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Abstract: This report evaluates the rural land market in Venezuela, examining the impact of the
land reform on land distribution and ownership and examining the impediments to an
active and competitive land market.

There has been a lack of progress in changing the composition of land ownership in
Venezuela despite thirty years of a land reform program. Land ownership remains very
concentrated. Also, the land market has failed to develop. There are three issues that
inhibit the development of a land market. First, land provided under the agrarian
reform program cannot be transferred by the owner thereby inhibiting entry and exit on
reform land. Second, the majority of land, whether reform land or otherwise, is untitled
or insufficiently titled so that the title is not marketable. Third, there are large tracts of
unused land suitable for agriculture that are held by the state.

Following the analysis, the report provides recommendations that would activate the land
market, enhance agricultural productivity, and still meet the goals of the agrarian
reform. The central recommendation involves implementing a land information
management system and mapping titles into that system. This, along with changes in the
title-status of agrarian reform recipients, will provide marketable titles to private
landowners. The government should follow this by selling the considerable tracts of
agricultural land to which it holds title.
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GLOSSARY OF TERMS

adverse possession A method of acquiring complete title to land as against all others,
including the recorded owner, through possession over an
uninterrupted period of time. Most jurisdictions require that the
possession be actual, visible, open, notorious, hostile, continuous and
exclusive.

agraristas The name given in Venezuela to those persons (farm leaders,
academics, campesino union members) who believe in the traditional,
socialistic ideology of land reform.

asentamiento A rural settlement.

cadastre An official registry of the quantity, value and ownership of real
property based on geodesy. More recently the term has been
expanded to include a mapping of land for multiple purposes. The
terms "multi-purpose cadastre" and "multi-purpose information
system" are often used interchangeably.

campesino The rural poor, whether farm workers or operators of minifundios.
In this report it is used synonymously with "peasant."

dotaci6n The administrative act whereby IAN awards possession and property
of farm land to a person or group of persons of rural residence who
are qualified subjects of the agrarian reform.

ejido laWd Lanl that belonged to the municipalities at the time of colonization,
along with other lands acquired by the municipalities. It generally
cannot be sold or mortgaged.

fee simple A title of complete ownership, which can be sold by the owner or
devised to the owner's heirs. The word "fee" itself notes that the
property can be inherited. "Simple" refers to the fact that there are
no restrictions.

geodesy A branch of mathematics concerned with the determination of the size
and shape of the earth and the exact positions of points on its surface.

hacienda A farm, of any commercial size, usually operated using modern
inputs and some hired labor, as distinct from a lati fundio (see below).

latifundio Large rural properties, farmed with traditional technology and semi-
indentured servitude of the farm laborers who live on the farm.

lien The security of interest created by a mortgage. A charge upon
property (real or personal) to satisfy a debt.



- ii -

medium producers Those producers whose gross annual income obtained in agricultural
activity is greater than 30,000 boliviares and less than 70,000
bolivares, provided that the farm activity is performed personally and
that hired labor does not exceed 70% of the total days worked on the
farm.

minifundio A subsistence farm or a farm too small to be commercially viable in
the sense of providing the sole source of income for its operator.

optimal farm size A notional concept of farm size, not an absolute size. Formally, it is
that size of farm that results when the margix al value products of all
inputs used in farming are equated to their price.

real property Land and buildings, along with the rights connected to the land (as
distinguished from personal property and intellectual property).

regularization The administrative act whereby the Directorate of the National
Agrarian Institute determines the possession and limits of a certain
piece of land by a qualified subject of the agrarian reform by means
of the granting of a title of property.

sindicato A group of landless rural workers who unite to petition .'le 'and
reform agency for land to establish a raral community.

small producers Those whose gross annual income, earned in agricultural ativity,
does not exceed 30,000 bolivares, provided that the farm activity is
performed personally with the help of his/her family.

tierras baldtas Literally, bald land. Land for which no ownership has been assigned
(no title given) and is therefore claimed by the federal government.

title One who holds vested rights in property is said to have tide.

absolute title An exclusive title, or a title which excludes all others not compatible
with it.

definitive tide
(titulo definitivo) This is the document that is granted to beneficiaries of the agrarian

reform to definitively transfer the property to the recipient.

free and clear title,
good title,
merchantable title,
marketable title These titles are all synonyms. Clear means that it is free of

encumbrances. Good means that it is free of litigation or doubts.
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onerous title
(tiulo onoroso) In civil law, title to property acquired by the giving of a valuable

consideration for it, usually money, but where rights under the title
are resticted.

provisional title
(titulo provisionale) This is the document that is originally granted to one or more

beneficiaries when a parcel is given to them under the agrarian
reform until a definitive title is granted.

"reform" land Land that has been provided to IAN, the land reform agency, to be
distributed under the Agrariap Reform Program.

Torrens System A system for registration of land under which, upon the landowner's
application, the court may direct the issuance of a certificate of tite.
With exceptions, this certificate is conclusive as to the applicant's
estate in land. Basically, it is a system of registration of land titles.
The originator was Sir Richard Torrens, 1814-1884, a reformer of
land law in Australia.

usucaption Civil law concept similar to adverse possession

usufruct Civil law concept for the right to use and enjoy the property of
another. The user may not alter the substance of the property, but
may use it for profit, utility and advantage.



- iv -

t'x: CUTIVE SUMMARY

1. In terms of the overall importance in the economy of Venezuela, agriculture is, by GDP
measures, small. Agriculture and agroindustry accounts for only 6% of GDP and I % of exports.
Yet agriculture in Venezuela has a political and social importance not revealed in the numbers. The
rural sector contains many poor, and smallholder farming is seen by policymakers as a major means
of providing economic opportunity and equity to the p Jr. The "social importance" cf farm land is a
phrase that is frequently heard when discussing agriculture in Venezuela and this concept provided the
initial impetus for land reform. But agriculture has a potential economic importance also. Venezuela
is well endowed with agricultural land. There is considerable physical scope for expansion of the
area under cultivation--more than 20 million hectares (ha). For various reasons, some of which are
explored in this report, agriculture has failed to fully develop.

2. Venezuela, ; any countries in the region, has a very unequal distribution of farm lands,
with control largc'. hands of a small group. Social unrest has led to pressures to change this
system and resultec in Agrarian Reform Law of 1960. Under the reforms, land was provided at
nominal cost to landless farm r- -kers and rural poor. Recipients of reform land have a perpetual
right to farm the land. They m-ist farm it ;"ay improve it, may assign the right to heirs, but cannot
"sell" the land as they do not hold a "free ,ind clear" title to it. The restriction on the sale of reform
land is based on the concern that ur."- a.' nrestricted market, land ownership patterns would revert
to those prior to the land reform.

3. Both supporters of the land reform, agraristas, and the market-oriented technocrats, agree that
the reform has made little progress toward its main goals of providing land and economic opportunity
for the rural peasant and changing the latifundio-minifundio character of Venezuelan agriculture.
Over 80% of the land is still owned by less than 7% of the landholders. At the other end of the
spectrum, only 8% of the land is divided among over 80% of the farm units.

4. The agrarian reform was a social and political success in that it averted a revolution, but it has
not been an economic success for agriculture. The reasons that relatively little has been accomplished
are: some land which has been included in the reform process has not been distributed or has not had
its ownership status determined; even less land has been titled; some parcels that are given are too
small to be economically viable; and very little infrastructure and technical assistance have been
provided to r-Aorm beneficiaries. What land reform has accomplished for Venezuela is to satisfy part
of its rural p ¢, who have been given some opportunity to produce. The challenge for policymakers
is to put in place policies and incentives that would allow smallholders to evolve from subsistence to
small-scale commercial farmers and to extend the opportunities for agriculture by expanding the land
market.

5. To achieve these aims, the Government wishes to activate the land market in Venezuela,
consistent with providing land to rural peasants and creating an efficient, market driven agricultural
sector. Three immediate objectives should be to:



(a) Give clear titles to reform beneficiaries and others on land of ambiguous ownership;

(b) Provide access to land for the rural poor who are capable of farming; and

(c) Privatize government lands suitable for agriculture.

6. The long-term objective that these lead to is the establishment of an efficient, market-driven
agriculture, free to structure itself according to market forces, under open access to all who wish to
participate in it. These oljectives are consistent with, and will operate well, only in conjunction with
the overall policy reforms presently underway in the agricultural sector. There are four related
actions that need to be undertaken to accomplish these objectives:

(a) Develop a land information management system as a necessary first step to defining the
area, quality, ownership, and other characteristics of the nation's endowment of land;

(b) Provide marketable titles, by completing the cadastre, and "regularizing" land
ownership;

(c) Reformu.ate the functions of the agrarian reform agency so that it becomes a regulatory
body; and

(d) Implement a mechanism to increase the rate of privatizing government land.

7. Venezuela does not have a modern scientific method of identifying ownership of parcels of
land. This is a prerequisite to providing clear titles and eliminating land disputes. Venezuela should
establish a comprehensive land information management system (LIMS) based on a modern cadastre.
Properly implemented, so that the property registry is integrated with the cadastre, this land
information system can be used as a planning, monitoring and fiscal tool. A LIMS will have a
positive impact on security and clarity of tenure.

8. Titling would also play an essential role in strengthening the land market. All agrarian reform
land, when titled, has titles preventing fts transfer (sale or rental). At present, more than 60% of the
country's land plots are thought to be without title or with non-marketable titles. These plots, lacking
documentation of formal ownership, command less value than plots with formal documentation. As a
result, property value is based not on the productive value of the land, but on its formality. Further,
it is not possible to obtain term credit on land that does not have a marketable title.

9. As the cadastre proceeds, Venezuela should provide marketable titles for agrarian reform
lands. Consolidation of landholdings into large haciendas is not a likely result of such an action as
large landholdings are not necessarily more efficient than smaller landholdings. Some consolidation
of suboptimai sized units would occur as determined by the market. The guiding principle is that
farmers, led by market forces, not the government, should decide farm size. The government should
restrict its role to assuring that the regulatory conditions exist for a well functioning market. Formal
titling and resolving tenure disputes would improve the efficient functioning of a land market. This
would enhance tenure security and stimulate productivity enhancing investment in agriculture.

10. The agency responsible for implementing the agrarian reform, the National Agrarian Institute
(IAN), has provided about 9 million ha of land to beneficiaries, but this has had only a marginal
effect on the distribution of land, farmer productivity and rural development. A few landowners still
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control a large share of farmland and many small farners account for a very small share of the total
farmed land. The agency needs to be restructured. Many of its past activities could be assigned to
the private sector while it becomes a land commission with regulatory and quasi judicial functions.
The new IAN would also be responsible for regularizing land titles and supervising the sale and
subdivision of government land.

11. Disputes may arise over ownership as the concordance between the local registries and the
LIMS is being put in place. These disputes would need to be resolved in an expeditious and equitable
manner. Different types of occupation of land will require different procedures for resolving
disputes. Thie process centers on requiring local communities c determine boundaries and
ownership with the assistance and adjudication of the land commission which has the authority to
compensate aggrieved parties in the case of ambiguous land situations. Compensation would be in the
form of a grant of land. A further aspect of the process is to regularize land ownership quickly with
the minimum of social friction by providing land to those with "legitimate" claims. Finally, a modest
flat land tax would be implemented in order to finance the LIMS and to discourage the holding of
unused land. Solutions for different types of land are summarized below.

12. Campesinos who have been squatting on land, private or public, for a period of time, perhaps
three years, and where the rightful owner has not enforced his property rights, would be given title to
the parcel of land if they can prove to have farmed it, as is the case under present law. Communities
of squatters on latifundios would be required to resolve disputes within themselves, with the assistance
of the land commission, and present a plan to the titling authority. All landowners, including newly
titled campesinos, would be required to pay a fee f&: receiving clear title.

13. Unoccupied state land suitable for agriculture should be sold to developers (who may be
farmer organizations) with marketable titles or provided at nominal cost to campesinos displaced
during the land regularization process.

14. On agrarian reform land which has been distributed, the present pattern of land occupancy and
use reflects properties that have been abandoned and others for which informal (illegal) arrangements
have been made between the parties involved. Once cadastral points have been established the local
community (asentamiento) would be required to submit to the land commission a plan, agreed by the
community that establisAjes ownership of plots within the area based on existing settlement/production
patterns. Fee-simple ticles will then be provided and recorded on the LIMS. Where informal
arrangements have been made between beneficiaries, they will be honored. Taxation of land that falls
under this category would commence from the day owners obtain a marketable fee-simple title. The
Land Commission would be available to provide technical guidance at local meetings where the
ownership plan is being decided and to ensure the integrity of the process. But basically the
responsibility for providing resolution to local disputes on reform land is the local community.

15. Other reform land has been subdivided and occupied but has not yet been issued with any type
of title. This represents areas of recent occupancy where eligible farmers have been identified but
have not been issued titles. Since many of these areas contain the original illegal occupants, there is
likely to be disputed property and boundaries. Again, the responsibility for clarifying these situations
would rest with the local organizations. The Land Commission would hear cases for those who feel
seriously aggrieved. Where merit exists on both sides and good faith has been used by both, the
commission may rule that the aggrieved party receive compensation from the state in the form of an
equivalent plot of land in a newly developing land area. The objective of the exercise is to regularize
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iand titles with the minimum of social conflict and provide farming opportunities to those who wisn to
have them. The purpose is not to maximize government revenue from t},e sale of its land.

16. There is another class of occupants on reform lard that may need to be treated differently.
They are the large landholdings that have been invaded by politically powerful interests. Where cases
such as this can be identified, then the state has a role, In the interests of social justice, to intervene.
In these cases, goxernment would exercise its ownership rights to the land and offer the land for sale
at auction. The present occupier would have the first right of refusal at the auctioned price less the
value of the improvements that he has made. If this option is not exercised, the occupier would be
compensated from the selling price for the improvements he has made.

17. Finally, there are large areas of unused or informally occupied public land, yet to -
improved, that could be privatized. Those occupying the land who are using it in a ". -
beneficial" way,1' and have occupied the land for (say) three years, would be given clear titie if they
are willing to pay the recording fee on the land. If the land has been adversely possessed, similar to
that described above, then remedies similar to those could be used. At the end of the process fee-
simple titles would be recorded on the LIMS.

18. In order to dispose of state land that has not been occupied or distributed, the land would be
divided into three categories:

(a) land unsuitable for agriculture that should remain in reserves;

(b) land suitable for agriculture that is set aside to be used by the government to compensate
those with secondary claims on land; and

(c) land suitable for agriculture that the state will sell within a specified time.

19. Land would be sold, under specified conditions, to developers and campesino unions at
auction. The market determines the value of land and allows the selection of farmers based on the
value they place on the land. The govermnent establishes the general criteria that bonded developers
must follow in terms of the infrastructure they must provide, and the time over which development
will occur. The developer presents a more detailed plan showing the location of infrastructure, the
boundaries of each parcel, and the approximate number of farmers to be settled on the land. The
developer would subdivide the land and sell it to campesinos. Private developers bidding on the land,
reflecting what they know they can sell the land for (based on its productivity) will bid the market
price. Owners of latifundios who are now using their land extensively, may be tempted to sell it to a
developer or become a developer themselves. Tus the land market is truly activated and privatized.

20. For this outcome to result, the other necessary prerequisites of a land market are essential.
Land must be documented and titling clear. That is, the cadastral and registry parts of the LIMS must
be complete. Credit must be available, the regulatory functions of the government must be well
defined, and the government must have undertaken an inventory of its land so that it can place the
appropriate parcels on the market at the appropriate time. Privatization of suitable agricultural lands

1/ 'Socially beneficial" land use is defined in para 1.17.
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would be the object of the exarcise. Making a profit from the sale for the government would be
secondary but is the logical outeome of the process of allocating land to those demanding it.

21. As with all land sale programs through market mechanisms, payments due must be low
enough to permit repayment out of the income earned by farming. Success also requires governments
and lenders to abandon the view that small-holder land buyers must be kept on the land even if they
do not earn enough money to meet their debt service. Those who suffer personal misfortunes or are
not successful farmers, must be encouraged to transfer their land to another campesino and seek )ther
employment.

22. An agrarian reform of sizable dimensions, with very positive distributional and o atput results,
could emerge. The program would be private and free of paternalism. It would represen. a dramatic
attempt to regularize land titles, activate the land market, solve credit constraints, privatize state land,
and stimulate agricultural growth. it would be a major step along the path of economic development
for Venezuela.
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RESUMEN EJECUTIVO

1. En terminos de la importancia en la economfa venezolana, su agricultura es pequefla en
relaci6n al PIB. La agricultura y la agroindustria representan s6lo 6% del PIB y 1% de las
exportaciones. Sin embargo, las cifras no revelan la importancia polftica y social de la agricultuia
venezolana. El sector rural presenta mucha pobreza, y los poifticos consideran la pequefha producci6n
agrfcola como una vfa impoitante para proporcionar oportunidades econ6micas y equidad a los
pobres. El uso de la frase "importancia social" de la tierra agrfcola es frecuente en discusiones sobre
la agricultura venezolana; este concepto incentiv6 la reforma agraria. La agricultura tambien tiene un
potencial econdmico importanre. El patrimonio de tierras agrfcolas en Venezuela favorece la
ampliaci6n del area cultivada - m$s de 20 millones de hectareas. Por varias razones, algunas de ellas
analizadas en el presente informe, la agricultura no ha sido plenamente desarrollada.

2. Como ocurre en muchos otros pafses de la regi6n, la distribuci6n desigual de tierras
agrfcolas en Venezuela esta en manos de un grupo pequefho. La inquietud social ha Ilevado a
presiunes para cambiar este sistema y result6 en la Ley de Re.forma Agraria de 1960. Bajo estas
reformas, se proporcion6 tierra a costo mfnimo a los trabajadores agrfcolas sin tierras y a los
campesinos pobres. Los beneficiarics de la reforma agraria gozan del derecho perpetuo de cultivar su
terreno. Deben cultivarlo, pueden mejorarlo o cederlo, pero no pueden "vender" su terreno por no
tener un tftulo puro y simple. Esta restriccidn sobre la venta de terrenos sujetos a la reforma agraria,
se basa en la inquietud de que bajo un mercado s:n restricciones, los patrones de propiedad de tierras
revertirfan a aquellos patrones en vigor antes de la reforma.

3. Tanto los agraristas como los tecn6cratab .on orientaci6n comercial, coinciden que la
reforma ha logrado poco exito en sus principales metas de proporcionar tierras y oportunidades
econ6micas a los campesinos y cambiar el caracter latifundista/minifundista de la agricultura
venezolana. Mas de 80% de la tierra sigue en manos de menos de 7% de los terratenientes. Al otro
extremo, s6lo 8% de la tierra esta dividida entre mas de 80% de las unidades agrfcolas.

4. La reforma agraria constituy6 un exito social y polftico por evitar una revoluci6n, pero
no ha sido un exito econ6mico para la agricultura. Las razones de los pocos logros incluyen: falta
distribuir o determinar la propiedad de algunas tierras incluidas en la reforma agraria; ain menos
tierra ha sido titulada; algunas de las parcelas no son econ6micamente viables por ser muy pequeflas;
asimismo, se ha suministrado muy poca infraestructura y asistencia t&enica a los beneficiarios de la
reforma. La reforma agraria venezolana ha logrado satisfacer parte de la poblaci6n rural que ha
tenido alguna posibilidad de producir. El reto para los polfticos es implementar polfticas e incentivos
que permitirfan convertir a los pequefios agricultores de subsistencia en productores comerciales de
pequefia escala, extendiendo las oportunidades agrfcolas al ampliar el mercado de tierras.

5. Para lograr estos objetivos, el Gobierno venezolano piensa activar el mercado de tierras,
en consistencia con la otorgaci6n de tierras a los campesinos y la creaci6n de un eficiente sector
agrfcola de mercado, con tres objetivos inmediatos:
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(a) otorgar tftulos seguros a los beneficiarios de la reforma agraria y otros sobre tierras de
propiedad ambigua;

(b) permitir el acceso a tierras a los campesinos capaces de cultivar; y

(c) privatizar las tierras pdblicas que sean factibles para la agricultura.

6. El objetivo a largo plazo serfa el establecimiento de una eficiente agricultura de mercado
con la libertad de estructurarse segLn las fuerzas del mercado, de libre acceso a toda persona que
quiera participar en ella. Estos objetivos son consistentes con las actuales reformas poifticas globales
en el sector agrfcola, y s6!o operaran en conjunto con ellas, tomandose cuatro acciones afines:

(a) desarrollar un sistema de administraci6n de datos sobre tierras, como un primer paso
importante en la definici6n del area, la calidad, la propiedad y otras caracterfsticas del
patrimonio nacional de tierras;

(b) proporcionar tftulos negociables, completando el catastro y regularizando la propiedad
de tierras;

(c) reformular las funciones de la agencia de reforma agraria para convertirla en 6rgano
regulador; e

(d) implementar un mecanismo para aumentar el fndice de privatizaci6n de tierras pdlblicas.

7. Venezuela no cuenta con un mdtodo cientffico moderno para identificar la propiedad de
parcelas, un requisito para otorgar tftulos seguros y eliminar el litigio sobre tierras. Venezuela debera
establecer un amplio sistema de administraci6n de datos sobre tierras (LIMS) basado en un catastro
moderno. Debidamente implementado, e integrado con el catastro, este sistema de propiedades podra
ser usado como instrumnento fiscal, de planificaci6n y monitoreamiento, y tendra un impacto positivo
sobre la seguridad y claridad de la tenencia.

8. La titulaci6n tambien tendrfa un papel esencial al fortalecer el mercado de tieiras. Toda
tierra sujeta a la reforma agraria tiene tftulos que prohfben su transferencia (mediante venta o
arrendamiento). En la actualidad, se estima que a 60% de las parcelas del pafs les faltan tftulos o
tienen t(tulos no-negociables. Estas parcelas, sin documentaci6n sobre su propiedad formal, tienen
menos valor que aquellas con documentaci6n formal. Como resultado, el valor de una propiedad no
esta basado en el valor productivo del terreno, sino en su formalidad. Ademas, no es posible obtener
credito a plazos sobre terrenos sin tftulo negociable.

9. Al proceder con el catastro, Venezuela debera otorgar tftulos negociables para tierras
sujetas a la reforma agraria. No es probable que la consolidaci6n de tierras en grandes haciendas sea
un resultado de tal acci6n porque las grandes propiedades no son necesariamente mas eficientes que
las pequefhas. Ocurrirfa alguna consolidaci6n de unidades de tamaflo inferior, determinada por el
mercado. El principio fundamental es que los agricultores, influenciados por las fuerzas del mercado
y no las del gobierno, deberfan determinar el tamaflo de la propiedad. La funcidn del gobierno
deberfa limitarse a asegurar que existen condiciones reguladoras para el buen funcionamiento del
mercado. La titulaci6n formal y la resoluci6n de litigios sobre la tenencia, mejorarfan el
fincionamiento eficiente de un mercado de tierras, aumentando la seguridad de tenencia y fomentando
la productividad y las inversiones agrfcolas.
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10. El Instituto Agrario Nacional (IAN), responsable por la implementacidn de la reforma
agraria, ha otorgado unas 9 millones de hectareas a los beneficiarios, pero con efectos marginales
sobre la distribuci6n de tierras, la productividad de los agricultores, y el desarrollo rural. Algunos
grandes terratenientes todavfa controlan una proporcidn importante de la tierra agrfcola, y muchos
agricultores pequefios s6lo representan una proporci6n mfnima del total de tierras cultivadas. La
agencia deberfa ser reestructurada, asignando muchas de sus actividades anteriores al sector privado
mientras se convierta en una comisi6i de tierras con funciones reguladoras y semi-judiciales. El
nuevo IAN tambien serfa responsable por regularizar tftulos y supervisar la venta y sub-divisi6n de
tierras fiscales.

11. Podrfan surgir litigios sobre la propiedad, durante la implementaci6n de la concordancia
entre los registros locales y el LIMS. Tales litigios deberan ser resueltos de manera expedita y justa.
Los diferentes tipos de ocupaci6n de tierras requeriran distintos procedimientos para la resoluci6n de
litigios. Este proceso esta centrado en el requisito de que las comunidades locales determinen los
lfmites y la propiedad con la asistencia y el fallo de la comisi6n de tierras que tiene la autoridad de
compensar a las partes agraviadas en caso de situaciones de tierra ambiguas, en forma de una
otorgaci6n de tierra. Otro aspecto del proceso es la rapida regularizacion de la propiedad con un
mfnimo de conflicto social, proporcionando tierras a demandantes "legftimos". Finalmente, un
modesto impuesto fijo serfa implementado para financiar el LIMS y no fomentar la propiedad de
tierras baldfas. Se presenta a continuaci6n soluciones para cuatro distintas clases de tierras.

12. Los campesinos que hayan ocupado ilegalmente un terreno, privado o pilblico, por un
perfodo de quizA tres afios, cuyo propietario no haya ejercido sus derechos de propiedad, recibirfan el
tftulo de la parcela si pueden dar pruebas de haberla cultivado, como es el caso bajo la ley actual.
Las comunidades de ocupantes ilegales en latifundios tendrfan que resolver los litigios entre sf, con la
asistencia de la comisi6n de tierras, y presentar un plan a la autoridad de titulaci6n. Todos los
propietarios de tierras, incluyendo los campesinos con nuevos tftulos, tendrfan que pagar honoiarios
por recibir un tftulo seguro.

13. Las tierras pdblicas baldfas con potencial agrfcola deberAn ser vendidas a empresarios
(que pueden ser organizaciones de agricultores) con tftulos negociables u otorgados a un costo mfnimo
a los campesinos desplazados durante el proceso de regularizaci6n de la tierra.

14. Respecto a las tierras de la reforma agraria, el actual patron de ocupaci6n y utilizaci6n
de las mismas refleja las propiedades abandonadas y otras para las que arreglos informales (ilegales)
hayan sido acordados entre las partes involucradas. Una vez establecidos los puntos catastrales, el
asentamiento debera proponer un plan a la comision de tierras, acordado por la comunidad,
estableciendo la propiedad de parcelas dentro del Area. Tftulos de dominio absoluto seran
proporcionados y registrados en el LIMS. Los arreglos informales entre beneficiarios seran
aceptados. Los impuestos sobre tierras en esta categorfa comenzarfan desde el dfa en que los
propietarios obtengan un tftulo negociable de dominio absoluto. La Comisi6n de Tierras estarfa
disponible para suministrar asesoramiento tecnico durante reuniones locales en las cuales se decide el
plan de propiedad y para asegurar la integridad del proceso. Basicamente, la comunidad local tiene la
responsabilidad de resolver los litigios locales sobre tierras sujetas a la reforma agraria.

15. Otras Areas sujetas a la reforma agraria que han sido sub-divididas y ocupadas, sin
recibir hasta el momento ningLin tipo de tftulo, representan Areas de ocupaci6n reciente en las que los
agricultores elegibles han sido identificados pero no han recibido tftulos. En vista de que muchas de
estas Areas contienen los ocupantes ilegales originales, es probable que haya propiedades y lfmites en
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litigio. Las organizaciones locales tambien tendrfan la responsabilidad de aclarar estas situaciones.
La Comisi6n de Tierras evaluarfa los casos de personas que se consideran seriamente agraviadas.
Cuando existe m6rito por ambas partes y ambas han usado buena fe, la comisi6n podrd decidir que la
parte agraviada reciba compensaci6n del estado en forma de una parcela equivalente en una nueva
Area en desarrollo. El objetivo de este ejercicio es regularizar los tftulos con un mfnimo de conflicto
social y proporcionar oportunidades agrfcolas a quienes las quieran. El prop6sito no es maximizar el
ingreso gubernamental de la venta de su tierra.

16. Existe otra clase de ocupantes de tierras sujetas a la reforma agraria, que podrfan
merecer un trato distinto. Estas son las grandes propiedades invadidas por intereses poifticamente
poderosos. Al identificar tales casos, el estado tiene la funcion, en el interes de la justicia social, de
intervenir y ejercer sus derechos de propiedad de la tierra, ofreciendo la tierra en subhsta. El
ocupante actual deberA tener el primer derecho de rechazo al precio de la subasta, menos el valor de
las mejoras que este haya realizado. Si esta opci6n no esta ejercido, el ocupante serfa recompensado
por el precio de venta de las mejoras que este haya realizado.

17. Finalmente, existen grandes Areas de tierras pdblicas baldfas o informalmente ocupadas
sin mejoras, que podrfan ser privatizadas. Los ocupantes que las utilizan de manera "socialmente
provechosa"2' y que hayan ocupado los terrenos durante (por ejemplo) tres afilos, recibirfan tftulos
seguros si estan dispuestos a pagar el costo de registro de la tierra. Si la tierra ha sido posesionada
de manera adversa, similar a lo anteriormente descrito, se podrA usar soluciones similares. Al final
del proceso, los tftulos seguros serfan registrados en el LIMS.

18. Para disponer de la tierra pdSblica que no haya sido ocupada ni distribuida, se le dividirfa
en tres categorfas:

(a) tierras inaptas para la agricultura que deberan ser mantenidas en reservas;

(b) tierras aptas para la agricultura, separadas para que el gobierno recompense a las
personas que tengan derechos secundarios sobre la tierra; y

(c) tierras aptas para la agricultura que el estado vendera dentro de un plazo determinado.

19. La tierra serf? subastada, bajo condiciones especificadas, a empresarios y sindicatos
campesinos. El mercado determinara el valor de la tierra y permitirA la selecci6n de agricultores en
base al valor que designasen a la tierra. El gobierno establecerA los criterios generales que los
empresarios garantizados deberan seguir en terminos de la infraestructura que deberAn proporcionar, y
el plazo para el desarrollo de la tierra. El empresario presenta un plan mas detallado, indicando la
ubicaci6n de la infraestructura, los lfmites de cada parcela, y el ndmero aproximado de agricultores
que seran asentados en la tierra. El empresario sub-dividirfa la tierra y la venderfa a los campesinos.
Los empresarios privados, reflejando su certeza de poder vender la tierra a cierto precio (en base a su
productividad), presentaran propuestas al precio de mercado. Es posible que los propietarios de
latifundios que actualmente utilicen su tierra en forma extensiva, esten incitados a vender su tierra a
un empresario, o hacerse empresarios. De esta forma el mercado de tierras se activa y privatiza.

2/ DefiDida en el pirrafo 1.17.
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20. Para lograr este resultado, los demgs requisitos previos de un mercado de tierras son
esenciales. La tierra debera ser documentada, con titulaci6n simple. Es decir, deben estar completas
las partes del LIMS referentes al catastro y registro. El credito debera estar disponible, las funciones
reguladoras del gobierno deberan estar bien definidas, y el gobierno debera haber realizado un
inventario de su tierra para poder porier las parcelas apropiadas en el mercado al tiempo debido. La
privatizaci6n de tierras agrfcolas aptas serfa objeto del ejercicio. Para el gobierno, percibir ganancias
de la venta serfa elemento secundario, y es el resultado 16gico del proceso de asignar tierras a quienes
las demanden.

21. Al igual que todos los programas de venta de tierras mediante mecanismos de mercado,
los montos a pagar deben ser lo suficientemente bajos como para permitir reembolsar del ingreso
agrfcola. El dxito tambien requiere que los gobiernos y prestamistas abandonen la idea de que los
compradores de pequefias propiedades debieran mantenerse en la tierra aunque no ganasen lo
suficiente para satisfacer el servicio de su deuda. Se deberg sugerir a quienes sufran infortunios
personales o que no hayan tenido exito como agricultores, que transfieran su terreno a otro campesino
y busquen otro empleo.

22. Podrfa surgir una reforma agraria de grandes proporciones y con resultados muy
positivos en cuanto a la distribuci6n y producci6n. El programa serfa de caracter privado y sin
paternalismo, representando una tentativa dramatica de regularizar la propiedad, activar el mercado de
tierras, resolver las limitaciones crediticias, privatizar las tierras estatales y fomentar el crecimiento
agrfeola. Representarfa un paso importante en el desarrollo econ6mico de Venezuela.
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L. INTRODUCTIONAND OVERVIEW

A. The ObJectives and Structure of the Repoj1

1.1 The objectives of this report are to assess the extent to which the land tenure structure in
Venezuela is an obstacle to agricultural development and to suggest changes that are needed in order
to have an active and competitive land market. Presently, there is little knowledge of who occupies
land and under what legal conditions, on the majority of the country's rural land. Estimates are that
over two-thirds of farmland have razt been surveyed to determine who owns what parcel, the
boundaries of each parcel, and whether a legal title is warranted. Another problem with the land
market is that many farmers on land provided under the agrarian reform do not have a marketable
title to their land. They can neither expand their enterprise nor sell it. Finally, there are large tracts
of undeveloped state land suitable for agriculture that could be placed on the land market. In this
environment, land encroachment and land disputes are inevitable. Until the question of ownership is
resolved, it is not possible to have a formal land market. Further, unclear ownership inhibits
investment in land improvement and raises the cost of credit.

1.2 The Ministry of Agriculture and Livestock Production is supporting a program to clarify
land ownership and to sell state agricultural land. Part of this effort may involve reforming the
regulatory and administrative structure of land redistribution. These activities are part of the
widespread structural and macroeconomic reforms that are being undertaken in VenezuelaY The
Ministry has asked for further assistance from the World Bank to complete the cadastre and to assist
with the development and sale of public lands. Yet a consensus between the agraristas (the
traditional advocates of agrarian reform) and the modern efficiency-driven technocrats on how to
solve the land question has not happened. This study will provide essential background information
and analysis for future actions. It will provide information that may build a bridge between the two
groups by demonstrating that equity and efficiency goals can be jointly achieved. It is against this
background of conflict between equity and efficiency, between traditional and medern, and between
the past and the present that agriculture activities are undertaken in Venezuela.

1.3 The report is arranged in three chapters. The remainder of Chapter I places the land
market in a laiger context. The economy of Venezuela and the role of agriculture in the economy are
outlined. Next, the history of land tenure and philosophical dimensions of it are explained, and
finally the patterns and status of land ownership are reviewed. Chapter II reports on the institutional
basis and operation of the land market. The chapter starts by providing a description of the
conditions needed for a competitive land market. This is followed by a review of the agrarian reform
legislation and discussion of the structure, functions and method of operation of the agrarian reform
agency, IAN. The chapter continues by outlining the types of land titles and registration
arrangements, followed by a discussion of the term credit for land. Chapter II concludes with an
evaluation of IAN and the success of the agrarian reform to date. In Chapter MII, the various actions

1/ For further details on the general reforms being undertaken by the Government, see "Venezuela: Structural and
Macrceconomic Reforms-The New Regime,' World Bank Report No. 10404-VE (Washington, D.C.: World Bank,
April, 1992).
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that can be taken to strengthen the land market are collected and discussed. Materials not central to
the thesis, but supporting it, are found in annexes.

B. The Economy of Venezuela

1.4 Vast oil reserves were discovered in Venezuela in the 1920s, and since that time the
performance of the economy of Venezuela has been tied to the uncertainties of the world oil market.
Coupled with the development of oil has been the sense among many Venezuelans that heavy reliance
on oil would result in a "vulnerable" economy. Therefore, successive governments in Venezuela
have been preoccupied with developing a diversified economy where oil would play a smaller role.
Diversification has been stimulated through an active import-replacement policy including some very
large projects in steel and aluminum.2'

1.5 Despite massive financial transfers to promote the import-replacement policy, the results
of the policy have been disappointing. "Nothing appears to have been gained from the windfall (of
oil revenues) in terms of non-oil GDP during 1973-82. Consumption has been the only winner and
even that gain is probably temporary. "' Agriculture was one of the "beneficiaries" of the import-
replacement policy. Through heavy subsidies, input costs and product prices in agriculture were kept
down, imports and exports of agricultural products were controlled, preferential exchange rates for
agricultural products were given, and active efforts were made to diversify the agricultural base.y A
wide variety of agricultural commodities were purchased by a state marketing corporation at
guaranteed prices above world levels and sold at lower prices. The difference was financed from oil
revenues. In the 1970s farmers also benefitted from subsidies on farm inputs such as seeds,
fertilizers, pesticides, animal feeds and credit, but public expenditure on agriculture declined
significantly after 1983 as oil revenues declined. In 1984 there was an increased emphasis on
agriculture in order to reduce reliance on imports. Minimum prices were increased, quotas were
placed on agricultural imports, preferential credit was made available to farmers, and fertilizers were
again subsidized. Agriculture responded with growth rates exceeding those of the rest of the
economy. But the policies were unsustainable. Explicit subsidy costs in excess of US$1 billion per
year, or 2% of GDP, could only be maintained while oil revenues were booming. The result was
that the mix and level of agricultural output by the end of the 1980s was inappropriate for a market-
based, intervention-free sector. Large adjustments were necessary when, in 1989, the new
Government began its structural adjustment and macroeconomic stabilization program.

1.6 With the economic reforms that the Perez administration introduced in 1989, the role of
agriculture in a market economy has been placed in a new perspective. Major changes have been

2/ For more detain see "Venezuela: Oil and Exchange Rates" World Bank Report No. 10481-VE (Washington, D.C.:
World Bank, March 1992) and Gelb and Bourgnignon, "Venezuela" Oil Windfalls: Blessing or Curse? (New York: Oxford
University Press for the World Bank), 1988.

3/ Gelb and Bourgnignon, op. cit., p. 322.

4/ See "Venezuela: Agricultural Sector Review," World Bank Report No. 8389-VE (Washington, D.C.: World Bank,
March 1990).
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undertaken and more are forthcoming that are placing agriculture on an incentive-neutral basis. With
the removal of most of the distortions in agriculture and barring policy reversals, this sector, for the
first time in the modern history of Venezuela, can develop according to market principles. The
results over the last three years have been that production of the major agricultural products declined
in 1989 and 1990 in response to the agricultural policy reforms but partially recovered in 1991.
There appears to be a change in the product composition with traditional products, such as cereals and
livestock, declining while vegetables and oilseeds are increasing (Table 1.1)

1.7 However, the country is far from united on the direction and extent of the changes in
agricultural policy. Part of the debate, and coinciding with the 30-year anniversary of the Agrarian
Reform Law, are the entwined issues of land reform, land ownership and land markets. There is a
strong clash of values over the role of land and agriculture in society between the traditional
agraristas and the younger, market-oriented technocrats. The agraristas defend the original goals of
the Agrarian Reform Law which sees land subdivision and distribution--providing land at below-
market cost to the rural poor--as a social goal to address equity issues. The market-oriented
technocrats, on the other hand, are concerned with economic efficiency. They see the ideal response
of the Government as ensuring that a competitive market exists so that the optimum farm size can be
determined by market forces.

C. The Role of Agriculture

1.8 In terms of the overall importance of agriculture in the economy, it is, by GDP
measures, small. Agriculture and agroindustry accounts for only 6% of GDP and has remained at
around that level for 25 years. In countries with similar incomes (upper-middle-income countries),
agriculture amounts to 11 % of GDP, and in Venezuela's neighboring countries, agriculture's share of
GDP is in the high teens and has fallen from even higher levels over the last 20 years. Likewise,
agricultural exports have remained at 1 % of total exports since 1965, whereas in countries with
similar incomes, agricultural exports account for 13% of total exports and have fallen from double
that level over the last 20 years. In addition, Vene uela has a very urbanized population. Only 16%
of the total population is rural, making it one of the most urbanized developing countries in the
world--about as urbanized as Germany and more urbanized than Japan. This unusual structure can be
explained largely by the dominant influence of oil on the economy.

1.9 Yet agriculture has a political and social importance not revealed by the numbers. The
rural sector contains many poor, and smallholder farming is seen by the government as a major
means of providing economic opportunity and equity to the poor. The "social importance" of farm
land is a phrase that is frequently heard when discussing land tenure or agriculture in Venezuela, and
this aspect provided the initial impetus for land reform. But agriculture has a potential economic
importance also. Venezuela is well endowed with agricultural land. There is considerable physical
scope for expansion of the area under cultivation--of Venezuela's 92 million hectares (ha), more than
half is suitable for agriculture, yet only 31 million ha are being used and only 2.1 ha are being
cropped.

1.10 The areas of farming in Venezuela can be divided into four zones. First is the
mountainous area running in an arc from Caracas to the Andean region in the northwest.
Approximately 85% of the country's population lives in this region as do the majority of small
farmers. They produce fruit, vegetables, coffee, cocoa and milk. The second zone is the llanos or
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lcwlands, running from the southern Andean foothills to the Orinoco delta. The llanos make up
approximately 25% of the land area and are used mainly for beef production. A third zone, the
central plains, lies immediately north of the llanos and produces the majority of annual crops,
particularly cereals, and livestock. The fourth zone is the flood plain of Lake Maracaibo in western
Venezuela. This region produces most of the dairy products and sugar.

1.11 Meat is the product with the highest total value in Venezuela, followed by cereals
(mainly corn and rice), milk, fr -its, and fish products. Oilseeds, fruits and legumes are the products
that have been growing most rapidly in value. Tables 1.1 and 1.2 provide further details. Venezuela
is a consistent net importer of agricultural products, amounting to around US$800 million in 1990.
Major imports are cereals (primarily wheats), feedstuffs and vegetable oils, while the main exports
are coffee, cocoa and cotton.

Table 1.1: Venezuela: Agricultural Production. 1985-1991
(000 tons)

CEREALS LEGUMES OILSEEDS ROOTS & E7RUIT VEGETABLE LIVESTOCK OTH |
& FIBERS TUBERS PRODUCTS a/ b/

1985 1821.9 44.1 298.7 609.6 2220.6 312.9 4698.1 5819.5

1986 2250.5 46.0 324.7 618.1 2252.3 334.4 4891.9 7470.2

1987 2418.1 48.8 323.6 650.1 2294.9 358.1 5013.2 8160.9

1988 2484.8 50.5 358.3 671.2 2441.6 384.8 5119.9 8463.8

1989 1829.9 52.1 347.7 693.6 2529.6 477.1 4577.3 7947.3

1990 1779.9 59.7 456.9 625.8 2602.7 399.2 4430.7 7040.5

1991 2250.2 59.2 367.7 725.3 2763.6 431.4 4515.7 7210.3

GROWTH
RATE c/
1985-1991 -0.4% 5.5% 5.0% 2.2% 3.4% 5.9% -1.4% 1.8

Table 1.2: Venezuela: Value of Agricultural Production in 1988 Prices, 1985-1991
(Bs million)

CEREALS LEGUMES OILSEEDS ROOTSI ERU!S VEGETABLE LIV S OTHERS|
& FIBERS TUBERS

1985 1556.1 112.5 392.4 606.2 1386.1 467.5 3743.3 1348.4

1986 1903.4 117.8 445.2 614.3 1407.7 501.1 3878.4 1460.4

1987 2047.8 124.8 417.4 650.8 1430.4 535.7 3923.1 1550.8

1988 2103.5 129.0 488.1 674.5 1522.6 573.5 4022.3 1587.3

1989 1550.9 135.5 486.4 687.9 1575.7 620.8 3766.4 1572.0

1990 2767.8 157.4 748.3 866.3 2102.2 876.9 6064.6 2145.4

1991 3436.9 158.6 635.2 997.9 2266.6 974.3 5990.6 2096.9

GROWI1
RATE gl
1985-1991 10.7% 6.2% 9.9% 8.3% 8.8% 13.2% 8.4% 7.8%

a/ Heads of cattle, pig, sheep and goat.
b/ Includes coffees, cocoa, sugar cane, tobacco and certified seeds.
g/ OLS fitted growth rates.
Source: Oficina Central de Estadfstica e Informdtica: Anuario Estadfstico de Venezuela, various issues.
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D. The History of Land Tenure

1.12 In 1573, following the Spanish conquest of the lands around what is now known as
Venezuela, King Phillip II asserted the right of thi Crown over all conquered land. By royal
warrants land was granted to any settlement that was founded, to individuals and to the church.
Thus royal, individual, collective and ecclesiastic property ownership was developed. Individual and
collective ownership underwent changes over time so that many forms of ownership existed.

1.13 With the birth of the Republic in 1811, much land was confiscated. Simon Bolivar
enacted the first Law of Parcelling National Land in 1817. This declared that land owned by absentee
Spanish landlords would be seized and subdivided. The motivation for this reform was largely
political--to promote the cause of independence. Present land ownership patterns derive from this
period. All remaining land was the property of the state, a concept that remained vague until 1936
when it was defined as "all uncultivated land that is neither common land (owned by municipalities)
nor privately held." With an incomplete and fragmented land registry and a lack of a national
cadastre, land ownership remains less than fully formal to this day.

1.14 To understand the effects of, and impetus for, land reform in Latin America, it is
necessary to understand that traditional forms of land tenure there have differed greatly from those in
pre-reform Europe or Asia where land reform has occurred. In the latter areas, large land owners
have typically been landlords renting parcels to tenants foi payment of cash or crop shares. Tenants
are effectively the operators of their farms, whether subsistence or commercial. Although these forms
of tenure exist in Latin America, the dominant traditional form of large estates is the latifundio on
which most productive work is undertaken by workers under the central control of the owner. The
workers are obliged to work for four to six days per week and in return they have the right to till a
subsistence plot on the same estate. They also may receive cash or a share of the crop, according to
local custom or law. There is a strong dependency relationship between the owner and the worker.
The worker cannot be considered to be an independent farm operator with any farm management
skills.

1.15 While traditional tenure arrangements and latifundios can still be found, they are no
longer as prevalent as they were 50 years ago. Large estates have been either mechanized (modern
farming methods) in which case the few farm workers remaining have been transformed into wage
laborers, or the estates have been subdivided under the land reform, in which case former workers
have obtained their own plots. Some landowners, foreseeing the inevitable, have even "voluntarily"
subdivided part of their land holdings for former workers.

1.16 Land reform started at the turn of the century. But the second phase, begun in the
1960s, was the most significant. Venezuela came to the conclusion that land reform was necessary to
avert rural tension and social revolution. The Agrarian Reform Law was enacted in 1960 after
peasant invasions had occurred on farm estates. This law based land redistribution on the concept of
the "social function" of land ownership.

1.17 There are two significant aspects to the "social function" of land as a criterion for
distribution decisions. Large landowners who are making productive use of the land-using modern
equipment and technology, producing efficiently, and complying with social, fiscal and labor
legislation-are said to be fulfilling their "social function" and are less vulnerable to losing their land
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to reform beneficiaries. The second aspect of the "social function" of land is that peasants working
land, as squatters or farm workers, should have first right of ownership of that or adjacent land when
it comes under the reform process. Only later do new settlers from outside the area become eligible
for land.

1.18 Land reform in Venezuela differs in three important respects from that found in other
Latin American countries. First, the rural population was a small proportion of the total at the time
the reform (about 30% compared with 75% in Mexico, Bolivia, and Peru). Thus demands for land
were more manageable than in neighboring countries. Second, because of abundant land, the land
reform evolved into what is essentially a colonization program, as large areas of unsettled public land
suitable for agriculture were provided to reform beneficiaries. Only in the initial stages of the
program was private land taken for the reform, and it never accounted for more than one third of the
available land under the reform. Third, the Government paid compensation to those landowners
whose estates were expropriated, and usually only part of the estate was expropriated. For these
reasons, agrarian reform in Venezuela has been a politically less explosive issue than in many Latin
American countries. Peasant demands for land have been met without seriously threatening the larger
estate sector, and the farm worker organizations, sindicatos, have been willing partners with the
Government as the reform program has evolved from one of estate redistribution to rural development
of state land.

E. Philosophical Dimensions of Land Tenure and Reform

1.19 When the agrarian reform law was being formulated, the drafters were determined that
the latifundio system should never again exist. In order to prevent the reconstitution of large
holdings, the drafters legislated that beneficiaries of the agrarian reform could never transfer-sell or
rent--their land. While this may have met their immediate concerns, it has severely inhibited the
development of a land market. A competitive formal land market cannot exist if a significant number
of landowners are restricted from selling their land. The more progressive agricultural observers
have therefore suggested that the restriction on land sales should be lifted. Agraristas are opposed to
this.

1.20 The agrarista position is both a legal and philosophical one. The legal position is based
on the Agrarian Reform Law, particularly Article 15, >.hich states that "land affected by the Agrarian
Reform cannot be alienated, mortgaged or rented without authorization by the National Executive for
reasons necessary to meet other public or social welfare goals." Adherents to the law maintain that it
is a fundamental law of the land and thus supersedes all laws before and after, including the 1961
Constitution.!'

1.21 The philosophical position is cast in human rights versus property rights terms. If the
Agrarian Reform Law was intended to substitute the latifundlo system with a more even distribution
of land, then it would be a contradiction to allow the recipient of land to freely dispose of it so that

5/ Ramon Vincente Casanova, Victor Gimenez Landinez and Oscar David Soto, "30 Afios de Reforma AgrAria en
Venezuela," Derecho v Reforma Aeraria, Vol. 21, 1990, and Oscar David Soto, Venezuela. Pais AgrAria, (Caracas,
Venezuela: Arte Editorial Lunosa S.R.L., 1988).
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others, who may have more resources, can acquire it and form large estates. Strict adherence to the
Agrarian Reform Law is necessary to stop this from happening.V

1.22 The position of the modern market-oriented group is based on efficiency. Land, they
believe, would be better utilized and social goals would more likely be met if land could be traded as
any other commodity. A free land market with Western-style fee-simple title would lead to a more
dynamic and efficient agriculture.

F. Patterns of Land Ownership and Tenure

1.23 Land ownership was initially concentrated in the hands of a few. The land reform was
intended to address this, and since it is now more than 30 years since the reform began, results of the
redistribution should be evident. Jata presented in Table 1.3 show that the land reform has resulted
in some alteration in the distribution of land, largely in the middle-sized categories, but at the two
extremes--small holdings and large farms--the distribution has not been altered. In 1961, nearly 70%
of the farms were less than 10 ha and accounted for 3% of farmed area while 1.3% of farms were
greater than 1,000 ha and accounted for 72% of the land farmed. Twenty-three years later these
numbers were hardly changed. There are more small holdings, each of a smaller average size, while
the estate sector is expanding its resources and acquiring an increasing share in national production.
The number of small farmers for whom it i, difficult to break away from their low levels of
productivity, has been growing. The land reform has not provided a mechanism v'hereby subsistence
farmers can expand to become small commercial farmers. It has frozen subsistence farmers to the
bottom rungs of the agriculture ladder.7' While the number of medium-sized farms has increased,
both in terms of numbers of farms and the area of farmland, it is insufficient to overcome the number
of farms at the two ends of the distribution.

1.24 In addition to land that has been provided under the land reform, questions remain on
the ownership of large areas of farm land. Estimates are that over two-thirds, or about 21 million of
a total of 31 million ha of farmland, have not been surveyed to determine who occupies what parcels,
what are the limits of each parcel, and whether or not legal title is warranted. Of the 13 million ha of
reform land, less than half are titled and that is with conditioned titles so that it cannot be sold.
Registration of land sales has often been ad hoc and when land with unclear titles has changed hands
there is nothing to register. A nationwide cadastre has never been completed, and there is no
concordance between rural land registers and those parts of the cadastre which have been completed.
At the moment further extension of a national cadastre is underway but completion of it will take
several yearsY

6/ Cassanova et. al., and Soto, op. cit.

7/ The concept of the agricultural tenure ladder was developed by Spillman in 1919. The agricultural ladder visualizes the
life cycle of a farmer as being made up of successive rungs on a ladder: an unpaid family worker, hired worker, tenant,
owner-operator, and landlord. During their lifetimes farmers pass through one or more rungs of the ladder.
Spiliman, W. J., "The Agricultural Ladder", American Economic Review, 9 (1919): 29-38.

8/ See Annex 5 for a description of the present cadastre project.
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1.25 Another issue concerns the occupants of the public lands under the jurisdiction of the
agrarian reform authority, the National Agrarian Institute (IAN). Many farmers live on land that has
been provided to IAN. The tenure status on the vast majority of this land is unknown, and thus the
occupants are in a very uncertain status. Perhaps up to 35% have legitimate private rights but the
remainder have no formal legal status.2'

Table 1.3 VENEZUELA: DISTRIBUTION OF AGRICULTURAL LAND BY FARM SIZE a/

l __________ 1961 1984/85 Percent Change

Size 000's of Area 00C'; of Area No. of Area
(Hectares) Farms (000's has.) Farms (000's Fs l,, a

_____________ ~~~has.) _ _ _ _ _

< 10 213.4 753,289 229.5 702,964
l 67.7% 2.9% 60.6% 2.25% 7.5 -6.7

10 - 49 70.0 1,323,905 89.3 1,729,804
22.2% 5.1% 23.6% 5.5% 27.6 30.7

l50 - 199 18.9 1,661,882 35.4 3,174,690
2.8%o 6.4% 9.3% 10.2% 87.3 91.0

200 - 999 8.9 3,610,565 19.1 7,571,655
2.8% 13.9% 5.0% 24.2% 114.6 109.7

> 1000 4.2 18,655,219 5.6 18,099,092
1.3% 71.7% 1.5% 57.9% 33 -3.0

Total 315.4 26,004,860 378.9 31,278,205 - -

la/ Data prior to 1961 (pre-reform) is not comparable with post-reform data, other than totals
[1960 No. of Farms = 238, and Area = 22,130]. Therefore, 1961 was used as the base year
for comparison.

Source: V Censo Agrfoola. Oficina Central de Estadfstica e Informatica, 1988.

1.26 Besides ownership, other forms of tenure are legally possible on farm land in Venezuela
but are not common. Land leases for cash or for a share of the crop, for various lengths of time, do
exist. Some are formal and are registered. Many are informal. Simply using someone else's land
where the owner, government or private, does not enforce his property right, is more common.
Numerous other informal arrangements can also be found.

1.27 The presence of overt land conflicts in the present land ownership/tenure system
indicates that a land tenure problem exists. One very visible example of land conflict is land
invasion. Invasions are reported to have increased since the mid-1980s, even onto well-maintained
farms. The most frequently mentioned and well-known instances are concentrated in the states of

9/ Estimates by personnel from the Ministry of Agriculture and Livestock.
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Yaracuy and Zulia, and particularly in the Sur del Lago region of Zulia (south of Lake Maracaibo).
These are densely populated regions with very fertile land, able to support a wide variety of
agricultural production systems. Much of the area is not being used for intensive cultivation and thus
invites invasion.

1.28 Other examples of land tenure/titling problems are illegal occupations without overt
conflict. One type occurs along highways because of easy access. The most co; inon and widespread
type is illegal occupation of agriculture land in less densely populated areas, particularly the lianos
regions. This latter type has not yet raised popular and official attention but will become more
important in the future as agricultural development proceeds.

1.29 The Sur del Lago region, south of Lake Maracaibo, is one of the most contentious land
tenure situations. Approximately 600,000 ha of land were transferred to IAN but were largely
unproductive because of being low-lying--subject to flooding and a high water table. Government
investment in drainage and other infrastructure made the land highly productive. IAN, however, has
never been able to formally incorporate much of the land into the agrarian reform process for two
reasons. First, the necessary land surveys were not done because of lack of personnel and funds.
Second, since this was not done soon after the lands were made productive, the defacto occupation of
them by politically and economically powerful persons made it too costly to carry through the process
as time wore on.

1.30 The result is that most of the land in the Sur del Lago region has been occupied without
legal documentation. More importantly, this occupation is by very large operators, many said to be
craditional latijundistas and ex-military officers, in an area of high rural population density. Further,
it is estimated that over 90% of the arable land is used for cattle. The situation is one of considerable
campesino pressure on productive land that is used extensively, and controlled by a few large
landholders without formal legal documentation.

1.31 This situation is indicative of the path the agrarian reform took nationwide. After the
initial "burst of energy" in the early 1960s, when the most obviously under-exploited private farms
were expropriated or purchased, the path of least resistance became the relatively unoccupied public
lands on the agricultural frontier, primarily in the llanos region. It is interesting to note that land
invasions and land disputes occur in some parts of the country while suitable farming land is
unoccupied in other parts of the country. The reason for this, beside the regional differences in
population pressure, is the presence or absence of supporting infrastructure. Once roads and other
improvements are made, spontaneous invasion occurs. The more remote site& without roads,
infrastructure, and support services remain unfarmed.

1.32 As noted throughout the report, there are large areas of land suitable for agriculture that
have not been exploited. Precise numbers do not exist but Diagram 1.1 presents the best estimates of
land in use. The total land area is about 92 million ha, of which 51 ha million are suitable for
agriculture. About 60% of suitable land is utilized, with grazing land occupying about 29 million ha
and cropped land acccunting for 2 million ha.
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Diagram 1.1 VENEZUELA: LAND INVENTORY
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G. Current Status of the Agriculturat Land Market

1.33 There are three barriers to the development of a land market in Venezuela:

(a) the virtual ban on the private transfer of agrarian reform land;

(b) the lack of clear title on the majority of land; and

(c) the quantity of undeveloped public land suitable for agriculture.

The first issue concerning the land market is whether or not land already under the agrarian reform
should be titled so that it can be bought and sold or leased. Currently, such land cannot legally enter
the private market without specific government approval. As more than half of agricultural land is
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under control of the state, the government is the major actor in the land market. The second issue
concerns the regularization of land ownership. Property registries are inadequate in that they are not
based on geodesic information. Boundaries are vaguely defired or ambiguous which gives rise to
conflicts. Property titles are frequently not of the quality that can be used as collateral. The third
issue concerns the quantity of public land suitable for agriculture that remains vacant or occupied by
squatters. Much of this land could be turned over to the private sector.

1.34 Despite severe legal restrictions on transfer, rental or mortgage of public and agrarian
reform lands, a de facto land market exists, not only on private lands, but also on public and agrarian
reform lands. There are various types of land transactions.

1.35 Sale of Land. Outright sale of land is limited to privately held property. Such
transactions are the principal activity in the areas where private property has existed historically, such
as the States of Aragua, Guarico and Merida.

1.36 Exchanges of Use Rights on Agrarian Reform Lands through the Sale of Improvements.
Most land transfer activity is based on the sale of improvements, since the land itself cannot be sold.
This occurs mainly in agricultural frontier areas, such as the States of Zulia, Apure, and Portuguesa,
where public and agrarian reform lands dominate. Land transfers are legal on private property, and
on public lands before they have been transferred to IAN. But after lands are under IAN jurisdiction
any transfer of land is illegal unless specifically authorized. Thus, land that is transferred to IAN is
effectively withdrawn from the legal land market, whether previously public or private. Nevertheless
5% of IAN lands (about 400,000 ha) are estimated to be informally transferred annually through the
sale of improvements.A'W This type of transaction is important in providing access to land. It is this
land market that the agraristas cite as evidence of the reconstitution of large landholdings on agrarian
reform lands in the frontier. The original reform beneficiaries have abandoned the land, "selling" it
in the informal market. The "purchasers," however, do not have legal title, and may not be able to
obtain title, thus putting them in a precarious legal situation.

1.37 Government Recognition of Property Rights on Public Lands. Obtaining this tenure
right, tftulo supletorio, is based on the occupant providing evidence of having made improvements
and maintaining an active and open possession over a period of years (adverse possession). This type
of transaction is important in the a0,ricultural frontier states, where occupation and farming of the land
may have occurred continuously, but without any legal standing. There are estimates that up to 40%
of public lands are privately occupied, but the occupants have no legal documents. Obtaining a tttulo
supletorio removes much uncertainty of tenure.

1.38 Rental Contracts that Grant Tenure for a Determined Time Period. Officially registered
rental agreements are a minuscule proportion of land market activity, except on municipal lands
(ejidos). There probably is considerable rental activity on agrarian reform lands, but because renting
is officially prohibited, the extent of this practice is not known.

10/ Oliver Delahaye, "Agentes Sociales y .Aercado de la Tierra Agricola: Una Aproximaci6n a Nivel Nacional (1958-
1986)," Universidad Central de Venezuela, Facultad de Agronomfa, Instituto de Economia Agrfcola y Ciencias Sociales,
July 1990.
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1.39 As can be seen, the land market is characterized by its informality and uncertainty. The
market is neither an open nor an active one. Formal transfers of I nd are the exception. The desire
to have an open land market is related to several goals. One is that by making it possible for agrarian
reform beneficiaries to alienate their land rights they will gain access to the private credit market for
investment and production credit. This may also make it more likely that banks will loan for land
purchases. A second goal is to allow those who have made informal lana market transfers, by selling
the improvements, to actually sell the land to the occupant. This will provide greater security for the
current occupant and thus provide a greater incentive to invest. Third, agrarian reform beneficiaries
(and perhaps others) will be able to formally purchase larger parcels that may be farmed more
efficiently. The concern, therefore, over the present system is one of its efficiency. The present
system freezes production patterns and limit improvements in efficiency by denying access to credit
and land consolidation. It denies entry to and exit from the land market.
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II. THE INSTITUTIONAL BASIS AND OPERATION OF THE LAND MARKET

A. Conditons for a Compethive Land Market

2.1 Five conditions must exist in order for a market to be perfectly competitive or "free"

(a) The product is homogeneous, so that any one farmer's land is equivalent to any
other farmer's land or price differentials exist to compensate for quality;

(b) Both buyers and sellers possess perfect knowledge of the relevant alternatives--of
technology, prices, markets and quality differentials;

(c) Buyers and sellers attempt to maximize profits so that purchasers of land (say)
wish to buy it at the lowest possible price, and sellers wish to sell land at the
highest possible price;

(d) There are a sufficient number of buyers and sellers in the market so that no one
individual can influence the market price through sales or purchases; and,

(e) There is free entry and exit in the market so that any individual can move into or
out of the market without barriers.

2.2 As discussed in Chapter 1, the land market in Venezuela is not free as several of the
necessary conditions do not exist. There have been few market participants and information has been
inadequate. Entry to and exit from farming are difficult because of unclear or restricted titles. Many
sellers cannot sell because they do not have clear title to the land and many buyers are unwilling to
pay for land without clear title. Further, credit is often unavailable so that potential farmers cannot
become buyers, and the Government is the largest "owner" of agricultural land. These distortions in
the land market are one source of inefficiency in agriculture.

B. The Agrarian Refonn Law

2.3 In March 1960, the Agrarian Reform Law was enacted in order to transform the
country's agrarian structure and incorporate the rural population into the economic, social, and
political development of the nation. The agrarian law was structured to protect farmers, rural
workers and (campesinos), and it dictated that whoever worked the land should also own it. This
objeciive was to be achieved by substituting the latifundia system for a more even distribution of land
ownership and by providing campesinos with adequate access to credit and technical assistance. With
the passing of the law, the National Agrarian Institute (IAN), an independent agency reporting to the
Ministry of Agriculure, became responsible for all aspects of its implementation.@

I1/ The Agrarian Reform Law of 1960 is described in Annex 1.
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2.4 Land in Venezuela is owned by the federal government, states, municipalities, public
establishments, other legal entities, or individuals. The Agrarian Reform Law affects the land of
public entities, including rural public properties and unclaimed land without formal title, terras
bald(as. However, it does not affect municipal, ejidal, land. Land held by individuals can also be
subject to the Agrarian Reform legislation. Only land that is not meeting the "social objectives" is
affected by the Agrarian Reform. This includes land held by renters and unutilized land, but excludes
lands that do meet "social objectives," such as parks and reserves, as well as private property that
meets the "social objectives."

2.5 The Agrarian Reform Law does not provide a farm size limitation although the
Administration can impose limits. Large land estates can be held by a single owner and still be
outside the legislation. Similarly, an agrarian reform beneficiary can receive a large parcel of
property provided that social policy is served. Venezuela's agrarian reform states the standard for
parcel size should be determined by the form and surface of the land, depending on topographic and
agricultural conditions and other economic variables.

2.6 The law permits latifundistas to voluntarily break up estates and distribute the land, with
clear title and free of charge, to renters, workers and other qualified persons. Assuming this
distribution is inadequate to address the needs of the beneficiaries, the beneficiaries retain the right to
appeal to IAN for additional land. Some owners have used this provision in order to appease peasant
groups petitioning IAN for the subdivision of their latifundios.

2.7 To settle agrarian disputes, Venezuela created special courts to settle matters related to
the agrarian reform. Normally, agrarian disputes in court take about six months to resolve. The
Superior Court (a court of appeals) hears about 800 cases annually. The trend is to seek
administrative solutions to disputes, rather than litigation. In some cases, campesinos refer their
disputes directly to their elected officials. The "Commission on Agriculture" of the lower house of
Congress receives many cases. As of December 1991, it had a backlog of 500 unresolved cases.

C. Structure and Funcdons of IAN-'

2.8 The agrarian reform law is implemented by the National Agrarian Institute (IAN). The
activities of IAN are undertaken at two levels-national and regional. At IAN headquarters, located in
Caracas, overall control of management, definition of policy and general objectives are undertaken.
It also controls and evaluates all national level projects and programs. The Institute is structured into
a number of divisions, each responsible for specific components of the agrarian reform process (e.g.,
land issues, agricultural development, legal aspects of land reform, finance, and administration). It is
governed by a Board of Directors, composed of five members appointed by the President; one is the
president of the Institute; at least one is an agriculturalist; and at least two are representatives of
campesinos. IAN has twenty-two regional offices (agricultural commissions), situated in the capital
cities of all the states and federal territories, which carry out policies and programs at the regional

12/ Since this report was prepared in July 1992 there have been major reforms in the structure, functions, and operation of
IAN. It is being phased out and its residual functions turned over to a small group in MAC.
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level. To facilitate their operation, the regional offices are given considerable autonomy, enabling
them to pursue programs and policies most needed in the regions they serve, provided that these are
in accordance with the law and are approved by IAN headquarters.

2.9 The Institute has wide-ranging responsibilities covering all aspects of planning and
implementing the agrarian reform. Its functions can be divided into three categories: land issues;
social issues; and finance and legal issues.

2.10 Land Policies. IAN has put into place policies and guidelines on land sales and land
donations. Land is granted according to a number of criteria, ensuring that applicants meet the social
requirements of the Agrarian Reform Law. IAN is also responsible for all land expropriation and for
regulating the conditions of renting land. It also intervenes to prevent the eviction of campesinos who
occupy land without title, but conform with the reform law. These functions are carried out by the
regional offices. Other activities include the restitution of land and forest to indigenous communities.

2.11 Social Policies. IAN is responsible for ensuring that adequate systems of technical
assistance directed specifically to the beneficiaries of agrarian reform are in place. It subdivides land,
putting in roads, water, electricity and schools to establish rural communities or asentamientos. Its
success at accomplishing this has been limited. It began by providing small plots to landless peasants.
The size, they now realize, is too small to provide much other than subsistence farming. Also, the
communities they established were too small to be viable new farm communities. IAN now realizes
that farm size and community size must be larger. IAN encourages the improvement of living
standards of campesinos thiough extension and access to credit. It also promotes the formation of
cooperative industries in rural areas aimed at increasing the value-added of agricultural products.

2.12 Legal and Financial Activities. IAN monitors all legal aspects of agrarian reform and
appoints lawyers to represent campesinos in agrarian matters before tribunals settling land disputes.
IAN brings to the attention of the judiciary violations of the law which have resulted in harm to
rural people. In the area of finance, IAN issues bonds, guaranteed by the government, to cover
expenses and debts incurred in financing the agrarian reform.

D. Implementation of the Agrarian Reform Law v

2.13 When IAN needs to expropriate a piece of property to be included in the Agrarian
Reform, a number of procedures must be followed. IAN must pay the owner a fair price for the land
prior to its expropriation, and the taking must be in the public interest. Under the legislation, land
owners are exempt from expropriation of 150 ha of first class land, or its equivalent in other classes
of land, up to 5,000 ha. Further, the Constitution guarantees private property and prohibits
confiscations so that any expropriations must be paid for.

2.14 While expropriated property is always paid for, it may not always be paid for in cash.
Venezuelan law allows IAN to pay for land, at least in part, using government bonds. The bonds pay
interest at 3-4%, may or may not be negotiable, and carry terms of up to 20 years. In an inflationary
environment, the expected present value of a 20-year bond at 34% is considerably below its face
value. At the inception of the land reform the Government expropriated land for the agrarian reform.
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Now it is rare as most land included in the reform program are tierras bald(as transferred to IAN.
Therefore the issues associated with expropriation and compensation are largely moot.

2.15 There remains a large demand for land. A "land committee" in IAN prioritizes the list
of candidates who wish to become recipients of land. Often farm worker syndicates are formed and
have been successful in petitioning IAN for land. But many allocations are made on a more arbitrary
basis and depend on "the standing" of the candidate before the committee. IAN recognizes the need
to establish more objective criteria for allocating land for settlement.

2.16 IAN may grant land without charge (tftulo gratuito), or may require the beneficiary to
pay for the land (tftulo onoroso). It will grant tttulos gratuitos when the economic condition of the
beneficiary justifies such action and where the collective interest is served by making these
beneficiaries productive. The criteria are subjective. Generally, graduates of agricultural education
programs and veterinarians are required to pay for their land.

2.17 In the case of a land sale, IAN is forbidden to make a profit from the sale. When IAN
sells the land, it is valued at less than the market price. To establish the base value of land, a set of
conversion tables are used giving values of different classes of land in different regions of the
country, based on recent sales. This value is adjusted on the basis of land improvements and
infrastructure. In regions where there are many commercial farmers, the market price may not be
used as a guide because this price may be too high. In this case, the sale price is determined by field
studies undertaken by IAN personnel on the potential cash flow from the property. Recipients of the
land receive discounts of 5% for each ascendant and for each descendant less than 15 years old.
Annual payments are determined by dividing the total sale price by the length of the loan, which
ranige from 20 to 30 years, with a three-year grace period after a provisional title is given. Finally,
IAN cannot require the annual payment of interest and principle to be more than 5% of the net
income from the sales of production from the plot.

2.18 While IAN is prevented from making a profit on land, the law is not precise on what
constitutes a profit, what costs of operation can be counted against the profit, and what value should
be placed on land transferred to it free of charge from other government units. While providing land
to landless peasants and others at a nominal cost may be laudable, doing so by restricting IAN's
profits, is an imprecise and inefficient way of accomplishing that goal.

2.19 The area of land transferred to IAN between 1960 and 1990, excluding 1985-1989,
years for which no data were available, is shown in Table 2.1. Lands from public origin include the
tierras baldfas, land already in the possession of the govermnent, and ejido land. Land of private
origin refers to land expropriated from private landowners.

2.20 During the 1960s, the amount of land transferred to IAN grew steadily and by the end
of the decade, 1.47 million ha had been transferred to IAN from the public sector, and
1.17 million ha were transferred from the private sector (Table 2.1). During this decade, 147,100 ha
were transferred annually to IAN from the public sector, and 116,800 ha from private landholdings.
Between 1971 and 1974, acquisitions 'rom public origin grew rapidly, averaging more than one
million ha per year. In 1976, these transfers stopped abruptly and very little additional land was
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transferred for the rest of the decade. In contrast, acquisitions from the private sector were fairly
constant during the 1970s, averaging about 44,000 ha annually. In the 1980s, transfers continued at a
fairly modest rate, averaging 129,000 ha and 20,000 ha annually for the public and private sectors,
respectively, for the years for which data were available. By the end of 1990, the total land
transferred to IAN was 7.4 million ha of public lands and 1.8 million ha of private land.12' Of the
total land of public origin, about 80% was tierras baldfas, 17% formerly federal- and state-held land,
and 3% municipal land.

Table 2.1: Venezuela Land Transferred to IAN
('000 Hectares)

Year Public Private Total % Public
Origin Origin Origin

1960 11.2 38.7 49.9 22.4
1961 52.8 256.6 309.4 17.1
1962 127.5 209.3 336.8 37.9
1963 24.9 38.7 63.6 39.2
1964 2.1 116.8 118.9 1.8
1965 337.6 228.7 566.3 59.6
1966 438.5 114.3 552.8 79.3
1967 191.7 67.5 259.2 74.0
1968 179.1 97.3 276.4 64.8
1969 105.6 52.3 157.9 66.9
1970 52.4 56.7 109.1 48.0
1971 1,054.8 42.2 1,097.0 96.2
1972 999.1 31.3 1,030.4 97.0
1973 1,050.8 69.2 1,120.0 93.8
1974 1,761.2 32.6 1,793.8 98.2
1975 261.1 66.5 327.6 79.7
1976 1.1 40.7 41.8 2.6
1977 0.4 12.7 13.1 3.1
1978 0.0 36.8 36.8 0.0
1979 0.0 52.3 52.3 0.0
1980 0.0 12.9 12.9 0.0
1981 4.7 22.1 26.8 17.5
1982 159.7 29.9 189.6 84.2
1983 17.7 46.7 64.4 27.5
1984 285.9 3.7 289.6 98.7
1990 305.0 2.4 307.4 99.2

Total 7,424.9 1,778.9 9,203.8 80.7
Average 285.6 68.4

Source: IAN Data Files

13/ Other data files show that nearly 13 million ha have been provided to IAN. The discrepancy appears to be explained by
the years when data is missing and by land that is in the process of being provided to IAN but where the extent of the land
is not known and therefore not yet recorded in the records of IAN.
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2.21 Table 2.2 shows the allocation of titles by land area, and size of producer over the
period 1960-91. During the period 1960-91 a total of 8.1 million ha were allocated to agrarian
reform recipients. The cumulated land acquired by IAN reported in Table 2.1 is 9.2 million ha.
This indicates that about 1.1 million ha remain in IAN hands and have yet to be allocated.-''

2.22 Also reported in Table 2.2 are the number of recipients of titles, desegregated into small
and medium producers, and agricultural techniciansLP'. A total of 158,027 individuais received land
since the start of the agrarian reform process. Of these 118,123 were classified by IAN as small
producers, representing about 75% of the total number of recipients. There were 38,662 recipients
classified as medium producers, representing 25% of the total land recipients. Agro-technicians
received less than 1%. A large proportion of this land was in Anzoategui and Bolivar states, each
comprising about 15% of the total land area allocated. Other states in which large amounts of land
were transferred were Apure, Barinas, Guarico, and Zulia states, located in the southern and western
regions of the country. On average, IAN has distributed 356,400 ha per year, more than 80% of
which has come from state land. In the last eight years only 2-3,000 ha of private land has been
subdivided annually. There does not appear to be a relationship between the number of titles given
by state and the size or location of the state. Barinas, the state where most titles have been given, is
a medium-sized state, partly in the Andes and partly in the Ilanos. Anzoategui is a somewhat larger
state and is located in the plains north of the ilanos. These two states share the characteristic of
having considerable areas of tierras bald(as that could be incorporated into the agrarian reform
program.

2.23 The average size of holding for which titles were given by IAN, over all the states, was
about 60 ha. There is also considerable variation in holding size between the states, ranging from
only 1.6 ha in Nueva Esparta to as much as 543.8 ha in the Federal Territory of Amazonas.

E. Results of Agrarian Reform

2.24 To assess the performance of IAN in allocating land to small producers, Table 2.3
shows the distribution of agricultural land by farm size in 1961, 1971 and 1984/85. In 1961, the land
distribution was highly skewed, with 68% of the farms being less than 10 ha but only 3% of the farm
area, while 1.3% of farms were more than 1,000 ha, but occupied 72% of total farm area. By 1971,
after ten years of agrarian reform, the pattern of land distribution had changed very little, with the
distribution remaining highly skewed. About two-thirds of the land was held by less than 2% of
farms. By 1984/85 the distribution had hardly improved. The number of large farms continued to
increase. The number of farms of 200-999 ha increased from 11,800 to 19,100, an increase of more
than 60%, while the number of farms of more than 1,000 ha increased from 4,900 to 5,600, higher
by 14%. While the number of farms in the middle-sized range has increased and their share of farm
area has also increased, it is insufficient to overcome the dominant effect of the number of farms at
the two ends of the distribution.

14/ In addition to the nearly 4 million ha discrepancy which may include land currently being transferred to IAN.

15/Agricultural technicians are young farmers with agricultural training who are being encouraged to enter farming by
receiving land from the government.
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Table 2.2: Venezuela: Allocation of Agrarian Refornt Titles by Land Area,
Size of l'roduoer, and Average llolding Size, Cumulative 1960-91.

Area Small Medium Ag.Tech Total Small Medium Ag.Tech Ave. Size

- Ha -- Number ------- - -- -----Percent --- -- Ha -

Distrito Pederal 6,300 1,186 429 1 1,616 73.4 26.5 0.1 3.9
Anzoategui 1,219,168 7,951 3,467 296 11,714 67.9 29.6 2.5 104.1
Apure 745,448 4,717 1,724 119 6,560 71.9 26.3 1.8 113.6
Aragua 163,598 4,896 1,404 27 6,327 77.4 22.2 0.4 25.9
Barinas 839,944 9,737 4,912 149 14,798 65.8 33.2 1.0 56.8
Bolivar 1,330,299 7,394 1,706 125 9,225 80.2 18.5 1.4 144.2
Carabobo 80,332 3,457 2,030 47 5.534 62.5 36.7 0.8 14.5
Cojedes 166,177 6,367 1,182 31 7,580 84.0 15.6 0.4 21.9
Falcon 195,809 3,253 1,025 36 4,314 75.4 23.8 0.8 45.4
Guarico 689,239 5,804 3,399 55 9.258 62.7 36.7 0.6 74.4
Lara 135,430 7,324 1,650 50 9,024 81.2 18.3 0.6 15.0
Merida 75,810 5,497 313 4 5,814 94.5 5.4 0.1 13.0
Miranda 6n,788 5,967 1,577 11 7,555 79.0 20.9 0.1 8.3
Monagas 329,212 7,519 1,443 45 9,007 83.5 16.0 0.5 36.6
Nueva Esparta 216 112 10 10 132 84.8 7.6 7.6 1.6
Portuguesa 256,893 7,298 2,594 33 9,925 73.5 26.1 0.3 25.9
Sucre 161,001 4,391 538 3 4,932 89.0 10.9 0.1 32.6
Tachira 136,863 3,413 816 20 4,249 80.3 19.2 0.5 32.2
Trujillo 137,890 5,479 609 17 6,105 89.7 10.0 0.3 22.6
Yaracuy 112,759 6,510 1,226 75 7,811 83.3 15.7 1.0 14.4
Zulia 631,478 6,000 4,856 70 10,926 54.9 44.4 0.6 57.8
T.F. kmozonas 542,151 989 8 0 997 99.2 0.8 0.0 543.8
T.F. Delta Amacuro 40,851 1,635 116 1 1,752 93.3 6.6 0.1 23.3
Reg. Sur del Lago 54,034 1,203 1,272 6 2,481 48.5 51.3 0.2 21.8
Comis. de Calabozo 31,099 24 356 11 391 6.1 91.0 2.8 79.5
Total 8,144,789 118,123 38,662 1,242 158,027 74.5 24.5 1.0 61.3

Source: IAN Data Files.
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2.25 The fact that the distribution of farm holdings is highly skewed and that very little has
changed over the 25-year period, are shown by the Gini coefficient. The coefficient value for 1961
was 91.5% indicating a highly skewed distribution. The ratio fell to 90% in 1971, and again to
88.8% in 1984/85, indicating a slightly more even distribution. However, even in 1984/85, the
coefficient is extremely high and the fall in the coefficient was extremely small over a long period of
time. The total number of farms increased over the period from 315,000 to 379,000 or less than 1%
per year.

2.26 It is informative to compare the pattern of land distribution and the effects of agrarian
reform on distribution, with other countries. Land distribution in Latin America, and Venezuela in
particular, is very concentrated compared with other countries. Twelve of 17 Latin American
countries have Gini coefficiers of 0.8 or higher, compared to only three of 21 other developing
countries. Venezuela is near the top (most concentrated holdings) of the list. Further, for three
countries, where "before" and "after" data is available--Mexico, Egypt and Taiwan--land reform
reduced concentration by more than 20 points. (See Annex 7.)

2.27 By associating income by state with the number of land allocations made by IAN, it is
possible to assess the extent to which IAN, through its land allocations, has directed its efforts toward
the alleviation of rural poverty in order to fulfill the mandate of the agrarian reform. A recent survey
estimating the proportion of the total population below a set standard provides the basis for the
comparison. The survey gives the percentage of households by state, not satisfying their "basic
needs." The results are given in Diagram 2. 1, and this information is compared with the land
distribution pattern shown in Table 2.2.

2.28 States where the least poverty was found (where 20%-30% of household were unable to
satisfy their basic needs) were Distrito Federal, and Miranda, while in Aragua, Carabobo, and Nueva
Esparta the proportion ranged between 30% and 40%. With the exception of Nueva Esparta, these
states are in the northern and central part of the country where most of the major cities and major
economic activity are located (e.g., Caracas, Maracay, and Valencia). Agriculture is characterized by
small farms, producing mainly dairy products, fruits and vegetables for the nearby urban population.
The index of poverty is low because of the large share of non-agricultural employment in this region
and because agriculture production is of high value-added commodities. IAN activity in these states
has been minimal as the farm structure conformed to the "social norm" and farm income is
satisfactory. The price of land in these states is considerably higher than in other states (Table 2.4).

2.29 In the west, states in which 40%-50% of the household were unable to meet the basis
needs criteria were Lara, Merida, Tachira, Yaracuy, and Zulia. These states surround Lake
Maracaibo and also encompass much of the western watershed of the Andean range. In this region
agricultural production is concentrated in dairy, fruit, rice, coffee and cocoa. Anzoategui and Bolivar
also fell in the 40%-50% poverty category and are located in the center of Venezuela. Typically,
farms in these states are large with extensive production of cereals and livestock. In the period 1960-
91, IAN allocated titles for a land area of 1.22 million ha in Anzoategui, and 1.33 million ha in
Bolivar. Together they accounted for about one-third of all land allocated over the thirty year period.
Consistent with extensive agriculture in the region, the average size of agrarian reform farms was 104
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ha in Anzoategui and 144 ha in Bolivar. IAN has also been very active in distributing land in Zulia.
Between 1960 and 1991, about 7% of the total number of titles allocated, covering 631,000 ha, were
issued. The averz,je plot size was 58 ha, with 44% of titles allocated to medium-size producers.

2.30 The group of states in which 50%-60% of the households are below basis needs include
Barinas, Trujillo, Portuguesa, Cojedes, and Guarico, all in the eastern Andean range, and Monagas,
Sucre and T.F. Delta Amacuro in the Orinoco delta region. There, IAN has distributed about one-
third of the total amount of land allocated. T.F. Amazonas, located in the south of the country is also
in the 50%-60% poverty category. The total number of titles was under 1,000, while the average
plot size was the largest of all states at 543.8 ha.

2.31 The poorest state identified by the survey was Apure, where more than 70% of the
households are unable to satisfy the basic needs level of welfare. Located in the south-west of the
country, Apure is relatively isolated, not well served by rural infrastructure and a long distance from
markets. IAN has allocated almost three-quarters of a million hectares and has issued 6,500 titles,
with an average plot size of 114 ha, in this state.

2.32 In brief, IAN has been most active in the poorer and more peripheral areas of the
country, such as in Barinas, Apure, and T.F. Amazona. These regions are ones without good rural
infrastructure and where there is abundant land for both agricultural and non-agricultural users. In
addition to providing land to the landless, the agrarian reform has colonized several previously
undeveloped, lightly populated states.

2.33 Overall, it would appear that the agrarian reform has not met its goal for a number of
reasons: (i) some land transferred to IAN under the agrarian reform process has not been distributed
to campesinos, (ii) even less has been titled, (iii) where parcels have been distributed, many are now
too small to be economically viable units and no formal provision exists for consolidating units, (iv)
very little beyond land has been received by the land reform recipients, and (v) the lack of additional
support to campesinos has caused many potential land reform beneficiaries to abandon their land and
to move to urban centers. But most notably, the land distribution has scarcely altered in 30 years of
the program.

F. Land Titles and their Registration

2.34 All property records in Venezuela, including agrarian reform properties, should be
registered at the public registry. The public registry is used to inscribe transactions in real estate and
regularize their transfer. This contrasts with the cadastre, which is used to delineate property
boundaries geographically. The registry inscribes documents, a cadastre describes property,
providing an inventory of the nation's land. Ideally, the property registry would be coordinated with
the cadastre so that property documents registered would be referenced to the cadastre map.

2.35 Property-related documentation is governed by a specific law. There is a "principal
registry office" in Caracas and in each of the capital cities of each state in Venezuela. Each district
of each state has at least one regional office as well. Registered documents carry the weight of
"public faith." This means that their contents have been legally verified and therefore have the effect
of law. Thus, registration of documents can be extremely important.
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2.36 Principal offices and regional offices have public registrars. Fees collected by the
registry office are set by statute and are related to operations rather than the size of landholdings or
the value of the land. Registrars and their employees are forbidden to accept "gifts" and from
registering any transaction in which they are a party. Offices must be open for registration of
documents at least four hours a day and the files are open for public inspection. Every few months,
local registries send copies of their records to the principal registries, and the principal registry
offices send copies of their records to the Ministry of Justice.

2.37 Many formalities are required for recording documents. For example, registrars will not
record a document unless it has be,n drafted by an attorney and the document must be in Spanish.
Normally, when the document is recorded, the registrar, each of the parties at interest and several
witnesses are on hand to record the document. A person can request the registrar to certify the
ownership of a piece of property, whether it is encumbered, whether it is subject to any limitations or
conditions, and whether it can legally be sold. This greatly simplifies the title search process, since
the certification of the registrar will carry the weight of law.

2.38 Venezuela appears to have in place an adequate legal infrastructure for dealing with
property registration but no mechanism to provide a concordance with a cadastre. This is a major
shortcoming. The cadastre is essential for juridical security for all parties. The registry records the
sale but does not define the land being sold in terms of its physical and geographic characteristics.
The Agrarian Reform Law did not require completion of a cadastre prior to execution of the reform.
This made it possible to subdivide land on the basis of physical description rather than using the
cadastre. Govfernment inaction on the cadastre means that Venezuela has no Torrens-like system to
guarantee property boundaries. Property transactions recorded by civil registries are not linked with a
physical description and map of the actual property. Thus property is more likely to be disputed
because boundaries are ambiguous. This in turn affects the marketability of the land.

2.39 As in any jurisdiction, the law on the books may not be the law in practice. Field
interviews did not reveal any serious systematic departure in practice from the law, although coverage
was far from exhaustive. But if the registries work well, why is so much land unregistered? The
cost may prevent some smallholders, illiteracy or lack of knowledge of registration may prevent
others, the requirement that attorneys draft the document, and the speed or accuracy of inscription
(errors or fraud) may deter others. The actual reasons will need to be ascertained through interviews
in subsequent work. The fact that so much land is unregistered appears to be a factor limiting the
land market in Venezuela. When the cadastre is complete and formal land registration increases, then
the registration system will need to be updated (computerized) in order to handle the increased load.

G. Land Prices

2.40 Land prices are not collected in a systematic manner in Venezuela. IAN collects farm
land prices from sales recorded at local registry offices for the purpose of fixing a value on the land it
acquires and subdivides. The many informal land transactions are not recorded. Land prices for
some states are given in Table 2.4, and these are used to demonstrate the difference in prices across
states, reflecting productivity and locational differences. Also, price movements over a limited time
can be observed.
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2.41 Prices differ greatly between states. For example, in 1987, the land price in Aragua was
Bs$8,000/ba compared to only Bs$451/ha in T.F.D. Amacuro. Land price levels reflect the
characteristics of the land. For example, in Aragua, Cojedes, and Portuguesa, prices are high
reflecting the closeness to the major cities of Caracas, Maracay, and Valencia. In contrast, Apure
and T.F. Delta Amacuro lack infrastructure and access to markets, and prices there are considerably
lower.

2.42 Between 1987 and 1990, the real price of lar,d declined with the exception of a few
states. Price decreases are especially evident in the period 1988-89, when major structural changes
took place such as removing producer price supports, raising of agricultural interest rates and trade
liberalization. Land prices declined, reflecting the declining net return to farming. In some states
prices fell more than in other states, reflecting the different output mix in those states. In general,
land that IAN has provided to agrarian reform beneficiaries is land in more remote, less populous
states where land prices are lower. This pattern of distribution is consistent with the claim that the
agrarian reform has evolved into a colonization program.

Table 2.3 Venezuela: Concentradon of Agricultural Land

1 ~~~1961 1971 1984/85

Size 000's of Area 000's of Area 000's of Area
(Hectares) Farms (000's ha) Farms (000's ha) Farms (000's ha)

< 10 213.4 753,289 171.1 577,087 229.5 702,964
67.7% 2.9% 60.2% 2.18% 60.6% 2.25%

10 - 49 70.0 1,323,905 73.8 1,429,143 89.3 1,729,804
22.2% S.1% 26.0% 5.4% 23.6% 5.5%

50 - 199 18.9 1,661,882 22.7 1,970,802 35.4 3,174,690
2.8% 6.4% 8.0% 7.4% 9.3% 10.2%

200 - 999 8.9 3,610,565 11.8 4,824,784 19.1 7,571,655
2.8% 13.9% 4.1% 18.2% 5.0% 24.2%

> 1000 4.2 18,655,219 4.9 17,668,318 5.6 18,099,092
1.3% 71.7% 1.7% 66.8% 1.5% 57.9%

Total 315.4 26,004,860 284.3 26,470,134 378.9 31,278,205

Gini Coefficient" | .915 .900 [1 .888

a/ The Gini Coefficient is a measure of concentration and is derived from a Lorenz curve. The coefficient (G) ranges
from 0 to 1, where G=0 represents all farms of the samc size, while G=1 indicates that aU was land held by one unit.

Source: V Censo Agrfcola. Oficina Central de Estadfstica e lnformatica, 1988.
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Table 2.4 Venezuela: Average Cost per Hectare by Federal Entity.

Federal Entity 1987 19885 1989 1990 Growth Rate

I l I l J 1987-1991

Real Bs./Ha

Aragua 8,000 6,552 4,424 3,747 -23.4

Lara 2,127 1,479 1,469 1,981 -2.2

Zulia 1,126 1,153 724 1,271 -1.0

Trujillo 1,360 1,170 459 741 -24.1

Commis. S. Del Lago 1,176 1,309 882 943 -10.0

Falc6n 1,748 1,831 918 1,078 -19.3

Anzoategui 740 56. 341 384 -22.0

Bolfvar 894 717 428 272 -33.5

Barinas 800 880 551 707 -8.0

Cojedes 1,582 2,016 1,607 1,097 -12.4

Guarico 500 923 551 471 -6.7

Portuguesa 2,960 2,534 2,095 1,792 -15.6

Apure 590 615 337 396 -16.5

Sucre 800 687 459 741 -6.1

T.F.D. Amacuro 451 401 278 256 -18.7

Source: IAN.

H. Term Credit for Land

2.43 A prerequisite for a well functioning land market is access to term credit for the
purchase of land. Successive governments have considered access to credit at affordable interest rates
a key objective of the agrarian reform process. To meet this objective, a number of public sector
agricultural finance institutions have been established, and legislation has forced private banks to
make credit available to agriculture on favorable terms. The emphasis, however, has been on short-
term production credits rather than on long-term credit for investment in land acquisition or
improvement (See Annex 3 for further details.)

2.44 While commercial banks are wiiling to use crops as collateral for loans, this type of
collateral is not acceptable for medium- and long-term credit for investment in land purchases and
farm infrastructure. For new investment in agriculture by non-farmers, new farmers, or agro-
technicians, credit is r.ot -enerally available from the private sector. Commercial banks are unwilling
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to undertake term lending in agriculture because ambiguous titles have little collateral value and in
many cases titles cannot be attached as part of a mortgage. Non-farmers have particular difficulty
obtaining credit to enter farming because they have no track record in farming.

2.45 Since beneficiaries of land under the agrarian reform do not possess a mortgageable title
to their land, they cannot use their land as collateral for loans. Therefore, the issuance of transferable
titles to land would be an important step in removing a market failure which prevents the development
of a formal credit market. The uncertainty of tenure is especially a problem for the agrarian reform
sector and above all in those states receiving most of their finance from ICAP (e.g., Barinas,
Guarico, Monagas, and Portuguesa). In 1990, of the applications ieceived by ICAP, more than 50%
did not have title to land, and about 70% of applicants for loans were rejected because of uncertainty
of land tenure. Without long-term credit, farm development and land acquisition is restricted.
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III. RECOMMENDATIONS FOR STRENGTHENING THE LAND MAARKET

3.1 In arriving at conclusions and recommendations for strengthening the land market, a
framework has been developed that could be used in whole or in part as the basis for a major
redirection of the agrarian reform and as a way to settle the issues of land ownership. The
recommendations substantially modify the existing institutions and alter the way that Venezuela deals
with land ownership. They address the issue of how to make land markets more transparent and
active, how to further incorporate government-owned land into farming and IIow to protect the
interests of the rural poor.

3.2 The problems that exist in the rural land market in Venezuela are:

* lack of clear, marketable titles on the majority of land;

* some agrarian reform farms, particularly in more densely settled states, are not
viable commercial farms;

* large tracts of state land suitable for agriculture are either unused or being
squatted on; and,

* numerous low income landless rural people.

3.3 A program to simultaneously solve these problems at minimal cost and minimal
government intervention, that satisfies the concerns of the agraristas to protect the rural poor and also
satisfies the reformists desire to increase efficiency in agriculture is proposed. It revolves around:

* clarifying land ownership by completing a cadastre, developing a
land information management system (LIMS), and implementing a
land registry;

* providing a marketable title to reform beneficiaries and others;

o reorganizing the functions of IAN so that it becomes a regulatory agency to
private land developers or producer groups, or that it contracts out the land
development function;

* selling in a managed way, the large tracts of state land suitable for agriculture;
and,

* allowing a rental market for farm land to develop.

3.4 To implement such a sweeping proposal requires detailed planning, considerable initial
expenditure, and careful sequencing of events, the specifics of which are left to future work that
might deal with the implementation of this proposal. It also requires that the macroeconomic and
agricultural sector policy environments be stable and predictable, and that farm inputs, such as credit
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and extension services, be available. Safeguards, such as providing legal services for those who
cannot finance them, requiring bonds for private sector participation, and pioviding relief and appeal
procedures when an apparent injustice has been perpetrated, may be provided during the transition.

3.5 Several of the conditions necessary for the existence of a free land market are not
present in Venezuela. The chapter starts by itemizing changes in the present system that are needed
to fulfill the conditions for an active land market--changes in tenure and credit, and changes in the
way that IAN operates. The chapter concludes by proposing the framework for a much more
fundamental change in the way that farm land is managed and allocated in Venezuela.

A. Land TItles

3.6 Land titles have several effects on agricultural development. Title acquisition leads to
more security so that farmers can internalize the benefits of improved productivity. This strengthens
investment incentives, which lead to increased demand for capital and inputs. Further, titles and a
competitive land market lead to greater access to longer-term credit because land can be used as
collateral. A competitive land market would allow market forces to determine farm size. There
would therefore be a tendency to transfer land from large farms where the marginal productivity of
land is low to holdings where it is higher. High productivity units, in terms of net income per unit of
labor, are the small-to-medium family farms.L& In addition, titles, along with enforcement of
property rights, provide the basis for resolving land conflicts.

3.7 Resolution of tenure problems and providing well defined titles is necessary for political
and civil stability, social justice, as well as economic and agricultural development. More equal
distribution of highly fertile land would improve social welfare. This would also lead to more
intensive exploitation of a productive resource resulting in greater agricultural output. This does not
imply that government intervention, via expropriation and subdivision of large holdings, is required.
Rather, clarifying land ownership and providing marketable title would allow the forces of economic
efficiency to determine farm size. The opportunity cost of holding unused land will increase when
land is readily marketable. Some large land-owners will decide to sell all or part of their parcels.

3.8 If, after a period of time, it is observed by policy makers that the tendency toward
smaller haciendas is occurring more slowly than they believe is desirable, then the government could
impose a flat, per unit land tax on all agricultural land in order to further raise the opportunity cost of
holding unused land.1A' There should be little concern about large landholdings if they are being
farmed. Since, after a certain size, farms tend to duplicate activities of optimal-sized farms as there
are few economies of size, they will be employing local workers at about the same rate per unit of

15/ There is considerable cross-country evidence demonstrating this. See Eric B. Shearer, Susana Latarria-Cornheil and
Dina Mesbah, "The Reforn of Rural Land Markets in Latin America and the Canbbean: Research, Theory, and Policy
Implications, LTC Paper 141, Land Tenure Center, University of Wisconsin, Madison, April 1991.

16/ The tendency for farm size to gravitate towards the optimal may occur slowly because of lack of confidence in the
government to provide the conditions for a open land market or to provide a stable economy, or for various other reasons.
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output as optimum-sized units.7' Not every rural resident either wants to be or is capable of being
a farmer. Many do not have the skills, interest or risk-profile and are better employed as farm
workers. Resolving the legal status of all occupants would reduce insecurity and lead to greater and
more productive land use.

3.9 In order to have an active formal land market and rental market, the owners of the land
must be known and legally recognized. Also, their property rights must be enforceable. Because of
the ambiguity of much of the farm land and the lack of access to it for many small operators, it is
important that Venezuela designs and implements a comprehensive, integrated land information
management system (LIMS). Such a system cannot and need not be created nationwide in the first
instance, but the present work on the cadastre should be designed so that it can become part of a
LIMSAY Priority areas, where population density is great, where disputes are numerous, or at the
edge of the agricultural frontier, should be completed first. It should then be expanded over the years
to include other regions until the whole country is covered. All land within areas where the cadastre
has been undertaken would be registered to correspond with the cadastre, and marketable titles would
be given to landholdersL'9. Safeguards to ensure the integrity of the concordance between the
cadastre and local registries will need to be established. Provision must be made to maintain the
LIMS. The advent of computerized record keeping greatly simplifies the job of transferring
information on land sales from registries to the LIMS office. Streamlined and strengthened
enforcement mechanisms should accompany the establishment of a LIMS.

3.10 Disputes will arise over ownership in the first instance as the concordance between local
registries and the LIMS is being put in place. These disputes will need to be resolved in an
expeditious and equitable manner. To do this it is useful to examine the different types of occupation
(tenure) of land that exists and prescribe procedures for each. The discussion assumes that the
government is prepared to implement a modest, flat, per unit land tax, more as a means to establish a
commitment to ownership than as a means to raise revenue, although the revenue from the tax can be
used to finance the maintenance of the LIMSE'. The suggestions made here can be implemented
without the land tax, but the tax and a fee for providing marketable titles will simplify the land
adjudication process.

17/ Annex 4 provides a summary of studies showing medium-sized farms to be most productive in terms of returns per unit
of area. This evidence, along with reforms to activate the land market, should alay the fears of agraristas regarding the
reconstitution of latifundios.

18/ A land information management system is a systematic, three dimensional arrangement of data regarding the
characteristics of land related spatially to the earth. It includes the hardware, software, staff and institutional support needed
to acquire, store, manipulate, analyze and display spacial data.

19/ The Ministry of Agriculture and the legislature are considering enabling legislation for a national cadastre (see Annex
2). It would be partially financed by the World Bank and IDB. (See Annex 5.) This is the beginning of a LIMS.
Eventually, the entire country should be covered.

20/ The government should actively explain to the public the benefits to be derived from the land tax. The tax would tend
to discourage holding unused land, would discourage the reconstitution of latifundios, and would provide strong legal rights
to title holders who now possess land either with some ambiguity or with a conditioned title. In return for paying the land
tax, owners and land occupiers will be able to internalize the enhanced value that their properties will assume on issuance of
a marketable title.
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3.11 There are seven land occupancy situations that can be distinguished:

(a) Fee-simple land, tftulosplenos, where owners are well-established commercial
farmers;

(b) State-owned land not transferred tc IAN, tierras bald(as, which are untitled and
may or may not be occupied, and amount to 18 million ha;aL'

(c) Municipal land, ejidos, which are owned by various sub-state levels of
government and may or may not be occupied, and amount to 3 million ha;

(d) IAN land, improved with rural infrastructure (roads, water, electricity) and
registered;

(e) IAN land, improved and unregistered, where (d) and (e) amount to 9 million ha;
(f) IAN land, unimproved with occupants;
(g) IAN land, unimproved without occupants, where (f) and (g) amount to 4 million

ha.

(a) Fee-simple land is the easiest case to map. Most of these holdings are medium to
large commercial farms. Some are traditional latifundios that have survived the land
reform. Some of the latifundios are not actively farmed in their entirety and will have
illegal invasions around their perimeters. Where this type of tenure is present, it may be
mapped directly from the local registries following title search and survey. Disputes
between neighbors concerning boundaries will be settled under the present system of
land courts which will have improved procedures to streamline their functioning.
Campesinos who have been squatting on a farm for a period of time, say three years,
and where the rightful owner has not enforced his property rights, would be given title
to the piece of land that they can show they have farmed, and the legal owner would be
compensated. Communities of squatters on latifundios would be required to resolve
disputes themselves, with the guidance of the land commission, and present a plan to the
titling authority.m' The authority and the enabling legislation would make clear that
this is a one-time action to regularize land titles and once the titles are issued under the
present system of registration, ownership by adverse possession on private property
would be greatly restricted. All landowners, including those campesinos newly titled,
would be required to pay a fee of, say, the equivalent of three years of land taxes, as the
price for receiving clear title.

21/ The area that falls into each category are estimates and the actuals are unknown. Estimates were made by the mission
based on discussions with individuals, both government officials and academics, knowledgeable with land ownership in
Venezuela, and from official data where that exists. There are both a paucity and a lack of uniformity in official data.
The estimates given here exceed the 35 million ha of land regarded as land with agricultural potential in Venezuela. This is
because the ejLdos are usually not counted, as once they fall under municipal control they are difficult to liberate for private
use.

22/ Safeguards to prevent coercion by a powerful few will need to be developed. Representation in the campesino
organizations would need to be specified so that the process is fair and transparent. The cadastre will help this process by
registering claimants of each parcel and thereby defning the parcelE and persons in dispute.
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(b) Tk&mas baldfas would be mapped and placed in the LIMS. If it is found to be
occupied, if possessors can demonstrate that they have occupied and farmed it for, say,
three years, and if they are willing to pay a fee equivalent to three years of land taxes,
they will be provided with a marketable title. If indigenous communities are found in
forested areas, the community would be given rights to the land in order to eliminate
"open-access" exploitation of the forest.2' Otherwise land will be titled to the federal
government. This land would then be sold or given away, with free and clear titles,
under conditions explained later in the chapter. The occupiers would be compensated
for the improvements they have made. They would also be given rights of first refusal
when the land is sold. A land commission will be set up to adjudicate the process and
only when that channel has been followed would a plaintiff be allowed to take a case to
the land courts.

(c) Ejid land will present some difficulties as it is protecled by common law and the
constitution.2' This land has belonged to municipalities since colonization or has since
been assigned to them by the federal government. The ejidos are located at the
perimeters of cities and towns, often on agriculturally productive land suitable for
intensive smallholder farming. They are quite extensive and beyond any reasonable
needs of many smaller municipalities. But once land is declared as ejidos land it cannot
be sold, mortgaged or assigned. Given its locatien, it is reasonable to expect that much
is being occupied and some farmerd. In the first stage this land can be entered into the
LIMS as municipal land and squatters left in place. After other steps of land
regularization have been undertaken, the ejidos can be revisited. Several approaches
could be made. The government could make the necessary legal changes so that the
land can be transferred. Municipalities would then be required to submit a plan to the
land commission proposing how they would deal with the situation. Alternatively, the
government might require the municipalities to present a justification for possessing each
parcel of land. Those parcels for which a satisfactory justification cannot be provided
would be titled, under adverse possession criteria to those squatters who can demonstrate
that they have lived and farmed the land for ten years and who are willing to pay a fee
equivalent to, say, three years of land taxes on the land to the municipality. This would
be a one-time transitory measure to allow for the titling of all ejidal land. Because of
the difficulty of dealing with municipal land and its relative unimportance, this politically
sensitive issue need not be addressed at the outset.

(d) Agrarian Reformn Land which has been subdivided, improved and distributed will
have been titled as it was provided to beneficiaries, but the titles do not allow for the
sale of the land. As a result, the present pattern of land occupancy and use reflects
properties that have been abandoned and others for which informal arrangement have

23/ The critical issue is not who owns the land but that the landowner can eliminate open-access to it and thereby -manage it
in a sustainable manner.

24/ The history of ejidal land is discussed in Luis GonzAlez Vale, Ensavo Sobre Derecho Aerario v Reforma Agraria en
Venezuela (Caracas, 1963) Pages 58-74.) Art. 3, Ley de Tierras Baldias y Ejidos (Aug. 19, 1936). Art. 136, Constitution
of the Republic of Venezuela (January 23, 1961).
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been made between the two parties. Once cadastral points have been established, the
local asentamiento would be required to submit to the land commission a plan agreed by
the majority of the asentaniento under the rules and guidance of the land commission,
that establishes individual and common ownership of plots within the area. Marketable
titles would then be provided and recorded on the LIMS. Where informal arrangements
have been made between beneficiaries, the original owner has no further claim on the
land but may register to become a new beneficiary of the agrarian reform. If abandoned
land is unoccupied, title reverts to IAN who then finds suitable potential farmers
(including neighboring farmers who may want a larger parcel) and provides it to them,
with marketable title, under existing mechanisms. Taxation of land that falls under this
category commences from the day that owners obtain 2 marketable title. The land
commission would be available to provide guidance at local meetings where the
ownership plan is being decided and to ensure the integrity of the process. But basically
the responsibility for providing resolution to local disputes on IAN land would be that of
the local commnunity.

(e) Other IAN land has been subdivided and occupied but has not yet been issued with
any type of title. These are areas of recent occupancy where IAN has identified eligible
farmers but has simply not issued titles. Since many of these areas contain the original
illegal occupants, there are likely to be disputed property and boundaries. Again, the
responsibility for clarifying these situations should rest with the local organizations,
sindicatos, asentamientos, farmers unions and the like. An appeals process for those
who feel seriously aggrieved could also be established. The land commission would
hear such cases and where merit exists on both sides and good faith has been used by
both, the commission may rule that the aggrieved party receive compensation from the
state in the form of an equivalent plot of land in a newly developing area. 2'

There is another class of occupants on IAN land that may need to be treated differently.
These are the large landholdings that have been invaded by politically powerful interests
and by organized crime. The activity described earlier in the Sur de Lago region (para.
1.29) characterizes this situation. Where such cases can be identified, then the state has
a role to intervene. Again, the intervention should be premised on the objective of
regularizing titles with minimum social friction subject to meeting "socially just"
criteria. In these cases, an ideal solution would be for the government to exercise its
ownership rights to the land and offer the land for sale at auction. The present
occupiers would have the first right of refusal at the auctioned price less the value of the
improvements that they have made. If they decide not to exercise their option, they
would be compensated from the selling price for the improvements they have made. A
marketable title would be issued and registered in the LIMS following the auction, and

25/ The objectives of the exercise must always be kept in mind. The purpose is to regularize land titles with the minimum
of social conflict and provide farming opportunities to those who wish it. The purpose is not to maximize government
revenue from the sale of all its land. The provision of "free" land can be justified as state compensation for failure by the
state to supply the legal infrastructure necessary to provide clear title in the first instance.
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land taxes would be payable on the land from that time. Safeguards that protect the
integrity of the process would need to be designed, as the proposal has difficulties that
could prevent a transparent and unbiased outcome. But this ideal solution may not be
practical in situations where powerful vested interests have the ability to coerce and
intimidate participants, and to manipulate the system in other ways. Judgements of those
more familiar with the actual situation will need to be made in these situations to ensure
a desirable outcome.

(t) and (g) Unimproved IAN land, yet to be improved, subdivided or titled, and which
may or may not be occupied, should be privatized. Those squatting on the land who are
using the land in a "socially beneficial" way and have occupied th^ land for three years,
should be given clear title if they are willing to pay a fee equivalent to, say, three years
of land taxes. If the land has been adversely possessed in a situation similar to that
described in the Sur de Lago region then remedies similar to those described above
could be used. At the end of the process fee-simple titles would be recorded on the
LIMS3A

In agricultural frontier areas, where government presence at any level is weak, the
enforceability of property rights may become a problem. Experience from other
countries in the region demonstrates that when incentives are given to claim frontier land
in the absence of strong government, private and often violent enforcement by the most
powe. n interests prevails. As part of the design of the land privatization/regularization
program, the government will need to specify a mechanism for enforcing the property
rights that it is providing to its citizens. The success of the program depends critically
on the ability and willingness of the government to enforce its laws.

3.12 A further issue concerns the selling of public land suitable for agriculture which has not
been transferred to IAN. It involves redirecting the efforts of IAN and redefining the role of the state
in the process. Following the placement of tierras bald(as in the LIMS and the recording of titles in
favor of the government, the land would be divided into three categories. The first is land unsuitable
for agriculture that should remain in reserves. The second is land suitable for agriculture that is set
aside to be used by the government to compensate those with secondary claims on other land. The
third is land suitable for agriculture that the state would sell within five years of being registered in
the IUMS. The method of selling would be by auction and be regulated by IAN, which would be
revamped under the plan.

26/ In several countries in Central and South America and Asia, the record of payment of land taxes is prna facie evidence
of ownership when titles are disputed or being provided. If an occupant can show that he has paid land taxes for ten years
on state land, he is given title to the parcel. Should the Government of Venezuela encourage voluntary payment of back
taxes when it implements a land tax and should payment of taxes be a criteria for ownership claims? In the case of
Venezuela, this is not a good idea. Besides the obvious difficulty of making a tax retroactive, it fails to solve boundary
issues. Without a cadastral system the authorities do not know on what parcel the person has paid tax. Taxes could
inadvertently be collected from two individuals on one parcel. Further. sanctioning the payment of back taxes will bias the
process against the poor, illiterate and ill-informed. It will also encourage massive invasions of public land while the
cadastre is underway as entrepreneurs realize that this is their last opportunity to get 'cheap" land.
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B. Changes in IAN

3.13 The National Agrarian Institute has been less than fully effective at carrying out its
mandate. Many of the reasons are beyond its control. It has had a limited and variable budget with
which to operate. This has resulted in it not being able to adequately supply infrastructure and
services to the communities it has established. The pressures of quickly placing landless on the land
during the early years of the program resulted in it spreading its efforts too thinly. Further, it failed
to get adequate and timely assistance in clarifying disputed land, so that considerable time and
resources were expended on this problem. In addition, some of the laws under which it operates have
restricted its effectiveness. Specifically, the law that it may not make a proflt is unfortunate,
especially given its limited budget allocation.

3.14 But more fundamental changes are required in IAN if a serious effort is to be made to
regularize and privatize land ownership. Under usual conditions, a reform would be implemented
and then the implementing agency would shrink out of existence having completed its task. After 32
years, IAN remains a healthy bureaucracy with considerable land to distribute and little to show in
terms of enhanced small farmer productivity, provision of titles, or rural development. New ways of
operating to reactivate the agency are needed and "sunset" provisions for it should be made part of
the LIMS project. A plan to undertake fundamental changes in IAN and privatize public lands is
needed. The following proposal is modelled after the experience of other countries (Annex 5).

3.15 A regulatory land commission, IAN, would be established to regulate, manage and
oversee the distribution of land. All the land falling into category three, state land suitable for
agriculture, would be placed in the custody of IAN. IAN then would undertake one of two actions.
It would either contract out the development and subdivision of parcels to land developers, or it
would sell land to developers and farmers at auction. The second alternative is favored as it allows
the market to determine the value of land and allows the selection of farmers based on the value they
place on the land.22' IAN would establish general criteria that bonded developers must follow in
terms of the infrastructure they must provide and the time over which development must occur. The
developer would present a more detailed plan of development showing the location of infrastructure,
the boundaries of each parcel, and the approximate number of farmers to be settled on the land. The
developer would subdivide the land and sell it to campesinos and others wishing to farm. The
developer could be a campesino union whose pooled resources provide the down payment for a loan
to pay for the acquisition of the land. A loan would be secured on the basis of title to the land. In
the case where a union of farmers buys the land, they would be collectively responsible for the loan.
If individual members cannot service their share of the mortgage, then another member of the union
would temporarily operate his plot until the union is reimbursed for the loan payment it made on
behalf of the delinquent borrower. This process is not unlike that of the role of land developers in

27/ When any government asset is to be privatized or allocated to the public, the question arises as to the rules under which
individuals will be queued to receive their share of it. If it is free, everyone would like their share and if everyone were
granted a share, each share would be infinitely small. In the final analysis, it is found that the fairest mechanism to allocate
an asset is to provide it to the individuals who value it the most. The only way these individuals can be identified is to ask
them to place a value on the asset at an auction (say). The highest bidder then receives, and pays for, the asset and the rest
of society is compensated by the revenues going into the govemment coffers to finance public activities.
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industrial countries except that the credit arrangements are designed to make the servicing manageable
for the smallholder. On completion of the last payment, the owner receives freehold title. IAN
would exercise a regulatory role, would not be a fiscal liability on the treasury, and could satisfy
campesinos demands for land much more rapidly. If there remains concern about agglomeration of
small plots into large latifundios, then transfer of this land could require the approval of IAN.21'
Since IAN acquires government land freely, the private developers bidding on the land, reflecting
what they know they can sell the land for (based on its productivity) would establish the market price.
Owners of latifundios who are now using their very fertile land extensively, would be tempted to sell
it to a developer or become developers themselves.

3.16 For this outcome to result, the other necessary prerequisites of a land market are
essential. Land must be documented and titling clear. That is, the cadastral part of the LIMS must be
complete. Credit must be available to at least the developer, the regulatory functions of IAN must
be well defined, and the government must have undertaken an inventory of its land so that it can
place the appropriate parcels on the market at the appropriate time. Privatization of suitable
agricultural lands would be the object of the exercise. Making a profit from the sale for the
government would be secondary but is the logical outcome of the process of allocating land to those
demanding it.

3.17 The distribution of land would change. The number of small subsistence farmers and
small farms would fall, the number of medium-sized commercial farms would increase. The number
of large farms would probably increase as new farm land in the hinterlands is brought into extensive
production and as very large latifundia are subdivided into several large farms. The total number of
farms, after consolidation, is unclear. There could be more or fewer, depending on the number of
smalholders who decide to sell and the number of new farms registered under the land development
program.

3.18 As with all land sale programs through market mechanisms, payments due must be low
enough to permit repayment out of the income earned by farming. Since land is being auctioned to
developers for subdivision and sale, the price of land offered at auctions will reflect this. But the
market value of land often includes elements of prestige, inflation-hedging, or other non-farming
values.22' If this is the case then the government may need to provide a one-time cash grant to
small farmers for the down payment on their new property. When land is being sold in sizeable
amounts, and to developers who will be required to on-sell it, this phenomenon of the "overvaluation"
of land should be minimal.

28/ If Venezuela has a free market in land, there should be little fear of reconstitution of latifundios. The only reason to be
concemed about resales of land by smaltholders is a political one. Approval of sales by IAN would be proforma but would
provide political comfort. Lack of approval by IAN would need to he made exceptional in order to ensure market processes
and in order to avoid misuse of IAN's authority.

29/ Binswanger argued at the XX IAAE Conference (Buenos Aires, 1988) that non-output related elements of land prices
make it impossible for campesinos to buy land through market processes, or for govemments to make land reforms in which
beneficiaries pay for land received. While there is some validity to this view, it is not always the case. Some farmers are
able to make down payments and other mechanisms, su-h as mortgage insurance, could be designed. Also, in a stable
macroeconomic environment where land is being colonized, taxed, and expropriated if unused, land will likely be priced
according to its productive value.
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3.19 Success also requires that governments and lenders abandon their view that campesino
land buyers must be kept on the land even if they do not earn enough money to meet their debt
service. Those who suffer personal misfortunes or are not successful farmers, should be encouraged
to transfer their land to another camnpesino and seek other employment. The legal structure that
allows foreclosure should be reviewed and strengthened if necessary.

C. Credit

3.20 For agriculture to develop, credit needs to be available to a broad spectrum of farmers.
Farmers will not have access to long-term credit if land or physical improvements to the land cannot
be used for collateral. Only if clear ownership exists, as demonstrated by a transferable title to land,
will farmers be able to use land for collateral.

3.21 The present situation in Venezuela results in size-stratified access to credit, severely
limiting small farmers' ability to obtain capital and leading to lower productivity and subsistence
production. A lack of credit restricts small farmers from moving out of their semi-subsistence
situation, keeping those families in a low income/poverty status. In order to provide access to capital,
smallholders must be able to use their major asset-land--as collateral. For this they require a
marketable title to the land.

3.22 In the past, the government has had numerous programs and agencies to provide credit
at below market rates to farmers. But an extensive body of literature and experience shows that
availability of credit, rather than its price, is the factor that limits the use of credit by farmers.;
As part of the structural reforms, the government is substantially reducing its participation in
agricultural credit. As the government withdrawals from the agricultural credit market it will leave a
temporary hole in the farm credit system for a large segment of Venezuela's farmers (those without
title). Transition provisions need to be considered while the private (formal and informal) sector
develops to fill the gap. Commercial banks have been unwilling to finance small-farmers because the
banks have little experience with them. More importantly, the transactions costs of lending and of
maintaining a small-farmer loan portfolio are high. Banks prefer to lend to fewer large farmers.
Input suppliers, product traders, agroprocessors, and informal rural sources will start providing credit
to smallholders, but these sources require time to develop.

3.23 One possible measure to bring commercial bank lending to small farmers is to subsidize
the transactions costs for individual or group loans that commercial banks make to them during a

30/ See "Govemment Policies Towards Rural Finance," in Rural Financial Markets in DeveloDing Countries, J. D. Von
Pische, et.al., Johns Hopkins University Press, 1983. Some other literature shows that land collateral is less important in
small farming credit and repayment performance is the criteria that determnines the availability of credit. These studies fail
to note that collateral is less important in some countries because of the inability or costliness of enforcing the contract.
Foreclosure is virtually impossible.
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transition phase.A1' This would be done by paying a fixed fee, of say $100, to any bank that makes
a loan to tiue target group. The social service for which the government would pay is making term or
production credit available to the small viable farmer. This intervention is the leas, Jistorting in
terms of economic efficiency, it achieves the goal of small farmer access to credit during the
transition, and it appears to be a much smaller fiscal cost than the government credit agency (ICAP).
After a number of years, the banks will have accumulated sufficient experience with a set of client-
farmers and with cost-minimization loan servicing so that the subsidy will be unnecessary. Unions of
farm producers may also be formed in order to reduce the transactions costs to banks of fragmented
loan portfolios. The risk of default can be shifted to the group rather than the individual farmer
thereby lowering the risk of default.

3.24 In brief, there exist creative mechanisms that can be tailored to ease the transition and
enhance pr,vate sector development as the public sector moves out of farm creit. Marketable titles
will give smallholders greater access to credit. With credit and a land market, agrarian reform
beneficiaries will be able to form larger units on reform lands and evolve into commercial farmers.
This is ideal from the standpoint of agricultural output, level of agricultural income, income
distribution, and rural development. To be beneficial to society as a whole, there need to be viable
opportunities for those who choose to leave farming. Overall, the present land tenure situation is
hindering access to credit and thereby restricting agricultural development.

D. Concluding Comments

3.25 There is much to be done to develop the land market in Venezuela. But the steps are
largely mechanical, and the process is clear. What is required is financing to establish a LIMS, time
to resolve land disputes in a fair and transparent manner, vigorous enforcement of the newly acquired
property rights, and political determination to ensure that the process is well-planned, well-managed,
well-explained and carried to completion.

3.26 In many ways, the task in Venezuela is more manageable than in other countries. No
systematic land-based recording system exists so a state-of-the-art system can be implemented without
the constraints of marrying it to an existing system. The proportion of the population affected by the
regularization of land is much smaller than other countries. Venezuela has the means to compensate
those who are harmed by the regularization by providing them with alternative farm land that is
presently undeveloped. And the private benefits from implementing the plan would be significant and
apparent.

3.27 There are wider public benefits also. A more productive agriculture would emerge as
on-farm investment increases with the enhanced security of land titles. This increased activity will
spill over into invigorated rural communities and will be reflected in lower food and fibre prices to
consumers. And a vigorous and profitable agricultural sector will provide a larger tax base for rural
communities and for the central government. Having noted these benefits, it must also be understood
that developing the land market is not the panacea for agriculture in Venezuela. It is one essential

31/ Binswanger has suggested this approach for Mexico where official credit institutions for small farmers have bxen
undergcing major reforms as part of the Article 27 reforms. A pilot scheme along these lines is being prepared. See
Binswanger, Hans, "Mexico-The Future of Small Firmer Lending," Unpublished mimeo, 1992.
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step in the development process, the absence of which is perhaps the most restrictive bottleneck in the
present development of agriculture in Venezuela.

3.28 T'he program that would emerge would be private and market driven. The land market
would be truly activated and privatized. An agrarian reform of dramatic dimensions, with very
positive distributional and output results, could emerge.
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ANNEX 1: THE AGRARUN REFORM OF 1960

Statement of Purposes of the Agrarian Reform Law

1. Agrarian Reform in Venezuela relates to the political change in 1958, when peasants
exerted pressure to obtain land, and organized invasions and a mass rural exodus to the cities in
search of better living conditions. The Agrarian Reform Law, enacted in March 1960, arose as a
consequence of the above. Its main objective was to achieve the transformation of the country's
agrarian structure and the incorporation of the rural population into the economic, social and political
development of the nation.

Bases of the Agrarian Reform Law

2. Objectives and PrinciDles

The objectives and principles of the present law appear in its Preliminary Title,
"Regarding the bases of Agrarian Reform," whose nine articles are as follows:

"Article 1
The objective of the present law is to transform the country's agrarian structure and to incorporate the
rural population into the nation's economic, social and political development, through the substitution
of the large landed estate system with a just system of property, ownership and use of the land, based
on an equitable distribution of the land, proper organization of credit and integrated assistance to
farmers, in order that land constitute for the person who works it, the basis of his economic stability,
the foundation of his progressive social well-being and the guarantee of his freedom and dignity.

Article 2
With regard to the indicated objectives, this Law:

(a) Guarantees and regulates the right to private land ownership, in keeping with the
principle of the social duty that such ownership should fulfill and other regulations
established by the Constitution and Laws;

(b) Guarantees the right of all individuals or population groups capable of agricultural
or livestock work, who lack land or own insufficient quantities of it, to be granted
ownership of economically workable (farmable) land, preferably in the places
where they work or reside, or, when circumstances deem it necessary, in zones
which are duly selected and within the limits and norms established by the Law;

(c) Guarantees the right of farmers to remain on the land they are cultivating, on terms
and conditions stated in the Law;
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(d) Guarantees and recognizes the indigenous populations, providing protection for
them where necessary.

(e) Specially favors and protects the development of small- and medium-sized rural
property and agricultural cooperatives so that they may become stable and
effective.

To this effect, the right to small family property is established, in accordance with
norms on free grants contained in this law.

Article 3
Both private persons and the State have obligations stemming from the principle of social

duty of land ownership.

Article 4
For purposes of the statement in Article 2(b), the State will progressively incorporate

into the country's economic development, those zones or regions which are under-used or inaccessible
to technical and rational use due to lack of means of communication, irrigation, drainage or similar
works.

To this effect, integrated development plans for economic or hydrographic regions will
be promoted, but in any case, hydraulic and agricultural development works should be planned for the
purpose of integrated development and be in accordance with Agrarian Reform plans.

Article 5
The state shall establish and increase adequate and necessary public services for rural

transformation and to support farms and farmers in newly established farm communities.

Article 6
The corresponding items will be assigned under the Law of the General Budget for

Income and Public Expenditure, for the financing of the agrarian reform and consequent agricultural
plans.

Article 7
The State shall be obliged to create the bases and conditions required to dignify salaried

farm work, by means of proper regulation of the same and its legal relationships, in accordance with
the transformations stemming from agrarian reform.

Article 8
Under conditions established or which may be established, foreigners will enjoy the

same rights as Venezuelans and be subject to the same obligations in areas which are the object of this
Law.

Article 9
Those persons who have the right to request land grants, may denounce the existence of

persons who do not fulfil their social obligations. Accusations shall be made before the respective
Delegation, which shall open an investigation and inform the plaintiff within thirty (30) days.
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If the accusation is found admissible, the lands will be subject to purchase or
expropriation, in accordance with the present Law.

Article 9 of the Law further states that 'For purposes of the agrarian reform, private
land ownership fulfills its social duty when it adjusts to all of the following essential elements:

(a) Efficient working of land and its appreciable use in such a way that production
factors are applied efficiently therein, according to the zone where it is located and
its particular characteristics;

(b) The personal work and administration, and financial responsibility of tl.
agricultural enterprise, by the land owner, except in cases of occasional direct
exploitation with justified cause;

(c) Fulfillment of provisions on renewable natural resource conservation;

(d) Observance of legal norms regulating salaried labor, other rural working relations
and agricultural contracts under the conditions indicated by this Law;

(e) Registration of rural property in the National Land and Water Cadastre Office, in
accordance with relevant legal provisions.'

Content and Regulation of the Agrarian Refonn Law

3. Land ApDronriation

The appropriation of both public and private lands for agrarian reform is one of the
fundamental functions of the agrarian reform. Public lands in general (uncultivated, national rural
land, rural land belonging to autonomous institutes, and rural buildings belonging to the government
and villages), are affected by the law in accordance with Article 10. In the case of private lands,
there is an appropriation procedure for those lands which do not meet the function of property; this
may be by purchase or expropriation. Nevertheless, the Law does not limit the extension of rural
properties which fulfill their social duties.

The Law also gives peasants the right to land where they work, as long as the land is
not subject to fulfillment of social duty or is being worked by tenants. In this case the owner may
reserve for himself a 150 hectare first-class portion, or its equivalent in other quality land, which the
law considers to be non-expropriable. Non-expropriability ceases when rural property, constituted by
uncultivated or fallow land, has not been cultivated in three years, or efficient cattle-raising organized
in 5 years.

With reference to land classification, the Law and its regulation in Article 198, is
governed by a value scale, ranging from first-quality and with a maximum of 150 ha assigned, to
seventh-quality with a maximum of 5000 ha, which the farmer may reserve for himself. In
accordance with article 142, lands improved with irrigation works should be used for intensive crops.
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4. Grants

Agrarian Reform beneficiaries older than 18 years of age have the right to be granted
"ownership of economically workable land" (Article 61), preferably in places where they work or
live. These grants may be either individual or collective, and awarded in two stages: first, possession
(ownership) is given, then a year later title is granted (Art. 95 to 101).

5. Expropriations

Agrarian expropriation is a legal instrument of Public Law which the law has created to
obtain land by judicial means for the agrarian reform. The most important cause of expropriation
established by the Law is the non-fulfillment of social duties of the property. Rural properties which
are fulfilling social duties may also be subject to expropriation by exceptional means (Articles 27 and
33 of the law). Payment shall be made by agrarian debt vouchers.

6. The Law's Guarantees to Peasants

The Law guarantees individuals or peasant groups the right to agrarian centers which
shall have the necessary land to found the population center and later expand it, the local government
office, schools, machinery sheds, playgrounds, etc. (Article 57).

Furthermore, for agrarian reform purposes, the agricultural credit service shall be
organized by the State in such a way that it may be applied preferably to meet the credit needs of
small and medium farmers as well as agricultural cooperatives (Art. 109 to 118). Marketing and
technical assistance services (Art. 127 and 128), minimum prices (Art. 131), as well as fostering the
formation of cooperatives for credit, production, consumption, machinery procurement (Art. 137).
These guarantees must be fulfilled by IAN. Nevertheless, it should be pointed out that these are a
financial obligation of the National Govermnent.

7. Water and Irrigation

The Law dedicates a chapter to water, giving importance to the appropriation of water
for agrarian reform purposes, in which the use, possession and benefit of water are subject to
limitations, regulations and restrictions determined in the present Law, in laws and regulations on
water, irrigation works, land drainage and improvement, and concerning the use of zones benefitted
by these laws (Art. 4i to 51).

Chapter II of the Law on "Irrigation works, drainage and other water uses" (Art. 180 to
189), highlights the creation of an Irrigation Institute in charge of coordinating, planning, building
and operating irrigation works, drainage, and other water uses carried out with "national funds"; these
must always be carried out in accordance with the "agrarian reform plans". Even though this
Irrigation Institute does not exist, some of its functions are carried out by the National Directorate of
Agricultural Infrastructure of the Ministry of Agriculture and Livestock (MAC).

In order for agrarian reform to be carried out, the Law created the "National Agrarian
Institute" (IAN), the Agricultural and Livestock Bank (BAP), now the Agricultural and Livestock
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Credit Institute (ICAP) for credit to small and medium farmers. For its part, MAC is in charge of
organization, technical assistance and formulation of irrigation development plans.
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ANNEX 2: PROPOSED MODIFICATIONS TO LAND LEGISLATION

1. The Ministry of Agriculture and Animal Production and the legislature are currently
studying a proposal to create a national cadastre. Under the proposal, all future documents recorded
at property registries would have to include a parcel identity number (or cOdula) before the document
could legally be recorded, assuming that the parcel had been mapped and covered by the cadastre.
The c6dula corresponds to a case file which contains a number of characteristics of the land,
including its boundaries. Title searches would only be required to research back to 1936, the original
year of the "Baldfas Land Law."1 ' These two steps would begin the integration of the cadastre and
the streamlining of the title search process. Eventually, the entire country would be included in the
cadastre.

2. The proposed cadastre bill is divided into ten chapters:

Chapter I ("General Provisions") integrates the legal aspect (the registry) with the
physical aspect (the cadastre) and contemplates further integration with the economic
aspect (valuation of property).

Chapter II, "Executory Bodies and the Preservation of the National Land Cadastre,"
would create a new "Instituto Autdnomo de Cadastro Nacional" with offices throughout
the country in each municipality.

Chapter III, "Regional Cadastral Offices," and Chapter IV, "Municipal Cadastral
Offices," further define the local level implementation of the planned cadastre.

Chapter V, "Implementation of the Cadastre," is a procedural text.

Chapter VI, "Connection between the National Cadastre and the Public Registry,"
establishes the general rule that judges, notaries and registrars should refuse to
acknowledge land transactions unless the land is registered with the public registry and
the cadastre office.

Chapter VII, "Administrative Resources," contemplates the use of the normal
administrative process for resolution of most disputes.

Chapter VIII, "Penalties," provides for civil and crimninal punishments for non-
compliance with the law.

1/ Now, title searches have to go back to 1848 in order for a 'land owner' to demonstrate that the land was not illegally
taken baldfas land. Even a search back to 1936 is onerous. In many U.S. state jurisdictions titles need only be searched
back for 30 years. But in Venezuela the dates have a political importance. It is likely that many large haciendas were
established on baldfas land after 1848 but before 1936. It will be a divisive political issue if the Governmnent provides clear
title to large landholders who have occupied land before 1936 (illegally) but cannot trace ownership back to 1848.
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Chapter IX, "Defense of the User," allows public officials to act as counsel to
landholders with disputes before the National Cadastre or Public Registry Offices.

Chapter X, "Final and Transitory Provision," discusses the transition to a new cadastral
system.

3. The drafters do not foresee an immediate, full implementation of the draft law. Rather,
the law will be phased in progressively to allow the cadastre to be formulated and completed. Beyond
these measures, the methodology for carrying out the project is still being developed.

4. Since the cadastre project attempts only mapping and not normalization (the
formalization of ownership and tenure), the drafters hope that there will be little opposition to the
mapping. Still, criminal sanctions will apply to anyone interfering with the mapping process. The
concern is that peasants living on land owned by third parties or the government may suspect that
once the land is mapped the authorities will know they are squatters and attempt to remove them. In
order to prevent interruption of the mapping process and allay the fears of peasants, the Government
will undertake an education effort with local leader participation.

5. The bill for a national cadastre does not contemplate any new procedures for dispute
settlement, if and when mapping uncovers a conflict in the registry. In this case, the interested
parties would be left to litigate the case according to standard procedure in the courts. A dispute
settlement mechanism would be a useful inclusion in the new legislation.
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ANNEX 3: CREDIT FOR LAND ACQUISITION

1. In addition to the goal of restructuring land ownership in rural areas, a major feature of
the Agrarian Reform Law is to provide supporting services and technical assistance to increase
agricultural productivity. Successive governments have considered access to credit at affordable
interest rates as a key objective of the agrarian reform process. To meet this objective, a number of
public sector agricultural finance institutions have been established, while legislation has forced
private banks to make credit available to agriculture on favorable terms. This annex provides an
overview of credit for private land acquisition. The topic is divided into three main components --
sources of credit, availability of credit, and constraints on access to credit.

A. Sources of Credit

2. The Instituto de Credito Agrario (ICAP) is a first-tier government operated and financed
institution, created in 1975, set up to provide short- medium- and long-term financing to individual
small producers and organizations of small producers (campesinos) in accordance with a program
established by the Directorate for Coordination and Development of the Directorate General for
Reclamation and Irrigation. Beneficiaries of ICAP loans may or may not be recipients of land under
the Agrarian Reform Law. Agricultural projects receiving ICAP loans are closely supervised and
directed, and have been used mainly to provide farmers with working capital (six-month term) or
capital for purchase of equipment (five-year term). Because ICAP has subsidized interest rates
(ranging between 3-7%), a great number of applications for loans are filed each year. Interest rates
in 1991 were set at 7% (nominal), an increase from the previous 3%. ICAP also charges an
additional 3% fee for technical services. This ,ee is used to circumvent th.e congressionally-mandated
interest ceiling, but even with it, real rates of ICAP loans to farmers are negative. At present,
ICAP is undergoing a major restructuring, with a consolidation and computerization of its operations.
It will close a number of its offices to increase the staffs ability to administer the credit by
centralizing some functions.

3. The Banco de Desarrollo Agropecuario (BANDAGRO) was created in 1967 and focuses
on providing finance for medium and large producers, and agribusinesses at low interest rates (e.g.,
in 1989 the rate was 8.3%). BANDAGRO has recently encountered financial problems resulting, in
part, from a failure to recuperate outstanding loans. It is being liquidated and will soon be closed.
After submitting a project proposal, ICAP and private sector lending institutions obtain funds from
the Fondo de Credito Agropecuario (FCA), a second-tier state bank, established to direct credit for
agriculture to the private and public banking institutions. Funds that it provides banks must be lent to
producers at no more than 84% of the commercial rate offered by large banks.

4. In the private sector, legislation forces commercial banks to provide a certain amount of
credit to the agricultural sector. Currently, banks are obligated to allocate 22.5% of their lending
portfolio to the agricultural sector, of which 17.5% is for primary production, and 5.5% for agro-
industry. Mandatory lending to agriculture will be phased down to 12% under the present credit
reforms.
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B. Availability of Credit

5. It is the view of many commentators that the available financial resources of the ICAP,
and the private banks are smaller than the amount required to meet the needs of land preparation,
crop husbandry, and harvesting. This, together with delays in loan approval and authorization of the
corresponding disbursements and the lack of assistance by the credit organizations in the actual
application of loans that have been issued, results in crops being sown after the most favorable time
of the year. With low or negative real rates of interest it is to be expected that the demand for ICAP
funds exceeds the amount available. Only when credit policies are reformed and agricultural credit is
priced similarly to that of other credit, will it be possible to get an idea of credit constraints in
agriculture.

6. Despite the lack of collateral and crowding out by public lending institutions, private
banks do make agricultural loans as a result of legislation requiring banks to keep a certain share of
their portfolio for agricultural loans. While loans are available from the private banking sector, the
terms and conditions of such loans are high. Typically, collateral is required at a rate of at least
2.5:1. Loan conditions are based on the number of factors including title, the size of farm, the
productivity of the land, the market price of the land and output, and history and credibility of the
individual applicant. Loans are evaluated by agricultural advisors in regional offices. Typical loan
terms might be five years for investment on property. The maximum under the law is 10 years.
Short-term loans are typically for about 180 days for crop production and these make up the bulk of
loans. Private banks keep an agricultural portfolio of about 75% short-term and 25% medium-term
loans. Interest on agricultural loans by law is 84% of the commercial interest rate. Clear title is an
important factor in evaluation loan applications, but those without title are not automatically excluded,
especially if the farmer has a long history of farming in the area, or if a farmer is a member of a
farmers credit groups (union of debtors). These unions informally guarantee the repayment of loans
made to individual members. Considerable peer pressure is placed on individuals to repay loans and
because of the better credit risk of union members, bankers are more willing to make loans to them.

7. Short-, inedium-, and long-term credit disbursed by ICAP for the period 1986-90 is
reported in Annex Table 3.1, along with the number of beneficiaries and area covered.
Disbursements are reported in constant 1985 Bolivars, using the consumer price index as deflator. In
1986, Bs. 1.25 billion were disbursed by ICAP, of which 68% were short-term credit, 25% medium-
term, and 7% long-term. In 1987, total disbursements increased about 14% in real terms, with short-
term loans declining, and medium-term loans increasing, In the late 1980s, total lending fell
dramatically, falling to Bs 1.03 billion in 1988 and to only Bs 0.6 billion in 1989. Thus in the four
years between 1986 and 1989, total lending fell by about 50% in real terms. During this period, the
proportion of short-term loans increased at the expense of medium- and long-term loans. In 1990,
total lending recovered slightly, reaching Bs. 0.9 billion in constant 1985 Bolivars. However, the
trend towards greater short-term credit and less medium- and long-term continued. In 1990, 75% of
loans were short-term, 22% medium-term, and 3% long-term. Of the short-term credit
disbursements, 70%-80% were used for cereals, oilseeds, vegetables, and annual horticultural
products. This pattern of lending supports the argument that the lack of clear title to land by the
applicants limits their access to credit. Short-term credit is available because the annual production is
used as a lien for the loans, but long-term credit is generally not available because it cannot be
secured.
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8. During the period 1986 to 1988, the total number of beneficiaries was about 60,000
annually. However, in 1989 the number dropped by about 11 % to 52,800, and then even further in
1990 to only 45,200. Despite these changes, the percent of short- medium- and long-term loans
remained fairly stable, ranging from 78%-82%, 17%-25%, and 0.1%-1.1%, respectively. The total
area supplied with credit follows fairly closely the pattern of total disbursements, which reached a
peak of 400,000 ha. in 1987, and then fell to a low of 241,000 ha. in 1989. In 1990, the area
recovered slightly to 266,000 ha.

9. The most striking observation is that the area covered by short-term loans is more than
90% of total agrarian reform area in every year, and reached as high as 97% in 1989. Therefore,
there is very little area which received medium- or long-term credit, indicating a lack of credit for
land purchases and improvements.

D. Constraints on Access to Credit

10. In many countries, banks are more willing to lend long-term to agriculture because they are
able to insure themselves against loan default by requiring producers to encumber the title of their
land as collateral. The land can then be acquired in the event that producers are unable to meet their
loan commitments. However, as discussed earlier in this report, the majority of producers (especiaily
those beneficiaries of land titles under the Agrarian Reform Law) do not posses a mortgageable title
to their land. Titles give the right to use the land, but not the right. to sell or transfer it to other
parties, unless under strict guidelines established by IAN and the Agrarian Reform Law. As a result,
IAN land titles do not represent sufficient collateral for loans and rural credit markets have failed to
develop. Therefore, the issuance of transferable titles to land and the evolution of an active and
transparent land market would be important steps in removing an important market failure wnich
prevents the development of a formal credit market accessible to campesinos.

11. One of the major goals of the Agrarian Reform Law is to increase agricultural investment
through wider access by campesinos to credit for working capital, land improvements, and land
purchases. As discussed earlier, campesinos have been unable to secure loans from commercial
banks, and the credit available from state institutions for long-term investments has dwindled to very
low levels in recent years. During the mission much anecdotal evidence was obtained indicating that
access to long-term credit by campesinos is inadequate, and that institutional changes are needed to
allow small farmers access to longer-term credit. But one must ask what is the demand for long-term
credit? If land reform recipients are obtaining their land for a very low price and at the easy credit
terms provided by IAN, then they do not require long-term credit for land purchase. It is those
campesinos and other would-be farmers who are not beneficiaries of the land reform who may be
unable to raise long-term capital and those farmers who want to undertake long-term farm
development. T;here is no way to estimate how important this group might be, but given the
moribund formal land market and the relative availability of land at concessional prices from IAN, it
is not unreasonable to speculate that, given IAN's credit program, long-term credit is not a constraint
to most would-be small farmers. The only time it may be a problem is if the availability of land from
IAN is small (and there are reports that the demand for IAN land from campesinos exceeds the
supply) or if certain individuals who wish to be farmers are considered by IAN to be ineligible or low
priority in the IAN land sweepstakes.
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Annex Table 3.1: Short-, Medium-, and Leug-Term Credit Disbursed by ICAP, 1986-90

Short-Term Medium-Term Long-Term Total

1986
Amount (Bs. 1985 Million) 852.3 308.4 88.2 1,248.9
% 68.2 24.7 7.1
No. Beneficiaries ('000) 49.9 10.4 0.3 60.6
% 82.3 17.2 0.5
Area ('000 Ha) 326.2 25.6 0.7 352.5
% 92.5 7.3 0.2

1987
Amount (Bs. 1985 Million) 769.9 547.2 105.1 1,422.1
% 54.1 38.5 7.4
No. Beneficiaries ('000) 48.0 13.0 0.3 61.3
% 78.3 21.2 0.5
Area ('000 Ha) 371.8 26.6 0.7 399.1
% 93.2 6.7 0.2

1988
Amount (Bs. 1985 Million) 653.8 292.6 83.7 1,030.1
% 63.5 28.4 8.1
No. Beneficiaries ('000) 44.3 14.8 0.3 59.4
% 74.6 24.9 0.5
Area ('000 Ha) 332.5 22.2 0.3 355.0
% 93.7 6.3 0.1

1989
Amount (Bs. 1985 Million) 437.4 169.8 24.9 632.1
%6 69.2 26.9 3.9
No. Beneficiaries ('000) 42.7 10.0 0.1 52.8
% 80.9 19.0 0.1
Area ('000 Ha) 234.8 5.9 0.4 241.1
% 97.4 2.4 0.2

1990
Amount (Bs. 1985 Million) 657.9 192.6 24.1 874.5
% 75.2 22.0 2.8
No. Beneficiaries ('000) 36.9 7.8 0.5 45.2
% 81.6 17.3 1.1
Area ('000 Ha) 242.1 21.9 2.0 266.0
% 91.0 8.2 0.8

Source: [AN

12. The uncertainty of tenure is especially a problem for the agrarian reform sector and above all
in those states receiving most of their finance from ICAP (e.g., Barinas, Guarico, Monagas, and
Portuguesa). In 1990, of the applications received by ICAP, more than 50% did not have title to
land, and about 70% of applicants for loans were rejected because of uncertainty of land tenure.

13. In addition to insufficient collateral, the private banking system has been crowded out of the
long-term credit market because of the presence of ICAP, BANDAGRO, and FCA that provide long-
term credit at below-market rates. For the private banking system to operate, the agricultural secor
must be weaned off subsidized credit and there is a need to formally document land ownership so that
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the private banking system is willing to play a larger role in financing agriculture, particularly in
financing land acquisition.

14. Under credit reforms supported by the World Bank Financial Sector Adjustment Loan, the
government is: (i) deregulating agricultural interest rates; (ii) phasing out the portfolio requirements
on commercial banks; and (iii) requiring public institutions lending to the agricultural sector for
purposes similar to FCA's to lend under comparable terms and conditions. These changes are made
to strengthen the initiatives already made by the Government to liberalize interest rates and credit
allocation, and to streamline the development banking functions for agricultural financing.

15. With pressure from farm groups, there is a plan under discussion to allow IAN land to be
used as collatera. The proposal is that if a private loan is granted to a farmer on IAN land, and the
farmer defaults, t..2n the bank would obtain a title to this land. But even under this proposal, the
private banking sector is dissuaded from making finance available because the legal system is very
slow and unpredictable in settling disputes.

16. With interest rates rising substantially in the last two years, some farmers have been unable to
meet their loan agreements. However, banks do not wish to become owners of land, and so they
have tried to find ways to restructure existing debt. A possible solution being discussed in the context
of the law of the agricultural credit fund, would guarantee loans in the private banking sector.
Already, FCA offers credit guarantees of up to 50% of loans, aimed primarily at smaller producers
that do not have sufficient collateral. As a complementary measure, the Government has been
exploring the various mechanisms that would provide access to credit for small producers, including
the establishment of a guarantee fund. However, such insurance schemes are prone to the typical
problems of establishing insurance markets -- namely moral hazard and adverse selection problemsY.
Commercial banks are providing credit to producers for short-term production and medium term for
improvements. Also, banks lend to a pool of farmers, "farmer unions," where membership in the
association partially secures the loans. In this case, if one member of the group defaults on the loan,
all members are excluded from future access to credit. Therefore, the peer pressure to fulfil
agreements is very strong.

17. There are several steps that the Government can take to improve the rural credit market. The
first, which is already part of the policy agenda of the present government, is to encourage the
development of both formal and informal credit markets by desisting from intervening with credit
subsidies and directed credit. Second, providing marketable titles to land and improving the
foreclosure process will also stimulate private activity in rural credit. However, the issue of rural
financial markets is too complex to be addressed here and will be the subject of a future World Bank
study.

2/ Since farmers know their riskiness better than the provider of insurance, farmers whose probability of loss is greater are
more prone to buy the insurance; this is known as the adverse selection problem. Moreover, once the farmers have
insurance, they no longer have adequate incentives to avoid risk. Since their actions cannot be observed, the insurance
agreement cannot stipulate the practices and actions farmers are to take. This is referred to in the insurance literature as the
moral hazard problem (Newbery and Stiglitz, 1981'
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ANNEX 4: THE EFFECTS OF LAND TENURE

1. This chapter draws on the land tenure literature and the experience of other countries to
explain the types of effects that may result in Venezuela from a change in property rights on land.
Typically the results are positive in terms of income distribution and economic efficiency. The
chapter will provide useful information on the effects of land tenure on various measures. The
discussion will allow policy makers to anticipate the types of benefits likely to accrue when clear land
holdings become more common in Venezuela and may help alleviate the concern that free land
markets will result in the reconstitution of latifundias.

A. On Farm Size and Farm Output

2. The relationship between land tenure and farm size in Latin America is an indirect one
that evolved through the latifundio-minifundio structure begun during colonial rule, and extended into
the mid-Twentieth Century. Those with secure tenure were the few large landowners (latifundistas)
who controlled almost all the country's productive farm land. The vast majority of farmers had
access to only very small parcels of land, often less than or barely enough for subsistence.

3. Access was gained under several arrangements, none providing secure tenure. The most
common was the granting of usufruct parcels on the latifundio estates, in exchange for which the
farmer and family were obligated to provide agricultural and domestic service, under feudal
conditions. Failure to satisfy the obligations could lead to dismissal from the hacienda. The feudal
aspects of this system were the norm until the 1950s and 1960s.

4. Another tenure system was freeholding minifundio, where peasant farmers had managed
to maintain small semi-subsistence farms around villages or in isolated mountainous regions. Both of
these systems could be seen combined with renting or sharecropping on latifindio lands. Most of the
land available to the small farmers was of marginal quality.

5. This system came under both internal and external pressure in the 1950s and 1960s
throughout Latin America, for equity, efficiency and political stability reasons. The objectives of the
Venezuelan agrarian reform were to break the lati.fundio-minijundio system, and to incorporate small
farmers into the mainstream of the economy. As stated in the law's announcement, "The objective of
this law is to transform the agrarian structure of the country and to incorporate the rural population
into the national economic, social and political development, by means of substituting the latifundia
system with a just system of property, tenure and exploitation of the land, based on the equitable
distribution of land, the adequate organization of credit and integral technical assistance for producers
so that land constitutes, for those who work it, the base of his economic stability, the foundation of
his social well-being and the guarantee of his liberty and dignity" (Soto 1988, p. 83).

6. There is agreement among the free market technocrats and the agraristas in Venezuela,
that the distribution of land under the Agrarian Reform resulted in farm sizes that are too small, and
thus limit agricultural development. A leading agrarista, Oscar David Soto (1988), maintains that the
process has not yet found a prototype productive unit that will allow the beneficiary to rationally use
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the available resource, resulting in farmers that are too small, too isolated, and thus incapable of
"adapting to modern scale economies and commercial production possibilities" (Soto 1988 P. 51).
The response, however, is different depending on each side's point of view. The free market
proponents emphasize the need for a market to determine the proper, presumably larger, farm size,
while the agraristas prefer cooperative/collective organizations.

7. With respect to whether large farms or small farms are more "efficient," there are really
two questions involved: (1) What is the engineering relationship of production per inputs actually used
in the production process?; and (2) What is the degree of utilization of the available land resources
and the related use of labor?2' Distinction between these two questions helps to organize the
information available.

8. With regard to the first issue, regional data from Latin America have shown that the
returns to scale are approximately constant in developing country agriculture and, therefore, neutral
with respect to the more general issue of farm size as related to output per unit area.4 In fact, it is
common to observe even large plantations repeating many-fold the operations carried out by the single
farmer on a small family establishment, so that changes in efficiency with scale are not the norm in
Latin America.

9. It is the second issue--that of utilization--that is perhaps the most important one. "In an
agricultural structure composed of verv large estates holding most of the land on the one hand, and a
large number of small farms on the other, agricultural production tends to be below its maximum
potential level because land is under-used on the large farms, wh-le excess labor without opportunity
for fully productive work is crowded onto the small farm sector. "'

10. In Latin America, a number of studies have presented data supporting the conclusion that
small farmers (characterized by intensive land use) are more productive than their larger counterparts
(characterized by under-utilization of land)Y Productivity is greater on small farms because of their
intensity of resource use, even though large farms are characterized by higher-valued export crops
and greater yields.2' One recent paper provides a comprehensive economic analysis of this
phenomena, integrating land with labor and capital markets and arrives at the same conclusionY

3/ R. Albert Berry and William R. Cline, Aerarian Structure and Productivity in Developing Countres (1979), p. S.

4/ Berry and Cline, op.cit. p. 5.

5/ Berry and Cline, op.cit. p. 7.

6/ See, for example, Hans P. Binswanger and Miranda Elgin, 'What are the Prospects for Land Reform," (World Bank,
Report No. IDP-21, Aug. 1988) p. 3; Berry and Cline, o2cit. p. 7; Tulio Barbosa and John Strasma, 'Land Tenure and
Productivity in Maranhao: Some Empirical Evidence," (Land Tenure Center) 1980; and William C. Thiesenhusen and
Jolyne Meltmed-Sanjak, "Brazil's Agrarian Structure: Changes from 1970 through 1980," V/orld Development 18:393415
(1990).

7/ Thiesenhusen and Melmed-Sanjak, op. cit. pp. 393415.

8/ Michael R. Carter and Dina Mesbah, "Economic Theory of Land Markets and its Implications for the Land Access of
the Rural Poor," Annex I p. II, in Eric B. Shearer, Susana Lastarria-Comhiel and Dina Mesbah, "The Reform of Rural

(continued...)
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11. Similar results have been recorded in Jamaica. There, the best land in the country is
held in large estates and has been extensively farmed. Yet this land has had the lowest level of return
per acre, despite having the physical and financial resources to produce more intensively. In contrast,
small farmers, situated on hillsides, performing both land- and labor-intensive agriculture, have
contributed a higher return per unit of land.2 ' In a World Bank study on plot size and productivity,
it was shown that, all other things remaining constant, a tenant's optimal effort per hectare is a
decreasing function of the size of the plot he cultivates.'°'

12. While the factors that underlie the high yields per land unit on small farms come into
play whenever a large farm is split into small ones, such productivity also depends on the
operators.-L' The pay-off to expanding the land under small farms and increasing its productivity
also depends on how long the country will have surplus labor at low opportunity cost. It is often
asserted that "...large farmers are more dynamic in the adoption of technological innovations. The
premises are that their superior education makes them more aware of technical advances, and that
their greater margin for risk-taking and access to capital enables them to shift to new techniques
sooner."9' But this supposition has not received empirical sup,"ort. Using data in Colombia,
Pakistan and India, Berry and Cline (page 28) concluded that "The popular association of
mechanization with more dynamic adoption of new techniques is generally erroneous. Large-farm
adoption of mechanized techniques may just as well reflect the distortions of the factor price
incentives facing them (cheaper capital, dearer labor) away from the social scarcity values of factors,
as any technical superiority over small farms in the appropriate choice of modern techniques... Even
though the larger farms are likely to be the first to adopt innovations, small farms are likely to follow
-- and sometimes do so very soon."

13. Griffin (1989) sums up this literature, concluding that there is abundant evidence from
all over the Third World that factor productivity tends to vary systematically with farm size. Three
findings in particular seem well established:

(a) output per worker tends to increase with farm size;
(b) gross output per ha (or yield) tends to fall as the size of farm increases; and,
(c) value added (or net income) per ha also tends to fall as the size of farm rises.

The agronomic reasons for this are by now clear. First, small farmers use more labor-intensive
methods of cultivation for any given crop. They devote more time and are more careful in land

8/(. . .continued)
Land Markets in Latin America and the Caribbean: Research, Theory, and Policy Implications," LTC Paper No. 141 (June
1990).

29 Randy Stringer, John Bruce and David Stanfield, "Reform among the Smaliholders: St. Lucia, Jamaica. and Implications
for the Caribbean," in William Thiesenhusen, Searching for Agrarian Reform in Latiin America (1988).

LO/ Agrarian Reforms in Developing Rural Econujini.s Characterized by Interlinked Credit and Tenancy Market," World
Bank Staff Working Paper, No. 433 (Oct. 1980).

11/ Berry and Cline, op.cit., p. 3.

12/ Berry and Cline, op.cit., p. 27.
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preparation, weeding and harvesting. Large farmers, in contrast, use more capital-intensive methods
of cultivation, substituting agricultural chemicals and machinery for labor. A partial exception is
fertilizer. In many countries, particularly in Asia, the intensity of fertilizer use is invariant with
respect to size of landholdings and some cases have been found in which small farmers actually apply
more fertilizer per ha than large.

14. Using cross country national macro-level data, Prosterman and Riedinger (1987) arrive
at similar conclusions. Their research showed that only the system of small owner-operator farming
has consistently demonstrated an ability to achieve high productivity. Among 117 countries, eleven
of the top fourteen countries in terms of productivity are countries in which the system of small
owner-operators is dominant. Of the remaining three, two (Great Britain and New Zealand) have a
system of larger single-family owner-operated farms; and the third (North Korea) has a collective
system. When one adds characterizations based on models of the nonowners's perception of his
enforceable legal rights, it becomes overwhelmingly evident that not just formal sharecroppers but all
non-owners, to the extent that they have responsibility for investment decisions, will undertake far
less in the way of agricultural improvements than owner-cultivators (Prosterman and Riedinger 1987).

15. Owner-cultivators, when they make improvements, can expect to reap the full profit
from those improvements. They can internalize all the benefits of their investment. Moreover,
capital improvements that generally have the greatest effect in increasing productivity, such as water
management and irrigation, require a multi-year presence on the land for the investment to be
recouped. Tenants often lack any reasonable assurance of such a multi-year association with that
piece of land. What is even worse, the very making of productivity-enhancing improvements by a
t'nant may initiate a process in which the landlord takes back the improved land for self-cultivation or
for cultivation by a more favored person, or charges the tenant a higher rent for the improved land.
Perceiving these various risks, the tenant is overwhelmingly likely to decide not to invest in most of
the improvements that an owner-operator would make (Prosterman and Riedinger, 1987).

16. Making titles freely transferable means that agglomeration of landholdings would be
possible. But given that there is not an automatic economic benefit via efficiency for agglomeration
of land'ioldings beyond a certain size, this is unlikely to occur. Granting freehold interests allows the
market to determine ownership and size. Property will flow to its most productive use. As we have
seen, large estates are not more productive than the small estates. Thus, it is unlikely that property
will be consolidated by the largeholders, even though the Venezuelan government would be allowing
such a possibility to exist legally."' There would be consolidation of suboptimal sized units, so that
peasant farmers could emerge to become small commercial farmers. This would be a desirable
outcome.

17. The conclusion that agglomeration of landholdings is unlikely depends, however, on the
assumption that the market is functioning properly. This may not be the case. Smallholders in
Venezuela may have less access to capital. If this is true, then consolidation biased in favor of large
creditworthy landholders may occur.

13/ Ecuador is moving away from the latifundio via the market mcchanism. Carlos Camacho, Evaluaci6n del Proceso de
Cambio en la Tenencia de la Ticrra en la Sierra Norte v Central (1964-1991) (Quito. 1991).
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18. To summarize, large landholdings are not necessarily more efficient than small
landholdings. Granting freehold interest to all landholders would allow the market to decide optimal
farm size. If the market is functioning properly, it is unlikely that concentration of landholdings
would occur to an extent that would exclude ownership by a large share of the rural population.
What will happen is that resources will flow to their most productive use, whether that be large,
medium or small farms.

B. On Product Mix

19. Owner-operated and partly-rented holdings tend to be predominantly food producing and
show a greater degree of diversification of production among food crops. Griffin (1989) concludes
that small farmers tend to choose relatively more labor-intensive crops, such as vegetables, whereas
large farmers devote a higher proportion of their land to activities which require relatively less labor
such as grazing livestock. Small farmers also cultivate a higher proportion of their land, whereas one
finds that on large farms a higher proportion is left idle, or fallow, is used for pasture, or is forest.
Finally, the cropping ratio tends to be higher on small farms. That is, because of greater use of
multiple cropping techniques, small farmers obtain more harvests per year than large farmers. In
Venezuela, Hernandez and Prato (1986) found the same tendency among agrarian reform
beneficiaries. Horticulture crops, potatoes and dairy displaced wheat and sugar cane when land is
subdivided.

20. For those farmers without secure tenure - whether or not they hold formal title, are
squatters or are renters - production is often based on crops with short production cycles. Vegetables
will be planted rather than tree-crops, and chickens and pigs will be raised rather than cattle.
Further, any input with carryover benefits to the next season or production cycle, such as some
fertilizers and many cultural practices, will be used sub-optimally as the farmer fears that he will not
be able to capture all the benefits. It is only when tenure is secure that farmers are free to select
from the entire range of alternatives and have a planning horizon that extends beyond one crop or one
rental contract. In Venezuela, agrarian reform beneficiaries have tenure security though they do not
have freehold title. Yet their production alternatives are limited to those crops dictated under the
agrarian reform legislation. Likewise, many other smallholders without clear title do not have that
security and this is reflected in the type of production that they undertake. A policy of regularizing
titles, providing freehold interests, and lifting cropping restrictions would allow individual operators
freedom to select that set of products which is optimum for their circumstances.

C. On Rural Employment

21. Rural employment opportunities, the lack of them and the need for them, is one of the
most basic and intractable development and social problem in developing countries. Much o.' the
rural-urban migration and the attendant problems are the result of a severe lack of rural opportunity.
In Venezuela, as in most countries, despite massive migration, the rural population continues to grow
(Rojas de lo Porto 1985) and look for rural employment opportunities.

22. The effect of agrarian structure and tenure on absorption of the rural population have
periodically been recognized, but generally have not been a basis for development policy. An early
recognition of the broader social and employment role of agriculture was by Wynn Owen (1966). He
used the term "farm financed social welfare" to describe the role that family farms played in
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providing employment, housing, food and education, which would not be available had people left the
farm. The key point in his argument was that the family farm provided this social safety net and
provided it to a larger population, while other forms of agriculture do not.

23. On the other hand, large farms in Latin America, both the traditional hacienda and
modern farms, never have been known for their labor absorption. Barraclough and Domike (1966)
found that while latifundios were on average 400 times larger than minundios, they employed only
15 times as many workers. In Colombia and Guatemala, for example, sub-family and family farms
had 30% and 28% of the agricultural land, respectively, but 89% and 81 % of the agricultural work
force. The labor absorption per ha on small private farms and individually operated ejidos was 175%
and 72% greater, respectively, than on large private farms in Mexico (World Bank 1978).

24. The reason for this phenomenon is straightforward. Pressures for the adoption of
labor-saving farm technology in Latin America are similar to those in industry. Accordingly, the
trend on large farms in Latin America is toward use of less and less labor per unit of output. Some
countries inadvertently follow policies which encourage this effect. Overvalued exchange rates and
credit subsidies enable those who mechanize to obtain imported farm machinery as reduced cost.
Mechanization is primarily labor displacing and usually does not elevate production as much as
equivalent expenditures on yield increasing inputs such as fertilizers, hybrid seeds, and insecticides.
(Ihiesenhusen 1971).

25. Venezuela's small farms were, and still are, in greater need for social and physical
infrastructural investment of all types than are other farm types, because of their origin. First, if the
reform farms were created from expropriated or purchased latifundios, by definition they would have
been severely deficient in modern investment, management, and perhaps land quality. Eckstein states
that these farms were undercapitalized in the early years of the agrarian reform (World Bank 1978).
Second, after the first few years, most of the reform units were created from public lands. Again, by
definition these were on the frontiers and without any modern infrastructure, and probably of much
lower quality. Investment was not made in these lands, nor the beneficiaries, to allow them to reach
productive potential. On the contrary, the public effort was reduced a. the time when most reformed
parcels were coming from public lands (Soto 1988). So, the need was greater, the cost was greater,
but the amount available was much less. Soto (1988) also identifies a lack of marketing infrastructure
and linkages as severe bottlenecks to the reformed sector contributing to the productive process.

D. On Natural Resource Management

26. Land tenure policies are relevant to resource management in a number of ways.
Without well-defined property boundaries nature reserves and parks cannot protect themselves from
encroachment by squatters and land invaders. In Venezuela, the lack of a national cadastre makes
clear determination of such boundaries difficult. In addition, the many properties that are not titled
further complicate the determination of tenure, let alone boundaries. While studies show that people
who have been farmers (including cattle ranchers practicing extensive grazing) consider the creation
of national park boundaries as limiting their rights to use these lands, property delineations proved
helpful "...for the planning of development projects which affect the land, such as soil and water
conservation, watershed management programs, technological transfer oriented toward particular
crops, as well as programs oriented to the solution of problems of extreme poverty due to
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fragmentation of land."'` Titling around reserves, combined with access by farmers to affordable
intensification technologies, helps stabilize land use in surrounding areas.)l' Similar results will
result as Venezuela becomes increasingly involved in property formalization.

27. Peasants often invade reserves because of the lack of a land market where they could
purchase or rent land. Titling of property allows the landless to purchase land in titled areas,
diminishing the need for invasion of reserves. In Venezuela's case, land invasions of reserves is
occurring but do not seem chronic. People sometimes invade forest reserve areas to access resources
such as timber. When residents of a forest reserve and a game reserve were compared in Uganda,
the two groups had differing expectations of their tenure rights and behaved accordingly.-LI People
on the game reserve felt secure in their rights, and planted trees, mulched soils and built permanent
structures, while those in the forest reserve had temporary housing and engaged in short-term,
extractive practice. The difference between the groups was security of ownership.

28. Titling of property surrounding the reserve may promote investment in renewable
resources in these areas. This in turn may relieve some of the pressure to invade reserves. In other
words, land security in outside property will encourage the use of outside property as an alternative to
the reserve. This was also found to be the case in Madagascar.' Thus, titling would have the
added benefit of assisting Venezuela to manage and protect its natural resources and forest reserves.

29. Land-titling also pro- ides incentives to individual landowners to engage in
environmentally and agriculturally sound (sustainable) practices. Further, people who have security
in their land tenure may depend less on reserves, and may be more willing to plant trees and other
long-term crops.1s' Conversely, if landowners lose secure tide, they lose an incentive to plant trees.
In Venezuela, on land where landholders have insecure or no titde, only annual crops and livestock
are raised. On agrarian reform land, although not fully titled, owners are secure and therefore
cultivate tree crops. This casual-empirical finding is in agreement with a study in Amazona which
found that "the lack of secure title and the precarious defacto hold over land mean that reinvestment
in erosion control, fertilizer, and irrigation are... both costly and irrational.2 '

14/ David Stanfield, Edgar Nesman, Mitchell Seligson and Alexander Coles, 'The Honduras Land Titling and Registration
Experience," (LTC paper, 1990) p. 11.

15/ See, for example, Stonich's observations based on data in . induras, in William C. Thiesenhusen, 'Implications of the
Rural Land Tenure System for the Environmental Debate: Three Scenarios," to be published in J. Develozina Areas (1991).

16/ John Aluma, Christine Drennon, John Kigula, Ste-en W. Lawry, E.S.K. Muwanga-Zake and John Were, "Settlement
in Forest Reserves, Game Reserves and National Parks in Uganda," (LTC Research Paper 98) (1989).

17/ World Bank and the Govemment of Madagascar, Environmental Ation Plan (Washington DC, 1989).

18/ John W. Bruce and Louise Fortmann, Aaroforestrv: Proprietarv Dimensions (San Francisco, 1989). For the African
case regarding forestry, fuelwood and resource conservation projects, see John W. Bruce, Land Tenure Issues in Proiect
Design and Strategies for Agricultural Development in Sub-Sahai. Africa (Madison, 1985) p. xix.

19/ Noted by William Thiesenhusen, citing Schmink and Wook, "'Political Ecology' of Amazona," p. 41.
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30. Freely-transferable titles in Venezuela would provide property buyers with access to
land. Lack of access to quality land may increase environmental degradation.A One report
concluded that:

"Examining the relation of unequal resource distribution to the environment involves a
recognition that groups of users place differential demands on resources; the poor have a
proximate, direct effect on them, while the impact of those who own ample land and
water is indirect but just as decisive in determining resource destruction. If the
environmental problem is to be alleviated, the lock which large landlords have on most
of the productive resources in some Third World areas must be substantially modified or
broken through land reform. Problems of deforestation, for example, probably need to
be solved in the major farming regions of the countries involved, far from the site of
actual resource damage."2"

31. In summary, the evidence from other countries indicates that Venezuela could improve
its environmental management of its natural resources by (i) establishing a national cadastre, (ii)
providing formal title to landholders, and (iii) making all titles transferable.

20/ William C. Thiesenhusen, "Implications of the Rural Land Tenure System for the Environmental Debate: Three
Scenarios," J. of Developing Areas (accepted for publication, 1991).

Li/ William C. Thiesenhusen, "Have Agricultural Economists Neglected Poverty Issues?" (Lecture at the Annual Meetings
of the Pakistan Society of Development Economists, Islamabad, 5-11 Jan., 1991) p. 19.
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ANNEX 5: A STRATEGY TO IMPROVE CADASTRAL INFORMATION
AND CREATEA VIABLE UP-TO-DATE CADASTREIN VENEZUELA4

1. The present cadastre is out of date and parts of tde cadastre, such as IAN, operate as
autonomous institutions without clearly defined or uniform policies. Although IAN is responsible for
the provision of titles on tierras baldfas, no systematic survey of all land has been carried out in
Venezuela. Areas nominally known to be tierras baldfas are identified, but all areas are not
systematically surveyed to determine the origins of titles. This non-systematic approach has created a
suspect cadastral base and over the long term, could limit attempts to create a viable, up-to-date
cadastre in Venezuela.

2. Approximately 64% of the titles provide by IAN over the past thirty-one years are considered
insecure and cannot be converted into definitive titles. These statistics reflect the present delicate
cadastre situation in Venezuela. However, a strong program of land tenure regularization based on a
sound technical foundation would create conditions for the government to extend the benefits of
secure land ownership to a large number of small farmers and improve the government's ability to
administer land resources.

3. The cadastral component of the project would establish a strong land administration with
unified policies, legislation and procedures. In this regard, the project would: (a) develop uniform
standards which would ensure the incegration of project activities within the content of national land
administration: (b) introduce sound, cost-effective management principles; (c) improve inter-agency
collaboration; (d) expand the use of appropriate technical packages to create a technically sound
cadastral data base; (e) finance intensive staff training; and (f) improve the quality and ef.iciency of
contract procurement and contract awarJs.

4. The land adjudication process would be systematically applied to all parcels within
municipalities and target districts to ensure maximum publicity, make the best use of local inhabitant
knowledge and resources, and minimize unit costs. The review of all deeds recorded in the land
registry would be followed by in-the-field aerial photogranmnetry (orthophoto maps). The
participation of property rightholders would be compulsory. Concrete monuments would be located
and accurate geodetic positioning of these monuments would be determined by determined by Global
Positioning Systems (GPS) thus tying all property boundaries into the national geodetic and facilitating
the identification of property boundaiies in the future. The monumentation costs would be covered
by the project with one corner monument identifying the corner of three or four contingent parcels.
Additional monument location and placement would be at the parcel owners' cost. To the extent
possible, land adjudication would be carried out in the field under the direction of a land adjudication
team composed of a chief of party, an attorney, a land surveyor and an agronomist. The location of
most land boundaries would be resolved between adjacent property owners in the field using the

22/ This annex was prepared by John McKenna, LATAG, World Bank, for the Interamerican Development Bank. It has
been edited for inclusion here.
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orthophoto maps; the land adjudication team would then survey the property boundaries and implant
concrete property boundary monuments. The surveyed line would be then drawn on the orthophoto
map as surveyed in the field and agreed among all adjacent property owners. Any disputes arising
from the land adjudication process would be initially resolved by the administration officials.

6. All information generated by the land adjudication process would be entered into a
computerized cadastral data bank system which would provide the government with a comprehensive,
permanent and maintainable land administration tool with multiple legal, financial and development
functions. It would ensure the publicity of land ownership and land transactions (i.e., sales and land
transfers' that provide the legal basis for the titles produced. Details of the project features follow.

Aerial Photography

7. Aerial photography operations would cover some 17.0 million hectares to address
project needs. Some 14.0 million hectares would be flown at a scale of 1:75,000 and the remaining
3.0 million hectares, located in areas of denser land settlement and smaller parcel size, would be
photographed at a scale of 1:20,000. The basic photographic outputs would be negatives, diapositives
and contact prints.

8. Ground control, aerial triangulation and mapping activities leading to the production
of orthophoto maps at 1:25,000 scale for the majority of the project area and at 1:5,000 scale for
areas of small land holdings would cover all photographed areas. All ground control points against
which the photographs and subsequent field operations would be referenced would be pre-signalized
for ease of identification of control points in subsequent aerial triangulation work. Ground control
operations would be carried out using either conventional geodetic methods, airborne inertial
positioning systems, Doppler Transit Satellite system or through GPS methods. Aerial triangulation
would be carried out using automatic coordinate recording devices and bundle block adjustment
software programs.

Cadastre Implementation and TItling

10. All geographic and literal information obtained through the preceding stages would be
digitized for computerized storage, retrieval, processing and eventual production of title documents
for rural properties. The computerized cadastral data base should incorporate a structured query
language (SQL) to facilitate access and retrieval of data. About 30% of these titles would be
recognition documents for valid titles issued by past administrations. Data obtained through the
establishment of the cadastre would be regularly updated, and data pertaining to the public domain
would be made available through a fee charge to all public and private users.
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ANNEX 6: SUCCESSFUL SMALL FARMER SCHEMES IN EL SALVADOR
AND DOMINICAN REPUBLIC 23,

1. Many agricultural credit programs in Latin America founder, in part because interest
rates are too low to cover operating costs and the true cost of obtaining loanable funds.&
However, the biggest cost component is usually losses for uncollectible loans. The delinquency rate
is often more than 20% and may reach 50% or more. It is not possible to cover such a loss rate with
the interest rate charged to borrowers who do repay.

2. Various governments in Central America and the Caribbean are now considering the
feasibility of creating financing facilities to enable the landless and small farmers to buy parcels of
farm land in the market. Like agricultural production credit, if a Land Bank is to be viable and
replicable, borrowers must repay debts. Given decades of traditionai governmental tolerance of non-
payment of production debt and of land debts under land reform programs, it will not be easy to
persuade borrowers that the "rules" have changed.

3. Nonetheless, it is possible to eliminate delinquency as a major part of operating costs of
credit programs and this dnnex describes two programs, one public and one private, in which lenders
actually obtain 100% collection of loans at low costs. The first uses long-term leases with an option
to buy, as a method of land purchase finance. The second uses a novel, temporary, peer intervention
as the method of collecting production credit without the costs of foreclosure.

Land Sales in El Salvador

4. The record of campesino payment of land debts in El Salvador is very poor. Before the
1980 land reforms, the Banco de Fomento Agropecuario had financed the transfer of about a dozen
farms to cooperatives; the Bank paid the former owner, and then the cooperative failed to repay the
Bank. The state-owned Bank was unable to evict the cooperative, and the loans were just rolled over
year after year.

5. Meanwhile a commercial real estate broker has developed a successful program that
could be adapted to rural land. The broker divides suburban lands into house lots, which he sells on
long-term leases with an option to buy, by merely making the last payment on time. The advantage
of this method is that in El Salvador it is easy to evict someone for non-payment of rent, whereas
foreclosure of a mortgage is a long and difficult process.

6. Knowing that he will be evicted promptly if he fails to make a payment, the land buyer
makes the necessary effort to keep up to date. The broker has one resident employee at each
subdivision who collects payments and counsels the delinquent to sell their rights to someone else,

23/ This section is taken from "Making Land Banks Viable, Two Successful Approaches to Collecting Loans Made to Small
Farmers in Latin America," by John Strasma, Proceedings of IAAE, Tokyo, 1991.

24/ The classic critique of "soft" agricultural lending programs in Latin America is by Dale W. Adams and Douglas H.
Graham, Undermining Rural Development with Cheap Credit. Colorado: Westview Press, 1984.
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rather than be evicted. The new buyer simply assumes the remainder of the debt; the former buyer
gets back whatever part of his investment he can persuade the new buyer to pay him.

7. According to the broker, delinquency has never exceeded 8% of amounts due, and that
occurs at Christmas time, when it is the broker's policy to tolerate one overdue payment where the
employee believes the hard luck story told by the buyer. However, by the time the second payment
is overdue, the buyer/tenant must pay or move out. Almost all pay.

8. Most of this broker's business is in ten suburban subdivisions, which are sold as house
and garden lots rather than for farming. Based on experience, he strongly prefers to sell to
campesinos and not to the urban middle and professional class. The campesinos are honest and live
on their lots so the broker's employee can find them easily when payment is overdue.

9. When an urban professional buys a lot for a weekend pleasure retreat and gets behind on
payments, he has to be pursued by telephone or with a trip to the city. He hides behind a secretary
or tells you "the check is in the mail," raising the cost of collection and eviction. And at times the
broker himself must deal with politically influential debtors, whereas his field agent can deal with the
campesinos or urban poor who buy most of his lots.

10. The broker's principal difficulty is finding landowners willing to sell on his model,
under which the seller agrees to accept payment at the rate (typically, eight years) at which the buyer
pays. However, his model appears to be 100% successful in dealing with loan delinquency. And
unlike the land reform, there is no doubt about when and how the buyer gets clear registered anr
negotiable title to the land: just make the last payment. The program demonstrates that full recovery
of debts is possible if one sets up an effective mechanism that evicts the debtor at low cost in the
event of non-payment.

Agricultural Production Credit in the Dominican Republic

11. The Agricultural Bank (BAGRICOLA) of the Dominican Republic, part of the public
sector, has been no more successful at collecting loans made than have most similar institutions
elsewhere. However, their loans to rice grower cooperatives achieve virtually 100% repayments due
to the invention of temporary peer intervention in place of traditional collection methods.

12. The Bank makes one loan, wholesale, to each Cooperative. These are made up of land
reform beneficiaries who now farm individual parcels, but use the Cooperatives to solve problems of
input supplies, land preparation, and access to credit. The Cooperative then onlends to each member.

13. All members of each Cooperative accept liability for the production credit debts of all
other members. Members agree in advance that when a member is delinquent in repayment, the
group may seize his parcel immediately, without legal proceedings. The parcel is then farmed by the
cooperative itself or is rented out to a member who can handle more land. With the cash thus
obtained, the cooperative reimburses itself for the loan repayment it made on behalf of the delinquent
borrower.

14. This model is now five years old, and according to the Bank and to Cooperative leaders
interviewed, it is working perfectly. The president of one of these cooperatives was unable to repay
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all of their own production debts in 1990. At a cooperative meeting he acknowledged that he was
aware of the rules and that in order to make it clear that the rules apply to all, he was leaving his
parcels for six months so that the cooperative could rent out the parcels and pay off the debts due.
15. For success, of course, it is essential that the amount of debt due not exceed the rental
value of the parcel. This is attainable when the debt is production credit, with the loan being a
fraction of the value of this harvest expected. It might not be possible when the debt includes
principal and interest on a land debt.

16. These two programs show that it is possible to achieve 100% recovery of debts from
campesinos if one insists on it, and sets up a mechanism that evicts the debtor at low cost in the event
of non-payment.

17. Success also means that governments and lenders must abandon any paternalistic attitude
that assumes that campesino land buyers must be kept on the land even if they do not make enough
money farming to meet their debt service. On the contrary, those who suffer personal misfortunes or
are not successful farmers for whatever other reason, must be allowed to transfer their land to another
campesino and move on.

18. This often means repealing present laws or rules that forbid a campesino from selling his
assigned parcel to someone else. The essence of the success of the two programs described is that
they have both succeeded in evading these rules. he program in El Salvador is set up as a lease, not
a sale, but upon making the final agreed-upon payment, the lessor gets the parcel with a full freehold
title, duly registered in his or her name. And the lessor/buyer just assumes the balance of the debt
due.

19. In the Dominican Republic, the program works because the land reform agency and the
government bank look the other way. Despite laws prohibiting rents and the transfer of land reform
parcels, the debtor's friends and neighbors foreclose, temporarily, on the delinquent borrower and
rent his parcel out for cash with which to pay off his overdue debt. Thus the campesinos themselves
overcome one of the problems associated with inalienable land titles to campesinos.
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Annex 7: GinI Index Values for Concentration of Land Ownership

in 54 Countries In Vlarious Years gl

A. NUMBER OF COUNTRIES IN RANGE

Range of Index Values Latin American Countries Other Non-industrial _/ Industrial Countries c/

.80 and over 12 3 3

.70 to .79 5 4 4

.60 to .69 0 7 4

.SOto.59 0 4 3

.40 to .50 0 3 3

Total 17 | 21 17

B. GINI VALUES FOR SELECTED LATIN AMERICAN COUNTRIES

Bolivia .94 Brazil .84

Venezuela .89 El Salvador .83

Peru .88 Uruguay .82

Guatemala .86 Dominican Republic .79

Ecuador .86 Honduras .76

Colombia .86 Nicaragua .76

Argentina .86 Panama .74

Mexico .69

a/ Years when data were available, usualy the 1960s. For three countries, index values prior to and after land reform were

available. Pre- and post-reform values were, respectively: Mexico 0.96-0.69; Egypt 0.81-0.67; Taiwan 0.65-0.46.

_/ Countries from Asia, North Africa, Southem Europe, plus Jamaica.

c/ Industrial countries are deftned as those having less than 30 percent of their labor force employed in agriculture.

Source: Samuel P. Huntington, Political Order in Changing Societies (New Haven, Conn.: Yale University Press, 1968)

Table 6.2, p. 382.
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