@ University of
Reading

Essays on the Economics of

Large-Scale Land Acquisitions

Thesis submitted for the degree of

Doctor of Philosophy

School of Agriculture, Policy and Development

Marcello De Maria

September 2019






Declaration of Original Authorship

I confirm that this is my own work and the use of all material from other

sources has been properly and fully acknowledged.

Reading, September 2019
Marcello De Maria






Table of Contents

Table Of CONENLS.......ocviriiciriinriiiniisiincseessetseesssesssaessssssessssesssssssans i
Table Of FIGUIES.....ccoirniinriiiniisniisnniinscissssisssscssssessssssessssessssssessssesssssssans iv
BT o L0 11 o \4
AcknNoWledgments.........ininiinininniniiininnisessssssessenes Vi
WX 011 4 11 T vii

INTRODUCTION - Large-Scale Land Acquisitions (LSLAs): The 21¢

Century Rush for Land ... 1
1. Scope and aim of the thesis .............cccccevvviiiniiiiiiiiniiiiiiciccces 2

2. LSLAs: Key Facts and FIQUTES ........c.ccoveiiiiiiiiniiiiiiiiiiiicicccccsinis 4

3. LSLAs: what exactly is the current great land rush?.............cccccevvveunne. 11
3.1. The great land rush and the greater One. ............ccccovevvvvviviiivirnnennnn, 11

3.2, The epistemology of LSLAS.........ccccccovvviviiiiiiiiiiiiiiccicic, 13

4. The 'land grabbing or development opportunity” question redux............. 13

5. Fair compensation, land struggles and LSLAs: what is the link? ............. 16

6. CONCIUSIONS.....ocvvviiiiiiiiciiiiiciciic e 17

7. Referemnces.........cuiviiieiiiiiiiiiiiiiiiiiiiicicc 19

CHAPTER I - Understanding Land in the Context of Large-Scale Land

Acquisitions: A Brief History of Land in Economics.........cccceevevveuruirincnennns 23
1. Introduction: rethinking land as a commodity in the 21 century............ 25
2. Large-Scale Land ACQUISTHONS ..........ccovvvvveiiuiiiiiiiiiciiiiicicieiecscieena, 26
3. Methodology .........cccvviviiiiiiiiiiiiieiiiiiiciccc 31
4. Land and ECONOMICS .........ccccvviviiiiciiiiiiiiiiciiiciciecic s 32
5. Land and SPACe ..ottt 37
6. Land and ENUITONMENt ........cccooviviiiiiiiiiiiiiiiicicieciccccece 40



7. Land G0 INSTTEUTIONS wevveeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeseeeeeseaeaaeesenenesesnnenes 42
8. COTCIUSIONS . seeesesesenenennennnnes 45
9. REfErences..........ccoovvvvvmuiuiiiiiiiiiiiiiiiiciitiictcis e 48

CHAPTER II - The Implementation of Large-Scale Land Acquisition

Projects and the Role of Institutions..........coeeveverreuieerennsnenicisnnnnncsceesnnnens 56
1. New answers to an old qUESLION ...........c.cccvveviviiininiiiiiiiiiiiiceecca 59
2. To deal or not to deal? Facts and figures about LSLAs..............cccccocu..... 64
S MOMEL ... 70
G DAt 72

4.1, LSLAS AALA c.oovvieiiiiieieiceeteeesee et 72
4.2 Economic and institutional variables ...............cccoevvvvvciniiininnnnnns 77
4.3. Comparing implemented and non-implemented deals ....................... 79
5. RESUIES. ..ot 83
0. DISCUSSION ..ottt 88
7. CONCIUSIONS ..ttt 92
8. References..........covuvvuiuiiiciiiiiiiiiiiiiiiiiiicise 94
9. Appendix I — Full econometric 1eSults...........cccovvvvvvivvinivciinininncnnas 99
10. Appendix II — Cross-validation and ROC curve analysis....................... 101

CHAPTER III - The Economics of Fair Compensation in Large-Scale

Land AcQUiSItiONS.....ccieeuireniniineiiniinriininscnnisiniisisseesissessisessessessssessesens 103
1. INFrOAUCHION . 105

2. Fair compensation and LSLAs: theory and practice...............ccccceueuee. 108
2.1. A law and economics perspective on fair compensation................... 108

2.2, The peculiar nature of fair compensation in LSLAs......................... 117

3. The Fair Compensation Game in the context of LSLAS .............ccccc...... 130

i1



3.1. Preliminary steps: defining fair compensation ...............cccceceevveunnes 130

3.2. The LSLA fair compensation §AMe................cccovvvverevneeiiviienenennnnn, 132
3.3. Solving the LSLA fair compensation game................c.ccccevvveveveuennnn. 136
4. DISCUSSION ..cuveviiiiiiiiiiciiiiiictcic ettt 140
5. CONCIUSTIONS ...ttt 145
6. References..........covevivivviieiiuiiiiiiiiiiiiiicisictcs 148

CONCLUSIONS - LSLAs: The End of Land or the Beginning of a New

25 - RSOOSR TR RR RO 155
1. The end Of IANd.........cccovvvviiiiiiiiiiiiiiiiiciicccc 156
2. The beginning of @ NEW € ............cccvvvvvveieirriiiiiieieiciiiiiiseecseieeienae, 160
3. References..........oouieiiiiiiiiciiiiiiciciiiic 162

111



Table of Figures

Figure 1 — Total surface (ha) of LSLA deals by Negotiation Status ....................... 5
Figure 2 — Total number of LSLA deals by Negotiation Status ...............ccccccce..... 6
Figure 3 — Spatial distribution and intensity of concluded LSLAs......................... 8
Figure 4 — LSLA deals by intention of the investment .............ccccccceevvvvicvncnne. 10
Figure 5 — LSLAs by implementation StAtUs ..........cccccccevvvivviiivciiicciicc, 15
Figure 6 — Spatial distribution of concluded LSLAs and land conflicts............... 17
Figure 7 — Total size of LSLAS by negotiation Status...........cceeccvvvvvvncnnnenne 65
Figure 8 — Total size and number of deals over time ............cccceccvvvvvincnnenne 66
Figure 9 — Intended and Production size in target COUNtries ..........cccoevvvevruenne. 68

Figure 10 — Cross-validated mean AUC for different model specifications........ 101
Figure 11 — Map of countries that officially endorsed the VGGTs..................... 123

Figure 12 — The LSLASs fair compensation game tree..............ccccocvvvvvvcvnnenne. 135

v



Table of Tables

Table 1 — Land Matrix deals by negotiation and implementation status ............ 71
Table 2 — Descriptive statistics for the full sample..............ccccccovvvvvivcinnnnnnen. 74

Table 3 — Descriptive statistics and mean difference by subsample: implemented

and non-implemented deals ................ccccoocvivvivviniiciiiiiiii, 81
Table 4 — Estimated marginal effects for different model specifications............... 84
Table 5 — Full econometric OULPUL..........cceeiviiieieiiiiiiiieiciciiisecce s 99
Table 6 — Overview of the fair compensation game..............ccccccevevvecvrieennnnen. 132



Acknowledgments

I take full responsibility for any typos, mistakes or inaccuracies that the
reader might find in this thesis. While acknowledging that I am the sole
author of this work, I have to share the responsibility for any good insight
that might be found in this work with a number of amazing people —
friends, relatives and colleagues — who supported and stimulated me

throughout this long journey.

I wish to express the deepest gratitude to my supervisors, Giacomo
Zanello and Elizabeth Robinson, for their professional guidance,
enthusiastic encouragement and constructive criticism throughout all
phases of this research. Not only did they patiently distil their knowledge
and tirelessly support me on countless of occasions, but they also made me

believe in myself.

I would also like to thank a number of colleagues from the University
of Reading, from the Land Portal Foundation, as well as from other
Institutions, who constantly advised, sustained and inspired me: Iris,
Kostas, Oana, Talleh, Yiorgos, Africa, Nikos, Alexis, Alex, Stavros, Kelvin,
Carlos, Laura, Neil, Lisette, Silvina, Leon, Nicholas, Liz, Lorenzo and many

others.

I am thankful to the old and new friends who have been with me along
the way and I am filled with gratitude for my family — Mariella, Mimmo

and Carlo, you have always been with me even though you were far away.

Finally, I have to thank Marcella because she stood by me and filled me

with unconditional love all this time, making me happy at every step.

I hope that one day I will be able to give back to all these people at least

a fraction of what they have given me.

vi



Abstract

This thesis explores the economics of the most recent rush for land in
human history, with a series of different but intertwined essays. The surge
in Large-Scale Land Acquisitions (LSLAs) observed in the last two decades
expresses elements of discontinuity and novelty compared to other land
rushes that occurred in the past. First, despite the existence of a domestic
component in many of these land deals, the transnational nature of the
LSLAs phenomenon is predominant. Second, notwithstanding the
involvement of public actors at various levels, the demand for land behind
LSLAs has a strong private component, suggesting that a new international
market for land — with both new and traditional players — is in the
making. Third, the demand in this market reflects the multiple and
competing uses of land in the contemporary world: from agriculture and
mining to biofuel and energy production; but also from urban development

to conservation of natural ecosystems and biodiversity.

The Introduction dissects the approximately 120 million hectares (ha) of
land that were demanded through LSLAs since the beginning of the new
millennium. The chapter analyses the geographical distribution of LSLAs;
it scrutinises the different stakeholders typically involved; it reviews the
main purposes of the investments behind these land deals, as well as their
implementation and negotiation status; and it contextualises these data and
tigures with regards to the existing literature, providing a general but
detailed overview of the main trends, drivers, and implications of LSLAs.
In this sense, this chapter paves the way for the following three essays.
Indeed, despite a narrative that is constantly imbued with words and
concepts — such as land deals, investments or acquisitions — borrowed from
to the economic jargon, the economics of LSLAs still remains a largely

unexplored field, both from a theoretical and from an empirical perspective.
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Chapter I challenges the current lack of a systematic economic theory for
LSLAs by providing the foundations for a new conceptualisation of land in
economics. If the basis for this chapter is rooted in the past and retraces a
brief — and necessarily incomplete — history of land in the economic
thought, the essence of it rests very much on the novelties and peculiarities
of the current LSLAs phenomenon. Understanding the many faces of land
in economics in the context of transnational land deals proved to be a non-
trivial exercise. Nevertheless, this chapter provides a clear and simple
framework to disentangle the multiple — and sometimes conflicting —
values that are attached to land in the 21% century, thus helping us to
understand how and why different actors are trading large portions of land

across and within national borders.

Chapter 1I brings a more empirical perspective into the analysis. The
literature on LSLAs is polarised across two opposite positions: The
(relatively favourable) opinion of the advocates of LSLAs as a development
opportunity clashes with the (relatively unfavourable) view of those who
believe that this phenomenon is land grabbing perpetrated by unscrupulous
investors and complaisant institutions over the head of local populations.
Using data from the Land Matrix, I drew a line between speculative land-
based investments and productive ones, postulating that it is only when the
operations start that it becomes possible to evaluate the actual distribution

of costs and benefits among the various stakeholders.

With different probit and logit model specifications, I estimated the
marginal effects and the level of significance of different factors that are
either hindering or bolstering the operationalisation of investments
requiring LSLAs. Results from a broad sample of over 2,000 large-scale land
deals suggest that deal-specific features — such as the intention of the
investment and the size of the deal — influence the actual implementation

of these investments. The institutions of both origin and destination
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countries affect the implementation of LSLAs, but in ways that are not
always straightforward to interpret. Overall, the combined analysis of deal-
specific and institutional variables suggests that a more efficient mix of
regulations and policies in both destination and investor countries —
possibly with fewer rules, but clearer, more enforceable and diversified
upon different investment types — can improve the chances of actual
implementation of LSLAs, therefore enhancing the development potential
embedded in some of these deals, and at the same time reducing the risks

associated with land grabbing and predatory investments.

Chapter III explores the issue of fair compensation in LSLAs. The
overlap between formal and informal tenure regimes in many destination
countries often results in LSLAs leading to forced evictions of local
communities, land disputes and land conflicts. In this context, the right to
fair compensation and the principle of Free Prior and Informed Consent
(FPIC), are often seen as the solution to these problems. Yet, the existing
evidence suggests that — even when customary tenure regimes are
formally recognised and customary right owners are entitled to fair
compensation — little compensation, if any, is awarded to indigenous
people and local communities affected by LSLAs, often leaving space for
social unrest and generalised discontent. After revisiting the foundation of
the economics of fair compensation and tailoring the analysis around the
peculiarities of LSLAs, Chapter 1II presents — and solves by backward
induction — an original three-player sequential game for fair compensation
in transnational land deals, providing insights on how and why the fair
compensation principle can fail. Notably, the assumption of full and
symmetric information among the three players — namely the investor, the
local government and the local community — does not prevent the game
from ending with a land dispute, an outcome modelled as leading to

additional costs for all players.
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The final chapter distils the main findings and connects the dots
between the previous chapters, by critically reviewing all the implications
of LSLAs that emerged during this study and by outlining the overall

contribution of this research.



Introduction

Large-Scale Land Acquisitions (LSLAs): The 21st

Century Rush for Land




1. Scope and aim of the thesis

With about 120 million hectares of land! — an area larger than the
combined surface of France, Spain and Portugal — globally demanded by
international investors in less than two decades, the contemporary wave of
Large-Scale Land Acquisitions (LSLAs) is often dubbed the ‘Global Land
Rush’ (Arezki et al., 2015; Cotula, 2013; Dell’Angelo et al., 2017; Nalepa,
2017).

In a relatively short span of time, a growing number of stories about the
‘21¢ century rush for land’ made the headlines’ and inspired a thriving
scientific research on this topic. This literature highlighted the complexity
of this phenomenon, as well as the wide range of repercussions and
ramifications associated with it. LSLAs are increasingly seen as a key driver
for decisions about the use and the allocation of the world’s land reserves,
both at the global and at the local level. As such, LSLAs are closely tied to
some of the main socio-economic and environmental challenges of our time
— including food security, climate change and sustainable development

(Lazarus, 2014; Messerli et al., 2013; Santangelo, 2018; Shepard, 2011).

Despite the increasing attention that researchers, international
institutions and civil society organisations are giving to LSLAs, some of its
aspects are still disputed and uncharted. Arguably, the very essence of the

present land rush is economic in nature, but several of its economic

! This figure was calculated by the author using data from the Land Matrix. Additional
information is provided in the next section of this chapter, in Figure 1.

2 See, among other media, the Financial Times (https://www.ft.com/content/84a646a0-
dedc-11e5-b67f-a61732c1d025) the BBC (https://www.bbc.co.uk/news/world-africa-
17099348) and the Guardian (https://www.theguardian.com/environment/2014-jun-

27/land-grabbing-food-biofuels-crops).




implications — including, more generally, the global process of
‘commodification’ of land that is entrenched in LSLAs — have not yet been
tully explored. This thesis aims at filling this gap by approaching three
separate problems related to LSLAs from a deliberately economic point of

view.
The first problem I tackle in this thesis is basic, but not trivial:
What is it the LSLA phenomenon exactly?

While different branches of economics and other related social sciences
provide useful ideas for the conceptualisation of LSLAs, there is no general
and systematic theory for the economics of transnational land deals. For this
reason, Chapter 1 adopts an epistemological approach and provides a
general theoretical framework for the understanding of the economic

essence — and the related implications — of LSLAs.

The second problem studied in this work is inspired by what is still the

fundamental question in the LSLA debate:
Is this phenomenon a development opportunity or it is just ‘land grabbing’?

Indeed, ten years after it was originally formulated (Cotula et al., 2009),
this is still the most important and controversial issue around LSLAs. In
Chapter 11, I argue how, rather than reformulating this question, we should
look at it form a different perspective, by taking advantage of the latest and
more accurate data and information on the contemporary wave of large-
scale land-based investments and by considering how this phenomenon is
changing over time. With the support of a rigorous empirical analysis, I
reframe this question by comparing the characteristics of the investments
that were actually implemented with the features of land deals that failed
to reach their operative stage, ultimately providing new and original

insights on how we can amplify the development potential of LSLAs, while



reducing the risks associated with purely speculative land-based

investments.

The third problem relates to the issue of fair compensation in the

context of LSLAs:

Is it possible to reach an efficient and equitable fair compensation outcome in

LSLAs?

In order to answer this question — in Chapter IIl — I reassess the
traditional economic debate over the optimal compensation rule in light of
the key features of the current rush for land, which allows me to explore the
link between land conflict, LSLAs and fair compensation (or lack thereof).
Adopting a game theory approach, I investigate the peculiarities of fair
compensation for local communities and indigenous populations affected
by LSLAs, providing a rational justification for the generalised failure of the
Free, Prior and Informed Consent (FPIC) and fair compensation principles, as
well as for the multiplication of land conflicts and disputes induced by

transnational land deals.

In the rest of this Introduction, before expanding the discussion on each
of the three key problems addressed in this research and examining their

relevance and implications, I describe the main facts and figures of LSLAs.

2. LSLAs: Key Facts and Figures

This section, like the ones that follow it, revolves around a crucial

enquiry:
What do we know exactly about the contemporary global land rush?

This question can be answered by looking at the data provided by the
Land Matrix Initiative (The Land Matrix Global Observatory, 2019) — which
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is arguably the most complete, accurate and up-to-date source of data on
LSLAs — and by tacking stock of the main findings that are emerging from

the existing qualitative and quantitative literature on this topic.

The first important figure about LSLAs — which is also a controversial
one (Edelman, 2013; Romei, 2016) — is related to the overall estimated size
of the global land rush. If we consider, starting from the year 2000, all deals
over 200 hectares (ha) involving — at least to some extent — foreign and
international investors, then the global demand for land expressed by

means of LSLAs extended over an astonishing 118.5 million ha.

Figure 1 — Total surface (ha) of LSLA deals by Negotiation Status

TOTAL LSLAS: 118.5 million ha

CONCLUDED

CONCLUDED
- ORAL AGREEMENT -
- 1.3 million ha
(1.6%)

INTENDED
INTENDED
INTENDED \_ - MEMORANDUM OF
- EXPRESSION OF INTEREST - / UNDERSTANDING -
8.4 Million ha / 1.1 million ha
@as%) FAILED
- - CONTRACT FAILED -
FAILED - 2.96 million ha
(22.0%)
OTHER 0.7
0 20 40 60 80

Million ha

Source: Author’s elaboration on Land Matrix data (The Land Matrix Global
Observatory, 2019). Since the Land Matrix database is constantly updated, it is
important to highlight that the data used in this infographic were retrieved on the 4
of September 2018, from the following section of the Land Matrix Website:
https://landmatrix.org/charts/negotiation-status/. The following active filters were

used to obtain the data: “Size greater than 200 ha’, ‘Transnational’” and ‘Year greater than
2000



Figure 1 reveals that the vast majority of these large-scale land deals
were actually signed and account for 85.5 million ha — that is, more than
72% of the global LSLA-related demand for land. About 19 million hectares
— just above 16% of the total demand — are still under negotiation, while
deals covering a surface of around 13.5 million ha — about 11% of the total
demand — were never completed. If we look at the number of LSLA deals
rather than at the surface they cover, the share of concluded deals is even
greater, with over 2,035 contracts for LSLAs — more than four out of every
five deals — successfully signed (Figure 2). By simply dividing the
aggregated area covered by LSLAs by the total number of deals, we find
that the average size of a transnational large-scale land acquisition is equal
to almost 50 thousand ha — more than three times the surface area of

Liechtenstein.

Figure 2 — Total number of LSLA deals by Negotiation Status

TOTAL NUMBER OF LSLA DEALS: 2,373

CONCLUDED

INTENDED
- MEMORANDUM OF
UNDERSTANDING -

INTENDED

INTENDED | 6 LSLA ndeals K CONCLUDED
- EXPRESSION OF / (3.4%) - ORAL AGREEMENT -
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(33.3%)
— l
OTHER I 22
FAILED
/f - CONTRACT FAILED -
0 500 1,000 1,500 2,000 47 LSLA deals

Number of LSLA deals (33.8%)

Source: Author’s elaboration on Land Matrix data (The Land Matrix Global
Observatory, 2019) retrieved on the 4% of September 2018 from the following section
of the Land Matrix Website: https://landmatrix.org/charts/negotiation-status/. The

active filters are the same as in Figure 1.



The current land rush is global, not only because it covers an extensive
surface of land, but also because more than 140 countries are actively
involved in this newly born international market for land. They are either
acquiring land abroad or selling their national reserves to foreign investors.
In some cases, they are simultaneously LSLA investors and destination
countries. According to the Land Matrix database® (The Land Matrix Global
Observatory, 2019), the top investor countries are China (19.9 million ha),
USA (12.8 million ha), Canada (10.5 million ha), UK (7.9 million ha) and
Switzerland (7 million ha), followed by Russia, Malaysia, Japan, Spain and
South Korea. The most targeted countries are Peru (18.1 million ha), Russia
(11.1 million ha), Congo (7.6 million ha), Ukraine (6.9 million ha) and Brazil
(5.4 million ha), with Philippines, Sudan, Madagascar, Indonesia and Papua

New Guinea coming right after.

The LSLAs phenomenon is certainly global, but its actual spatial
distribution is not uniform over the different regions of the planet. While
the profile of investors countries is quite heterogenous as both developed
and developing countries are taking part to the global land rush (Anseeuw
et al., 2012; Nolte et al., 2016), the portrait of host countries appears to be
much more consistent, as LSLAs disproportionally target the Global South.
Indeed, both the location of concluded LSLAs (Figure 3, top map) and the
spatial density of LSLAs weighted for the size of each deal (Figure 3, bottom
map), suggest that the global land rush focuses on a limited number of
hotspots — namely in Central and Latin America, in Sub-Saharan Africa, in

Eastern Europe and in South-Eastern Asia.

3 These figures were retrieved from the Land Matrix database (The Land Matrix Global
Observatory, 2019) on the 4th of September 2018, from the following webpage:
https://landmatrix.org/charts/web-of-transnational-deals/. The active filters used to

obtain the data are: “Size greater than 200 ha’, ' Transnational’ and *Year greater than 2000’.



Figure 3 — Spatial distribution and intensity of concluded LSLAs

Source: Author’s elaboration on Land Matrix data (Land Matrix Global Observatory,
2019) retrieved on the 11% of July 2018. Both maps use the best available approximation
for the location of “concluded” LSLA deals only. The map on the top displays the location
of concluded LSLAs as a point in space, but it does not consider the actual size of each
acquisition. The heatmap on the bottom shows the intensity of LSLAs using the size in
ha of each deal as a linear statistical weight — so that 1 deal of 600 ha would weight
just like 3 neighbouring deals of 200 ha each — thereby providing an estimate for the

planet’s hotspots for transnational land deals.



Looking at the disaggregation of the intention of these investments can
offer useful insights into the drivers that sustain the current land rush
(Figure 4). Agriculture and forestry-led purposes taken together account for
more than 50 million ha, corresponding to 46% of the global LSLA demand.
Forest management operations for timber and logging are the main reasons
for LSLAs that are purely oriented to forests, while agricultural deals are
mainly directed at food — on an estimated surface of 17 million ha of land
— and biofuel production — on about 8 million ha. Mineral, gas and oil
prospecting and extracting activities constitute another important driver for
LSLAs (27.7 million ha), together with the investments that have several
simultaneous purposes (34.3 million ha). Other components of the global
demand for land of minor occurrence — which have nevertheless been of
interest for researchers (Zoomers, 2010) — are related to investments

directed at tourism, natural conservation and renewable energy.

The analysis of the objective of these land-based investments suggests
that securing land to meet the increasing demand for food, energy and
commodities that comes from an ever-growing world population is the
major driving force for LSLAs. In this sense, even if the global land rush has
been slowing down in recent years (Nolte et al., 2016), land is a resource
that will continue to be in high demand in the future, suggesting that the

end of the global land rush is yet to come.

Alongside the economic drivers, the existing literature has also
identified institutional triggers behind LSLAs (Arezki et al., 2015; De Maria,
2015; Lay & Nolte, 2018; Mazzocchi et al., 2018; Raimondi & Scoppola, 2018).
Indeed, if the predominant economic narrative shows that relatively
developed but land-scarce countries are seeking acreages in relatively
underdeveloped but land-abundant countries, the institutional narrative

adds a new important element to this picture — that is, the differential in



the institutional quality of host and investor countries. In particular, public
and private investors coming from countries with good institutions and
well-defined property rights are targeting areas with relatively weak

institutions and low levels of tenure security.

Figure 4 — LSLA deals by intention of the investment

CARBON SEQUESTRATION / REDD
0.5

LOGGING
17.0

0 Million ha 5 10 15 20

| UNSPECIFIED
0.9

: : INDUSTRY ! : 1.84 Million ha
0.04 : a .6%),l
RENEWABLE
CON!:R;fION ENERGY
. 0.54

0.0 Million ha 0.5 1.0 1.5

3 NON-FOOD COMMODITIES
! 1.1

LIVESTOCK
1.1

0 5 10 15 20 25 30 Million ha

Source: Author’s elaboration on Land Matrix data (The Land Matrix Global
Observatory, 2019). The data used in this infographic — retrieved on the 4™ of
September 2018 from the following section of the Land Matrix Website:
https://landmatrix.org/charts/intention/ — refers to a total area of 118.4 million ha. The

following active filters were used to obtain the data: ‘Size greater than 200 ha’,
‘Transnational’ and ‘Year greater than 2000’

When we look at these two perspectives — the economic and the
institutional one — jointly, we see what is still presently the most
controversial question surrounding LSLAs (Cotula et al., 2009; Deininger et
al., 2010; Dell’ Angelo et al., 2017): Can we promote global and local development
through LSLAs in exchange for the land rights of vulnerable population groups —
such as indigenous people and poor farmers — affected by LSLAs?

10



If the existing literature has provided a potential positive impact of
LSLAs for every negative one, it is also true that the price that the current
land rush demands in terms of land conflicts, dispossession and
displacement can soar dramatically. Despite the uncertainties over the total
costs and benefits of the current land rush, Davis et al. (2014) provided a
preliminary — and conservative — quantification of what could be the cost
of losing access to land for local populations affected by LSLAs in 28
countries, suggesting that about 12 million people could lose their
livelihood, with severe implications for food security, poverty reduction

and unmanageable urbanisation.

Bearing in mind the trade-off between the development potential and
the loss of land rights as the general background of this research, my next
endeavour is to examine with more detail the three specific issues related

to LSLAs around which I have built the rest of this work.

3. LSLAs: what exactly is the current great land rush?

3.1. The great land rush and the greater one.

For many people, the ‘Great Land Rush’ is reminiscent of primary school
history books, something that would generally relate to the U.S. Wild West,
featuring pioneers, cowboys, Native Americans and old-fashioned
stagecoach robberies. Some, might remember it as the 1893 Great Oklahoma

Land Run (EyeWitness to History, 2006):

“At precisely twelve noon on September 16, 1893 a cannon’s boom unleashed
the largest land rush America ever saw. Carried by all kinds of transportation -

horses, wagons, trains, bicycles or on foot - an estimated 100,000 raced to claim

11



plots of land in an area of land in northern Oklahoma Territory known as the

Cherokee Strip.”

Some academics and historians reckon that the Great Oklahoma Land Run
isjust a tiny piece of an even greater land rush. Indeed, according to Weaver
(2003), the Great Land Rush is a complex three-and-a-half-century-long
process, which lasted from 1650 to 1900 and originated from the expansion
of European empires and their colonial influence. This process determined
different — global and local — geopolitical equilibria and laid the
foundations for one of the most important institutions that shaped the
world as we know it today: the individual private property, as it is intended

in the context of the Anglo-American Common Law Tradition.

For a number of development practitioners and scholars (including
myself), yet another Great Land Rush is taking place right now — and here
we are, back to the current wave of LSLAs. This phenomenon is often seen
as the continuation of the Great Land Rush described by Weaver, as it is —
in many ways — the heritage and the result of power imbalances, biased
institutions and inequitable socio-economic relations promoted by
colonisers in the territories that they subjugated to their control (Huggins,

2011; Roudart & Mazoyer, 2015; Wily, 2012).

While acknowledging that the current global land rush must be
definitely interpreted in light of the legacy of the Imperial and Colonial era,
the existing literature on LSLAs has also pointed out a wide range of new
and peculiar features compared to previous land rushes. Consequently, in
order to fully understand this phenomenon, we need to bring LSLAs up to
date by looking at the context of the specific age — the present one — in

which this process is taking place.

12



3.2. The epistemology of LSLAs

Determining whether this is a new land rush or the continuation of an
older and greater one is just one of the many examples of why we need to
understand to what exactly the current LSLA phenomenon corresponds. In
fact, there are also other factors that justify the necessity of a specific
‘epistemology’ of the current wave of land acquisitions. One factor above all
has to do with the fact that land in economics has for too long been regarded
as an ancillary — fixed, static and purely domestic — production factor. As
a consequence, a general and comprehensive economic theory for LSLAs
does not exist, despite the intrinsically economic nature, narrative and

vocabulary associated with this phenomenon.

In Chapter 1, I tackle this problem by arguing that we need to rethink
land in economics if we want to fully comprehend the present rush for land
and its ramifications — and it is the global land rush itself that can suggest
in which ways we need to reconceptualise the economic meaning of land.
While highlighting how the international ‘commodification” of land
embedded in LSLAs requires a new multidimensional approach for land in
economics, I will also suggest how many existing — and sometimes
relatively old — theories in economics and in other social sciences might

help to dissect and unravel the many faces of the global land rush.

4. The ‘land grabbing or development opportunity’ question redux

The problem addressed in Chapter I is related to the two — principal
and conflicting — narratives surrounding LSLAs. On the one hand, one
dominant narrative sees LSLAs as a crucial development opportunity,
securing much needed investments and capitals in low and middle-income

countries. On the other hand, the rival narrative describes LSLAs as a cruel

13



and myopic global ‘land grabbing’, where international private investors and
foreign governments secure access to the increasingly scarce global land
reserves, in a ‘race to the bottom’ for cutting commodities” production costs
as much as possible — regardless of whether this results in land struggles
for local populations affected by these deals. Rather than looking at these
two views in contraposition, I argue that these are two sides of the same
coin. Which side actually prevails depends on how well we understand and

manage LSLAs.

In this way, the seminal question formulated by Cotula et al. (2009) ten
years ago is still central to the LSLA discourse — Is this just land grabbing or
it is a great development opportunity? However, if the question is still valid
after a decade, we need to look at it from a different perspective,
incorporating the new evidence and taking into account the latest features
of LSLAs. Indeed, the current land rush is not static nor constant, as it is a

dynamic process rapidly evolving in time and space.

In previous sections of this chapter, breaking down the negotiation
status of different land deals helped us shed some light on the global
demand for LSLAs, as well as on its components. New insights emerge
when we turn our attention to the implementation status of different
transnational land deals. Figure 5 indicates that more than three deals out of
four are either fully operational or in their start-up phase, suggesting that
the investments behind the current rush for land are becoming increasingly
productive. At the same time, about 20 million ha of land remain
unexploited — they are left behind by the development frenzy, just like the
populations that once lived on that very same land and sustained

themselves from it.
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Figure 5 — LSLAs by implementation status

w PROJECT

EBANDONED
8.57 million ha

(10.1%)

START-UP PHASE
(NO PRODUCTION)

21.73 million ha
(25.6%)

NO. OF DEALS

PROJECT ABANDONED
\ 141 deals
) (1.4%)
142 deals
(1.4%)

(17.1%)

Source: Author’s elaboration on Land Matrix data (The Land Matrix Global
Observatory, 2019). This infographic is based on a total of 1909 LSLA deals,
corresponding to over 85 million ha. The data, which considers those deals with
available information over the implementation status, were retrieved on the 4" of
September 2018, from the following section of the Land Matrix Website:
https://landmatrix.org/charts/implementation-status/. The following active filters

were used: “Size greater than 200 ha’, *Transnational’ and *Year greater than 2000’ .

Accordingly, I reframe the land grabbing or development opportunity
question by looking at the implementation status of different LSLAs,
identifying the reasons for success and failure of the investments behind
these land deals. In doing so, I also provide concrete policy
recommendations that, ultimately, can contribute to promoting productive
investments and preventing speculative and ill-conceived land

acquisitions.
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5. Fair compensation, land struggles and LSLAs: what is the link?

One of the ways in which the trade-off between the development
potential of LSLAs and its repercussions on tenure insecure populations can
be assessed is to look at it with a focus on the issue of fair compensation.
Indeed, the compensation that many international and national frameworks
grant to landlords and communities in the case of (legitimate) tenure
changes corresponds exactly to the value of losing use and access rights

over land.

The existing evidence suggests that the entitlement to fair
compensation for local communities and indigenous populations affected
by LSLAs often remains only on paper. As a result, these deals often
engender conflicts and land struggles, with local populations experiencing
dispossession, forced evictions and displacements. The existence of a
general “political ecology” of wars and conflicts over the control of natural
resources is not new and was analysed by Le Billon (2001) — among others.
The literature on LSLAs has pointed out how large-scale land deals can also
be seen as a driver for land struggles, legal disputes and violent conflicts
(Balestri & Maggioni, 2019; Ndi & Batterbury, 2017; Vermeulen & Cotula,
2010). The map in Figure 6 reinforces this idea, suggesting that hotspots for
LSLAs can overlap with the areas where the concentration of conflicts for

the control of natural resources is higher.

The economic literature has extensively addressed the issue of the
optimal fair compensation (Blume et al., 1984; Hermalin, 1995; Miceli &
Segerson, 2014; Nosal, 2001), but it has approached the problem in terms
that do not necessarily apply to the current wave of land acquisitions. For
this reason, in Chapter 1II, I will reframe the political economy of fair

compensation for the specific case of LSLAs, analysing the nature of the
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main economic incentives for the different actors typically involved in these

deals.

Figure 6 — Spatial distribution of concluded LSLAs and land conflicts

CONCLUDED LSLAS
CONFLICTS FOR AGRICULTURAL AND PASTORAL LAND

Source: Author’s elaboration on Land Matrix (The Land Matrix Global Observatory,
2019) and ECC Factbook (ECC Platform, 2019) data retrieved on the 11* of July 2018.
The map combines concluded LSLAs from the Land Matrix database with a subset —
89 conflicts over agricultural and pastoral land — of the list of environmental conflicts
known as ECC Factbook, which is available at: https://factbook.ecc-platform.org/
(accessed 19t June 2019).

6. Conclusions

In this introductory chapter, I have described LSLAs as the most recent
land rush in human history and I have argued that the fundamental
economic problem that comes with it — that is, the potential trade-off
between development opportunities and land rights — is strictly

intertwined with social, environmental and institutional issues.
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In an effort to find the connections between different pieces of the LSLA
puzzle, I will build on this idea further in the rest of this thesis, by
addressing three key problems related to LSLAs — namely, the
determination of the very essence and nature of this phenomenon; the
individuation of the drivers of success for LSLA investments; and the
identification of reasons behind the failure of the fair compensation

mechanisms and the proliferation of land conflicts.
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Chapter I

Understanding Land in the Context of Large-
Scale Land Acquisitions: A Brief History of Land

in Economics?

4 This chapter was published as an article on January the 10, 2019:

De Maria, M. (2019). Understanding Land in the Context of Large-Scale
Land Acquisitions: A Brief History of Land in Economics. Land, 8(1), 15.
d0i:10.3390/1and8010015.

23



Abstract: In economics, land has traditionally been assumed to be a
tixed production factor, both in terms of quantity supplied and mobility.
Yet, in the last two decades, international investors have expressed an
unexpected interest in farmland and in land-related investments, with the
demand for land rising at an unprecedented pace. In spite of a fast-growing
literature analysing the variety of ‘spaces’ affected by large-scale land
acquisitions (LSLAs), the contemporary process of ‘commodification” of land
embedded in this phenomenon has taken present day economists by
surprise. This chapter reviews the evolution over time of the concept of land
in economics and it suggests how different aspects of this evolution are
relevant to the understanding of contemporary LSLAs. Rather than
presuming to analyse in a systematic and comprehensive manner the
immense literature relating to land economics, this work investigates what
makes land a peculiar and complex commodity. Indeed, different branches
of economic thought, at different moments in time, have pointed out that
the location of land in space matters; that land is a living and fundamental
component of the ecosystem; that it is a valuable economic asset, and yet, it
is often hard to value it in pure monetary terms; eventually, that land is
intrinsically connected to societies, cultural and spiritual identities, mores,
and institutions. Through a brief history of the evolution of the concept of
land in economics, I identify four broad categories — space, economics,
environment, and institutions — that help understanding land. These four
elements characterise land as a commodity, as well as its peculiarities, and
constitute the prerequisites of a conceptual framework for the analysis and

understanding of the forces at play in the contemporary wave of LSLAs.

Keywords: large-scale land acquisitions; land grabbing; land investments; land market;
land tenure; land economics; institutions; geography; environment.
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1. Introduction: rethinking land as a commodity in the 21 century

In a fast-changing, complex, and globalised world, assumptions,
theories, and definitions that have been deemed to accurately reflect our
world for a long time suddenly need to be questioned, adapted, and
updated. Indeed, in the last decade, the surge of large-scale land
acquisitions (LSLAs) — also commonly referred to as ‘land grabbing’ by
those who prefer to focus more on its controversial aspects — suggests that

it is time to rethink the role of land in economics, as well as in other sciences.

Researchers from different fields immediately recognised the strategic
importance of LSLAs (Anseeuw et al., 2012; Borras & Franco, 2012; Cotula,
Vermeulen, Leonard, & Keeley, 2009; De Schutter, 2011b; Deininger et al.,
2010; George C. Schoneveld, German, & Nutakor, 2011). A recent but
rapidly growing literature has addressed a wide range of issues from both
qualitative and quantitative perspectives, highlighting the variety of ‘spaces’
affected by transnational land deals, as well as the multidimensional and
intertwined nature of the phenomenon. Climate change, food security, food
sovereignty, environmental sustainability, land tenure security, land-
energy nexus, and development issues are some of the many aspects which

this literature has connected to LSLAs.

However, it seems that to some extent economists were taken by
surprise and a crucial part of the story is still missing. The LSLAs
phenomenon shows the existence of an international market for land, which
implies that the process of ‘commodification” has started on a global and
transnational scale for this resource. Nevertheless, the economic science
seems to not yet be equipped with a conceptual framework allowing for the
tull understanding of the mechanisms and the forces at play in such a novel

international market for land.
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For this reason, the different sections of this article aim — each one with
a different specific focus — to fill this gap. While arguing that a new holistic
conceptual framework for land is required in order to reflect the
multifaceted features of the current LSLAs, I also endorse in this paper the
idea that looking at the history of different branches and moments in the
economic thought and other parallel disciplines can offer invaluable
insights for deciphering the present — and future — of the most recent rush

for land in human history.

Before starting with a brief — and necessarily incomplete — history of
land economics, it is important to discuss the main features characterising
the LSLAs phenomenon itself, and how they concur in justifying the need
for a reconceptualisation of land. Hence, in the next section I examine the
many faces of LSLAs, highlighting through the relevant literature the main
figures and the leading — and sometimes conflicting — narratives around
its nature and consequences. I then describe the methodological approach,
while the rest of this paper analyses the four crucial aspects that need to be
considered in land-related studies and contribute to defining a
comprehensive conceptualisation of land at present day — namely
economics, space, environment, and institutions. The last section offers final

remarks.

2. Large-Scale Land Acquisitions

In the last decade, international investors unexpectedly expressed an
interest in land, with the demand for it rising at an unprecedented pace,
especially after the 2008 commodity bubble (Deininger et al., 2010).
According to Deininger (Deininger, 2011), in 2009 alone, the demand for

land targeting Sub-Saharan Africa, which was fed by a strong LSLAs
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component, equalled 20 times its historical average. To get a sense of the
global magnitude of this phenomenon, the Land Matrix (The Land Matrix
Global Observatory, 2018), which is widely recognized as the most
comprehensive and up-to-date database on large-scale land transactions,
collects information on over 2800 deals since the beginning of the new
millennium, corresponding in aggregate to just above 100 million hectares
(ha) of land. Two out of three of these large-scale land deals, spreading over
77.3 million ha, are labelled as “transnational’, while the rest of the records
reflect purely domestic land transactions. With a list containing more than
90 destination countries and over 120 investor countries, even
acknowledging that the same country can appear both as investor and as
targeted region, the global scale of the LSLAs phenomenon is not currently
under debate. Since the Land Matrix is constantly updated, it is important
to note that these figures were obtained on November the 12%, 2018. In
addition, the reported figures for the total number of deals and total area
include all records in the dataset, irrespective of their negotiation status,
according to which a deal can be ‘concluded’ (2,401 deals, corresponding to
70,347,793 ha), ‘intended’ (262 deals over 21,776,190 ha), or “failed” (146 deals,
equal to 8,620,377 ha).

It is not a coincidence that several empirical papers borrowed from
trade economics the (in)famous gravity equation (De Benedictis & Taglioni,
2011) — which itself was borrowed from physics — to analyse different
aspects of LSLAs (Arezki, Deininger, & Selod, 2015; Giovannetti & Ticci,
2016; Raimondi & Scoppola, 2018). Given this, one of the ways in which we
can look at LSLAs is through the lens of an international market, where land
is the main traded commodity. However, it seems that this international
market for land is an unusual one, not just because of the peculiar nature of

its commodity, which was seldom traded internationally in the past, but
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also because it appears to be a ‘market without prices” (De Maria, 2015). In this
sense, the LSLAs literature pointed out the lack of information and
transparency surrounding the entire life cycle of these investments — from
the inception phase, through the negotiations, up to the operational stages
(Cotula, 2011). On the one hand, the increasing pressure from civil society,
non-governmental organizations (NGOs) and international institutions —
in a joint effort to improve the information landscape around LSLAs — is
gradually contributing to the disclosure of contractual terms, land records
and cadastral registries. Indeed, beside the already mentioned Land Matrix,
information on land records can be found on the Open Land Contract on-line
repository (Columbia Center for Sustainable investment, 2018), on the
Cadasta website (Cadasta Foundation, 2018), as well as on the Land Portal
web platform (Land Portal Foundation, 2018), which contains a rich
selection of open access data and information on land tenure and land
governance across the globe. On the other hand, it is also true that finding
the price at which large-scale land deals are closed in a systematic way is

still, to a large extent, a lost cause.

The evidence emerging from the existing LSLAs literature also suggests
that high-income and land-scarce countries sought, and are still seeking,
land in low-income but land-abundant countries, mainly from the Global
South (Anseeuw et al., 2012). After an initial emphasis put on the negotiation
status, that is, whether a deal was actually concluded, still under negotiation
or cancelled, the second Analytical Report from the Land Matrix shifted the
attention to the implementation status, suggesting that, with more than half
of the reported deals currently in operation, the LSLAs phenomenon

reached a new ‘productive’ era (Nolte, Chamberlain, & Giger, 2016).

The LSLAs phenomenon stimulated two main and opposed

development narratives. On the one hand, this wave of land-related
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investment has been hailed as a development opportunity, especially for
low- and middle-income countries where agricultural activities are both
suffering from chronic underinvestment and often contributing to a large
extent to GDP, occupation, and livelihood. On the other hand, these deals
have been seen as land grabbing: a fierce international competition for the
control of natural resources, such as water, forestland, and farmland, which
is happening at the expenses of vulnerable local populations (Arnall, 2018;
Dell’Angelo, D’Odorico, Rulli, & Marchand, 2017; Rulli, Saviori, &
D’Odorico, 2012; Vermeulen & Cotula, 2010).

From a global perspective, LSLAs can be seen as reflecting the
increasing imbalance between the global supply and demand for land, with
the ‘perfect storm’” — as it was originally defined by Professor Sir John
Beddington (Beddington, 2009) — in the making (Hertel, 2011): the
combined pressure on the Earth’s ecosystems and anthropogenic activities
of climate change, population growth, and dietary changes pushing
towards higher levels of average daily calorie intake. Such a considerable
combination of factors is likely to dramatically exacerbate the pressure on
the planet’s food, water, and energy reserves in the next few years, with the
risk of disproportionately hitting the poorest and most vulnerable strata of

the world’s population.

The increasing pressure of this “perfect storm” of human-led factors on
natural resources, is not only changing the structure of the land market by
making land a globally traded commodity, but it is also inducing a parallel
and profound institutional change through the LSLAs phenomenon. In this
context, land ownership is increasingly evolving from customary and often
collective forms of tenure — typically adopted by local communities and
indigenous populations to manage common pool resources — towards

Western-like forms of individual private property. Indeed, during the last
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century’s decolonisation process, only a fraction of the natural resources
under traditional forms of tenure was recognised by law, thus making it
very difficult in some cases to recognise, formalise, and defend local
communities” rights associated with customary tenure systems applied to
common pool resources, including land. In fact, Dell’Angelo et al
(Dell’Angelo et al, 2017) provide support for the idea that the
contemporary rush for land is preferentially targeting areas under
traditional and common-property systems, thus embedding a strong
‘commons grabbing’ component. According to the authors, while the
communities adopting common and customary tenure regimes have over
time developed forms of resilience to internal shocks (i.e. other community
members), it is not clear to what extent they are equipped for absorbing
shocks induced by exogenous factors, such as the competition with new

external actors for the control over land reserves.

In this context, the crucial role of land emerges clearly, together with
the need to allocate land optimally among the increasing number of
competing land uses. The reader should note that ‘optimally’, here, is to be
intended as the balance — necessarily accounting for the related trade-offs
— between economic efficiency, long-term development, inter and intra-
generational equity, as well as sustainable management of environmental
resources. Therefore, the land governance mechanisms regulating the
LSLAs phenomenon can make the difference — for better or for worse — in
facing the perfect storm. In order to implement and coordinate adequate
policies, however, it is important to step back for a moment and start from

the understanding of the many faces of land in the contemporary world.
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3. Methodology

The preliminary phase of this research was structured as a systematic
review of the existing LSLA literature, including scientific books and peer-
reviewed journal articles in English. Search terms comprised LSLAs, land
grabbing, but also other locutions and compound forms typically used to
refer to this phenomenon, such as transnational land deals, large-scale land
investments, large-scale land transactions, land-based investments, foreign land

acquisition, and land rush.

This information gathering process, which was also complemented by
a press and media review, highlighted the existence of a recent but rapidly
growing literature on the topic, covering an extremely rich variety of
different, but often interconnected aspects. If the multidimensionality of the
LSLA phenomenon emerged clearly, this review process also highlighted
the fact that the economics of LSLAs were, at best, scattered among the
different sections of each contribution, revealing the contrast between the
terminology used to name the phenomenon itself —which is imbued with
economic terms such as investments, deals, transactions—and the lack of a
comprehensive economic framework for the understanding of land and the

different aspects contributing to its value in the context of LSLAs.

In an effort to disentangle the complexity of the LSLA phenomenon and
to acknowledge its inherent multidisciplinarity, I organised this review
around four main pillars: economics, space, environment, and institutions.
These four aspects were broad enough to capture the whole range of
features and implications embedded in LSLAs, and at the same time, they
proved to be a clear and useful way to differentiate and to organise in a
more systematic way the complexity of various bodies of the literature

looking at LSLAs from different disciplines.
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While acknowledging the crucial contribution of other non-economic
disciplines to a comprehensive understanding of the multifaceted nature of
LSLAs, I decided to address with this research the lack of a conceptual
economic framework specifically tailored around land in contemporary
LSLAs. I then started to look at how economic thought had addressed other
similar land-related issues in the past through the lens of the four pillars
that I had previously identified, combining these elements with a review of
the main aspects of LSLAs. The result of this exercise, which is presented in
detail in the following sections, is a brief history of land in economics in the

context of LSLAs.

4, Land and Economics

Land appeared in economics at a very early stage of the discipline’s
history. Initially it had a prominent role, arguably reflecting the crucial
position of agricultural activities in the 18%-century society. In his seminal
contribution to the economic science, the physiocrat Cantillon (Cantillon,
1959), who is often seen as the first author to publish a modern economic
treaty (Brewer, 1992), put land at the center of his theory of value.
According to Brems (Brems, 1990), who has the merit of having formalised
Cantillon’s thought in a modern and rigorous manner, the physiocrat
created an original ‘land theory of value’, wherein all production factors were

ultimately reduced to (indirect) land.

Compared to Cantillon, who was mainly looking at a largely pre-
capitalist society, the classical economists were already aware of the rapid
ascent of capitalism. They directly witnessed the deep changes that it was
producing in the economy and in the society. Consequently, Smith, Ricardo,

and Marx gradually began to lose interest in land, instead concentrating
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their efforts into better understanding the novelties of labour and capital
within the new capitalistic global order. Nonetheless, Ricardo (Ricardo,
1817) introduced the idea that the fertility of land — and thus its
productivity — is the main determinant of the agricultural land rent,

therefore driving the economic value of this resource.

The simple intuition behind the so-called “Ricardian approach” to land
— suggesting that the land value can be measured in terms of its
agricultural productivity, using for instance measures such as the average
or net revenue per hectare for specific crops — is still used and debated
today. For instance, in an article that appeared in 1994 in the American
Economic Review, Mendelsohn, Nordhaus, and Shaw assessed the impact of
climate change on US agriculture by looking at farmland prices and farm
revenues, explicitly acknowledging their work as based on a ‘Ricardian

approach’ (Mendelsohn, Nordhaus, & Shaw, 1994) (p. 755):

“In this study, we develop a new technique that in principle can correct for the
bias in the production-function technique by using economic data on the value of
land. We call this the Ricardian approach, in which, instead of studying yields of
specific crops, we examine how climate in different places affects the net rent or
value of farmland. By directly measuring farm prices or revenues, we account for
the direct impacts of climate on yields of different crops as well as the indirect
substitution of different inputs, introduction of different activities, and other
potential adaptations to different climates. If markets are functioning properly, the
Ricardian approach will allow us to measure the economic value of different
activities and therefore to verify whether the economic impacts implied by the

production-function approach are reproduced in the field.”

While having some advantages, including the possibility to account for
farmers” adaptation to climate change with relatively less data compared to

other methods, the Ricardian approach has a strong limitation: it assumes that
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the land market, together with other related markets, is operating in perfect
conditions. If this assumption stands — at least to some extent — in land
and real estate markets in the most advanced economies, it is hard to think
that it can reflect the reality in most of developing countries, which also
happen to be the areas most targeted by LSLAs. In addition, Timmins
(Timmins, 2006) argued that the application of Ricardian techniques can
lead to biased results, especially in the presence of “unobservable
determinants of land value” (Ibid., p.120) varying across different possible land
uses. Therefore, it is not a coincidence that Timmins, as opposed
Mendelsohn and his colleagues who looked at the U.S. agriculture, decided
to focus his empirical work on Brazil, a complex and vast developing
country, rich in both “unobservable determinants of land values” and

alternative land uses.

Surprisingly, the question of the (correct) determination of land value
appears to have been overlooked by LSLA literature so far. Besides a few
scattered references to the price of land allegedly paid in one large-scale
land deal or another, only the literature investigating the issue of fair
compensation for local populations and indigenous communities affected
by LSLAs has expressed a more systematic interest in the land value issue
(Tagliarino, Bununu, Micheal, De Maria, & Olusanmi, 2018). For instance,
in his essay addressing fair compensation in transnational land deals, De
Maria (De Maria, 2018) discussed the controversial aspects related to the
correct determination of land value using a law and economics perspective.
Among the other cases revised in this essay, the discussion around the
tamous Timber Creek Case (See Griffiths v. Northern Territory of Australia
(2016) FCA 900, as well as the appeal decision Northern Territory of Australia
v. Griffiths (2017) FCAFC 106.) is of particular interest in this context. In the

appeal decision, The Full Federal Court of Australia downsized from AUD
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3.3 million to 2.9 million the amount of compensation to be paid to the
Ngaliwurru—Nungali aboriginal people, who were stripped of their
customary land during the development of the town of Timber Creek.
However, despite having found mistakes in the calculation of the economic
loss suffered by the aboriginal landholders, the Federal Court did not
contend the inclusion of non-economics elements — mainly motivated
through the spiritual value attached to land by the natives — in the
calculation of the final value of the compensation. Despite being at the
intersection of law and economics, this case clearly shows the importance

of the previously mentioned “unobservable determinants of land value”.

Trade is another branch of economics that can be of help in
understanding LSLAs. Yet, just like the economic valuation of the land
value, it probably requires some degree of conceptual adaptation in order
to fully capture LSLAs. Indeed, trade economics traditionally assumed land
to be a fixed production factor, both in terms of quantity supplied and
mobility, as opposed to capital and labour, which are considered to be, at
least to some extent, mobile factors (Mundell, 1957; Samuelson, 1948). For
instance, Kenen (Kenen, 1965), who — to be fair — put the emphasis of his
work on capital rather than on labour and land, defined land as “fixed stock
[...]wholly inert” (Ibid., p. 441). In line with this conception, within the most
famous and influential models for international trade (Heckscher & Ohlin,
1991; Jones, 1971; Krugman, 1980; Mussa, 1974; Stolper & Samuelson, 1941;
Viner, 1937), land, when included in the analysis, was considered at best an
ancillary production factor, with the focus put mainly on capital and labour.
On the other hand, the recent wave of transnational Large-Scale Land
Acquisitions (LSLAs) proves that the ownership of land is becoming
increasingly mobile, so that each country’s endowment of land is not

constrained to national borders anymore.
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With the perfect storm described in the previous section in the
background and considering the main LSLA features, land cannot be
considered simply as a stylised, abstract, and fixed production factor any
longer. Moreover, if the price of land is still largely a missing element in the
LSLA literature, the Timber Creek case shows that the market value of land
alone is not sufficient for a complete assessment of the value of this
resource, which should also ultimately include a variety of non-economic
factors. Back in 1944, Polanyi (Polanyi, 1944) already understood the
limitations of a conceptualisation of land based solely on its economic

functions (Ibid., p. 178):

“The economic function is but one of many vital functions of land. It invests
man’s life with stability; it is the site of his habitation; it is a condition of his physical
safety; it is the landscape and the seasons. We might as well imagine his being born

without hands and feet as carrying on his life without land.”

If underestimating the importance of the economic functions of land
would be a terrible mistake, at the same time we need to acknowledge that
land is much more than an economic asset: land is a complex commodity,
with both market and non-market features; it supports the livelihood of
billions of human beings; it is strategic for feeding the world population; it
is a fundamental brick in the architecture of ecosystems and a vital element
for building communities resilient to climate change; it is often the ground
on which social, cultural, and individual identity are built. The following
sections of this paper attempt to shed some light on these complex and
intertwined aspects, which economists often refer to as externalities, and

which contribute to define land and its value.
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5. Land and Space

Urban economics and economic geography represent other branches of
the economic science which gave particular attention to land. The
pioneering contribution of Von Thunen (Von Thunen, 1966)° emphasised
the importance of space. In particular, in the original formulation of his
model, the author suggested that the land rent, which depends on the level
of farm specialisation and on the specific land use, is ultimately an inverse
function of the distance from the town centre. Almost a century and a half
later, Von Thunen’s land rent theory inspired one of the most influential
models in modern urban economics. Indeed, Alonso’s momnocentric city
model, constituted the heart of urban economics for several decades (Alonso,
1966). In his formulation, direct land consumption was the main engine for
urban expansion, with the land value ultimately depending on individual
preferences over location and on the distance from the so-called (and
unique) Central Business District (CBD). In the subsequent evolutions of the
monocentric city model (Mills & Hamilton, 1994; Muth, 1969), and despite
remaining an important factor, land was demoted to an “intermediate input
in the production of housing, which is the final consumption good” (Brueckner,
1987) (p. 821). In other words, the great contribution of this family of models
relies on the formalisation of transport costs, which is, mainly seen as the
opportunity cost arising from the distance from the city centre, as a

determinant of land value in an urban context.

If distance matters, the other factors related to the specific location in

space are also important. Indeed, Paul Krugman, who is credited with

5> The Von Thiinen model was first published in 1826, but it seemed more suitable to
cite the 1966 critical edition by Hall (ed.) and Wartenberg (transl.), which, to the best
of my knowledge, is the first English translation of this incredibly influential work.
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creating the branch of economics known as new economic geography,
emphasised the role of space and distance in industrial location choices and
trade (Krugman, 2010). The details of this new conception will not be
discussed further, because they go beyond the general purpose of this
research. With that in mind, using Krugman’s own words, I would like to
contextualise the importance and the novelty of this new approach for the

general evolution of the economic thought (Krugman, 2010) (p. 1):

“In the late 1980s mainstream economists were almost literally oblivious to the
fact that economies aren’t dimensionless points in space, and to what the spatial

dimension of the economy had to say about the nature of economic forces.”

The importance of space and distance was also highlighted in other
trade models, including the aforementioned family of gravity models for
trade, from which a series of more recent empirical works took inspiration
to understand the forces at play in LSLAs (Arezki et al., 2015; De Maria,
2015; Giovannetti & Ticci, 2016; Lay & Nolte, 2018; Raimondi & Scoppola,
2018). Gravity models for LSLAs help to understand the structure and the
functioning of the global land market, and they reflect the variety of factors
and actors, each with his or her own goal, involved in this market. In such
a peculiar, complex and imperfect market — that is, a “market without prices”
and with very few binding national and international regulations — it is
hard to expect that Smith’s invisible hand is at work. Instead, it is probably
easier to see the Marxian critique of the invisible hand at work (Mandel,

1990, p. 16):

“Marx’s critique of the ‘invisible hand’ concept does not dwell essentially on
the analysis of how a market economy actually operates. It would above all insist
that this operation is not eternal, not immanent in ‘human nature’, but created by
specific historical circumstances, a product of a special way of social organisation,

and due to disappear at some stage of historical evolution as it appeared during a
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previous stage. And it would also stress that this ‘invisible hand’ leads neither to
the maximum of economic growth nor to the optimum of human wellbeing for the

greatest number of individuals.”

In this sense, the expected outcome of LSLAs is not a perfect nor an
equitable allocation of the increasingly scarce global land reserves, but it is
more so the result of the interaction of different — public and private,
individual and collective, domestic and foreigner — stakeholders, with
preferences and consequences varying, among other factors, with space and

geography too.

In general, what we can learn from the past literature when looking at
the contemporary land rush, is that the geographical and spatial features of
this phenomenon matter. If this intuition is not new in the existing LSLA
literature (Cotula, 2013; Messerli, Giger, Dwyer, Breu, & Eckert, 2014; Nolte
et al., 2016; George Christoffel Schoneveld, 2014), the recent and rapid
technological developments in remote sensing, satellite imagery,
community-based Geographic Information Systems (GIS), mobile-based
and drone-based mapping have just started to be systematically applied to
the LSLAs context (Baird & Fox, 2015). Indeed, if the global geography of
land grabbing, together with the distance (or proximity) of investor and
destination countries, constitute elements that have already been addressed
by several authors and from different angles, the spatial boundaries and
tfeatures of specific large-scale land deals and concessions, which are also
extremely relevant, are often hard to find. In this way, I wish to stress the
current imbalance between the macro-geography and the micro-geography
of LSLAs, hoping that this consideration will stimulate further research

aiming at reducing this gap.
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6. Land and Environment

Environmental economics questioned since its early stages the ancillary
and stylised conception of natural resources that was often embedded in
other branches of the economic thought. The publication of “The Limit to
Growth” in 1972 (Meadows, Meadows, Randers, & Behrens, 1972) can be
seen as the symbolic moment in which economists realised that they could
no longer ignore the physical, chemical and biological attributes of the
different forms of natural capital, as well as the fact that there were limits
to its substitutability. It is not a coincidence that, in the same period,
Georgescu-Roegen bridged the gap between economics and physics, thus
bringing the economists back to the harsh reality of the fundamental laws

of thermodynamics (Georgescu-Roegen, 1971).

Environmental economists also stressed the importance of externalities,
inspired by the seminal contribution of Pigou (Pigou, 1920). The monetary
evaluation of goods that do not necessarily have their own market became
a fascinating issue, eventually leading to the awareness that intangible non-
market values contribute to the determination of extremely tangible, and
sometimes marketable, outcomes, especially when considering
environmental resources. Gradually, the economic sciences embraced
concepts we are all now familiar with, such as pollution, biodiversity,

natural resource management, sustainability, and climate change.

Among others, the issues related to climate change have received
particular attention in the last decades, producing a tremendous
acceleration in land-use modelling techniques. For instance, Hertel, Rose,
and Tol (Hertel, Rose, & Tol, 2009) edited an entire volume describing the
myriad existing models for land-use and land-use change developed over

the last thirty years or so. More recently, the Intergovernmental Panel on
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Climate Change (IPCC) Special Report on Global Warming of 1.5° highlighted
how the global land reserves are already deeply affected by climate change,
and, at the same time, how land management represent a crucial component
in the mix of proposed responses (IPCC, 2018). Land is so important in this
context that the IPCC also plan to release a new Special Report on Climate

Change and Land (SRCCL) next year.

With an estimated 65% of global land reserves de facto held by
indigenous and local communities under customary and often collective
tenure regimes (RRI, 2015), typically adopting small-scale and low-intensity
techniques of agricultural, fishery, and forestry production, the current
interest of international investors in LSLAs is — both literally and
figuratively — changing the landscape. Scholars are already aware of the
potential for land-use change and environmental impact embedded in
LSLAs (Lazarus, 2014; Rulli et al., 2012; Stevens, Winterbottom, Springer, &
Reytar, 2014). International institutions, civil society, and the private sector
are aware of the potential impacts of LSLAs too, as suggested by the
increasing number of guidelines, protocols, and tools — such as the FAO-
endorsed Voluntary Guidelines on the Responsible Governance of Tenure of Land,
Fisheries and Forests in the Context of National Food Security (FAO, 2012) — to
promote responsible and sustainable land investments. However, a more
rigorous understanding and quantification of the effects of the current
proliferation of large-scale land investments on biodiversity, climate
changes, and land-use is still needed. In other words, the LSLAs literature
has just started to disentangle the implications around the agro-ecological
and pedoclimatic features of the large strips of land that are currently being

acquired and sold.
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7. Land and Institutions

The debate around (formal and informal) institutions, growth, and
development — that is, whether good institutions are the major cause of
economic growth and human development, or, conversely, high level of
accumulation of human and social capital are actually responsible for
improvements in institutional quality — is still open (D Acemoglu &
Robinson, 2010; Daron Acemoglu, Johnson, & Robinson, 2005; Aron, 2000;
Glaeser, Porta, & Shleifer, 2004; Shirley, 2008). However, all opposed
factions agree that the issues of property rights and tenure systems,
standing at the core of many aspects of land-related research, are crucial in

this context (Platteau, 2000).

Land is not just a good defined by its economic rent, its position in the
space and its natural features, but it is also a political, social, spiritual, and
cultural asset. Land is so deeply embodied in the collective imagination of
many societies, that it contributes, among other functions, to define the
social identity both at the individual and at the collective level. Indeed,

according to Deininger and Feder (Deininger & Feder, 1998, p. 1):

“The way in which land rights are assigned therefore determines households’
ability to produce their subsistence and generate marketable surplus, their social
and economic status (and in many cases their collective identity), their incentive to
exert non-observable effort and make investments, and often also their ability to

access financial markets or to arrange for smoothing of consumption and income.”

The “institutional superstructure” attached to land, that is, the way in
which social customs and official legal systems allocate property rights and
regulate access and use of land, it is not static and evolves within time and
space. The historical evidence suggests that the actual path that this

evolution takes can deeply affect the evolution of societies themselves. For
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instance, the enclosures changed not just the landscape in the United
Kingdom during the period 1750-1850, but they also sanctioned the passage
from a pre-capitalist rural society to a capitalist and industrial one (Allen,
2004; Chambers, 1953). In more recent days, institutional arrangements over
land are not less important than they were during the British industrial
revolution, and the actual shape they take can range over an incredibly vast
horizon of different possibilities. Indeed, according to Feder and Feeny

(Feder & Feeny, 1991, p. 135):

“[...] in the contemporary world, especially in developing countries, the
presumption of exclusive, transferable, alienable, and enforceable rights is
frequently inaccurate and potentially misleading. In such cases the complex nature
of institutional arrangements in general and property rights in particular needs to

be described.”

In this sense, between the end of the last century and the beginning of
the present one, the Nobel laureate Elinor Ostrom has laid the foundations
for unravelling the knot linking the diverse range of property rights, the
variety of existing formal and informal institutions, and their relation with

natural resources (Ostrom, 2005; Schlager & Ostrom, 1992).

However, when it comes to LSLAs, the knot seems to not yet be fully
unravelled. Indeed, according to the Rights and Resources Initiative (RRI),
more than half of the global land reserves are held by indigenous people
and communities under a diverse array of customary tenure regimes, but
their ownership is formally recognised only on one tenth of the global land

surface (RRI, 2015).

Several authors argued that this lack of formal recognition and
enforcement of traditional tenure systems can increase the risk of land

grabbing, while reducing the room for LSLAs to create inclusive and tangible
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development opportunities (Cotula et al., 2009; De Schutter, 2011a, 2011b).
Other authors also highlighted that the impact of specific large-scale land
deals on affected communities, depending on different forms of traditional
and customary land rights, can be very diverse among the various
subgroups within each community, such as women, youths or elites
(Behrman et al., 2012; German, Schoneveld, & Mwangi, 2013; Holden &
Otsuka, 2014). Interestingly, customary tenure regimes are not only a
trigger for land grabbing, but they can also work as a local community
response, that is, a mechanism of social resilience, to transnational LSLAs

(Chabeda-Barthe & Haller, 2018).

The previously cited LSLA gravity literature also emphasised the role
of institutions, almost unanimously recognising tenure insecurity as one of
the main drivers for large-scale land investments (Arezki et al., 2015; De
Maria, 2015; Giovannetti & Ticci, 2016; Lay & Nolte, 2018). The latest
findings in this branch of the quantitative LSLAs research unveil an extra
layer of complexity surrounding the interplay between foreign land
acquisition and institutions. At the same time, these findings reinforce the
idea out forth in this article, whereby I suggest that a more holistic
conceptualisation of land is needed to fully understand the implications of
LSLAs. Indeed, Raimondi and Scoppola (Raimondi & Scoppola, 2018), not
only address the issue of the institutional distance between target and
investor country, but also find that the institutional pattern changes with

the geography of LSLAs (Ibid., p. 537):

“The hypothesis that Africa follows a clearly different pattern from other
regions is confirmed by the results. Indeed, while political distance negatively
affects FLA, the gap in governance fosters the amount of hectares acquired in Africa,

though not the number of contracts. These results suggest that the weaker the level
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of governance in target countries in Africa, the more investors prefer large-scale

contracts.”

8. Conclusions

Before entering the maze of the qualitative and quantitative impacts of
LSLAs, and before discussing land governance and policy implications, it is
important to take a step back, understanding first the essence of the
multiple and intertwined dimensions behind land in the context of the
contemporary wave of LSLAs. To do so, I organised this review around four
aspects — namely economics, geography, environment, and institutions — that
proved to be a practical way to categorise, to order, and to connect different
LSLA features with the range of economic theories that could contribute to
understanding them. Indeed, the value of land is not only about the pure
economics of it, but it is also about its location in the space, its
environmental and pedoclimatic features, and the variety of both formal
and informal institutions that contribute to land governance in different
societies. This critical review exercise suggested that many of the elements
that appear as original features of current LSLAs are actually not new.
Therefore, looking at how they have been conceptualised and approached
in the past offered valuable insights for the comprehension of the present
rush for land and stimulated a critical reflection on how the LSLA-related
research could be improved by adopting a more holistic approach to land

issues.

The first important finding that emerged from this approach is in fact
the existence of a gap in the LSLA literature. Indeed, in the previous sections
of this paper I argued how the LSLA phenomenon embodies a new

trajectory in the contemporary process of land commodification. Yet, with a
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new international market for land in place, and despite the recurrent
reference to an economic vocabulary in the LSLA narrative and in its own
definition, it is astonishing how the discourse around the value of land is
systematically missing from the LSLA-related literature. If the lack of
transparency surrounding LSLAs and the subsequent shortage of reliable
data over land prices can contribute to explain this situation, it is also true
that the contemporary economic science appears not to be equipped with a
holistic theoretical framework for land, allowing for the full understanding

of the implications of the current surge in transnational land acquisitions.

In this sense, while highlighting the need for additional and more
rigorous economic analyses in the context of LSLAs, the historical
perspective adopted in this paper suggests that international trade
economics offers a preliminary way to include some of the peculiar aspects
of LSLAs in the analysis, namely the transnational nature of LSLAs and the
increased mobility of land — and its ownership — as a production factor.
The review of the intertwined relationship between land and economics
also emphasised how the Ricardian approach to land value, according to
which the value of land ultimately depends on its productivity, with such
value being fully captured by existing land markets, would not take into
account all the complex and peculiar aspects characterising LSLAs and,

more generally, land in the 21 century.

This last consideration leads us to the second key finding of this paper,
that is the need to go beyond the silos of different schools of thought in
economics, as well as the need to rely on the approaches, theories and the
tools provided by other disciplines outside the fields of economics and
development studies. The inclusion of the sections on space, environment,
and institutions alongside the one on land and economics can be seen as a

preliminary step in this direction. The lesson here is that LSLAs are not
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happening in a spatial, environmental, and institutional vacuum. Different
aspects of the geography of these deals should be factored into LSLA
studies, in an effort to better understand the implications of both the
physical distance — for instance in terms of location preferences, transport
costs and transaction costs — and the socio-institutional distance — for
instance in terms of the diversity of tenure regimes, land laws, and customs
among the actors involved. This review also stresses that LSLAs are
happening within natural ecosystems, with implications for biodiversity,
pollution, and climate change that still need to be explored more in depth.
In addition, economic, spatial, environmental, and institutional aspects
influencing LSLAs and the value of land are not static: they evolve over time
together with the actors involved and their motives. For instance, an
historical perspective on colonisation and decolonisation dynamics from
the last century can help to understand the players and features of the
current LSLAs. Similarly, a brief history of land in economics and in related
sciences can help the understanding of the factors determining the value of
land and the likely outcome that we will observe in the future on the newly

born international market for land.

The recent wave of LSLAs suggests that land is indeed a commodity,
but alongside its economic functions, it also shows the variety of other
elements that ultimately contribute to the actual determination of land
value. Taking advantage of the variety of different approaches proposed
over time in the history of economic thought and other related disciplines,
as well as assessing them in the light of the current features of LSLAs, this
paper ultimately sets the groundwork for a new holistic conceptualisation

of land that reflects its present complexity.
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Chapter 11

The Implementation of Large-Scale Land

Acquisition Projects and the Role of Institutions
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Abstract: This paper constitutes the first empirical identification of the
factors influencing the actual implementation of the investments behind the
contemporary global rush for land, as it reaches a new ‘productive’ era.
Recognising why some large-scale land investments fail, while others
succeed in reaching their productive stage, is a considerable undertaking.
As such, it requires an understanding of the key development and policy
implications of Large-Scale Land Acquisitions (LSLAs). After a decade of
debate, the narrative and the scientific literature around LSLAs are still
imbued with the pivotal question raised by Cotula et al. (2009): Is it just land

grabbing or it is a development opportunity?

I postulate that it is only when operations begin that it becomes possible
to assess to what extent a deal is land grabbing and to what extent it is a
development opportunity. Indeed, the potential benefits of a large-scale land
deal — no matter how they will be distributed among different stakeholders
in reality and how sizeable they will be with respect to the social, economic
and environmental costs — will only materialise after the investment has

entered the production phase.

Results from a broad sample of over 2,000 LSLAs suggest that deal-
specific features — such as the intention of the investment and the size of
the deal — influence the actual implementation of these investments. In
particular, forestry and food-oriented investments are more likely to reach
the operative stage, while biofuel-oriented projects — which are often
structured as large monocropping plantations, thus being more vulnerable
to price fluctuations in global and regional commodity markets — appear
more difficult to implement. Results also suggest that the larger the land
acquisition, the lower is the likelihood of actual implementation. This
reinforces the idea that deals that are too large — which often come with

higher initial, technical and management costs — are more likely to fail.
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The institutional context of both destination and investor countries
significantly affects the likelihood of investment implementation. In
general, good institutions tend to favour the implementation of LSLA-
projects, except for the rule of law index — which captures, among other
aspects, contract enforcements and security of property rights. The
estimates suggest that lower the rule of law in both destination and investor
countries, the higher the implementation likelihood for a given deal is. In
other words, when it is easier to seize land from local populations, it
becomes also easier to start operations, thus supporting the hypothesis of
the existence of a trade-off between economic goals and land rights in

LSLAs.

The combined analysis of deal-specific and institutional variables
suggests how institutions can play a crucial role in this context. In
particular, a more efficient mix of regulations, conditionalities and policies
in both destination and investor countries — possibly with fewer rules, but
clearer, more enforceable and diversified upon different investment types
— can improve the chances of actual implementation of LSLAs, therefore

enhancing the development potential embedded in some of these deals.

Keywords: large-scale land acquisitions (LSLAs); land grabbing; transnational land
acquisitions; land investments; land-based investment; implementation; institutions;

development; land governance.

58



1. New answers to an old question

As the most recent land rush in human history reaches its maturity by
entering into the productive phase, this paper empirically investigates for
the first time which factors affect the actual implementation of the
investments requiring the acquisition of large areas of land across the
world. In order to identify the determinants of the success — or failure —
of the current wave of large-scale land investments, the analytical section of
this work makes use of an original dataset containing deal-specific
information, as well as macro-economic and institutional variables for both
investor and destination countries, for a total of 2,343 individual Large-
Scale Land Acquisitions (LSLAs) that have been initiated since the
beginning of this century. The empirical evidence emerging from this
research suggests that institutions — together with other deal-specific
variables — are an important driver for the implementation of LSLAs-
related investments and that there is room for improvement in current

institutional frameworks.

The Cambridge Dictionary defines land grab as “the act of taking an area
of land by force, for military and economic reasons”®. The Oxford Dictionary
concurs, suggesting that land grab is “an act of seizing land in an opportunistic
or unlawful manner””. No matter what dictionary we are looking at, the
definition of land grab always comes with a negative connotation, which is
also often echoed in the scientific literature, in the media and in the public

opinion. However, the term land grab (or land grabbing), is often used

6 See the definition given by the Cambridge Dictionary. Also available on-line:
https://dictionary.cambridge.org/dictionary/english/land-grab (Accessed 10/6/2018).

7 See the definition given by the Oxford Dictionary. Also available on-line:
https://en.oxforddictionaries.com/definition/us/land grab (Accessed 10/6/2018).
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interchangeably with other and more neutrally or positively connotated
locutions, such as large-scale land acquisitions, transnational land deals or
large-scale land investments. The use, the choice and the meaning attached
to different locutions simply mirrors the wide range of impacts that are
typically associated with the phenomenon. Indeed, after a decade of debate,
the narrative and the scientific literature around LSLAs are still imbued
with the pivotal question raised by Cotula and his colleagues (Cotula et al.,

2009): Is it just land grabbing or it is a development opportunity?

While this question remains open for debate, the LSLA phenomenon is
evolving, revealing new features and trends. In particular, large-scale land
deals entered into a new ‘productive” era. Evidence from the Land Matrix
suggests that most of the international land acquisitions for agriculture are
already in production, with an average implementation time — that is, the
time occurring between the signature of the land deal and the beginning of
the production — close to three years (Nolte et al., 2016). Compared to the
initial phase where the attention was put on the negotiation status
(Anseeuw et al., 2012), and hence onto whether a deal was actually signed
or not, now the emphasis has shifted more on the implementation status of
these projects, and therefore on their actual social, economic and

environmental implications.

In this sense, I postulate that it is only when operations begin that it
becomes possible to assess to what extent a deal is land grabbing and to what
extent it is a development opportunity. Indeed, the potential benefits of a large-
scale land deal — no matter how they are actually going to be distributed
among different stakeholders and how sizeable they are with respect to
social, economic and environmental costs — only materialise when the

investment enters into the production phase.
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While the existing literature has already emphasised that a component
of the demand sustaining large-scale land deals is speculative and rent-
seeking-driven (Baumgartner et al., 2015; Cotula et al., 2014; Giovannetti &
Ticci, 2016; Hvid, 2014; Nolte, 2014), it is not clear what the differences are
between the investments that actually reach the production phase and those
that fail to materialise. Along with this question, other aspects of the
contemporary wave of global investments targeting vast tracts of fertile
land remain controversial. Among other issues, the role of institutions in
the context of LSLAs has captured the interest of researchers and
practitioners all over the world. The idea that weak institutions and poor
land governance favour speculative land deals with negative impacts on
local communities permeates the existing literature (Arezki, Deininger, &
Selod, 2015; De Maria, 2015; Deininger, 2011; Engstrom & Hajdu, 2019;
Raimondi & Scoppola, 2018; Schoneveld & German, 2014). With that in
mind, a recent empirical work found that the role of institutional factors is
often unclear or not significant in explaining foreign land acquisitions in
low and middle-income countries (Lay & Nolte, 2018), which suggests that
turther research is needed to fully comprehend the inextricable nexus
between land, institutions, growth and development in the context of

LSLAs.

According to North (1991, p. 1), “Institutions are the humanly devised
constraints that structure political, economic and social interaction. They consist
of both informal constraints (sanctions, taboos, customs, traditions, and codes of
conduct), and formal rules (constitutions, laws, property rights)”. Starting from
this definition, Acemoglu and his colleagues, suggested that institutions are
a fundamental driver of long-term growth and development (Acemoglu et
al., 2005), in line with the idea previously endorsed by North (1990) and
Mauro (1995).
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If this statement appears as a common-sense notion — and most
economists and social scientists would agree in principle — the literature
on the topic is still profoundly divided, especially when looking at
empirical studies that attempt to quantify the actual effects of institutional
quality. Measuring institutions, however, is not an easy task, and several
articles explore the inherent difficulties of assessing the various dimensions
of institutional quality (Aron, 2000; Voigt, 2013; Woodruff, 2006). While
reviewing the risks and benefits of different proposed institutional metrics,
this literature also highlights the wide range of measurement options that

are increasingly becoming available.

In summary, the debate around growth, development and institutions
is polarised around two opposite views. On the one hand, Rodrick and his
co-authors suggest that institutions are more important than trade and
geography in explaining differences in income levels among countries
(Rodrik et al., 2004). On the other hand, Glaeser et al. (2004) provide
empirical evidence for the idea that the direction of the causality link
between institutions and economic growth should be reversed, suggesting
that the process of accumulation of human capital (i.e. education) and the
economic growth are actually igniting improvements in the institutional

framework.

The chicken-and-egg-style dilemma over the direct or reverse causality of
the relation between institutions and development is not the main focus of
this work. Nevertheless, it is important to highlight that the two opposing
factions — that is, the institutionalists and the advocates of adverse causality
— surprisingly also reach a general agreement when it comes to discussing
the importance of property rights. Corroborating this argument, Glaeser et
al. (Ibid., p. 272) wrote that “the two views of economic and political development

share some important similarities. They both emphasize the need for secure property
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rights to support investment in human and physical capital, and they both see such

security as a public policy choice.”

Platteau (2000) extensively discussed the role of property rights in land
and the related implications in terms of economic and social development,
distinguishing between different forms of land rights and tenure regimes.
In revising the different existing views, he suggested that public authorities
are crucial, since virtually all changes in the settings of land rights and
tenure systems require formalisation and consolidation by governmental

and public institutions.

It is not surprising, then, that tenure security and property rights are
among the most recurrent themes in the LSLA literature (Cotula, 2013; De
Schutter, 2011a, 2011b; Dell’Angelo et al., 2017; Toulmin, 2008). In this
context, together with public authorities, we observe other important
players typically involved in the negotiations, including foreign and
domestic investors, as well as different individuals that make up part of the
local communities affected by land deals. In such an arena full of players —
each one with their own interest and agenda — institutions not only matter
for the recognition, the protection and the enforcement of different tenure
regimes and land rights. Institutions are also crucial in defining the
incentives and the risks associated with land-related investments at all
stages, thus crucially affecting their actual implementation. And yet,
specific insights into how institutional quality affects the operationalisation
of LSLA-related investments are virtually entirely missing from the existing

literature.

In order to fill this gap, this paper provides an empirical assessment of
the factors contributing to the actual implementation of the investments
related to LSLAs, with a particular emphasis given to the role of institutions

of both host and investor countries in this process. The rest of the paper is
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structured as follows: first, it revises the key features of contemporary
LSLAs; then, it describes the empirical strategy and the data, also reviewing
potential limitations; subsequently, it presents the key results; it then
discusses the main findings, highlighting the originality of some of the
results and connecting the key insights with the existing literature. The last

section of the paper presents the implications.

2. To deal or not to deal? Facts and figures about LSLAs

The first known use of the term ‘land grabbing’ dates back to 18603
However, if the general meaning has not changed for a long time, the
features of, and the ideas associated with the contemporary wave of land
acquisitions are so complex and diverse that a critical review of the existing
definitions and how they have been used by civil society, academia,
institutions and corporations have required a whole specific report on their

own (Baker-Smith & Miklos Attila, 2016).

According to the Land Matrix (The Land Matrix Global Observatory,
2018), as of April 2018°, the interests of both domestic and international
investors in LSLAs covered just under 100 million hectares (ha) of land

globally — that is, an aggregated surface greater than Tanzania, the thirty-

8 See the definition given by the Merriam-Webster Dictionary, which also provide a
date for the first known use of a word with a specific meaning. On-line:
https://www.merriam-webster.com/dictionary/land grab (Accessed 10/6/2018).

? Since the Land Matrix database is constantly updated, it is important to highlight that
the data used in this paper were downloaded the 11t of April 2018, directly from the
Land Matrix website: https://landmatrix.org/.
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second largest country in the world!®. Almost 70 million ha of this
aggregated surface designates land deals that have actually been
concluded. Some 22 million ha are still under negotiation, while the
remaining 7.5 million ha, correspond to land acquisitions that eventually

tailed (Figure 7).

Figure 7 — Total size of LSLAs by negotiation status
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Source: Authors’ elaboration on Land Matrix data retrieved on the 11/4/2018 (The Land
Matrix Global Observatory, 2018). The total area of LSLAs included in the dataset is

equal to 99.39 million ha, corresponding to 2,679 individual LSLAs.

When looking at the evolution of LSLAs recorded over time in the Land

Matrix, we observe a peak both in terms of size and number of deals in 2010,

10 See CIA, The World Factbook. Retrieved on-line from the following webpage:
https://www.cia.gov/library/publications/the-world-factbook/rankorder (accessed on

20/11/2018).
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and yet, the largest category remains for both series — size and number of
deals — the one accounting for deals concluded, intended or failed in an
unknown year (Figure 8). Even if the recent rush for land was just a
temporary bubble, it affected over 100 million ha of land in less than two
decades and its consequences in terms of land use change are likely to linger
in the medium and long-term. Also, as is the case for other economic and
financial bubbles, the LSLA bubble might repeat, and — with land
becoming an increasingly scarce resource — we need to be better prepared
to minimise negative consequences while amplifying the potential benefits

that this phenomenon could bring in the near future.

Figure 8 — Total size and number of deals over time

450

-
[-2]

-
(2]

u TOTAL S1zE (MILLION HA) 14,4
400

-
»

m No. oF LSLAS DEALS

-
w

350

-
- DN

300

-
o

250

200

150

100

50
I.I' Jﬂ

0

Source: Authors’ elaboration on Land Matrix data retrieved on the 11/4/2018 (The Land
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If the pace of this rush for land is decreasing over time, we observe a
different trajectory when looking at deals that are actually put into
production. Indeed, the second Analytical Report released by the Land
Matrix in late 2016 — which focuses on LSLAs for agricultural purposes
only — suggests that we have entered into a new ‘productive’ era: “It remains
difficult to track the area under production, though currently the Land Matrix
records 6.4 million hectares that are reported to be under production, almost

quadruple the area in June 2013” (Nolte et al., 2016, p. 14).

The picture emerging from Land Matrix data not only varies with time,
but also across space. The dataset offers three different measures of the size
of a deal: the intended size of a deal, which refers to deals currently under
negotiation or to deals that eventually failed; the current size under contract
or simply contract size, which refers to the area that has been actually leased
or purchased by the investors in concluded deals; and finally, the production
size, which accounts for the hectares on which operations have started.
Figure 9 compares a heatmap of the intended size of LSLAs in each target
country for which we have records (top, in shades of blue), with a heatmap
based on the measure of production size (bottom, in shades of orange). The
intended size map shows Sub-Saharan Africa as a clear hotspot for LSLAs.
However, when we look at the hectares that have actually been put in
production, the whole African continent virtually fades away, while Brazil,
Ukraine, Argentina, Indonesia and Russia stand out as the countries with

the largest area currently in operation for large-scale land investments.

The spatial analysis of differences between intended and actual
production size offers another important lead in the context of this study.
Indeed, many of the countries that fade away in the production size
heatmaps are typically fragile and unstable in terms of institutional quality.

This suggests a pattern where countries with weak institutions — which
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include insecure tenure regimes, higher incidence of corruption, political
instability and lower levels of the rule of law — seem to attract more interest
in terms of potential demand for LSLAs, but, at the same time, the same
countries appear to struggle in truly implementing the related investments.
Whereas the first part of this proposition finds support in the existing
empirical literature on LSLAs, the second part still requires thorough

empirical validation.

Figure 9 — Intended and Production size in target countries

Top TARGET INTENDED SIZE
COUNTRIES (1000 HA)
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Source: Authors’ elaboration on Land Matrix data retrieved on the 11/4/2018 (The Land
Matrix Global Observatory, 2018).
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In their seminal work, Arezki and his colleagues at the World Bank
found a negative correlation between the institutional quality of destination
countries and the incidence of large-scale land deals (Arezki et al., 2015), a
results that is also in line with other empirical studies (De Maria, 2015;
Giovannetti & Ticci, 2016). Lay and Nolte — using a similar approach but
newer and more accurate data — could not find a clear path for the
institutional variables, which were often not significant in explaining the
dynamics of LSLAs (Lay & Nolte, 2018). More recently, Raimondi and
Scoppola (2018) — in what is arguably the most advanced example of a
gravity-like equation applied to LSLAs — found support for the idea that
institutions affect large-scale land investments in ways that are more
complex than was initially thought. In particular, they included in their
analysis the effect of the institutional distance between target and investor
countries, suggesting that — with the important exception of the African
continent — the greater the gap between any pair of countries, the lower
the incidence of LSALs tends to be, both in terms of number of deals and in
terms of hectares. However, in their article the emphasis is still on the
number of deals and on their intended size, with no mention of the
implementation status and of the amount of land that is actually put in

production.

Intuitively, a potential explanation for the institutional puzzle in LSLAs
might lie in the dual effect of institutions, which — looking back at Figure 9 —
appear to be negatively correlated with the intended size of the deal, but
positively correlated with the actual production size. Given the
uncertainties accompanying the role of institutions in LSLAs and the need
to offer for the first time preliminary but more rigorous insights into the

impact of institutions on the actual implementation of LSLA-related
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investments, this study put the accent on institutional variables and on the

dichotomy between operational (in production) and non-operational deals.

When a deal is signed but not implemented, the main benefit for the
destination country usually takes the form of a land rent, which is typically
paid to institutions and offices within the host Government, thus increasing
the public revenue. However, Cotula and his colleagues, using evidence
from several in-country case studies conducted in Africa together with
secondary data, concluded that: “land fees and other monetary transfers are not
the main host country benefit, not least due to the difficulty of setting land prices
in the absence of well-established formal land markets” (Cotula et al., 2009, p.101).
They also found that: “host country benefits are mainly seen in the form of
investor commitments on investment levels, employment creation and
infrastructure  development” (Ibid.). These conclusions reinforce the
hypothesis that the projects that reach the production phase are the ones
that are more likely to produce development benefits, especially for local
populations and communities living in the host country. On the contrary,
investments that do not see the beginning of operations at all, face higher
risks of becoming pure land speculations, leaving little space for the

realisation of any development promise.

3. Model

The ultimate goal of this paper is to assess which factors contribute to
the actual implementation of projects requiring large-scale land purchases
and leases. Given this, the first step of the analysis was to identify which
LSLAs can be considered operational. The Land Matrix distinguishes
between the negotiation status of a deal and its implementation status,

which are cross-tabulated in Table 1.
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In order to clearly separate LSLAs in actual production from other
deals, I constructed an ad hoc dummy variable, which takes the unit value
when a deal is concluded and in operation. Deals marked as concluded, but
without any information about the implementation status, were excluded
from the estimates, so as to reduce the level of uncertainty. All other
combinations of negotiation and implementation statuses were considered
as deals not currently in production — and therefore labelled as zeros for
the purpose of building the ad hoc binary variable used as the dependent
variable in the model. This dummy accounts for 1,424 deals in production

(53.1%) over a total of 2,345 non-missing records.

Table 1 — Land Matrix deals by negotiation and implementation status

Implementation status

In operation ~ Project  Project not Start-up  Missing | Row
(production) abandoned  started  (noprod.)  wvalues = Total
Concluded 1,424 89 151 238 334 2,236
3
=
: Failed 7 25 7 9 89 137
S
=
"°50 Intended 9 8 40 12 193 262
v
0 Missi
Issing 21 1 2 2 18 44
values
1
Column ;161 123 200 261 634 = 2,679
Total

Source: Authors’ elaboration on Land Matrix data retrieved on the 11/4/2018 (The Land
Matrix Global Observatory, 2018).

The empirical model, which includes a set of deal-specific

characteristics, as well as macro-economic factors and institutional

variables, can be written as follows:
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Y .1y = Bok + B1Deal + B,Cont;,, + BzCont,, + fyInsty,, + fsInst,, [1]

Where Y is a dummy equal to 1 if a deal is concluded and production
has started, and zero otherwise; k is a constant; Deal is a matrix of specific
features for each LSLAs recorded in the dataset, such as the size, the
intention of the investment, the participation of domestic investors, the
presence of contract farming agreements, and so on; Cont;,, and Cont,4 are
matrices of economic factors, namely the GDP and the average cereal yield,
respectively for the investor(s) and for the target country; Inst;,, and
Inst;, are matrices of institutional variables for the investor(s) and for the
destination country; lastly, f, to Bsrepresents the estimated coefficients
associated to each variable included in the model. Having a binary
dependent variable, which distinguishes between deals that have reached
the production stage and deals that have not, I used maximum likelihood
estimation methods, comparing results associated with different
specifications of the well-known logit and probit models (Aldrich & Nelson,
1984).

4, Data

4.1, LSLAs data

The original database used in this paper is structured as a cross-section
of LSLAs, where deal-specific information relies on the Land Matrix (The
Land Matrix Global Observatory, 2018), while other economic and
institutional variables are taken from the World Bank. Descriptive statistics

for the full sample are presented in Table 2.
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The Land Matrix (Ibid., 2018) — which arguably is the most complete,
open and up-to-date source of data on LSLAs — defines large-scale land
deals as “as an intended, concluded or failed attempt to acquire land through
purchase, lease or concession”. Furthermore, a deal is admissible as a record
in the Land Matrix only if it covers a surface of at least 200 hectares (ha); if
it has been initiated in the present millennium; and if it entails the potential
conversion of land for commercial use. Deal-specific variables include the
size of the deal, as well as several dummies accounting for the existence of
a domestic participation in the land deal, the presence of multiple investor
countries at the same time and the nature of the proposed investment (food,
livestock, biofuel, multiple intention, etc.). Each deal is typically observed
in the negotiation year, which corresponds to the year of negotiation
reported in the Land Matrix?. Having only limited time-variant
information, the dataset has been shaped as a cross-section. This decision
not only reduces potential biases related to the incomplete information that
often characterises the evolution of each deal over time, but also contribute

to increasing the total sample size on which simulations can be run.

11 See the Land Matrix Global Observatory, 2018. Available on-line at:
https://landmatrix.org/faq/ (Accessed 12/8/2019).

12 In cases where the negotiation year is missing, but there is information about the
implementation year, the latter is used as reference year. This is the case for 209 deals
over a total of 2,679 records (7.8% of the full sample).
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Table 2 — Descriptive statistics for the full sample

Variable Description Obs. Mean  St.Dev. Min Max
(a) (b) (© (d) (e) (f) (8)
Production Dumy (<1 if deal is in production) = Author's 2345 0607 0488 000  1.00
calculation on LM Data

Intended Size 1,000 ha [LM] 1,372 62.27 169.85 0.20 3,000
Contracted Size 1,000 ha [LM] 2,209 31.22 96.41 0.00 1,900
Production Size 1,000 ha [LM] 1,024 15.07 54.02 0.00 860
Size 1,000 ha — Author’s calculation on LM data 2,679 37.10 123.00 0.00 3,000

Size (log) Size in Log 2,677 8.83 1.87 1.95 14.91
Domestic Component Dummy (=1 if domestic share in deal) [LM] 2,679 0.44 0.50 0.00 1.00
Multiple Investor Dummy (=1 if multiple investors in deal) [LM] 2,679 0.15 0.36 0.00 1.00
Food Dummy (=1 if food is main intention) [LM] 2,679 0.45 0.50 0.00 1.00
Biofuel Dummy (=1 if biofuel is main intention) [LM] 2,679 0.18 0.39 0.00 1.00
Livestock Dummy (=1 if livestock is main intention) [LM] 2,679 0.15 0.36 0.00 1.00
Tourism Dummy (=1 if tourism is main intention) [LM] 2,679 0.02 0.15 0.00 1.00
Forest Dummy (=1 if forest is main intention) [LM] 2,679 0.13 0.33 0.00 1.00
Multiple Intention Dummy (=1 if multiple intentions for deal) [LM] 2,679 0.33 0.47 0.00 1.00
Contract farming Dummy (=1 if contract farming in deal) [LM] 2,679 0.06 0.24 0.00 1.00
GDP Tg. Log of GDP in 2010 constant US$ [WB-WDI] 2,257 24.86 1.88 19.10 29.61
GDP Inv. Log of GDP in 2010 constant US$ [WB-WDI] 2,186 26.67 2.02 20.26  30.47
Cereal Yield Tg. Log of the average cereal yield (Kg/ha) [WB-WDI] 2,257 7.77 0.65 5.53 8.92
Cereal Yield Inv. Log of the average cereal yield (Kg/ha) [WB-WDI] 2,140 8.26 0.60 517 10.21
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Table 2 (Continued) — Descriptive statistics for the full sample

Variable Description Obs. Mean  St.Dev. Min Max

(a) (b) (© (d) (e) (f) (8)

Voice & Accountability Tg. Voice & Accountability Index [WB-WGI] 2,258 -0.35 0.74 -2.23 1.29
Voice & Accountability Inv. Voice & Accountability Index [WB-WGI] 2,198 0.05 1.06 -2.24 1.80
Political Stability Tg. Pol. Stability/Absence of Violence Index [WB-WGI] 2,258 -0.56 0.80 -2.81 1.20
Political Stability Inv. Pol. Stability/Absence of Violence Index [WB-WGI] 2,198 -0.09 0.88 -2.68 1.76
Gov. Effectiveness Tg. Government Effectiveness Index [WB-WGI] 2,258 -0.51 0.55 -3.37 1.28
Gov. Effectiveness Inv. Government Effectiveness Index [WB-WGI] 2,198 0.41 0.99 -3.07 2.44
Regulatory Quality Tg. Regulatory Quality Index [WB-WGI] 2,258 -0.48 0.55 -2.68 1.52
Regulatory Quality Inv. Regulatory Quality Index [WB-WGI] 2,198 0.30 0.97 -2.48 2.23
Rule of Law Tg. Rule of Law Index [WB-WGI] 2,258 -0.61 0.49 -1.82 1.37

Rule of Law Inv. Rule of Law Index [WB-WGI] 2,198 0.24 1.02 -1.80 2.04
Contr. of Corr. Tg. Control of Corruption Index [WB-WGI] 2,258 -0.59 0.54 -1.67 1.59
Contr. of Corr. Inv. Control of Corruption Index [WB-WGI] 2,198 0.24 1.08 -1.74 2.47

Source: Author’s elaboration. In column (a) the abbreviations ‘Tg.” and ‘Inv.” stand, respectively for target and investor country. In column
(b) LM is used as the abbreviation for Land Matrix; WB-WDI for World Bank — World Development Indicators; WB-WGI for World Bank

— World Governance Indicators. Column (c) shows the number of Observation. Column (e) displays the standard deviation.
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The size variable used in this paper was built as a combination of the
intended size, contract size and production size included in the original Land
Matrix dataset. In particular, the values of the size variable are equal to the
contracted size unless this information is missing, in which case the
production size is taken. When both the contract and production size are
unavailable, the intended size is used as a proxy to populate the size variable.
This approach — which allowed an increase in the sample size because not
all of the three measures for the size are available for all deals recorded in
the Land Matrix — is relatively conservative. Indeed, it puts the original
variables on a hierarchical scale in which the contract size sits on the top,
whilst the intended size — which is arguably the most uncertain and
overestimated measure of the area of a deal — is used only residually, when

other metrics are not available.

Early criticism around the accuracy and the reliability of the initial set
of data collected by the Land Matrix and, more generally, around
aggregated figures on LSLAs (Edelman, 2013), has been largely overcome
with improvements in the data collection method, which now includes both
automated and user-based data quality controls, more complete records on
the negotiation status, on the implementation status, as well as on the
information source for each deal included in the database. Indeed,
according to Nolte et al. (2016, p. vi) “Although data collection by the LMI is
unlikely to result in a complete inventory of all large-scale land acquisitions
worldwide, the data provides a sample that is large and representative enough for
empirical analysis”. Such a claim is also supported by the evidence of the
increasing number of scientific and peer reviewed publications making use

of these data to analyse a variety of aspects related to LSLAs.

Despite these improvements, limitations still exist and the evidence

coming from empirical works — including this paper — should be taken

76



with extreme care and with a genuine dose of (constructive) criticism.
Current data limitations include at least three elements. Firstly, data on
LSLAs are inherently incomplete, due to the lack of transparency
surrounding land deals in many developing countries, where procedures,
laws and regulations for land acquisitions are unclear and official sources
of information — when they exist at all — are rarely accessible to the general
public, nor are they up to date. Secondly, despite providing an increasing
range of information about the time in which a given deal is negotiated, as
well as about the evolution of deal-specific characteristics, the Land Matrix
is not explicitly organised as a time series, thus reducing the space for
reliable empirical analysis that explicitly include time-variant factors —
especially when new information about a given deal simply overwrite what
was previously available. Thirdly, information about the exact location of
land deals and concessions is often incomplete or inaccurate, so that the best
possible spatial disaggregation that can be used in global empirical analysis

does not go below national level boundaries.

4.2 Economic and institutional variables

Iincluded additional control variables in the dataset for both target and
investor countries. These controls have been extensively used in the
empirical literature on LSLAs (Arezki et al., 2015; De Maria, 2015;
Giovannetti & Ticci, 2016; Lay & Nolte, 2018; Mazzocchi et al., 2018§;
Raimondi & Scoppola, 2018). Data series for the GDP'* — which mirrors the

general economic environment for target and investor countries — and the

13 The GDP variable used in this paper is measured in constant 2010 US dollars. See:
https://data.worldbank.org/indicator/NY.GDP.MKTP.KD (Accessed 18/4/2018).
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average cereal yield per hectare' — which is used as a proxy for the average
productivity in agriculture in both target and destination countries — were
obtained from the World Development Indicators (WDI) database of the
World Bank (World Bank, 2018a). Institutional variables — again for the
countries of origin and for the destination ones — come from the World
Bank too, but this time from the suite of World Governance Indicators'®
(WGI), which includes the following institutional metrics: voice and
accountability, political stability, government effectiveness, regulatory

quality, rule of law and control of corruption (World Bank, 2018b).

Despite recognising the existence of other institutional metrics that
might be more relevant or more specific for the land sector, and
acknowledging the inherent difficulty of measuring institutional quality,
the choice of WGI indicators for this work is well motivated. Indeed, these
indicators rely on a robust methodology; they are available, with long time
series, for a wide range of countries; they have already been used
extensively in a wide range of empirical works analysing different aspects

of institutional quality

Missing values in given years for given countries, for both WDI and
WGCI series, have been estimated using simple linear interpolation and
extrapolation techniques, so that values of institutional and macro-
economic variables are taken at the specific time in which each deal is
recorded. In case of multiple investors involved in the same deal at the same

time, WDI and WGI-related variables are calculated as the simple average

14 See: https://data.worldbank.org/indicator/ag.yld.crel.kg (Accessed 18/4/2018).

15 The WGI dataset is regularly updated. Therefore, it is important to say that the data
used here were downloaded in April, 2018, from:
http://info.worldbank.org/governance/wgi/#home. For a detailed description of the

methodology, please consult Kaufmann, Kraay, & Mastruzzi (2011).
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of all investor countries participating into a given deal, thus assuming —
with no additional detail available — that each investor country participates

with the same share.

4.3. Comparing implemented and non-implemented deals

Table 3 displays a list of descriptive statistics divided by group,
juxtaposing the implemented deal (in production) with the deals not in
production. A simple t-test comparing the mean difference for all variables
of interest already suggests that the two groups are characterised by very
different features. Deals that fail to reach the productive stage are, on
average, targeting larger stretches of land compared to deals that are
actually implemented. To make sense of the differences in terms of hectares,
deals currently in production have an average surface equal to 26,985 ha,
while the average surface for deals not implemented is 47,701 ha. Clearly,
this does not imply that bigger deals are necessarily going to fail, but it does
suggest that the risk of failure for LSLAs might increase with the size of the
deal.

Biofuel-oriented investments are almost twice as frequent in the
subsample of deals in which operations have not started, where they
represent one in every four investments. Food, livestock and forestry are
more common purposes within implemented deals, with food production
being the main driver for the investment more than half of the time in this
case. On the other hand, the two groups do not differ significantly in terms
of the average incidence of tourism-oriented deals and contract farming
arrangements — however, these are not particularly common occurrences

in the whole sample either.
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The subset of implemented deals shows, on average, a higher
involvement of national (target country) stakeholders, with more than half
of these investments involving some form of domestic participation.
Similarly, deals in production are more likely to have multiple investors on
board at the same time. Moreover, productive deals present a greater
incidence of multiple intention investments, which suggests a higher degree
of diversification in the portfolio of productive LSLA-related investments.
Implemented deals are associated with higher GDP and agricultural
productivity in target countries, but when we consider the same metrics for
investor countries the differences in the mean values of the two groups are
no longer statistically significant. A last important regularity emerges when
looking at the subsample of implemented LSLAs: the average value for
institutional variables is always higher when looking at deals where
operations have started, and this is true in both destination and investor

countries.
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Table 3 — Descriptive statistics and mean difference by subsample: implemented and non-implemented deals

Deals not in production (Y=0; N=744)

Deals in Production (Y=1; N=1170)

Group mean-comparison (Y=0,1; N=1914)

Variable Mean St.Dev. Min Max ;| Mean St.Dev. Min Max Mean-difference T-Statistic
Domestic 0.44 0.50 0.00 1.00 0.50 0.50 0.00 1.00 -0.06** (-2.64)
Multiple Investor 0.15 0.35 0.00 1.00 0.20 0.40 0.00 1.00 -0.05** (-2.85)
Food 0.38 0.48 0.00 1.00 0.53 0.50 0.00 1.00 -0.15%** (-6.66)
Biofuel 0.25 0.43 0.00 1.00 0.13 0.34 0.00 1.00 0.12%** -6.56
Livestock 0.11 0.32 0.00 1.00 0.19 0.39 0.00 1.00 -0.07#** (-4.32)
Tourism 0.03 0.17 0.00 1.00 0.02 0.15 0.00 1.00 0.01 -1.05
Forest 0.08 0.27 0.00 1.00 0.15 0.36 0.00 1.00 -0.07#** (-4.94)
Multiple Intention 0.29 0.45 0.00 1.00 0.39 0.49 0.00 1.00 -0.11%** (-4.76)
Contract farming 0.06 0.24 0.00 1.00 0.07 0.26 0.00 1.00 -0.01 (-0.70)
Size (log) 8.85 2.05 1.95 14.91 8.63 1.76 271 1446 0.22% -2.54
GDP Target (log) 24.70 1.80 2026 2953 @ 25.23 1.93 19.10 29.61 -0.52%** (-5.93)
GDP Investor (log) 26.83 2.02 20.26  30.46 26.68 1.96 20.87 3047 0.15 -1.64
Cer. Yield Tg. (log) 7.69 0.65 5.96 8.88 7.89 0.60 553 892 -0.21%** (-7.05)
Cer. Yield Inv. (log) 8.27 0.62 562 10.21 8.29 0.54 5.17 10.02 -0.02 (-0.60)
Voice & Acc. Tg. -0.43 0.70 -2.21 1.11 -0.22 0.74 -2.23 1.29 -0.27%** (-6.34)
Voice & Acc. Inv. -0.02 1.08 -1.94 1.78 0.21 1.04 -2.23  1.80 -0.23*** (-4.64)
Political Stab. Tg. -0.64 0.81 -2.81 1.20 -0.45 0.77 -2.80 1.09 -0.19*** (-5.14)
Political Stab. Inv. -0.21 0.86 -2.67  1.62 0.00 0.83 -253  1.76 -0.21%** (-5.21)
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Table 3 (Continued) — Descriptive statistics and mean difference by subsample: implemented and non-implemented deals

Deals not in production (Y=0; N=744)

Deals in Production (Y=1; N=1170)

Group mean-comparison (Y=0,1; N=1914)

Variable Mean St.Dev. Min Max Mean St.Dev. Min Max | Mean-difference T-Statistic
Gov. Effectiv. Tg -0.56 0.54 -2.78 1.26 -0.40 0.52 -3.37  1.28 -0.16*** (-6.35)
Gov. Effectiv. Inv. 0.31 0.91 -2.18 2.23 0.46 0.96 -3.07 235 -0.15%** (-3.47)
Reg. Qual. Tg -0.52 0.54 -2.28 1.49 -0.38 0.55 -2.68 1.52 -0.13*** (-5.23)
Reg. Qual. Inv. 0.21 0.91 -2.10 1.88 0.36 0.96 -248 215 -0.15%%* (-3.42)
Rule of Law Tg -0.62 0.46 -1.82 1.37 -0.54 0.50 -1.78  1.36 -0.08*** (-3.41)
Rule of Law Inv. 0.19 0.96 -1.70 2.04 0.27 1.03 -1.70  2.01 -0.09 (-1.82)
Control of Corr. Tg -0.64 0.48 -1.67 1.54 -0.50 0.56 -1.66  1.59 -0.15%** (-5.94)
Control of Corr. Inv. | 0.12 1.01 -1.74 244 0.31 1.08 -1.66 247 -0.18%** (-3.69)

Source: Author’s elaboration. The sample used here corresponds to the estimation sample used in models (3) and (4) in Table 4, with a total

of 1914 observations of which 1170 refers to deals in production. T-statistics in parentheses. Level of significance reported as follows: *
p<0.05; ** p<0.01; *** p<0.001.
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In a nutshell, operational land deals are typically correlated with a
stronger institutional and economic environment compared to deals that
never reached their productive stage. This finding brings us back to the
importance of the dual institutional effect hypothesis that I have previously
discussed, offering evidence of a direct and positive relationship between
productive deals and institutional quality. While the GDP and the average
cereal yield are statistically different among the two groups only in target
countries, institutional variables present statistically different mean values

for both target and investor countries.

5. Results

The results of the empirical estimations are summarised in Table 4,
which reports only the estimated average marginal effects, the level of
significance and the main model statistics for each specification. The full

estimates are shown in Appendix I.

The first logit model (Model 1) in column (a) only includes deal-specific
variables, with their estimated average marginal effects. In this basic model,
all regressors but the size of the deal — which is expressed as the log of the
number of ha for each deal — are dummies. The model estimated with this
specification uses a sample of 2,343 deals and passes the Wald’s Chi? test.
Assuming a 0.5 sensitivity level for the predicted values of the dependent
variable, the model correctly classifies approximately two thirds of the
deals (0.65). Table 4 also reports the ratio of correct predictions — computed
as the sum of the fraction of correctly predicted zeroes and ones — as an
additional measure of the goodness of fit (Mcintosh & Dorfman, 1992). In
general, a model is considered robust when this ratio is greater than one,

which is the case for all specifications used in this research.
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Table 4 — Estimated Average Marginal Effects for different model specifications

Model 1 Model 2 Model 3 Model 4
Variable (Log.it) (Log.it) (Log.it) (Prol?it)
Marginal Marginal = Marginal = Marginal
Effects (a) Effects (b) Effects (c) Effects (d)
Domestic Component 0.07%** -0.01 0.00 0.00
Multiple Investor 0.05* 0.10%** 0.08** 0.08**
Food 0.18*** 0.21%** 0.17%** 0.17%%*
Biofuel -0.17%** -0.12%** -0.17%** -0.16***
Livestock 0.11%** 0.10%** 0.01 0.01
Tourism -0.12% -0.04 -0.1 -0.1
Forest 0.24*** 0.28*** 0.227%** 0.227%%*
Multiple Intention 0.09%** 0.05 0.09%** 0.09%**
Contract Farming 0.07 0.09** 0.09** 0.08*
Size (log) -0.02%** -0.02%** -0.02%** -0.02%**
GDP Target (log) - 0.03*** 0.03*** 0.03***
GDP Investor (log) - -0.02%** -0.02** -0.02**
Avg. Cereal Yield Tg. (log) - 0.10%** 0.09*** 0.09%**
Avg. Cereal Yield Inv. (log) - 0.01 -0.07** -0.07**
Voice & Accountability Tg. - - 0.04 0.04
Voice & Accountability Inv. - - 0.04* 0.04*
Political Stability Target - - 0.045** 0.04**
Political Stability Investor - - 0.03 0.03
Gov. Effectiveness Tg. - - 0.08 0.08
Gov. Effectiveness Inv. - - 0.12* 0.12**
Regulatory Quality Tg. - - -0.06 -0.06
Regulatory Quality Inv. - - 0.19%** 0.18***
Rule of Law Target - - -0.19%** -0.18**
Rule of Law Investor - - -0.33*** -0.32%**
Control of Corruption Tg. - - 0.11* 0.10**
Control of Corruption Inv. - - 0.06 0.05
Model statistics

Observations 2343 1914 1914 1914
Log likelihood -1452 -1153 -1106 -1105
Wald Chi? 201.4 211.9 291.5 321.9
Prob > Chi? 0.00 0.00 0.00 0.00
Joint restriction Wald Chi? 161.44 65.83 82.02 86.81
Joint restriction Prob > Chi? 0.00 0.00 0.00 0.00
Correctly classified obs. 0.65 0.66 0.7 0.7
Correct prediction ratio 1.27 1.28 1.37 1.37
pseudo r-squared 0.07 0.1 0.14 0.14

Source: Authors’ elaboration. Note: Wald tests for joint restrictions — all run on the

1,914-observation sample — rejects the hypothesis that the parameters for the

additional regressors included in each specification are simultaneously equal to zero.
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In the basic model only the presence of contract farming agreements
does not have a significant impact on the actual start of production activities
on site. Estimates for other regressors included in this specification suggest
that the participation of domestic stakeholders increases the probability that
the investment is actually implemented. This is also true when we look at
deals that have multiple investor countries on board at once. Different types
of investments show different paths for implementation. Deals oriented
towards the production of food crops and livestock, as well as forestry-
oriented investments, are more likely to be implemented, whilst biofuel and
tourism-oriented investments are negatively related with the probability of
implementation. Finally, the model suggests that the larger the deal area,
the lower the chances of seeing that deal moving into the production phase.
Ceteris paribus, the dummies associated with the intention of the investment
— namely forestry, food and biofuel — appear to have the highest average

marginal effects.

The second model (Model 2) in column (b) also includes macro-
economic variables. These results suggest that the probability of
implementation of a land deal increases with the GDP of the destination
country and decreases for relatively lower levels of the investor country
GDP. Land-related investments tend to reach the production phase in
destination countries with a relatively higher agricultural productivity, as
suggested by the results associated with the average cereal yield in
destination countries. Compared to the basic model in (a), the presence of
contract farming increases its level of significance in the second model,
suggesting a positive impact on the probability that a deal is implemented.
In contrast, the impact of a domestic participation in the investment fades,
together with the level of significance of the dummy variable accounting

for tourism-oriented land investments. The model specification in (b),

85



which runs over a sample of 1,914 land deals’, passes the Wald Chi? test and
slightly increases the overall predictive power compared to the model in
(a). In (b), the magnitude of the effects of forest and food-oriented purposes,
as well as the impact of the multiple investor dummy, increase even further,
while the average marginal effect of biofuel decreases compared to the basic

model (a).

The estimates in (c) and (d) incorporate institutional variables, as well
as the macro-economic and deal-specific controls included in previous
specifications. These two models (Model 3 and Model 4) consider the same
set of variables, but differ in terms of the estimation technique, since the
model in (c) is estimated as a logit — assuming a logistic distribution for the
probability of a deal to be implemented — and the model in (d) as a probit
— with an underlying normal distribution assumption. Results obtained
with these two specifications are very similar in terms of sign, significance
and magnitude of the impact of the regressors. These similarities between
(c) and (d) can be seen as an additional indirect robustness check. Both
models pass the Wald Chi? test and increase their predictive power up to
the point where at least 70% of the total number of deals included in the
model are correctly classified with respect to their production status. Tests
for joint restrictions strongly reject the hypothesis that the additional
parameters included in each model specification are simultaneously equal
to zero, therefore suggesting that these additional regressors — including the
set of WGI institutional variables — increase the goodness of fit of the

estimates. The results of a cross-validation exercise included in Appendix I

! The sample size in model (2) decreases compared to model (1) because of the
exclusion of the observations for which information over the GDP and (mainly) the
average cereal yield is not available.

86



reinforce this idea further, suggesting that model (c) can predict the

implementation likelihood in a more accurate way than model (a) and (b).

Compared to the second model specification — in column (b), the role
of the dummy for livestock-oriented investments is cleared out from the set
of significant variables, which now also includes a negative and significant
relationship between the average cereal yield in investor countries and the
probability of implementation of the investment related to LSLAs. The
magnitude of the average marginal effects associated with the biofuel, food
and forestry dummies remains relatively high, with institutional variables
such as the regulatory quality of the investor country and the rule of law of
both target and investor countries displaying sizeable effect on the

likelihood of implementation too.

Simulations that explicitly include institutional controls suggest that
the institutional environment in which LSLAs take place has a relevant
impact on the chances that a deal would actually reach its production phase.
Politically stable target countries see land deals implemented more often,
which is the case also for destination countries with a higher control of
corruption. Results also suggest that a good institutional environment from
the investor side is important, especially in those cases where the action of
the investor government is effective and where the investors’ regulatory
framework is stronger. The interpretation of estimates for the rule of law
proves to be more challenging. Indeed, the expanded models in (c) and (d)
suggest that when projects reach the production stage we tend to observe
lower levels of the rule of law — which, according to its definition, “captures
perceptions of the extent to which agents have confidence in and abide by the rules

of society, and in particular the quality of contract enforcement, property rights,
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the police, and the courts, as well as the likelihood of crime and violence”. A
potential interpretation for the estimates over the rule of law would suggest
that, coeteris paribus it is easier to implement LSLA-related investments
when it is also easier to “grab” — that is, when land and property rights of
local communities are weakly enforced. This result reinforces the concerns
raised by the “land grabbing” narrative and highlights how the risk of a
potential trade-off between economic development and land rights might

manifest itself in practice in the context of LSLAs.

6. Discussion

Despite the data limitations previously acknowledged and the
challenges in the interpretation of the effect of some of the institutional
variables, most of the results resonate with the existing literature and, in

some cases, also provide new original insights.

First, with regards to deal-specific attributes, the size of LSLAs matters.
Deals concluded (or intended) over larger concession areas face greater
implementation challenges; they require higher managerial skills and
involve a wider range of stakeholders; also, these land deals typically come
with higher sunk costs, including initial, technical and management costs.
Given this, it comes as no surprise that all simulations suggest that bigger
deals are less likely to reach the production stage. The famous ‘too big to fail’
motto — which economists have often used with regards to nations and
financial institutions in recent years — seems reversed when it comes to

LSLAs, with some of these investments being ‘too big to start’.

2 See ancillary files in: http://info.worldbank.org/governance/wgi/index (accessed
20/7/2018).
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The specific purpose of LSLA-related investment matters too. Land
deals concerned with the production of biofuels are less likely to be
implemented in all simulations. In their empirical paper on biofuel-oriented
land acquisitions in Sub-Saharan Africa, Giovannetti and Ticci (2016)
already warned us about the risks of a natural-resource rent-seeking
component in the demand for LSLAs driven by the biofuel production.
With the biofuel bubble in the air® and growing concerns over the impact of
the food-energy nexus particularly on the poorer strata of the population
(Finley & Seiber, 2014; Runge & Senauer, 2007), biofuel-oriented LSLAs are
more prone to speculation induced by short-term price fluctuations,
especially when envisaging monocropping plantations. This result suggests
that biofuel oriented LSLAs should require a more thorough scrutiny by
land authorities and any other stakeholders involved. In this case, policy
interventions envisaging forms of conditionality based on the actual
implementation of these investments might contribute to discouraging
speculative and rent-seeking deals, thus reducing potential costs and risks

associated with the investment failure and with the unfruitful use of land.

On the contrary, food and forestry projects tend to reach the production
stage more often. However, starting operations for these investments does
not necessarily imply the achievement of domestic goals such as food
security and sustainable management of forestry. Therefore, conditionality
measures — this time specifically tailored around environmental and
development targets of destination countries — can be useful legal and
policy tools, contributing to increasing the magnitude of potential

development opportunities associated with LSLAs.

3 See, for instance, http://www.foeeurope.org/biofuels-bubble-turns-bust-280415
(accessed 25/8/2018)
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Multiple intention investments seem to have a positive impact on the
likelihood of implementation for any given investment, as if the
diversification of production activities can reduce the risk of failure. On the
other hand, the domestic participation in the investment does not seem to
be a relevant driver for the actual implementation of productive activities,
thus suggesting that the involvement of local investors might not

necessarily act as a disincentive for speculative LSLAs.

Descriptive statistics for both productive and non-productive deals
confirm the common LSLA narrative, which suggests that middle and high-
income countries are seeking land in lower-income countries with high
potential but currently low agricultural productivity levels (Anseeuw et al.,
2012; Deininger et al., 2010). However, from this paper’s estimates it
appears that the destination countries with relatively higher levels of GDP
and agricultural yields are more likely to see the LSLAs concluded in their
territory reaching the production phase, thus suggesting that the actual
implementation is easier in target countries that have better economic
environments and productive techniques. On the investor side, this relation
is reversed, with higher chances of implementation observed in connection
with relatively lower GDP and yield levels. This result indicates that
investor countries that have relatively weaker levels of economic and
agricultural productivity might have a greater incentive for reaping the
benefits of the proposed investment by starting the activities, with relatively

less space for speculative land acquisitions.

Overall, the emerging picture of the impact of institutions is complex
and, in some cases, poses serious challenges in terms of interpretation.
However, the influence of institutions is not negligible when we look at the
likelihood of implementation of LSLA-related investments, with the
probability that the production phase will begin typically increasing with
the institutional quality of the host country. Indeed, in destination
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countries, political stability and control of corruption positively affect the
chances of reaching the deal implementation phase. The influence of the
business and institutional culture in investor countries are relevant factors
too, with a higher likelihood of implementation observed when there are
higher levels of freedom of expression; when the civil society participation
in the political arena is more common; when governments are more likely
to successfully implement their political agenda; and, finally, where the

regulatory quality is relatively better.

So far, the message gathered from the analysis of institutional variable
is clear: better institutions, in both target and investor countries, favour the
actual implementation of investments requiring LSLAs. However, the
institutional aspects that matter, are different in host and destination
countries, and the results associated with the rule of law — negative and
significant for both destination and investor countries — suggest that in
some cases the actual impact of institutions might be more complex than it
seems. A potential explanation for the puzzle affecting the estimates on the
rule of law is that too many regulations might hinder the implementation
of these land-related investments, suggesting that it would be better to have
less, but more efficient and well targeted, legal requirements for LSLAs. It
is challenging, however, to control for the impacts of different elements
embedded in the rule of law variable, which captures both aspects related,
for instance, to tenure insecurity, and other elements typically included in
the contracts used to sign LSLA deals. Another possible explanation, which
would be in line with the “land grabbing” concerns that are often raised in
the LSLA literature, would reinforce the idea that the implementation of
these deals often comes with a price, which is paid in terms of tenure
insecurity for the affected communities — that is, the easier to grab the land,
the easier will be to start the operations for the proposed land-related

investment.
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7. Conclusions

While acknowledging the relevance of the existing LSLA literature that
addresses institutions mainly in terms of land rights, land titling and tenure
security, this paper offers a new and original view of the role of institutions
in this context. Indeed, this article assesses for the first time which factors
contribute to or hamper the actual implementation of LSLA-related
investments, offering some preliminary support for the dual institutional
effect hypothesis. In particular, while a first generation of empirical papers on
LSLAs suggested that weak institutions — especially in destination
countries — trigger a higher demand for land from both international and
domestic investors, this paper finds that LSLA deals are more likely to be
implemented when backed by host and investor countries with a relatively
stronger institutional framework. Overall, while weak institutions can
increase the overall demand for land embedded in LSLAs by favouring its
speculative and rent-seeking component, it is only when the institutional
quality is relatively higher that these investments have more chances to
reach their productive stage, thus bearing their fruits also in terms of

growth and development.

Results from the empirical analysis, which support the idea that
institutions are important drivers for the actual implementation of LSLAs-
related investments, together with deal-specific features and macro-
economic factors, also support a series of practical policy and legal
recommendations. Particularly, while suggesting that a concise, clear and
enforceable set of rules and regulations can improve the chances of actual
implementation of these land deals, the evidence also indicates that
conditionality measures diversified over different possible investment
intentions can protect governments, local land owners and local land users
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against speculation risks, investment failure and unproductive use of land.
The economic benefits of implemented deals might come with a loss of
property and land rights for local communities affected by LSLAs. In order
to prevent such negative impacts, voluntary and participatory acquisitions
should be favoured, together with laws and policies that formalise, enforce
and protect customary and collective tenure rights in target regions. In this
regard, the existing LSLA-literature has already emphasised the importance
of legal tools such as Free Prior and Informed Consent (FPIC) and fair
compensation for populations affected by LSLAs. Overall, clear and well
calibrated rules can be the key to fostering the actual implementation of
LSLAs, to maximise their development potential and, ultimately, to reduce

the risk of land grabbing.
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9. Appendix I - Full econometric results

Table 5 — Full econometric output

Variable Model 1 Model 2 Model 3
(Logit)[a] (Logit)[b] (Logi)[c]
Domestic Component 0.293*** -0.043 0.017
[0.093] [0.128] [0.157]
Multiple Investor 0.216* 0.460*** 0.374**
[0.126] [0.148] [0.155]
Food 0.788*** 0.940%** 0.756***
[0.106] [0.121] [0.130]
Biofuel -0.687** -0.480*** -0.690***
[0.130] [0.147] [0.160]
Livestock 0.468*** 0.453*** 0.045
[0.138] [0.155] [0.170]
Tourism -0.507* -0.161 -0.418
[0.297] [0.335] [0.354]
Forest 1.189*** 1.481*** 1.143***
[0.178] [0.202] [0.214]
Multiple Intention 0.407*** 0.195 0.416***
[0.113] [0.124] [0.134]
Contract Farming 0.295 0.412% 0.405*
[0.197] [0.221] [0.218]
Size (log) -0.089*** -0.087*** -0.098***
[0.026] [0.030] [0.031]
GDP Target (log) 0.131%+* 0.130%**
[0.037] [0.043]
GDP Investor (log) -0.108*** -0.092**
[0.036] [0.041]
Average Cereal Yield Target (log) 0.451*** 0.383***
[0.105] [0.122]
Average Cereal Yield investor (log) 0.024 -0.303**
[0.121] [0.148]
Voice & Accountability Target 0.163
[0.124]
Voice & Accountability Investor 0.183*
[0.105]
Political Stability Target 0.192**
[0.096]
Political Stability Investor 0.139
[0.121]
Government Effectiveness Target 0.350
[0.248]
Government Effectiveness Investor 0.517**
[0.258]
Regulatory Quality Target -0.251
[0.209]
Regulatory Quality Investor 0.810***
[0.232]
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Table 5 (Continued) — Full econometric output

Variable Model 1 Model 2 Model 3
(Logit)a] (Logit)[b] (Logit)[c]
Rule of Law Target -0.837***
[0.321]
Rule of Law Investor -1.435%**
[0.313]
Control of Corruption (target) 0.456**
[0.221]
Control of Corruption (investor) 0.248
[0.239]
Model statistics
Observations 2,343 1,914 1,914
Log likelihood -1452 -1153 -1106
LR Chi2 201.4 211.9 291.5
pseudo r-squared 0.0746 0.0987 0.135

Source: Authors’ elaboration.

Note: Joint Robust standard errors in square brackets; levels of significance as follows:
% p<0.01, ** p<0.05, * p<0.1
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10.  Appendix II - Cross-validation and ROC curve analysis

To further examine the robustness of the econometric analysis, a cross-
validated mean Area Under the Curve (AUC) for different model
specifications proposed in Table 4 was calculated and compared. The Stata
command cvauroc — which "implements k-fold cross-validation for the AUC for
a binary outcome after fitting a logistic regression model, averaging the AUCs
corresponding to each fold and bootstrapping the cross-validated AUC to obtain

statistical inference" (Luque-Fernandez et al., 2019) — was used.

Figure 10 — Cross-validated mean AUC for different model specifications

Model 1 (a) Model 2 (b)
Q —
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Source: Authors’ elaboration. Note: "Sensitivity" represents the true positive rate, while
"Specificity" corresponds to the true negative rate. The mean cross-validated Receiver
Operating Characteristics (ROC) curve is the solid red line, while k-fold (with k =3 and
seed =7777) ROC curves are the dashed ones in each plot.
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The results of this exercise (summarised in Figure 10) suggest that the
specifications with institutional variables — that is, model 3 (c) and model 4
(d) — provide more accurate predictions for the binary dependent variable
("Production") used in this study. Indirectly, this results also reinforces the
idea that the institutional quality of both investor and destination countries
influences in a statistically significant way the implementation likelihood of

LSLA- related projects.
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Chapter 111

The Economics of Fair Compensation in Large-

Scale Land Acquisitions!

! Part of this chapter, in a very preliminary version, was published as a book chapter:

De Maria, M. (2018): A Law-and-Economics Perspective on Fair Compensation in
Transnational Land Deals in the Context of Customary Tenure Regimes. In B.
Hoops, E. J. Marais, L. van Schalkwyk, & N. K. Tagliarino (Eds.), Rethinking
Expropriation Law III: Fair Compensation, The Hague: Eleven International
Publishing.

A completely renewed version of the fair compensation game in LSLAs was originally
included in the following co-authored conference paper:

De Maria M., Robinson E. J. (2018): The Economics of the Fair Compensation in
Large-Scale Land Acquisition. Paper presented at the WCERE 2018 — 6th World
Congress of Environmental and Natural Resources Economists, 25-29 June 2018,
Gothenburg.
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Abstract: This paper provides original insights into the issue of fair
compensation for local populations affected by transnational land deals.
Such deals often involve changes to the land use — such as from subsistence
agriculture, natural forest or grazing, to intensive crop production, agro-
forestry, or biofuels — and modifications to tenure regimes — thus altering
antecedent norms and customs regulating land access and land rights. The
existing evidence suggests that the scale and nature of these
transformations, together with the lack of participation and consent of the
affected local populations, can escalate into long and costly legal disputes

or (sometimes violent) conflicts over land.

Despite the existence of a legal framework defining fair compensation
and notwithstanding the vast literature on transnational land deals, no
underlying theoretical framework has been developed so far to allow for a
specific analysis of the economics of fair compensation in large-scale land
acquisitions (LSLAs). In order to fill this gap, I have developed a three-
player sequential game that captures the peculiarities of fair compensation
in transnational land deal by introducing a tailor-made range of actors,

behaviours and outcomes.

The model suggests that, under specific circumstances, the local
community will be offered a zero-compensation as a rational consequence
of the players’ optimisation, and this will lead to a land conflict, with all
players incurring additional costs. Furthermore, the locals will always be
worse off compared to the pre-deal situation — unless they can fight the
deal at zero cost — and the greater their fighting opportunity-cost, the

greater their expected loss of livelihood will be.

Keywords: large-scale land acquisitions (LSLAs); land grabbing; fair
compensation; land-based investment; land governance; indigenous and

community land rights.
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1. Introduction

This essay analyses the issue of fair compensation in the context of
transnational Large-Scale Land Acquisitions (LSLAs), focusing in particular
on those situations where land is held under collective, informal or
customary tenure regimes by local communities and indigenous
populations. Transnational land deals — which are typically considered to
be of a large-scale when covering an area of 200 hectares or more — are
frequently part of wider investments promising local economic
development and benefits such as job creation and new infrastructures
(Baumgartner et al.,, 2015; Nolte & Ostermeier, 2017). However, the
emerging evidence suggests that, when these investments affect local and
indigenous populations holding customary and informal rights over land,
there is a tangible risk that the promise of economic development will
remain only a rhetorical expedient for the affected communities, leaving
space instead for social unrest, dispossession, evictions, land disputes and

conflicts (Schoneveld, 2017).

The impact on local rural communities affected by LSLAs has received
considerable attention in the literature, which stresses the complex and
intertwined nature of the linkages between the investments that engender
LSLAs and the potential range of effects on the livelihood of the affected
populations. In their contribution, Davis et al. (2014) suggested that an
estimated 12 million people have lost their main source of livelihood due to
LSLAs. Qualitative studies have identified a range of adverse impacts of
LSLAs on affected communities too. For instance, Kachika (2010), in his
report funded by the Oxfam International Pan African Programme, pointed
out a wide range of negative effects induced by transnational land
acquisitions on vulnerable population groups, including rural poor,

women, pastoralist communities and small-scale farmers.
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Of course, not all LSLA-related investments affect local communities
and — even when this is the case — not all the impacts are negative.
Potential positive effects include job creation, increase of agricultural
productivity, greater revenues for local and central administrations,
technological spillovers, as well as the creation of schools, healthcare
facilities and other infrastructures — which are often required by land lease
contracts (Deininger et al., 2010; Liu, 2014; Zhan et al., 2016). However, the
literature suggests that the costs for local populations can often be greater
than the benefits, especially when local communities are socially, politically
and economically marginal (Behrman et al., 2012; Cotula, 2013; Hall et al.,
2015; Kachika, 2010).

Given this picture, the question of fair compensation for local
populations affected by transnational land deals becomes socially,
politically and economically relevant. A number of national and
international laws — such as the Right to Fair Compensation and Transparency
in Land Acquisition, Rehabilitation and Resettlement Act in India (Parliament
of India, 2013), the Land Act in Tanzania (United Republic of Tanzania,
1999a), the Takings Clause of the Fifth Amendment to the U.S. Constitution* and
the UN Declaration on the Rights of Indigenous People (UN, 2007) — establish

the right to prompt and fair compensation in land acquisitions.

As I will argue later in this paper, this right — coupled with clear rules
for its implementation and calculation — is one of the tools that can protect
local communities and indigenous populations from the negative

consequences of LSLAs. Furthermore, fair compensation is not just a

2 The last clause of the Fifth Amendment to the U.S. Constitution, also known as the
takings clause, balances the power of the eminent domain with the need for just
compensation for the private owner, stating that “[...] nor shall private property be taken
for public use, without just compensation”.
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redress method that mitigates negative consequences ex post, but it can also
act as a deterrent ex ante. Indeed, when compensation and its due process
are clear and legally binding, governments, investors and communities can
internalise these elements in their decision making. Fair compensation,
therefore, can act like as a catalyst and contribute to ensuring that positive
outcomes of LSLAs are maximised, whilst reducing the risk of negative

impacts on vulnerable social groups and local communities.

The application of the Free, Prior and Informed Consent (hereinafter
FPIC) principle is often seen as a prerequisite for the achievement of
peaceful, fair and participatory land-based investments for the local
populations affected by transnational land deals (Galgani et al.,, 2016;
Vermeulen & Cotula, 2010). However, despite the growing international
consensus around fair compensation (in the context of compulsory land
acquisitions) and FPIC (for voluntary land acquisitions), the existing — but
often scattered, anecdotal and incomplete — evidence suggests that local
communities’ consent and participation to LSLA negotiation processes is
limited. Furthermore, the actual payment of a compensation is not a
common outcome in transnational land deals (Nolte, Chamberlain, & Giger,
2016). As discussed in Tagliarino et al. (2018), dissatisfaction can lead to
turmoil, legal disputes and land conflicts with long-lasting negative
consequences for all stakeholders involved — even when some form of
compensation is awarded to local populations. It is then legitimate to ask
whether the fair compensation of local communities and indigenous people
is achievable at all in the context of LSLAs; if it can be efficiently combined
with the interests of foreign investors and host governments; and if fair
compensation can reduce predatory land-based investments and protect

affected populations from potential negative impacts.
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In a bid to answer these questions, this chapter is organised as follows:
the next section examines the theory and the practice of fair compensation,
analysing — with the support of both the theoretical literature and concrete
examples — the key legal and economic views and the main implications
of focusing on LSLAs specifically; based on the insights emerging from this
theoretical and practical review, the following section formalises a simple
yet original theoretical model, structured as a fair compensation game in
LSLAs that goes beyond national borders and considers a tailor-made range
of actors, behaviours, tenure regimes and outcomes — thus reflecting the
peculiarities of transnational land deals; finally, the last sections of the
chapter discuss the main implications of the fair compensation game in LSLAs

and provide concluding remarks and policy recommendations.

2. Fair compensation and LSLAs: theory and practice

2.1. A law and economics perspective on fair compensation

The fair or just compensation principle is not new and dates back to at
least 1215, with Clause 28 of the Magna Carta (Ely, 1992). In the English and
American Common Law tradition, compensating landowners for tenure
changes was already a widespread practice well before 1791 — when the
Bill of Rights, which includes the Takings Clause contained in the Fifth
Amendment to the U.S. Constitution, was ratified. If tracking back the legal
foundations for the fair compensation principle requires a journey over the
centuries, it was only a few decades ago that the economists started to
formalise different approaches for the determination of the optimal

compensation rule.

The seminal model proposed by Blume, Rubinfeld and Shapiro (1984)

tuelled — and still fuels — the discussion over the optimal compensation rule.
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Their paper, which was framed around the U.S. Takings Clause, formally
introduced an economic perspective into the compensation debate, which
until then had been mainly driven by legal concerns. Currently, different
economic views over the optimal compensation rule range between two
extreme positions, namely the zero-compensation rule and the full-market-

value (or simply full-compensation) rule.

The zero-compensation approach originally appeared as a corollary of
the previously mentioned Blume-Rubinfeld-Shapiro (hereinafter simply
BRS) model (Ibid.). The main justification for the idea that a zero-
compensation could be optimal is related to the moral hazard of the
landowner. Intuitively, a private landlord learning that his or her land is at
risk of expropriation, would have the incentive to invest in that piece of
land more than he or she would have done otherwise. Such overinvestment
would increase the market price of the land, thereby inflating the value of

the compensation which he or she would be entitled to.

The mathematical formulation of the BRS model was such that —
under specific circumstances and assumptions — the zero-compensation
was an optimal result, leaving no space for the moral hazard of landowners.
The controversial nature of this specific corollary of the BRS model
stimulated an intense debate and yielded to the multiplication of the
economic views and approaches over the optimal compensation rule. For
instance, Fischel and Shapiro (1989), adopted a public choice perspective and
considered the specific nature of the government explicitly. With a
benevolent (or Pigouvian) government — that is, a government that will
never overuse the eminent domain power vested in its hands — the zero-
compensation would be an optimal solution. However, in the case of a
majoritarian or authoritarian government — that is a government such that

the individual interests of its members would prevail over the collective
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interest — the optimal compensation would be always greater than zero,
thus limiting the risk of excessive expropriation to the detriment of private

landowners.

Other economists discarded at once the possibility that the zero-
compensation could be an optimal compensation rule. For instance, Nosal
(2001) provided support to the full-compensation rule, suggesting that the
optimal compensation has to be calculated looking at the market value —
that is, the price that private investors would pay in the free market when
buying a given parcel of land. In particular, he developed a model based on
a tax-and-compensation scheme, where the average market value of land, in
equilibrium, constituted the optimal redress for the private owner whose

land was expropriated.

Miceli and Segerson used yet another different approach — based on
abargaining model — to study the optimal compensation rule in the context
of the so-called land assembly problem (Miceli & Segerson, 1994; 2007). While
rejecting the possibility that the zero-compensation rule could be regarded
as optimal, they also warned of the risks associated with overcompensating
private landholders — thus counterbalancing the concerns of excessive
expropriation that were raised, for instance, by Fischel and Shapiro under

their majoritarian government scenario.

Miceli and Segerson (Ibid.) mainly focused on the holdout problem.
They considered the case of a developer who wants to buy several plots of
land owned by different individuals for a large-scale development project.
Assuming that all plots are needed by the developer, holdouts could
undermine the success of the whole project. Indeed, when only a few of
these plots remain in order for the developer to assemble the whole area
required for the proposed development scheme, the private owners of these
plots gain disproportionate bargaining power, ultimately allowing them to
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obtain compensation that goes well above the full market valuation of those

plots.

At this stage, the reader should be aware of how the risk of excessive
expropriation by public authorities can be offset by holdouts and moral
hazard for private landholders, especially in the case of projects requiring
the assembly of several parcels of land. According to Epstein (1985), these
two conflicting forces are balanced when fair compensation is granted
following the full-market-price rule. In this case, the just compensation is
ideally to be set equal to the price that would leave the landlord whose land
is at risk of expropriation indifferent between keeping his property and
accepting the taking requested by the public authority. Epstein (Ibid.)
suggests that, ideally, this simply corresponds to the value at which the
individual landholder would be willing to sell his property or land on the
free market, which is also known as the individual reservation price. When the
compensation equals this ideal price threshold, then it works as a deterrent
for both the risk of excessive expropriation — because the reservation price,
at least, must be paid for the expropriation — and for the holdout problem

— because no more than the reservation price will be paid as compensation.

However, even this line of reasoning has limitations. In particular, the
problem related to the individual reservation price is that it includes a
subjective component, which is not directly observable and varies according
to personal considerations of each landlord. For this reason, the market
price — which can be observed when the land and real estate market exists
and works perfectly — is traditionally used as a practical solution for the
determination of the just compensation value. The market price, however,
is the amount at which similar parcels or properties have been sold on the
market by other owners and does not necessarily reflect the amount at

which another individual would be willing to sell in a consensual
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transaction. Indeed, this subjective premium can be quite sizeable,
especially when we look at family homes or parcels of land that have been
kept in the family for a long time. When this is the case, the market value,
even if paid in full as compensation, underestimates the amount that the
private landlord would accept in a consensual sale. Nevertheless, the
unobservability of such subjective premium acts also as an incentive — for
the private landlord whose property is at risk of forced taking — to behave
strategically, ultimately bringing back in the game the holdout and the

moral hazard problems that we have previously described.

If the economic analysis around the optimal compensation rules
provides an extraordinary theoretical basis for the understanding of the
multiple issues associated with the concept of fair compensation, the
jurisprudence — here intended as the analysis of the course of actual cases
and court decisions — also provides very useful insights. A notable
example is the famous decision by the U.S. Supreme Court in Kelo v City of
New London (Supreme Court of the United States, 2005). The Supreme Court

summarised the case as follows (Ibid., p.1):

“After approving an integrated development plan designed to revitalize its
ailing economy, respondent city, through its development agent, purchased most of
the property earmarked for the project from willing sellers, but initiated
condemnation proceedings when petitioners, the owners of the rest of the property,
refused to sell. Petitioners brought this state-court action claiming, inter alia, that
the taking of their properties would violate the ‘public use’ restriction in the Fifth

Amendment’s Takings Clause.”

This short summary of the case contains at least two key issues that
deserve to be discussed further. The first of these issues relies on the very
essence of the decision of the Supreme Court, ruling that even private
investments can satisfy the Fifth Amendment’s public use requirement. In

112



fact, the petitioners claimed that the private nature of the development
project requiring the forcible taking of their properties “would violate the
‘public use’ restriction in the Fifth Amendment’s Takings Clause”. The second
issue relates to the fact that the petitioners, including the lead plaintiff
Susette Kelo, “refused to sell” their properties and land. They rejected the just
compensation they were offered based on the full-market-value rule,
whereas other landowners willingly accepted they amount they were
offered. Once again, this decision brings us back to the uncertainty
associated with the subjective component in the individual reservation

price.

Regarding the first issue, the interpretation of the public use
requirement adopted by the Court in the Kelo decision raised some
concerns. For instance, Miceli (2016) argued that if , on the one hand, it is
not surprising that a private development project can produce direct and
indirect (spillover) positive effects on the affected community, on the other
hand, it is also true that the majority of private development projects
typically promise a wide range of generic positive effects on the economy
and on the society — thus virtually fulfilling the public use requirement at
all times. He also noted that such a broad interpretation of the public use
requirement might disproportionally hit low-income households, as well as
ethnic and religious minorities. In fact, urban and peri-urban areas that are
home to disadvantaged population groups, are also very often the most
attractive ones for both private developers — as these areas can typically
offer the highest investment return — and local authorities — because these
zones can usually guarantee higher public revenues from the prospect of
increasing property taxes. In such situations — especially considering that
the generic promises of future job creation and potential higher tax
revenues are sufficient to fulfil the public purpose requirement — the
alignment between the interests of public authorities and private investors
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might expose unprivileged population groups to an excessive use of the

eminent domain power.

Concerning the second issue deriving from the decision of the
Supreme Court — that is, the fact that Susette Kelo and other landlords did
not accept the full-market-value compensation they were offered — it is
important to stress that there is no evidence to support the idea that the
petitioners were acting to obtain a higher compensation for their properties
— which would rule out holdouts and the moral hazard problem. Indeed,
the petitioners never ask for a higher compensation premium. No one will
ever know what exactly was the (subjective) value that Kelo and other
petitioners ascribed to their properties, and yet, it is important to note that
it was high enough to let them sustain a decade-long legal dispute through
all levels of the U.S. judiciary system, eventually reaching up to the

Supreme Court.

The impossibility of determining in an objective way the true value of
the subjective component of the reservation price is not the only problem
that arises when trying to establish the actual value of fair compensation. In
this regard, the recent Griffiths v Northern Territory of Australia case — also
known as the Timber Creek case — suggests that estimating the monetary
value of fair compensation based only on the average value of similar

properties on the market might not always be sufficient.

The Timber Creek decision is generally seen as the first decision
ordering the payment of compensation to native people for the loss or
impairment of traditional rights and interests under the provisions of the
Australian Native Title Act (Parliament of Australia, 1993). The peculiar
nature of the aboriginal customary tenure system was clearly
acknowledged in the motivations of the first instance determination
(Federal Court of Australia, 2016, §219):
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“Native title, as the jurisprudence now clearly accepts, is a communal bundle
of rights, and not an individual proprietary right. It depends for its existence on the
continuing acknowledgment and observance of the relevant traditions, customs and

practices of the community.”

Interestingly, when determining the amount of the AUD 3.3 million
compensation to be paid to the Ngaliwurru-Nungali aboriginal peoples
following the development of the town of Timber Creek and its
surroundings, the Honourable Judge Mansfield of the Federal Court of
Australia took into account both economic and non-economic land values.

In particular, concerning the value of the compensation, the Federal Court

ruled that (Ibid., §3):

“The compensation payable to the native title holders by reason of the
extinguishment of their non-exclusive native title rights and interests arising from

the said act is:

(a) Economic value of the extinguished native title rights: AUD
512,400;

(b) Interest on the said sum of AUD 512,400 assessed in accordance

with the reasons for judgment: AUD 1,488,261;
(c) Allowance for solatium of AUD 1,300,000;
Totalling AUD 3,300,661.”

Interestingly, when determining the amount of the AUD 3.3 million
compensation to be paid to the Ngaliwurru-Nungali aboriginal peoples for
the loss of their traditional land in favour of the development of the town
of Timber Creek and its surroundings, the Judge adopted a dual approach.
On the one hand, the Judge estimated the strictly economic loss —
corresponding to 80% of freehold value of the land (a), plus the simple (and
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not compound) interest rate on this sum (b) — using a criterion that very
closely mirrors the full-market-price compensation rule. On the other hand,
the Judge evaluated the spiritual, ceremonial and cultural harm separately,
as a solatium (c), and in addition to present market value of the land that

was requisitioned.

Not surprisingly, in September 2016, the Northern Territory
Government — which was sanctioned to pay the compensation to the
natives — appealed the decision. If the right to compensation for the non-
economic damage (i.e. the spiritual, ceremonial and cultural harm)
experienced by the aboriginal people was not the object of contention, the
Northern Territory contested the discretional nature of the method used for
actual determination of the solatium, suggesting that this amount was
exaggerated. In the appeal decision, the Full Federal Court of Australia,
reduced the compensation amount to AUD 2.9 million (Full Court of the
Federal Court of Australia, 2017). The Northern Territory and the Federal
Governments (Commonwealth of Australia) appealed again, this time to
the High Court. In the final decision dated 13" March 2019, the High Court
of Australia ordered the payment of a compensation equal to AUD 2.5
million (High Court of Australia, 2019), with the said amount disaggregated
as follows (Ibid., §238):

“(a) compensation for economic loss in the sum of $320,250;

(b) interest on (a) in the sum of $910,100;

(c) compensation for cultural loss in the sum of $1,300,000;

Total: $2,530,350.”

Therefore, the High Court granted the appeal in part. Remarkably,

only the appraisal of the pure economic damage was revised and reduced,
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while the compensation for the cultural loss remained unchanged
compared to the initial valuation made in the first instance by Judge
Mansfield. In this sense, the Timber Creek decision suggests that whilst
cultural and spiritual values attached by indigenous people to their land
are not included in market prices, these intangible values are to be

accounted for in the determination of fair compensation.

2.2. The peculiar nature of fair compensation in LSLAs

The different — and often conflicting — views presented so far
suggest that granting and determining fair compensation remains
extremely puzzling. However, a possible way forward can be found in the

words of Hermalin (1995, p. 65):

“There is more than one efficient rule for any given takings situation. One
can, then, choose among these efficient rules based on the moral (i.e., political or

philosophical) issues of the specific situation.”

This sentence is particularly important for the object of the present
analysis, suggesting that the issue of fair compensation in LSLAs might
constitute a problem on its own, thus requiring a new specific approach.
Indeed, if the review of the economic literature on fair compensation
offered plenty of useful insights, it is also true that this literature mainly
considered circumstances and actors that might not necessarily be relevant
in the context of transnational land deals. Most of the contributions
reviewed in the previous section framed their analysis around the U.S.
Takings Clause and the Anglo-American Common Law tradition (J. M.
Duke, 2014; Miceli & Segerson, 2014); they focused on purely domestic
contexts and on the expropriation of individual private property (Farber,
1992); and, even when the focus shifted to the land-assembly problem, the
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existing literature mainly studied the case of high-income countries,
considering the perspective of rural populations, indigenous people and
poor farmers — often characterising tenure systems in developing countries

— only occasionally (Ghatak & Mookherjee, 2014).

If the LSLA phenomenon shows elements of continuity with other
land rushes that have characterised human history in the past, and some of
its key features are deeply rooted in the legacy of the colonial era (Huggins,
2011; Wily, 2012), it is also true that the current wave of transnational land
deals expresses new peculiar traits (De Maria, 2019), which happen to be
relevant when looking at the fair compensation issue. In Chapter 1, I argue
that LSLAs can be seen as a process of international ‘commodification’ of
land. Indeed, large portions of land are currently traded as an international
commodity, but this newly born global land market typically fails to take
into account a wide range of non-economic values that are often attributed
by local communities and indigenous people to their land. As extensively
highlighted in the discussion of the Timber Creek case, while the non-
economic values are not internalised in market prices, they nevertheless
should be taken into account when determining the amount and nature of

fair compensation.

The difficult determination of the value of fair compensation is not just
limited to the subjective component of the individual reservation price but
is also related to the values — often intangible — that different communities
assign to their land collectively. This would not be a problem if LSLAs were
only directed towards idle lands. However, transnational land deals are not
targeting no man’s lands. The existing evidence suggests that more than half
of the foreign investors’ attempts to acquire land are directed towards
relatively highly populated areas which were already used as cropland, in

destination countries that are often characterised by weak levels of tenure
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security (Arezki, Deininger, & Selod, 2015; De Maria, 2015; Nolte et al.,
2016).

Tenure insecurity is often the result of situations where customary and
collective tenure regimes coexist de facto — without being fully recognised
de jure by national laws, nor mapped in cadastral registries — alongside
other forms of tenure certified formally (De Schutter, 2011; RRI, 2015). In
such contexts, the increasing pressure over land caused by LSLAs has
triggered a series of land disputes and land conflicts between local
populations, national governments and international investors, leading in
some cases to extreme consequences such as displacement, dispossession
and forced evictions (Dell’Angelo et al., 2017; Meyer, 2016; Ndi &
Batterbury, 2017; Nolte & Voget-Kleschin, 2014; Tagliarino et al., 2018; The
Oakland Institute, 2013; Tura, 2018; Twomey, 2014; Woods, 2015).

A number of elements contribute to making the issue of fair
compensation in LSLAs peculiar compared to the traditional Anglo-
American Common Law perspective: customary and informal tenure
regimes; collective (social, cultural and spiritual) values attributed by local
communities and indigenous people that are hard to express in monetary
terms; the risk that land quarrels might lead to extreme consequences,
including violence and armed conflicts. Another factor of discontinuity can
be identified in the specific range of stakeholders that are involved in the
fair compensation issue. In the traditional ‘takings’ literature — from both
the legal and the economic point of view — the fair compensation issue is
almost exclusively framed as a two-player problem, in which the planning
and developing functions vested in the public authority are to be balanced

with the interests of private landlords.

The fair compensation issue in the context of LSLAs looks more like a
three-player contest instead, in which private investors, governments and
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local communities play each with their own strategy and interests. Indeed,
data from the Land Matrix Initiative suggests that transnational land deals
are mainly moved by the private interest of foreign investors — indeed, the
great majority of backers of LSLAs private companies, investment funds,
individual entrepreneurs or joint ventures in which private subjects hold
the majority of shares (Nolte et al., 2016). National governments and public
authorities, rather than being the main economic subject proposing the
investment, act more at the policy and normative levels, attracting foreign
investors, defining the general framework of the national and local
development, and determining the rules under which proposed land deals
can take place. Finally, local populations enter the game when the land that
has been identified as suitable for the proposed land-based investments,

also happens to be their land.

Once again, the Kelo case can offer useful insights. Intuitively, the
Supreme Court sentence recognised that private developments might be
aligned with the public interest, therefore justifying the public use
requirement. Some of the criticism surrounding such a broad interpretation
of the public use requirement revolved around the risk that private
investors and public authorities might collude at the expense of private
owners, ultimately resulting in an abuse of the eminent domain power
(Miceli, 2016). This threat is certainly realistic. However, it is also reasonable
to assume that each subject, at least in principle, acts according to his own
interests. Then, the interests of some of these individuals, in some cases,
might align, whilst they might by all means diverge in other cases — thus
justifying the adoption of a three-player setting in the fair compensation

game that will be developed in the next section of this paper.

So far, the reader has seen how both the private landlord and the

public authority might have the incentive to act strategically in
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expropriation and compensation settings, as well as how these strategic
behaviours might lead to suboptimal outcomes both in terms of economic
efficiency and equity. In particular, from the private landowner side, the
main risks are related to holdouts and moral hazard, while the main
problem from the public authority side is related to the abuse of the eminent
domain, which would ultimately lead to excessive and unnecessary

expropriations.

In the LSLA context, however, both holdouts and moral hazard can
hardly be seen as realistic threats. Indeed, one of the necessary conditions
for the holdout problem to happen — that is, the existence of formally
recognised individual private property rights over a number of distinct
land parcels — does not stand when land is held under customary, informal
or communal forms of tenure. The moral hazard threat might not be a
relevant problem either, especially when LSLAs affect local communities
and indigenous people living on a subsistence economy. On the contrary,
in countries characterised by weak institutions, tenure insecurity,
corruption and poor law enforcement, the incentive for the public officials
to abuse the eminent domain power and ally with private investors at the
expense of — often politically, economically and socially marginal — local
communities might be even stronger. In these cases, fair compensation
becomes a crucial tool to limit the excessive use of eminent domain to
protect vulnerable population groups, as well as to avoid the worst-case

scenario in land tenure changes.

Vermeulen and Cotula (2010), among others, suggested that there is a
solution to prevent such worst-case scenarios, which would help avoid land
conflicts, forced evictions, displacement and dispossession often induced
by LSLAs on affected local communities. The solution they envisaged is a

three-fold process, based on the following pillars: consultation, consent and
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compensation. This view echoes what is known as the Free, Prior and Informed
Consent principle (hereinafter FPIC), which is also often seen as the
prerequisite for the achievement of fair and successful land-based
investments, where tenure changes are voluntarily agreed among the
parties — as opposed to the case of compulsory land acquisitions, which

would require expropriation and therefore compensation.

In fact, both the FPIC and fair compensation are not new concepts in
national and international law. At the international level, Article 32 of the
United Nations Declaration on the Rights of Indigenous Peoples (UN, 2007) —
which explicitly refers to land — grants to indigenous population the right
to free, prior and informed consent (FPIC), as well as the right to fair
compensation for a wide range of adverse impacts, going well beyond pure
economic damages. These rights are also often recognised — at least on
paper — in the context of international development strategies. For
instance, FAO promoted the Voluntary Guidelines on the Responsible
Governance of Tenure of Land, Fisheries and Forests in the Context of National
Food Security (FAO, 2012) — hereinafter simply VGGTs. The VGGTs, which
have been officially endorsed by more than 140 countries in the world
(Figure 11), broaden the perspective even further, taking into account not
only indigenous people, but also other communities with customary tenure
regimes (Ibid., part 3, Section 9, pp. 14-16) and informal tenure systems
(Ibid., part 3, Section 10, pp. 16-17). Similarly, Performance Standard 5. Land
Acquisition and Involuntary Resettlement proposed by the International
Finance Corporation (IFC) of the World Bank Group emphasizes the
importance of fair compensation and FPIC in land acquisitions (IFC, 2012a,

2012b).
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Figure 11 — Map of countries that officially endorsed the VGGTs

COUNTRIES ENDORSING
THE VGGTs

COUNTRIES NOT
ENDORSING THE VGGTS

Source: Land Portal, available at: https://landportal.org/voluntary-guidelines.

However, the rights to FPIC and fair compensation — despite their
formalisation at the international level with the UN Declaration on the
Rights of Indigenous Peoples, the VGGTs and the IFC Performance
Standards — are not often reflected in national-level legal systems. For
instance, the assessment started by Tagliarino in 2016 (Tagliarno, 2016) and
expanded further the following year (Tagliarino, 2017), found that out of 50
countries assessed across Africa, Asia and Latin America, only 7 provided
compensation for unregistered customary tenure rights held by indigenous
peoples and local communities. Even when international standards on FPIC
and fair compensation are formally recognised by mnational legal

framework, they might only remain valid on paper.

For instance, Tanzania constitutes a good example of the complex
interaction between LSLAs, FPIC and fair compensation. The country

arguably has one of the most complete and advanced set of legal provisions
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when it comes to land tenure, as it recognises the right to compensation for
landholders under both customary and informal tenure regimes (United
Republic of Tanzania, 1999a, 1999b, 2001a, 2001b). Shortly after the formal
recognition of fair compensation rights to customary and informal
landholders, Tanzania witnessed a paradigm shift in the country’s wildlife
policy. The 1998 Wildlife Policy (United Republic of Tanzania, 1998)
transferred powers in this domain form the central government to regional
administrations and local communities, especially through the creation of
Wildlife Management Areas at the village level. However, the 2007 Wildlife
Policy (United Republic of Tanzania, 2007) reversed this devolution trend
by bringing back to governmental and central-state actors most of the

competences related to the management of natural resources, including

land.

According to Benjaminsen et al. (2013), this approach reduced the
space for the participation in both decision-making and benefit-sharing for
local populations. Enacted in 2009, the Wildlife Conservation Act (United
Republic of Tanzania, 2007) strengthened this new centralisation paradigm
turther. On the one hand, this Act put wildlife management and eco-
tourism at the core of Tanzania’s development strategy. On the other hand,
however, this bill further increased the influence of central authorities in

the management of natural resources over local bodies and communities.

The legal provisions granting the right to a fair compensation to local
communities for land tenure changes — namely, the Land Act (United
Republic of Tanzania, 1999a) and the Land (Assessment of the Value of Land
for Compensation) Regulations (United Republic of Tanzania, 2001a) — are
still in place. However, the new regulations on wildlife policy vested so
much power in the hands of central authorities that the scope for the actual

application of compensation procedures, in practice, shrunk considerably.
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The case of the forced removal of Maasai tribes from their villages in
Loliondo, in the Arusha Region, is a relevant and concrete example. It all
began when the government approved the request for the expansion of an
existing land concession. The concessionaire — namely, the Ortello Business
Corporation, a private company based in the United Arab Emirates —
motivated the request for additional land with the desire to expand and
improve the game reserve that the company was managing in the area. The
forced eviction of the Maasai people that followed the extension of this land
concession caught the attention of James Anaya, who was the United Nations
Special Rapporteur on the Human Rights and Fundamental Freedoms of
Indigenous Peoples at the time. In his communication to the Human Rights
Council (Anaya, 2010), the Rapporteur requested the Tanzanian
government respond to the allegations regarding the use of violence —
including rapes and burning of several bomas* — during the eviction
ordered by a letter dated 20 May 2009 from the Executive Director's Office
of the Ngorongoro District.* According to the Rapporteur (Ibid., §424, h):

“Government representatives admit the burning of bomas, claiming that it
was done to prevent residents from resettling in the villages from which they were
evicted. The 20 May 2009 letter from the Executive’s Office ordering the evictions
asserts that the reasons for evicting the pastoralists are environmental degradation
from agriculture, unsustainable tree cutting and the establishment of permanent
bomas within the hunting area. The letter also forbids farming activities from

occurring within the hunting block.”

3 Bomas is the name of Maasai traditional shelters.
* The Rapporteur referenced this letter as follows: Ref. No. NGOR/DC/M. 1/94.

125



Remarkably, the Special Rapporteur framed the Loliondo episode in
light of the broader wildlife policy shift that was previously discussed. In
particular, he argued that (Ibid., §424, j):

“Although Government representatives claim that the evictions took place as
a result of environmental concerns related to the conservation of the Loliondo Game
Control Area, the circumstances surrounding the evictions indicate that the
evictions were in fact part of a larger Government policy favouring the interests of
private enterprises engaged in conservation tourism and wildlife hunting,
principally the Ortello Business Corporation, over the rights of indigenous peoples,
particularly the Maasai pastoralists. The Government carried out the evictions in
order to pave the way for the passage of the Wildlife Conservation Act of 2009, and
the conversion of the Loliondo Game Control Area into a game reserve, a move
which would further restrict the land use and occupancy rights of Maasai

pastoralists.”

In addition, the rapporteur noted how the safeguard of customary
tenure rights of indigenous peoples necessitates additional care when

balanced against public use requirements (Ibid., §443):

“Like other property interests, the property rights of indigenous peoples based
on their traditional land and resource tenure may be subject to limitations for
legitimate, non-discriminatory public purposes in accordance with law. However,
[...1amuch higher threshold than ordinarily required must be met, and in the most
compelling of circumstance, for justifying significant limitations on the rights to
lands and resources of indigenous peoples, where those rights are associated with
the most important and fundamental human rights, including the right to life, food,

the right to self-determination, to shelter, and the right to exist as a people.”

Not only was the Government requested to respond to the allegations

regarding the excessive use of force during the eviction, but it was also
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asked to explain why there was no record of any attempt to obtain the
consent of the local Maasai tribes and to negotiate fair compensation with

them.

An ethnological study, which analyses the impacts on the Maasai
population of the recent wave of government-backed foreign private
investments in the name of biodiversity conservation and safari tourism
around the Serengeti National Park, suggests that the Loliondo example is
not an isolated case (Gardner, 2016). The study argues that the negative
effects of foreign land acquisitions are not limited to economic damages and
violent evictions, as losing access to land also undermines the conservation
of traditional knowledge and practices, ultimately putting the preservation
of the whole cultural identity of the Maasai people at risk. At present, the
Serengeti scramble between the Maasai and the central authorities still
continues’®, with the Government stressing the importance of biodiversity
conservation and sustainable management of natural resources for the
country’s future, and its opponents arguing that sustainable development
cannot be achieved at the expense of the rights of indigenous populations.
In general, the Tanzanian experience suggests that even a good legal
framework, alone, might not be sufficient to guarantee FPIC and fair
compensation for affected local communities on the ground. Interestingly,
in this particular case, environmental reasons fulfil the public use
requirement, ultimately justifying the taking of land and the use of force —
with forcible evictions, displacement and dispossession of the Maasai

population becoming an acceptable cost for the greater good.

5 See, for instance, the open letter written by the Oakland institute to the Tanzanian

Government. Available at: https://www.oaklandinstitute.org/open-letter-tanzanian-

government-response-losing-serengeti (accessed on 1/Sept/2019).
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Land conflicts and violent tumults, however, can also occur when
some compensation is paid, and not only when — whatever the reason —
the right to fair compensation is denied. In this sense, the Lekki Free Trade
Zone case — which was extensively analysed by Tagliarino et al. (2018) — is
a good example. As part of a wider effort to stimulate rapid
industrialisation and economic growth, the Lagos State Government
promoted the creation of the Lekki Free Trade Zone (LFTZ). Operations
officially started in 2006, on a small portion of the total 16,500 ha area
devoted to the development of the LFTZ (World Bank, 2012). Project
developers — a private-public joint venture comprising the Lagos State
Government and a consortium of Chinese companies® — claimed that the
LFTZ would become the largest free trade zone in Africa. Strategically
located on the Lekki peninsula, in the heart of the Gulf of Guinea and about
50 kilometres south-east of the city centre of Lagos, the LFTZ is set to
become a key commercial, industrial and residential hub, connecting West

Africa with the rest of the world.

In 2007, representatives of the developer consortium, including the
Lagos State Government, signed a Memorandum of Understanding (MoU)
with nine coastal and lagoon communities whose land was expropriated in
order to allow the beginning of the first phase of the LFTZ development.
The MoU promised a wide range of redress measures to the affected
communities, including prompt and fair compensation, alternative land,
job creation, healthcare and educational opportunities. Despite the solid
legal foundations set by the MoU, eventually, the situation escalated into

violence. The failure to comply with the obligations laid down in the MoU

¢ See the “About us” section of the official website of the Lekki Free Zone Development
Company: https://Ifzdc.org/about-us/ (accessed on 1/Sept/2019).
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fuelled the discontent of members of the affected communities, reaching its
peak on October the 12, 2015. After a number of failed attempts at tabling
a discussion with company officials, the protesters barricaded the entrance
of the project site. Police intervention aimed at restoring public order
precipitated the situation further, eventually leading to the death of Mr
Disu — the then-managing director of Lekki Worldwide Investment
Limited, a major stakeholder in the LFTZ project — by gunshot. The police
and demonstrators accused one another of having fired the death blow and

the government opened an investigation on the LFTZ case.

The Government Withe Paper that was compiled after this
investigation explicitly acknowledged the “failure to faithfully implement and
honour” the MoU (Lagos State Government, 2016, §4.1). The White Paper
noted that the communities were granted only “375 hectares of land instead of
the 750 hectares agreed in the MoU” (Ibid., §5.1). Furthermore, the inquiry
found that the community members received “inadequate or no compensation
at all” (Ibid., §7); that they were compensated “for crops and buildings only but
not for empty land” (Ibid., §7.1.4); that the scale used for calculating the value
of the compensation “was drawn up in 2000, over 10 years ago. That scale has
by reason of inflation and depreciation of the Naira become obsolete and ought to be
revised upwards” (Ibid., §7.2); and that “beneficiaries of compensation were paid
in cash and sometimes through proxies in circumstances which facilitate diversion

of money, theft, embezzlement, manipulation and fraud” (Ibid., §8.2.1).

The LFTZ example suggests that violent land conflicts can erupt even
when adequate compensation is promised to the communities and
indigenous populations affected by LSLAs, especially when the
compensation is not paid promptly and fully. Therefore, due process is not
just a formal requirement for fair compensation, as the absence of it might

contribute to disputes and conflicts. Another interesting element that
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emerges from the Lekki case is that the alignment of interests between
public authorities and private investors does not necessarily appear as a
secretive form of collusion, but can take the shape of a formal partnership,

such as a joint venture instead.

Finally, this case raises additional concerns regarding market-led
valuation methods for compensation, as the market might not necessarily
provide a valuation for all the aspects related to the loss of livelihood of
populations whose land is at risk of expropriation. Even the full-market-
value rule might be unsuitable in many developing countries, not only
because the real estate and land markets do not account for intangible
elements — such as the spiritual attachment to specific land sites or other
cultural values that indigenous populations and local communities
attribute to their land — but also because these markets are often

characterised by failures and imperfections.

3. The Fair Compensation Game in the context of LSLAs

3.1. Preliminary steps: defining fair compensation

This section presents an original model for fair compensation, based on
the findings that emerged from the extensive — theoretical and practical —

review of the existing literature presented above.

Before entering into the specifics of the model, it is necessary to
operationalise the fair compensation concept, providing the definition that
will be used in this context. In this essay I define fair compensation as
compensation that at least restores the livelihoods of affected people, in line with
the definition proposed by Galgani et al. (2016) in their publication titled
“Towards a protocol on fair compensation in cases of legitimate land tenure

changes”. Compared to traditional market-value and income approaches, 1
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deliberately decided to put the emphasis on livelihood, because it would be
more appropriate in the specific LSLA context, for at least two reasons

which I believe are rather compelling.

The first reason is that the concept of livelihood allows for the
consideration of values that are typically not internalised in market prices
— and we saw in the previous section how intangible elements are
important components of fair compensation, especially when it comes to
indigenous people and local communities holding customary and informal
rights over land. Current poverty reduction strategies in low and middle-
income countries — which represent by far the regions most targeted by
LSLAs — typically revolve around the concept of sustainable livelihood.

According to Krantz (2001, p.1):

“The concept of Sustainable Livelihood (SL) is an attempt to go beyond the
conventional definitions and approaches to poverty eradication. These had been
found to be too narrow because they focused only on certain aspects or
manifestations of poverty, such as low income, or did not consider other vital
aspects of poverty such as vulnerability and social exclusion. It is now recognized
that more attention must be paid to the various factors and processes which either
constrain or enhance poor people’s ability to make a living in an economically,

ecologically, and socially sustainable manner.”

The second argument is related to the peculiar nature of tenure systems
and to the variety of market failures that are typical in most parts of the
developing world. The segmented nature of tenure systems — where
formal, informal and customary rights over land coexist, often without a
clear set of principles for their regulation and recognition — and weak land
administrations — with incomplete cadastral records and tight budget
constraints — undermine the very existence of land markets. In these cases,

the use of appraisal criteria based on market prices — as pointed out in the
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discussion of the LFTZ case — might be unsuitable and lead to major

inaccuracies and miscalculations.

3.2. The LSLA fair compensation game

This theoretical contribution is structured as a sequential game and
involves three players, namely a foreign investor (/NV), which maximises
profits; the Government of the destination country (GOV), which maximises
its own revenue from the proposed investment; and the local community
(COM), which maximises its land-based livelihood. Before the game starts
the investor has already compared different investment opportunities and
has identified the most suitable concession area for the planned investment.
The community affected by the land deal holds formally recognised
customary rights over the whole concession area. The model assumes
perfect and symmetric information among the players, so that all payoffs
are known, and all actions are observable. Table 6 summarises the key

elements of the game.

Table 6 — Overview of the fair compensation game

Player Payoff Strategy space Decision Node
Investor (INV) TNy D or back out D
Government (GOV) Teov Select k or back out ©)
Community (COM) Tcom Accept or fight ©)
Nature — 0<¢g<=<1 @

Source: Author’s elaboration.

The sequential game is played in the following way. The investor
moves first, choosing whether or not to make an offer d per unit of land to

the government for a fixed area of land @, such that the total value of the
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offer is D = da. If the investor does not make an offer, the game ends and
both the government and investor get a zero-payoff, whilst the payoff to the
community is la — where [ is the livelihood value to the community per
unit area of land. If the investor does make an offer, the government then
moves. It chooses whether or not to accept the offer. If the government does
not accept, the game ends, and the payoffs are as before. If the government
accepts the offer instead, it then chooses the compensation rule for the
community. This rule comprises the share of D that goes to the community,

ka, and the share that the government keeps, ta, such that:

d=t+k [1]
And therefore:
D=(t+k)a [2]

The community then moves. It has a dichotomous choice whether to
accept the government’s offer of ka, in exchange for the loss of land, or to
fight. Fighting imposes a cost Cr; on each player i. If the community chooses
fight, they win with probability g, in which case the community keeps the
land, all players incur fighting costs, and no external investment occurs. If
the community loses, all parties face the cost of fighting once again, but the
community loses the land upon the payment of the proposed compensation
ka and the planned investment goes ahead. The sequencing of the game —
including each player’s choice set and their payoffs — is described in Figure

12.

The optimisation for each of the three players is presented here. The
investor maximises the expected profits of the proposed land-based project.
When the investment goes through, the investor profit is the difference
between the revenues pa — where p is the exogenous market price of the

(fixed and constant) output per unit area of land — and the costs ca —
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where c is the development and production cost per unit area — and da —
which can be seen as the total price to be paid to the government and to the
local community for the land concession. In addition, the investor faces the

cost of fighting (—Cr;) when the community opposes the deal and fights.

0 If INV or GOV backs out
max E{m;yy} = max{ (1 — q)(pa — ca — da) — Cr; If COM fights (6 = 0) [3]
¢ ¢ pa—ca—da If COM accepts (§ = 1)

The government maximises its revenue from the land concession
required for the project. If the investment goes ahead, the government gains
D = da from the investor and gives a share ka to the community. Similar

to the investor, it also incurs a cost Cr¢ if the community chooses to fight.

0 If INV or GOV backs out
max E{ngov} ={ (@1 —q@)(D —ka)—Cr; 1fCOM fights (§ = 0) [4]
g D —ka If COM accepts (6 = 1)

The community only makes its play if the investor chooses to make an
offer and the government chooses to accept it. The community maximises
its expected land-based livelihood, choosing whether to accept the
government’s offer (6 = 1) or fight (6 = 0). Formally, we can write this as

follows:
max E{ncom} = mgx{c?(ka) + (1 - 68)[q(a— Crc) + (1 — q)(ka — Crc)]} [5]

In [5], the first term on the right-hand side [§ (ka)] is the compensation
paid to the community if it acquiesces; the second term (1 — 6§)[q(la — Cr()]
is the payoff they would get if they fight and win (§ =0and0<q >1);
the third term (1 — q)(ka — Cg¢) is the community payoff, if they fight and
lose the battle (6 = 0 and 0 < q > 1) — in which case the community faces
the cost of fighting Cr¢, but is also compensated with ka, that is the amount

of compensation offered by the government in the first place.
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Figure 12 — The LSLAs fair compensation game tree

v = Deal
X = No Deal
@®, @), ..= Nodes

Inv= Investor

iy = (pa) — [(ca) + (ta) + (ka)] = (pa) — [(ca) + D]
i goy = (ta) = (d— k)a =D — ka
Teom = (ka)

Gov= Government

Tiny = 0 — Cpy
Tgovy = 0 - CFG
Teom = (la) — Crc

Com = Community

(0 Government (2

........................

Investor (1)

; . Miny = 0 ; Miny = (pa) - [(Ca) + (ta) + (kﬁ) + CFII = (pa) - [(Ca) + D+ CFII
(X Moy =0 Mgop = (t@) — Cpg = (d —k)a — Cpg = D — k@ — Cgg
o Teom = (l@) ; Teom = (k@) — Cp¢

Source: Author’s elaboration.
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3.3. Solving the LSLA fair compensation game

As for most of such sequential games, we solve the LSLA fair
compensation game through backwards induction. The risk neutral

community accepts the government’s offer if:

ka = q(la — Cgc) + (1 — q)(ka — Cpc) (6]
Thus:
k>1-C¢/ o [7]

This defines the minimum compensation that the government must
offer the community to avoid a land conflict — that is, k* = (I — Crc/qa).
Therefore, when the government receives an offer from the investor such
that its own return from the investment is non-negative, its own
optimisation strategy, which is based upon the selection of k, can be written

as:

max E{ngov} = {O,l - CFC/qc—l} [8]

Looking at the government’s optimisation equation, it is clear that, if
the government chooses to accept the investor’s offer, the government’s
optimal choice is either k = k* or k = 0. The former (k*) is the minimum
amount that the government must pay in compensation in order for the
community to vacate the land peacefully. The latter (k =0) is the
(in)famous zero-compensation. Notably — given that 0 < k* <[ — Cz¢/qa
— the government can offer a zero-compensation and still avoid a fight,
when the community’s costs of fighting are sufficiently high and their
probability of winning is sufficiently low. Formally, this can be written as

follows:
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Cre/y > 1a [9]

The government would never offer more than k*, because the
community’s reaction would not change, while the government’s return
would fall. When k™ is strictly positive (k* > 0), then offering a zero-
compensation would trigger a land conflict. Thus, the risk neutral

government chooses k = k*, with k* > 0, if:
* » < Cre qD
D—k'a>(1-q)D—Cpg= k"< F/z+97/ [10]

Otherwise the government chooses the zero-compensation approach,

that is offering k = 0 to the community, knowing that they will fight.

Finally, we consider the investor — whether he or she makes an offer,
and the actual amount of this offer. Given that there is no cost attached to
making an offer, (as we assumed that there are no transaction costs) and
that there is full and symmetric information in this game, the investor
would only make an offer when she knows for certain that the government
will accept it. The government accepts the offer when its expected returns
are greater than zero — and therefore greater than the payoff that the
government would get from rejecting the offer and cancelling the
investment. Hence, the investor makes an offer D sufficiently high for the
government’s expected revenues to be non-negative, and sufficiently low

for its own returns to be non-negative.

If the government offers k*, the community accepts, and the investor’s

profits are:
pa—ca—da=pa—ca—D [11]

For the investor is optimal to make an offer when:
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pa—ca—D =0 [12]
Which implies:
D <pa-ca [13]

Recalling the expression of D in Equation 2 and knowing that in this

case the government will offer exactly k*, we have:
t<p—c—k [14]

If the government offers a zero-compensation to the community —
assuming that the condition in [9] does not stand — all players face the costs

of fighting and the investor’s expected profit becomes:
q(pa —ca—D) = Cg [15]

It then follows that [15] must be greater than zero too for the investor

to choose to make an offer. Thus:
-~ ~ CFI
D <pa-ca- /q [16]

Recalling once again Equation 2 and keeping in mind that we are now
considering the case in which the government would offer only a zero-

compensation to the local community affected by the deal, we have:
C
t<p—c-/ [17]

In general, the greater the investor’s offer (D), the lower the profit will
be — whether the community fights or not. Certainly, the investor’s profits
will always be greater for any given D if the community does not fight —
that is, when the government offers them k* as a compensation. However,
if the investor wants the government to make an offer of k*, the initial offer

(D) must be sufficiently high. Therefore, the investor chooses between the
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following options: no offer and zero profits; the minimum level of D that
leads the government to offer k* and avoid a land conflict, with a payoff of
(pa — ca — D) for the investor; or the minimum level of D that leads the
government to accept the deal and offer a zero compensation to the

villagers, which would trigger the fight and give the investor a payoff of

(1-q)(pa—ca—D) — Cg.

When the proposed land-based investment is profitable, the investor’s
dominant strategy to maximise profit would be to minimise D, thus offering
the government just enough to make it better off compared to the no-deal
situation, in which the government gets a zero-payoff. It then follows that
the investor — in pursuing his effort to minimise D — will also minimize ¢,
given the optimal choice of the government between k* and k = 0.
Therefore, whenever the investor makes an offer for the land concession,
the government’s share of that offer D, will always be set equal to t = 07.
Furthermore, in order to make an offer such that the fight will be avoided
(the government would offer k*) and the land deal will go through, the

following condition must hold:
k*Sq(p—c—t)+CFI/a [18]

In this case, the investor would offer just above k*, and precisely D =
(k* + t)a, with t —» 0. Otherwise, if k* is greater than the right-hand side
term in [18], provided that k* > 0 and that m;yy is non-negative, the investor

would offer just above zero, thatis D = ta, witht - 0" and k = 0.
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4, Discussion

Notwithstanding its inherent simplicity, the model for fair
compensation in LSLAs presented in this research provides a number of

significant insights, and I will now discuss the most important ones.

The first important consideration is that the interplay between the
three players in the LSLA fair compensation game is complex, despite the
stringent assumptions — such as full and symmetric information — and the
limited choice set that is given to each player by the game design. The local
community affected by the deal wishes to at least maintain their livelihood.
The government wants to maximise the public revenue deriving from the
land concession. The profit-maximising investor wants to pay as little as
possible for the land concession. However, too high an offer from the
investor erodes the potential profits, whilst too low an offer can ultimately
result in a costly land fight or in the cancellation of the investment all
together. The model captures well the fact that each player — each a key
actor typically involved in LSLAs — pursues an individual interest, which

might collide with the ambitions of other parties involved.

The specific settings of the proposed game also reproduce another
important element that emerged from the review of the existing literature:
local communities and indigenous populations affected by LSLAs typically
have limited bargaining power in the negotiation process and their
participation tends to be quite limited. This is true even considering that the
game grants the right to reject the deal to the local populations, together
with full and complete information about the whole negotiation process.
However, the game also suggests that these conditions are not sufficient,
alone, for the actual achievement of fair compensation. Indeed, the

community cannot negotiate the compensation in the model and is given
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only a dichotomous choice: either they can accept the compensation amount
set by the government pacifically, or they can reject it and trigger a land
conflict. The right to consent is inextricably related to the right to reject. If the
former is frictionless while the latter comes at a cost, then there is space for
strategic behaviours and power imbalances, as the fair compensation right

is, in practice, weakened.

Another important contribution of the game is that it provides a
‘rational justification’ for the proliferation of land conflicts that is often
observed in conjunction with LSLAs. Even if the fight comes with
additional costs for all players — and, arguably, with a deadweight loss for
the society as a whole — the land conflict outcome can be seen as the
consequence of the rational optimisation behaviour of the different actors.
Intuitively, land conflicts and land disputes are the result of the different —
and often opposed — interests of the players, especially in a context where
the actual opportunity-cost of a land conflict is not the same for each player.
When public authorities have discretional powers in setting the
compensation amount, and when the opportunity cost of fighting is
relatively low for the private investor and for the government and relatively
high for the community, then the land conflict becomes a likely

consequence of LSLAs.

Now, the identification of a ‘rational justification” for the proliferation
of land conflicts in LSLAs leads to the next important contribution of this
work. The game highlights a direct connection between the fight and the
zero-compensation outcome, providing new evidence for the controversial
debate that originated from the BRS model. The zero-compensation result
is not rejected by the model and, under specific circumstances, it is the

dominant strategy for the investor and the government. If the zero-
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compensation might not be an efficient result from the perspective of the
society as a whole, as it will lead to a conflict with additional costs for all
players, it can still be the best option to maximise the payoff for some of the

players.

In this sense, the game also offers a ‘rational justification” for the lack of
compensation for local populations affected by LSLAs that is often observed
on the ground — despite the generalised consensus around FPIC and fair
compensation and the legal provisions that exist at the national and
international level. For instance, the Loliondo land dispute which we have
previously discussed can be framed in light of the zero-compensation
outcome, with the government offering no compensation to the local
population and the situation escalating to violence. On the one hand, the
social, economic and political marginality of the semi-nomadic pastoral
Maasai community reflects a low probability of them winning a land
conflict, with relatively high costs associated with opposing the land deal.
Such a situation, on the other hand, becomes an incentive for the investor
and the local authorities to provide no compensation and start a land

conflict that they can easily win.

Notably, the model also suggests that the government will offer the
community a compensation k = (0,k*) that is typically less than the
livelihood value per-unit area of the land (I) — unless the community can
reject the deal (and fight) with a zero opportunity cost. Intuitively, the
players discount the fair compensation value that the community would be
entitled to, by a factor representing the opportunity cost of fighting for the
local population. Formally, when the government offers a non-zero

compensation (k*) to the community, this can be written as:

k" =1 Cpc/qa
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As such, k* can be interpreted as the maximum achievable value (per
unit of land area) for fair compensation. This sum ultimately depends on
the pre-deal livelihood of the local community (1), but also on their cost of
fighting (Crc), on the probability of winning the dispute (q) and on the
extension of the concession area (a). Coeteris paribus, the greater the
community’s costs of fighting and the lower their probability of winning,
the lower the non-zero compensation offer (k*) will be. This implies that, in
most cases, the community will be offered a fair compensation that does not
restore their pre-deal livelihood (k* <), so that the compensated
populations will always be worse off unless they can reject the deal at zero
cost. Notwithstanding the adoption of a fair compensation definition based
on livelihood restoration, the model suggests that there is an incentive to
undercompensate local communities, even in those situations where the
community accepts the deal and the compensation offer peacefully. At the
same time, the LSLA fair compensation game rejects the overcompensation

of local populations as a possible outcome.

In this sense, the model reflects the evidence emerging from the
empirical LSLA literature, which provides a number of examples where the
actual payment of fair compensation turned out to be incomplete or
insufficient, while virtually offering no evidence in support of the existence
of overcompensation issues. This result also reinforces the idea that, in the
specific context of LSLAs, the excessive use of the eminent domain power
by public authorities is a greater threat to the achievement of fair
compensation, compared to other traditional issues on the landholder side,

such as holdouts and moral hazard.

The LFTZ case, for instance, is a good example of how this theoretical

result —that is, the existence of incentives to undercompensate affected
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populations — might become a tangible outcome in the real world. The
coastal communities whose land was expropriated for the development of
the LFTZ project willingly accepted the what they were promised under the
terms of the MoU, but they only received a fraction of the money, the
alternative land and the investment shares that they were promised as
compensation. Arguably, in this particular case, the incentive to only
partially restore the livelihood of affected communities was even stronger,
the Lagos State Government being a direct shareholder of the Lekki Free

Zone Development Company (LFZDC).

The theoretical framework built through the fair compensation game
in LSLAs already offers a number of original and important insights,
providing a solid background for the understanding of the interactions
between fair compensation, land conflicts and transnational land deals.
However, this work is just the starting point for further research in this field.
Further refinements and variations of the proposed game can help to
answer other important questions that were not addressed directly in this

research.

For instance, what would happen if the discretional power of the government
to rule the compensation amount was limited by law, for instance by setting the
level of compensation mandatorily? What would be the opportunity cost of
ensuring such mandatory fair compensation in terms of cancelled investment and
reduction of public revenue? Additionally, what would be the consequence of not
looking at the community just as one single player? Would this shed some light on
elite capture mechanisms within the community? Moreover, what would happen
if the cost of fighting were not known ex ante? Would uncertainty over fighting

costs and other parameters lead to different strategies and outcomes?
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5. Conclusions

This work has framed the well-known issue of fair compensation into
the new and peculiar context of LSLAs. The implications of the
commodification of land embedded in transnational land deal are complex
and diverse, but opportunities and risks related to this phenomenon are
often seen as two sides of the same coin. On the one hand, LSLAs bring new
investments and prospects for both global and local development. On the
other hand, however, this new wave of land-based investments comes at a

cost, which is often paid by the most vulnerable population groups.

National and international legal frameworks provide tools — namely
the FPIC (in the context of voluntary tenure changes) and fair compensation
(in case of compulsory land acquisitions) — that have the potential to limit
and prevent some of the negative consequences of LSLAs, including land
conflicts, forced evictions and dispossession. However, the existing
evidence suggests that these tools often remains only on paper, failing to
protect the rights of indigenous populations and local communities affected

by LSLAs.

In order to understand and tackle the causes of this failure, I built a
simple yet original theoretical framework, structured as a three-player
sequential game for fair compensation in LSLA settings. The game is
designed in a way that grants full and symmetric information to all players,
including the local community. The definition of fair compensation that is
used in the game recalls existing national and international standards, as it
implies compensation that at least restores the livelihood of the affected

population.
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The game suggests that the interaction among the three players —
namely the foreign investor, the local community and the host-country
government — is not trivial, even under the assumption of full and
complete information. The different and sometimes divergent nature of the
interests of the players is well captured by the game settings and this
element ultimately contributes to explaining the failure of fair
compensation mechanisms and the outbreak of land conflicts that is often
observed in LSLAs. Indeed, under specific circumstances, zero-
compensation and land conflicts are the rational consequences of each
player’s optimisation process — even if the land conflict is in principle

modelled as a suboptimal outcome, with additional losses for all actors.

The game also suggests that there is the tangible risk to underestimate
the value of fair compensation, while overcompensation does not appear to
be an issue. When the game ends with the community peacefully accepting
the fair compensation that they are offered, the actual amount that they
receive is lower compared to their livelihood before the deal — unless they
can reject the deal at no cost. In other words, when fair compensation is
granted, the value of such compensation is discounted by the community’s
opportunity cost of opposing the deal and starting a fight. Furthermore, the
higher the opportunity cost of the land conflict for the local population, the

lower the fair compensation offer will be.

For the affected community, the right to accept a LSLA-deal is a
necessary but not sufficient condition for the achievement of fair
compensation that fully restores their livelihood. When the right to consent
is granted, but the rejection of LSLA projects comes at a cost, this cost is

directly deducted from the livelihood of local communities. Sadly, the more
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vulnerable and marginal these communities, the greater their loss of

livelihood will be.

Despite the intrinsic focus on LSLAs and fair compensation, the scope
of this study can be further extended. Indeed, the original approach
developed here can contribute more generally to framing and analysing
both equity and efficiency issues arising from the increasing number of
conflicts over the control of the limited natural resources that our planet has

to offer.
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1. The end of land

Different sections of this thesis have revealed how LSLAs can be seen,
interpreted and analysed from a variety of perspectives. Most of my
research has revolved around different aspects of the fundamental question
surrounding this phenomenon, and I have proposed a range of solutions to
assess to what extent it is a development opportunity or whether it is land
grabbing. I have suggested that the economic science needs a new
multidimensional and dynamic conceptualisation of land in order to fully
understand and cope with the current land rush; I have proposed a
distinction between successful and unsuccessful LSLAs, together with a
range of concrete policy recommendations aiming at fostering productive
land-based investments and preventing speculative ones; I have stressed
the importance of the FPIC principle and the right to fair compensation for
indigenous people and local populations affected by transnational land
deals, revealing the roots of the recurrent failure of these legal tools for the

protection of land rights.

However, when LSLAs are framed in the bigger picture of the
important challenges that humanity is facing, there is yet another crucial

issue that emerges:
Could the LSLA phenomenon be the end of land?

Indeed, the pressure that stems from LSLAs could represent the end of
global land reserves, the end of a stylised and static economic theory for
land, as well as the end of customary and collective tenure systems. I
assembled this concluding chapter around this question, as it provides a
compelling setting for combining in a synergic way the ideas and the
tindings that are presented — separately — in previous sections. In general,

there is no simple or single answer to this question. There are as many
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possible — and often open — answers as there are angles that can be chosen

to analyse this problem.

The first and most intuitive interpretation for the ‘end of land’” question
is quantitative, as it relates to the surface of the planet that is actually
suitable for agriculture and other human activities that consume land —
including energy production, urbanisation, conservation of biodiversity
and ecosystems. Two major forces — both of which are ultimately driven
by the ever-increasing global demand for food, energy and other
commodities (Alexander et al., 2015) — determine net land consumption
and global land use change patterns. On the one hand, extensification
increases the total amount of land consumed, as it is the result of putting in
production land that was not previously utilised. On the other hand,
intensification does not expand the land surface in production, but instead
increases the average productivity — the output per hectare — of the land
that is already in use. However, both intensification and extensification are
bound by the fundamental laws of physics and come with an environmental

cost.

In a renowned article that appeared on Nature, Foley at al. (2011, p. 337)
not only conveyed very clearly what the challenge is — “To meet the world’s
future food security and sustainability needs, food production must grow
substantially while, at the same time, agriculture’s environmental footprint must
shrink dramatically” — but also suggested what could be the potential way

forward:

“[...] tremendous progress could be made by halting agricultural expansion,
closing ‘yield gaps’ on underperforming lands, increasing cropping efficiency,
shifting diets and reducing waste. Together, these strategies could double food

production while greatly reducing the environmental impacts of agriculture.”
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Now, land-based investments supporting LSLAs have an important
role to play in this process, as they are a major component of the global
demand for land and influence land use and consumption patterns — in
terms of intensification and extensification, but also in terms of reallocation
dynamics. In this regard, I argued in Chapter II that local communities (in
particular) and humankind (in general) cannot afford the cost of
unsuccessful LSLAs. Someone might be tempted to dispute this
interpretation, by saying that the surface that is set aside when LSLAs fail
to start the operations can contribute to replenishing natural capital.
However, successful conservation and restoration activities are complex
operations — requiring an efficient combination of know-how, technology,
labour, capital and participation of local populations and institutions — and
are increasingly seen as productive investments (Chazdon & Guariguata,

2016; De Groot et al., 2013; Ouyang et al., 2016).

Others might argue that not all productive LSLAs are actually
sustainable, fair and economically viable; but they would also agree that the
beginning of operations is a necessary precondition for these investments
to potentially achieve sustainable outcomes. When such a precondition is
not met LSLAs are more likely to turn into speculative investments and land
grabs, further increasing the scarcity of this natural resource and the social,

environmental and economic cost of consuming even more land.

Another way to approach the ‘end of land’ problem is by adopting a

more institutional perspective:

Could the LSLAs phenomenon contribute to the end of customary and

collective land ownership systems?

An estimated 50% of the world’s land is currently held under

customary and communal tenure regimes (RRI, 2015). Despite the positive
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trend in terms of increased legal recognition of informal and traditional
tenure regimes (Alden Wily, 2018), on average, as little as one in ten hectares
of indigenous and community land is formally recognised (Notess et al.,
2018). In addition, the legal recognition and protection of customary and
collective tenure rights — when granted by law — often remains only on
paper, leaving space for social unrest, forced evictions, long-lasting tenure

disputes and even violent conflicts.

In this work, I have reiterated the idea — providing extensive evidence
in support of it — that one of the main issues related to LSLAs is the
existence of a trade-off between development and land rights. In fact, the
promise of social, environmental and economic development that comes
with virtually all transnational land deals, is often paid with the erosion of
land rights and the reduction of tenure security of vulnerable and marginal
populations affected by these deals. In Chapter 11, I analysed the essence of
this paradox, revealing the nature and the interplay of different incentives
that can determine the failure of fair compensation mechanisms in LSLAs,
the multiplication of land conflicts and the loss of land rights and livelihood

for local communities.

Finally, the ‘end of land’” problem can be approached from a more
theoretical angle, which refers to the traditional economic conceptualisation
of this resource. Indeed, LSLAs could mark the end of land intended as a
simple and static — almost dull — production factor, with just an ancillary
role in the economic system, in the ecosystem and in the society. In Chapter
I, I have challenged this stylised conception of land, highlighting how it

would fail to reflect the complex issues surrounding the current land rush.
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2. The beginning of a new era

I described how LSLAs — both literally and figuratively — could be the
‘end of land”: the end of a vital natural resource; the end of customary and
collective rights over this resource; the end of a specific economic
conception of land. At the same time, with this research, I have also
contributed to setting the foundation for what could be the beginning of a

new — and possibly brighter — era.

I strongly criticised some of the predominant economic views over
land, but I also proposed a new — more holistic and more realistic —
approach to land issues, where the market price of land should be balanced
with other cultural and institutional values and framed through the
economics of natural resource scarcity. I expressed concerns about a
number of impacts and implications of current LSLAs, but I have also
suggested how — with the right mix of policies, regulations and incentives
— this wave of land-based investments can contribute to the achievement
of sustainable development. I revealed the perverse nature of a
development mechanism that potentially consumes land rights and
livelihoods of affected populations, but I also exposed some of the shortfalls
of current protection mechanisms — such as the right to fair compensation
and the FPIC principle — for tenure rights, identifying potential corrections

for these failures.

Following the increasing pressure from the civil society and building
on the improved knowledge of this topic, development agencies are
progressively adopting the recognition and the protection of land rights as
a guiding principle for their interventions and development strategies
(Cotula et al, 2019; English et al, 2019; Wehrmann et al., 2019);

governments and institutions are passing legislations and promoting
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policies for the regularisation of different forms of tenure (Alden Wily, 2018;
Ali et al., 2014, De Schutter, 2011); researchers and practitioners are
identifying the linkages between tenure security and sustainable
development (Deininger & Jin, 2006; Higgins et al., 2018; Payne, 2001;
Robinson et al., 2018).

Guidelines and models for inclusive and sustainable large-scale land-
based investments that protect the rights of local landholders already exist,
alongside concrete examples of successful implementation (FAO, 2012;
German et al., 2018; Mirza et al., 2014; Vermeulen & Cotula, 2010). Avoiding
the temptation to underestimate the pressure that LSLAs exert on global
land reserves, the LSLA phenomenon could define the beginning of a new
era, where land rights are the price to pay no longer, but instead the

cornerstone of a new ‘global rush’ for sustainable land-based investments.
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