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EMERGING INFORMAL RENTAL LAND MARKETS: A QUEST
FOR EQUITABLE BUT EFFICIENT TENURE SYSTEMS'

Tesfaye Teklu
Western Michigan University

INTRODUCTION

This paper is motivated by the need for an inforraedlytical discussion on land issues and
policy options. “There is a danger that if a preceSlearning and policy dialogue on land tenure
issues is not started soon, Ethiopia, like a nunatbether African countries, will adopt ‘ready
made’ land tenure reforms that are based on ida@bgonsiderations and misconceptions about
current problems” (Bruce, Hoben and Rahmato, 1994)s paper shares this view (or, warning)
and follows it as a guiding principle.

The current debates on rural land policies areuénfted by three prevailing thoughts (or,
arguments). First, there is a great fear that igenp land markets provides inroads for
involuntary dispossession of land from “poor andlnewable” peasants and increased
concentration of land. Protecting the “poor andneuhble” peasants is the dominant political
thinking that has shaped the prevailing land polasyit is enshrined in the country’s constitution.

Second, there is a “safety net” type of argumeait thinforces the justification for control of land
by the state. It is assumed that a provision oframum guaranteed access to land is necessary to
ensure the food security of peasant householdsyEligible farm household is thus entitled to a
minimum size of land, regardless of its ability doltivate. Such entitlement right potentially
conflicts with growing demand for efficient prodivet use of land, especially in areas where
there is scarcity of arable land.

The third perspective is centered on search forketdrased land tenure system. Here the
importance of land as a key economic input is racegl. The main objective is to search for

“equitable but efficient” land tenure arrangemethiat promote land access to efficient farmers
and provide incentives for efficient use of landtisat the goal of productivity growth is pursued

with low economic and environmental costs. Withnfars increasingly engaged in market-

mediated land transactions, albeit thin and fragedrthe quest is for market-mediated equitable
but efficient tenure arrangements.

The thrust of this short paper is to describe lyridfese nascent but growing rural rental land
markets in Ethiopia. The discussion focuses onnteempirical evidence on some of the salient
features of these markets. It first introducesgfbyrithe different venue for acquiring agricultural
land. It then establishes the rationale for tramsgcin rental land markets and the factors
affecting participation both on demand and supjdies of these markets. This is followed by
discussion of the different types of rental cortsabhat exist and their characteristics. It then
traces the effect of these rental markets on drkad operated, factor intensity, adoption of new
production technology, investment in land improvaimeand agricultural productivity.
Furthermore, the current evidence on correlationvéen these markets and welfare outcome,
especially poverty, is reviewed. Finally, the papencludes with a summary of the key findings
and lessons for future research and policy.
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The land reform of 1975 and the subsequent cotistitiof the country (1987, 1995) bestow the
right of land ownership to the state. As of 199& tights to set and enforce rules governing land
access, use and transfer are divided between tlezaleand regional governments. Qualified
farmers have open-ended usufruct rights to larmltitr state mandated peasant associations (PA-
land)?. These use rights are inheritable. They are atmable in form of rent in some of the
regions. Farmers forfeit these use and transfétsig they are unable to cultivate their land
continuously and/or fail to comply with physicakigency requirement.

The process of PA-based land allocation is lardellyen by “equity” consideration where every
eligible farm-household is provided land, subjecP® specific allocation criteria. The common
practice is to allocate land in relation to numioérhousehold members so that equal sized
households have equal sized PA-land. Other factoch as quality of land, size of family
workforce and ownership of farm assets, which rauestantial influence on ability to use land,
are not given as much emphasis as family size. ¢jahere are farmers who hold equal size of
PA-land per household, but with significant vaoas in factor intensity, such as land per adult
labor, land per oxen, and land per working capital.

While PA-based land allocation has been the praioipnue for land acquisition, access to land
through inheritance and informal rental land masketgaining importance. There are four factors
contributing to such development. First, the apitif the peasant associations to accommodate
continuous demand for land is diminishing, as evideom the growing number of farmers with
no PA-land, especially among the newly formed yotargh households. Second, the technical
ability of peasant associations to anticipate avdect changes in factor proportions at farm level
is limited. Third, the policy changes that haverbesstituted since 1989, which include the rights
to use hired labor, bequeath use rights to land,rant land, have created enabling environment
and incentive for growth of non-PA based venuesléod acquisition. Fourth, farmers who
participate in rental land markets are able to dombvental land contracts with other factor
markets (e.g. labor, oxen, credit) and overcomélpros associated with missing or incomplete
factor markets.

Informal rental land markets are thus emerginguiralrEthiopia in response to the inadequacies
of the administratively based land distributionteys to meet the growing demand for land and
correct imbalances in factor proportions at fareeleThe current evidence indicates as many as
15-30 percent of farm households in different paftshe country transact land through these
markets (Gebremedhin, 1998; Kidanu and Alemu, 19%ha, 1994; Habtu, 1994; Gavian and
Teklu, 1996; Sandford and Sandford, 1994; Chek@84)L And they are thriving in some
regions, particularly in areas with developed mairkdrastructure and commercialization of
agriculture (Haile-Gabriel, 2000).

All the farmers participating in these informal t@nmarkets share the common objectives of
increasing production and income, and thereby imipgptheir welfare status. But the reasons for
participation are varied. For farmers with no ascés either PA-land or parental land, the
motivation to participate is simple. It is to acguiand to cultivate. For the majority of the

transacting farmers, however, the need to baleexterks of production (for example, land, labor,
oxen and cash), increase factor intensity and @sereproduction are the primary motivating
factors.

Because other factor markets are missing or incetmpfarmers also use the land markets as
substitute for missing or incomplete factor markstech as access to credit. Thus, farmers who
are short in oxen lease out land in exchange. ®mdrs who are constrained to get access to
credit lease out land as part of the contractushngement. Similarly, farmers who seek

% As of 1997, through Kebele Administration.



guaranteed labor during peak farm season engageaie tenancy to ensure timely availability of
labor. By tying together these transactions insh@nancy contracts, these informal land markets
provide a vehicle to overcome imbalances in faptoportions at farm level

On the demand side of these markets are mainly-dandtrained farmers with relatively
abundant family labor. Some of these farmers havé®A-land, especially the newly formed
young households. Those farmers with demonstratechiig experience and established
reputation of trustworthiness are able to acquined| through informal rental land markets
(Amare, 1995; Abate, 1995; Habtu, 1995). The baift land-constrained farmers, who have
labor, oxen and cash, either purchase land orimetdnd for cash or engage in tenancy
arrangement at favorable terms. These farmersriicplar do not fit into the typical profile of
tenant farmers, who are commonly considered tdarfatie middle of the “wage labor-tenant-own
operator” social ladder. Both of these categoriesaomers rarely hire out their labor. Labor
selling is more prevalent among poor landless faouseholds with no parental support and who
are unable to acquire rental land.

The regression estimates in Gebeyehu (1992) shaimhle decision whether to rent-in land or
not (i.e. the decision to assume partial or fullaecy) is related positively with size of drought
animals and household wealth, and negatively wah sf officially allocated land, better quality
land, average age of male household members what égast 14 years old and female-headship.
These coefficients suggest that young familiestiqdarly male-headed, who are land-
constrained but possess drought animals and ogatiware more likely to rent in land.

On the supply side, there are land abundant fansdtmlds (i.e., PA-land relative to their family
labor or oxen or credit). But all land abundantrfars are not engaged in leasing out land. It is
the land abundant (relative to their labor, oxed ancess to credit) but poor households who
often lease out land. These farmers cannot affoture in labor and/or oxen Instead they share
out their land in exchange for land and/or oxehiog in labor to be paid in share of output. They
are also financially constrained and often seeklici®® meet their obligations including food
consumption. They either rent-out land for cashmartgage land for credit or include cash
deposit as a requirement for tenants to access lthmel. These farmers are not the commonly
understood “landlords” who are commonly associatéti economic and social power. These
include the poor, female-and elderly-headed houdshthat rent out land due to necessity
(Amare, 1995; Haile-Gabriel, 2000).

The results of a recent empirical analysis baseduovey data from southern Ethiopia show that
decision to lease out land is influenced mainly Hpusehold demographic and initial factor
endowments (Teklu and Lemi 2001). Within the surwdlages, farmers with more PA-land
relative to their own labor or traction power teiodlease out land. They often lease out lower
quality land. Increase in number of family membisrassociated with increase in leasing out
land. But increase in adult members and improveneradult nutritional conditions affect
negatively the propensity to participate and sharetdland. Female headed households, more
than male headed households, share out land, eBpeitie poor, because of their limited
physical and managerial capacity to farm, shortaigassets, and constrained access to credit
market. Ownership of assets, which functions ascsoaf traction power and wealth, lowers the
likelihood and extent of sharing out land.

Farmers transacting in these rental markets emtedifferent types of informally arranged rental
contracts (fixed cash, share tenancy, borrowing).f&8 the major type of contract is a crop
sharing arrangement (Kidanu and Alemu, 1994; Hal®94; Abate, 1994; Kebede and
Croppensedt, 1995). Share tenancy is prevaleniost parts of the country. It is more common
among farmers who live in same locality and whosevedge of farming experience and
trustworthiness of fellow farmers is strong.



There are two modes of share arrangements. Onhdgewvthe landholder provides land and the
tenant contributes labor and other variable inpistsn jointly, and share output according to
mutually agreed formula. Such arrangement provalésgal cover in areas where farmers fear
open land transaction and chose to disguise as labng since the latter is legally permitted.

The second modality is a more explicit land tratisacwhere the tenant has a control (partial or
full) over the rental land subject to commonly aglteules and conditions.

Next in importance to crop sharing is fixed casHixed output rental. While it co-exists with
share rental within the same localities, its innicke tends to be high in areas where rural road
infrastructure and markets are better developedagnatultural production is commercialized,
especially among cash producers (Gavian and Tdldag; Haile-Gabriel, 2000; Bruce et al,
1994). Cash rental contract is common where theractors who rent in land are either non-
residents or recent immigrants. Unlike share emt$r that are mostly orally arranged, cash
rentals are mostly based on written agreements.

The contracts are short-term and rarely exceed tharetwo crop seasons. Where there are rare
cases of long-term cash rental, these may be disguand sale (Bruce et al, 1994). The rental
rates are negotiated and vary depending on fertift soil, scarcity of land, and resource
endowment position of farmers including their fioe status (Abate, 1994, Bruce et al, 1994,
Haile-Gabriel, 2000). Rental rate is directly ctated with quality of land. Where arable land is
scarce, farmers, who lease out land, tend to retihaieinput share, and demand for cash deposit
and greater output. Because these markets araridifragmented, rental rates are geographically
localized and contingent on economic status of seating households. Although land is
generally scarce in rural Ethiopia, the rental retskare largely buyers’ markets since the
landholders who supply these markets are largedynfeconomically weak segments of the
population.

Why these informal contracts co-exist within sameality cannot be fully substantiated from
existing empirical evidence. There are two for¢es appear to influence the choice of contracts:
transactions costs and risk attitude. The greatfepence for sharecropping among farmers with
long established social interaction suggests ttséscior monitoring and enforcement of share
contract are small compared to fixed rental arraregeg. And to the extent these farmers are risk
averse, share contract provides a vehicle to potlshare risks. But as costs of transaction rise,
farmers tend to shift towards fixed cash rentaheemlly among farmers with little social
interaction. Farmers who lease out land shift uwagay in production to farmers who lease in
land, especially if these are non-resident farmers.

The emerging land markets, while still in its indgnappear to provide the venue for equalizing
factor proportions at farm level through trade (@avand Teklu, 1996; Gavian and Ehui, 1999;
Kebede and Croppensedt, 1995). The works of GaamahTeklu (1996) and Gavian and Ehui
(1999) in particular contrasts factor intensityvben cash rental, share tenancy and PA-allocated
land. There comparisons show little variation iotéa intensity by tenure type, especially the
ratio of land to labor. Since other factors th&tuence factor intensity such as initial factor
endowments are not fully controlled, their conabmsis, however, tentative. It is plausible that
the Marshallian prediction of undersupply of tenkattor effort in share tenancy is not as strong
in Ethiopian environment where there is an appaselftselection among farmers who choose
share tenancy. Farmers with long farming experiemzk ability to supervise labor often choose
share tenancy, especially in communities where thaye knowledge of farming and
trustworthiness of their fellow farmers.

Such equalization process permits farmers to evgtutilize their limiting factor. In the case of
land constrained households, for example, theyaate to get more land to fully utilize their
labor. The most illustrative case is that of tleigeholds with no PA-land but manages to get



access to land through informal markets and hapes#ive ratio of land to labor. Even those

who share out land are better off since the laatl dtherwise would not be cultivated is put into

operation and benefit through output sharing. THiasa households are thus in a better situation
since they are able to improve their income pasitio

Transactions in informal land markets tend to dbote towards equality in size distribution of
land area operated (Teklu and Tadesse, 2000). Fashers who otherwise would not have
access to land do have access and able to op&reee are thus more with access to land at
lower end of the distribution. Second, the proadssqualization of land holdings meant farmers
with large initial landholdings (pre-transactiorgrisfer land to those with lower holdings. Third,
the short-term nature of land transactions predutgmers from accumulating land and
widening disparity in land holdings in Ethiopia.

Land held under these short-term rental land cotsires rarely used to grow permanent crops
(Chekun, 1994; Kebede and Croppensedt 1995; Sahdiwd Sandford, 1994). Application of
improved or new technology such as chemical feetil is sparse and low in intensity. Farmers
invest little in on-site land conservation and ioy@ment since the probability of capturing future
benefit from current investment is low (Gebre-Meqti998; Amare Teklu, 1998).

The productivity gap between farms held under diifé tenure arrangements (PA-land, fixed
cash, share tenancy) is small (Gebeyehu, 1990aBavid Ehui, 1999). Gavian and Ehui (1999),
for example, found a smaller total factor produtyiyTFP) gap of 10 to 13 percent on land held
under fixed rental and share contract, as compatittd PA-land. These small differences in
productivity gap are not related to differenceddntor intensity including purchased technical
inputs such as chemical fertilizers. Tenant farntersl to be slightly inefficient, particularly
among the most efficient group of farmers (Gebeydl®99). The reasons for lower technical
efficiency are not found in differences in educatimnarket participation and non-farm assets
between tenant farmers and “own-operators” (Cropigelt and Mammo, 1996; Gebeyehu,
1990). Gavian and Ehui (1999) ascribe the sourtdgferences in technical efficiency to youth,
low farm experience and knowledge, and qualitylaites of land of tenant farmers.

The effect of participation in informal rental lamdrangements on welfare outcome (poverty,
nutrition and health status) is seldom examinette dutcome depends on: (a) extent to which
poor farmers have access to land; (b) incrememradluctivity associated with the increase in
land; (c) rental terms affecting input and outphares; and (d) distribution of the gains in
productivity between “tenant” and landholders wieade out land. The effect on poverty
depends how these processes affect the land-coestrpoor farmers who are on the demand
side and land-abundant poor farmers who are oaupply side of the rental land markets.

The only study that deals with rental land markatsl poverty is the work of Haile-Gabriel
(2000). His thesis is based on a premise that doe gre the ones who lease or share out land.
And, accordingly, the equalization process thatoechrough the rental markets enhances the
land to labor ratio of the non-poor at the costtlod poor. And, even more telling, is the
disproportional flow of land from the poor to noogr and the creation of what the author
describes as the “superfluous” labor of the pobie concludes that these rental land markets
exacerbate unequal land distribution because tdrdifices in initial farm resource endowments
among the trading parties. The institutions of itradd oxen markets also provide the effective
means for the rich to secure and accumulate mocedathe expense of the poor.

Such strong conclusions, however, do not corrobadidty with the other studies referenced in
this paper. Access to land is not limited only e hon-poor farmers. Some of the poor land-
constrained farmers also gain access to land throlug rental land markets. Second, farmers
who transact in these markets are able to imprag®f proportion at farm level. Even the poor
land-abundant farmers would benefit from such tatisns if the alternative were to leave their



land unused for lack of complementary inputs sucHaaily labor and oxen. Third, there is no
substantial loss in productivity because of diffexes due to tenure arrangements, particularly
share tenancy. Hence, there is no substantialfisacn volume of output that is shared between
the trading parties.

Farmers who patrticipate in these markets are bowoirchprove their income position including
the poor. However, the net income gain is likelyaoy among the transacting farmers depending
on their initial resource endowments (land, lalmxen, access to credit), negotiated terms and
conditions of contracts, production efficiency, amtess to non-land input markets. Those who
enter the rental land markets from low economietage or due to distress situation are liable to
face high transactions costs and unfavorable teirsade that lower the margin of their net
income gain and their ability to cross poverty sin@d. Some of these farmers are liable to
downward income risk in time of unanticipated pratilen failure. But the empirical evidence on
distributive effect of rental land markets is thind speculative.

CONCLUSIONS: LESSONS FOR FUTURE LAND POLICY

There are important gains that have been achieuszk dhe 1975 land reform. First, the

complexity of land tenure systems is substantgiltyplified, as compared to the pre-1974 period.
It is questionable, however, if the current levélhomogeneity has a desirable mix of tenure
arrangements, especially given the dominance ¢é-stantrolled land administration. Second, a
large segment of the farm population is able teesg@nd operate land, albeit diminishing size.
Third, there is a broadening of the land distribitdf the country by shifting the concentration of
landholdings towards the middle and lower-sizednfaategories. Fourth, there are incremental
policy changes that broaden the use and trangftetsrof the farm population such as the rights to
transfer land to heirs, rent land, and get compensfor investment on land in case of transfer of
land. The constitutionality of some of these exmahdights is questionable since the 1995
constitution still prohibits any transfer of lanther than through state mandated institutions.

On the other hand, there are increasing numberndllsized farms. Some of these are
uneconomic in size. There is a growing number adlriouseholds with no access to government
allocated land (“landless”). Insecurity of land amnele tenure militates the incentive to invest in
land and grow perennial crops. The residence regquent for having and maintaining access to
government allocated land distorts the migratioocpss in rural areas. There is evidence of
widespread breakdown in common property tenurengements such as common grazing and
forestlands. Rahmato (2000) adds two more weakinegsevailing officially sanctioned tenure
arrangements: (1) lack of legitimate institutioms e@nsure the rights of landholders, and (2)
discriminatory practices in land distribution.

It is within the context of such state-controlledvieonment that rental land markets are
emerging. There are positive and negative outcoiflesse markets provide a venue for short-
term land acquisition for landless farmers, esplgcifor those with farm experience and
established social ties within the village commiesit Farmers trading in these markets tend to
correct imbalances in factor proportions at farmele These corrections occur regardless of
tenure type. How much such transfer of land acctaesfficient farmers is still an empirical
guestion. Transactions in these markets tend toceedisparity in distribution of area of land
operated, albeit short term. Productivity gaps leetwtenure types are small.

The most notable weakness in these markets islktbenae of perennial crops on rental land.
Since farmers operate on informally arranged stesm+ rental contracts, they have little
incentive to take the risk of investing in land servation and improvement. Use of improved
production technology is also low. The evidenceedfect of rental transactions on welfare



outcomes is thin and speculative. However, it Bupible that the welfare enhancing effect of
rental land markets is constrained by underdevedspnof non-land factors such as labor,
animals for traction and credit, and farmers’ ure@eccess to these inputs.

These markets are bound to grow since an increasintper of farmers are already voting by
showing their determination to trade in these mark#espite restrictions imposed in the
constitution. They provide a unique opportunityléarn and draw lessons for improving future
land policy that emphasizes on searching for eljldthut efficient tenure arrangements that are
mediated through the market place. Mature and ctitiveeland markets provide an effective
mechanism to signal scarcity value of land, mediatel transfers to efficient farmers, and
equalize factor proportions.

Public policy needs to recognize these chief fumdiof land markets and create the right
environment and guide the process of market devetop. It has to be aware its role in
facilitating the growth of these rental markets asttengthening their positive attributes —
provision of land to farmers who seek to cultivagualization of factor of production at farm
level, and narrowing disparity in landholdingshbs to strengthen in particular the production
and welfare enhancing functions of these rentakatar

The broadening of transfer rights in some of tlggames, which include the rights to bequeath and
lease land, are in the right direction. These aresistent with the de facto practices of the farm
population. With more choices of tenure arrangdas)efarmers are able to find alternatives
venue to access land and correct imbalances iorfpobportions at farm level. Providing a legal
status to these informal contracts is an importaep so that they operate in an environment
where contracts are legal and enforceable. Thalsdsa need to relax the current restrictions on
mobility of labor so that farmers are able to tertdand outside their residential boundaries.

Farmers are not secured with the land and tregs fbesess and express their preference to
access land in perpetuity with right to transfer th@ir children. Providing secured and
predictable tenure is essential to create incestioe farmers to adopt new technology and
commit resources to invest in land. The currentcgobf freezing land redistribution provides
only a temporary relief. Granting long-term tradatdase with the right to compensation in case
of land transfer goes a long way.

When farmers and community leaders in Wello andln8hewa were asked what changes are
necessary in future for sustainable adoption dfcmiservation and afforestation innovation, the
majority expressed the need to change the tentuatisin, especially the need for secured land
and tree tenure (Admassie, 2000). Most of thesporetents proposed to “divide up the land
equitably once and for all, handing it over to farmin perpetuity with the right to pass it to thei
children”. They were, however, divided on how fae tright of disposal of land should go; the
majority favored full right including the right teell and mortgage while the minority expressed
the need to put a limit to the transferability ahdl. The ultimate preference of these farmers is
private ownership of land. The challenge is how ao@ fast to get there. Different tenure
arrangements along the whole state-private owngistmtinuum need to be explored instead of
the on-going restrictive debate on choice of owmers

Public policy has to also simultaneously addressdivelopment of incomplete non-land factor
markets since farmers often engage in “distreg®2 ©f land transactions because of the absence
of these markets. Part of the blame for distreps ©yf land transaction lies not in rental land
markets per se but in absence of these other nsarkatmers selling land at fair value that
reflects its productive capacity need not be retgtti. What is not desirable is the “distress” type
of sale and accumulation for non-productive usedeésstanding why farmers engage in latter
type of transaction helps policy makers to applyextive policy measures.



Finally public policy has to be guided by analytiempirical policy research that shows where
policy changes are necessary to promote the gdakxmanding access to land, enhancing
production efficiency, and improving sustainabledaise and management practices. The debate
on land policy has to move out of the realm of fixdl ideology and be guided by empirical
based approach that finds equitable but efficiemute system that is mediated through the
market place. The challenge ahead is to strendtie=® markets to pursue these goals.
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