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Abstract

This paper develops a theoretica and conceptua framework to guide the empiricd andysis of the
effects of land regigration on financia development and economic growth. Such aframework is
necessary to improve upon aurrent and past investigation gpproaches which have focused on one
sector, contrary to common observations to the effect that land registration affects not just one sector
but many sectors and the economy as awhole. It builds upon the well-tested conceptud framework
that links landownership security to farm productivity, and is underpinned by the theory of pogdtive
information and transaction costs. It is congtructed with five linkages, to map the rationship between
land regidration and financid development and economic growth, namely: (i) the land tenure security
and investment incentives linkage; (i) the land title, collaterd and credit linkage; (iii) the land markets,
transactions and efficiency linkage; (iv) the labor mohbility and efficiency linkage; and (v) the land
liquidity, deposit mobilization and investment linkage. Empirica results from the gpplication of the
framework to a single country case study indicate that our framework is sound.
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|. Introductiont

The role played by private property rightsin the economic development of the Western world has
been powerfully documented by economic historians such as North and Thomas (1973) and Rosenberg
and Birdzdl| (1986), emphassng particularly the ability of individuas and organizations to make
enforceable clams to property and make contracts stick. Furthermore, empirica studies have estimated
the relationship between private property rights and economic growth, notably the studies by Torstensson
(1994) and Goldsmith (1995) which found a significantly positive association between secure property
rights and economic growth. These two studies, which are the most empiricaly rigorous of them dl, were
based on cross- country, cross-sectiona regresson andysis. Property rights were measured through
proxies. Torstensson’s study used, asindicators of property rights, the degree to which property is Sate-
owned, and whether countries undertake seizure of private property while Goldsmith’s study used the latter
indicator plus the degree to which each nationd government protects private property. While these studies
have made a very useful contribution to the empirica andysis of the economic effects of property rights,
their inability to use direct measures of property rights has stood out as a considerable weakness.

An areain which direct measures of property rights have been used is the study of the economic
effects of property rightsin land in which the formdization of ownership of land rights, through land titling
and regigtration, has been related to improved access to indtitutiona credit, higher investmentsin land,
higher land productivity, higher land vaues and higher output and incomes. The most empiricaly rigorous
and influentia of these studiesis by Feder et d. (1988) which established a positive link between land
registration and improved accessto credit in rura Thailand. With improved access to credit, Tha farmers
with titled land were found to invest more in land and to generate higher output than the farmerswith
untitled land. Some related empirica studies reviewed by Feder and Nishio (1998) found that land
regigration led to: higher land valuesin Thailand, Philippines, Indonesia, Honduras, Brazil and Peru; higher
investmentsin land in Costa Rica, Brazil, Honduras, Jamaica and Ghana; and higher output and incomein
Costa Rica, Brazil, Ecuador and Paraguay. However, empirica studies done in some rurd aress of
Kenya, Ghana, Rwanda and Somalia on the economic effects of land registration have found no datidticaly
sgnificant links between land regigtration on the one hand and investment and land productivity on the other
(Mighot-Adhollaet a., 1991; Carter et d., 1991; Roth et d., 1994; and Place and Mighot-Adhalla,
1998).

What is notable about these land registration studies is that they have been focused on one sector,
either rurd (agricultural) or urban. Land registration impacts that accrue across sectors and those that
affect the economy as awhole have been unaccounted for. This paper attempts to address this weakness
by developing atheoretica and conceptud framework to guide the empirica analyss of the effects of land
registration on the economy asawhole. Furthermore, by using adirect measure of private property rights
(land reg gtration), our study aims to overcome the weakness of the earlier property rights studies which
used proxies to measure private property rights. Empirica results from gpplication of our economy-wide
land regigration framework indicate that it is sound (Byamugisha, 1999).

1 This paper has been written based on a dissertation by the author submitted as a partia requirement for a
Masters Degree in Surveying at the School of Surveying of the University of East London, UK
(Byamugisha, 1999).



The rest of the paper is Structured as follows. Section 1 reviews the theory behind information and
transaction costs which is central to understanding the linkages between land registration on one hand and
financid development and economic growth on the other. Thistheory isthen used to articulate a
conceptud framework of the relationship between landownership security and farm productivity in Section
[11, and to develop in Section IV an economy-wide conceptua framework to underpin the andyss of the
effects of land regigtration on financid development and economic growth. Section V reports the empirical
results of the first gpplication of this economy-wide conceptua framework and Section VI wraps up the
paper with conclusons.

[1. Imperfect Information and Transaction Costs as Theor etical Under pinningsfor Land
Registration, Financial Development and Economic Growth

Neo-classca economic theory, the mainstream of economics, assumes perfect and costless
information and zero transaction codts as the main underpinnings for the complete and perfect markets
found in the generd equilibrium modd -- the so-caled Warasan modd. Inthismodd, prices are sufficient
to address dl the dlocation problems by costlesdy and quickly adjusting to changes in supply and demand
to achieve equilibrium. Consequently, nontprice alocation methods and the corresponding organizations
and indtitutions (including property rights) have no roleto play. In this generd equilibrium mode (of
demand and supply), indtitutions as well as preferences, endowments and technol ogies are assumed to be
€xX0genous.

A new school of economics, the so-caled new inditutional economics, atempts to make
indtitutions endogenous, and postulates that information and transaction cogts (including the cogts of risk
bearing) are positive’. For example, North and Thomas (1973) use the general equilibrium moddl, but with
endogenous ingtitutions, to explain the economic growth of Western Europe between the tenth (10") and
eighteenth (18™) centuries; they explain the development of ingtitutions in terms of changesin technology,
preferences and endowments.

The new indtitutional economics “is based on the central idea that the existence and transformation
of many inditutions of the real world can be explained provided that positive transactions and information
costs are posited and risk bearing is treated as an input that must also be transacted for. Economic agents,
it is assumed, endeavor to minimize the sum of transaction costs and production costs by choosing the
appropriate contract, rules or system of property rights. In so far as transaction costs are sgnificant, they
are lidble to influence the indtitutiona set-up within which economic agents operate’ (Platteau, 1992, p.24).

Thereisan array of modds or gpproaches that have evolved, dl built on the basic tenet that
information and transaction costs matter. These models or gpproaches include: property rights modd;
asymmetric information or information theory; transaction costs, agency theory; principal-agent modd;

2 New indiitutional economics differs from old institutional economicsin thet the former is based on the
belief that indtitutions are susceptible to andyss (Williamson, 1998) while the latter was pursued by
proponents of ingditutional economics who were “anti-theoretical, and without a theory to bind together

their collection of facts” (Coase, 1998, p. 72).
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market Sgnding; game theory; rent seeking; and bounded rationdity (Barzel, 1989; and Bdll et d., 1998).
This study will not attempt to describe these models or explain the differences between them. Rather, it will
focus on understanding the operationd aspects of the positive information and transaction costs gpproach
and how these can be applied to explaining the rel ationships between land registration on one hand and
financid development and economic growth on the other.

What are information and transaction costs? Information costs are the costs of acquiring
information, and they arise from the fact that information is incomplete, asymmetricaly distributed and
codtly to acquire. The incompleteness of information arises from the characterigtics of physica goods and
sarvices which are typicaly heterogeneous, with numerous atributes that make it difficult and costly to
ddineate and measure (Barzel, 1989). Information asymmetries on the other hand arise from the fact that
information is distributed in such away that the information available to one party of a contract is not the
same asthat available to the other contracting party. For example, when an ingtitutiond lender (such asa
bank) is lending money in support of a project, the lender typicaly has lessinformation (compared to the
borrower) about the project and about the capacity and willingness of the borrower to repay the loan.
Smilarly, when an insurance company is consdering providing an insurance policy to cover farm animals,
the insurance company (the principal) hasless information than the farmer (the agent) about the farm
animas. Consequently, the lender and the insurance company (principal) have to spend resources and
effort in reducing thisinformation gap. Aswe will see later, asymmetries in information give rise to incentive
problems (mora hazard and adverse sdlection) and increased transaction costs related to opportunistic
behavior of individudsin society.

Transaction costs are the costs associated with the processes of exchange. They areincurred in
identifying potentid partners, arranging a contract and, once executed, monitoring and enforcing it; they are
different from production costs which are the costs of executing the contract. The costs of arranging a
contract include: the direct costs of generating relevant information and of drafting, negotiating and
safeguarding the agreement; and any indirect cogts that arise from ‘adverse effects . Once the contract is
executed, the monitoring and enforcement costs include: direct costs such as the costs of forma legd action
when disputes arise, and the costs of dedling with the adverse manipulation of contract provisons, and any
indirect costs such as those resulting from the problems of ‘mora hazard’ and *adverse selection’. In other
words, the indirect costs of dealing with moral hazard and adverse selection are part of transaction costs
and generdly lead to quantity rationing (Stiglitz and Weiss, 1981) and use of collaterd (Benjamin, 1978) in
credit markets.

What isthe origin of opportunistic behavior and how doesiit cause problems of adverse selection
and mord hazard? New inditutional economics, like neo-classica economic theory, emphasizes the role of
individua decison making in the change of indtitutions and economic systems it is assumed that economic
agents attempt to maximize short term individud interestsin response to changes in the underlying
parameters of the economic system (Field, 1981); they are assumed to act rationally in order to achieve
sfishams. The extent to which they are assumed to behave sdifishly under the new indtitutiona
economics is even greater than is assumed in the neo-classical economic modd. 1n the former, they do not
behave neutrally to each other; they are assumed to go to the extent of giving distorted or incomplete



information and of cheating in order to gain greater benefits from the contract than the other contracting
parties (Williamson, 1985).

The opportunistic behavior of economic agents combined with asymmetries in information incresse
transaction costs in such industries as banking and insurance as the lenders/insurers spend more resources
in their attempt to control the opportunistic behaviors (incentive problems) of borrowers and agents through
such measures as screening, rationing, monitoring and enforcement procedures. The opportunistic behavior
may be expressed in the form of ‘mora hazard’ or ‘ adverse sdlection’. In the insurance industry, mora
hazard arises when an agent who takes up an insurance policy has an incentive to take less care to avoid
losses which give rise to clams, as he would, in any case, be assured of compensation in the event of losses
taking place. On the other hand, adverse sdection occurs when the insurance company cannot differentiate
between low risk and high risk agents (agents who have differing probabilities of clams), and hence must
offer dl of them the same insurance contract, with the result that the insurance contract only appedsto
(adversdly sdlects) high risk agents (Rothschild and Stiglitz, 1976).

In banking, moral hazard arises when a borrower sets out to obtain aloan but with no intention to
repay it back even when he has got the resources to do so. On the other hand, adverse selection occurs
when the lender cannot distinguish good credit risk from high risk (less credit worthy) borrowers, and
hence mugt offer them sSmilar interest rate and other loan terms, with the result that the loan contract only
appedalsto (and adversely selects) the high risk borrowers (Jaffee and Russell, 1976).

Asinformation asymmetries, mora hazard and adverse selection have given rise to, anong other
things, the banking practice of collatera requirements, land registration has had to play an important role in
facilitating credit markets as it enables land to become a highly desirable collateral asset. The score card
on thisindicates a benefit for the landowners as well asfor the financid sector: the landowners gain access
to chegper and more medium and long term credit while the financia sector gains an expanded market of
potentid borrowers. Smilarly, land registration plays amore generic role of reducing informeation
asymmetries asit enables both parties to aland transaction to gain access to the same information, in fact
often with the buyer receiving Sate guarantees about the authenticity of the registered information on land.
Not only does this reduce land transaction costs but it a so speeds up the process of land acquisition for
Investors and removes landownership uncertainty thereby providing a consderable investment incentive.
The speedy and smooth land transactions help aso to increase the transferability of land from less efficient
to more efficient users, thereby enhancing the overal dlocation of land resources.

Therole of land regigration in reducing information and transaction cods is a cornerstone of the
conceptua frameworks linking land regigtration to farm productivity, financid development and economic
growth, the subject of Sections|il and IV.

[11. A Conceptual Framework of Land Ownership Security and Farm Productivity

The landownership security and farm productivity conceptud framework, developed by Feder et
al. (1988), isbuilt around two key linkages that connect land titles to economic performance: the postive
effects of land titles on land tenure security and investiment incentives; and the role of land titlesin collaterd

4



arangements for inditutiond credit (Figure 1). Land tenure security, that accrues from land regigtration,
removes uncertainty on whether or not landowners can regp the benefits from any long term investments
they make such as on-farm tertiary irrigation systems, drainage, soil and water conservation, and
congtruction of arenta house. With positive expectations about exclusive enjoyment of any returns earned
from investment, landowners develop interest in investing in land improvements as well as making land-
based investments in agriculture and non-agricultura activities. This boosts demand for investment which in
turn increases demand for complementary inputs including labor and agricultura inputs (including credit).
Empirica evidence in support of the positive impact of land registration on investment is available from
studies conducted in Thailand, Costa Rica, Honduras, Jamaica and Ghana (Section I).

Figure 1. Security of Landowner ship and Farm Productivity: A conceptual Framework (Feder et
al., 1988).
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Land titles are associated with collaterd arrangementsin the following way. When borrowers
aoply for loans, land titles are often pledged as collateral. The pledging of land titles, accompanied by
registration of mortgage transactions, helps to overcome the problems of asymmetrica information and the
related incentive problems of mord hazard and adverse selection. These collaterd arrangements are
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crucid to lending inditutions and the credit markets because they partly or fully shift therisk of loan loss
from the lenders to the borrowers since a default on the loan would trigger the loss of collaterd to the
borrower. The prospect of losing property rightsto the collateral works as an incentive for the borrower
to repay the loan; at least, it works as an incentive for borrowersto avoid intentiona default (mora
hazard). In addition, collateral mitigates the problem of adverse selection as it enables the lender to screen
out borrowers mogt likely to defaullt.

In the event of default, property rights to collateral are transferred to the lender, if there are
adequate lega and regulatory arrangements for foreclosure. The lender can then sdll the collaterd (land) to
recover the loan if thereis an active land market, free of sde redtrictions. Land is regarded as a highly
suitable collateral asset, with desirable characteristics particularly the fact that it isimmovable, difficult to be
permanently damaged and has low maintenance requirements (Binswanger and Rosenzweig, 1986).

For agiven interest rate, the amount of credit is expected to increase as the value of the collatera
increases, up to a point when credit rationing is triggered (Stiglitz and Weiss, 1981, op. cit.). In addition,
for agiven amount of credit, the interest rate will be subgtantialy lower when collaterd is used.
Consequently, farmers with titled and transferable land can obtain credit a alower cost and higher amount
(than farmers without titles) as has been verified by empirica studies done in Thailand and Honduras
(Section I).

A combination of an increase in investment demand and credit supply associated with land
regigtration leads to more investment, greater use of variable inputs, higher output per unit of land, greater
income and higher land values. This contention is supported by empirica evidence from Thailand,
Honduras, Philippines, Brazil, Indonesiaand Zimbabowe which isreported in Section | above. But thisis
not to argue that the positive impact of land regidration is universd. We have dready found that the
expected benefits of land regigtration did not materidize in the studies of Kenya, Ghana, Rwanda and
Somdia (Section 1). “The above modd only provides a generd framework, and the extent to which it
gppliesto agiven country depends largely on the policies, traditions, culture and other specific factors’
(Feder and Nishio, 1998, op. cit., p.28).

V. A Conceptual Framework of Land Registration, Financial Development and Economic
Growth

While the conceptud framework linking landownership security to farm productivity has two key
linkages, the economic conceptua framework linking land regigration to financid development and
economic growth has five, namdy: (i) the land tenure security and investment incentives linkage; (ii) the land
title, collaterd and credit linkage; (iii) the land liquidity, depost mobilization and investment linkage (iv) the
land markets, transactions and efficiency linkage; and (v) the labor mobility and efficiency linkage (Figure
2).



Figure2: A Conceptual Framework Linking Land Registration to Financial Development and
Economic Growth
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(1) Land Tenure Security and Investment I ncentives Linkage

The land tenure security and investment incentives linkege is a fundamental one which underlies
private property rightsin land. Because land regidtration defines the nature and content of rightsin land,
provides legd protection and guarantees these rights, the landowner or a purchaser of land for that matter
enjoysthe certainty of ownership including exclusive use and enjoyment of the stream of benefits accruing
from the land as wdll as the freedom to trandfer therightsin land. Consequently, the incentive is there to
invest in land improvements and/or to place long term investments on land. In the land regigtration/farm
productivity conceptua framework, the link between landownership security and invesment incentivesis
aticulated at farm level. But the impact on investment incentives resulting from land tenure security isan
economy-wide one as land is an important factor of production in the economy: consequently the land
tenure security-related investment incentives lead to an increase in naiond investment and economic
growth.

For example, it has been concluded that difficultiesin land tenure security and transferability of land
have been an important hindrance to loca investment and direct foreign investment (DFI) in the former
socidist countries of Eastern and Central Europe (Munroe-Faure, 1997). Smilarly, on the strength of
empirica evidence, it has been concluded that the low DFI flows to Sub-Saharan African countriesareto a
ggnificant extent due to inadequacies in land tenure security and land transferability (Bachmann, 1996).

(i) TheLand Title, Collateral and Credit Linkage

The linkage between land titling, collateral and credit has aready been explored in the conceptua
framework for landownership security and farm productivity. It has been demondirated that titled and
transferable land has collaterd vaue which enables farmers (with registered land) to gain access to more
and cheaper long term credit which they can use to increase investment and farm inputs, with consequent
increasesin farm productivity. In this conceptua framework thet links land regigtration with financia
development and economic growth, we provide two additiona emphases. Firg, theimpact of collaterd
on investment and productivity is extended to cover the whole economy. Second, we introduce the role of
collaterd in enhancing financid development by expanding the market for loans and by reducing financid
intermediation cods.

The extension of the conceptua framework to cover the economy-wide impact of collatera on
investment and economic growth isaredistic one for a least three reasons. First, nonagriculturd land
tends to be more secure, transferable and valuable than agricultura land, and hence more attractive asa
collateral asset. Second, non-agricultura sectors tend to be more profitable and to carry less production,
marketing and financing risks compared to agriculture (Binswanger and Rosenzweig, 1996). Third, partly
dueto good collatera (including the networth of firms) and lower risks of default, non-agriculturd sectors
tend to attract more credit from banks compared to the agricultura sector.

For the reasons above, the role of collatera in enhancing investment and economic growth cannot
be underestimated. It is estimated that the percentage of UK’ s credit secured with resdential property
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varied between 18% in 1995 to 67% in 1991, with about 42% of UK’ s stock of 24 million residential
properties being subjected to a mortgage (Munroe-Faure, 1997). In the United States, the mortgage
market, meaning the market for financid red edtate assets, is anong the largest components of the capita
markets, with mortgage debt (estimated at US$4.2 trillion) representing 34% of tota debt in 1993 (Jaffee
and Renaud, 1996).

Let usnow consder therole of collaterd in financid development. To start with, we need to
acknowledge that “collaterd isan integra part of al credit markets -- [ag] every loan involves someform
of collatera, implicit or explicit, or se default would be automatic” (Plaut, 1985, p. 401), given that
repayment capacity and the related amount of loan that can be borrowed are directly related to the net
worth of the borrower (Bernanke and Gertler, 1989).

Land regigtration, and the collaterd it underpins, contribute to financia development through at
least two channels. Firdt, collaterad, with the associated land regigtration, increase the supply of credit. As
more landowners register their land, the number of digible borrowers (good credit risks) increases as does
the amount of credit each landowner can borrow. The hypothesisthat land registration increases
landowners accessto credit and the amount of credit they receive has aready been demongtrated in
Sections 111 above. The mirror image of an increase in landowners access to credit brought about by land
registration is the expansion of the customer base (borrowers) for banks: land registration increases the
number of borrowers that are good credit risks. In other words, given an adequate deposit base and
potentia viable projects, land regigtration can expand lending operations of the banking sector by enabling
the use of land as collaterd to enforce debt contracts (Benjamin, 1978).

Second, land regigtration and the associated collaterd reduce the costs of contracting and
upervisng (monitoring) aloan as they diminate the asymmetry of information between the lender and the
borrower (Jaffee and Russdll, 1976). Collateral reduces and, a times, entirely eliminates the cogts of
gppraisng/evauating the project and the borrower, and of monitoring the debt. But it isdso true that the
use of collaterd introduces collatera transaction cogtsincluding the legd and financid appraisa of the
collaterd (collatera vauation, title search and insurance for the collateral and, in some countries, for the
title) aswell asthe cods of transferring and marketing the collatera in the event of default (Barro, 1976).
Hence, the reduction in loan contractua costs resulting from the use of collaterd should be gppropriately
discounted to reflect collatera transaction costs in order to derive the net reductionsin loan contractua
costs. According to Smith (1980), these reductions in loan transaction costs are expected to be passed on
to borrowersin terms of lower lending interest rates. But some cost reduction benefits get passed on dso
to depositorsin terms of higher deposit interest rates. Hence, both the borrowers and depositors benefit
from the use of collaterd.

Asfinancia intermediation is about moving resources from savers (depositors) to investors
(borrowers), development of this function is greatly facilitated if it can be done at the lowest cost possible,
asreflected in alow spread between deposit and lending rates. The use of land as collaterd contributes to
this process of reducing the spread between deposit and lending rates® Other means of promoting

® But it should be noted that there are other financid intermediation costs indluding implicit and explicit
taxation of banks (Demirguc-Kunt and Huizinga, 1998).
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financid intermediation (such as non-pricing factors including encouragement of bank branches, advertising,
banking literacy campaigns and development of supporting infrastructure for financia development)
notwithstanding, land regidiration and collatera play an important role in supporting financid intermediation.

(i) Land Liquidity, Deposit Mobilization and Investment Linkage

Land regidration supports financid development through yet another linkage: transformation of land
into aliquid asset thereby unlocking the resources embedded in it for use directly in investment or indirectly
through financid intermediaries. Land regigtration enhances liquidation of land by making it securdy and
efficiently transferable through the land market. To unlock the resources in land, the landowner can do so
ether by sdling, leasing, exchanging (battering), pledging or mortgaging land. Asdl these transactions
involve asymmetries in information between contracting parties, the information supplied by the land
registration system enables both parties of the contract to have the same information about the land, easily
obtained in one place in the land regigtry. In addition, ownership information is guaranteed by the Sate.

Asaresult of land becoming securely and efficiently transferable, land transactions take place at
low cogt, quickly and securely. Consequently, the resources embedded in land flow fairly fredy away and
back into land. Moreover, these unlocked resources become more divisible. With the free flow of land
resources and in highly divisble units, the landowner is availed awide spectrum of investment choices
including direct investment and purchase of investment insruments such as those offered by credit, sock
and insurance markets.

The resources locked up in land are huge. According to the World Bank (1989), “in most
countries, red estate [including land] accounts for between hdf and three-quarters of nationd wedth”
(p.87). For example, in UK, land and buildings were estimated to comprise atota of 57% of the nationa
wedlth in 1997 (Cdlander and Key, 1997) whilein the United States, red estate (including land) was
estimated to represent dmost 70% of al tangible capita in 1993 (Jaffee and Renaud, 1996, op. cit.), and
the taxable vaue of read property in the USA were estimated at nearly US$6 trillion in 1991 (Jeffress,
1996). In Bangkok aone, the capita city of Thailand, a conservative estimate put the value of red estate
at 45% of the country’s GDP in 1997 (Renaud et d., 1998). Liquidation and mobilization of the wedth
embedded in land and red estate can consderably boost financid development, aggregate investment and
economic growth. To mohilize the locked- up resourcesin land, land registration is necessary to underpin
the transactions.

(iv) TheLand Markets, Transactions and I nvestment Efficiency Linkage

Many investments in the economy involve land. Red edtate involvesland directly while other
investments that take place on the surface or below the surface, be it in agriculture, forestry, fishing,
industry, mining, congtruction or services use land ether directly or indirectly. Hence, the cost, speed and
convenience with which land is acquired contribute to the levd of efficiency of the investment in question.
We have adready noted above that land registration provides the necessary information to overcome the
asymmetries in information available between two contracting parties to aland transaction (Section 11). In
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addition, land regigtration providesin one place and guarantees dl the necessary information to enable
contracting parties to conclude a land transaction. Consequently, land registration plays an important rolein
reducing land transaction cogts thereby raising the efficiency of whichever planned investment.

Land regidration increases efficiency of land usein another dimension. Efficiency in land use may
be determined, among other things, by resource endowments, leve of technology, skills and
entrepreneurship which are not uniformly distributed among individuas in one country. Land regigtration
creates a market in land and/or increases market efficiency, thereby enabling property rightsin land to
move from less to more efficient users of land. The flow of property rightsin land may be between
individuas within one sector such as agriculture or between sectors such as from agriculture to industry.
Such aflow of property rights from less efficient to more efficient users of land raises the dlocative
efficiency of land, with resultant increasesin its productivity and in its contribution to economic growth.

(v) The Labor Mobility and Efficiency Linkage

Land regidration makes a positive contribution to the mohility of labor which enhances its dlocative
efficiency. The make up of the linkage between land regigtration and efficiency of labor useis asfollows.
Land regigration provides landownership security and develops land saes and renta markets. With
security of land tenure guaranteed, the landowner can lease out part or dl hisland and move out of
agriculture in search of better opportunities either in terms of jobs or sdf-employment. He will not be
concerned about possibilities of losng his ownership rights sSnce they are guaranteed by the land regidiry.
Hewill dsofind it easier to get arenter as land regigtration improves the rentad market. Alternatively, the
landowner could sdll part or al hisland to take advantage of better opportunities € sewhere with full
knowledge and confidence that, if he wanted land in future, he could re-enter the market and buy it. The
exigence of efficient land markets created by land regisiration enables him to eesily s, lease, or buy land
whenever he wishes. The ease with which people can buy, lease or sdl land creates afavorable
environment for mobility of labor from areas of low labor productivity (with low economic returns) to those
with higher productivity, thereby raisng overdl labor productivity, efficiency of invesment and economic
growth.

Mohbility of labor is particularly important in arapidly changing economy. During the 1980s and
early 1990s when the Thailand economy was growing very fast, the big movement of people from rurd to
urban areas helped to ease the labor shortages in the rapidly growing non+agricultural sectors of the
economy, particularly in the urban areas. Inthe financia criss years of 1997 and 1998 when the non-
agricultura sectors of the economy shrank, there was a massive movement of people (who had lost their
jobs) from the urban to rurd areasto look for alivelihood in agriculture. The ease with which people were
able to move during years of economic boom and those years of the financid criss contributed to the
optima dlocation of labor, and its positive impact on economic growth.

V. Relevance of the Theoretical and Conceptual Framework for Land Registration, Financial
Development and Economic Growth

The conceptua framework has been used to investigate the effects of land regigtration on financia

development and economic growth using time series data from Thailand (Byamugisha, 1999). The
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estimation results indicate that |and titling has postive and sgnificant long run effects on financid
development while the quality of land registration services, measured by the volume of public expenditure
on land regidration, has postive and strongly significant effects on economic growth. Land titling was
found to have negative and significant effects on economic growth in the current period but postive and
ggnificant effectsin the long run.

The above empiricd findings are country-specific and therefore cannot be automaticdly generdized
to apply to other countries. Further country case studies and cross-country ones are required to generate
globaly applicable findings and conclusions about the economic effects of land regigtration on financid
development and economic growth.

VI. Conclusons

Economic historians have long documented the role private property rights played in the
development of the Western world. Politica economists have empirically established the positive
relationship between private property rights and economic growth but have done so using proxies as
measures of property rights. And agricultural economists and urban red estate specidists have aso
empiricaly determined the link between landownership security and land productivity in the sectors of their
interest. It should be noted that the use of proxies by political scientists to measure property rightswas a
source of weaknessin their investigations. Similarly, the studies of the agricultura economists and red
estate specidists had some particular weaknessin so far asthey did not account for the land registration
impacts that accrue across sectors and those that affect the economy asawhole. This paper has
attempted to address this weakness by devel oping a theoretica and conceptua framework to guide the
empirica analys's of the effects of land regigtration on the economy asawhole. Furthermore, by usng a
direct measure of private property rights (land registration), our study aims to overcome the weakness of
the earlier property rights studies which used proxies to measure private property rights. Empirica results
from the gpplication of our economy-wide land regigtration framework indicate that it is sound.
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