CHAPTER IX
TENANTED LAND

I. Intrcoduction
A. Introduction tc Chapters Two and Three.

The data of Chapter One attest to the wide distribution
of a misuse of land almost as extreme ss 1s possible: complete
disuse. The question next arises, i1f there are market forces
which lead in some clrcumstances to such a complete denial of
the equimarginal ideal, may these same forces not lead in other
circumgtances to less glaring problems?

We have seen that "unused” 1and-1s 8 difficult category
to bound; that there is a considerable twilight zZone between
the desert and the gsown. For exsmple, many buildings in blighted
ereas are boarded up, unused, although the land does not qualify
as "vacant".l The Chicasgo Plan Commission in 1943 recommended
clearing 242,000 dwelling units as "not worth keeping beyond
1965".2 Many units are "so o0ld or economicsally unsound that
they should be destroyed and replaced with new 1mprovements..“3
Many still stending "were built when President Arthur or Grover
Cleveland were in the White House.," Over the whole country,

about 46% of ell urban dwelling units were built before 1920,

It may well be that outright vacant land is only the top of the
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lceberg, startling to behold but most significant as the evidence
of things unseen.

We approach, obviously, & more subtle group of problems,
Vacant land lies out in full view to be counted. Underused
land wears a veneer of improvements to cover its defection from
casual eyes. To penetrate its secrets we must decipher the
cryptlc codes of economic theory, accounting and census data
that contain them. To that task we devote the rest of thls
study.

Chepters Two and Three are restricted narrowly to farm
land. There are several reasons for this:

1. We lack the resources to survey all industries in
this study.

2» There are available more data about farm than other
lands.,

3. In farming one can sse elemental land market forces
at work in purer simplicity and abstraction. As farming 1is
organized simpler than other‘industries there is little elaborate
institutional superstructure to obscure the fundsmentals, As
there is less corporate ownership in farming, tenure is more
direct and easy to describe sand classify.

4» In farming private individuals or firms have little
monopoly power. If 1énd is preempted from its most productive
use there is little monopoly motive to explain ita.

5. In farming there is not the risk of rapld obsolescence
that may obtain in some parts of a fast~changing city. So if a

farm landholder neglects, abuses or runs down his farm we need
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not ordinarily take seriously the explanation that he antici-
pates a sudden change in its best use,

6. There is on the whole less tenancy in rural than urban
areas, The percentage of city dwellers who own thelr dwellings
is less than the percentage of farmers who cwn their farms -«
and each farm is 8 business as well as a dwelling. Thus we run
no danger of exaggerating the prevalence of tenancy and analo=
gous condltions in general by focussing on measures of fam
tenancy.

7« As a farm is a home and job combined, one rarely rents
a farm as he might a hotel room or spartment for the convenience
of being near a temporary job. Farm tenancy has no such evident
utilitarian explanation.

The principles drawn fram an analysis of farm land pro=~
blems should have wider bearing as well, and subsequently help
us thread our way through the msazes of more complex markets,
Besides that, of course farm land itself repressents an sappreciable
part of eur natural resource base, even if a good deal smaller
portion in terms of value than most people think, and deserves
study for its own sake.

Bs Introduction to Chapter Two.

In the Introduction to this study we explained that the
equimarginal ideal requires that it be impossible to increase
aggregate net output by shifting land between "uses", not only
in the narrow sense, but between different tenures as well.

The present chapter deals with this last., It concludes that it
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would be possible to increase output by shifting land from
tenancy to owner operations As was also explained in the
Introduction, this statement is equivalent to saying the
marginal productivity of land tends to be lower on tensmt
than on owner«operated farms, and the marginal productivity of
land on tenant farms would generally be increased if the tenant-
operators bought out thelr landlords and became ownerwoperators.
Chapter Two first raises the question whether tenancy is
still widespread enough to warrant any present concern, and
whether it 1s likely to persist. Second, it compares the de-
velopment of tenant lands with owner-operated lands. Finding
the tenant lends generally worse conserved and less improved
and developed, it offers an explanation of these findings in
the frustrations of the landlord-tenant relationship. Finally
1t considers the function of tenancy in present land markets,

and the implications of tenancy for this study.

IXI. The extent of farm tenancy

In reporting on farm tenancy the Census has tended to
emphasize, as a proper measure, the percentage of farmers who
are pure tenants, In 1950 that was 27 per cent, a merked de-
cline from earlier years, Others have followed this lead, and
the figure 27 per cent has circulated widely. It has been
widely heralded as presaging the end of farm tenéncy in Americas,
But it is for our purposes quite inadequate, and we will see
that a more careful enalysis of the data lends little support

to the hope that tenmcy is on the wane.
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We are interested in tenancy as a land problem, as an
index of how well we are using ow natural resources, Hence
we want to know, not what per cent of farmers are pure tenm bty
but what per cent of land tenants operate. The two are quite
different, for there are many "par t-owners" who are also part
tenents and lease some of the land they operate. The percent-
age of land which is leassed is appreciably higher than the
percentage of farmers who are pure tenants.

In 1950, pure tenants fammed only 18 per cent of the
ferm land area. But part-tenants leased almost as much ageain,
so that 35,4 per cent of the farm land area was under lease.
Thirty five and four tenths per cent 1s the more significant
measure of tenancy.

That by no means implies that all other land is owner=
opérated under ideal tenure conditions. Another 9 per cent of
the farm ares is operated by hired managers., If we include
them with the tenants, the two groups operate Lli.l, per cent of
the farm area, Beasldes that, & good many owner-ocperatoras carry
on under enervating financisl conditions. But we treat of those
lands in Chapter III. Now we will concentrate on tenancy,
narrowly defined. In 1950, as we sald, 35.4 per cent of the
farm area was under lease to tenants.

A, Relative values of leased and owner-operated landsww

leased land on the average more valusble,

0f course we cannot rest with sn ares figure as a measure

of farm tenancy. Land values very enormously from place to
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place, and 35.l per cent of the farm area might contain 10
per cent or 90 per cent of the land value, depending on where
it liess The next step is to find the relative values of
leased and owner-operated lands.
Iand economists seem generally to belleve that tenancy
is higher on better land. T. W. Schultz writes:
« « » they Jowners/ tend to buy farms on the less
productive soll, agein, of course, because it takes
less capital. 8
Ely and Wehrweln agree:

High land values are generelly, though not always,
agssociated with a high proportion of rented farms. $

Max Therp writes:

Full owners are most prevelent in the hilly sections
and on the poor soills where dalry, general and self-
sufficing farming do not lend themselves readily to
tenant operation. Part owners are concentrated in
the wheat-growing and cattle-grazing areas, Tenant
operation is common on the level, fertile lands where
production of the major cash crops predominates. 10

The 1945 Census states:

The highest proportions of tenancy were recorded in

areas with the most productive farm lands, such as

the cash grain areas in Illinois and Iowaz. 11
and the 1950 Census echoes it.l12

The 1950 Census gives some supporting evidence, It re=
ports that pure tenants operated 18 per cent of the farm area,
but that area contained 30 per cent of the cropland harvesteda.
The 1920 Census, remarking a similar contrast, explained that
it was because "many tenants hire simply that srea of cropland
which they expect to cultivate".13 The 1920 Census reported

the percentages of "improved" land in each farm. " Improved®
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meant all land except woodland, very poor brushland, rough or
stony land, et cetera: 1n short, "improved” land meant better
1znd (and not, as the word implies, land on which improvements
stand), The percentages were as follows:

Owners and part owners -- h9 per cent

Pure tenants -= 66 per cent
Evidently tenant farms contain an unusually high percentage of
good land. .

When we look for more direct data on farm land values,
we find the Census no longer provides it. Recent Censi do not
report land values separately, but lump them togethér wiEh the
value of buildings in one inscrutable figure, But tenént farms
have fewer and cheaper buildings than owner-cperated farms.ls
To include bullding values with land vealues, therefore, tends
to counteract end obscure the very trend we ere testing for.

To see how bullding values might distort the pilcture,
contrast New England with the West North Central states (Minnew~
sota, Iowa, Missourl, Kansas, Nebraska, South Dakota, North
Dakota). Ask a Vermonter what land is worth "per acre" and he
hardly'recognizes the concept. He will tell you the value of
a farm depends mostly on how it is kept up. The 1930 Census
reported that in New England land values were only Lli per cent
of the total value of land plus bulldings; in the West North
Central states land values were 77 per cent.lé And of course
tenaney is very low in New England, but very high in the West

North Central regions

In 1930, pure tenants operated 6 per cent of the New
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England farm area and 38 per cent of the West North Central
farm area.l7 As between the two regions, tenancy lncreased
with land value, but not with the value of land plus build=-
ings. On the contrary, with the latter it decregsed. The
average value per acre of New England farm land was $28,
compared with $45 for West North Central land. But when we
add buildings, New England farms were worth $6g per acre,
compared to #58 for West North Central farms,l The relation=
ship was reverseds That should make it clear why we cannot
use data on the velue of land plus buildings to test whether
leased land, alone, 1s more valuable than owner-operated lands

For a second example of how bullding values may obscure
the relation of tenancy to land values, consider the figurss
on Table 1 (see page 126.

Note that in 1910-20, when land values were high rela~
tive to building values. (and thus comprised s higher percen=
tage of land and building value), the value per acre of land
plus bulldings on tenant farms was greater than on owner-~operator
farmsx But by 1930, when land values were low relative to bulld~
ing values, owner-~cperator farms were worth more per acre than
tenant farms.

That strongly suggests that temant farms are more land
intensive, while owner farms have more valuable buildings per
sere; and, thus, asgain, shows that data on values of land plus
bulldings are no reliable imlex to values of land alonea

For a third example, consider the fact that when a farmer

owns part and leases part of the land he operates, the value
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TABLE 1
Acre Values of Tenant snd Owner Farms; snd

Land Velues Compsared to Bullding Values on all U, S. Farms
1900 ~ 1950 (19)

Land Values and Building Values

Per Acre Values of Shown Separstely, All Farms (Billion &)
Land and Bulldings , - - Land as.
Together Per Cent of
Pure . Pgll Land and
Year Tenant Owners Land Values Bullding Values Buildings
1900  § 24 $ 21 $ 13.1 $§ 3.6 78,6
1910 L8 37 28,5 63 81.8
1920 90 67 5.8 11.5 8247
1925 6l 58 3747 11.7 76.3
1930 53 57 34.9 1249 7340
1935 33 38 e ceos vees
1940 35 Lo 23,3 1044 69.1
19&—5 51 51 es s e s v L ]
1950‘ 88 79 es o0 R @ e
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of his farmstead, which he owns, will be included with the
value of the owned portion sz recorded by the Census, while
the value of the leased portion will normally include few or
no buildings -- naturally he will put his buildings on the
owned portion. Thus the Census records that the owned portion
of part~owner ferms is, on balance, worth somewhat more per
acre than the lseased portion.zo But it does not follow that
the leased land alone 13 worth less. Agsin, in compering the
value of the leased portions of part-owner farms with pure-
owner farms, one is comparing almost bare land with land plus
improvements.

For a conclusive test, therefore, we must go back to
the years when the Census reported land values separately.
For 1920 the Census provides not only separate date on land
value, but & specific study of how tenancy varles with land
values. The land value date, even then, are far from perfect,
The Census merely subtracts building value from total farm value
and cells the residue "land value"™, Thus it includes fences,
terraces, tiles, ditchés, fertiliier, orchards, wvines, and
other improvements as part of "land"oaa This hes the same
effect as lumping bulldings with land -~ improvements comprise
a8 larger portion of farm value in New England than in the West
Ngrth Central states, But despite this negatlve bias in the
data, they still show that tenancy 1s higher where the value
of "land®, so defined, is higher.

E. A. Goldenweiser and Leon Truesdell analyzed the

23
1920 data to test whether tenancy increased with lend value,
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Unfortunately, they chose to measure "tenancy" by the per cent
of farmers who were pure tenants, ratﬁer than as the per cent
of land that tensnts operate.2 Hence not even their figures
exactly test the case. But in 1920 there were many fewer
part-owners than now to complicate the picture, so the one
measure of tenancy would approximate the other well enough
for rough purposes.

Goldenweiser and Truesdell treated each of the nine
Census reglons separately. They arranged the counties of each
region in descending order according to the per cent of tenancy
in each county ~~ that is, the top county had the most temnancy,
and the bottom county the least. They divided this array of
counties into qguarters. Thus the first quarter contained
counties with the highest tenancy, and the last gquarter con-
tained counties with the lowest. Then they compared land values
per acre in the different quarters,

With one exeaption25 the values declined regularly from
group to group. Table 2 presents the average values per acre
of land in groups ome and four, for each region.

For the whole nation, the average value per acre of

land leased by p;ge tenants was $77.88, compared to $52.16
for full owners.

If we had 1950 data on land valuss separate from builde
ings, we could doubtless repeat Goldenweiser and Truesdell's
results for recent times. If we hed data on bare land values,

separate from all Improvements, the results would probably be




TABLE 2

Valuesa Per Acre of Land in Counties With
High and Low Tenancy. By Reglons
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1920 (26)
Group One Group Four
(Counties with (Counties with
Region high tenancy) low tenancy)
New Ehgland $ 29 _ $ 23
Mid-Atlantic 63 29
East North Central 180 L7
West North Central 12 36
South Atlantie 50 38
Bast South Central 43 28
West South Central 58 13
Mountain 37 13
Pacific 89 60
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even more emphatic. Lacking these data we can still approxi~-
mate them by taking deta on the value of land plus bulldings
in regions where improvement values are small relative to land
values. There the value of "land plus buildings™ is more
dominated by land velue, and may represent land value fairly
well, Let us examine 1950 data on the West North Centrel re-
gion, where land values are generally high relativé to bullde-
ings and other Improvements; where the total value of many
farms consists largely of their rich natural endowment of deep
fertile soil, This region contains more leased land than any
other.,

The 1950 Census gives values of land plus builldings by
"subregions".28 It also provides a map showing roughly the
per cent of leased land iIn each county.29 Using these two
maps, I have divided the West North Central subregions into
two groups: those with over}hO per cent leased land; and those
with 4O per cent or less leased land.

The average value per acre is sbout twice as high in
the subregions with higher tenanoy.B; The precise figures are
not significant, being the result of rough cal culations, The
overall trend is Important, and that is quite clear. Tenancy
is lower in the '"back éountry" of Northeast Minnesota, the
high western plains, and the Ozarks; and high on the rich
prairies of Iowa and the wheat lands of Kansas;

To be: sure, one must recognize that high land value is

by no means the only condition correlasted with tenancy. There
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are geveral other factors at work. One would expect tenaney
to be higher where land is less erosive (because such land can
stend more asbuse); where the optimum operating unit 1is very
costly; where the ratlo of lend value to improvement value 1is
high (for reasons to be detalled in chapters IV, V, and VI);
where wealth ls less eqgually distributed; where credit markets
are poor; where ralnfaell is uncertain and the future is risky;
where living conditions are unpleasant; and where investors
expect rents to increase. With all these influences at work,
naturally the pattern of tenancy does not follow the pattern
of land values exactly. The high western plains, notably, have
had conslderable tenancy -~ at least in certain years -= although
values per acre were low. Bubt on balance, from the evidence
presented, it seems clear that acres under lease to tenants
are signlficantly more valuable than those which owners operate.
It lends more certainty to this conclusion to note that
tenancy coincides with high land values also in many other
countries. In Lebanon, according to Charles Malik, owner-~
operators farm poor soll in the mountains while tenants work
the richer plains and interior valley.32 In South Korea tenants
farm 78 per cent of the fich Cholla Pukto region, but only 24
per cent of the poor North Hamgyong Province.33 In China, "the
richer the area, the higher the proportion of tenancy", accord-
ing to Shu-ching Lee. In 1948, sbout 32 per cent of the farmers
in the richer Pearl and Yangtze River sreas were owners, com-

3k
pared to 69 per cent in the poorer Yellow River Valley. And

in Belgium:
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sccording to the 1930 Census . . . Generslly 1t is

the small farms of under 50 acres that are culti=~

vated by owner—occuplers who represent the ma jority

only in the poorer reglons (the Campine and the

Ardennes ), whereas on the very rich plateaun of Herve

two~thirds of the farmers are tenant farmers. 35
De Souza writes "the bulk of tenancy %s to be found in the
most highly valued lands of Brazil,“3 In Canada, tenaney
is lowest in the Maritime provinces, and high in Ontario where
land values are higher. In lower Burma, where the land 1is
rich and close to ocean transportation, and rainfell is ample,
probably over half the "best and most fertile rice lands" are
absentee~held; while in upper Burme, with a poorer natural
endowment, only about one seventh the area 1is so held.38 In
the Phllippines, tenancy is especially high in Pampangs and
other rich sugser areas, and low in marginal areas like Palawan.39
In Sweden tenancy is higher in Skane and eastern Sweden, where
land values are higher. °

With more datsa, we might find this a nigh-universal rule,.
As 1t is, we can certainly conclude the rule holds sway in many
areas around the world,

To sum up: 1leased land is on the whole more valuable
than other farm land. Census data do not let us measure exactly
how mueh more valuable, Therefore‘we cannot know precisely how
much to change our measure of tenancy. But we do know which
way to change it.

Thirty five and four tenths per cent of the United

States famm area, as we sal d, was under lesse in 1950, That

area contained the best farm lends of the country. The percent-
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age of farm land value under lease must be a good deal higher
than 35.l4 per cent. Just how high, there is no way to know

from existing data. I would suggest 45 per cent &s a conserva-
tive working estlmate. And I would add there are good theoretl~
cal reasons, which will appear as this study unfolds to suspect
that, had we data on bare lsnd values, separaste from not only
bulldings but all improvements, they would boost the figure
even above 50 per cent.

If our purpose is to minimize the importence of tenancy
in the United States, then 1t is well to take 27 per cent, the
percentage of farmers who ars pure tenants, as the measure of
tenancy. No doubt to many it sppears more politic to emphasize
that low figure, especially 1n this age when the American economy
is on trisal before the world. But 1f our purpose is to measure
tenancy gccurately, then we must conclude that 1s 1s stlll a
dominant feature of the farm landscape.

Bs Recent trend of farm tenancy

We have measured tenancy three ways. The per cent of
farmers who are pure tenants was 27 per cent in 1950, Next we
added the part-owners, and measured 2ll land under lease by
them and pure tenants: it was 35 per cent., Next we measured
land by value instead of area, and settled on hS per cent as @
rough estimate of the per cent of land value under lease.

Fipally, to round out the picture, we will add the time
dimension. This is more important ﬁhan further improving the

accuracy of our 1950 estimate, eveh if that were possible, for
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tenancy changes throughout history, and history moves swiftly.
When the 1950 Census came off the presses its story was already
over three years old, and tenancy in fact had evolved to same
new figure. Let us try to anticipate what changes time will
soon bring; whether the tide of tensncy 1s rising or ebbing.

The long térm trend of farm tenancy in America has
clearly been upwards. No United States Census recorded tenancy
before 1880, but it was surely much lower then than now. Early
observers of the Amerlican scene, like Crevecoeur, remarked the
contrast to Europe. As late as 1840 de Tocqueville wrote:

"In America there are, properly speaking, no farming tenants;
every man owne the ground he tills . . . « Land is cheap, and
enyone may easily become & landowner.“ul

But by 1880 tenancy had reached large proportions, and
public opinion demanded a count of it. The Census then duly
recorded that 25 per cent of American farmers were tenants.

The figure grew to a high of [2 per cent in 1935.

But against this long~run trend, with its implied pro=
phecy, runs a contrary one: during and since the Second World
War, tenancy has declined,

How much 1t has declined depends on how one measures it,
Most writers still quote primarily data on the percentage of
farmers who are pure tenants. Thus méasured, "tenancy” has
declined drematically: from 42‘pér cent in 1935 to 27 per cent
in 1950.

The measure that interests us -= the percentage of
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farm lend which is under lease -~ has fallen considerably less:
from lj5 per cent in 1935 to 35 per cent in 1950. Why has this
measure fallen less than the other? Beecause there are now
more "part-owners" who are also paft tenants, but whom the
Census does not count as tenants. Too, the average tenant
farm has grown in the period, much more so than the average
owner~operated férm. As in the Civil War, high wages speeded
mechanization, As tenants left for war, or war work, other
tenants (as well as some owners) mechanized and expanded their
operations to replace them. Thus tenancy lost many men, but

not so many acres.

TABLE 3
Average Farm Sizes for Different Tenure Groups 1925~195bu3
(Acres)
1925 1935 1945 1950
Pure tenants 108 118 135 17
Pure owners 127 122 125 136

Acreage lessed by operator
(pure tenants snd leased
portions of part owners) 120 132 171 181

Acreage owned by operator
(purs owners and owned
portions of part owners) 134 134 153 170
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Even at that, the decline appears impressive, But
there is another element to consider: the loat acres were
probably the less valuable ones.

The highest proportions of tenancy were recorded

in areas with the most productive ferm lands, such

as the cash grain areas in Illinois and Iowa. In

these particular areas there were no significant

changes in either the proportion of tenaney or in

the proportion of land rented.

That conclusion emerges clearly from a careful inspec-
tion of the series of maps on page 15 of part 5, Volume V,
1950 Census of Agriculture. Tenancy has declined most markedly
in eastern Montana, eastern Colorado, western North Dakota and
western South Dakota, and also in parts of Georglia and Alabama.
According to the map of farm real estate values on page 10,
values in these areas are generally lower than values in areas
where tenancy has persisted: notably northwestern Iowa, ,central
Illinois, northeastern North Carolina, the upper delta of the
Mississippl River, central Kansas, and southeastern Washington.

Evidently there is a hard core of tenancy in areas of
high land values. In recent years edvencing owner-ocperators
have only nibbled at its Ffringes.

Accordingly since 1935 écre values have lncreaszed much
more for tenant than owner farms, The cheaper acres shifted
out of the tenancy column, letting the average rise, Since
1935 the acre value of pure tenant farms has risen 167%; of
owner farms, only 108%.  From these flgures it might even

seem that tenancy has made up in value per acre as much as it

lost in acres; and that the percentage of land value in tenant




137

farms 18 as great now as in 1935. We do not so conclude (for
reasons detalled in Appendix 2). But we do definitely con-
clude that the percentage of land value in tenant farms has
declined much less than the percentaege of land erea,.

C. Probable future trend of farm tenancy

After all these qualificetions, the fact remains that
tenancy, however measured, has somewhat declined since 1935.
The questlion now arises whether this brief reversal of a long
trend gives hope of persiating. Is it only an ebbing wave
on & rising tide? Or is the tide itself turning? Let us
look to the forces that move this tldes |

We have seen that tensncy tends to be high where land
values are high., From that 1‘5 seems plausible that tenancy
wlll also be high when land values are high -~ the mle that
holds as many different points in space may also hold among
different points in time. For 1t is high land values as such,
more than sny cendition incident to them in space, that proeduce-
tenancy. Just why that is, we examine in detaill in chapters
IV-VI. PFor the present we may briefly anticipate what we
there develop at length.

Advocates and crities of tenancy agree 1t is the ilrcome
from land that sattracts the absentee landlord to buy title,
and 1t is the high price of land. titles, cepitalized from this
income at lower interest rates then tenants enjey, that in=
hibits tenants from buying the land they operate. Or, as
Shu~ching Lee puts 1t:
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tion of
regional differences in propor

zlelxeazgcy gre entirely due to econonmlc galigeg% .

In the northern provinces « e« o the ¥ elandlord
farm is too low to be shared by both & yore
and 8 tepent « « « . (but) In the rice regf;ui%“
irrigation makes prod?cttgn Zli;r]]p.iruxg igizégiculture
ful and certain It is e

which invitesa 11‘1vestments from urban capltalists
or bureaucrats . « o« ¢ 7

"The surplus in agriculture invites jnvestments”
from sbsentee landlords. So when time brings higher prices
for the produce of land, and/or lower costs of production, 1t
brings a new surplus in agriculture to invite investments from
absentee landlords, and thus increase tenancys.

And so it seems plausible the major cause of the long
term rise of farm tenancy in the United States has been the
long term rise of farm land values. And to predict the future
long term course of tenancy one need mainly predict the future
long term course of land values ~-— garring, of course, speclal
govermment action against temancy.

If one lifts his eyes beyond the immedliate farm reces-
sion, this basic cause for tenancy seems likely to persist.
Land values have extreme cyclical ups and downs, but in the
perapective of generations have moved consistently upwards.
Now wealth and population in the United States sre agsain grow-
ing apace, while the land sﬁpply, s always, remains constant.
Despite current vicissitudes, eventually 2 new surge of demand
should carry land prices to new highs.

Oﬁ the other hand, the recent decline of ténanoy, such
as 1t was, followed from an unusual conjunction of clrcumstances:;

pesslmistic long term anticipations combined with extrsordinarily
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favorsble immediate realities. The forces interplayed some=
what as follows.

By 1940, farmers had suffered 20 years of falling prices,
and known drought, pestllence and foreclosure. They remembersd,
too, how farm prices had sosred in the previous war, engender-
ing a land boom that ended in tragic fissco when they tumbled.
Therefore when weather, war and the farm bloe conspired to sky~
rocket faym incames in the second war, pessimism kept land
values a respectful dlstence behind. Strange as it may seem
now, most people seriously feared a postwear deflation.

Msantime the wage component of farmers' incomes rose
immensely -- more, parcentagewise, than the wages of any other
group. With this, and high land yields, debtors discharged
their mortgages easily. Many tenants, too, accumulated enough
to buy land. As the present ylelds of land were high, but
anticipated yields remained low, land ceased to be an invest-
ment only for those who could speculate in hopes of distant
future gains. Banks, insurenece companies and other unwilling
absentees disgorged great areas of foreclosed land, a heritage
from the 'thirties, with great relief at this opportunity to
close their books. Operators took it up. As Timmons puts it:

Many tenants and laborers have become farm owners

;’;i.xa.:;::éyfoasily as land values have lagged behind

arm income . . . . All of us have heard
~of instances where tenants have bought and paid for

farms out of two or three years' earnings. 49

That rare mixture of_ long term pessimism with booming

prosperity is obviocusly most unstable, and not likely to endure
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nor recur, TLhere is no reason to believe thst enother war,

or continued war, will reproduce the same lucky combinstion.

In World War I, for example, popular psychology was Jus® the
opposite. Buyers looked back on 20 years of rising rents,
1istened to a spate of Malthusisan forecasts predicting 100 years
more, and boomed land prlces far shead of rents. Those who
bought then suffered the consequences through 20 hard ye&ars

of attrition, bankruptcy, and growing tenancy.

Thet can happen again. The peculiar virtue of the
tforties was pessimism that welghed down land prices. But
that incorruptible strain of pessimism, that inhibita every
temptation to capitalize current prosperity into land milces,
is a costly plant to nurture in the popular mind. It only
flourishes after s downpour of adversity. In the summer sun~
shine of prosperity it withers like droughted gralin; and
without 1ts protective cover land prices, like bare topsoll,
are free to sall skyward with the first falr breeze.

Just when we shall see ancther 1920 1s beyond my
sclence to say, for who presumes to foretell the temper of the
market? Perhaps we will never see another. But if history is
eny guide we will continue to experience alternating perlods
when the market oversstimates, then underestimates the future.
When, in this shifting pattern, operater income is high relaw~
tive to land value, we may yet see tenancy fall a bit, as
from 1940=50, But when cperstor ircome is low relative to

land valus, or relative to heavy moritgege debts incurred in




times of high land value, as for many years before 1935, we
may confidently expect to see tenancy continue 1ts secular
increase. At present writing (November, 1955) we are see-
ing farm income fall while land prices hold firm. Thus
the market is returning to that high ratioc of land prices to
1and income that spawns tenancye. The results should begin
to show in the Census of 1960.

Some might contrast the e xtrasordinery financlal pru~
dence of American farmers in World War II with their excesses
in World War I, and conclude that Americans have comse of age
and are now too mature for snother orgy. But, to judge from
the past, one display of caution does not guarantee another.
In the early 20th century, for exsmple, for over a decsade
after reviving prices had taken the steam out of Fopullam,
farmers remembered their past misfortune and prudently svoided
much expanding their mortgage debt, despite rising land values,
Just as in the 19}.}.03,51 But a few years leater they began to
borrow without restraint, and finally succumbed to the tragilc
land boom of 1920,

Again, some might protest that farm price supports now
protect farm landholders from enother 1320, That is doubtful.
The politicsl determinants of price supports are almost as
fickle 2z base of expectations as free market forces, And
however high they go, land values can follow and overtake

them. Buyers and sellers will cspitalize anticipated politi~

cal victories of the farm bloc into land values. One dsy they
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may be disappointed. Or, even if not, even if change does not
cane in a dramatic crisis, still it will come. Permanently
high price supports mean permanent high land values; and those
willl lead to permenently high tenancy.

To sum up: Iin the perspective of decades, the recent
decline of tenancy appears as the product of unusual and
trensitory clauses, On the other hand, the secular advance
of tehancy has followed fram the persistent rise of land
values, which will probably cbntinua as population and capital
and demand lncrease, the land supply remaining constant.
Therefore it seems likely that tenancy will still increase.

In venturing this prediction we are leaving cut of
account many factors that may belie 1t, most notably the impsact
of income taxatlion, and the wartime equelizing of income distri=-
bution. It is the writer's opinion, however, for reasons too
lengthy to detail here, that the factors discussed are the

more lmportant ones and their influence will prevail.

III. The cost of tenancy relstionships
A, The evidence
Thus far we have only measured land under lesse,
and not shown it to be underused. Many will need nc persua-
slon on that polnt, But others may take tenancy for granted
as sn integral and entirely healthy part of s free market sys-
tem; or at least doubt that leased‘land‘;s so badly kept as

to warrant calling it misused., And so we will now give the

reasons why we do so,
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The first reasson is neglect of conservation practices.
Tn the introduction we stated that soll depletion was to be
deducted from output in the year incurred, while the value of
positive conservation practices was to be added to output in
the year undertaken. Thus the failure to engage in both posi=-
tive and negative conservation practices 1itself means lower
output; while of course the results of these failures mean
lesser output of cash crops in the future. 8o eny class of
lands showing consistently worse conservation practices ace
deeply suspect of adding less to output than they would in
some other enterprise or tenure where they were better hua=
banded.

Many careful studies have established beyond much
question that, as the President’'s Committee on Farm Tenaney
wrote: "The correlation botweeﬁ soll erosion and tenant oc~-
cupancy 1is vary striking."52 ‘That is generally accepted,
enough so that Ely and Wehrwein's "Land Bconomlics™, the pioneer
text in the fileld, mentions it as én eateblished fsct, Some
basigsprbmary studiesbare those by J, A, Baker,s Hoyle South~
ern, Peter Nelson,5 and Rainer Schikele.s7

Schikele in 1935 studied the practices of many tenants
and owners in the corn belt and gave them erosivity ratings.
Of operators who had been in residence 1 to 2 years, 79 per
cent were tenants, and the groups' erosivity rating was L.3.
Of goerators in residence 11 t0‘2§ years only 2} per cent were

tenants. The group's erosivity rating was muchlower, 2.7.
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Tenants tended to favor corn and lgogs, while owner=operators

reised more soil-building cropss

J., A. Bakerts 1939 studies in the corn belt showed
", , ., the system of land use on tenant operated farms 1is
much more conducive to soll erosion than that observed on
owner operated farnna.“59 He continued:

iy Shek anion hey sre observad inatoacos

that the results of this sasnalysis are appllcable

to a much larger region than that actually covered

by the areas studied. 60

Peter Nelson summed up his observations this way:

", « o the tenants occupy the lessésloping land, but show an
equally higher degree of erosion.” !

Besides being worse conserved, tenant farms tend also
to be less improved. %2 According to a very famillar economic
reasoning, which is little more than common sense, an additlonal
acre joined to a farm with little spare labor and equipment to
complement it will increase ocutput less than if added to a
more intensive fam.63 The 1940 Census, last to give this
information, reported that on full owner farms, buildings made
up LO% of the cgmbined value of land and buildings, on tenant
farms only 27%, In the corn belt in 1940 owner ferms had 30
toSO per cenf more building; per acre than tenant farms, ac-
cording to Rainer Schikele. Again, Adon Poli found resident
held land in the Imperial Zglley to have many more improvements

per acre than tenant land, As to machines, the 1950 Census

67

states that tenant farms are much less mechanized than othersa.,
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Here sre the percentages of pure tenant farms and owner farms

having electriclty, tractors, and trucks:

TABLE 4
68
Certain Improvements on Tenent and Owner Farms

Per Cent of Owner-QOperator
Farmers Having: Tenents (Commercial)
Electricity 66 85
Tractor ko 57
Truck 25 Lo

Nor are tenant farms more labor~intensive. One study
in the corn belt showed about the same use of labor per acre
on tenant and owner farms. If the tenant farms were on
better land, as tenant farms in that area generally are, that
means the tenant farms used less labor per dollar of land
value. And if we compsre corn belt farms with owner farms in
marginal areas like the Appalachlans, we find the corn belt
farms fentastically underpopulated relative to, say, eastern
Kentucky., Carter Goodrich selected 20 counties of eastern
Kentucky (on the basis of their having few part time farms to
distort the averages) to compare with Iowa, and found that in
eastern Kentucky there were two znd onaéah"aif times as:. many
farm inhabitants per farm acre as in Iowa. And, if one excludes
the pasture, woodland andawaste; there were 7»9 times as many

farm inhabitants psr acre of e’i}ap land in eastern Kentucky.
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ople per
Measuring by value, there were 1.9 times as many pe }';O
dollar of farm real estate value in esstern Kentucky.
The 1950 Census (published in 1953) cites a 1952 joint

rant
survey by the Departments of Agriculture and the land g

colleges. It coencerned potential farm output. The Census sums

it up as follows:

With the use of 3 per cent more cropland (which
was 1dle in 1951) and 2 per cent more man-hours .
of labor, the total farm output in 1955 could be
21 per cent more than in 1950. . . « The larger
part of the increase in farm output, 28 shown by
the survey, would come from the regions with the
highest percentages of tenancy. 71

Because of studies like those sbove, we include tenanted

lands among underused lands, That does not mesan that every
tenant farm is abused, We will see more and more, as the
study unfolds, that land use 1s very much a matter of the
individual holder. But it does mean that most of the tenanted
lands are not contributing as much to human well being, nor to
the income of the holder, as they might if owner-operated.
Thus it casts a doubt on whether the present land market suc-
ceeds in allocating land to the holder in whose possession
it would add the most to output, inasmuch as these lands would
quickly become owner-operated if the market transferred title
from absentee landlords to operating tenants.
B« The landlord=tenant relationship

Now we will comsider the reasons why tenanted land

1s more eroded and less 1mpreved «~ gnd In the process we will

note some less visible losses due to tenancy.
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Some sttribute the conditlion of tenant farms to

tenants! being an oppressed class, who never had a c?gnce;

others to tenants! being "thriftless and shiftless.”

No doubt there is some truth in both observatlons, but nelther
carries very fer. For some tenants are relatives and even
heirs of their landlords; and many hold title to some acres

at the ssme time they lease others. And in 1937 the Presiw
dent's Committee on Farm Tenancy observed: "The average

annuel net income of tenants in the North and West apparently73
1s not strikingly different from that of owner farmers . . "
Those facts hardly admit of elither explanation.

It is more plamsible that the institution of tenancy
itself 1s at fault. In the following pages we wlll exsmine
its workings in some detail, and especially its effects on
incentives to produce, conserve, and invest. This 1s necess~
sary to determine whether we are Justified in referring to
tenanted lands as "misused®™, and interpreting the persistence
of tenancy as a st&;nding violation of the equimarginai prineciple.,
In general, the considerations of the following pages indicate
that the landlord~tenant relationship entails considerable
costs, materlal and psychic losses, 11;volv1ng both deatructive
acts and the frustration of econstructive ones, all of which
detract greatly from the net income that finallj accrues to
the landlord and may be called the imcome imputable to the
land; and therefore that tenanted lands tend to yield less
income to their helders, and to aeciety, than they would 1if

each tenant were his own landlord.,
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1. The basic conflict of interest

The extrs losses of tenancy spring basicsally

' . That
from one person's holding title to what another manages h

' ' and
intrudes into farm manasgement an extra human relationship

' om
conflict of interest that is costly, and thus detracte fr

the net produce of the land. Some economic analysis proceeds
But in

as though human relations were costless to arrange.

faet the highest priced administrators and lawyers deal with

1little else. It i1s not a cost that economic theory can ignore.
A simple exsmple is the cost of merely collecting rent,

Where owner and operator are one, this cost is zero, But col-

lecting from tenants costs money., Hurd once estimated that in

‘central cities, with high rents, collection costs were 2.5 - 3

per cent of rent; in smaller ones, with lower rents, 5 per cent,

and more for chesper places. = Probably on farms the percent-

age 1s higher. 1Indeed, the sharecrop system exists primarily

to facilitate rent collacti‘on, and 811 1ts wastes in s sense

are collection costs. From Persias we read that "watchmen are

stationed in the fields at night to guard the gréin against

theft", and the peasant cennot move his grein until the land-

lord hss claimed his sl:x&re.75 American lsndlords do not

usually go so far; but they or their agents must certsinly

kéep a sharp eye to see that the tenant does not conceal part

of the crop he is supposed te share., That costs something,

Too, the system weakens the temants'! incentive, as only some

fraction of his marginal efforts seerue to his benefit. ILike

a man sub ject to high morginal inecome taxes, he will work only
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to him
to the point where the marginal product that sccrues

es 50
equals his marginal cost in producing it, If he tekes 5

served long

uble

per cent of the crop, he will not, as Banks ob

ago, expend more than 50 cents ggrth of his time and tro

or
to edd $1.00 to the crop value. When we consilder that ov

70 per cent of the land tenants operate in the United States

18 under some kind of shsare arrangen%gnt, 1t 1s clear those
costs are samething to reckon with.

Moving and contracting costs also mount up. Most
American farm leases run onty for one year, and tenants shift
from farmm to farm quite often. In many areas, too, the bounda~
ries of scattered sbsentee holdings do not coincide with the
functional outlines of optimal operating units. In scme areas,

like Imperial Valley, a tenant must often dlcker with many

sbsentee title-holders, or their agents, to assemble an operating

unit, and perhaps repeat the process every yoear oOr 80

These are simple examples of excess costs 1ln the tenancy
relationship, "excess" meaning costs that do not arlise where
owner and operétor are one., But they are the least important
ones. The grestest wastes result rather from this: the tenant
bas no interest in the future of the assets he mansages, He
has no personal motive to conserve and improve the land.
Understandsbly, his attitude is: "Let the farm do the work;
the only thing here of value to me is my time'". BSuch reasons
urge him to wring as much as he can of the ex’éréctable values
of s0il and improvements 1&5'@‘“ hls own pall; and to spend as

1ittle effart as he can putting anmythinmg back. An oft-told
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example is tenants' preference for psrticular kinds of
neeptilizer" that sct primarily as catalysts, making the soll
yield more of its fertility into the present crop at the ex-
pense of future crops. But & hundred 1ittle choices between
present amd future present themselves to the tenant every day.
In each, he tends to favor his lncome and his lelsure over
the land's condition -- to sacrifice any futlalge vel ue, however
great, for any present value, however small.

The title~holder, to be sure, values the land's future.
Why, then, does he not arrange to compensate tenants for im~
provements, and penalize them for wastes? He may try; but
such a emtract would cost dear to admini)ster. As we sald,
the temant chooses between present and future values many times
a day, to some extent in every move he makes. Maintenance
consists in an endless series of petty attentions. Little
sbout e farm or building l1s standardized. It takes time sand
hard work to survey the tenant's improvements, and assess the
regsults of his neglect. It takes a long walk and a good memory
to know that he stopped to straighten a post, tighten a fence,
check a gully, or touch up the barn door. The mere cost of
exsmining snd describing all this work may exceed the cost
of doing it. Indeed, unless tenant and landlord trust each
other uncommonly well, and have uncammonly accursate and con=
eurrent memories of how things were when the tenant arrived,
they will never agree on the dodé’riptién. And safter that
they must put a money value en it, The ‘helder may think the

tenant misdirected his efforts and refuse to buy; the tenant
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has no other market for capital he attaches to the holder's
land. As to penalties, few tenants would contract to let
another assess penaltles against them, and few holders would
hope to collect them.

One cannot, therefore, maeke a tenant give land an
owner's care by compensating and penalizing him. Humsan rela-
tions are expensive at best, and the tenant-lendlord relation
is far from the best., The cost of tenant-landlord relatlons
prohibits muech care that an owner would automatically give
in the course of his work; and even where compensation 1is
feasible, administrative costs eat up much of the benefit.

Good will is a lubricant that would considersably reduce
the friction of landlord and tenant. DBut good will is a hard
feeling to foster between those two, Few tenants love a
landlord., A good many hate them. Rightly or wrongly, the
tenant may consider the landlord as an exploiter more than a
co-equal partner and fellow citizen -- the long tradition of
landlords as aristocrats and tenants as unhappy subjects still
lives 1iIn some of the attitudes of both groups, whatgver one
may think about its relevaney to modern conditions. ' Or,
as the cyniec would have it, tenants may be vindicfively
Jealous of the landlord's affluence and power. Again, the
tenant may simply despise the lamndlord as'an-idlevr.ez The
landlord, in turn, mey despise the tenant because he does
have to work. Whatever the reasons, there seems to be extra-

ordinarily little love lost between temants and landlords.
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8
Social attitudes may degenerate until, as Buck wrote of tenant
and landlords in China, "it is quite universal for each party

to suspeect the other and (for them) to take advantage of each

. 83
other in any way possible," Or, as Clyde Mitchell wrote of

Korea: "Maximum exploitation of the land fegt‘ility was necesw
sarily the goal of nearly all farm tenants,” No doubt in
our own country there are many landlords and tenants who feel
a mutusl respect that eases the thousand petty problems of
meintenance that they share, end admits of some arrangement
for caupensating and penalizing. But as a general rule the
feelings between them asre such as to discourage it.

There ensues a battle of wits between title-holder and
tenant, maneuvering for their individuel gain. Each can ex~
propriate part of any caspital the other commits to the land:
the landlord by raising the rent; the tenant by depredstion
or neglect. Prudence restrains each from committing any capi~-
tal that would be a hostage vulnerable to the other, and thus
precludes to tenant or landlord investments as owner~operator
would never be without. And so msny opportunities to conserve,
maintain and improve tenafnteoperated land languish unheeded,
even while we deplore the general dearth of lnvestment outlets,.

2. The landlord!s defense

Firast we will consider how the landlord defends
himself from the tenant.

One way is to oversee and supervise the tenant closely.

But then the landlord is an owner-mansger, and the tenant a
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ather with the many holders

hired men. We are now concerned r
let

preoccupied with business or pleasure elsewhere,
In the e xtreme, such landlords know

who,

tenants mansge the land.
nothing of farm technique ~- and 1n 1946 sbout 25 per cent of
all United States fagz; 1and was held by those neithér farmers

nor retired farmers. Heiresses, insurance companies and

other absentees hold lands they sare in no poslition to supervise

at =2l1l, and may not see once &8 Ye8Trs If they cannot supervise,

neither can they check the tenant's behavior very closely to
know that he is guarding thelr interests. To be sure, those
landlords who live nesrby, and know farming, can keep a better
eye on the tenant. They can, 1f they will spend the time,
prescribe and enforce broad minimum standards. But further

than that they cannot go without losing the advantages of having
a tenant instead of a hired man, And so many landlords mus®
resort to other defenses.

The landlord may resign himself to the tenant's depreda~
tions, and charge high rent to compensate for them. This
probably explains in some part the oft~deplored cash~-crop blas
of tenancy. The landlord prefers cash that he can count in a
minute to conservation practices and improvements he must study
and haggle over for weeks. "The tenant may abuse the place
anyway'f, reasons the landlord. "It would not pay me to snoop
after him all year, Why not 1nclude probable damages in the
ren'g?" And so he does, thus forcing avénsgar'a'ful tenants to

abuse the land to make their temancy pay.
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The holder'!s seecond defense is to minimize improvements.
The older, plainer and shabbler they are, the less the tenant
can injure them., A few nails that would devaestate plaster willl
never show on rough boards, and a little more mud will only
make a dirty place dirtier, When the holder does improve he
modifies the work to meet abuse, He battens down the hatches,
as a sallor fof a storm. He omits the fragile, the expropri-
able, the unwashable, and consigns only hard, smocth or bat~
tered surfaces for the tensnt to mistreat. It coats something
thus to tie down capital. It costs more, in benefits lost,
to forego all those vulnerable features, for they are half the
good and useful things of life. So in defending himself the
landlord tends to keep the land underimproved.

A third defense is to rent only the least destructéble
land., This is doubtless one reason why tensncy claims the
flattest and most valuable land. A rainy hillside, whose un~
guarded soll could wash away in a few seasons, is no land to
trust to a tenant., Those who are buying land 'for income’
avold hilly country, and buy bottom and flatlaﬁda-87

The holderfs fourth defense is his power to eviet. The
holder preserves fhis power by giving only short-term ieases.
Most American farm tenants are legally vulnerable to eviction
ence each year. With thls threat, rather than more positive
incentives, landhelders hope té deter temants from the most
destructive practices,

3. The temant's reasction
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And how does the tenant react to all that? For one,
a shabby place will not inspire him to keep 1t sc‘rupulously.
Too, if his rent is premised on some destruction, he will
doubtless be somewhat destructive. He may be sanyway.

On the other hand, the threat of eviction inhibits
his destructiveness, If his rent is low enough so he wants
to remain, he will probably try to impress the landlord
favorably by keeping the place up, or at least appearing to.
He may even hit it off very well with his landlord and enter
into Jjoint projects. But the threat of eviction is a twow
edged sword. Perhaps it restrains the tenant from destroying;
but i1t certainly restrains him from creating. It confines
his plans to a narrow time-span within which it would not pay
to conserve or improve on his own account. It confines his
long term enterprise to projects his landlord approves and
will pay for., Although a small operator, enjoying no benefits
of large-scale organlzation, the tenant is lnhibited mueh
like 2 minor bureaucrat. |

Many students of the subject recognize that the results
fall short of anything that might be called "full use". Here

are some of their comments.

Leon Truesdell:

The tenant must always work without the stimulus
of land~ownership, and the tenant farm usually
surfers to some extent frem the lack of an owner's
care, Every tenant farmer ls likely to feel that
he is subject in smme measure to the will of the
landlord end that the p'r@duets of his own enter-
prise acerue in part $o the beneflt of the land-
lord. 89 .
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Rainer Schikele:
The tenant's initlative for providing needed
facilities is hampered by his insecurity to stay
and the fact that he cannot put amy Improvements
on the farm without losing all of theilr unex-
hausted value the moment his leasse expires. GO

Te We Schultszs:

We have not as yet learned how to harmonize a
one~year lease with a five~year investment. 91

R. T. Ely and G. S. Wehrwein:
If the American farm owner's 'conservation rela-
tionship' to his farm is weak, it is practically
non~existent in the case of the tenants. 92

J. Ackerman and M, Harris:

Under tenancy the operator's opportunities for

investment in the farm enterprise tend to be rather

reatricted. + . « The result of this dualism of
control over capital aepplication is that the majore
ity of tenant farms are underimproved and operated

at less than optimum intensity and efficiency. 93
They also mention ¥. . , the tenant's fear of losing the farm
if he improves it énd mekes it attractive, He also fears that
any improvement might make it neceséary for him to pay a
higher annual rental,"

Why. in the wo.t;ld, many have asked, do not landlords
grant long term leases? That would free thelr tenants from
the lnsecurity that inhibits their enterprise. A prime reason,
which we have already mentioned, 1s quite simple'and gquite
conclusive, The landlord would thus relinquish his power to
eviet, and leave himself at the tenant's mercy., Toward the

lease end the tenant could minme the soil and abusé the im-

provements without any restraint. Even in éitibs, where there
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n
is no soil to erode, long leases are not very popular. Due

to the fact that bulldings on leaseholds revert to the land-~
lord, tenants often refuse to make improvements toward the
As a conseguence, bulldings and neighborhoods

end of a2 term.

9
are neglected and became dilapldated. . N Buildings, too,

may "erode” away.
" Another drawback is that the originsel lease contract

must stipulate the cash rent far into the future, when no man

can predict what the economic rent of the land will be. If

the economic rent rises above the contract rent, the landlord
. gets no part of the excess, If 1t falls below, the tenant
may very likely fall to pay.

Long leases are risky for the tenant, too. He risks
losing his improvements in any bad year when he camnot meet
the contract rent. In bad times, many bulildings revert to
landholders that way. Of course that deters conservative
financial institutions from lending to tenants on the security
of thelr improvements, and deters the tenant from improving
as fully as 1f he held title.

And so the long lease is rare, the short lease nigh

universal. As Baker says, "The majority of corn belt tenants
do not know from one year to the next whether they can remain
‘on the .garm they occupy for a longer period than the inmmediate
year," Nel ther, one should add, do most farm tenants in
the Uﬁited States, or for theat "ﬁat‘ter the world.

Now let us further consider how tenants react to

short lqases. As the tanant"c&nnbt invest for the future,
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neither can he plan for the future. Yet:
It 1s well established that the most desirable
'systems of farming reguire that farming opera-
tions are planned several years in advance. 97

Good irrigated land is built up; it is not
produced in one season. 98

Livestock production and proper crop rotations

require long term plamning end a long-time out-

look which cannot exist under the probablility of

moving is as great as under present leasing

methods. The length of time a farmer expects

to stay on the same farm influences every deci-

sion he makes as to land use . . " 99
Economlies in land use extend over scores of years, but tenants
rlan only from legse te l_ease. 7 v

A title-holder, though seemingly inert, may come to life
and exercise his prerogatives at esny lease-end. Indeed, he will
often not forewarn a tenant to be evicted, as then the tenant
could ravish the land unrestrained until hils lezse expires.
Hence the tenant must anticipate eviction each year, and will

100
rarely look much farther ashead than that.

The loss from this is not just the tenant's not planning
for the future according to principles tried and~true. Another
problem 1s that tenants lack much incentive to explore new possi-~
tilitles to use the land more effectively when, in result, their
rent will rise. As Clyde Mitchell observed in Korea snd Ireland

"e <« « tenants . , . endeavored to keep production down to an

101
average flgure lest the landlords increase the rent. Again,
H, Rider Haggard observed in England that "tenent farmers will
not co-operate because, coope‘ra_tiva ,ac’counés belng open to

inaspection, they fear their lamdlords might raise the rents if




159

102
it were found that they were prospering.” William O.

Jones has given us an intimate study of how thé Spreckels Sugar
Company, as tenant, for years kept in sugar the rich lands of
the Moro Cojo ranch, although artichokes would have ylelded a
much greater net income per asere. Not until a new landlord
took an active interest in managing the lends for greater in-
come was the change-over effected. The tenant, well content
with his lease, had no wish to rock the boat, and stir the
landlord into re~sppreising the situation.loB_ ‘The operator

is generally in closer contact with actual techniecal and
marketing conditions, more aware of and better gble to appralise
new possibllities than an asbsentee landlord; but he mey not do
anything sbout it.

Those, then are some of the reasons why the tensncy re-
lationship, as 1t exists today, involves considersble material
losses, losses which one can see, and roughly count and evaluste.
But those material losses are only part of the losses -~ to
somé minde the smaller part. Along with them go Important
psychic ones.

As the exchange value of even material things springs
only from judgments of the human mind, conditions that produce
pleasure in the human mind éirectly create values as genuinely
"economic” as those stored up im metter, And the conditions
of tenancy themselves produce paln im the minds of tenmts,
while the conditions of ownership produce plessure, Ilo deal

with his surroundings as he plesses, in his own wisdom, time,
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and faney, 1s many a man's deep yearning; to submit to another's
whim, an ordeal. Again, to deal openly and unafraid, to dis-
play the fruits of his lebor proudly rather than dilssemble them
and feign poverty, to earn the respect of his associates: those
are importent values to the social humsan =nimal. It 1s hardly
plausible that most tenants enjoy being insecure, evasive,
socially inferior, and wlthout creative outlets on the land,
nor yet that most landlords enjoy being petty, officious and
importunate, where recalcitrant tenants require it.

Accordingly, each year, thoustnd.s of intrepld adventurers
brave bankruptey for the sheer pleasure of captel ning their own
enterprises, or possessing their own homes., Others avold tenancy
for its low socisl status, and would own and control for prestige,
power or security. Whatever the reasons, it is safe to say that
the unpleasantness of landlord«tenant relations creates con-

s 1derable unhappiness, which is a very real cost to those who
experience it, and which to avoid they will undertake conslderable
ma terial burdens.

To sum up, then, 1t is not by chance that tensnt farms
are generally worse tended than owner 'fams’ The tenancy rela-
tionship itself definitely discourages the best farming. Were
each tenant his own landlord, he would almost certalnly use to
much better effect the ssme lands he now sbuses and neglects.
The same man, on the same lad, can preduce much more under
better tenmure conditions.

And yet not each tenant has become his own landlord,



161

and tensency is still with us after millenia of human experlence.
Indeed, if the unamended land merket had its way, we would have
much more tenancy than we do. For soclety subsidizes the
resident-owner with occasional debt moratoria, homestead tax
exemptions, residence requirements, acreage limitatlons, subsi-~
dized loans, and the like, and socially-minded individuals often
help young entrepreneurs ge\t started "on their own'". Yet with
same inexorable force tenancy wells up in the land desplte all
the socilal pressure on it. As tenancy persists, despite all
its wastes, 1t 1s clear that the land market, at least as
presently constituted, does not always tend to allocate land

to its most productive use -~ the "use" being inseparable from
the user and the conditions of his temurse. The highest bidder
is not necessarily the one in whose ownership the land will

add most to output. If he were, most tenants would long ago
have bought out their landlords and freed their hends to in~
crease output.

Some Americans hope and expect we may one dey legislate
better landlord-tenant relastions -~ perhaps on the English
model -- and thus allevliate the worst abuses of tenancy. Now
that may or may not be possible ~«~ for the present study it
maetters little. The fact is we have not done sc. IThe tenancy
whiech the land market establishes 1m preference to owner=-
oparat.ion is as it is, with all its faults‘f, and not as we may

hope 1t might be. So the present point remsins: the highest

bidder for land is not necesssrily the best user.
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IV. The function of tenancy

Qur purpose, in the foregoing analysis, has not been
to pass final judgment against the desirabllity of tensancy in
the present land market. Far from it -- we readily agree with
H., C. Taylor that "a flourishing tenantry, under a liberal end
wealthj owner, are‘far more productive than owners whose means
ere too straightened to allow of the proper application of
c8-I>it:a1."lol-‘. Rather, our purpose has been to establish beyond
& reasonable doubt that tenasncy, whatever its compensating
virtues, does definitely entall losses and wastes, and that
these are substantial and never to be lightly overlooked.

But now, what of the other side? The question arises,
1f tenancy irmvolves such wastes, why ddes it persist in en
economy where men sre free to pursue thelr own best interests,
and competition weeds out the inefficlent? What are the bene-
fite of tenancy?

Various e.conanists have sxplained the need for tenancy
in these terms. Tensncy 1s a cooperative effort, a division
of' function. The landlord relieves the operator of the risk
a_nd interest burden of holding title, which the opersator is
111 sulted to bear. The operator can then invest his limited
funds in equipment, rather than sink them in a land title.

If he tries to borrow to buy, he will be limited by credit
rationing and high interest rates, aand will secure a unit too
small or too poor for most efficient operation. A young

farmer without mesns can rent more assets than he can borrow,
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and so he is often better off to rent. Thus, as Schultz puts
it: "farm tenancy may be . . . a device through which a highly

competent farmer with limited capital is enabled igsput intc

operation the most efficient methods of farming.®

There is no doubt but what that 1s an accurate descrip~
[mar tion of the choice facing the young entrepreneur without means.

4 From his viewpoint, those are persuasive reassons for renting.

The landlord serves the tenant a useful turn by relievirg him

of the risk and interest burden of holding title. That, probsably

more than any other reason, is why tenancy, with all its wastes,

persists and grows,
But does that contradict the idea that tenanted lands
: are not in their most productive use? On the contrary, it sup-
; ports it. It is simply another way of observing that landlord
J investors can outbid their tenants for land titles even when

the land then yields the landlord less net income than it would

have yielded the tenant as an owner-~operator. For if a landlord
can finance land more easlly than can an operator, that means
he could pay a higher price for land Yielding a given income,
and therefore pay a slightly higher price even for land yYielding
him considerably less incom than it would yleld the operator
as an owner.,

Of course in the market as it is, the ability to finance
land titles is an important eonslideration to the individual.
Were the question under stady "Is temancy advantageous to

individuals under present land F.Pelicie‘s?"‘ the answer would
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often be "yes", since the cost of transferring funds from

borrower to 1énder, expressed in interest differentials, is

e NE often greater than the cost of the landlord~tenant relation-~
ship. But the present study asks, rather, "Is a land market

that leads men lnto tenancy thereby allocating land to the

st holder in whose possession 1t will add the most to net out-
§omice put?" To that question the answer is more often "no".

: These few words do not exhaust the 1ssue, z'aor'are they
meant to. They serve only to acknowledge the popular Schultz-

Taylor rationale for tenancy and plsce it in perspective with

B the rest of this study., Grant its assumption that high land

pPrices and other features of present land policy are part of

RO the fixed order of things, and it competently demonstrates

ENgi the advantages of tenancy. But question the assumption and

o the argument does not demonstrate that tenaney is economicdl ;

T e 1t merely demonstrates that present land policies produce tenancy.

And as present land policies are the very thing under scrutiny

here, that is more a mark against them than it is one for tenaney.
It would be premature, at this polnt in the study, fully
to explore the implications of those remsarks. Chapters IV-VI
explore them at length. But, to place tenancy more defihitely
in perspective from the viewpoint of this inquiry, as well as
to assure the reader that that viewpoint is not futile, let
us anticlpate the analysis of these later chapters with a
simple, and admittedly imperfect analogy.
The market for land titles is something like a "tie-in
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. "o on
sale", a sale at which, to buy "aA" . one must take "B" along

with it, and vice versa. In the 1snd market, “A" 1s the
present use of the land, and 1" 45 a claim to future incowmes
extending into perpetultye. Whiie one can buy & very smsall

slice of land measured spatially, one cannot buy a small smount

ton

measured temporally. In that legal {nstrument known as a land

i
{l
K]

-

vion IE title, present and future are bonded together, making land

indivisible in time.

Tires It is a commonplace of eeconomic theory that markets can
LR achieve ideal asllocation of resources only if the unita are
B8 T perfectly divisible. If "A" 1s indivisible from "B", then those

zarin wanting "A" and not “B" will buy less of "A", and more of np¥,
than they would have were they divisible; and vice verssa, In
TR the land market there are sbsentee investors who particularly
ST value the future income from land; and there sre dirt farmers

san and active managers who particularly want the present use of it.

The market for land titles leaves both groups far from satisfied.
L Many Iinvestors saccumulate more land than they can manage very

effectively, an embsrrassment of riches; many active managers

are starved for land, cramped in a spasce too small to comple~-

ci-- ff  ment their menagerial capacity.

Tenancy is a means, a very imperfect means, by which
the two groups mutually solve their problems. The more em-—
barrassed inveastors lease their surplus holdings to the more
plnched managers. If the tenant~landlord relationship were

costless and frictionless, 1t would in fact solve the problem
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completely, making land perfectly divisible in time, The
tenant receives a year's access to land without having to buy
the claim to infinlte future values, the title. But being
what 1t is, tenancy falls far short of solving the problem,
leaving a wide gap between the ﬁarginal products of land on
the farms of embarrassed investors and pinched owner-operators
-=- a matter discussed in the next chapter. And besides that,
of course, it constitutes a problem in itself,

Within the framework of present land policy, a poliey
that makes land indivisible in time, tenancy doubtleass 18 often
the lesser of two evils. But the faet that this lesser evil
1s still so evil leads one to wonder if it might not be possible
somehow to modify land policy, to make land more divisible in
time by some means other than tenancy, and spare tenants and
landlords from such a hard choice. There sre, after all, many
alternative land policies from which to choose, and many
feasible modifications which might ease the problem. The pur=
rose of the present study is not to evaluate these alternatives
--that we leave to a sequsel. The purpose of the present study
1s to consider whether 1t might be desirable to entertain same
of those possibllities. The evidence of this chapter indicates
that 1t would be.

V. Summary
In suwmmary, the evidence of this chapter indicates that
tenancybis a widespread form of land temure which shows little

genuine signs of abating. It also indiecates that a shift of
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land titles from sbsentee landlords to owner-operators would
tend to increase the net output of the lands shifted -- that
is, that their marginal productivities would be higher under
owner-operation. This seems to reveal that the present alloca-
tion violates the equimarginal ideal, which regquires that it
be 1mpossible further to increase met output by reallocating
land, Tenancy is shown to serve a useful function to indivi-
duals within the framework of present land prices, the function
of making land divisible in time. But this by no means rules
cut the possibillity that the function might be better served

by some other land policy.
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APPENDIX:1 TC CHAPTER IT
~ TABLE 5
VALUES OF LAND PLUS BUILDINGS IN THE

WEST NORTH CENTRAL REGION, BY SUBREGIONS
WITH HIGH AND LOW TENANCY (see pp. 130-31)

Over L0 Per Cent 4O Per Cent or
Leased Land Leas Leased Land
Value ' Value
Subregion Per Acre Subregion Per Acre
69 $132 66 $ Ly
70 176 68 87
83 5h 71 86
85 140 ' 72 _ 81
86 182 73 3
87 78 82 58
91 31 8 5h
92 55 88 51
93 67 89 - 52
9l 9l 90 26
103 50
104 13
Simple Average $101 Siwple Average $53
Subregion 86, (Northwest Iowa) with the highest value per acre,

also appears from the map to have the highest per cent of leased

land.
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Appendix #2 to Chapter II, (See p. 137)

If we were to assume that Census figures on land and

building values are & good index to represent land values alone;
and the filgures on land operated by pure 'tenants and pure owner- !
operators are a good index to represent all leased land and all
owner~operated lend; then it would follow that the per cent of
land value under lease 1s still ebout the same as in 1935, For
1ease’d_ lands would have about made up in value per acre what
they lost in area., As a matter of fact, however, those assump-
tions are dubious.
First, it is not sure that the leased and owned lands
of part-owners have the same relative values as the leased lands
of pure tenants and the owned lands of full owners.
Second, changes in the value of “lanﬁ plus buildings"
are no index to changes in the value of“land alone, especiaily
when one is comparing leased land to owner-operated land. For
land value comprises a higher per cent of the total value of
leased farms than owner-operated farms; and the patio of land |
values to bullding values changes markedly from phase to phase

of the land vealue cysle. An example will show the influence of
that.

(Refer to Table 1, p. 12&) In 1920, at the height of the
farm land boom, land value compzils?ed 83 per cent of the total
value of land plus buildings%(}éBy 1925, land prices had failen,
while the values of farm buildings ‘held constant, Land value

was then only 76 per ceant of the total. Accordingly, the average

4l
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value per acre of land plus buildings on tenant farms fell
from $90 to $6L|., owner-operated farm values fell only from
$67 to $58 Po repeat, that was because owner-operated
farm values consisted more largely of bullding values than did
tenant farm values.

In g1l probability, the recent recovery of tenant farm
values relative to owner-operated farm values springs 1in some
large part from a general rise of land values relative to
building values. Hence we cannot atiribute the recovery en-
tirely to a rise of tenant land values relative to owner-
operated land values. It is partly a higher ratio of land
values to bullding values that now makes tenant farms more
valuable relative to owner-operated farms than they were in
1935.

The weight of evidence, then is that ths per cent of
land value under lease has alsc declined since 1935, although
probably not so much as the per cent of land area under lease.
And so; although the more significant measures of tenancy have
fallen much less than the best publicized one, still there 1s
no denying that farm tenancy, however we measure it, has indeed

receded from lts depression high.
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