experience, and the 
high cost of collectin3 small periodic payments from a large number of small 
and geographically dispersed farmers. 

10. Besides achieving an almost immediate equity impact, the proposed 
change in beneficiary repayment terms would have the following added 
advan:ages: (i) it would avoid repeating the situation that prevailed under PD 
27, where almost 90% of the amortizing owners defaulted on their repayment 
obligations and became ineligible for formal credit; (ii) it would make it 
more realistic to insist on strict financial discipline in the case of subse
quent production or medium-term investment credits; (iii) it would relieve the 
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Land Bank of the Philippines (LBP) of t.he enormous burden of setting up a huge 
collection machi~ery, a task for which it is ill prepared; and (iv) it would 
enable LBP instead to concentrate its attention on providing rural credit and 
related technical assistance, whose widespread availability will be crucial to 
the growth of agriculture and to rural de.ve!opment more generally. 

11. In addition to the fo·.tr Programs contained in the ALRP, the Mission 
also examined two relate~ schemes: the voluntary land sharing scheme (VLS), 
which is presented in the AI.RP as a transitional measure, and the 60-30-10 
proposal put forward as an alternative to land reform in the Provine~ of 
Negros Occidental. Although insufficient details are available wich regard to 
VLS, the Mission finds that the scheme raises unresolved issues about the 
rights of beneficiaries and that it would only be attractive to those land
owners who believed that they wculd not have to live up to the agreement to 
transfer the land to the beneficiaries. Therefore, the Misson strongly 
recommends against adopting such a scheme. Should it be approved notwith· 
standing these objections, proper safeguards would need to be built in, such 
as limiting the period of the transfer and giving beneficiaries the right to 
opt for regular land reform terms, if they so elect. The 60-30-10 scheme, 
while being very generous to sugar planters, provides little net gains to 
sugar workers and is a much inferior alternative compared to the land reform 
under the ALRP. Its implementation would not seem to meet the constitutional 
objective of entitling farmworkers with the right to own the land they till. 
Therefore, the scheme should be discarded in favor of comprehensive land 
reform. 

12. Lastly, the Mission reviewed international experience concerning 
likely productivity changes, particularly regarding the productivity of small 
versus large farms. The evidence points strongly to the conclusion that l~nd 
is more intensively used on small rather than large farm~. While there is -he 
possibility of a temporary loss of production immediately following a land 
reform, especially when the reform involves a change in farm management struc
ture, measures can be take~ to ease the transition and, in a land constrained 
economy, the medium-term agricultural impact cart be ex~·ected to be positive. 

Legal. Administrative and InstitutiQ..nal Aspects 

lJ. In view of the magnitude of the AI.RP, the leisurely pace of implemen
tation which characterized and discredited the PD 27 program cannot be allowed 
to recur. For the Al.RP to have any credibility among the beneficiaries and 
the population at large, ways must be found to speed up the process of land 
transfer and to make it more effective. Among critical bottlenecks identified 
by the Government as slowing down the implementation of the PD 27 land 
transfer program are problems in identifying areas covered by land reform 
laws, disputes over land valuation and compensation, and delays in transfering 
titles to beneficiaries. Furthermore, the legal and admini~trative complexity 
and inefficiency contributed significantly to the delays. 

14. Based on a review of prior legislation affecting agrarian reform, as 
well as changes in agrarian reform laws introduced by the 1987 Constir.ution, 
the Mission identified six key problem areas in Philippine laws, where legal 
provisions constituted significant impediments to speedy implementation. 
Taking into account comparable international experience, the Mission has 
formulated the following recommendations for changes in the legal framework to 
address these six problem ateas: 
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(i) P.O. 27 created a legal nexus between the landowner and the benefi
ciJry, requiring the participation of landowners in such matters as 
identification of beneficiaries, determining the cost to be paid by 
beneficiaries and the process of transfer of land. This legal nexus 
between the landowner and the beneficiary proved to be an important 
reason for the implementational failure of Operation Land Transfer. 
For the ALRP, the landowner-beneficiary nexus should be broken, and 
the land reform program should be structured as ir.volvlng two inde
pendent transactions, one involving expropriation of land by the 
state from the lando\-mer and a second one involving distribution of 
land by the state to beneficiaries. The amount of comp~nsation to be 
paid to the landowner and the cost of land to be recovered from the 
beneficiaries should not be legally linked; 

(ii) All land outside the public domain should be covered by the program, 
regardless of crops, geographical areas, mode of operation, relation
ship of landowner and tillers, etc.; 

(iii) The selection of beneficiaries should be left to the adm nistrative 
discretion of the Government, subject to the constitutioaal objective 
that the agrarian reform program is intended to benefit tenants and 
farmworkers; 

(iv) A simple, objective and "mechanical" formula should be used to deter
mine the value of the land and the amount of compensation to land
owners, rather than one that requires subjective interpretation. 
Specifically, for purpose of just compensation, the value of land as 
declared by the owner or assessed for tax purposes, whichever is 
lower, should be used. Where a particular landowner has not filed a 
declaration, it would be advisable to use values of comparable decla
rations filed by other landowners. This formula has been accepted as 
satisfying the constitutional requirement of payment of just 
compensation. 

(v) The legal procedures for the transfer of land to beneficiaries, 
including the required documentation, should be simplified, and the 
transferability of the Emancipation Patent should be improved; and 

(vi) Improved arrangements should be made for expeditious dispute settle
ment, and sanctions for violation and measures against evasion should 
be strengthened. 

15. In addition, it is also recommended that laws affecting land reforms 
be consolidated to eliminate confusion arising from the current multiplicity 
of applicable laws. 

16. The proposed simplification of the legal framework and procedures 
would greatly reduce the amount of paperwork, as well as the scope for bureau
cratic entanglements or evasionary tactics on the part of uncoop~rative land
lords. The changes should also result in a correspondingly large increase in 
DAR's administrative capacity. DAR will need to review and reform its proce
dures in line with the new ALRP legislation, and issue appropriate instruc
tions and guidelines to its staff as soon as feasible. 
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17. Implementing the ALRP will place exceptionally heavy demands on DAR's 
manpower resources and those of the other Departments and agencies. Therefore, 
it is essential to minimize the funct1.onal overlap among the various institu
tions and to require each of them to concentrate on its primary area of 
responsibility. DAR staff should concentrate exclusively on land tenure 
issues, until such time as the land transfer process is completed. The 
critical functions related to improving the productivity of the land should 1e 
handled by the agencies that provide such services as part of their normal 
functions, e.g., DAF, DNR, LBP. 

18. The Mission supports the proposed reorganization of DAR, particularly 
the greater decentralization and the strengthening of staff at the local 
level. It further recommends that the Government consider mobilizing tempo
rarily large numbers of local officials from other administrative services 
(e.g., school teachers, tax collectors, municipal accountants), for the 
purpose of assisting local DAR teams with the routine tasks of land identifi
cation and transfer. 

19. While positive, these measures will not go far enough to permit the 
effective implementation of the AI.RP. Only the active involvement of local 
communities will make it possible to effect the transfer of land and to reach 
the number of beneficiaries on the scale which is contemplated under the ALRP. 
The Philippines is fortunate to have a large number of grassroots, voluntary 
organizations, operating at the community level, that are broadly 
representative of the peasantry. At this stage of the reform, the Government 
should be seeking and receiving feedback through local groups on the 
feasibility and acceptability of various land reform proposals. It should 
also ensure that the program allows for appropriate decision-making and 
progr.am management at the local level. Whatever local groups are founded as 
part of the ALRP should not, as in the traditional barangay committees, pit 
beneficiaries directly against landlords, but rather be made up of a group 
broadly representative of the community structure, including several 
beneficiaries, a merchant, a small landlord, a member of the clergy and a 
local DAR official. The duties of such local advisory commi~tees would be to 
interact on the DAR national agenda and to prepare their own for the 
community. Based on their intimate knowledge of the local situation, the 
local advisory committees would assist local officials in identifying 
landholdings to be subjected to land reform and eligiblP beneficiaries, as 
well as in coordinating post-reform support. 

Program ~basing 

20. Potentially most damaging to the ultimate goals of the land reform 
are both the step-wise introduction and the high levels of the retention 
limits on private lands. The proposal to phase in the retention limits in 
three successive steps, from 100 ha in 1989 to 25 ha in 1992, would encourage 
evasion, leave out a high proportion of tenants and landless, and add to the 
administrative burden. As they did in other countries when given an 
opportunity. landowners would begin immediately to sell off parts of their 
farms/estates in lots below che retention limit to those who can afford the 
price, or to transfer land de jure if not de facto to others, usually 
relatives. As a result, the land which would have been available for 
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redistribution to tenants and farmworkers will shrink substantially. This 
would deprive many intended land reform beneficiaries of the opportunity to 
become landowners and it would place that laiid permanently beyond the reach of 
tenants and landless workers. Such an outcome would virtually preclude any 
genuine and orderly land reform in the Philippines in the foreseeable future. 

21. In order to prevent large-scale transfer and subdivision of private 
lands, the Government should seriously reconsider the idea of carrying out a 
step-wise program of private land transfer. Furthermore, since announcing an 
interim retention limit leaves open the question of what the ultimate land 
ceiling will be and introduces an element of uncertainty which cannot but 
adversely affect agricultural investment and production and the welfare of 
tenants and farmworkers, the Government should decide on the ultimate 
retention limit and enact it from the ~tart. Effective on January 1, 1987, 
the start of the month in which the program was first publicly announced, 
the Government should ban all transfer and/or subdivision of private land from 
holdings above the ceiling, thus minimizing the scope for malafide transfers 
and subdivisions. 

22. Setting a uniform ceiling for all types and classes of land would 
have the added advantage of simplifying the task of identifying the landhold
ings falling under the purview of the Al.RP. Consideration srould therefore be 
given to lowering the retention limit below the interim level 24.9 ha 
proposed in the Al.RP and bringing it down in conformity with the limit of 7 ha 
currently applicable to tenanted rice and corn lands. This would release an 
additional 1.2 million ha of land for distribution to about 640,000 
beneficiaries. Given the pressure on land in the Philippines, a 7 ha ceiling 
is not unduly low, especially compared to the 3 ha ceiling adopted in Japan 
and Korea, for instance. 

23. In sum, in order to protect the constitutional right of farmers and 
landless farmworkers to own the land they till and to facilitate the implemen
tation of the reform program, the Mission recommends that the Government 
consider adopting a uniform land ceiling of 7 ha for all Programs and 
implementing Programs A, B and C simultaneously, instead of in a phased 
manner. In particular, Program C which is currently slated to begin in 1989 
should be brought forward to 1987. 

Post-Reform Seryices 

24. Credit is commonly seen as one of the most critical elements in post-
reform support. The ALRP proposes a sub.stantial credit program of over P 12 
billion for the period 1987-1992, which would amount to a major increase in 
the funds available for agriculture, not all of which are currently being 
utilized. While estimating future demand for credit is always difficult, the 
Mission proposes a more cautious approach, with an initial amount of P 2 
billion for progra.m start-up, to be followed with another P 1.5 billion in 
1992. LBP should take a lead role in credit provision and the Agricultural 
Credit Policy C~uncil should play a major part in policy making. 

25. Rer.ognizing the need for technical support to the farmer in the years 
following the transfer of land, the Al.RP proposes a substantial strengthening 
of the effort, including a sharp increase in the number of extension workers 
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and a doubling of their salaries under the program. Since the Phil~ppines 
currently has one of the densest extension networks of any LDC, the Mission 
sees little need for increasing the number of extension workers but rather for 
improving the organization and management of the existing resources. The 
Mission supports the recommendation to increase salaries and allowances, which 
are among the lowest of any professional group; the rationalization of the 
service, with DAF having a clear line of command; the provision of training to 
extension agents, who should be educated in the special needs of reform 
beneficiaries; and the creation of a cadre of farm managers to assist reform 
beneficiaries on the haciendas with the management of their newly acquired 
farms. 

26. In order to contain the disruptive effects of the reform on large 
estates, u~gent attention should be given to examini~g potential organiza
tional structures for the immediate post-reform period. There are a number of 
models that could be followed, including corporate farming, production 
cooperatives and lease-back arrangements. Two gui~ing principles should be 
observed. First, the reliance on local participation in the development and 
adoption of such systems; and second, the protection of the right of 
beneficiaries, after a certain period, to decide whethe~ or not they wish to 
continue with the structure, modify it, or drop it altogether. In addition, 
Government and NGOs should be prepared to off er support in the form of 
managerial services. 

Cost and Financing of the AI.RP 

27. The total cost of the ALRP, as estimated by the Inter-Agency Task 
Force, amounts to P 63.3 billion over the period 1987-92. Land transfer, 
credit and Program D-related developmental expenditures are the major cost 
components. The cost is very sensitive to the compensation provisions for 
landowners but relatively insensitive to the amortization conditions offered 
to beneficiaries. 

28. By using the value of land as declared by the owners and/or assessed 
for land tax purposes and updating it by three-year moving averages of rele
vant product prices, the total cost of land transfer could be brought down by 
a third, and this despite the more favorable terms offered to beneficiaries. 
For the reasons already mentioned, the Mission strongly recommends using the 
self-declared land values and/or the values assessed for tax purposes, as well 
as substituting a one-time payment by beneficiaries for the amortization 
charges. As proposed by the Government landowners will receive 10% in cash 
upon expropriation and 90% in bonds, bearing 6% interest redeemable in equal 
annual instalments over a 10-year period. 

29. The Mission proposes several other adjustments to the cost ~stimates, 
including (i) reducing the amounts allocated for credit and extension 
serv~ces, (ii) reducing the cost estimates of Program B, whose size is 
probably substantially overstated, and (iii) increasing the cost estimates of 
Program C, in order to account for the impact of lowering the retention limit 
to 7 ha and of starting to implement it in 1987, together with the other 
programs, instead of waiting until 1989. The net effect of all these changes 
is to reduce the total 1987-92 cost from P 63.3 to about P 53 billion, i.e., 
by about 16%. 
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30. The annual cost of the Al.RP represents about 1.5% of GNP and about 
7.5% of total government expenditures. Financing a program of this magnitude 
will require some hard decisions by the Government in the face of many demands 
on limited revenues. The Government has already earmarked the proceeds from 
the sale of non-performing assets to the AI.RP, and may simil~rly assign the 
proceeds from the sale of sequestered and ill-gotten wealth to the program. 
The Government estimates that both sources combined would yield some P 32 
billion but this may be on the optimistic side both with regard to amount and 
timing, and there is a strong argument for not directly linking the Al.RP 
implementation to the realization of the sale of these assets. In the 
Mission's view, the financing of the Al.RP should ba examined in a broader 
fiscal and monetary context. Among internal sources, the Mission examined 
three possibilities, including increased taxation, increased government 
borrowing or money creation, and reallocation of existing budgetary 
resources. For illustrative purposes, it assumed that each of these would 
contribute one-third of the needed resources. This would involve raising both 
tax revenues and the budget deficit by about 0.5% of GNP and re~llocating some 
2.5% of expected total public expenditures. To the extent the Government is 
able to mobilize additional foreign assistance in support of the Al.RP, the 
burden on domestic resources will be reduced commensurately. Overall, the 
sums involved appear affordable, provided the Government deems the program of 
sufficiently high priority. In this connection, it should be noted that even 
with the proposed tax increase, the Philippines would still have one of the 
lowest tax to GNP ratios in the world, and moreover, to the extent that the 
agrarian reform succeeds in its stated objective of removing one of the main 
sources of instability in rural areas, it thereby removes the need for 
substantial expansion in civil defense expenditures. 

31. The World Bank itself would not be ablb to finance compensation 
payments for the transfer of land. The Mission was advised that the Asian 
Development Bank operates under similar constraints. It is not clear to what 
extent other sources of foreign funding would be available to finance that 
portion of the Al.RP costs. There is a much greater likelihood that external 
financing will be available in support of productivity-enhancing activities, 
which account for some P23 billion of the revised total cost of the program. 
If the Government assigns high priority to the ALRP among the many competing 
claims on its resources, then this should weigh heavily on the readiness of 
donors also to provide ass~stance. 

Conclusions and Recommendations 

32. Clearly the Gcvernment faces a number of momentous decisions. If it 
resolves to undertake a comprehensive and effective agrarian reform that will 
provide lasting economic benefits directly to large numbers of poor people, 
then it must formulate a program that is simple in its design and free of 
loopholes, allocate the required financial and manpower resources and 
implement the program effectively and expeditiously. Specifically, th~ 

Mission recommends that the Government consider taking the following major 
decisions: 
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(i) Extend the coverage of the AI.RP to all agricultural lands as proposed 
in the ALRP (regardless of crops, mode of operation, relationship of 
landowners and tillers, etc.), and discard Voluntary Land Sharing and 
the 60-30-10 proposal in favor of comprehensive land reform under the 
ALRP. 

(ii) De~lare the Al.RP effective for all private agricultural lands and 
implement Programs A, B and C simultaneously. 

(iii) Adopt a uniform retention limit of 7 ha, which will apply immediately 
to all private agricultural lands, and ban all transfer and/or 
subdivision of land from holdings above the 7 ha ceiling as of 
January 1, 1987. 

(iv) Break the legal nexus between landowner and beneficiary which was 
created under PD 27, and substitute a legal framework for land 
transfer comprising two independent transactions: one involving 
expropriation of land by tl-ie state and the other involving 
distribution of land by the state to the beneficiaries. Accordingly, 
simplify the legal procedures and documentation required for land 
transfer. 

(v) In order to determine just compensation to landowners, use the value 
as declared by the owner and/or assessed for tax purposes, whichever 
is lower. 

(vi) Substitute a one-time up-front payment of P600 per beneficiary for 
the 30-year amortization payments proposed under the Al.RP. 

(vii) Strengthen and streamline the administrative machinery in charge of 
land transfer and post-reform support services. In particular, 
strengthen DAR's capacity at the local level, minimize functional 
overlap among agencies and temporarily mobilize staff from other 
services, as required for speedy implementation of AI.RP. 

(viii) Enlist active community participation and set up representative Local 
Advisory Committees to assist DAR and other agencies in identifying 
land to be transferred and beneficiaries, and in coordinating post
reform support services. 

(ix) Mount a massive information campaign in order to inform the public at 
large as well as relevant governmental bodies about the principles, 
the features and the procedures for implementing the ALR.P. 

(x) Formulate a sound financing plan for the AI.RP, which reflects the 
high priority the Government attaches to the program and assures the 
timely availability of sufficient budgetary resources for implemen
ting it effectively. 

33. The various measures recommended above are designed to introduce 
simplicity, clarity and transparency in the execution of the program and to 
speed up its implementation. Since the program will apply uniformly to all 
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categories of private agricultural lands throughout the country, the task of 
identifying land will be greRtly facilitated compared to the earlier, partial, 
land reform programs. With the simplification of legal and administrative 
procedures, the involvement of local communities, and the wide dissemination 
of information about the program, it will be possible to accelerate the 
transfer of land to beneficiaries and to develop the necessary support and 
infrastructure services. Clearly the ten measures listed above are mutually 
reinforcing elements of an integrated package. Each one is required to 
achieve the Government's objectives of carrying out an effective and 
comprehensive agrarian reform program. Clearly, also, adopting such measures 
and implementing them successfully calls for a high and sustained level of 
political commitment on the part of the Government. 

34. Because of the difficulties involved, the Government might be tempted 
to opt for a slower pace of implementation than is recommended here or or to 
implement the program in successive phases. While making the program more 
easily affordable and reducing the initial level of politi~al opposition to 
the program, such an approach would have a number of significant drawbacks, 
including: (i) giving the opportunity to those who are against land reform to 
build up their opposition and to take measures to evade it; (ii) undermining 
the Government's credibility with regard to its plans for land reform; (iii) 
diluting the equity impact; (iv) prolonging the state of instability and 
uncertainty currently affecting large parts of the rural areas; (v) reducing 
the farmers• incentives to invest and to improve the land; and (vi) distorting 
agricultural production patterns and slowing down agricultural 
diversification. For the health of the economy, it is vital that land reform 
be performed in one operatio11 rather than through successive interventions 
over an extended period of time. 

35. The issue of land reform has long been on the agenda in the 
Philippines. With its fast growing population and its effectively closed land 
frontier, there will be continuing pressure on the land and agitation for 
reform. The uncertainty engendered by the prospects of a land reform carried 
out over a long period of time or at some indefinite time in the future is not 
conducive to investment in agriculture. The Government's implementing the 
Constitutional mandate for a comprehensive reform will lift this uncertainty 
and pave the vay for more rapid and equitable agricultural growth and rural 
development in the future. 
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PHILIPPINES 

I. THE CONTPXT OF LAND REFORM IN THE PHILIPPINES 

A. Background 

l.l In a message to the participants in the Consultative Group meeting 
for the Philippines, which was held in Paris on January 27 and 28, 1987, 
President Corazon c. Aquino requested external "funding for a revitalized and 
expanded land reform program" which in her view would do more than anything 
else to improve the welfare of the rural population. The Philippine 
Delegation to the meeting emphasized the importance and the high priority 
which the Government attaches to real and effective land reform and, 
circulated a preliminary dre.£t proposal for an Accelerated Land Reform 
Project, that would "directly provide lasting economic benefits to a large 
number of the poorest and most disaffected members of our society, and thus 
contribute, more than any other single policy measure, to the long-term 
stability of our country." The members of the Consultative Group expressed 
great interest in and support for the Government's proposed land reform 
program and agreed to review it at the next Consultative Group Sub-Committee 
meeting. 

1.2 At the request of the Philippine Government, a World Bank mission 
visited the Philippines in March 1987, and reviewed the revised propos&l for 
an Accelerated Land Reform Program (ALRP), dated March 13, 1987. In its 
analysis, the Mission was guided by three main considerations: (i) the 
constitutional mandate to undertake an agrarian reform covering all 
agricultural lands, and founded on the right of farmers and regular 
farmworkers to own directly or collectively the land they till, (ii) the 
Government's overriding objectives of redistributive justice and equity in 
undertaking the ALRP, and (iii) the lessons from past agrarian reform 
programs, both in the Philippines and in other countries. 

1.3 The draft ALRP ~7oposal, which was prepared by an Inter-Agency Task 
Force on Agrarian Reform,- is still undergoing revision, so that its scope 
and cost estimates, as well as the legal and administrative arrangements are 
subject to change and further elaboration. Since the Mission's analysis is 
based on the March 13, 1987 version of the draft, it does not reflect 
subsequent changes, and the Task Force may well have adopted some of the 

1/ The following agencies are represented on the Task Force: Land Bank of 
the Philippines, Department of Agriculture and Food, Department of 
Agrarian Reform, Department of Budget and Management, Department of 
Finance, Dep4rtment of Justice, Department of Natural Resources, 
Institute of Agrarian Studies, National Economic and Development 
Authority and Social Weather Stations, Inc. 
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reconunendations made here, or devised better approaches than the one suggested 
in the ~eport. For instance, it appears that the Task Force has already 
reduced'its estimate of the amount of transferable land because of possible 
overlaps between various categories of land. 

l.4 However, regardless of such likely adjustments, it is clear that the 
ALRP is an enormous undertaking. It represents a quantum jump compared to 
previous attempts at land reform in the Philippines. The program is costly, 
and its financing will require hard choices in the allocation of domestic and 
external resources. Moreover, its implementation will severely strain the 
Government's institutional and administrative capacity. In reviewing the 
proposal, therefore, the Mission concentrated on finding ways of containing 
the costs and of simplifying the legal, administrative and financial 
procedures. Streamlining the processes and paperwork related to land 
transfers and curtailing as much as possible the opportunities for dilatory 
tactics would allow the Government to devote more resources for the provision 
of the all-important post-reform support services, which will assure the 
ultimate success of the agrarian reform program. 

B. Constitutional Mandate 

1.5 The new Constitution of the Philippines, adopted in 1987, mandates 
the Government to undertake a comprehensive program of agrarian and lanJ 
reform (Articles XII, XIII and XVIII). The basic objective of the reform is 
to promote equity and social justice (Article II, Sec. 10). Under this 
Constitution all agricultural lands are brought under the reform. The guiding 
principle is the right of farmers and regular farm workers to own, directly or 
collectively, the lands they till (Article XIII, Sec. 4). 

1.6 The 1987 Constitution encourages the participation of farmers, farm 
workers and landowners in the planning, organization and management of the 
program (Article XIII, Sec. 5). It also requires that "just compens11tion" be 
paid to landowners (Article-XIII}. Finally, authorization is provided for the 
reversion to the State of illegally-acquired public lands (Article XVIII, 
Sec. 21), for the appropriation of idle and abandoned agricultural lands 
(Article XVIII, Sec. 22), and for the extension of the principles of agra~ian 
reform to land~/in the public domain and to other natural resources (Articles 
XIII, Sec. 6).-

C. The Inadeq~acy of Past Land Reform Programs 

1.7 These provisions of the Constitution make a break with the past in 
proposing a comprehensive land reform rather than one restricted by cropping 
pattern or t~nure structure. Previous land reform efforts in the Philippines 
were not only restrictive; their implementation also fell short even of the 
limited objectives. Consequently, the land distribution remains skewed, with 
the bulk of the rural population having access to little land while, at the 
same time, a substantial proportion is held o~ large farms. Over recent 

2/ For a more detailed discussion of the new Constitution, see Annex 3. 
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decades also, the pressure of high rates of population growth has reduced the 
average farm size and has lead to encroachments upon public domain land, much 
of it steep, of limited agricultural potential, and ecologically fragile. At 
the same time, industrial development has proceeded at a high rate but, being 
heavily protected, it has involved heavy investment in capital with relatively 
restricted absorption of labor into productive employment. These various 
trends t4ken together, exacerbated by the economic crisis of 1983 and the 
subsequent negative growth rates of GDP, are underlying causes of high levels 
of poverty in both urban and rural areas, and provide the background to the 
growth of social unrest and insurgency. The land reform proposed in the ALRP, 
if fully and effectively implemented, will provide immediate improvements in 
the well-being of a large proportion of the rural poor. Over the longer term, 
if accompanied by reforms in other areas of policy, the land reform can become 
one component of the type of egalitarian growth pattern experienced by some of 
the more successful neighboring countries. These themes are developed further 
in this chapter. 

1.8 While the history of agrarian reform in the Philippines dates as far 
back as the end of Spunish rate late i~ the nineteenth century, reform 
activities have been more characterized by rhetoric and the issuing of 
legislation and decrees than by the transfer of land ownership. They have 
been restricted in scope to rice and corn lands, with planta~ions producing 
exported crops being excluded. The scope was restricted also to land under 
tenancy, and particularly share tenancy. Such limitations, combined with 
problems of implementation, have restricted the impact of past land reform 
efforts. 

1.9 The first major legislative and policy enactment on Philippine land 
reforms was the Agrarian Reforms Code, first enacted in 1963 as Republic Act 
3844 and subsequently amended in 1971 by Republic A~t 6389. The Agrarian 
Reforms Code was mainly concerned with the conversion of share tenancy to 
leasehold and the improvement in the security of tenure an~ economic 
conditions of tenants. Its application was, however, excluded from plantation 
crops. It does provide Government the power to expropriate land under 
prescribed circumstances, but does not, as a general matter, seek to transfer 
ownership of land to tenants. The most recent experience in land reform in 
the Philippines is the reform initiated by Presidential Decree Number 27 (PD 
27) in 1972. It is of particular relevance for the new program for several 
reasons. First, this program remains unfinished 14 years after being 
initiated, and its completion is scheduled as the first priority of the 
ALRP. Second, its implementation problems contain lessons for the future 
which underly many of the suggestions for change contained in this report. 

1.10 Presidential Decree 27 was i~sued in October 1972, shortly after th~ 
Proclamation of Martial Law by President Ferdinand Marcos. PD 27 provides for 
the transfer of ownership of privately-owned rice or corn lands cultivated 
under sharecropping or lease tenancy. The eligible tenant-farmers were 
declared "deemed owners" of the land they tilled, up to a size of 3 hectares, 
if irrigated, and 5 hectares, if not irrigated. After several modifications 
to PD 27, landowners with tenants were to be compensated for the loss of their 
property and, if they owned fewer than 24 hectares, could retain an area of 7 
hectares. The tenants on this retained land were to be leaseholders, not 
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sharecroppers. The value ~f the land transferred to the tenants was set at 
two-and-one-half times the avera~e harvest of three normal crop years times 
the 1972 subsidized crop price. The total cost of the land was paid by the 
tenants over a period of fifteen years in equal installments. Difficulties in 
establishing "average harvest" figures, however, ultimately resulted in direct 
negotiations between peasants and l~ndlords over price. Usually the Land Bank 
of the Philippines (LBP) was the intermediary organization, but, in about 30% 
of the cases, tenants paid landlords directly. 

1.11 While paying the amortization fees, the beneficiaries received 
provisional titles, called Certificates of Land Transfer (CLT). It was 
originally foreseen that, after the full payment of the cost of the land, the 
former tenants would receive Emanicipation Patents, a step less than a fee
simple title, which banned the bank from foreclosing on the beneficiary and 
provided for tranefer within families. Emancipation Patents also had a 
limited effect on the ability of the beneficiaries to procure production 
credit. From January 1986 onward, such patents were issued regardless of the 
amortization paid, with the outstanding balance noted on the back of the 
title. 

1.12 All amortizing owners covered by PD 27 were to join agrarian reform 
cooperatives, called Samahang Nayon (SN). Since membership in the Samahang 
Nayon was a precondition for receiving CLTs, a large number of Samahang Nayon 
were established, but most existed on paper only and were not operational. 
While there was a provision that the SN would make the amortization payment if 
a member could not, this did not occur. 

1.13 Major obstacles against Operation Land Transfer (OLT) were the 
opposition of the landowners and the lack of political wilt of the Government 
to push for full implementation, particularly during the more recent Marcos 
period. Technically, Operation Land Transfer was also hampered by the lack of 
a nationwide cadaster, problems of land valuation, and complicated payment 
proced...ures. 

1.14 Although Republic Act 6389 in 1971 declared agricultural share 
tenancy contrary to public policy it exempted, in order not to jeopardize 
international commitments, lands devoted to crops covered by marketing 
allotments. Annual reports published by the Department of Agrarian Reform 
until 1978 list a total of 340,000 tenants cultivating 705,800 hectares qf 
sugarcane, coconut, tobacco, and other lands not covered by the reform.11 The 
Government of the time did not include plantation crops in the land reform 
program. In 1971, plantations occupied a relatively small area of about 
500,000 hectares, constituting only 5% of the total area of agricultural 
holdings. During the past decade, however, these plantations have expanded 
their area of operation greatly. 

3/ Food and Agriculture Organization, "Report of the Inter-Agency Mission to 
the Philippines on Policies and Strategies on Agrarian Reform and Rural 
Development," draft (Rome, 1987), p. 81. 
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1.15 In addition to helping tenants on rice and corn lands, the Marcos 
Government also attempted to improve the socioeconomic situation of plantation 
workers through minimum wage legislation, but such laws were never effectively 
implemented due to the ready availability of unemployed labor willing to work 
for less. 

Table 1.1: OLT (PD 27) ACHIEVEMENTS 

Full Program Coverage 
Completion (1972-1986) 
Remaining (1987-1990) 

Source: ALRP 

Area covered 
('ooo ha> 

822 
265 
557 

Beneficiaries 
('ooo> 

588 
190 
398 

1.16 Of the 822,000 ha to be covered in the revised program of OLT (and 

• 

588,000 beneficiaries), 557,000 ha (and 398,000 beneficiaries) r~mained to be 
covered under the ALRP commencing in 1987. By difference, then, the 
achievements since 1972 of OLT include the issuing of emancipation patents 
(EP) to 190,000 beneficiaries in respect of 265,000 ha of land, or 32% of 
program objectives. There is, clearly, wide scope for improving 
administrative arrangements that would speed up progress under PD 27. Tnis 
issue is addressed in Chapters III and IV of this Report. 

D. Size Distribution of Holdings 

1.17 The limited achievements of previous land reform a=ti~ities in the 
Philippines are reflected in the persistence of a skewed distribution of land 
ownership. At the bottom end of the land-owning operating scale, there were 
already in 1975 an estimated three and one half milli~? landless laborers in 
rural areas dependent upon earnings from agriculture.- This number can be 
expected to have increased substantially since that date with the continuing 
rapid population growth, the growing shortage of land, and the limited 
absorption in urban employment. The modal size of farms is in the range of 
1.0 to 2.0 hectares. About 51% of farms are below 2.0 hectares in area, 
accounting for 16% of total farm area. At the opposite end of the 
distribution, the 3.4% of the farms which are larger than 10.0 ha occupy 26% 
of the land (See Table 1.2). 

4/ Addressing Rural Poverty, p.II. 24, Chapter II of Agricultural Policy and 
Strategy Team, Agenda for Action tor the Philippine Rural Sector, 
U.P.L.B., June 19, 1986. 
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Table 1.2: SIZE DISTRIBUTION OF FARMS, 1980 

Size of Farm (ha) Percent of Farm Percent of Land 

Source: 

<0.50 a.s 0.1 
a.so to 0.99 14.2 3.1 
1.00 to 1.99 28.2 12.2 
2.00 to 2.99 18.0 13.7 
3.00 to 4.99 17.2 21.3 
5.00 to 1.00 8.3 16.6 
7.01 to 9.99 2.2 6.5 
10.00 to 24.99 3.0 14.5 
>25.00 0.4 11.5 

Derived from 1980 Census of Agriculture, Table 1.1. The 
distribution tabulated is that of operational holdings. See p. xvi 
to xviii for definitions. 

1.18 The overall distribution of farms, summed over all types of 
cropping, location, and tenure conceals a lot of variability. For example, 
the distribution of sugar farms is far more skewed than for farms as a whole 
(See Table 1.3). The modal size is in the size class of 0-5.0 ha, in which 
category there are about 60% of all sugar farms. These small farms together 
account for only about 12% of the area. At the other extreme, less than 2% of 
farms, each with more than 100 ha, together cover almost 25% of sugar area. 

Table 1.3: SUGARCANE - FARM SIZE 

Size of Class (ha) 

0-5.0 
5.01-10 
10.01-20 
20.01-so 
50.01-100 
>100 

Percent of Farms 

60.1 
15.8 
12.9 
5.2 
3.3 
1.6 

Percent of Area 

12.3 
9.7 

17 .1 
11 .8 
18.5 
24.6 

Source: PHILSUCOM, Research & Development Office: Statistical Series 
on Sugar, Vol. 1, 1982 

1.19 In addition to its skewed pattern of land distribution Philippine 
agriculture continues to be characterized by a high intensity of tenancy, 
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which is common in all the main crop types }n spite of several decades of land 
reform measures intended to eliminate it. ~ 

1.20 The skewed distribution of land ownership has several important 
implications. First, as noted previously, it illustrates the ineffectiven~ss 
of partial land reform measures, partially implemented. Second, owners of 
large farms have been alerted to the likelihood of some form of land reform, 
and particularly a reform of land operated under sharecropping or leaseh~ld 
tenure. They therefore have a strong inducement to shift away from such 
tenure to operating their farms as single units, with a highly mechanized 
technology and a small labor force. 

l.21 In 1972, when the PD 27 land reform was announced, the population of 
the Philippines was about 39 million. In 1987, it is estimated to stand at 
about 57 million, and increasing at 2.4% annually. These high rates of 
population growth combined with a limited area of cultiyable land have led to 
a reduct~?n in average farm size from 3.6 ha in the seventies to 2.58 ha at 
present.- The pressure of people upon the land can be expected to continue, 
with a rapidly-growing number of landless as a consequence. Land reform 
cannot sol~e this problem, but it can alleviate it greatly and ease the long 
process of transition to a more urban-based pattern of employment. 

E. Poverty in Rural Areas 

1.22 A high proportion of the population in rural areas, representing a 
very large number of people, remain poor in spite of high rates of economic 
growth experienced in the Philippines prior to the economic crisis of 1983. 
During the years 1970 to 1982, the Philippines recorded a growth rate in real 
GDP of 6.0% per annum, cj1pared to a rate of growth of 5.4% per annum for all 
middle income countries.- Similarly, the growth of agricultural GDP was high 
both in absolute terms and relative to the growth experience in other 
countries. Agricultural GDP grew by about 4.0% per annum ~ver the periods 
1965-1984 while the growth rates for middle incomi

1
cowitries as a group slowed 

down from 3.6% in 1965-1973 to 2.7% in 1973-1984.- Even with the gopulation 
growth rate in the Philippines of about 2.8% per annum since 1965,27 these 
high GDP growth rates translate into substantial annual gains in per capita 
production. 

1.23 This impressive aggregate and sectoral growth ~erformance has not 
translated into equivalent increases in the well-being of the poor. The 

zl See Table Bl, 1980 Census of Agriculture. 

6/ ALRP P• 2. 

7/ See World Bank, World Bank De~elopment Report 1984, p. 220. 

~/ See World Bank, World Development Report 1986 p. 182. 

9/ Ibid. P• 228. 
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available database for evaluating changes in the incidence and severity of 
poverty is not strictly comparable over time, nor do different sets of data 
yield necessarily to same conclusions. There is aome evi157ce of a reduction 
in the incidence of poverty over the period 1971 to 1983 ~ but not 
sufficient to off set the growth in population, so that the number of people 
below the poverty line increased. There is reason to doubt whether even this 
modest record does not overstate the actual achievement: over much of the same 
period, real wages are estimated to have declined (Table 1.4), modestly in 
rural areas, precipitously in Metro Manila. The conflicting data on poverty 
incidence any ?n the trends in real wages do not lend confidence to firm 
conclusions • ...! However, it seems clear at least that the poor did not share 
equally in the growth experienced in the Philippines over the period 1970 to 
1982. 

10/ See World Bank, The Philippines: Recent Trends in Poverty, Employment 
and Wages, June 20, 1985, Washington D.c. 

11/ Both the data en poverty incidence and those on real wages have 
limitations and need to be interpreted with caution. See World Bank, 
op. cit, p. 25-33. 
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Table 1.4: REAL WAGES INDEX - METRO MANILA AND RURAt AREAS 
1970-1980 (1972=100) 

Metro Manila la Rural Workers 
Year Skilled Unskilled -- Palay Sugarcane Coconut 

1970 114.4 111.6 99.8 109.8 97.l 

1971 105.1 104.l 97.2 99.5 105.0 

1972 100.0 1~,.o 100.0 100.0 100.0 

1973 92.4 90.0 89.7 122.3 94.l 

1974 75.6 12 .a. 83.7 105.2 94.8 

1975 12.1 72.9 91.7 128.6 100.9 

1976 71.2 72.3 117. 7 113.4 113.2 

1977 72.9 70.4 11~.9 158.3 110.9 

1978 76.l 68.3 117 .9 134.l 113.8 

1979 70.8 60.7 101.8 124.3 99.8 

1980 63.7 53.4 85.3 104.1 85.3 

1981 84.6 100.3 94.6 

1982 84.4 97.8 97.8 

/a Laborers in industrial establishments in Metro Manila. 

Source: World Bank, The Philippines Recent Trends in ~overty Employment and 
Wages, 1985, Report. No. 5456-PH, p. 28-29 

1.24 With the economic crisis of 1983 and the low or negative per capita 
GOP growth since then, the incidence and severity of poverty can be expected 
to have worsened considerably. There are no c~mparable data available which 
track the incidence of po'lerty over recent years. However, recent studies by 
NEDA and the 1985 Family Income and Expenditure Survey, conducted by the 
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National Central ~~1tistical Office (NCSO) provide a profile of poverty in 
respect of 1985. ~ 

1.25 These data show that, in 1985, 62% of all Philippine families lived 
in rural areas and that 63% of these had incomes falling below the poverty 
threshold. By comparison, the incidence of poverty in urban areas was 52%. 
Overall, about two-thirds of all poor families were rural ones. 

1.26 The causes, as well &; the incidence of rural poverty, vary among 
regions. Some contributing causes may, however, be identified. First, the 
growth of urban employment, drawing labor from low income activities in rural 
areas, has been modest, being 3.6% p.a. from 1976-82. The slow growth of 
alternative employment opportunities, co~~ined with high population growth 
rates and limited labor force absorption in agriculture, is reflected in very 
high rates of underemplo?Jllent in agriculture. These are estimated to have 
been as hf ~7 as 60% or more among the poor and about one-half that amoug the 
non-poor.~ Reflecting these pressures in the rural labor market, real wage 
rates for laborers engaged in agricultural operations have declined over the 
period from 1970 to 1982 for major cropping activities such as rice and 
sugarcane, while remaining about the same at the end of the period as at the 
beginning for coconut production. 

1.27 Second, trad2 policy, with heavy protection for manufacturing 
combined with taxes, levies, quotas for many agriculture export commodities, 
has discriminated against agriculture. Such trade policies have reduced the 
real terms of trade of the sector and have slowed its rate of growth. 

l.28 Third, unlike many other countries in the region, including Japan, 
Korea and China a comprehensive land reform has not yet been implemented in 
the Philippines. The consequential skewed distribution of land holdings and 
high incidence of tenancy are important contributing causes of rural 
poverty. 

F. Lan~ Reform as a Basis for Future Development 

1.29 Previous land reforms in the Philippines, both in intent and in 
effect, involve~ improving the tenure status of existing tenants, providing 
them with secure leaseholds instead of share tenancies or providing freehold 
to the land they tilled. In this way, the size of the farm as an operating 
unit and its stucture were both left largely unchanged. It is i'ot surprising, 
therefore, that this form of land reform appears to have had little effect on 

12/ This study uses a different poverty threshold from those referred to 
above, so the evidence of poverty cannot be compared. 

13/ "Underemployment" is defined as working less than 60 days. See World 
Bank, The Philippines: Recent Trends: Poverty, Employment and Wages, ~ 
cit, P• 26. 
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farm producti v:.ty .ill In the long(;.r term, however, a reform as far-reaching 
as that proposed in the ALRP could be expected to have significant development 
impact. 

1.30 First, the land reform is likely to lead to a substantial immediate 
increase in the disposable incomes of most beneficiaries, if the Government 
accepts the Mission's recommendations that no amortization levies be charged 
(See Chapters II and V). The longer term impact depends, however, upon these 
income increases being translated into higher farm savings and investment and 
upon the effectiveness of the Government in delivering essential inputs and 
investments affecting farm productivity. The e~perience of the Bank in its 
own programs and policies and the experience also of its borrowing members is 
that investments and projects intended to increase agricultural productivity 
have broy!?t few benefits to those not owning land - landless laborers and 
tenants.~ The longer term effects of a land reform, then, ~~e in its 
restructurin~ of the ownership patterns of rural society so that a much larger 
proportion of the population can be reached by, and can benefit from, 
productivity-increasing projects and interventions in the agricultural sector. 

1.31 Second, it is significant that a common feature of those economies, 
such as Japan and Korea which have experienced ra~id economic growth 
associated with equity - such that the benefits from growth were not 
concentrated mainly among the wealthy - are those in which an effective and 
comprehensive land reform have been implemented. Based on the experience of 
these countries, there is therefore no reason for concern that a far-reaching 
land reform is likely to be inconsistent with rapid economic growth. There is 
good reason to believe that it is consistent with rapid social development. 

1.32 Third, with its long history of attempts at land reform, the issue 
of reform has long been on the agenda in the Philippines. With its fast
growing population and its effectively-closed land frontiers, there will be 
continuing pressure on the land and continuing agitation for reform. The 
uncertainity engendered by the prospects of a land reform at some indefinite 
time in the future is not conducive to investment in agriculture. The 
Government's implementing the Constitutional mandate for a comprehensive 
reform will resolve this uncertainty, and can be expected to pave the way for 
a subsequent expansion of both public and private investment and increased 
agricultural productivity. 

14/ Addressing Rural Poverty, op. cit, p II. 61. 

15/ World Bank Focus on Poverty, Washington D.C., Revised Edition, February 
1983 (ISBN0-8213-0134-8), P• 12-13. 
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II. THE ACCELERATED LAND REFORM PROGRAM: SCOPE AND EQUITY IMPACT 

A. The Main Objectives 

2.1 The objectives of the Accelerated Land Reform Program are set out in 
the draft proposal as follows: 

The proposed program aims to spur rural development by hastening the 
implementatiot ~d expanding the scope of land reform in the 
Philippines. 1nis is with the end in view of eliminating social 
injustice, improving econcmic conditions, and promoting political 
stability in the countryside. Thus, the implementation of a genuine 
and comprehensive land reform as envisioned by the program will be 
the linchpin of the country's economic recovery. While 
redistributive justice and equity are the fo~emoat concerns of the 
Program, productivity improy1ment is also addressed to realize the 
full impact of land reform.-

2.2 The primary objective of the ALRP can thus be seen to be redistribu-
tive justice and equity. This objective is served by improving the present 
incomes (and the access to higher incomes in the future) of the poorer 
segm~nts of rural society more than the incomes of the wealthy. 

2.3 Productivity improvement is included as a secondary objective of the 
proposal, not as an end in itself but as a m~1ns of better realizing the 
primary objective of redistributive justice.- That is, it is recognized that 
sustained higher incomes for land reform beneficiaries require improvements in 
their productivity as well as the transfer of land ownership. In this 
instance, then, productivity improvement serves both the ends of redistri
butive justice and of economic growth moee ~enerally. 

B. The Scope of the ALRP 

2.4 As noted in th~ previous chapter, the ALRP differs from previous 
land reform activities in the Philippines in being comprehensive and not 
restricted to particular crops or land tenure types. Unlike the past, the 
present proposal includes scme significant components which should provide 
direct benefits to the landless. Consequently, the ALRP is a very large 
program both ~n terms of the number of people and the area of land involved. 
This is true not only in absolute terms but also relative to previous 
experience both in the Philippines and in other countrieP. Table 2.1 which 
contains summary measures of the coverage and time frame of various land 
reforms, puts the Philippines proposal in international perspective. The ALRP 
targets are ambitious and will severely test the capacity to implement them. 
Nonetheless, they are not unprecedented by international standards. 

1/ ALRP, op. cit., P• (i). 

2/ Productivity improvement, of course, is itself an objective of other 
government policies and programs. 
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Table 2.1: AGRARIAN REFORMS COMPARED 

CountrI Reformed Area (ha) Households Time 2eriod 

South Korea 577 ,320 1,646,100 1948-1958 /a 
Mexico 81,456,500 2,772,300 1915-1976 71) 
Chile 9,861,500 272,400 1965-1973 Tc 
Peru 8,296,100 359,600 1969-1979 7d 
Nicaragua 1,766,300 83,300 1979-1985 Te 
Japan 2,000,000 4,300,000 1946-1949 n 
Philippines (OLT) 265,000 190,000 1972-1985 ~ Philippines ALRP (ABC) 3,654,000 2,257,000 1987-1992 
Philippines ALRP (D) 3,820,000 1,169,000 1987-1992 ~ 
Source: See notes in Annex 1 

2.5 The average area per beneficiary household in Programs A, B and C in 
the Philippines reform is about 1.6 ha. This is much less than the average of 
29 ha per beneficiary in Mexico, for example, which included some large areas 
of arid and sparsely settled land. It is, however, about three times as la~ge 
as that in the more comparable countries of Japan and South Korea, both of 
which allocated slightly less than 0.5 ha per beneficiary. It would appear, 
therefore that there may be some scope in the Philippines for reducing the 
plot size somewhat in order to accomodate more beneficiaries. 

2.6 Further, the retention limit (the amount of land which can be 
retained and cultivated by the landowner) in Japan and Korea was about 3.0 ha, 
or about six times the average area per beneficiary. This ratio of plot size 
to retention limit effectively reduced the degree of skewness. In the 
Philippines, by contrast, the retention limit proposed for a large part of the 
land reform is as high as 24.9 ha, or about 16 times the average plot size. 

2.7 Such a high retention limit has a number of implications. First, it 
would produce a post-land reform distribution of farms still heavily skewed by 
East Asian standards, an outcome contrary to the objectives of the reform 
process itself. Second, by restricting the range of the reform, it reduces 
the number of beneficiaries among the landless who could otherwise be 
reached. Third, retaining this limit for part of the ALRP only, with a low 
limit in other parts of the Prog~am (rice and corn lands) would create 
incentives for landowners to shift cropping patterns in order to qualify for 
the higher retention limit - a prchably significant source of production 
inefficiency. Fourth, with a 24.9 ha retention limit and a past history of 
land reform directed at eliminating tenancy, there would be strong incentives 
for landowners to adopt mechanized and labor-displacing production techniques 
in order to keep their farms outside the ambit of land reform regulations·. 
Thus the high retention limit is likely to foster the adoption of a technology 
not in accordance with the relative factor scarcities in the Philippines. 
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2.8 For these and other reasons presented in Chapter IV, the Mission 
reconunends that a uniform 7 ha retention limit be adopted in the ALRP and 
enforced from the start. The area available for distribution increases by 
about 1.2 million ha. The implications of this recommendation for 
administrative procedures are brought out in Chapter IV, and for costs in 
Chapter VI. 

c. Components of the ALRP 

2.9 The Accelerated Land Reform Program consists of four main Programs, 
A, B, C and D, each of which in turn contains a number of components. A 
swmnary listing of the ALRP showing the areas to be covered and the number of 
farmer/beneficiaries is presented as Table 2.2. The separate Programs are 
described below. 



.Program 

A 
B 

c 

D 

A+B+C 

A+B+C+D 
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Table 2.2: ALRP PROGRAMS: AREA AND BENEFICIARIES 

Land Type(s} 

Tenanted rice and corn land 
Total, of which -

Voluntary offers 
Idle and abandoned lands 
Expropriated lands 
Foreclosed/Foreclosable 
lands 
Sequestered lands 

Total, of which 
Haciendas under labor 
administration 
Tenanted nonrice/non
corn lands 

Total, of which 
Public alienable and 
disposable lands 
Forest lands 

ALRP Estimates 
No. of farmer. 

Area (ha) beneficiaries 

557,000 
939,000 
300,000 
189,000 
100,000 

300,000 
50,000 

2,158,300 

1,516,450 

622,050 

3,820,000 

1,350,000 
2,470,000 

3,654,300 

7,474,300 

398,000 
670,700 

1,188,100 

1,169,000 

2,256,800 

3,425,800 

Mission Estimates 
No. of farmer 

Area (ha} beneficiaries 

557,000 
469,500/a 

3,345,400/b 

3,820,000 

4,371,900 

8,191,900 

398,000 
335,400/a 

1,841,600/b 

1,169,000 

2,575,000 

3,744,000 

/a Assuming a 50% reduction in coverage because of the uncertainty about land availability. 
7b Due to the reduced retention limit of 7 ha vs 24.9 ha, the area available for distribution 

under Program C increases by about 55%. 

Source: ALRP, Department of Natural Resources, and Mission estimates. 

Program A 

2~10 Program A involves the completion of Operation Land Transfer (OLT), 
the land reform activity commenced in 1972. Under this program, title to the 
land will be given to tenants on rice and corn holdings over 7 ha in size. 
The area covered is 557,000 ha, with 398,000 farmer/beneficiaries each 
receiving freehold title to a plot with an average size of 1.4 ha. 

Program B 

2.11 While Program A represents the completion of a land reform process 
initiated over fourteen years ago, Program B represents an expansion onto 
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lands not hitherto covered by 11nd reform. This program is designed to be 
implemented under existing legislation, not requiring new legislative action 
either by the President or by the new Congress when it assembles. The 
categories of land under this Program represent a miscellany of lands which 
are ex9ropriatable under various pieces of existing legislation and are 
defined by their legal status, rather than by their main crop activity, their 
size, or their geographical location. 

2.12 Progam B covers lands voluntarily offered or expected to be volun-
tarily offered (300,000 ha), idle and abandoned lands (189,000 ha), 
expropriated lands (100,00g/ha), foreclosed and forecloseable lands (300,000 
ha) and sequestered lands - (50,000 ha): a grand total of 939,000 ha 
available for 671,000 beneficiaries. 

2.13 There is very little information on the area of farmland actually 
available under these categories, its location, its present occupancy and its 
cropping status. For example, it seems most unlikely that 300,000 ha of good 
quality land will be 0 voluntarily offered" for land reform. Experience in 
previous land reform episodes suggests 47at what small quantities were offered 
were unproductive or improperly titled.- It is difficult to find reasons why 
landowners in large numbers should voluntari~y offer their land for land 
reform purposes unless it were unproductive and with a market value less than 
the present value of the compensation package offered by Government for 
expropriated lands. Similar considerations apply to idle and abandoned lands 
which, almost by definition in a land-starved country with a rapidly-expanding 
population, are unlikely to be fertile and accessible. 

2.14 "Expropriated lands" include land which have been expropriated by 
the Government under Agrarian Reforms Code, or for other purposes under other 
applicable laws as pursuant to its power of eminent domain. The Mission also 
understands that most of this category consists of land to be expropriated 
pursuant to the Agrarian Reforms Code, which explains why the cost of such 
land is included in the cost of ALRP in the March 13 proposal. Even an 
estimate of the mix of these two types of expropriated land is not presently 
available. 

2.15 An area of 300,000 ha has been estimated to fall into the category 
of "foreclosed/foreclosable lands". Mission enquiries at DAR and at the banks 
(DBP, PNB and LBP) suggest that only about 10,000 ha had been foreclosed at 
the time of the Mission (March 1987) and that no more than 75,000-100,00 ha 
were classified by the Banks as foreclosable. "Foreclosed" and "foreclosable" 
land includes lands which can only be physically obtained by the creditor 
institutions after the lapse of the one year redemption period permitted to 

3/ 

4/ 

Lands determined to have been illegally acquired during the previous 
administration. 

Wurfel, David, "The Development of Post-War Philippine Land Reform: 
Political and Sociological Explanations", (full reference to be 
supplied). 
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debtors under the Civil Code. This will further reduce the scope of land 
immediately available under these categories for distribution under Program 
B. Finally, there are uncertainties also concerning the area of land which 
has been or which will be sequestered. 

2.16 Because land in Program B is defined by its legal status and the 
lands to be brought under other Programs are defined by such cross-cutting 
categories as "tenanted rice and corn land" or "haciendas under labor 
administration", a given piece of land could potentially be subject to land 
reform under more than one Program~ For example, a tenanted rice farm 
(Program A) may have been sequestered (Program B). Again, it is known that a 
substantial area of f oreclosable land (Program B) is presently operated as 
"haciendas under labor administration (Program c, to be described below) 

2.17 It is simply not possible at present to identify the extent of such 
overlaps, nor is it clear how potentially overlapping land has been allocated 
among the different programs. However, it seems prudent to regard the area to 
be included }n Program B as an upper limit and as requiring further 
def inition.2- The need for clearer definition and identification of land to 
be brought under the Program underlies the importance which attaches to the 
immediate implementation of a program of land registration. This is an action 
planned by Government, and is discussed in Chapter IV of this Report. 

2.18 Even with this system of land registration in place, it should be 
noted that Program B may present more difficult problems of implementation 
than the other programs. This flows from the fact that land in any of the 
various categories of Program B is likely to be scattered over any or all of 
the agro-climatic zones of the Philippines, rather than being more 
concentrated, like irrigated rice lands in Program A. 

Program C 

1.19 Unlike Programs A and B, Program C requires new legislative 
authority. Program C will cover 1,500,000 ha of "haciendas under labor 
administration" and 622,050 ha of tenanted nonrice/noncorn land, with a total 
of 1,188,057 beneficiaries. 

2.20 The second component is a straightforward extension of Program A 
into new cropping areas, that is, to nonrice and noncorn lands. 

2.21 The first component extending land reform to the haciendas (mainly 
but not only devoted to sugar and coconut production), breaks new ground for 
the Philippines. It is intended to provide land to the presently landless-
the regular labor force employed upon the haciendas and plantations. Among 

51 This is recognized in the ALRP, p. 26. The Inter-Agency Task Force is 
currently rPvvising the estimates of land areas under Program B. In com
puting the costs of the ALRP, the Mission assumed that the area available 
for distribution under Program 8 was only half of ALRP estimates (See 
Chapter VI). 
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the various components of the ALRP, it will provide direct benefits to the 
largest number of landless workers. 

2.22 In contrast to Program B, the lands to be included in Program C are 
clearly defined and are likely to be accessible. The mode of the reform and 
how it will apply to different areas, crops, and types of hacienda has not yet 
been specified. For example, whether the haciendas will be operated as a unit 
under joint ownership of the present work force, or as a production 
cooperative either indefinitely or during a transition period, or whether the 
land witl be immediately sub-divided among the beneficiaries - these are 
merely some of the possible modes of operation. The nature of such 
arrangements is likely to have an important bearing upon the productivity of 
the land, particularly in the first few years after the land reform. 
Experience elsewhere suggests that there is a possibility of a temporary loss 
in production--or at least in the marketed surplus--in the period immediately 
after a land reform, where the reform involves a change in management 
structure unless measures are taken to ease the transition. Some suggestions 
are presented later in the Report. 

2.23 In the longer term, and after a transition period which might 
involve some form of cooperative or corporate farming, the effect of the land 
reform is likely to be to replace the hacienda structure with smallholder 
farming. The effect on productivity is likely to be positive. Hayami and his 
co-workers have noted that "The establishment of a structure consisting of 
relatively homogeneous family-sized farms can be argued as desirable 
(especially in low-wage economies such as the Philippines) in achieving the 
goals of equity and efficiency. In terms of the latter goal, it has been 
found that small-sized farms are the most efficient form of agricultural 
production organization utilizing available land intensively as welg

1
as in 

maximimizing the use of family labor of low cost opportunity cost".-

2.24 Hayami et al argue persuasively that smallholder production is 
efficient for tree crops, ~otably coconuts, coffee, and cacao. So far as 
sugar is concerned, they were impressed by the relative efficiency of 
scheduling small producer deliveries to the mills observed in the Philippines 
(see Annex 2). They expressed some reservations concerning yield relations on 
large versus small £arms. However, while lar~~r sugar farms in the 
Philippines tend to have higher yields than smaller farms, these higher yields 
are not sufficient to compensate for the highe,

1
costs per ha of fertilizer, 

mechanization and other inputs on large fartr~.- Second, experience in other 
parts of the world shows that concentration of land ownership is a deterrent 
to diversified farming systems, so that the present pattern of ownership of 

6/ Yujiro Hayami, Ma Agnes R. Quisumbing and Lourdes s. Adriano, "Grassroot 
Conditions of Philippine Land Reform", (Proce.1sed), Aoyama Gakuin 
University and UPLB, March 1987. 

7/ World Bank, The Philippines: Sugarland Diversification Study, p. 32. 
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~ugarland31 in the Philippines slows down the much-needed restructuring of the 
industry.-

Program D 

2.25 Program D includes a set of components which, basically, are 
intended to regularize and democratize the access to publicly-owned land and 
to some other land-based natural resources. Because this Program applies only 
to lands in the public domain, issues of compensation to landowners, which are 
of major importance in Programs A, B and c, do not arise. Program D does not 
therefore involve land reform as it is commonly understood - that is, the 
expropriation and reallocation of private land. 

2.26 It is, nonetheless, an importe.nt program which will affect the lives 
and well-being of significant numbers of people. It is seen by the 
Government, and this is a viewpoint with which the Mission fully concurs, as 
an essential complement to land reform in the private domain. Program D 
contains several components. 

2.27 One, it is proposed to transfer ownership rights on a freehold basis 
on 1.35 million ha of presently cultivated public land to some 675,000 farmer 
beneficiaries currently occupying the land. These lands have been, or are 
expected to be in the near future, declared as "alienable and disposable" 
lands which can be transferred from the public domain to private ownership 
with full title. 

2.28 Two, a further 2.47 million ha of forest lands will be allocated to 
494,000 ALRP beneficiaries under a variety of land-holding arrangements which· 
fall short of freehold ownership. The lands in this second category are 
generally in ecologically fragile areas end are mainly on very steep 
terrain. Most is already occupied, some with quite dense populations. 
Occupants will have their position regularized under individual or community 
long-term stewardships, leaseholds or proclaimed reservations. Such 
flexibility in land-holding arrangements on these lands is to be welcomed, 
both to achieve environmental protection as well as to arrive at arrangements 
satisfactory to the diversity of needs of the occupants. These last range 
from people occupying ancestral lands they have held for many generations to 
newer arrivals from the lowlands, and include land used commercially, land 
occupied by individual occupier/users, land under various forms of tenancy 
arrangements (some with primary "occupants" who in fact live elsewhere and act 
like absentee landlords), and land held conunercially. The difficulties in 
regularizing the legal position of the occupants in the face of such diversity 
and ecological fragility should not be underestimated. (See Chapter III). 

2.29 Three, substantial reductions are being considered in the maximum 
allowable areas for large scale concessions or leases in public lands or of 
public resources, such as pasture lands, minerals, quarries, agro-forestry 
farms, fisheries and forests. The conditions for these leases or concessions 

8/ Ibid. P• 29. 
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are also being reviewed, particularly with a view to charging more realistic 
fees or royalties for access to these public resources. The Mission was 
advised that consideration is being given to introducing an auction or 
tendering system for these resources, in order to reduce the opportunities for 
graft and corruption. The Mission strongly endorses this proposal, 
particularly as its implementation should ensure a substantially greater flow 
of resource rents to augment Government revenues. 

D. The Equity Impact of the ALRP 

2.30 In a long-term developmental context, the equity impact of the ALRP 
will depend not only upon the nature of the land reform itself and how it is 
implemented but also upon the mix of other policies and the development 
strategy pursued by the Government. In particular, the well-being of the poor 
in rural areas is significantly affected by the ability of the cities to 
absorb an increasing labor force into productive employment. In turn, the 
effective pace of employment growth is strongly conditioned by trade and 
investment policies and by the rate of growth of p?pulation. A comprehensive 
land reform was one of the starting points for the conspicuously successful 
egalitarian growth performances of several East Asian countries. Other 
essential elements included investment in human capital and an expo~t-oriented 
growth strategy for manufacturing. 

2.31 The complementary policies and investments accompanying and 
following the land reform are at least as important to its eventual success as 
are the ways in which it is designed and implemented. Accordingly, the land 
reform of itself cannot be expected to solve all long-standing problems of 
rural poverty; it is not a panacea. But, combined with appropriate post
reform policies and investments, it can make a significant contribution to 
development. 

2.32 More immediately, the equity effect of the ALRP may be considered in 
terms of its impact upon the distribution of income (and of wealth) and it 
might, in principle, be measured by the extent to which it reduces the disper
sion of that distribution, or the degree of inequality. In turn, reducing 
inequality involves some combination of reducing the incomes of those at the 
top of the distribution while increasing those at the bottom without, 
presumably, leading to an overall lowering of the mean level of incomes. If 
this standard definition is accepted, then the equity impact of the ALRP will 
be greater the lower the terms of compensation to large landowners (beth in 
absolute terms and relative to small landowners) and the larger the element of 
transfer to poor beneficiaries. The effect of the ALRP upon landowners is 
largely determined by the land valuation principles and procedures adopted and 
by the financial package offered in compensation. These issues are discussed 
in Chapters III to V. 

2.33 In the short term, the distributional impact of the ALRP upon 
beneficiaries depends upon (i) their income levels prior to the reform and 
(ii) the net income increases due to the land transfer, making allowance for 
the amortization conditions and short-term changes in productivity, if any. 
In the longer term, productivity changes influenced by post-land-reform public 
policies ~nd projects in the agricultural sector are of major significance. 
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The Mission did not focus on the impact of the ALRP on tenants working on 
farms which are below the retention limit, since their status would remain 
essentially unchanged. However, it may be necessary for the Government to 
take steps to ensure that their right to continue access to the land they are 
tilling is protected. 

2.34 The immediate equity impact of the ALRP so far as beneficiaries are 
concerned can then be broken into three questions. The first of these turns 
on the identification of beneficiaries. Are they among the poor or are they 
relatively well-off compared both with others in rural areas and from a 
national perspective? The second concerns amortization conditions. Do these 
permit a significant immediate increase in the incom~s of beneficiaries? The 
third concerns productivity changes. Are there grounds for expecting 
productivity changes, either positive or negative, which might have an impact 
upon the well-being of beneficiaries (and indeed, upon productivity and growth 
of the agricultural sector more generally)? 

2.35 The Mission has reviewed international experience concerning 
productivity changes and particularly concerning the productivity of small 
versus large farms. This review is contained in Annex 2 to the report. 
Several conclusions emerge. First, the land reform based upon PD 27 involved 
no discernible change in productivity. This probably is due to the fact that 
PD 27 did not involve major changes in the operating size or management 
structure of farms. Instead, existing tenants received title to the land. 
Second, the international evidence points strongly to the conclusion that land 
is more intensively used on small rather than on large farms. In a land
constrained agricultural economy, therefore, the medium-term impact upon 
productivity can be expected to be positive. 

Land Reform Beneficiaries 

2.36 The beneficiaries under the ALRP fall into three main groups. The 
first are tenants, either with fixed rentals or share rentals, mainly but not 
entirely on rice and corn lands. Tenants under a wide range of tenure 
arrangements and intercropping patterns are also significant on coconut 
lands. The second group includes landless workers employed on haciendas and 
plantations either resident there, employed regularly but resident nearby, or 
migratory workers employed more sporadically. The third main group is made up 
of occupants of land classified as public domain land. This last group is 
very heterogeneous with widely-varied antecedents (including members of tribal 
groups long settled in particular locations and with rights in the land, as 
well as recent migrants from the lowlands) and widely-varied production 
activities. 

2.37 Members of these groups, by and large, are undoubtedly among the 
poor. In making this judgement, the Mission has used the family income 
poverty threshold for 1985 estimated by NEDA. For rural families of six 
individuals, the threshold income is P2,066 per month or P24,792 per annum. 
At current exchange rates, this is equivalent to an income level of $203 per 
annum per head. The level of an appropriate poverty threshold income (for 
which no completely objective criteria are available) is a controversial issue 
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in the Philippines.2/ However, the income levels of most likely land reform 
beneficiaries fall so far below the poverty threshold that they are "poor" by 
any reasonable standards, and it seems pointless to attempt to refine further 
the definition of poverty for present purposes. 

Incomes of Tenants Growing Rice, Corn, and Sugar (Programs A, B and C) 

2.38 Based on data contained in the ALRP, family income estimates per 
hectare and per farm for four cropping types are presented in Table 2.3. The 
average annual family income of tenants before the implementation of ALRP is 
estimated to be P4,397 for rice, P3,257 for corn, and PS,443 for sugar. These 
income levels are far below the poverty threshold income estimated by NEDA (P 
24,792) which is referred to above. Undoubtedly, then, the tenant candidates 
for receiving land under the ALRP are likely to be poor. 

2.39 Under the ALRP, b~neficiaries under Programs A, 8 and C (but not 
under Program D) are required to pay for the land they receive, amortizing it 
over 30 years at 6% annual interest. The net effect upon the incomes of 
tenant beneficiaries is then constituted by the increase in their disposable 
income due to their oot having to pay a share to the landlord minus the 
amortization charges. The conclusion from these calculations is that if 
farmer/beneficiaries are required to pay the amortization charges proposed 
under the ALRP there is little inunediate prospect for them of an increase in 
family income. In fact, for farmers growing rice, corn and sugar, the 
disposable family income after paying amortization charges would be lower 
compared to f4Jllily income before the ALRP (Row 11 vs. row 8 in 
Table 2.3).!Q.' These calculations were repeated using farm gate rather than 
support prices and using lower land values based on tax assessments; the 
results are similar and the conclusions remain unchanged (see Table 2.4). Too 
much reliance should not be put upon the exact values of the data used in 
these calculations. However, it is clear that there would be little prospect 
for ALRP beneficiaries to receive an inunediate increase in their disposable 
income due to the land reform, if they were faithfully to adhere to the 
schedule of amortization charges. 

9/ For an excellent review, see, Addressing Rural Poverty, op. cit. 

10/ Coconut is an anomalous case and has not been included in the 
calculations: the landlord's share presented in ALRP (66.6%) probably 
does nol take account of the fact that the tenant usually receives a 
larger share of the intercrops. 
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Table 2.3: CHANGE IN FARM AND FAMILY INCOME 
(Based on ALRP Data) 

Variable Unit -
Gross value of Production P per ha 

Cost of Production P per ha 

Net Return P per ha 

Landlord's Share lJ! Percent 

Net Return to Tenant P per ha 

Farm size ha 

Farming income P 

Family income before P 
Land Reform /c 

Family income after P 
Land Reform /d 

Amortization payment P 

Disposable Family Income !.!! P 

Increase in Disposable 
Family Income with: 

{i) ALRP amortization /£ 

{ii) No land charges ~ 

Excludes 40% share to mill. 

Percent 

Percent 

Rice 

9275 

6150 

3125 

33.3 

2094 

1.4 

2932 

4397 

5841 

2033 

3808 

-13.4 

32.8 

Corn 

5765 

3450 

2315 

33.3 

1551 

1.4 

2171 

3257 

4327 

2033 

2294 

Sugar 

9288 /a 

6408 /a 

2880 

30.0 

2016 

1.8 

3629 

5443 

6998 

2613 

4385 

-29.6 -19.4 

32.8 28.6 

The share to landlord presented in ALRP ref P.r to gross income rather than 
net. This leads to an implausibly low net return to the tenant (negative 
in one instance) and has been interpreted here as a share in the net 
income. 
Based on the average ratio (1.5) between total earnings and farm income 
for farm families contained in the Integrated Survey of Households. 
Calculated as Family income Before Land Reform (row 8) plus landlord's 
share (row 3 x row 4 x row 6). 
Row 9 minus row 10. 
Percent change row 11 over row 8. 
Percent change row 9 over row 8. 

Source: ALRP. 
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Table 2.4: CHANGE IN FARM AND FAMILY INCOME 
(Revised Estimates) 

Row 
No. Variable Unit Rice Corn -
1 Gross Value of Production /a P per ha 7,473 5,400 

2 Cost of Production P per ha 6,150 3,450 

3 Net Return P per ha 1,323 1,950 

4 Landlord's Share 33.J 33.3 

5 Net Return to Tenant P per ha 882 1,300 

6 Farm size ha 1.4 1.4 

1 Farming income p 1,235 1,820 

8 Family income before p 1,852 2,730 
Land Reform 

9 Family income after p 2,470 3,640 
Land Reform 

10 Amortization payment !..£ 1,715 983 

11 Disposable Family Income /d 755 2,657 

Increase in Disposable 
Family Income with: 

12 (i) Amortization /e -60% -3% 

13 (ii) No land charges /f Percent 33.3 33.3 

/a Based on 19 186 average farm-gate prices (see Annex 4). 
7b Excludes 40% share to mill. 
Tc Based on tax-assessed land value. 
7d Row 9 minus Row 10. 
Te Percent change Row 11 over Row 8. n Percent change Row 9 over Row 8. 

Source: ALRP and Mission estimates. 

Sugar 

15,480 1.2. 
12,600 /b 

2,880 

30.0 

2,016 

1.8 

3,629 

5,443 

6,998 

1,880 

5,118 

-6% 

28% 
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2.40 The experience in implementing Operation Land Transfer under PD 27 
was that the farmers' record of compliance with amortization payments was very 
poor. Similar poor compliance is expected in the ALRP and is reflected in the 
very low

1
cqllection rates of amortization payments which have been 

assumed ..... !/ Of course, were this expectation to be realized (and there is no 
reason to believe to the contrary), then the actual average increase in family 
disposable income associated with the ALRP would be larger, due to the failure 
of farmers to meet amortization payments. In turn, this would iJply a more 
substantial equity impact than otherwise would be ~he case. 

2.41 However, che Mission is concerned that the main equity impact of the 
ALRP in the short term should not be due to the non-compliance of the 
beneficiaries and the associated poor collection record of amortization 
payments. Accordingly, it has estimated the financial cost to Government of 
providing the land to beneficiaries at a one-time fee for the transfer of 
title, with no amortization charges. The net cost to Government of such a 
proposal is likely to be neglible because of a combination of factors. These 
are the length of the amortization period (30 years) so that annual payments 
are small, the low collection rate, and the high cost of collection (See 
Chapter V for details). However, the increase in the net income of 
beneficiary families would be very significant. With no land charges to 
beneficiaries, the immediate increase in net disposable income expected is 
about 30% (see row 13 in Tables 2.3 and 2.4). 

11/ See Chapter v. 
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2.42 The Mission recommends this modification of the ALRP for 
consideration by the Government, as a proposal which promises a substantial 
improvement in achieving the equity objective of the Constitution and of the 
ALR? at little increase in cost to the Government. 

Landless Workers Employed on Haciendas and Plantations (Program C) 

2.43 No reliable and up to date information is available concerning the 
average earnings of landless workers employed on haciendas and plantations. 
There is no reason to believe that their earnings exceed those of the tenants, 
reported in Tables 2.3 and 2.4. However, it is clear that the position of 
these workers has deteriorated in recent years, associated with the severe 
de~line in the sugar industry. It has been estimated, for example, that over 
100,000 of the about 500,000 annual employees in sugar pry~yction were · 
unemployed or seriously underemployed by the end of 1985.~ Malnutrition is 
reported to be widespread among the families of sugar workers in Negros 
Occidental where plantations have customarily employed over 200,000 workers. 

2.44 On sugar lands, there is approximately one worker employed per ha. 
Of the hired work force, about 73% live and work regularly on farms, about 25% 
live in Y!1rby villages and work seasonally, and about 2% are migrant seasonal 
workers.~ The regular workers, in particular, presently have no access to 
land to produce food to supplement family wage employment. Such landless 
workers are the main beneficiaries under the first component of Program c. 

Occupants of Lands in the Public Domain (Program D) 

2.45 Present occupants of lands in the public domain fall into three 
broad groups. The first, claiming an average of 2 ha per family, occupy lands 
which are classified as "alienable and disposable" for private ownership. 
These are generally the lower lands on gentler slopes. The second group, 
claiming an average of 3 to 10 ha, occupy much steeper and usually forested 
land, often employing slash and burn cultivation. The third group are tribal 
people whose claims to land date to the earliest times. 

2.46 The Department of Natural Resources (DNR) estimates that the family 
income levels of these groups are about the equivalent of P2,000 per annum 
(about US$100 for a family of 6). These estimates include an imputed 
valuation of food produced for family consumption, mainly cassava and gabi 
{yam). Income estimates at such low levels are difficult to interpret and 
they cannot be compared meaningfully in terms of some fr; ction of urban wage 
equivalents. However, these settlers on public domain la, 1s are undoubtedly 
among the poorest of the poor. 

12/ World Bank, The Philippines: Sugarlands Diversification Study, Report 
No. 6042-Ph, Washington o.c., 1986. 

13/ World Bank, Philippines: Sugarlands Diversifiction Study op.cit., p. l. 
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2.47 Giving title to the land or conditional long-term leases would not 
of itself inunediately increase the family income levels of occupants of public 
domain land, in contrast to the previously-discussed groups of land reform 
beneficiaries - tenant farmers and landless workers. Instead, by guaranteeing 
security of tenure, it would provide greater incentives for occupants to 
improve their land. Regularizing and legalizing their position would also 
transform these people into legitimate claimants for development assistance 
and for community services provided out of public funds. In this way, the 
reform in the public domain is a necessary condition for income improvements 
for this impoverished population. It is not, however, sufficier.t, and will 
require large expenditures on development and on community facilities. 

Aggregate Impact on Equity 

2.48 Taking the four Programs together, there are about 3.4 million 
beneficiary families, or about 20 million people, under the ALRP. Most of 
these are likely to be poor relative to the NEDA poverty threshold family 
income. UsiY!tthe same criterion, there are about 22 million poor people in 
rural areas.~ The ALRP, then, will bring some benefits to a substantial 
segment of the rural people who are in poverty. It will not, however, reach 
them all. Nor will it lift all the beneficiary families out of poverty. It 
should, however, alleviate their condition and thereby ease the transition to 
an economy in which a much larger proportion of the population are employed 
outside agriculture. 

2.49 The aggregate impact, noted above, conceals an important 
consideration. This is that of all the ALRP Programs, the first component of 
Program C dealing with haciendas under labor administration is the one which 
will provide direct benefits to the largest number of landless farm workers. 
f )r this reason the Mission considers Program C to be of particular 
importance. As presently planned in the ALRP, however, Program C is not 
scheduled to commence until 1989. The Mission considers that Program C is 
particularly significant to the overall equity impact of the ALRP and 
recommends therefore that the date of its implementation be advanced to 
1987. The recommendation is given added point by the fact that a delayed 
start to Program C is likely to reduce its effectiveness (see Chapter IV, 
Section D). 

E. Related Schemes 

Voluntary Land Sharing 

2.50 Encouraging voluntary land sharing is included among the transition 
measures included in the ALRP. The draft is not specific as to the terms of 
such transfer - indeed, it encompasses any terms voluntarily agreed between 
landowner and beneficiary. However, it proposes that "any land in excess of 

':!!.I About 62% of the total 1987 population of 57 million are classified as 
0 rural"; of these, 63% are classified also as "poor". See Section D 
above. 
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the retention limit not included in the voluntary sharing scheme by 1992 
should be subject to expropriation and land transfer". Implicitly then, 
voluntary land sharing is seen as an alternative to expropriatory land reform 
measures. 

2.51 No further specification of possible forms of voluntary land sharing 
is contained in the ALRP, so that no analysi~ of the benefits and costs of 
alternative arrangements defined in ALRP is possible. However, historical 
experience in the Philippines and in other countries does not offer much 
support to the proposition that man1 landowners are likely to offer their 
lands freely for transfer to poor farmers and landless peasants who are not 
able to pay for them on market terms. 

2.52 In verbal brieting and in a working document made available to the 
Mission, one possible form of voluntary land sharing was described. This 
~outd have the following salient characteristics. One, it applies to land 
presently operated as an "hacienda under labor management," with a regular, 
resident labor force. Two, the property of the hacienda would be transferred 
to a corporation, initially wholly owned and controlled by the present 
owners. Shares in the corporation would be transferred to qualified members 
of the work force in equal parts each year, such that full ownership would be 
transferred over 30 years, and control - in the sense of majority ownership -
would be transferred in 15 years. Three, management would remain with the 
present owners at least for the first 15 years, with a decision on subsequent 
management presumably to be taken by the new majority shareholders. In this 
way, it is hoped to avoid problems of production shortfalls associated with 
dislocation due to an abrupt change in ownership and control by inexperienced 
managers. Four, the beneficiaries would continue to work on the hacienda, 
receive wages, and would receive shares in the new corporation without any 
payment obligation on their part. Five, the landowners would receive the sum 
of P5,000 per ha. upon entering into the voluntary land sharing arrangement. 
This sum represents the subsidy element per hectare which is proposed to be 
paid for land expropriated under the ALRP, and it is considered that it should 
be payable also to encourage voluntary land transfer. The owners would 
receive no further payment for their land, but would be subject to compulsory 
acquisition of land above the retention limit for any land not voluntarily 
shared by the implementation date of 1992. 

2.53 A proposal along the lines described above was seen in some quarters 
as a possible alternative to land reform, which would, if widely adopted, 
involve a subst&ntial r.eduction in the land acquisition costs of the ALRP. 

2.54 A significant issue in evaluating such a proposal is how benefits 
and costs to landowners and beneficiaries of the proposed arrangements compare 
with other alternatives open to them. Also, enforcement problems of some of 
the provisions might arise. 

2.55 The net present value per hectare of land transferred under 
voluntary land sharing (VLS) to landowner, beneficiary and Government compared 
with compulsory acquisition under the ALRP as well as with Mission proposals 
modifying the ALRP are presented in Table 2.5. The assumptions under which 
the calculations were made are set out as notes to the Table. 
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TabJ.e 2.5: NET PRESENT VALUE TO PARTICIPANTS IN VOLUNTARY 
LAND SHARING (VLS) AND COMPULSORY ACQUISITION 

(Pesos per ha) 

Participant 

Landowner 

Beneficiary 

Government /a 
~ 

Voluntary 
Land sharing 

-3231 

6380 

-3400 

Compulsory Acquisition 
ALRP Mission Proposal 

-1378 -1378 

2980 15185 

-13281 -14983 

/a Includes land transfer costs o~ly. 

Source: Mission estimates. Assumes basa land value of Pl7,000 per ha; 
amortization and bond conditions as specified in ALRP; 20% 
affordability adjustment in compulsory acquisition applied to 
beneficiary price and paid to landowner in case of VLS; JO-year 
transfer in equal installments in VLS, with proportionate share in 
annual prof its (at 10%) payable to landowners and beneficiary; no 
charges to beneficiary for equity transfer; NPV calculated at 8% 
annual discount rate. For Mission Proposal, see Chapter VI and 
Annex 4. 

2.56 It is evident that the beneficiaries stand to gain under voluntary 
land sharing compared to transfers under compulsory acquisition under the 
ALRP, erovided that the terms of the sharing agreement were fully adhered to 
by the landowner. The reason for this is that beneficiaries owe substantial 
amortization payments under compulsory acquisition. If the requirement for 
amortization was eliminated, which is one of the Missi~~·s proposals, then the 
beneficiaries would be much better off under this arrangement than either 
voluntary land sharing or the ALRP. However, VLS promises substantial cost 
savings to Government compared to the costs under compulsory acquisition 
either as provided in the ALRP or in the Mission proposal. 

2.57 For landowners, the situation is the reverse: their losses from 
voluntary landsharing are higher than under compulsory acquisition terms 
provided for in the ALRP, being P3,231 in the former case and only Pl,378 in 
the latter. For this reason, it is difficult to understand why a landowner 
would choose VLS over compulsory acquisition if he anticiEated that he would 
be held to all the conditions applying to VLS. 

2.58 The latter proviso is given added weight by the fact that the 
landowner receiveg a positive benefit in the first year of VLS - the payment 
of P3,400 per ha by the Government. The costs to him of profit sharing and of 
equity transfer begin to mount only later in the life of the scheme. From 
this, it is difficult not to conclude that the VLS as proposed includes 
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simultaneously a strong incentive to landowners to conunence participation (to 
become eligible for the P3,400 up-front cash payment) and a strong incentive 
to subsequent noncompliance with the scheme (in ordet to avoid the costs of 
profit and equity sharing with the beneficiaries). Non-compliance could take 
many forms: "creative accounting" in figuring profits, dismissal of workers 
becoming eligible for substantial transfer receipts, political pressure upon 
later governments for legislative relief from the scheme are only some 
examples. The~e are additional problems concerning whether or not workers 
could sell or transfer their rights prior to the expiration of 30 years, or 
whether they would become effectively bonded to the land-sharing haciend4. 

2.59 From this analysis it seems difficult to avoid the conclusion that, 
while the VLS potentially offers benefits to benef iciares over the ALRP (but 
falls far short of the benefits to beneficiaries if the ALRP is modified as in 
the Mission proposal) and cost savings to Government, it would be financially 
attractive only to those landown~rs who believed that they had a good chance 
of avoiding the transfer element of the scheme over its JO-year life. 
Therefore, the Mission strongly recommends against adopting such a scheme. 
Should it be approved, however, it would be essential that it contain proper 
safeguards. In particular, the period of the transfer should be limited to, 
say, Llve years. In addition, the scheme should be voluntary for both 
landowners and workers alike, and either group should be able to opt for 
regular land reform terms at any stage until transfer under the voluntary 
scheme were complete. If the Mission proposals on amortization charges are 
accepted, then thP~e seems no reason to encourage VLS except as an outright 
grant of the land to beneficiaries. 

The 60-30-10 Proposal 

2.60 Unlike the other Programs described above, the 60-30-10 proposal was 
not developed as part of the ALRP. Rather, it was conceived as an alternative 
to land reform in Negros Occidental and as a solution to the problems of the 
sugar industry in that province. The proposal has been submitted for 
consideration to the President, who has appointed a Special Task Force to 
study it. 

2.61 The proposal was designed to achieve a number of objectives 
simultaneously. First, to restructure the sugar industry. The need for 
restructuring arises from the fact that the market for sugar from the 
Philippines has declined drastically, with a fall in world prices combined 
with the reduction in the import quota from the Philippines into the United 
States. It is estimated that the Philippine sugar industry needs to restrict 
production to about 60% of previous levels to meet domestic demand plus the 
reduced US sugar quota. Second, to restructure the financial position of 
sugar enterprises in Negros Occidental. Sugar planters have borrowed heavily 
from the banks in recent years and a large proportion have accumulated very 
substantial arrearages on their debts. It is estimated that about three 
quarters of sugar lands are mortgaged and that, of these, about 70% are 
foreclosable. The Philippine National Bank has estimated that the average sum 
of past-due loan principal and accumulated interest and penalties exceeds the 
appraised value of the collateral by 60%. Third, to provide homestead lots 
for sugar hacienda workers. There are idle but fertile lands in Negros 
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diverted a~ay from sugar production at the stune time as acute poverty and 
malnutrition among the sugar workers. 

2.62 The main features of the 60-30-10 plan are as follows. First, 
planters are to receive sugar hectarage quotas equivalent to 60% of their 
normal sugar area. Production from this area, it is estimated, will suffice 
to supply domestic demand plus the US import quota allocation to the 
Philippines. It should be noted that the implied 40% production cut is to be 
achieved by quota, keeping the price of sugar to planters and consumers above 
world levels. Second, of every 40 ha held back from sugar production, 30 ha 
are to be allocated to diversified crop production. Descriptions of the 60-
30-10 proposal are not clear as to the ownership and management arrangements 
for these 30 ha. Third, the remaining 10 ha (at least) would be provided to 
landless members of the hacienda's labor force for house and garden plots at 
the rate of 1,000 m2 per family. Laborers would receive credit and extension 
assistance to make their plots productive. It is supposed, that by this land 
transfer, hacienda workers could produce much of their own food together with 
some cash crops, and could thereby increase their incomes. It is expected 
that the laborers would purchase the land, amortized over, say, fifteen 
years. Fourth, the 10% of the land allocated for home plots (plus the 30% for 
diversification according to some accounts of 60:30:10) would be surrendered 
to the banks, effectively reducing the individual planter's past-due 
oblig•tions. This, hopefully, would make it possible for the banks to 
consider the restructuring ~f the remaining unpaid balance of the past-due 
debt. 

2.63 The 60-30-10 scheme would produce substantial benefits for sugar 
planters, especially those who accumulated large over-due debts. Planters 
would gain at the expense of sugar consumers by maintaining the price of sugar 
at artificially high levels through the imposition of a production quotas. 
Moreover, planters with substantial arrearages would normally be expected t~ 
lose sugarland by foreclosure and surrender of collateral. Under 60-30-10 
they may retain 60% or more of their land and receive generous terms on debt 
restructuring. 

2.64 The scheme does not offer much to sugar workers and it may, in fact, 
actually reduce their already low incomes. The employment opportunities on 
sugarlands would be reduced to 60% of their previous levels by the production 
quotas, and possibly more if the restructuring of the industry is also the 
occasion to introduce more mechanized techniques. There would be some off
setting increase in employment on the 30% of land diversified out of sugar, 
depending upon the labor-intensity of the cropping pattern and the techniques 
adopted. There is likely to be little in the way of a net gain in income to 
sugar workers from production on their house plots (at least until the end of 
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the amortizations period), 14 / unless they were to receive the land virtually 
free, amortization costs are likely to offset the production possible from 
small house plots, so that the net effect may well be a reduction in the 
alreay-low incomes of sugar plantation workers. 

2.65 The Mission co~cludes that the 60-30-10 proposal does not constitute 
a viable alternative to the comprehensive land reform planned under the 
ALRP. Its implementation would not seem to meet the constitutional objective 
of entitling farmworkers with the right to own the land they till. Therefore, 
the scheme should be discarded in favor of comprehensive land reform. 

14/ A Philippine National Bank paper on 60:30:10 (dated February 9, 1987) 
suggests that the workers might generate as much as P 20,000 a year on 
their plots by producing black pepper. This overlooks the high 
investment costs and the limited specialized market opportunities for 
such high-value crops. 

• 
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III. IMPLEMENTATION OF THE ALRP LEGAL ASPECTS 

3.1 In the March 13, 1987 draft of the ALRP the Government identified 
certain critical problems that led to the failure of Operation Land Transfer 
(the program for transferring land to tenants in rice and corn lands, estab
lished through Presidential Decree 27 dated October 21, 1972). These include 
identification of land covered, disputes over land valuation and cc.s11pensation 
and delays in transferring title to beneficiaries. In addition, several 
commentators have identified legal complexity as being significantly 
responsible for the failure of previous attempts at land reform in the 
Philippines. 

3.2 The Mission reviewed laws governing Operation Land Transfer, as well 
as prior legislation affecting agrarian reforms, to consider to what extent, 
and in what manner, the legal aslects of previous agrarian reforms programs 
contributed to the implementational failures of such programs. The Mission 
also reviewed changes to agrarian reform laws introduced by the 1987 
Constitution. In addition, the Mission drew upon comparable international 
legislative experience, as relevant. 1 

3.3 As a result of the above review, six key problem areas were 
identified where legal provisions constituted significant bottlenecks in the 
implementation of previous Philippine land reform programs. These are: 

(a) the existence of a legal nexus between the landowner and the benefi
ciary, requiring concurring action by the landowner at several stages 
before land can be passed to beneficiaries, as well as tying the 
amount ~f landowner compensation to the cost payable by 
beneficiaries; 

(b) imprecise definitions of land covered by previous land reform 
programs as well as complex eligibility requirements for 
beneficiaries, creating loopholes as well as causing disputes and 
delay; 

(c) use of complex, yield-related methods for land valuation which 
proved to be difficult to administer; 

(d) highly complicated legal procedures for the transfer of land 
including multiplicity of documentation, prohibition against 
transfer of titles granted to beneficiaries and inadequate legal 
provisions to govern transfer of water rights; 

l/ The analysis of legal aspects contained in this Chapter was developed in 
consultation with several Philippine legal experts with whom the Mission 
met. The Mission relied upon these experts in understanding rules of 
Philippine law as they apply to land reforms. The views expressed in this 
Report on legal aspects are subject to confirmation by Philippine lawyers. 
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(e) inadequate mechanisms for speedy dispute settlement; and 

(f) weak legal sanctions and inadequate protection against evasion. 

3.4 Suggestions regarding actions that the Government may usefully 
consider in implementing ALRP to overcome problems in these six areas are 
discussed in detail in this Chapter. The recommendations of the Mission, in 
summary, are as follows: 

(a) The legal nexus between landowner and beneficiary should be broken 
and the land reform program structured as two independent 
transactions. The first would involve expropriation of land by the 
state from the landowner. The ~econd would involve the distribution 
of land by the state to benificiaries. The amounn to be paid as 
landowner compensation on one hand, and the cost to be recovered from 
the beneficiaries on the other hand, would not be legally linked. 

(b) All land should be covered under the program (with no exclusions for 
designated crops, geographical areas, etc.). There should be no 
mandatory eligibility requirements fot beneficiaries. The selection 
of beneficiaries would be left to the administrative discretion of 
the Government. 

(c) A simple, objective and "mechanical" formula should be used for 
valuation of land to determine compensation payable to landowners, 
rather than one that requires subjective interpretation (a formula is 
suggested for this purpose). 

(d) Legal procedures, including required documentation, for the transfer 
of land to beneficiaries should be simplified, emancipation patents 
made transferable, and adequate provision made regarding water 
rights. 

(e) Improved arrangements should be made for expeditious dispute settle
ment. 

(f) Stronger sanctions should be imposed for violation and measures 
against evasion strengthened. 
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3.5 In addition, it is also recommended that laws affecting land reforms 
be consolidated to eliminate confusion arising from the current multiplicity 
of applicable laws.2 

3.6 The changes to the law on agrarian reforms introduced by the 1987 
Constitution are discussed in detail in Annex III. More importantly, it 
appears that the new Constitution (i) requires that the agrarian reform 
program be based upon the right of tenants and regular farmworkers to own 
(individually or collectively) the land they till, and of "other farmworkers" 
to receive a "just" share of the fruits of the land they till (thus 
constituting a break from the past when the main concern of the law was to 
improve tenurial status rather than transfer ownership); (ii) expands the 
scope of the agrarian reform program to include the "just distributioP" of all 
agricultural lands; (iii) introduces the requirement of a "reasonable" 
retention limit (providing for a minimum extent of land to be retained by 
landowners after transfer of land under the agrarian reform program) and 
protects the rights of small-holders; (iv) requires payment of "just 
compensation" to landowners and calls for the provision of incentives for the 
investment of such compensation for industrial development; and (v) calls for 
increased community participation in program implementation. 

3.7 The Mission did not have the opportunity to review drafts of any new 
legislation proposed in conjunction with ALRP. Consequently, there is no 
discussion here of any proposed legislation. 

3. 8 The ALRP notes that whereas Program~1 A and B may be implemented under 
existing legislation, new legislation will bes required to carry out Program C. 

2J An extraordinarily complex set of laws governs land reforms in the 
Philippines. Considerable litigation has focused on the mere interpretation 
and reconciliation of these laws. These include at least nine Commonwealth 
and Republic Acts, 42 Presidential Decrees, 17 Letters of Instruction and 
scores of Presidential Memoranda as well as Circulars and Memoranda of the 
Department/Ministry of Agrarian Reforms. In addition, other legislation 
such as the Agricultural Tenancy Act, the Public Land Act and the Sugar 
Tenancy Act are also directly relevant to the program. The most important 
laws directly concerning land reforms are: (i) the Code of Agrarian Reforms 
(Republic Act No.3844 [as amended, particularly by R.A. 6389]); and (ii) 
PD 27. 

Laws governing land reforms in the Philippines may be divided into three 
broad categories: (i) laws regulating the relationship between landowners 
and tenants; (ii) laws affecting the maximum amount of land that may be 
privately owned as well as those governing distribution of land to 
beneficiaries; and (iii) laws regarding the institutional aspects of 
Agrarian Reform. Provisions governing the relationship between landowners 
and tenants will need to be separately reviewed and may usefully be 
consolidated into a single legal instrument. It is also recommendedt in the 
inetrests of simplicity and administrative efficiency, that the Government 
should consider consolidating legal provisions governing (ii) and (iii) 
above (consisting, mainly, of the Agrarian Reforms Code and PD 27) into a 
single, simple legal instrument. These two legal instruments may be 
appropriately linked. 
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In view of the significant delays encountered in implementing existing legis
lation under previous programs, it is suggested that Government should 
consider adoption of new legislation covering the entire ALRP(!ncluding 
Programs A and B), with appropriate repeal, as necessary, of existing laws 
governing Programs A and B. Use of new legislation will afford the opportunity 
to take necessary remedial steps to remove bottlenecks generated by existing 
land reform legislation, particularly in the six key problem areas. 

3.9 These six key problem areas are discussed below. 

A. The Landowner-Beneficiari Nexu~ 

3.10 A unique feature of Operation Land Transfer is that the legal scruc
ture for implementing PD 27 is conceptualized as essentially being a transac
tion between the landowner and the beneficiary. Consequently, a tenancy rela
tionship has to be factually established between a landowner and the tenant 
who is to receive land under the program. Further, the amount paid in compen
sation to the landowner is directly linked to the payment obligation of the 
tenant. An agreement has to be reached between the landowner and the tenant 
(directly, or through the Barangay Committee on Land Production) on valuation 
before the land can be passed on to the tenant. Also, an elaborate legal 
process has had to be set up for assigning the landowner's rights against the 
tenant to the Land Bank (which notionally acts on behalf of the owner). 

3.11 To simplify the land transfer process under ALRP, the Mission is of 
the view, on the basis of comparable international experience, that the above 
legal nexus between the landowner and the tenant should be broken. Land 
transfers under ALRP should be implemented through twc sepa1~~te ancl 
independent transactions from the legal point of view. First, a transaction 
between the state and the landowner, consisting of the taking of land by the 
state for just compensation. Any disputes pertaining to the amount of 
compensation would be strictly between the state and the landowner. These 
disputes would not affect the tenant or his obligations, or delay or impede 
the ability of the state to take over the land and pass title to 
beneficiaries. Second, a transaction between the state and each tenant. This 
would consist of the granting of land by the state to eligible beneficiaries 
selected by the Government, at a cost to be determined by the Government. The 
cost payable by beneficiaries would not, from the legal point of view, 
necessarily have to be linked to compensation paid to landowners and may be 
less than such compensation. There would be no need for establishing a tenancy 
relationship between a particular beneficiary and a particular landowner in 
each case. 

3.12 This nexpropriation/distribution" model would be somewhat similar to 
the model adopted in the Agrarian Reforms Code where the state is conferred 
the right of expropriation in prescribed circumstances. It is likely to 
greatly simplify proced~res, including documentation. It would provide flexi
bility to the Government in determining amounts to be paid as landowner 
compensation on one hand and costs to be recovered from beneficiaries on the 
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other hand, independently of each other, with due regard to the sow~what 
different policy considerations that apply to the determination of ~<l~h. It 
would also enable quick distribution of land to beneficiaries without having 
to wait for final resolution of disputes regarding compensation. This model 
will eliminate the need to treat the financing of the cost of land to the 
beneficiaries as the repayment by them, through a mortgage loan, of the amount 
paid out to the "seller" landowner. 

B. Defining the Scope ~f the Program 

1. Land Included in the Program 

3.13. The definitions of the coverage of land in the Agrarian Reform Code 
as well as in PD 27 are comrley and provide for exclusions of specified cate
gories of land. These exclusions have also affected land use patterns. Under 
the Agrarian Reforms Code (Section 35), various categories of land are 
excluded from the application of the law ("fish ponds, salt beds, and lands 
principally planted to citrus, coconuts, cacao, coffee, durian, and other 
similar permanent trees"). Under PD 27 only certain categories of land are 
brought under the law ("agricultural lands primarily devoted to rice and corn 
under a system of share crop or lease-tenancy, whether classified as landed 
estate or not"). The interpretation and determination of what lands are 
"principally devoted" to the enumerated crops has been a cause for 
controversy. The provisions have been the basis in many cases for evading the 
application of the law, by showing that particular lots of land are 
"principally devoted" to exempt crops and are therefore not covered by the 
law. Such requirements have added to the administrative burdens of 
implementing previous programs. These have also generated a spate of disputes 
regarding applicability of the law. 

3.14 The proposal in the March 13 draft of the ALRP envisages phased 
implementation, with each phase limited to lands defined on the basis of crops 
planted, manner of employment of the work force, etc.(Part A covering 
remaining "tenanted" "rice" and "corn" lands; Part C covering "haciendas under 
labor administration" and "tenanted" "non-rice" and "non-corn"lands). Such 
limitations on the application of the program are likely to become potential 
loopholes using which implementation can be delayed through legal arguments 
questioning whether particular land is, or is not, covered by the program, and 
when. It also presents the opportunity to encourage obtaining false 
documentary 11 evidence" to support exclusions and will place on DAR a further 
administrative burden to verify claims of exclusion and determine coverage in 
each case. 

3.15 The March 13 draft of ALRP proposes that the application of Operation 
Land Transfer to "haciendas under labor administration" be undertaken only 
from 1989 (Program C). The Mission could not, however, obtain any clear legal 
definition of the term "haciendas under labor administration 11

• Several 
interpretations of the term were offered (including one b~sed on size of 
holdings: such haciendas comprise all large holdings; and another based on the 
manner in which the hacienda was being worked; these are administered through 
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a professional manager, with an established, regular work force). It is 
important to clearly define a crucial term such as this one which will affect 
the scope and application of ALRP. 

3.16 In order to avoid problems encountered under previous programs, it is 
suggested that ALRP should be made applicable to all lands (regardless of 
crops, relationship of landowners and tillers, etc.) with such application 
being effective for all lands at the same time, except for c~rtain lands in 
the pt.1blic domain (see below). 

2. Land in the Public Domain 

3.17 As discussed in Annex III, the 1987 Constitution provides t~at, of 
land in the public domain, only agricultural land is alienable and disposable 
and can be transferred to beneficiaries. In addition, principles of agrarian 
reform or stewardship may be applied in the disposition of lands of the public 
domain suitable to agriculture. Especially as the objective of the agrarian 
reform program is the vesting of ownership in beneficiaries, it appears that 
its appllcation to lands in the public domain will be limited to land classi
fied as agricultural land. As a result of the above constitutional provisions, 
the extent of land available for land reform will be significantly affected by 
the basis on which land is defined as agricultural. Currently, the Forestry 
Code (PD 705) declares that "no land in the public domain 18% in slope or over 
shall be classified as alienable and disposable." Congress will have the power 
to amend this classification and thereby increase or decrease lartd in the 
public domain available for inclusion in the program. 

3. Ancestral Lands 

3.18 Section 5 of Article XII is a broad protection of the rights of 
"indigenous communities" including their rights over ancestral land: 

The state, subject to the provisions of this Constitution and national 
development policies and programs, shall protect the rights of indige
nous cultural communities to their ancestral lands to ensure their 
economic, social, and cultural well-being. 

The Congress may provide for the applicability of customary laws 
governing property rights or relations in determining the ownership and 
extent of ancestral domain. 

3.19 In addition, the provisions relating to agrarian reforms require that 
distribution of land in the public domain shall be subject, inter alia, to the 
rights of indigenous communities to their ancestral lands. 

3.20 In order to comply with the above provisions of the Constitution, 
Government may need to delay application of Al.RP to lands which are subject to 
claims by indigenous communities until after satisfactory resolution of such 
claims. 
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4. Retention Limits 

3.21 Related to the issue of land covered under the program is the ques-
tion of retention limits. Under previous land reform programs in the 
Philippines, the law on retention limits is not clearly set out and has been a 
source of much debate and dispute. 

3.2?. There is currently no generally applicable land ceiling. The Agrarian 
Reforms Code empowers the Government to expropriate private agricultural lands 
declared by DAR to be necessary for land reforms. In expropriating such land, 
the Code stipulates an order of priority depending on the size of the total 
holdings of the owner of the land to be expropriated. Land to be taken last 
would belong to owners whose total holdings exceed 24 hectares but are below 
75 hectares. PD 27 provides for a retention limit of 7 hectares of land. 
However, a subsequent letter of instruction (LOI 474) has been interpreted as 
having established zero retention for those landowners who own more than 24 
hectares, whereas those with less than 24 hectares are considered eligible to 
retain 7 hectares. The legislative basis for this interpretation is unclear. 
In any event, zero retention appears to be unconstitutional under the 
provisions of the 1987 Constitution (see Annex III). 

3.23 As noted earlier, and elaborated in Annex III, a "reasonable reten-
tion limit" is now required under the Constitution. It is suggested that such 
a retention limit be established under ALRP through the device of a ceiling on 
land holdings, applicable across the board (except for urban land for which a 
lower ceiling will be required), with all holdings below that ceiling being 
eligible for retention. It was confirmed to the Mission that land reform laws 
prssently do apply to land owned by corporate entities. Consequently, any land 
ceiling would be applicable to land owned by corporate entities. 

5. Eligibility of Beneficiaries 

3.24 An additional complication introduced by both the Agrarian Reforms 
Code as well as PD 27 is the requirement that only "tenants" are to be 
considered eligible beneficiaries. This resulted in the need to legally 
establish the tenancy status of the farmer-beneficiary under both laws. Under 
PD 27, it is necessary also to prove the existence of a tenancy relationship 
between a particular farmer-beneficiary and the owner of the particular 
portion of land which the beneficiary was allotted. This requirement has 
proved to be a burdensome one in the Philippines from the legal point of view 
in the light of the very complex relationships that exist there between 
farmers and landowners and the inherent difficulties in defining such 
relationships as well as interpreting such definitions. 

3.25 It is therefore recommended that there should be no limitation 
written into the law regarding eligibility of beneficiaries under ALRP (such 
as that they should be tenants). Such determination should be left to the 
administrative discretion of the Government, subject to the constitutional 
objective that the agrarian reform program is intended to benefit tenants and 
farm-workers. This will eliminate the legal burden on DAR of establishing 
tenancy status as well as legal disputes relating to the existence thereof. 
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C. Land Valuation and Just Com~ensayion 

1. Value Paid as Compensation 

3.26 Under· PD 27, the cost of land transferred to beneficiaries is fixed 
as "two and one-half times the average harvest of three normal crop years 
immediately preceding the promulgation of this Decree". Such cost is also the 
amount which the landowner receives as compensation for the land. This yield
based fcrmula has placed enormous administrative burdens on DAR to determine 
yields and resolve disputes arisinJ from such determination. It has also been 
the source of widespread dissatisfaction amongst landowners as well as 
prolor.ged dispute between landowners and beneficiaries (given their opposite 

• interests in the final determination of the yield) and may be considered one 
of the most widely criticized aspects of Operation Land Transfer. 

3.27 The legislative provisions governing land valuation and compensation 
are crucial to the success of Al.RP. These provisions must be equitable and 
comply with the constitutional standard of just compensation, easy to 
administer and not require subjective determination in each case (i.e., must 
be a mechanistic formula that can be "automatically11 applied). Consistent with 
these objectives, it is suggested that the value voluntarily declared by land 
owners in relation to real property taxes, or the assessed value, whichever is 
lower, be used as the figure for valuing land and compensating landowners 
under ALRP. The following represents the broad outline of the Mission's 
preliminary understanding of the legal basis for this recommendation. This 
important issue will particularly require further elaboration and confirmation 
by Philippine counsel. 

3.28 As discussed in Annex III, the Constitution requires payment of just 
compensation to landowners. It is understood that Constitutional Commission 
debates reflect the intention of the framers of the constitution that just 
compensation is to be treated as fair market value. The Mission's attention 
was drawn to the following judicial approach in the past to the concept of 
just compensation. 

3.29 Presidential Decree 76, dated December 6, 1972, required: 

all persons, natural or juridical, owning or administering real 
property, including the improvements thereon, to file a sworn 
statement of the true value of such property. 

The decree went on to state that: 

For purpose of just compensation in cases of private property acquired 
by the Government for public use, the basis shall be the current and 
fair market value declared by the owner or administrator, or such 
market value as determined by the assessor, whichever is lower. 

3.30 This provision was reiterated in subsequent laws including PDs 464, 
794, 1224 and 1259. PU 464 is the Real Property Tax Code which states, in 
Section 92: 
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Section 92. BASIS FOR PAYMENT OF JUST COMPENSATION IN EXPROPRIATION 
PROCEEDINGS. In determining just compensation when private property is 
acquired by the Government for public use, the same shall not exceed 
the market value declared by the owner or administrator or anyone 
having legal interest in the property, or such market value as deter
mined by the assessor, whichever is lower. 

3.31 The Supreme Court of the Philippines upheld the application of the 
lower of the self-declared value or the assessed value pursuant to the above 
provisions as complying with the requirement of just compensation (see 
National Housing Authority vs. Reyes, 123 Supreme Court Reports Annotated 245 
[June 29, 1983];and Dajao vs. Court of Appeals, 133 Supreme Court Reports 
Annotated 781 [December 26, 1984)). It is noted, in particular, that, in 
affirming the validity of the above provisions, the Supreme Court cited with 
approval in NHA vs. Reyes, op.cit., the following memorandum of the Government 
Corporate Counsel: 

The issue in this petition for certiorari and mandamus involves the 
application of a rule introduced by PD 76 and reiterated in subsequent 
decrees that not only promotes social justice but also ends the baneful 
and one .. sided practice abetted by the collusive acquiescence of 
Government officials and employees, of under-declaring properties for 
the purpose of taxation but ballooning the price thereof when the same 
properties are to be acquired by the Government for public purposes. Put 
to the test, therefore, is the power of the Government to introduce 
rationality in the laws and to discourage a deceitful practice that is 
not only ruinous to the Government coffers but also undermines its 
efforts at awakening a democratic responsiveness of the citizenry toward 
good Government and its economic and social programs. The courts should 
recogntze that the rule introduced by PD 76 and reiterated in subsequent 
decrees does not upset the established concepts of justice or the 
constitutional provtsion on just compensation for. precisely. the owner 
is allowed to make his own valuation. (emphasis added) 

3.32 Subject to confirmation by local counsel, it appears from the above 
that if landowners whose lands are confiscated under ALRP are paid the lower 
of the self-declared value of the land, or the assessed value, such payment 
will meet the constitutional requirement of payment of ~just compensation". 
The adoption of the above formula in the determination of the amount of 
compensation is likely to reduce disputes and delays as it avoids the need for 
a subjective deter.nination of such value. Consequently, from the legal point 
of view, the use ~f this formula is recommended in the implementation of ALRP. 

3.33 It appears further that NHA vs. Reyes also demonstrates that 
acquisition of land for the purposes of constructing housing to be distributed 
to needy beneficiaries has been accepted as expropriation for public use. The 
Mission was advised that expropriation of land in compliance with the 
Constitutional requirement to carry out an agrarian reforms program is also 
therefore likely to be considered as expropriation for public use. 
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3.34 Where a particular landowner has not filed a declaration, it would 
appear to be advisable to use values of comparable declarations filed by other 
landowners. The other alternative is to require fresh filing in such cases and 
use the newly declared value also for assessment of back taxes which would be 
owed if the new value is higher than that previously declared.The latter 
approach has several dangers, especially as it would come after the 
announcement of the program and in anticipation thereof, and landowners may 
trade increased liability for back taxes against higher compensation. 

3.35 The ~ission's attention was also drawn to Commissioner of Public 
Highways vs. Burgos (96 Supreme Court Reports Annotated 831, at 838 [March 31, 
1980]) where the Supreme Court stated that: 

Just compensation is determined on the basis of the value of the 
property at the time of the taking thereof in expropriation by the 
Government, the value of the property as it is when the GovernmePt took 
possession of the land in question, not the increased value resulting 
from the passage of time which invariably brings unearned increment to 
landed properties, represents the true value to be paid as just compen
sation for the property taken. (emphasis added) 

3.36 The court, in the same case, further clarified (at 837) that the 
value of the currency at the time of the taking would be the applicable value: 

[in the absence of an agreement to the contrary] the value of the 
currency at the time of the establishment of the obligation shall be 
the basis of payment which, in cases of expropriation, would be the 
value at the time of the taking of the property when the obligation of 
the Government to pay arises. (emphasis added) 

3.37 Assuming confirmation by local counsel of the validity of the two 
propositions discussed above, these, in the Mission's view, present compelling 
reasons why the Government should act promptly in expropriating property for 
implementing AI.RP. It follows that the longer the delay in acquiring property. 
the higher the likely cost to the Government. 

2. Beneficiary Cost 

3.38 As noted above, PD 27 linked and equated the cost of the land to the 
beneficiary to the compensation received by landowners. If the landowner
beneficiary legal nexus is broken and the "expropriation/distribution" model 
followed, there will be no further legal requirement that the the cost of the 
transferred land must be recovered from the beneficiaries and it would be 
within the administrative discretion of the Government to determine what, if 
any, cost should be paid by beneficiaries. 



• 

PHL S·TA02c3/PH-63/05-06-87/dg - 43 -

D. Transfer of Land 

1. Simplification of Documentation 

3.39 As a result of the concept of direct transfer from landowner to bene-
ficiary under PD 27, the procedures for transfer of land are very complicated 
and burdensome. If the expropriation/distribution model proposed here is 
adopted, it appears that there may be no further need for several documents 
used under Operation Land Transfer. Documents which could then be considered 
redundant include: 

1. Certificate of Land Transfer (CLT); 

2. The Landowner-Tenant Production Agreement-Farmer's 
Undertaking (LTPA-FU) or Land Valuation Summary Sheet; 

3. Deed of Assignment, Warranties and Undertaking (DAWU) and 
related documents including Special Power of Attorney in 
favor of Land Bank; 

4. Deed of Transfer; 

5. Landowner's Affidavit and Undertaking; and 

6. Various collateral documents executed by the beneficiary. 

3.40 Considerable time is required in the production and execution of each 
of the above documents. In addition, CLT and DAWU have to be registered with 
the National Land Titles and Deeds Registration Authority (NLTDRA), a require
ment that has been a particular cause for delay in implementing Operation Land 
Transfer. If the above recommendations are accepted, however, only one of tne 
public documents currently executed would need to be retained: the 
Emancipation Patent ('EP', the title issued to beneficiaries under Operation 
Land Transfer). This would also be the only document that would be required to 
be registered with NLTDRA out of the three documents (EP, CLT and DAWU) that 
currently have to be registed with NLTDRA at various times during the 
processing of the transfer. These changes are likely to significantly reduce 
the long delays that have been experienced under Operation Land Transfer in 
issuing titles to beneficiaries. 

3.41 In addition to these changes, DAR internal legal procedures will also 
have to be further reviewed in detail by the Government and simplified after 
the broader policy framework is established. 

3.42 The proposed changes will also simplify documentation handled by the 
Land Bank as many of the documents discussed above are processed by both DAR 
and the Land Bank. 
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2. Expropriation 

3.43 Philippine law recognizes the right of the state to expropriate 
private property for public purposes either in exercise of the right of 
eminent domain or even as an exercise of police power. Expropriation has been 
undertaken previously under various laws including certain provisions of the 
Agrarian Reforms Code. The legal approaches and doctrines to be used will need 
to be further examined and confirmed by counsel for the Governmeat. The 
Mission has been advised that the following broad approach, which requires 
further evaluation by Philippine counsel, may be feasible under Philippine 
law. 

3.44 Under PD 27, the law provided for an automatic transfer of title from 
the landowner to the beneficiary by operation of law (though this concept was 
not fully reflected in procedures for the application of law). This approach 
appears suitable for implementing Al.RP, with the variation that transfer of 
title under At.RP would be to the state rather than to the beneficiary. Thus, 
acquisition of land could be carried out by establishing a land ceiling and 
automatically transferring land above the ceiling to the state by operation of 
the law. The identification of individual lots of land which have been so 
transferred may then be done by DAR through administrative procedures, subject 
to remedies and dispute settlement procedures discussed later. 

3. Distribution 

3.45 Title to land distributed to beneficiaries would then be conferred 
through the issuance of an appropriate patent. Title to lands in the public 
domain are currently issued by the Government through "patents" which include 
(1) homestead patents which are issued gratuitously to citizens; (ii) free 
patents to those who have occupied the land for a defined period; and (iii) 
sales patents. In addition, DAR also issues "emancipation patents" to benefi
ciaries under OLT. Titles should be issued to beneficiaries promptly after 
payment of the one-time fee recommended in Chapter VI. Such fee should be paid 
by the beneficiary not later than immediately after the first harvest 
following his receiving the land. The distribution of land to beneficiaries 
should take place as soon after expropriation as possible. Immediately after 
receiving the land, the beneficiary will be expected to commence farming the 
land. 

4. Transfer of Land to Corporate Entities 

3.46 The Constitution provides that the agrarian reform program should be 
based upon the right of the beneficiaries to own the land they till (see Annex 
III). In certain circumstances, it may become necessary to transfer land 
under Al.RP collectively to a group of beneficiaries, rather than to each of 
them individually. This may be necessary, for example. to preserve the 
operating and management system of an estate in which the bulk of the land is 
transferred to beneficiaries to ensure that the estate can continue to do 
business. In such circumstances, it would appear that such ownership must be 
then transferred at least collectively to the beneficiaries, rather than to 
any corporate entity which would be the legal owner of the land, with the 
farmers being either its tenants or employees. 
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3.47 Chapter II refers to certain proposals regarding voluntary land 
sharing (including the 60-30-10 scheme). If the implementation of such schemes 
involves either the transfer of land to corporate owners (rather than farmers 
collectively), or the delay of such transfer for very long periods of time, 
these schemes may not be considered as complying with the constitutional 
mandate. 

5. Transferability of Emancipation Patents 

3.48 PD 27 provided that 

title to land acquired pursuant to this Decree or the Land Reform 
Program of the Government shall not be transferable except by 
hereditary succession or to the Government in accordance with the 
provisions of this Decree, the Code of Agrarian Reforms and other 
existing laws and regulations. 

Effectively, then, what is acquired by the beneficiary upon receiving land 
through land reforms is mainly security of tenure. There are obviously policy 
considerations that justify non-transferability. These include the possibility 
that landowners could reacquire title, taking advantage of the economic needs 
of beneficiaries. Comparable land reform programs in other countries have also 
placed restrictions on transfers, but have generally permitted the transfer of 
land after a stipulated period once the cost of land has been fully amortized. 
The "perpetual" prohibition against transfer of land required in PD 27 is 
somewhat unique. 

3.49. Permitting transferability of land, subject to appropriate 
safeguards,has advantages. It will confer on beneficiaries a greater freedom 
to move to more preferred locations if they so desire. It will also enhance 
the economic value of the title, especially by making it foreclosable and 
hence more readily accepted as collateral for loans. 

3.50. On balance, the Mission is of the view that titles conferred 
pursuant to land reform programs should be made transferable. It may be 
appropriate, however, that titles should not be transferable during an 
appropriate initial period, say five to seven years, after the concerned 
beneficiary receives title. The period stipulated should be adequate to ensure 
that the beneficiary will be able to take a considered decision to sell. 

3.51 In addition, financial institutions may be authorized to accept the 
titles as collateral, with the caveat that sale of land pursuant to 
foreclosure would be subject to Government approval during the first five to 
seven years. Such Government approval, with support from local community 
committees, could ensure that land is not reacquired by landowners and that 
foreclosure does not arise from circumstances beyond the control of the 
beneficiaries (e.g., floods). 
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6. Water Rights 

3.52 Previous land reform programs did not adequately address the issue 
of transfer of water rights. The failure to make effective provisions for 
securing beneficiary access to water has been cited as an important failure of 
land reform programs in many countries. 

3.53 Section 2 of Article XII of the 1987 Constitution states: 

all ..... waters ...... are owned by the state ..... [I]n cases of water rights 
for irrigation, water supply, fisheries 1 or industrial uses other than the 
development of water power, beneficial use may be the measure and limit of 
the grant. 

3.54 The Water Code of the Philippines permits the appropriation and use 
of water for prescribed purposes, including irrigation (Article 10). Water 
itself cannot, however, be owned privately. The right to appropriate and use 
water may be privately owned, as indeed may the equipment necessary for irri
gation. In the Philippines, in addition to state owned irrigation systems, 
privately owned irrigation systems are also prevalent which may be owned 
either by a community or an individual. Where land allotted to beneficiaries 
is irrigated by a privately owned system, the beneficiary has the obligation 
to pay rent to the owners of the system if he uses the system. Excessive 
rental charges for such use has been an instrument in many countries for the 
landowner to recover some of the income lost due to land reforms. 

3.55 At least three approaches seem to be available to the Government 
regarding this problem. First, the Government can expressly expropriate 
related irrigation systems along with excess lands and convert them to 
publicly owned systems operated through the National Irr~gation Authority 
(NIA) and collect fees from beneficiaries as well as landowners. Second, the 
Government can impose ceilings on rentals that can be charged for irrigation 
and seek to enforce such rentals with the assistance of the local advisory 
committees that are proposed under Chapter IV. Third, expropriated systems may 
be transferred to ownership of local communities 1 to be operated on the same 
lines as existing communally owned and operated irrigation systems. This is 
admittedly an important and difficult problem which needs further 
consideration. 

E. Dispute Settlement 

3.56 The Agrarian Reforms Code originally established a complex special 
court system (consisting of specialized courts called "Courts of Agrarian 
Reforms 0

) for the resolution of disputes ~rising from agrarian reforms. These 
were later merged with courts in the regular system of civil courts which new 
sit, on occasion, as Courts of Agrarian Relations. Under previous programs, 
court proceedings were responsible for a significant portion of delays in 
implementation. The development of efficacious and quick dispute settlement 
procedures is therefore vital to the successful implementation of Al.RP. 
Subject to development of further details by Philippine counsel, following are 
some broad suggestions regarding dispute settlement, for consideration by the 
Goverrunent. 
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3.57 If the Mission's recommendations are accepted regarding the revised 
structuring of the Program (use of the expropriation/distribution model)t 
disputes are not likely to arise between landowners and the state regarding 
(i) coverage of land in terms of crops used and type of management of the 
land; (ii) determination of yield; (iii) eligibility of beneficiaries; and 
(iv) applicable retention limits. Disputes can be expected to be largely 
limited to: (i) identification of land in excess of land ceilings; and (ii) 
just compensation. 

3.58 Disputes regarding whether or not, and to what extent, a particular 
landowner has land in excess of the land ceiling should be disposed of within 
a maximum stipulated time period, using binding third party arbitration. There 
should be no need to establish any new institutional framework for such 
arbitration, with ad hoc arbitration panels under the supervision of DAR. A 
cutoff date should be established after which no objections can be raised by 
landowners so that a time cap is placed on the whole dispute settlement 
process. Appeals from the award of such arbitrators should be limited to the 
maximum extent possible, consistent with principles of due process. Using the 
Regalian doctrine (a doctrine generally accepted in Philippine land law which 
provides that, unless established to the contrary, title to all ~and vests in 
the state) the burden of proof in establishing private ownership will be on 
persons who assert such ownership. Further details regarding the broad 
proposal made above will have to be considered by Philippine counsel. 

3.59 The remaining disputes involving landowners will pertain to just 
compensation. The use of the self-der.lared value formula may be expected to 
minimize disputes regarding just compensation. Under PD 27, the use of yield
related formulas was the basis of much controversy and litigation. Successful 
international experience demonstrates that, whereas landowners must be 
provided full legal recourse to appeal the quantum of compensation, such 
appeals must be routed through normal court channels, creating strong incen
tives for landowners to accept the compensation offered to them by the 
Government. Though, under the law, landowners are locked into the value of the 
land as of the date of appropriation, current Philippine law provides for the 
payment of interest to landowners for the period during which they litigate 
the award. New legislation should consider limiting such interest payments to 
encourage landowners to accept the compensation as determined by the 
Government. If the above approach is followed, the jurisdic~ion of civil 
courts would have to be changed to delete jurisdiction over just compensation 
issues. 

3.60 Pending the resolution of disputes regarding compensation, payment of 
the amount determined by the Government could be deposited in an escrow 
account with the Land Bank. 

3.61 Under the suggested model, disputes between the state and the benefi-
ciaries are likely to be minimal and would mainly involve objections against 
exercise of administrative discretion by the Government. These disputes are 
likely to relate to selection of beneficiaries and the selection of land to be 
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received by individual beneficiaries. Existing pro~edures within DAR's Bureau 
for Agrarian Legal Assistance for administrative hearings as well as mediation 
could be strengthened to effectively handle such disputes. In addition, as 
discussed below, the local advisory committees proposed in Chapter IV could be 
entrusted with responsibility to assist in the settlement of disputes between 
DAR and beneficiaries. 

F. Sanctions: Measures Against Evasion 

3.62 Laws governing previous Philippine land reform programs provided 
generous loopholes to landowners to evade application of these programs. If 
ALRP closes these loopholes, as discussed above, it is reasonable to expect 
:hat major efforts will be made to evade application of the law and to avoid 
divestment of land through extra-legal means. One method for achieving this is 
likely to be the "transfer" of land to nominal holders to reduce, or elimi
nate, landholdings over the ceiling. A method that has been effectively used 
in other countries against such evasion has been the establishment of a cut
off date after which no transfer of land will be recognized for the purposes 
of determining excess lands as well as the voiding of all transactions after 
that date which would have the effect of bringing landholdings below the land 
ceiling. It is recommended that such a cut-off date should be established for 
ALRP. The Mission recommends that this date should be January 1, 1987, the 
beginning of the month in which the proposal to introduce an accelerated land 
reform program was first publicly announced. 

3.63 The destruction or distortion of official land registration records 
has been a common reaction in many countries to ,, "freeze" on transactions. 
Again, strict use of the Regalian doctrine and thq establishment of the 
requirement for the production of evidence to prove title will be an effective 
counter measure. All land to which title cannot be established can be presumed 
to be public lands unless the person asserting to the contrary can produce 
reliable proof of ownership. 

3.64 To strengthen deterrence against illegal actions, Government should 
consider introduction of criminal liability for evasion of land reform laws in 
addition to liability under existing rules of criminal law. 

\ 
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IV: IMPLEMENTING THE ALRP: INSTITUTIONAL AND ADMINISTRATIVE ASPECTS 

4 1 By any standard, the ALRP is a huge undertaking whose implementation 
will severely tax the administrative capacity of the Goverrunent. Compared to 
the PD 27 prog=am targets, it involves a 9-fold increase in area coverage and 
6-fold increase in the number of beneficiaries. Compared to the average 
yearly achievements under the PD 27 program, it represents nothing less than a 
quantum jump in the planned transfer of land from landowners to tenants and 
farmworkers. Whereas over the 14-year period up to 1986, on average some 
18,900 ha of land were transferred to 13,600 beneficiaries every year, imple
menting the full ALRP during 1987-1992 calls for transferring about 1.24 
million hectares to 570,000 beneficiaries each year. This corresponds to a 66 
times increase in annual coverage and a 42 times increase in the number of 
beneficiaries. Since the pace of implementation of the PD 27 program had been 
allowed to slacken over the years and since the ALRP targets are probably 
inflated, this comparison overstates the real expansion in the program; but it 
nevertheless underscores the formidable task ahead for the goverrunent agencies 
responsible for implementing the ALRP. Even if the proposed program were cut 
in half, it is obvious that new approaches would have to be found to make it 
feasible to implement it. Marginal improvements in the efficiency of imple
menting agencies will simply not be sufficient. 

4.2 Fortunataly the administrative burden of carry1ng out the ALRP need 
not expand in the same proportion as the program coverage. The proposed 
simplification of the legal framework and procedures (see Chapter III) would 
reduce drastically the amount of paperwork, as well as the scope for bureau
cratic entanglements or delaying tactics on the part of uncooperative land
lords. Moreover, there are opportunities for streamlining the agrarian reform 
machinery and increasing its capacity and effectiveness through greater 
specialization and decentralization of the various agencies. Dispensing with 
amortization payments from beneficiaries, as recommended in Chapters II and 
VI, would further simplify the land transfer process and avoid building up an 
unwieldy collection machinery of enormous proportions. Still, given the 
magnitude and urgency of the task, it will be necessary to augment the admini
strative capacity through non-conventional means of temporarily mobilizing 
local officials from other services and of enlisting active community partici
pation at the grassroots level. 

4.3 The Mission recommends a thorough review and reform of the adminis-
trative processes involved in land transfers and endorses the proposed stream
lining of the administrative machinery. It also supports the extensive use of 
community participation--which is mandated by the Constitution--as a means of 
building popular support for the ALRP and boosting the administrative capacity 
of implementing agencies. It further recommends that the rules and procedures 
be kept as simple and unambiguous as possible and communicated clearly to the 
administrative and judicial bodies involved in the program and to the public 
at large. Proceeding with the ALRP on a broad front and with popular support 
would have the advantage of reducing the period of uncertainty during which 
agricultural investment will remain depressed and of promoting more rapid and 
equitable agricultural growth and rural development in the future. 
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A. Streamlining of Land Transfer Processes 

4.4 The procedures currently used by DAR for implementing the PD 27 
program are excessively complicated and need to be greatly simplified. This 
will be possible through the adoption of a number of changes in the legal 
framework and procedures. Firstly, much of DAR processing time was devoted to 
land valuation. In the absence of direct agreements between landlords and 
tenants, land valuation entailed lengthy and complex procedures and was based 
on past production levels, which had to be validated by local Barangay 
Committees on Land Production (BCLP). Adopting the self-declared formula 
recommended in Chapter III will reduce that burden and eliminate the cumber
some procedures and forms. which were used to estimate yields under the old 
valuation system. The disbanding of the BCLP will eliminate the processing 
work related to that Committee. Secondly, as noted in paragraphs 3.39 and 
3.40, if the former "direct transfer" concept is dropped, the processing of 
several complex legal documents will no longer be necessary. Thirdly, the 
responsibilities of .the National Land Titles and Deed Registration Authority 
(NLTDRA) will be greatly reduced, as only one document, the Emancipation 
Patent will need NLTDRA registration. In view of the vast expansion of the 
program, however, the provision of additional staff in the local offices of 
the Registrar of Deeds is recommended. 

4.5 Another bottleneck in the speedy implementation of the PD 27 program 
has been land surveying, which is the responsibility of the Bureau of Lands 
(BOL) in the Department of Natural Resources. This was partly because under 
PD 27, DAR was carrying out a step-wi~e land transfer program, starting with 
holdings over 100 hectares, and working down in several phases to 7 hectares. 
Thus, adjoining lands, if they belonged to different size categories, had to 
be sketched or mapped at different times, in accordance with the proper 
sequence. The whole operation became laborious, costly and time-consuming. 
This could be avoided if a single retention limit were adopted and implemented 
at one time, as recommended below. Under the Al.RP, BOL should be required to 
undertake only one, final, survey of the land and provide the necessary inputs 
to DAR. The product of the survey should be the minimum information necessary 
to satisfy the legal test of clear description of the land, and BOL should be 
encouraged t~ adopt modern approaches and techniques for this purpose. 

4.6 The Mission was advised that approximately 70% of surveying of rice 
and corn land has been completed and that the Bureau of Lands presently 
expects to complete all surveying of remaining rice and corn lands by mid· 
1988. Survey work necessary to implement Al.RP should be based on currently 
available geodetic information. It is understood that, using current 
techniques and resources, at least about half a million lots can ~e surveyed 
within a one year period. Additional capacity is available in the private 
sector which can be mobilized for an even more expeditious completion of 
survey work. With adequate external assistance, both technical and financial, 
it is felt that surveying is a constraint that can be overcome. 

4.7 DAR currently identifies land falling under the Land Reform Program 
and then sends preliminary information regarding such identification to BOL. 
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In turn, BOL undertakes the survey and provides DAR the necessary data for 
further processing, including the issuance of the Emancipation Patents. As 
DAR and BOL are two separate entities, this requirement of transmitting infor
mation back-and-forth has been the cause of significant delays. Under the 
proposed model for land transfer, DAR will continue to have the responsibility 
to identify particular areas of land to be transferred to the state. It is 
recommended that necessary action be taken to ensure that DAR and BOL can 
function effectively together, possibly through setting up a unit dedicated 
solely to serving the needs of AI.RP. 

4.8 A further major simplification of land transfer processes would flow 
from the adoption of the Mission's recommendation concerning payments by bene
ficiaries. Under the current ALRP proposal, the Land Bank of the Philippines 
(LBP) would continue to act as the financial agent in implementing the reform 
program and collecting amortization payments from beneficiaries. This would 
imply that over a 6-year period, the number of accounts would rise tenfold 
from about 190,000 now to about 1.95 million by 1992. In addition, th~re 
would be a need to support a negative cash flow of over P 25 million during 
the same period. These figures far exceed LBP's foreseeable financial and 
administrative capacity. In light of the equity reasons explained in Chapter 
II and in view of the record of low recovery rates combined with high collec
tion costs, the Mission recommends that beneficiaries be required to make a 
one-time payment on receipt of the title to the land (see Chapter VI), thus 
significantly reducing the complexity of financial transactions related to 
land transfers and allowing LBP to concentrate on post-reform credit 
activities. 

B. Streamlining of Administrative Responsipilities 

4.9 The ALRP proposal assigns the overall coordination and management 
responsibility for the program to DAR. DAR will be backstopped by the 
Department of Agriculture and Food (DAF) and the Department of Natural 
Resources (DNR), as well as by LBP. In addition, the Department of Justice 
will be concerned with the legal aspects of land titling, and the Institute of 
Agrarian Studies (IAS) will provide the needed research support for the 
program. 

4.10 Implementing the ALRP will place exceptionally heavy demands on DAR's 
manpower resources and on those of the other Departments and agencies. There· 
fore, it is essential to minimize the functional overlap among the various 
institutions and to require each of them to concentrate on its primary area of 
responsibility. For instance, whereas in addition to land transfer activities 
DAR staff are currently engaged in extension and settlement work, from now on 
they should concentrate exclusively on land tenure issues unt~l such time as 
the transfer process is completed. 

4.11 The essential functions related to improving the productivity of the 
land should be handled by the agencies that provide such services as part of 
their normal functions. For instance, DAF, DNR, and LBP, rather than DAR, 
should be responsible for providing agricultural support services (extension, 
seeds, soil testing, credit, marketing services. etc.) to land reform benefi-
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ciaries, and for the foreseeable future, they should concentrate proportion
ately more of their resources on recent beneficiaries than on already estab
lished farmers and planters (The provision of support services is further 
described in Chapter V). While increasing the need for inter-agency 
coordination, this specialization would release much needed DAR manpower to 
carry out its functions and would probably also result in enhanced cost-effec
tiveness of service delivery. 

4.12 In anticipation of the ALRP, the Government is considering ways to 
strengthen DAR, in order to enable it to handle the major increase in work
load. The proposed reorganization of DAR involves some realignment of the key 
staff functions in the central office, but the more important changes are 
slated to affect the administrative and institutional set-up at the provincial 
and field levels. These changes involve greater decentralization and 
strengthening of the staff at the local levels, particularly through increases 
in the number of field ''team offices" at the municipal level. The objectives 
of decentralization are (i) to increase the participation of local people in 
decision-making, (ii) to adapt the program to local conditions, based on ~he 
felt needs of the beneficiaries, and (iii) to increase the responsibility of 
local community leaders and DAR employees, thus relieving the administrative 
burden on officials who are more removed from rural communittes. Local DAR 
teams should become very familiar with the municipalities th~y cover and serve 
as a bridge between the NGOs and the bureaucracy in matters concerning benefi
ciaries. The Mission concurs with DAR's emphasis on the importance of field
level teams. This is in line with DAR's long-standing policy of avoiding the 
extreme centralization that has plagued agrarian reforms in other countries. 
DAR will need to review and reform its procedures in line with the new Al.RP 
legislation, and issue appropriate instructions and guidelines to its staff as 
soon as feasible. 

4.13 Temporary mobilization of local officials will also be required to 
cope with the huge additional workload without permanent commitment to an 
increased bureaucratic structure. At the height of implementation of the Land 
to the Tiller program in one Southeast Asian country, some 30,000 temporary 
staff were mobilized. The scope of the ALRP is far wider and the manpower 
resource requirements correspondingly larger. The Government should consider 
temporarily seconding large numbers of staff from other administrative 
services (e.g., school teachers, tax collectors, municipal accountants) to 
DAR, for the purpose of assisting local DAR teams with the routine tasks of 
land identification and transfer. The benefits of speedy implementation of 
the reform would largely outweigh the temporary disruption in school or 
municipal services. though the time period involved should be kept to the 
minimum. 

C. Community Participation 

4.14 Given the sheer size of the ALRP, its implementation will require 
more than simplifying procedures and streamlining agencies, or adding large 
numbers of staff. Without active community participation, the Al.RP is liable 
to founder, just as the PD 27 program did. 
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4.15 A serious shortcoming in the 1972 program was precisely its failure 
to allow for ample and effective local participation. It is essential that 
the ALRP should move beyond an essentially top-down administrative model, 
reflecting the patron-client relationship common in countries with traditional 
landlord-peasant type of land tenure. As already mentioned, the Constitution 
calls for community involvement in the planning , organization and management 
of the land reform program. However, besides the involvement of Non
Governmental Organizations (NGOs) in the implementation of the program's 
activities (AI.RP, page 40), the only explicit provision for community partici
pation in the draft proposal appears to be the establishment of a "People's 
Committee on Agrarian Reform, with members coming from the 12 regions. 
Membership in the People's Committee should be built up from democratically 
chosen baranguay level representatives, pyramiding to the municipal, 
provincial and regional level" (Al.RP, page 45). From the description, this 
Committee is apparently conceived primarily as a national body built up of 
local and regional elements, although this needs to be checked further. The 
point is, unless genuine local participation is built into the program, 
peasant beneficiaries are likely to regard the At.RP as just another unrealis
tic program emanating from Manila, one that cannot (almost by definition) be 
directly responsive to their needs. 

4.16 The Philippines is fortunate to have a large number of grassroots, 
voluntary organizations, operating at the community level, that are broadly 
representative of the peasantry. At the same time, it should be noted that a 
mapping of where specific NGOs are active, along with an indication of their 
programs and how the Government might communicate with them, is not available. 
In many cases, the peasants have campaigned for land reform for years through 
these NGOs, and peasant participation has been their constant call.!/ 

4.17 At this stage of the reform, it is crucial for the Government to be 
receiving feedback through local groups on the feasibility and acceptability 
of various land reform proposals. Some consultation is taking place, as 
evidettced by a 3-day workshop organized in Bago City, Negros, in early March 
1987, ~nd attended by representatives of sugar workers, small farmers, fisher
men and religious communities, as well as by observers from DAR, NEDA and 
several banks. As reported to the Mission, that conference elicited strong 
backing at the grassroots level for a genuine and comprehensive agrarian 
reform program for Negros and very little support for such transitional 
measures as limited land sharing, which was perceived as safeguarding the 
landowners' interest and giving the peasantry little protection and few 
participatory rights. It is not clear how widespread such consultations are, 
but if the Government has not yet done so, it should urgently formulate and 

l./ See Luzviminda Cornista et al., "An Analysis of Rural Organizations in the 
Philippines: Typologies, Problems and Issues, and Policy Alternatives," 
ARI Occasional Paper Series, No. 16, (Los Banos, Philippines, Agrarian 
Reform Institute, June 15, 1986). 
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implement systematic plans for el~citing feedback and mobilizing local 
support. Otherwise, it runs the risk of having the ALRP presented as a 
competing program to what certain communities or certain NGOs might propose. 

4.18 Moreover, the Government should ensure that the AI.RP allows for 
appropriate decision-making and program management at the local level, so that 
it will become acceptable. Some issues are most efficiently resolved by 
groups at a local level. Only at this level can the existing institutions 
which are the starting point for agrarian reform be truly understood. 
Communities know the institutions of agriculture in their respective regions 
better than any centralized agency could possibly comprehend them, and they 
can suggest proper transitional and permanent post-reform institutions that 
are in harmony with the local environm~nt. Probably only local groups can be 
genuinely persuasive when it comes to deciding what post-reform production 
organization of agriculture would satisfy their peasant members. For example, 
will the local community accept a production cooperative on plantation land? 
And if so, what modifications are needed to the generalized model with respect 
to such matters as the payment of living allowances and the distribution of 
the production at the end of the year. Without beneficiary consultation, 
some of these decisions will surely be incorrect and the future of agrarian 
refc)rm will suffer. Even with community support, errors will be made, but the 
community will accept them and will take joint corrective action, if it has 
been involved in prior exercises of consensus*building. 

4.19 Whatever local committees are constituted as part of the At.RP should 
not, as in the traditional barangay committees, pit beneficiaries directly 
against landlords, but rather be made up of a group broadly representative of 
the community structure, including several beneficiaries, a merchant, a small 
landlord, a ruember of the clergy and a local DAR employee (ex-officio), etc. 
The duties of such Local Advisory Committees would be to interact on the DAR 
national agenda and prepare one of their own for the community. For instance, 
in the absence of clear titles, they would assist in identifying landholdings 
in the ccmrnunity that may be subject to agrarian reform; who the eligible 
landless beneficiaries are; to whom in the community land rights could be 
transferred in cases of flagrant default; how inputs could best be delivered; 
how the reform process should be monitored; etc. Another function of the 
Local Advisory Committees acting in concert with the local DAR office should 
be that of accounting, without which agrarian reforms may go very wrong. 
Especially if beneficiaries receive inputs from government sources or advances 
against future profits, they should be trained to keep simple accounts and to 
calculate the amount owed based on the terms of the loan. Of course, 
govertml~nt budgets are not unlimited and local participation does not mean 
that the central Government has no veto over what local communities want to 
do. The plea is for mutual respect and clear communication. 

4.20 Despite the presence of a large number of peasant organizations, it 
must be emphasized that the concept of grassroots participation is relatively 
new and untried in the Philippines. It will require a genuine and firm 
commitment on the part of Government to nurture and promo~e popular participa~ 
tion in the face of strong resistance from the rural elites. As pointed out 
in a recent exhaustive study on the Philippine rural sector, prepared by a 
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team of 20 Filipino agricultural experts, "the minimum requirements for a 
successful land reform are: (1) the dismantling of private armed groups, 
[which have been used by landlords to intimidate the peasantry], (2) a 
democratically-based, and non-economically based selection of local officials, 
whose loyalties would be more to the masses of their constituents than to the 
economic powers in their areas, and (3) the effective administrative separa
tion of the function of promoting agricultural and natural resource produc· 
tivity from the function of promoting land justice.".f/ 

D. Program Phasing and Beneficiary Identification 

4.21 The enormous size of the ALRP, which makes it necessary to decentra-
lize the program's administration, to enlist the assistance of vast numbers of 
local officials and to rely on active community participation, also reinforces 
the need for clear and simple rules and procedures that are easily understood 
and not prone to misinterpretation. It further militates in favor of proceed
ing with the program on a broad front, taking advantage of the popular. 
endorsement of the new constitutional mandate to carry out a comprehensive 
agrarian reform program, thus cutting short the period of uncertainty. Under 
the circumstances, the rules concerning identification of lands to be reformed 
and the identification of beneficiaries must be kept as simple as possible. 

4.22 The PD 27 land transfer program was confined to tenanted land under 
rice and corn and it was implemented partially and in several phases, 
beginning with the larger holdings. As a result, the land identification 
process was delayed due to resistance and non-cooperation on the part of land
owners who sought to evade the provisions of the reform by switching into 
other crops and/or illegally evicting tenants despite the threat of penalties. 
Moreover, the gradual implementation of the program afforded sufficient time 
to landowners to subdivide their holdings, often among family members, and 
thereby partly to subvert the objectives of the program. The ALRP proposal 
does not fully capitalize on the lessons of past experience. As presently 
conceived, the Al.RP remains a phased program affecting various categories of 
land at different times, using different retention limits and providing for 
step-wise implementation of land transfers under decreasing retention limits. 

4.23 In particular, for Program C, the ALRP proposes an "interim retention 
limit of 24 hectares" (actually 24.9 hectares) to be reached gradually over a 
5-year period: "By 1992, any farmin£ estates of more than 24 hectares not yet 
placed under a well defined process of transition to democratic control by 
tenants/farmworkers should be subject to land transfer. Under this rneasu~e, 
OLT schedule is envisaged to be undertaken with the following land sizes" 
(ALRP, page 46): 

100 ha and above 
50 - 99.9 ha 
25 - 49.9 ha 

- June 30, 1989 
- December 30, 1991 
- June 30, 1992 

'l../ "Addressing Rural Poverty," Chapte~ II in Agenda for Action for the 
Philippine Rural Sector, by the Agricultural Policy and Strategy Team, 
op.cit .. p. Il.67. 



PHL S-TA02c4/PD-64/05-06-87/dg 

- 56 -

4.24 Inevitably, such loose delineation of the programs and their step-
wise implementation will make the identification of lands to be reformed very 
cumbersome and invite evasicnary tactics by landowners. For instance, what 
constitutes a "well defined process of transition to democratic control by 
tenants/farmworkers" that would qualify as genuine land transfer? It is clear 
that opportunities for legal and administrative tie-ups remain and could again 
frustrate the objectives of the reform, namely "the trangfer of land control 
away from those with excess lands and towards the landless" (AI.RP, page '•5). 

4.25 Potentially most damaging to the ultimate goals of the land reform 
are both the step-wise introduction and the high levels of the retention 
limits on private lands. The proposal to phase in the retention limits in 
three successive steps, from 100 ha in 1989 to 25 ha in 1992, would encourage 
evasion, leave out a high proportion of tenants and landless, and add to the 
administrative burden. As they did in other countries when given an 
opportunity, landowners would begin immediately to sell off parts of their 
farms/estates in lots below the retention limit to those who can afford the 
price, or to transfer land de jure if not de facto to others, usually 
relatives. As a result, the land which would have been available for redis
tribution to tenants and farmworkers will shrink substantially. This would 
deprive many intended ldnd reform beneficiaries of the opportunity to become 
landowners and it would place that land permanently beyond the reach of 
tenants and landless workers. Such an outcome would virtually preclude any 
genuine and orderly land reform in the Philipoines in the foreseeable future. 

4.26 In order to prevent large-scale trans-2r ..dld subdivision of private 
lands, the Government should seriously reconsider the idea of carrying out a 
step-wise program of private land transfers. Furthermore, since announcing an 
interim retention limit leaves open the question of what the ultimate land 
ceiling will be and introduces an element of uncertainty, which cannot but 
adversely affect the behavior of landowners toward agricultural investment and 
production and the welfare of tenants and farmworkers, the Government should 
decide on the ultimate retention limit and enact it under the Al.RP from the 
start. As suggested in Chapter III, effective on the date of the announcement 
of the program, the Government should ban all transfer and/or subdivision of 
private land from holdings above the ceiling, thus minimizing the scope for 
malafide transfers and evictions of tenants or similar tactics. 

4.27 Setting a uniform ceiling for all types and classes of land would 
have the added advantage of simplifying the task of identifying the landhold
ings falling under the purview of the AI.RP. Consideration should therefore be 
given to lowering the level of the retention limit below the 24.9 ha limit 
given in the Al.RP and bringing it down in conformity with the limit of 7 ha 
applicable to tenanted rice and corn lands. This would make it possible to 
accommodate roughly 640,000 additional beneficiaries on about 1.2 million ha 
of land. Given the pressure on land in the Philippines, a 7 ha ceiling is not 
unduly low, especially compared to the 3 ha ceiling adopted in Japan and 
Korea, for instance. 
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4.28 In sum, in order to protect the constitutional right of farmers and 
landless farmworkers to own the land they till and to facilitate the implemen
tation of the reform program, the Mission recommends that the Government 
should adopt a uniform land ceiling of 7 ha for all Programs and implement 
Programs A, Band C simultaneously instead of in a phased manner. This would 
entail bringing forward Program C, which is currently slated to begin in 1989 
only. As described in Chapter VI, the Mission has examined the cost 
implications of reducing the retention limit from 25 to 7 ha and of starting 
the implementation of Program C in 1987, and found that the costs could be 
accommodated within a budgetary envelope that is lower than the one presented 
in the Al.RP for the years 1987-1992. 

4.29 As proposed in the ALRP, compulsory registration of the landowners, 
farm tenants and farmworkers should be required forthwith, in order to deter
mine the extent of land ownership, as well as to identify the potential land 
reform beneficiaries. Pursuant to the Constitution, the results of this 
registration should be accessible to the general public. To the extent that 
clear titles do not exist, the Local Advisory Committees would be asked to 
attest to the eligibility of landholdings under the Al.RP. 

4.30 Several related issues should also be addressed in the Al.RP. First, 
what land is the landlord entitled to keep? It is important to stipulate if 
he has the option of keeping the central part of the estate with the buildings 
8nd other non-movable capital or that with the best land, and who decides. In 
many countries, the tendency has been for the poorest land to be transferred, 
which has implications for land valuation, as well as for the beneficiaries' 
enhanced need for support services. Second, the disposition of movable 
capital should be clarified. As long as the movable capital embodies inappro
priate technology (e.g., labor-saving equipment), its removal is not a major 
cause of concern. Otherwise, the viability of the new farm units may again be 
compromised. Third, the manner of distributing the water rights should be 
specified. Water rights are often as important as land itself, and the reform 
should not be confined to land alone, lest the landlords exploit their natural 
monopoly at the expense of the beneficiaries (see also Chapter III, paras. 
3.52-3.55). 

4.31 Under the Al.RP, it is also important to streamline and establish a 
simpler and more democratic process of beneficiary identificati~~ than existed 
under the PD 27 program. In particular, the Local Advisory Committees 
familiar with local circumstances should play a vital role in the procesR. 

4.32 The issue of who gets land is of paramount importanc~ for the long-
term success of the reform and one which deserves careful scrutiny. The 
agrarian reform program is "founded on the right of farmers and re~ular farm
workers, who are landless, to own directly or collectively the lands they till 
or, in the case of other farmworkers, to receive a just share of the fruits 
thereof" (Art. XIII, Sec. 4 of the Constitution). It is clear that existing 
tenAnts and regular employees of plantations and haciendas under labor admini
stration are the intended beneficiaries of the Al.RP. The other farmwo~kers, 
who are supposed to receive a just share of the fruits of the land, are the 
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non-regular farmworkers, e.g., the sacadas in the sugar areas, the migrant 
laborers in central Luzon, the seasonal workers in the coconut areas, and 
subsistence fishermen. Cowpared to tenants and regular farmworkers, they tend 
to be worse off. Plantations seldom keep track of casual workers, Dut other 
records may be available. In the interes .. of equity, the Government may wish 
to consider including seasonal laborers, .1no have worked regularly on the land 
and who live in the general area, among land reform beneficiaries, in addition 
to the permanent resident workers. 

4.33 Moreover, the Government may wish to set an upper limit per benefi-
~iary holding (or per share in a collectively run farm) that would not 
significantly exceed the average holding per agricultural family in the area. 

4.34 Once the basic decisions regarding the ~ules and procedures under 
which the Al.RP is to be carried out have been made and approved, they should 
be announced publicly and communicated clearly to the various administrative 
and judicial bodies involved in the program's implementation. Given the 
recourse to active community participation, a massive information campaign 
should also be mounted to educate the public at large in the principles and 
procedures for implementing the ALR.P. 
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V: POST REFORM SERVICES 

5.1 As has been demonstrated in Chapter IV, implementation of the 
land transfer component of the AI.RP is an enormous challenge to the 
government and the country as a whole. It is not, however, the principal 
task, nor the most difficult: that begins as the land transfer portion 
ends, namely assisting the beneficiaries in the attainment of equitable 
economic growth. Land ownership of itself while providing a significant 
increase ir incomes (if the Mission proposal is followed) will do little 
to improve the long-term economic prospects of the farmer. - as experience 
under OLT shows, ownership may be a necessary but is certainly not a 
sufficient condition for improving overall productivity, achieving 
adequate rural incomes and escaping from the so-called "poverty trap", in 
which so many rural families find themselves at present. There is a 
general consensus that the key elements in a truly successful land reform 
must include adequate provision of credit, access to technological change 
and innovation through agricultural extension, support for the difficult 
transition from traditional modes of production on plantations to 
individual or joint cultivation, and access to markets. It is too much to 
hope that any program could successfully provide all these elements to all 
participants, but an attempt must be made to reach as many as possible 
with as wide a range of services as possible. 

5.2 The discussion in the current chapter is governed by a number of 
over-riding principles: that the provision of services under the AI.RP 
should not and indeed cannot be considered in isolation from the situation 
facing farmers in the rest of the country; that in addition to the needs 
of beneficiaries one has to make a realistic assessment of the 
implementation capacity; and finally that due consideration should be 
given to the issue of sustainability of service levels. 

A. Credit 

5.3 Credit is commonly seen as one of the most critical elements, if 
not the key element in post-reform support. This is certainly true in the 
case of the Philippines where much production credit has traditionally 
been provided to the tenant by the landowner. It is argued that with land 
reform the relationship will be broken and the new beneficiary will be 
left without access to credit, whether for annual inputs or for longer
term capital investment in productivity enhancing improvements. In 
addition to this are the more general claims not directly related to land 
reform, that, since rural credit markets are notoriously imperfect, small 
farmer access to credit is anyway very limited, and government has a 
responsibility to intervene to reduce what would otherwise be a high price 
of capital. 

5.4 Al.RP proposes a very substantial credit program amounting to some 
Pl2.860 billion for the period 1987-92. This figure is based on a c~mplex 
set of assumptions concerning the likely future production of 
beneficiaries, take-up rates between 30 and 50%, and repayment rates of 60 
- 75%. Short-term credit is expected to be used for cash and food crops 
as well as cattle and hog fattening. Medium and long-term (up to 10-year) 
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loans are envisaged for the development of plantation (tree) crops such as 
coffee, cacao, mango, under Programs B,C and D. The amount of credit 
proposed should be compared to the current and past levels of 
institutional credit available to the agricultural sector. A recent 
s~rvey (TBAC September 1986) of government schemes showed total local 
funds available for agricultural lending of Pl.2 billion, supplemented by 
seven foreign-backed funds totalling P3.3 billion. These figures compare 
with an estimated P27 billion total agriculturAl lending from all sources: 
private bank lending has traditionally provided over soi of credit to the 
sector, most of which is directed to large-scale producers. With the 
exception of the World-Bank financed Agricultural Loan Fund (P2.2 billion) 
most of the government credit programs are not market oriented and carry 
varying degrees of subsidy. The AI.RP proposal would constitute a major 
increase in the funds available for agriculture, not all of which are 
currently being utilized (50% of the ALF has yet to be drawn down). 

5.5 Estimating future demand for credit is always very difficult but 
becomes even more so when dealing with major shifts in ownership and 
production patterns. ~e Mission's proposals take into consideration a 
number of factors. First, the reform program will not bring about a major 
increase in the hectarage of productive land under cultivation: the need 
for additional inputs in the aggregate will change only marginally in the 
short run . Second, there is no reason to suppose that all private sources 
of formal credit will disappear overnight. As mentioned above the bulk of 
lending to agriculture is done by private banks to large farmers. With 
adequate transition arrangements for the management of large farms they 
should remain bankable. Government should actively encourage commercial 
banks to maintain their lending at historic levels, sharing some of the 
risk perhaps, through a partial guarantee mechanism. Thirdly, the 
channels for the supply of such an injection of credit are simply not 
currently available: the ru~al banking network is in disarray, and the 
current plans for rehabilitation will leave only a sparse coverage, even 
after the rehabilitation process is complete. Fourth, one cannot ignore 
the sorry record of Government initiated credit programs in the 
Philippines. There has been a strong perception on the part of some small 
farmers that Government credit is not really "credit" but a grant: debt 
forgiveness has been such that this has in fact been the case for many. 
Finally, the informal market, which has traditionally been the main 
supplier of credit to the small farmer in the Philippines as elsewhere, 
will undoubtedly respond to the new situation, quicker and more 
efficiently than any Government-backed program possibly can. In 
considering the need for Government-supplied credit, one cannot ignore the 
contribution that will be made by the informal mechanisms. It is perhaps 
worth noting that in the last two years, when the rural banking network 
had collapsed, agricultural output showed strong growth: the link between 
credit and growth is not a simple one. 

5.6 These elements together lead the Mission to recommend a more 
cautious approach to credit supply. An initial amount of P2 billion is 
proposed for program start-up, to be followed with another Pl.5 billion in 
1992. Should strong demand be manifested, and adequate supply channels 
available, additional amounts could be mobilized in a relatively short 
time frame. A number of principles need to be followed in the 
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implementation of the credit program. Credit should be provided at market 
rates. Reform beneficiaries should be targeted, and given priority and 
efforts made to improve branch coverage in key areas. Land Bank of the 
Philippines should take the lead in credit provision and the Agricultural 
Credit Policy Council (ACPC) should play a major role in policy making. 
There should be no confusion of roles between credit providers and 
collectors, and other agencies (DAR, extension workers etc.). DAR and DAF 
should not directly manage any credit programs: this should be left to LBP 
and the rural banks, supplemented perhaps by some NGO's in areas where the 
rural banking network is inadequate, OAF should limit its role to 
technical support of credit (screening etc.) and management of the CALF 
(Consolidated Agricultural Loan Fund) which could be a vehicle for 
channeling a substantial amount of the additional credit, in the form of 
guarantees. There should be considerable scope for small business type 
lending, in support of new services (e.g. contractual tractor services in 
Negros) and the banking system should be prepared to respond to such 
needs. The Mission believes that before launching major credit programs 
in support of tree-crops further study is required as to the viability of 
such programs (experience elsewhere in Asia has some lessons to offer). 
Credit is a critical element in the successful establishment of the small 
farmer, but in order that a healthy and sustainable rural financial system 
to develop, it is important that the mistakes of the past are not 
repeated. 

B. Extension 

5.7 Recognizing the need for technical support to the farmer in the 
years following transfer of land, the ALRP proposes a very intense 
extension effort. Proposed ratios of farmer: extension worker are very 
high, ranging from 50:1 for plantation and fruit crops (tree-crops) to 
190:1 for rice areas. In addition it is proposed to double the current 
salaries of extension workers under the program. The total number of 
incremental extension workers proposed for Programs A, B, C, and D 
combined would reach over 31,000 agents by 1992, with an annual budgetary 
expense of Pl.8 billion. This is clearly not sustainable in the medium or 
long term: if added to the P875 million currently spent on extension, it 
would absorb over 50% of total Government expenditure on agriculture. The 
practical problems and costs of recruiting and training such numbers in 
such a short time frame have not been addressed in the proposal. However, 
in the view of the Mission, such an effort is not required, even were it 
feasible and affordable. The Philippines currently has one of the densest 
extension networks of any LDC: OAF has about 13,550 field technicians 
involved in agricultural extension. In addition there are at least 14 
other goverrunent departments and agencies directly involved in the 
delivery of extension service, the number of their personnel totalling 
over 50,000. The need is not for an additional 30,000 extension staff, 
but for better organization and management of existing resources. The 
effectiveness of the current service is constrained by a number of 
factors: shortage of technical specialists (although overall education 
levels are relatively high), absence of in-service training opportunities, 
poor supervision, control and accountability, lack of mobility, poor pay 
and little upward professional mobility, ill-defined work and program 
objectives, and weak links between extension and research. These problems 
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have plagued the service for many years and seem to have proved 
intractable to date. The agrarian reform program provides an opportunity 
to revitalize, uot only those agents dealing with beneficiaries but the 
service as a whole. The Mission has a series of suggestions to make: 

a) The Mission supports the recommendation to increase salaries 
and allowances, which are among the lowest of any 
professional group. This has to be done for the entirety of 
the service: one cannot create a "privileged group" 
specifically to address land reform support. 

b) The service should be rationalized and control concentrated 
in DAF, with a clear line of command. The farmer should deal 
with one person from one agency for his agricultural advice. 
As stated above DAR and LBP should not be in the extension 
business. 

c) The distribution of agents should be reviewed in light of the 
areas of highest need, and personnel moved accordingly. 
There should be a thorough review of current knowledge, and a 
"weeding out" of those who do not meet required minimum 
standards. 

d) Training should be provided to educate the agents in the 
special needs of reform beneficiaries; international 
assistance would be of particular interest in this area, and 
a twinning arrangement could be envisaged with a training 
institute where similar reforms have been implemented. 

e) Many of the beneficiaries are currently farming and their 
extension needs will be relatively minimal. Where there 
will be a need is in the areas where haciendas are being 
distributed amongst workers. Here the need is not so much 
for a traditional extension worker per se but more for a farm 
manager. The Mission recommends that consideration be given 
to the creation of a cadre of such managers from among the 
most competent extension agents and that they be paid a 
premium to work on a contract basis. Each manager could 
handle an area of lOOha. (50 farmers), coordinating input 
supply and production output. It is important that the agent 
be accountable to the farmers, and that they can change the 
person (or abolish the post) if and when they wish. Costs 
for this component have been included in the Mission 
proposal, along with increased salaries for some additional 
agents under Program C. Extension needs under Program D are 
high: these are areas currently barely if at all served. 
However, lacking information on the details of the Program, 
the Mission has refrained from making changes or 
recommendations. One observation is relevant: there is a 
real need to develop viable and ecologically sound technical 
packages for upland agriculture, if the beneficiaries are to 
significantly improve their living standards. This should be 
a priority of the research agencies in the short term. 
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f) The Mission recommends that in order to address the specific 
issues of extension, an inter-departmental task force be 
established, with the task of formulating concrete proposals 
for the reform of the current system, in the context and 
time-frame of the agrarian reform program. 

c. Post-Reform Systems of Farm Organization 

5.8 One argument against land reform that is consistently 
encountered, in the Philippines as elsewhere, is that the breaking up of 
large plantations and estates will severely disrupt agricultural 
production and lead to losses of economies of scale. As has been 
mentioned above, it is not evident that there are significant economies of 
scale in current production systems in the Philippines. Nonetheless it is 
evident that there will be major changes in the way farms are run as a 
result of the reform. It is important that steps are taken to minimize 
the disruptive effects, and smooth the transition of the beneficiaries 
from laborer to farmer-owner. The Al.RP does not specifically address this 
issue, and in the time-frame available to the mission only a cursory 
examination of the problem was possible. Nonetheless, some suggestions 
can be made based on experience elsewhere and within the country. The 
fundamental point in such discussion is that ownership units need not be 
synonymous with operating units. Obviously over time, in agricultural 
systems they tend to converge, although one could point to the 
agricultural corporations in the U.S. and Europe, where ownership is 
completely dtvided from management. Thus it is possible to envisage a 
situation where ownership of an operating unit is transferred to the 
workers, and yet the unit continues to )perate as before. The major 
difference is that now the worker/owners receive rent on the capital 
assets that before pertained to the landowner. There are a number of 
possible models that could be followed: one may be more appropriate in one 
situation, another elsewhere: 

a) Corporate structure: here the beneficiaries form a 
corporation, of which they become shareholders. The land is 
transferred to the individuals who then agree that it should 
be operated by the corporation, in return for a share of the 
profits. They continue to work as before, on their specific 
tai;ks. 

b) Cooperative structure: here the farmers agree to share 
profits and work communal, sharing equipment and risk. The 
history of cooperatives in the Philippines has not been very 
happy, but there may be areas where social and ethnic 
structures lend themselves to this mode of organization. 

c) Lease-back: this would ap~ly in areas where highly mechanized 
production systems are in operation (e.g. pineapples). 
Owtership of the land would pass to individual farmers who 
would then lease it back to the existing production entity 
(be it a corporation or an individual). 
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5.9 It is obviously not possible to specify any one solution: the 
future development of the farming areas depends ultimately upon the 
individual decisions of millions of beneficiaries. The Government should 
be prepared to offer support however in those areas where change is likely 
to be most dramatic. There seems to be a clear role for the NGO's in this 
context. Whatever is proposed there are a number of key conditions that 
must be incorporated in any legislation : 

(i) Participants should know from the start that they will 
have the right, after a certain period (of, say, three 
years), to decide whether or not they wish to continue 
with the system, modify it or drop it altogether. 

(ii) If Government providos managerial or organizational ser 
vices, these should be accountable to the farmers, who 
should have the right to decide when they dispense with 
the services, or to replace unsatisfactory personnel. 

(iii) The structure should have sufficient legal status to en 
sure access to bank credit and protection under the 
law. This may require legislation. 

5.10 The task of developing possible appropriate models of 
organization is an urgent one, and as with extension, should be the 
subject of a special task force, drawing on the past experience of DAR, 
LBP and NGO's; an initial pilot phase might be envisaged, where a number 
of different structures are tested in diff~rent regions. A guiding 
principle to be observed should be a maximum of local participation in the 
development and adoption of systems. This is n2t an area where the center 
can decide - local conditions and local solutions must prevail if there is 
to be stable development. 
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VI. COST AND FINANCING OF THE ALRP 

A. Costs of ALRP 

6.1 The total cost for the period 1987-1992 is estimated by the Inter-
Agency Task Force on Agrarian Reform to be P 63.30 billion, and to be P 112.57 
billion for the whole life of the program, through 2002. Of these costs, the 
land transfer component (the cost of compensating landowners for expropriated 
land) is 44% of the costs through 1992, but 66% over the whole pr~gram to 
2002. Of the costs through 1992 (those costs requiring funding v~er the near 
future), the other major components ar.e credit (20%) and developmental 
expenditures for Program D lands (14%). 

Table 6.1: ALB.P REVISED COSTS 
(P Billion) 

1987 through 1992 1993- 1987-
A B c D Total 2002 2002 

Land Transfer 2.89 10.05 14.79 27.73 46.50 74.23 
Land Survey and Titling 0.15 0.31 1.97 0.67 3.11 3.11 
Credit 1.36 2.00 9.50 12.86 o.ao 13.66 
Extension Services 0.26 1.44 2.36 1.59 5.64 1.97 7.61 
Marketing Support 0.37 0.22 0.18 0.77 o. 77 
Development Project Areas 8.69 8.69 8.69 
Research and Development 0.04 0.04 0.06 0.06 0.20 0.20 
Operational Expenses 0.29 0.78 1.60 1.63 4.30 4.30 

Total 5.36 14.83 30.46 12.61 63.30 49.27 112.57 

Source: ALB.P 

Note: Costs for Research and Development have been reallocated equally 
between Programs A, B and c. Operational expenses, which were given 
as an aggregate for Programs A, B and C in the ALRP, have been 
apportioned among the programs in accordance with their relative 
weights • 

6.2 It is evident that the major determinants of the cost of the ALRP are 
primarily the cost of the land transfer component - the amortization provisions 
applied to beneficiaries and the compensation terms offered to landowners -
and, secondarily, the costs of credit and extension. For this reason, the 
Mission conducted sensitivity analysis of the land transfer conditions in order 
to explore possibilities of reducing costs. The detailed results of this 
analysis are presented in Annex 4. 
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6.3 In the sensitivity analysis, particular attention was given to the 
impact of varying program conditions upon costs to the Government during the 
first few years of the program - the six years 1987-1992. This is the period 
during which financial stringency is expected to be most severe. A second 
criterion is the Net Present Value (NPV) of the stream of costs and revy?ues 
generated by the ALRP over its full life, from 1987 to 2002 and beyond.-

6.4 Two major conclusions emerged from all the sensitivity analysis. 
First, the net fiscal cost 1987-1992 is relatively insensitive to the 
amortization conditions offered to beneficiaries. There is, therefore, 
considerable scope for modifying these conditions without major cost 
implications. Second, the cost during 1987-1992 is highly sensitive to the 
compensation provisions for landowners--the level of land valuation for 
compensation purposes and the precise conditions for financing the compensation 
package. The affordability to Government of the land reform is thus determined 
mainly by the compensation package offered landowners, and not by the financial 
conditions offered beneficiaries. The effectiveness of the land reform, 
however, in terms of the income improvements provided beneficiaries and 
subsequent productivity improvements is determined by the amortization terms 
of~ered beneficiaries and by subsequent Government productivity-improvin3 
investments and policies. The former does not have immediate financial 
implications, in contrast to the latter. 

6.5 Regarding landowners, the compensation package proposed in the ALRP 
consists of 10% cash payment upon expropriation, the remainder to be paid in 
bonds, bearing 6% interest and redeemable in equal instalments over a period of 
ten years. The Mission is in agreement with this formula. However, as set out 
in Chapter III, the amount to be paid should be based on the value of land as 
declared by the owner or assessed for tax purposes, whichever is lower. The 
cost implications of this are discussed further below. 

6.6 Under the present provisions of ALRP, beneficiaries in Programs B and 
C receive land at a cost which is 20% less (the "affordability wedge") than the 
price used to calculate compensation for landowners. They are expected to 
amortize the land cost over 30 years at 6% annual interest. The Mission 
recommends that a once-and-for-all up-f!?nt payment for receipt of title to the 
land, at a rate of, say, P 600 per lot,- be substituted for the amorti~ation 
charges. This charge should be strictly enforced and it should be collected at 
the s.une time that the title to the land is transferred. The cost of P 600 per 
lot should be compared with an expected average annual net income of over 

1/ In the ALRP, cost streams are truncated at 2002, the point at which net 
flows to Government become positive under ALRP assumptions, although they 
extend into late years. In the NPV calculations by the mission, these 
later year streams are included, although it makes little difference into 
the outcome. 

2/ The cost of land surveying and titling is estimated in the ALRP at P 600 
per lot in Programs A, B and C and P 720 per lot in Program D. A flat 
rate across all Programs is reconunended. 
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P 2,400 from a 1.4 ha farm and with the annual payment of P 440 currently made 
to the landlord. The one-time payment of P. 600 should also be compared with 
the annual amortization payment of over P 2,000, proposed in the ALRP. The 
Mission believes such a sum to be affordabLe, particularly if payment (and 
transfer of title) can be made after the first harvest, as is proposed. 

6.7 In the interests of equity and simplicity, it is proposed that the 
outstanding arrears of agrarian reform beneficiaries who received land under PD 
27 be forgiven. This is a substantial amount (over P 2 billion), currently on 
the books of the Land Bank, which is mostly unrecoverable: it should be 
recognized as such. In addition the Mission believes that refinancing the 
outstanding bonds heid by original owners is not a priority, given the current 
constrained resource position, and the costs as~ociated with this item have 
been excluded. 

6.8 The cost to the Government of such a seemingly 1·adical departure from 
the ALRP, and from previo~s land reform practice in the Philippines, is 
minimal. As is shown in the sensitivity analysis in ~?ex 4, the net fiscal 
cost to Government over the critical period 1987-1992 - is not significantly 
affected given the collection rates from beneficiaries projected for the future 
in ALRP and given the high Tatio of collection costs to the revenue collected 
which has been e~perienced in the past. The Mission does not believe that it 
is possible to reduce coilection costs so dtamatically as to change this 
conclusion. This is due to the fact that it is always very costly to collect a 
very large nU111ber of small recurring payments from ~ large number of 
geographically-dispersed small farmers. 

6.9 Eliminating the ~eed for collecting recurring amortization payments 
greatly reduces the burden of implementing the land reform which would 
otherwise fall upon the Land Bank, as discussed in Chapter IV. Further, the 

3/ The increase in costs due to this proposal depends upon the collection 
costs of farmer payments, as is evident from the Table: 

Percent !~crease in ALRP Costs Due to No Amortization Charges 

1987-1992 Costs 
NPV of 1987-2002 Costs 

Sour.ce: Annex 4 

Collection Costs (% of sum collected) 
0 20 40 60 80 

9.3 
50.7 

7.3 
36.8 

5.4 
25.3 

0.1 
15.6 

-2.7 
1.2 

The Mission was provided with collection cost estimates (incorporating the 
overhead of LBP field oiices) as high as 80% of receipts. Even at the lower 
estimate of 60%, the impacl of th~ proposal upon 1987-92 costs is 
negligible. However, it increases che NPV of total costs through 2002 by 
about 16%. If allowance were made for inflation, this cost increase also 
would be negligible. 
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present ALRP proposals are built upon estimates of collection rates of 
amortization payruents which are considerably higher than those achieved in the 
past. They remain very low, however, being no more than one half of the annual 
amount becoming due. 

6.10 The Mission considers that designing the land refot'11l program upon 
such low compliance rates (however realistic they may be) is not conducive to 
reforming the financial performance of farmers and, in particular, to laying 
the foundations for the re-emergence of efficient financial intermediation in 
rural areas. A significant advantage of the Mission proposal not to charge 
amortization payments is that it would permit the requirement for an initial 
land title payment to be strictly enforced and this in turn could be the first 
step in enforcing financial d~scipline upon rural credit. The last does not 
seem feasible while at the same time condoning widespread failure to meet 
amortization payment obligations. 

6.ll Further as shown in Chapter II, this proposal would significantly 
enhance the disposable incomes of beneficiaries, and would thereby advance the 
equity objectives of the land reform. Finally, it will contribute to 
horizontal equity among land reform beneficiaries. Under the ALRP pro~osals, 
beneficiaries under Programs A, B and C would be liable to pay for their land 
through amortization charges. By contrast, those in Program D would receive 
iand free of charge ~as is appropriate given their income leveis). However, 
the landless beneficiaries under Program c, in particular, are not perceptibly 
better off than beneficiaries under Program D. The suggestion to eliminate the 
requirement for amortization charges would mean that all groups of 
beneficiaries would be treated even-handedly. 

6.12 This change in beneficiary pdyment obligations is included in Table 
6.2, the revised cost estimates developed by the Mission. Several other 
costing changes are suggested, the net effect of which is to reduce the total 
cost of the Program over the period 1987 t~ 1992 from P 63.30 billion 
(Table 6.1 - the ALRP Cost Estimates) down to P 52.98 billion (Table 6.2 -
Mission cost suggestions). This represents a reduction of over 17% made up 
mainly by reductions in the cost of land transfers, cr~dit and extension 
services. 

• 
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Table 6.2 SUMMARY OF PROJECT COSTS ESTIMATED BY WORLD BANK MISSION 1987-2002 
(P billion) 

1987 through 1992 1993- 1987-
A B c D Total 2002 2002 

Land Transfer 4.17 3.47 22.47 -0.40 29.71 36.99 66.70 
Land Survey and Titling 0.15 0.15 2.68 0.67 3.65 o.oo 3.11 
Credit 2.00 2.00 1.00 3.00 
Extension Services 2.84 1.59 4.43 5.49 9.92 
Marketing Support 
Development Project Areas 8.69 8.69 8.69 
Research and Dev·elopment 0.04 0.04 0.06 0.06 0.20 0.20 
Operational Expenses 0.45 0.12 1.50 1.63 4.30 4.30 

Total 4.82 4.38 31.55 12.24 52.98 43.48 95.93 -
Source: ALRP and Mission Estimates 

6.13 Four types of change are suggested with respect to the cost of land 
transfers. First, as discussed above, no amortization charges against the 
beneficiaries have been included. Instead, beneficiaries were each charged 
P 600 in all four Programs at the time of land transfer. This revenue
generating item explains the negative entry in the land transfer row Program D, 
in which there are no off setting land compensation costs. The cost of 
compensation payme~ts for landowners has been recalculated on the basis of 
self-valuation for land tax purposes as discussed in Chapter III above. The 
average values for 1981-82 (the most recent valuation period) were updated by 
three-year moving averages of the relevant product prices. ALRP bond condi
til'n·~ are applied to compensation payments. The net effect of this group of 
ch~,~es was to reduce land transfer costs from over the R1riod 1987-92, P 27.73 
billion (Table 6.1) to P 18.09 billion, or by about 35%.- It should be noted 
that the ALRP land values for compensation purposes under Program A have been 
maintained; they are in fact similar to the adjusted self-declared values used 
in t:he other Programs. Second, because of the overlap coverage of land between 
Programs 8 and c, the area to be covered in Program B has been reduced by 50%, 
with proportional cost reductions. The figure of 50% is intended as a first 
approximation or.ly, and can readily be varied as the data are refined. Third, 
as discussed in Chapter II, the retention limit in Program C has been reduced 
from 25 ha to 7.0 ha, bring it into line with the other Programs. The recom
mendation to reduce the retention limit in this way increases the area under 
Program C by about 55%, and Program costs have b.;-en accordingly adjusted on 

4/ The land transfer cost for Program A increases because, as explained in 
para 6.6, past beneficiaries under OLT are forgiven amortization charges 
for accumulated arrears. 
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this basis.~/ This change in scope increases land transfer costs from P 18.09 
billion under the ALRP proposed to P 19.03 billion in the first six years. The 
increase in cost is small as a result of the proposed phasing of Program C: the 
bulk of costs fall outside the 1987-92 period. Four, in the ALRP itself, 
Program C is phased to start in 1989. The Mission has accorded this Program 
very high priority, and accordingly recommends that it be started as soon as 
possible. The Mission has estimated costs shown in Table 6.2 on the basis of a 
1987 start for Program C: this change raises the land transfer costs from 
P 19.03 billion to P 27.73 billion for the 1987-92 period. 

6.14 Land Survey and Titling Costs have been adjusted in Table 6.2 to 
reflect the increased land area included under Program C (due to 7 ha. 
retention limit) and the reduced area under 'B'. As noted above, in the 
Mission estimates they are offset, partially at least, by land transfer 
payments collected from beneficiaries and subsumed under the Land Transfer 
heading. • 

6.15 Expenditures on expandi~g the supply of credit in the amount of 
P 12.9 billion are included in ALRP costs in Table 6.l. As discussed in 
Chapter V, the Mission considers that provision of credit to land reform 
beneficiaries through formal banking channels should not be ccnsidered in 
isolation from broader issues of rehabilitation of the banking system and its 
role in supplying the credit needs of small farmers. The Mission has included 
in Table 6.2 an initital amount of P 2.0 billion to meet those particular 
credit needs which probably cannot be supplied through less formal sources and 
existing channels. One example might be the requirements for medium-term 
credit to meet the investment needs of changed management and farming systems 
under Program C in particular. 

6.16 ALRP costs include provision for a significant expansion of extension 
services in each of the four Programs. As described in Chapter V, the 
Philippines presently has one of the densest extension networks among 
developing countries in terms of numbers. The Mission considers that there is 
little justification for expanding extension services with respect to Programs 
A and B, and proposes a more selective approach for Program C. In the case of 
"haciendas under labor administration", it is suggested that special provision 
be made for farm management assistance. In the cost estimates in Table 6.2 no 
extension costs are included for Programs A and 8. Under Program C, an 
allowance is made for one farm manager, paid at a rate of four times the annual 
extension worker salary, per each 100 ha over the period through 1992, combined 
with some expansion and upgrading of conventional extension services. The 
Mission accepts the need for expanded and more effective extension services in 
Program D, an has retained ALRP estimates for this ccnponent. 

5/ Assumes that the size distribution of sugar and coconut farms holds for 
sugar and coconut lands under labor administration respectively and that 
the size distribution of all farms applies to all other areas. The 
figure of 55% is a weighted average of the increase from the three 
distributions. The total cost of Program C is increased proportionately. 
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6.17 "Marketing support" is included as a line item in the ALRP costs in 
Table 6.1. This is an allowance for purchases by NFA of a portion of the 
output from beneficiary farms in order to ensure that beneficiaries receive the 
full support price. The Mission queries whethet ~t is feasible to operate a 
price support operation for land reform beneficiaries selectively by market 
operations involving a small proportion of the total volume of output. This 
is given additional point by the fact that in the past the support price for 
palay has been ineffective, with farmgate prices generally below support levels 
in recent years. In its cost calculations, the Mission has deleted this cost 
item. In turn, in its calculations of the impact of the Program upon 
beneficiaries and in its analysis of the capacity of beneficiaries to meet 
amortization payments, it has used farmgate rather than support prices. 

6.18 An amount of P 8.69 billion for "Development of Project Areas" has 
been included in ALRP costs in Table 6.1 for Program D. This does not 
represent a cost of land rejorm in the strict sense; instead, it represents 
complementary development expenditures associated with the regularizing of the 
status of the occupants of Progam D land. The land reform under Programs A, B 
and c, as well as the issuing of titles or secure leaseholds to occupants of 
Program D land, could proceed without this expenditure item. However, while 
this would bring some tangible benefits to the beneficiaries under Program~ A, 
B and C (particularly if the Mission suggestions on amortization charges are 
implemented) it would not of itself lead to improvements in the welfare of 
Program D beneficiaries. For this reason, the Mission considers these dev~lop
mental expenditures essential to agrarian reform in Program D, and has retained 
them in its revised cost estimates in Table 6.2. 

6.19 The ALRP proposal includes an allowance of P 200 millior, for 
tiResearch and Development" over the period 1987-1992 (Table 6.1). This seems 
an appropriate amount and it is included also in the Mission estimates in Table 
6.2. 

6.20 "Operational Expenditures" in the amount of P 4.3 billion for the 
period 1987-1992 are included in6~oth sets of cost estimates, with P 2.67 
billion for Programs A, B and C - and P 1.63 billion for Program D. The 
Mission understands that these estimates were arrived at on the basis of prior 
experience with Operation Land Transfer. These costs might be reduceable by 
simplifying and streamlining p~ocedures as suggested in Chapters III and IV. 
The Mission has not, however, ~llowed for this possibility in its costing of 
the Program. On the other hand, the Mission is concerned that the full cost of 
collecting amortization payments from beneficiaries may not be fully reflected 
in ALRP costs in Table 6.1. If this is indeed the case, then the ALRP costs 
represent an underestimate of true costs in this regard compared to Mission 
estimates in Table 6.2. As a consequence., the cost advantages of the Mission 
proposal not to charge amortization are underestimated. 

6/ In Tables 6.1 and 6.2 these have been allocated among the Programs A, B 
and C proportion to total Program costs. Thus the amount varies between 
the two Tables for the first three Programs, although the total is the 
same. 
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B. Financing the ALRP 

6.21 The cost of the program defined by the Mission amounts to some P 53 
billion over the period.1987-92 (Table 6.2), an annual average cost of nearly 
P 9 billion ($450 million equivalent at current exchange rates). This annual 
amount represents about 1.5% of GNP, and 7.5% of total Government expenditures 
for 1987. Financing a program of this magnitude will clearly require some hard 
decisions by Government, in the face of the many demands upon limited 
revenues. It is the view of the Mission, however, that, while large, the sums 
involved are affordable if Government deems the program of sufficiently high 
priority. What is not clear from the ALRP proposal is the extent to which the 
cost of the program should be considered additional to current Government 
commitments and planned expenditures over the period in question: without clear 
direction on this matter it is difficult to form firm judgements as to 
affordability of the program. The Mission analyzed the program cost both as an 
additional, and an alternative, call upon Government resources. Government has 
three main avenues which it can explore for financing the agrarian ref~~~ 
program (or any other): additional internal so~rces, reallocation of existing 
resources, and foreign aid. It is likely that the program eventually adopted 
will be funded through a combination of all three. 

Internal Sources 

6.22 The possibilities here consist of increased taxation, increased 
Government borrowing or creation of additional money, and divestment of 
assets. For illustrative purposes, it has been assumed that one-third of the 
required P 9 billion is raise~ through each mechanism. Paying for the program 
portion through increased taxation would not require a significant increase in 
the tax effort. The ratio of tax revenues to GNP ~verages about 10%, one of 
the lowest in the world (comparable figures in the region are 14% for Thailand, 
7% for Korea, 20% for Indonesia and 24% for Malaysia). The tax ratio is 
expected to rise to 12% as a result of the tax reform program ~urrently under 
way, which should be completed in 1987: the additional revenue required to fund 
one third of ~he cost of the ALRP would imply an additional increase of 0.5%, 
still leaving the Philippines with one of the lowest ratios in the world. 
While the feasibility, timing and desirability of such a further increase at a 
time when the economy is emerging from recession may be questioned, there 
remains scope for at least some part of the costs being met in this way. 

6.23 Among the fiscal sources being considered is a special progressive 
land tax, which it is hoped will provide an inducement to landowners 
voluntarily to offer their properties for distribution in the land reform. 
Such a progressive tax might also include surcharges at the upper levels of 
landholding. Increasing the basic assessment rate on the existing land tax is 
also under consideration. However, it does not seem likely that the land tax 
sources will yield increased revenues for the land reform in the amounts and 
with the timing required. First, the collection rate on existing land taxes is 
low, about 45% in rural areas, and it can be expected that non-compliance would 
increase, rather than decrease, with higher tax rates and a land reform in 
progress. Second, the yield of the tax has a phasing which is the inverse of 



S-TA02c6/PD-068/05-l3-87/eas/dc 

- 73 -

the the requirements for land reform. This can be illustrated by considering 
the consequences of a rapidly-implemented reform. Such a reform, by 
expropriating the land, would itself reduce the tax base for raising revenues 
for making compensation payments to landowners. By contrast, a slower pace of 
reform would yield more tax, but it would also have lower funding requirements 
during the earlier reform. However, such a phasing may not be the best with 
respect to the other objectives of the reform. Finally, ~ntense political 
opposition could be expected to the imposition of a tax the purpose of which is 
to facilitate the expropriation of the property of the intended taxpayers. 

6.24 Also under consideration is the possibility of raising additional 
revenues through increased fees for the use and extraction of public resources, 
discussed under Program D in Chapter II. Such proposals to improve the tax 
collection effort and to capture for public use the rents generated by public 
resources are to be welcomed. However, they should be viewed in a larger 
f iscat context and are not issues specific to land reform. 

6.25 The possibilities of funding the program through increased borrowings 
and money creation are limited, by both the agreements entered into with the 
IMF (although this applies only to 1987), and by the macro-economic conse
~uences of such actions, the negative aspects of which the Standby Agreement is 
intended to preclude. The Government deficit in 1986 was around 4.5% of GNP. 
The 1987 target is just over 3%, representing spending of about P 120 
billior.. If a third of the program were to be funded through borrowings, this 
would imply a deficit of about 3.6% for 1987, declining thereafter: a level 
very similar to current levels, and not liable to cause serious concern. 
Liquidity in the financial system is currently such that a higher level of 
borrowings could easily be accommodated. If the economy recovers with the 
vigor that is expected, however, the situation would change, and there could be 
a risk of "crowding out>' in the medium term. The amounts available through 
this source are therefore related to the speed and strength of the economic 
recovery. Limits to base money growth have been established with a view to 
providing sufficient liquidity in the system to accommodate expected growth, 
while avoiding fuelling inflation; there is not likely to be much room for 
maneuver in this area. 

6.26 Assets Sales. The Government has the possibility of using some one-
time extra-budgetary sources of funds to assist in def raying the cost of the 
ALRP. It should be noted, however, that such a use represents just as much a 
diversion of resources as would redirecting part of regular budgetary 
expenditures, in that the sales are not related to the agra~ian reform 
program, and will take place whether or nol the program is implemented. There 
is no economic connection between these extra-budgetary resources and ALRP, and 
therefore no reason why impl€mentation of the ALRP should be linked to the 
availability or amounts of such resources. Such a linkage ignores the inherent 
fungibility of money, and may create an artificial constraint which could 
severely limit the scope and pace of the proposed reform. 

6., Proclamation No. 82 (March 3, 1987) decrees that all proceeds from 
the sale of non-performing assets held by the Asset Privatization Trust (APT) 
shall be used for the agrarian reform program. The Government estimates that 
this source will yield net proceeds in the amount of P 20 billion, at the rate 
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of P 4 billion in 1987 and P 7 billion in succeeding years (the IMF has assumed 
a figure of P 2 billion in 1987). Another possible source could be from 
"sequestered and/or ill-gotten wealth" (assets illegally acquired during the 
previous administration): an amount of P 12 billion has been estimated. Should 
these amounts materialize, they would total some P 32 billion, leaving a sum of 
only P 21 billion to be found (P 3.5 billion a year}. However, the estimates 
may prove to be optimistic both in terms of absolute amounts and of the timing 
of their availability: another strong argument, in the view of the Mission, for 
~ linking the program implementation to their realization. 

6.28 Reallocation of Resources. As noted above the ear-marking of sales 
from the APT is an example of the reallocation of r~sources to finance the 
program. There are many other possibilities the Government could pursue, 
within the framework of their current budget resources. The Medium-Term Public 
Investment Program (1987-1992), developed before the ALRP, includes 
expenditures of some P 1.6 billion for ongoing land reform activities, which 
should be used for the ALRP if implemented. If one third of the cost of the 
ALRP is funded by reallocation of resources the sums involved (P 3.5 billion 
annually) would represent only 2.5% of expected total public expenditures in 
1987, and a declining proportion thereafter: a significant but not overwhelming 
proportion. Such decisions involve difficult trade-offs, particularly in 
allocating resources across sectors. CJnce again, the issue becomes the degree 
of priority that the Government affords the program. In this context it might 
be noted that, to the extent that (he land reform program succeeds in its 
stated objective of removing one of the main sources of instability in rural 
areas, it thereby removes the need for a possible substantial expansion of 
civil defense expenditures. 

6.29 Foreign Funding. The question of the additionality of the program 
mentioned above, becomes especially important in any discussion of the likely 
availability of foreign funding. The ALRP proposal raises the possibility of 
reallocation of existing foreign loans in order to finance land reform. This 
is certainly only possible to a very limited extent in the case of the World 
Bank, and presumably a similar situ~~ion applies to other aid agencies. 
However, to the extent that Government accords priority to the ALRP, there is 
no reason to believe that they would not be ready and willing tr allocate new 
aid to such a high priority program. The land transfer component poses some 
specific problems for foreign agencies: the World Bank, itself, for instance, 
by its Articles of Association, is not able to finance compensation payments 
for the transfer of existing assets. It is not clear to what extent, if any, 
similar restrictions apply to other sources of foreign funding. If it is 
assumed that no foreign resources would be forthcoming for land transfer, the 
Government would need to finance some P 30 billion from domestic resources, 
leaving a balance of P 23 billion to come from abroad. The bala~ce translates 
into something under P 4 billion ($200 million} a year, which can be comparP.d 
to current foreign assistance disbursements of around $2 billion & year. Thus, 
if the program i$ non-incremental it could be readily absorbed in the current 
~evels of aid. Even if additional, it would require only a 10% increase in 
current assistance levels~ ~n either case, the amounts are not unattainable. 
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c. Macro-Economic Issues Related to ALRP 

6.30 A program of this magnitude obviously raises a number of important 
issues for the management of the economy as a whole, not least in relation to 
its funding. In the absence of any indication of Government's decision 
concerning the mechanisms to be used, analysis of the impacts can only be 
speculative and limited to outlining the probable consequences of respective 
courses of action. A key question is the likely impact of the program upon 
inflation: again, the answer depends largely upon the degree of additionality 
to existing planned expenditures. If the ALRP replaces planned expenditures, 
and is funded by reallocation both of projected domestic re&ources, and of 
foreign aid, the impact is likely to be contained within the already planned 
parameters for monetary growth and inflation. 

6.31 If, as is likely, a significant part of the costs are additional to 
those already foreseen, the inflation impact needs to b~ examined. The ALRP 
contains within it three types of transaction: the transfer of land from one 
section of the population to another (Programs A, B, and C); the transfer of 
land from Government to private hands (Program D); and expenditures in support 
of post-transfer production. The last element is no different iu nature from 
any normal investment project carried out by Government in the expectation of 
increasing growth and incomes: the inflationary impact of such expenditures 
derives entirely from the source of the funding, as will be discussed further 
below. 

6.32 The transfer of land from one section of the population to another 
has no impact on private aggregate wealthj if no compensation is paid. 
However, in the scheme as proposed, an amount equal to the value of the land 
transferred will be returned to the landowers as compensation, over an eleven
year period. The overall amount of money/financial assets (Land Bank Bonds) in 
private hands is increased, and one would expect total demand in the economy to 
increase accordingly, with inflationary and/or expansionary consequences. The 
degree and nature of this impact depends entirely upon the amount by which 
money holdings increase, and the amount of slack in the economy. If Government 
chooses to fund the "domesti~ portion" (land transfer) through a mixture of 
increased borrowing and taxation, an amount of money equal to the expendi~ures 
will be removed from the private sector, and the overall effect upon the 
economy will be close to neutral. In addition even if n~t all the expenditures 
are taken back, the degree of excess capacity in the economy is such that one 
would expect expansionary rather than inflationary effects, at least in the 
early years. 

6.33 The current proposal, accepted by the Mission, is to compensate 
landlords with a 10% cash payment on acquisition of the land, with the balance 
paid in bonds, redeemable over 10 years at a rate of 10% per year, with 6% 
interest paid on the outstanding balance. The short-term impact of such a 
mechanism might well be deflationary, to the extent that a secondary market 
dev~lops for landowners bonds. Such a development would increase the holdings 
of bonds overall, bond prices would fall, and interest rates may be expe~ted to 
rise as a result. The net impact of the ALRP is hard to assess, as offsetting 
forces are involved, but in the view of the Mission, the inflationary impact 
should be manageable. 



S-TA02c6/PD-068/05-13-87/eas/dc 

- 76 -

6.34 In the case of Program D there is a transfer of real assets (land) 
from the p•Jblic to the private sector. The group being benefitted is currently 
highly marginal, being for the most part outside the monetarized economy, and 
this makes prediction of the impact difficult. One would expect an increase in 
local demand, as a result of the transfer, with some local inflationary impact 
resulting. 

6.35 Another element which could have a bearing upon the impact of ALRP is 
the proportion of resources which come from foreign assistance. It might be 
expected that substantial additional capital inflows could give rise to an 
appreciation of the exchange rate, with a marginal positive impact on 
inflation. 

6.36 To conclude, it is the view of the Mission that the ALRP, as modified 
by its proposals, is affordable. There is an urgent need to clarify to what 
extent the program is intended to be additional to previously stated investment 
targets, and to what potential foreign funding is similarly expected to be 
additional. The allocation of scarce domestic resources always involves 
difficult decisions and trade-offs: the Government should now revise its fiscal 
policies and expenditure program with a view to identifying possibilities of 
allocating resources for the ALRP. While programs aimed at achieving short
term growth should remain a priority, the stability that should result from a 
successful agrarian reform may be the surest guarantor of sustained growth in 
the long-term. A demonstration that ALRP has high priority should weigh 
heavily upon the readiness of donors to provide assistance. 
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PHILIPPINES 

Sources for Table I in Chapter II 

ANNEX 1 
Page 1 

The South Korean agrarian reform proceeded in three historical stages. 
BetwPen 1948-49 the US Military Government redistributed 245,554 hectares 
of confiscated Japanese property in land sales to 587,974 peasant 
families. During the Korean War (1950-1953), 331,766 hectares were 
titled to 918,548 households. During the period 1953-1958, 3,783 
hectares of lands "recovered north of the 38th Parallel" were assigned to 
8,254 households. All land securities were redeemed by 1969. Source: 
Morrow, Robert B. and Kenneth H. Sherper, "Land Reform in South Korea" in 
AID Spring Review of Land Reform, Country Papers, Second Edition, Volume 
III, 1970, Table 8, P• 41. 

Mexico's agrarian reform has been a gradual, institutionalized process. 
Gutellhan (cf. below) divides the reform process into four periods: 1915-
1934; 1934-1940 (Cardenas presidency); 1940-1958; 1958-~·esent. For 
these periods the pace of land redistribution is as follows: 

Hectares Beneficiaries Time Period 

7,666,881 778,094 1915-1934 
17,889,792 810,473 1934-1940 
12,562,496 4e7,468 1940-1958 
43,337,369 696,266 1958-1976 

Sources: To 1964: James W. Wilkie, The Mexican ievolution: Federal 
Expenditure and Social change Since 1910, Berkeley: University of 
California Press, 1967, Tables 8-4 and 8-7, PP• 188 and 194; thereafter, 
Secretaria de la Reforma Agraria, Departamento de Estadistica, 
Unpublished material. Cited in: Medellin, Rodrigo, "Sanctorum, The 
Recovery of a Wrecked Campesino Community", PhD dissertation, Harvard 
University, 1978. Also see, for slightly differing figures: Gutelman, 
Michel, Capitalismo y reforma agraria en Mexico, Mexico: Siglo XXI. 

Source: Cereceda, Luz Eugenia and Fernando Dahse, Dos decadas de cambios 
en el agro chileno, Santiago: Instituto de sociologia de la Pontif icia 
Universidad Catolica dr Chile, 1980, pp. 43 and 94. 

Peru's major agrarian reform occurred between 1969-1979. How&ver, reform 
efforts were begun during the period 1964-1968. During this earlier 
period (Belaunde presidency) 384,254 hectares were redistributed to 
14,345 peasant families. Sources: Lastarria-Cornhiel, Susana, "Agrarian 
Reforms of the 1960s and 1970s in Peru" in William c. Thiesenhusen, ed. 
Searching for Agriarian Reform in Latin America, Winchester, Mass.: Allen 
and Unwin, in press, p. 18; Caballero, Jose Maria and Elena Alvarez, 
Aspectos cuantitativos de la reforma agraria (1969-1979), Lima: Instituto 
de Estudios Peruanos, 1980, pp. 16 and 45. 
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Source: Kaimowitz, David, "The Role of Decentralization in the Recent 
Nicaraguan Agrarian Reform" in William c. Thiesenhusen, ed. Searching for 
Agrarian Reform in Latin America, Winchester, Mass.: Allen and Unwin, in 
press, Table 2. 

Motonaga Ohto, Reflections on Land Reform in Japan, March 1987 
(processed) 

Source: ALRP. OLT is Operation Land Transfer under Pu 27. (ABC) and 
(D) refer to programs under ALRP which are described in Chapter 2 of this 
Report.(iii) Components of the ALRP 
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PHILIPPINES 

Farm Size and Farm Productivity 

ANNEX 2 
Page l 

1. The issue of economies of scale in agriculture figures prominently 
in the debate about land reform. This Annex reviews the experience, with 
particular reference to Asia. 

2. The farm-size aspect of land tenure has an impact on production, 
productivity, and employment. While large farms have important advantages 
(such as easier access to credit), most data still show that the output per 
hectare on small farms is greater than on large farms. 

3. The economic argument for the inverse relationship between 7arm size 
and productivity was clearly stated more than twenty-five years ago.! It was 
again emphasized by Robert McNamara, as president of the World Bank, in a 1973 
speech in Nairobi: 

It has often been suggested that the productivity of small-scale 
holdings is inherently low. But that is simply not true. Not only 
do we have the overwhelming evidence of Japan to disprove that 
proposition, but a number of recent studies on developing countries 
also demonstrate that, given the proper conditions, small farms can 
be as productive as large farms. For example, output per hectare 
in Guatemala, the Repuplic of China, India, and Brazil was substan
tially greater on smaller farms than on larger ones. And it is, of 
course, output per hectare which is the relevant measure of 
agricultural productiv~~y in land-scarce, labor surplus economies, 
not output per worker.-

4. In developing countries where there are few alternatives for 
workers, small farms use more labor per hectare than do large farms, up to the 
point of near-zero marginal productivity. Peasants have no real choice but to 
~se family labor in this way; they get as much output as possible from their 
small plots. Small farmers will press all arable land into production and may 
even graze animals on nonarable land, feeding them with products that would be 
wasted on large farm enterprises. They use farm-produced inputs (such as 

1/ L~ C. Arulpragasam, 0 A Consideration of the problems Arising from the 
Size and Subdivision of Paddy Holdings in Ceylon," Ceylon Journal of 
Historical and Social Studies 4:1 (January-June 1961): 59-70. See also 
Ministry of Agriculture, Studies on the Economies of Farm Mana ement (New 
Delhi: Government of India, v.d. ; available from 1957 to 1974. 

2/ Robert S. McNamara, "Address to the Board of Governors, Nairobi, Kenya, 
September 24, 1973" (Washington: International Bank for Reconstruction 
and Development, 1973), P• 15. 
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ANNEX 2 
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manure) to lower their production costs. They also tend to reduce or shorten 
the period of fallow; to extract more crops per year, and to grow higher 
valued crops, at least those most valued for their own subsistence, 
particularly food crops. On the other hand, large farms seek to maximize 
profits and will not hire labor or press production beyond the point where the 
wage rate equals the marginal product of labor • 

5. The 0 green revolution" has made the argument more complex, since 
green revolution crops require more fertilizer, usu~lly purchased seerls, 
water, and skill in some crucial combination. These inputs are highly 
divisible, so they should be as readily available on small as on large 
farms. To the extent that this is true, there should be an even stronger 
inverse relationship between size of farm and productivity after the green 
revolution than before. But this expected result may be mitigated if: 

(a) credit is not as easily available to small farmers. 

(b) irrigation requires a costly infrastructure and water use can be 
controlled by a few (say, by upstream users); 

(c} machines are needed for precision seedbed preparation or to speed up 
turnaround time between one seeding and the next, if double-cropping 
is to be achieved (this is the exceptional case; labor with simple 
tools can usually do the job satisfactorily even where weather 
conditions are demanding); and 

(d) a high valued (usually e~port) crop is raised and only a few have 
access to the seeds, the technology of growing them, and the 
required milling and processing facilities (as in cash crops such as 
tea, coffee and sugarcane). 

6. The evidence ca the inverse relationship between farm size and 
production per hectare after the introduction of high-yielding varieties 
(HYVs) generally continues to rQld. In Bangladesh, one study showed that 
output per acre of cultivated and as well as output per acre of total land 
were higher on smaller than on larger farms. It concludes that whatever 
concept of productivity is used, larger farms ~? the area are less efficient 
in the use of land than are the sm~ller farms.- Another study examined the 
productivity of small and large owners and tenants in two different geographic 
areas of Bangladesh after tha advent of HYVs in all three cropping seasons and 
found that both small tenants and small owner-7ultivators had significantly 
higher productivity per acre than large ones.~ The difference was due to 

~/ Mahabub Houssain, "Farm Size and Productivity in Bangladesh Agriculture: 
A Case Study of Phulpur Farms" New Series Research Reports, no. 14 
(Dacca: Bangladesh Institute of Development Economics, October 1973), 
P• 15. 

4/ Mah~bub Houssain, "Farm Size, Tenancy and Land Productivity: An Analysis 
of Farm Level Data in Bangladesh Agriculturer" Bangladesh Development 
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7. A more ambivalent picture is presented in an important study which 
notes that it is r.ot surprising to find different relationships between size 
of farm and output per hectare over different size ranges in a country as 
diverse as India. However, even here the relationship between labor use per 
~ectare 57d size in this comQrehensive state-by-state study is nearly a:ways 
invet'se.-

8. A more recent study,~/ using FAO farm-management survey data from 
the 1970s, shows that for Burma, India, Nepal, Korea, and Thailand, there is a 
strong negative correlation between farm size and yields per hectare. A1 farm 
size declines, more labor and other inputs are applied, land is used more 
intensiva:y, and production per hectare increases. 

9. These conclusions on farm size and productivity are further 
confirmed by a ~tudy of farm-level empirical data from six coun7ries, four of 
them in Asia: the Philippines, India, Pa.kistan, and Malaysia • .! This work 
also finds a negative correlation between size and productivity--both land 
productivity and total factor (social) productivity. In some cases, though, 
the very small farm was found to be less efficient than the intermediate-sized 
operation, indic~ting economies of scale at the lower range of farming 
activity. In general, the study shows that agricultural production functions 
are essentiAlly linear and homogeneous, but that operators of small farms use 
capital and land more intensively than do owners of large farms: they 
cultivate more land per farm, practice more double-cropping, cultivate higher 
value crops, and u1a more family labor and other farm-produced inputs, so that 
smaller farms realize higher land productivity levels. The larger farms, in 
short, show higher capital-labor ratios in countries that are short of capital 
but abundant in labor. 

!O. Some who criticize the small farm in Asia may accept the "inverse 
relationship" hypothesis but still do not believe that these minuscule 
operations can fulfill their developmental role of transferring sufficient 
food to the urban sector to s~stain the pace of industrialization, since 
small-farm peasants tend to consume a higher percentage of what they grow. 
Wnile the latter is surely true, the experience of Japan and later of the 
Republic of Korea, where few farms exceed 3 ha (the average size of holding in 

Studies 5:3 (1977) p. 285· 148. 

5/ Manabendu Chattopadhyay and Ashok Rudra, "Size-Productivity Revisted'', 
Economic and Political Weekly, September 1976, pp. 104-16, and "Size
Productivity Revisted: An Addendum", Economic and Political Weekly, March 
12, 1977, p. 476-84. 

6/ Cornia, "Farm Size, Land Yields, and the Production Fimction". 

7/ R. Albert Berry and William R. Cline, Agrarian Structure and Productivity 
in Developing Countries (Baltimore: John Hopkins University Press, 
1979). 
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the latter was only 0.9 ha after the land reform), is that, when farm people 
receive inputs on an equitable basis and have marketing facilities at 
reasonable prices, small farmers can both consume more and transfer

8
,urpluses 

to industrializing sectors to spur the overall development process.-

11. Some argue that it is impossible for small farms to meet the 
economic needs of their owner-operator families. In a strict sense, this is 
true: but, iu the most populated parts of Asia, the small farm should be 
viewed as a haven which can support the family only part-time. It is a legacy 
of an economy which failed to provide nonfarm jobs. Even Japan illustrates 
the fact that the small farm can serve as a refuge for workers who spend part 
of their time on wagP. work. Also, it is possible, by changing the service 
structure, to encourbge small farm operators to utilize green revolution 
technology and increase both the productivity of their land and their 
incomes. Randolph Barker concludes that labor surplus economies with highly 
skewed farm-size distribution will not be helped much by top-down reforms 
which focus on land alone. Reforms must focus on labor, employment and the 
entire agrarian structure. In his view, the linkage between the farmer, the 
input delivery system, and the governmental policymaker must be strengthened, 
s~ tha§

1
the disparity in income between various groups of farmers does not 

widen.-

12. Recent evidence from the Philippines supports the view that there 
are no si 0 nificant·economies of scale in the production of most crops, 
including tree and plantation crops.!QI The situation with sugar production 
is more complex: there may be cost advantages to large farms which can full1 
employ a tractor, in the absence of a market for tractor rental services.~ 
When such a market develops in response to the demand from small pro<hcers, 
this source of size economy no longer holds. 

8/ 

9/ 

10/ 

11/ 

E. Lee, "Egalitarian Peasant Farming and Rural Development: The Case of 
South Korea", World Development 7 (1979). A less sanguine view of an 
East Asian reform is also available: see Raymond Apthorpe, "The Burden of 
Land Reform in Taiwan: An Asian Model Land Reform Re-Analyzed", World 
Development 7 (1979): 519-30. 

Randolph Barker, "Some observations on Agrarian Reform and Rural 
Development in Asia", Paper prepared for USAID/FAO Seminar, held October 
11-12, 1978, in Washington D.C., mimeographed (Ithaca, N.Y.: Cornell 
University, 1978). 

Yujiro Hayami, Ma Agn?s R. Quisumbing and Lourdes s. Adriano, "Grassroots 
Conditions of Philippines Land Reform", College of Economics and 
Management, UPLB, March 1987 (Mimeographed). 

Hayami et al, op. cit. P• 6. 
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13. One commonly held view in the Philippines is tha~ it is not possible 
to coordinate the scheduling of cane deliveries to the mill from larger 
numbers of small producers. This is not in accordance with the facts. For 
example, the largest mill in Negros Occidental, the Victoria Miiling Company, 
does not have an effective system of delivery schedules. It is common for 
hundreds of trucks hauling cane to have to wait at the mill gate, sometimes 
for several days, while cane shortageg exist early and late in the season. By 
contrast, the third largest mill in the Philippines, Central Azuanera de Don 
Pedro, operates in Batangas, where the average sugar farm is as small as about 
one hectaYe. The mill has a cmputerized delivery schedule to control supplies 
from some four thousand farmers. The time interval between harvesting and 
milling is about one and one-half

2
1ays; the corresponding average for the 

Philippines is about seven days.~ 

14. Another particular concern in the PhilippinP.s is that plantation 
workers will prove unable to operate a farm after land reform, not having 
managerial experience or ability. This has not pruved to be a problem 
elsewhere. For example, resident farm workers became outright owners in the 
Chilean land reform, with production levels being maintained. Experience with 
Philippines itself does not lend support to the pessimistic view. Hayami et 
al cite an example of a sugar hacienda in Negros which had been converted to an irrigated rice plantation, with 45 sugar workers operating 24 out of the 60 
hectares as tenants. The yield on the workers' lands averaged as high as 110 
cavans per hectare,

1
J'ile that on the landlords' fields was only about 60 

cavans per hectare.--

Subdivision and Landlessness 

15. It is not only the skewed nature of the distribution of farmland and 
the small amounts which are available that troubles some: it is the 
consequences of subdivision and landlessness which inevitably follow in the 
wake of rapid population growth& Intergenerational population pressures are 
usually greater among small landholders than among large holders. This is so 
because families tend to be larger among the poor, and thus more heirs are 
available for a small piece of land than for a large one. Furthermore, there 
are more options for keeping large tracts together than for keeping small 
farms intact (a landlord may will the division of his nonfarm assets for some 
of hi~ family while keeping the farm as one heritable unit, for example). 

16. Com~arison of several Asian countries shows that average farm size 
is declining, but farm size in the smallest enumerated size group is not 
getting any smaller. This may be happening because farmers realize that 
further subdivision, under a particular size, is not economically workable. 
More likely, farmers may be resorting, as a new survival strategy, to de facto 
but not de jure subdivision. A class of owner-ter.ants often emerges. In many 
parts of South and Southeast Asia, small owner-cultivators enlarge their 

12/ This paragraph draws heavily on Hayami et al, op. cit., p. 7-8. 

13/ Hayami, et al op. cit. p. 9-12. 
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operational holding by renting adjoining parcels from other small owners. 
Thus, in Bangladesh, where land is very scarce, owner-cultivators-cum
sharecroppers increased by 34% between 1961 and 1974. As population pressure 
on tbe land increas~d, two major adjustments apparently occurred: some 
atteMpted to increase their land by sharecropping a portion of their 
neighbor's property (large landowners are net out-lefl1rs and small owners are 
net in-leasers), while others became landless labor.~ There is also 
evidence to show that, when diseconomies to small plot sizes appear, farmers 
rent their parcels oqt to others--u~ually to adjoining owners who add to their 
size of operation.!~.' 

17. Another type of survival strategy is to engage in part-time farming 
together with some other type of part-time work, thus retaining high returns 
per unit of land but satisfying the family's total income and employment needs 
by off-farm work. 

18. Population pressures on sca~ce land are such that landlessness often 
accompanies subdivision; as some subdivide with each generation, others lose 
their claim on land entirely. This would not be a difficulty if other sectors 
of the economy could absorb the ex~ess labor force. But the classic 
situation, which existed in much of Europe and the United States after the 
industrial revolution (where urban industry absorbed the rural population 
surplus), does not prevail in large parts of Asia. 

19. Nor is there likely to be an end to this problem in the foreseeable 
future. The United Nations estimates that the rural labor force will increase 
by 167 million between 1980 and 2000 on the Indian subcontinent and by 52 mil
lion in Southeast Asia. It i~ estimated that the small amount of potential 
farmland remaining in th~ region will be fully utilized by 2000. In these 
circumstances, the alternative to subdivision is absolute landlessness. While 
available agricultural censuses are unfortunately mute on this subject, case 
studies document the increased incidence of this phenomenon. In Bangladesh, 
India, and Indonesia, the percentage of ruryi

1
1andless (or near-landness) was 

estimated at 50, 40, and 40%, respectively.~ Something must be done in the 
region, therefore, to step up labor intensity as well as crop yields in 
agriculture. In essence, this is the case for land reform. 

14/ 

15/ 

16/ 

R. H. Chaudhury, "Agrarian structure of Rural Bangladesh, "Social Act{on: 
A Quarterly Journal of Social Trends 31 (1981): 336-50. 

Berry and Cline, Agrarian Structure and Productivity, PP• 236-37, n. 14. 

The FAO devoted a seminar in 1986 to this matter and published two 
studies on the issue. See R. P. Sinha, Landlessness: A Crowin Problem, 
FAO Economic and Social Development Serives, no. 28 (Rome: FAO, 1984 , 
and Landlessness: Is There a Cure? (op. cit.). 
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1. The 1973 Constitution stated that "the state shall formulate and 
implement an agrarian reform program aimed at emancipating the tenant from the 
bondage of the soil and achieving the goals enunciated i..n this Constitution" 
(Section 12, Article XIV). To this end, the same section provided that the 
program may include the grant or distribution of alienable lands in the p~blic 
domain to "qualified tenants, farmers and other landless citizens". Section 13 
of the same Article provided that the Batasang Pambansa may authorize, upon 
payment of just compensation, the expropriation of private land to be subdivi
ded into small lots and conveyed at cost to deserving citizens. 

2. The 1987 Constitution has introduced several significant changes to 
the law governing land reform. The Mission's preliminary understanding of 
these changes is set out below. As the Constitution was only recently intro
duce~, these provisions have not yet been adequately commented upon by 
Phil~.ppine legal experts or judicially interpreted. The Mission did not also 
have the opportunity to review pertinent passages of debates in the 
Constitutional Commission. The views set out below are subject to confirmation 
by Philippine lawyers. 

3. Section 21 of Article II of the new Constitution sets out the broad 
policy objective that "the state shall promote comprehensive r.iral develop
ment and agrarian reform" (a term that is used as a broader concept than "land 
reform" to include, in addition to the transfer of land, the provision of 
necessary assist&nce to beneficiaries to improve their economic condition}. 

4. Sections 4 through 8 of Article XIII deal with the topic "Agrarian 
and Natural Resources Reform." The important equity objectives that underlie 
the program are eviclent from the fact that the provisions on agrarian reform 
have been moved from the article on the national economy (where they were in 
the 1973 Constitution) to the new Article XIII on "social justice and human 
rights". 

5. Section 4 mandates that the agrarian reform program shall be founded 
"on the right of farmers and regular farm workers, ~ho are landless, to .Q.!ill 
directly or collectively the lands they till or, in the case of other farm 
workers, to receive a just share of the fruits thereof." (emphasis added). 

6. The above provision may be seen as a requirement that,as a result of 
the program, tenants as well as regular farm workers who are landless ~ 
acquire ownership of the lands they till, either directly or collectively, 
rather than have the ownership vested in a third party with their relationship 
being one of leaseholderc or employees of that third party. The sentence in 
the latter part of the Section that "the state shall further provide 
incentives for voluntary land-sharing", when interpreted consistently with the 
above provision, appears to require that such voluntary land sharing should 
result in the vesting of ownership of the land in the beneficiaries. 
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7. Whereas the policy approach under previous agrarian reform laws was 
one that attempted to improve tha tenurial relationship from one of share 
tenancy to leaseholding, this provision of the new Constitution establishes 
the policy objective of transferring ownership of land to tenants and regular 
farm-workers. Such tenants and reg1..1.lar farm workers could therefore now be 
considered as having a right to own the lands that they till (though there is 
no automatic transfer of ownership, such transfer having to take place in 
accordance with the law and subject to other provisions of the Constitution). 

8. The provision on "other farm workers" is not clear and is subject to 
interpretation. It appears that such farm workers, who may be occasional or 
itinerant wo~kers, do not have a constitutional .·ight to own the land they 
till, but are given the right to benefit from measures under the agrarian 
reform programs to imprc:·.re their share in the benefits of the land they till. 

9. The Constitution now also requires the state to undertake the "just:" 
distribution of 11 all agricultural lands". Untier the previous Constitution, 
there was no specific inclusion·of al~ agricultural land, but neither was any 
particular type of agricultural land constitutionally excluded. However (as 
discussed in Chapter III) laws on agrarian reform effectively excluded all 
agricultural land except rice and corn lands. This provision may be seen as a 
mandate to e~pand the program to cover all agricultural lands. It would appear 
to be inconsistent with any limitation of the program to particular crops. 
geographical areas, tenanted lands, etc., except if justified on the basis of 
ecological or developmental considerations. 

10. Section 4 provides, however, that the distribution of all agricul-
tural lands shall be "subjec~ to such priorities and retention limits as the 
Congress may prescribe, taking into account ecological, developmental, or 
equity considerations, and subject to the payment of just compensatinn. 11 It is 
further stated that, "in determining retention limits, the state shall respect 
the rights of small landowners". 

11. The above constitutional requirement for the provision of reasonable 
retention limits is an introduction of the 1987 charter. It has been queried 
whether the power to set retention limits is to be exercised only by Congress, 
with the transitional legislative power of the President (Section 6, Article 
XVIII) not including the power to set such limits. Constitutional scholars 
appear inclined to the view that the President will be able to determine such 
limits pursuant to her transitional legislative authority. As a result of the 
above provisions, it appears that "zero retention" may, in general, be uncon
stitutional under the 1987 charter. 

12. As noted above, the landowners' right to receive just compensation 
has b~en protected in Section 4. This aspect is considered in Chapter III. 

13. Section 6 requires the state to apply the "principles of agrarian 
reform or stewardship, whenever applicable in accordance with law, in the 
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disposition and u~ilization of other natural resources, including lands of the 
public domain "suitable to agriculture 11

• The implications of this provision 
would appear to be to gra~t a priority right to the agrarian reform benefi
ciary group to receive th~ benefits of such disposition or utilization. This 
right is, however, made subject to prior rights, homestead rights of small 
settlers, and the right of indigenous communities to their ancestral land. 

14. Section 22 of Article XVIII obliges the government, "at the earliest 
possible time", to expropriate idle or abandoned agricultural lands, as 
defined by law, for distribution to the beneficiaries of the agrarian reform 
program. 

15. Section 5 of Article XIII requires the state to ~ecognize the right 
of "farmers, farm workers, and landowners, as well as cooperatives, and other 
independent farmers' organizations to participate in the planning, organiza
tion and management of the program." This is an important recognition of the 
need for community involvement in the program. 

16. Section 8 of Article XIII is a new provision that requires the state 
to provide incentives to landowners to invest the proceeds of the agrarian 
reform program to promote industrialization, employment creation and privati
zation of public sector enterprises. It provides that financial instruments 
used as payments for lands shall be honored as equity in enterprises of the 
choice of the landowners. These provisions require further analysis and 
detailed consideration. 

Constitutional Provisions on Property 

17. As noted above, the Constitution provides in Section 4 of Article 
XIII that the distribution of land under the agrarian reform program is to be 
subject to the ~ight of the landowners to receive just compensation. 

18. In addition, Section 1 of Article III provides that "no person shall 
be deprived of .. property without due process of law". Section 9 of Article III 
states that "private property shall not be taken for public use without just 
compensation". 

19. The combined effect of the above provisions is that, if privately 
owned land is to be acquired from owners for the purposes of agrarian reform, 
such acquisition must (i) in accordance with due process of the law; and (ii) 
provide for the payment of just compensation to landowners. These aspects are 
discussed in Chapter III. 
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l. In analyzing the costs of the ALRP, the Mission took as its starting 
point the cost estimates and the program parameters developed by the Inter
Agency Task Force on Agrarian Reform. These estimates ~nd para~eters were 
modified in the course of the analysis. There are three such sets of 
modifications and associated sensitivity results: those dealing with the 
overall costs of the ALRP, depending on r~e levels of amortization charges and 
collection costs, the set of modifications defining the Mission proposal for 
the program, and some variations of the Mission proposal. 

A. Impact of Amortization Charges and Collection Costs on Cost of ALRP 

2. This set of sensitivity ~uns assesses the cost of ALRP to 
Government as a function of the levels of amortization charges and of 
collection costs. The ALRP uses Government support prices in estimating 
returns to the farmer, and relates amortization charges not to the "ability to 
pay" but to the land compensation price accorded to landowners (reduced by the 
20% "affordability wedge"). As is demonstrated in Chapter II (Table 2.3), 
this approach implies that many farmers could be considerably worse off after 
the land reform than they were before. In addition, the ALRP assumed a 50% 
collection rate from the first year, while making no explicit allowance for 
collection costs (although some may have been included in aggregate operating 
expenses. The Mission adopted an alternative approach, based on the principle 
that the ability of beneficiaries to service amortization charges depends upon 
the proportion which such charges bear to family income. A number of 
modifications to the ALRP were necessary in order to implement this concept. 
These were as follows: 

(a) The gross value of ouput is revalued at market prices, rather than 
at the official support prices adopted in ALRP. To the extent that 
these diverge, the ability of farmers to service debt clearly 
depends on the prices which they actually receive, viz, market 
prices. Estimates of the latty7' updated and provided by BAECON, 
were employed in the analysis.-

The actual prices used were as follows: Rice (Palay) - P 2.82/kg; Sugar 
- P 215/picul; Corn - P 2.70/kg; Copra - P 2.79/kg. SourcF. SAECON 1986 
Annual Averages. It is acknowledged that recent prices have been 
unusually depressed; however, long-run price projection are not 
sufficiently higher to affect the conclusions of the analysis. 
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(b) Farm income per hectare (gross value of ouput less cash costs) 
varies by crop. For this reason, in order to apply the 
affordability concept, it was necessary to allocate the area in the 
ALRP by crop. This allocation is approximate only, was done in 
conjunction with a working group of the Task Force, and is 
summarized in Table 1. 

Table 1: ALLOCATION OF CROPS BY PROGRAM AND LAND TYPE /a 
(ha 'OOO) ~ 

Program B Program C 
Crop Type l 2 3 4 5 6 7 

Rice 40 50 80 17.8 107 
Corn 10 29 50 80 18.8 214 
Sugar 40 - 140 7.8 280 120 
Coconut 120 62.2 
Fruit 90 87.8 

Key to Land Type: 
1. Voluntary Offers 2. 
3. Expropriated 4. 
5. Sequestered 6-
7. Tenanted non-rice, non-corn land 

5.6 600 500 
321 

Idle and Abandoned Land 
Foreclosed and foreclosable 
Land under labor administration 

3. The results of the affordability sensitivity runs appear in lines 2 
through 5 in Table 2, the first line reporting the basic ALRP costs. 
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Table 2: SENSITIVITY RUN~ 

1987-1992 Costs (P billion) I 
A B c D Total! --

1. ALRP 5.13 14.11 28.80 12.58 63.30 

2. ALRP 0% income paid 6.65 16.29 30.99 12.58 69.19 
3. ALRP 10% income paid 5.60 15.46 29.69 12.58 66.0l 
4. ALRP 20% income paid 5.26 14.63 28.80 12.58 63.95 

5. ALRP 20% collection costs 5.44 14.55 29.24 12.58 64.48 
6. ALRP 40% collection costs 5.74 15.00 29.68 12.58 65.66 
1. ALRP 60% collection costs 6.04 15.42 30.11 12.58 66.83 
a. ALRP 80% collection costs 6.35 15.86 30.55 12.58 68.01 
9. ALRP (full collection 4.13 12.18 26.69 12.58 58.25 

at no cost) 

10. Mission proposal 4.82 4.39 31.55 12.24 52.99 

llo Mission 20 yr. bond 4.03 3.60 26.06 12.24 45.92 
12. Mission Delay B & D 4.82 2.20 30.84 3.92 41.78 
13. Mission Delay D 4.82 4.54 30.84 3.92 44.12 

a/ Total includes aggregate "operating expenses" item in addition to 
A+B+C+D. 
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NPV 
1987-
2002 

56.10 

84.53 
84.00 
58.43 

61.78 
67.47 
73.15 
78.84 
44.28 

61.12 

59.62 
53.56 
54.55 

The affordability runs involved increasing the percent of net income paid as 
41110rtization changes from 0% to 10% and 20%. It will be noted that when 
reducing the percentage paid from 20% to 0%, total costs 1987-1992 increase 
from P 63.95 billion to P 69.19 billion, i.e. by only 8.2%. The NPV of total 
costs, 1987-2002, increases much more, from P 58.43 billion to P 84.56 
billion, or by 44.7%. 

4. These ·calculations, however, do not adequately reflect the cost of 
collecting amortizati~n payments. In lines 6 through ~, these costs are 
increased from zero (line 1) to 20%, 40%, 6Q% and 80% of the ALRP amortization 
payments collected. Correspondingly, overall costs 1987-1992 increase from P 
63.30 billion to P 68.01 billion. 

5. Estimates of collection costs under OLT provided to the Mission 
ranged from 40% to 80% of amounts collected (including overhead of Land Bank 
field offices). If these costs are taken into account, the increase in 
ove~~ll net costs of the program as a result of ~ charging amortization is 
greatly reduced, as shown in Table 3 below: 
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Table 3: IMPACT OF COLLECTION COSTS UPON COST OF NON-AMORTIZATION 

Collection Cost as % 
of Amount Collected 

20% 
40% 
60% 
80% 

% Incre~se in 
1987-92 Cost ~ue 

to non-Amortization 

7.3 
5.4 
3.5 
1.7 

% Increase in NFV 
1987-2002 due to 
Non-Amortization 

36.8 
25.J 
15.6 
7.2 

In order to demonstrate th~ insensitivity of upfront costs to beneficiary 
payments, the Mission tested the very optimistic assumption that amortization 
payments could be collected in ful~, without cost (Line 9). Even in this case 
1987-92 costs were reduced by only 8%. (Line 9 vs. Line 1) 

B. The Mission Proposal 

6. The revised costs associated with all the Mission recommendations 
are sununarized in line 11 of Table 2. G~eater detail is provided in la~le 6.2 
of the main text. A printout of the associated computer run is appended to 
this Annex, (Attachment 1) providing full details of flows over time by CO$t 
and by program. 

7. The cost changes involved in moving from the ALRP cost (line 1' to 
Mission proposal costs (line 10) are as follows: 

(a) a one-time charge of P 600 per beneficiary was charged in all 
Programs instead of amortization cha~ges. This was applied against 
land ~ompensation costs in Table 6.2 i~ Ch~pter VI. 

(b) Program B was reduced by one half, with corresponding cost 
reductions, to reflect some of the overlap between this and other 
Programs an~ the uncertainty about the availability of some 
categories of land (e.g. idle and abandoned, voluntary sales, 
etc.). All categories of land were reduced equally, for lack of 
further detail. 

(c) The costs for Program C were brought forward in time to reflect the 
change in phasing recommended in Chapters III and IV. 

(d) The retention limit for Program C was reduced from 24 ha to 7 ha. 
The increase in area involved was calculated separately for major 
plantation crops (coconut dnd sugar) and for all other crops 
together. The respective increases were 34% for coconut~ 1and other 
tree crops, 28% for sugar, and 183% for all other crops.- The 
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total increase worked out to some 55% of the area under Program C 

(e) The valuation of land for compensation purposes was based on the 
average self-assessed value for land tax purposes, updated by an 
index of product prices. The 1981-1982 data supplied by the 
National Tax Research Center were used for this purpose. The raw 
data are given in Table 4. 

Table 4: 1981-1982 AVERAGE MARKET VALUES OF AGRICULTURAL LANDS 
(Peso per hectare) 

Irrigated Unirrigated Average 

Price 
Index 
1986/ 

Class 1 2 3 4 1 2 3 Used 1982 

Rice 11,807 10, 110 8,104 5,505 7,351 6,248 5,145 7,526 2.24 
Corn 5,055 4,124 3,350 4,124 2.10 
Coconut 5,105 4,105 2,977 4,105 2.45 
Sugar 8,288 6,996 5,542 6,996 2.06 

8. In the case of rice, the first step was selecting average values for 
irrigated and non-irrigated land: the average of classes 2 and 3 was selected 
for irrigated rice-land and class 2 for non-irrigated. The second step was to 
establish the relatiJ1 weights of irrigated and non-irrigated land (0.447 and 
0.553 respectively).- For the other crops, the average value of class 2 land 
was adopted. These 1981-82 values were inflated by the indices given in the 
last column of Tuble 4. The~e are based on three year average farmgate prices 
for the period 1979-86, supplied by BAECON. The resulting land values per 
hectare for the four main types of cropland were then as follows: 

Rice 
Corn 
Coconut 
Sugar 

p 16,858 
p 8,660 
p 9,852 
p 14,379 

Undefined 'tree crops' land was valued at twice coconut land since it 
represents higher value fruit crops for the most part. Under Program B, 
voluntary, expropriated, and foreclosed/foreclosable lands were allocated full 
value; 'idle and abandoned' land was compensated at 50%, while sequestered 

2/ Sources: Sugar - PHILSUCOM Statistical Series on Sugar Vol. 7, 1982 
Coconut - Agrarian Reform in Coconut Areas, L. Cornista, 1986 
All farms - 19BO Census of Agriculture. 

3/ Source: National Irrigation Administration 
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lands were not compensated: zero value was applied. 

c. Modifications to Mission Proposal 

ANNEX 4 
Page 6 

9. Two types of changes were made to the Mission proposal, to assess 
their impact on up-front and overall costs: they concerned bond terms and 
phasing. 

(a) Bond Terms 

In this set of tests, various patterns of compensation to landlords 
were examined, including higher cash down payments, longer 
maturities and varying interest rates. Only one example is included 
in Table 2 showing the effect of compensating landlords with lands 
maturing in 20 years as opposed to the ALRP proposal of 10 years. 
The bond is redeemable at 1/20 of face value every year, with 
interest payable at 6% on the outstanding balance. Extending the 
life of the bond decreases the 1987-92 costs by 14%, and the NPV of 
the whole program by 5%. i./ 

(b) Phasing 

Alternative starting times for the individual programs were 
examined. In light of the priority given by the Mission to the 
prompt implementation of Program c, and the desirability of 
completing OLT (Program A), only variations in the start-up of 
Programs 8 and D were examined (Lines 12 and 13 in Table 2). 
Delaying Program D for three years reduces 1987-92 costs by 20%; and 
NPV by 12%; delaying Program B and Program D reduces costs by 27% 
and NPV by 14% compared to the Mission's base proposal. It should 
be noted that in all cases the survey and land titling component 
begins in 1987, for all programs. It should also be noted that 
while the Mission believes Program C should be announced and 
implementation begun immediately, it is not possible for all land to 
be instantly transferred. Pr.ogram implementation and the associated 
land compensation payments are spread out over a m1n1mum conceivable 
period for completion --in this case, four years. 

D. Additional Points 

(a) Differences from ALRP: Table 6.1 in Chapter VI replicates the ALRP 
proposal whi~e correcting some errors. The only one of significance 
is the payments hy beneficiaries under Program C after 1993, when 
payments due are underestimated by P 955.5 million/year in the ALRP 
calculations. 

5/ In these tests there was no refinancing of existing bonds issued under 
OLT. 
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(b) Cost of Land Titling Survey: In the list ot Assumptions (ALRP Annex 
J), the unit cost of titling and survey work is given at P 600/ 
lot. However, in the cost estimates a figure of P 480/lot appears 
to have been used in Programs A and B, and P 600/ha in Program c. 
In recalculating the cost of this component under the 7 ha retention 
limit, che figure of P 600/ha has been retained hy the Mission. 

(c) Costs beyond 1992: Under the ALRP cost calculations, no estimates 
were made for extension services or operational expenses beyond 1992 
(although some such services will obviously still be provided beyond 
that date). The mission retained this assumption, to permit 
comparison with ALRP estimates. 
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