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Abstract

This paper argues that rural opposition to land reform in trangition Russiais a consequence of individualy
rationa decisions by members of former state and collective farms about whether to support further land reform, or
preserve the gtatus quo, callective farming. Evidence from survey data shows that despite the government’s efforts
to promote a land market and independent farming in the 1990s, preferences in 1996 ill favoured the largdy
unreformed status quo. The observed retention of collective farming is so widespread as to block both the
development of a land market and restructuring. The visible consequence of stalemated reform has been persstent
agricultural output decline and widespread bankruptcy of large farm entities, without any significant rise of
independent farming. This paper formalises a dynamic argument for rationa opposition to land reform, given the
existence of uncertainty about the costs that individual cultivators will incur. It turns out that the conseguences of
initial decisons could have decisve impact on rejection of reform later on. The paper discusses, further, the
relevance of the historica parallel during the post-Emancipation and Stolypin eras when peasant communes resisted
enclosures and restructuring of rights to land. Opposition, seemingly irrationd, recurred and lasted throughout the
reform era It can be seen that opposition to reform at that time, too, was individualy rational, given incomplete
property rights reform; the state also bears responsible in contemporary and historical times for policies that tended
to help preserve the status-quo. The state failed to improve the unclear property rights which dampened reform
incentives early on in the reform process both historically and in the rurd trangition environment.

KEYWORDS: Russan Land Reform, Economic history, Status-quo Preference in uncertainty, Development,

Property Rights
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| Introduction

This paper argues that rurd opposition to land reform in transition Russiais a consequence of individually rationa
decisons by members of former state and collective farms about whether to support further land reform, or
preserve the gtatus quo, collective farming. Evidence from survey data shows that despite the government’ s efforts
to promote a land market and independent farming in the 1990s, preferences in 1996 dill favoured the largely
unreformed status quo (Leonard 2000). The observed retention of collective farming is so widespread as to block
both the development of a land market and restructuring. The visible consequence of saemated reform has been
persigtent agricultural output decline and widespread bankruptcy of large farm entities, without any significant rise
of independent farming (Leonard and Serova [forthcoming)).

Rura opposgtion to land reform is of more generd interest in the socid sciences as an example of
persigent collectivism. In Russa, collectivism was thought to emerge in part from religious nationd tradition
(sobornogt’) and in part from peasant tradition. The most sdient historical parald in Russia, and not the only one,
is widespread rura opposition to the Stolypin reforms at the turn of the last century, when peasant communes
ressed enclosures and redructuring of rights to land (Pdlot, 1998). Secure property rights and market
infrastructure, which the current trangition reforms seem to promise, as the Stolypin reforms did in the past, would
seem obvioudy necessary for the improvement of the sector. Y et opposition, seemingly irrationd, has recurred and
lasted throughout the reform era

This paper is based on previous work by the author, presenting the results of opinion polls to show
evidence of the strength and nature of opposition, suddenly emerging mid-way through transition (Leonard 2000).
That evidence, presented descriptively to argue that opposition to reform was individudly rationd, given
incomplete property rights reform, showed that the state wa aso responsible for preserving the status-quo both
higoricdly and in the 1990s. The sate failed to improve the unclear property rights, which dampen reform
incentives in the rurd transition environment. The thrust of that earlier work was to show that the Russian

experience was pat of a more generd phenomenon and to shed light on the reasons why land reforms often fall to
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win support among peasants and other rura producers in the developing world. This paper aims to formalise the
argument: opposition to land reform and its failure to be fully implemented can be rationalised within a decision
theoretic framework, given the existence of uncertainty about the costs that individud cultivators will incur. Under
the latter conditions, a crucia determinant of the decison outcome will be particular structural festures of the
economy that impinge on rurd risk perceptions. In other words, there are particular domestic and externa
conditions—auch as fiscd and financia crises that may accompany governments' attempts at land reform—which
eevate producers perceptions of both the economic and politica risk entailed by entrepreneurid behaviour. In such
circumstances, rura socid organisation can develop informa rulesto inhibit out-migration, which can, in turn, lead to
the indtitutiondisation of sharecropping and diverse forms of labour bondage. Furthermore, the resulting abundance
of labour and low-yidd cultivation practices has the effect of discouraging technologica innovation in the village.
U nder these conditions, reform will be the impetus for the less risk-averse, and those with skills and knowledge to
choose to leave the village in search of better opportunities elsewhere. It turns out that the consequences of initia
decisions could have decisive impact on rejection of reform later on. When the initid “enthusiagts’ have left the
farm, those remaining will, more and more, perceive fewer opportunities and a greater likelihood of high costs of
accepting the reform regime. This sdf-reinforcing dynamic process serves to further entrench the (surviving) rura
community’ s commitment to maintenance of the status quo. It is argued from other empirical and theoretical study
that if a larger group were initialy to leave, the likdihood of a more postive opinion of reform in the group
remaining behind would be raised. The dement of path dependence in the decisontheoretic context makes it
important to speculate: what would have occurred if the government had taken up a suggestion by Karen Brooks
and Zvi Lerman (1994), writing in a World Bank Discussion Paper, to creste an additiona one million independent
farms of 40 hectares each by start-up grants of $4,000 per unit? It is probable that rural producers would regard
reform morefavourably.

In Russia, the current rejection of reform by rural producers bears a smilarity to historicd resistance to
agrarian reform, especidly in the post-Emancipation period and Stolypin era. In both the contemporary and the
higtorical periods, the Russan government failed to adjust the legd and financid infrastructure sufficiently, after

redistributive reforms, to make alotments of arable securdly the property of individua rurd households and
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therefore encourage the land market. In addition, in both the contemporary and historica eras, among the further
effects of undear property rights, overuse of the collectively controlled resources and free-riding by community
members made it necessary to monitor labour. By tradition, the collective controlled labour discipline by socid
pressure and other reputation mechanisms, and by centralised adlocation of goods as an incentive for hard work. The
resulting homogeneity of the populace and historica pattern of collective action meant that there was little cost
w hen leaders sought to mohilise resistance to reform. Individua agents thus perceived risks not only from arbitrary
and excessve date intervention, but dso from lack of legdly guaranteed portions of land and the absence of
protections againgt actions of the organised opponents of the land reform. Thus peasant and farm communities in
nineteenth and twentieth-century Russia were readily mobilised to defend the pooling of production at primary
levels, under the circumstances of unclear property rights, even when offered smal compensatory benefit packages,
including subsidised loans, by the government for accepting farm restructuring.

Part |1 of this paper describes the contemporary situation of stalemated reform and draws explicit paralds
from Russian history. This part lays a background for the highly smplified model of a two-stage decisorqmaking
Stage process that is developed in Part 111. In stage one of the decision-making process, members of the collective
decide whether to leave the collective and purchese land for an independent farm following the launching of the
reform process. In stage two, the outcome of the first round of decisonrmaking is observed by those who have not
left the collective, but information about the opportunities presented by reform is now filtered through the
perceptions of those who remain. The less information thet is localy available concerning successful experience in
independent farming, the stronger isthe tendency of the results of the first-round decision process to replicate that of
the first stage. The modd of resistance to reform developed by Fernandez and Rodrik (1998) is adopted and
extended by consdering the endogeneity of the digtribution of expectation regarding the (unknown) costs of
accepting reform, introducing a process of adaptive learning from stage one of the sequentid process. Within this
framework it is dso possible to show the effects of an exogenous negative influence on the perceptionsin the initia
stage, due to the adverse macroeconomic envi ronment commonly associated with periods of agrarian reform, which
is generated from the need to reduce subsidies and congtraint spending in general. But the attempt at reform does not

occur in a political vacuum, and given agrarian lobbies, the fact of resistance to de-collectivisation weskens the
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politica support for measures that would clarify property rights of independent landowners. At the level of the
village, the reinforcement of individua pessimism and the expectations about the legal security, paliticd viability and
economic feesihility of the reform regime serves to strengthen resistance to change. Some brief policy conclusions,

based on the foregoing andysis and the il vaid recommendations of Brooks and Lerman, are offered in Part V.

Patll Failed Land Reform in Russia, 1861-2000

Rural Preference for Collective Farming in Trangtion

In trangition, opposition to land reform did not surface immediately in the wake of price and trade
liberdisation on January 2, 1992. Spontaneous decentralisation of farm assets, with households claiming a share of
the collective livestock holdings, led to the reallocation of labour to vegetable subsidiary plots, which were a source
of commercid income. Embracing entrepreneurship in this way, households developed this secondary form of
employment; others, among the most skilled and well-connected younger farmers, left the collective to start
independent farms, which had been permitted since the 1980s (Leonard 1998). To assist these processes, early in
trangtion, reformers sought guarantees of private landownership and obtained them in the Condtitution (Van Atta
1993). Then, as monetary and fisca tightening required agriculturd budget subsidies were drasticaly reduced dong
with support for other sectors, and the terms of trade shifted againgt agriculture, increasingly harsh conditions
dowed the movement to set up independent farms. Independent farms had grown by 1994 to roughly 280,000, and
they did not exceed that number over the next six years; these farms occupy only 5 per cent of the arableland in the
Russian Federation.

Due largdly to conditions that placed an increasingly high premium on knowledge, skills, and contacts for
the establishment of new farms, the dowdown was generdly a consequence of the scarcity of that knowledge in
rurd Russia as well as of the economic environment. The collective and state farms of the Soviet era had cregted a
factory-style mono-speciaised farm labour force that did not provide the kind of work experience neaded for the

range of tasks required of independent farmers. By contrast, there was an inherited experience in the organisation of
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lobbies and inherited expectations that those lobbies would generate new funds. Rationdlity and strategic behaviour
rest on expectations. As showsin the new literature on transition economics, sociaist expectations (for example, of
subsidies and benefits) can hinder the popular understanding and implementation of a range of reforms in pos-
socidist societies (Csontos and Kornai 1998). Responding to the opportunity to enhance their local authority, the
regiona governments took some of the responsibility for subsidies from the centre, and rural opinion began to shift
fully againgt independent farming.

Meanwhile, the government’s reform in 1992-1993 had fully preserved the socidist structure of farming.
The former state and collective farms could retain their assets by nothing more elaborate than re-regitration asjoint
stock companies while being officidly privatised. The continued strength of their representatives in parliamentary
parties, especialy the Communist and Agrarian blocs in the Duma, the farm managers, brought a halt in parliament
to further reform after gaining something of a mandate of voters. The impact of the reversal was described a Russian
economig, discussing the second round of discussions of a proposed Land code in the summer of 1996 (a draft
vetoed by President Y eltsin),

The stuaion is astonishing. Origindly conceived as a document that officidly ntroduces unrestricted

commercid transfers of land, the Land Code, in the version that has been approved as of now, explicitly

prohibits commercid transfers of agricultura land and basicaly negates the right of private landownership

established in the Contitution.”?
The consequence has been that athough individuad ownership of arable land is guaranteed by the Russian
Condtitution of 1993 and confirmed by separate presidential decrees, and it has been re-confirmed by legidative acts
in severa of Russd's regions, the Duma repestedly rejected confirmation of the right to sell arable land in its own
proposed legidation (Leonard and Serova [forthcoming]). There was little the government could do, at least on the
Federd leve, to implement presidential decrees confirming the right the buy and sdl agriculturd land. Farm
reorganization could not be imposed from above, since reformers were unwilling to act as “Bolsheviks in Reverse”
(impose land auctions by force where they are not wanted [Doklad 1995]).3 As thedeputy head of the State Land

Committee, Vadery Alexeev, described the stalemate,
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The gtriving to prod the collective and state farms to engage in active privaisation of land has run into
tough resistance on the part of farm management and, surprisingly, farmers themselves. Whatever the
explanation, the reform in that direction precedes painfully. Only some regions (e.g. Nizhnyi Novgorod)
have something to boast, and even there the reform has been progressing under strong pressure on the part
of locd authorities, something that is reminiscent of the tragic collectivisation campaign of the 1930s

(Executive and Legidaive Newd etters 1996, No. 46).

This narration generdises the evolution of opposition to land reform as a decision making process. T he
first wastheinitia stage where government support for those who started independent farms seemed adequate. At
the outset, independent farmers received funds from budgetary resources for credit indtitutions and infrastructure
development, but by 1994, that assistance was dragticdly reduced (Galbi 1995). The second stage, occurring at that
point, coinciding with the generd reduction of subsidies to the farm sector, aso witnessed politica difficulties over
the passage of a Land Code guaranteeing the right to buy and sdll arable land. Also, &t this time, the impact of the
price shock of January 2, 1992, was felt. Input prices rose and producer prices, in tandem with global commodity
prices, fell, and, meanwhile, in many urban areas across the Russian Federation, consumer prices for food were fixed
and grain export was prohibited. In generd, with the influx of chegp imported food goods from the EU, conditions
were highly adverse to the less competitive domestic production. Tight monetary policy, introduced in Q3 1994,
reduced inflation but raised nomind interest rates to as high as 210% in an environment where inflation was neither
expected nor well understood.* Meanwhile directed credits from the Central Bank were diminated. Dueto the high
credit component of farm cogts, the effect was crippling. The loss of investment resources was visible in continuing
depletion of the soil of nutrients—the cost/price squeeze forced producers to cut fertilizer usage. Output steadily
dropped. Agriculture' s share of GDP declined from 15.3% in 1990 to 6.3% in 1996. Land under cropsfell by 17%
between 1985 and 1995. Livestock production halved in vaue between 1990 and 1996. The removd of subsdies,
the retreat from mechanisation, the decline in fertiliser usage and the drop in demand for forage caused cered
production to fal by 25% between 1992 and 1995 (Leonard and Serova [forthcoming]; Liefert 1997). The share of

the population engaged in agricultura production meanwhile remained roughly the same, putting pressure on wages
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and resulting in asharp decline in per capitaincome. The wage of agriculturd workers rdative to the average wage in
the economy fell from 95% in 1990 to 50% in 1995 (L eonard and Serova[forttcoming)).

What raised the cost of leaving the collective il further were welfare benefits of remaining a part of that
associgion. Among the gods of collective farm members, which turned out to be illusory, was the objective of
retaining state support for community services, including education, hedth care, and pensions, which programs had
been ddlivered through Soviet state and collective farms.  In trangtion, these services continued to be provided on
farms, dthough fiscal tightening a the central and regiond levels reduced amounts and the widespread bankruptcy of
farms|led to the diversion of fundsinto the farm. The intent of reform, in any case, wasto transfer such servicesto
municipa governments, but asloca government reform was il a a beginning sage, municipa governments had no
independent source of revenues; services were withdrawn atogether. Benefits in the community tended more and
more to be provided privately, which placed even greater strain on household income.

Among bendits of the status quo in rurd Russia, primary resource pooling, was continued access to
commundly held land and a minimum subsistence, in a legal environment where land improvement was not
encouraged. According to Russian property rights law, in the 1990s, enterprise shareholders of the former state and
collective farms had titles to the land. However, they did not have the actua shares, which most often were not
digributed. The lack of clear, accessble and smple forma procedures for households to buy and sell land was due,
as in the period after Emancipation in the nineteenth century, in part to the inadequacy and inexperience of dtate
agencies in handling transactions in land. In both periods, there were no exigting fadilities for land cadadtres ard no
market -basad mechanisms for establishing land prices. In the 1860s and 1870s, land could be exchanged via the
Russan commune; in the 1990s, land could initidly be exchanged only through locd soviets, and when these were
abolished, only through the state agency, the National Land Committee, and itslocal branches, which managed sate
reserves. The economic significance of encumbrances on the sde of land is that owners of parcels cannot receive
rents or obtain aprofit by sdling the land.

Low productivity to some extent rationdises the “ survivaist” orientation of the management of large farm
enterprises, which lobbies for direct budgetary subsidies and relies on the inherent subsidies that are masked as barter

arangements and soft loans with quasi-state agencies, such as Gagprom (Commander 1999; Leonard 1999). The
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latter dlow afiction of state ownership to persist in aworld where competitiveness depends upon full engagement
with private sector activities, such as the production of seeds, the purchase of appropriate machinery, and
marketing. The perpetuation of survivalist management is a form of resistance to restructuring. Although 98 per
cent of the 26,878 former state and collective farms were privatised as joint sock companies by the mid 1990s,
restructuring has been dow: no more than 1000 farms have undergone significant restructuring (Leonard and Serova
[forthcoming]). In other words, agrarian reform has been one of the most significant failures of the trangtion erain
Russia not because of its design, but because the Duma failed to complete it. Management reform, smdler-scde
production techniques, and more efficient use of labour and capital inputs have been very limited due to the long as
well as short-term immohility of the main factors of production, land and labour.® To agrest extent, then, even the
continuing grain output decline can be attributed directly to stalemated reform of the legal framework.®

Under severe trangition conditions both the negative and postive effects of unclear property rights were
enhanced. Without the investment funds or skills for restructuring and improved management, large farms lacked
crop portfolios, they suffered from seasond voldility in prices due to the lack of information about international and
domestic prices, andthey accumulated arrears on wage payments as a consequence of their losses. The household, in
turn, was aso vulnerable to price volatility due to dependence on farm wages. Apart from wages, which tended to
be in arears for months or years (Perotta 1998), households had little outside earnings. Isolated by poor
trangportation networks from urban centres, farm members had no non-agricultural employment opportunities and
no interest in entrepreneurship (Perotta 1998). The household had recourse only to the private subsidiary plot, from
which vegetables can be grown for subsistence and marketing.

That the possession of a subsidiary plot was guaranteed by remaining in the collective farm entity made it
afree good. Unclear property rights caused rent from such assetsto be captured by farm membersand thisled to
their excessive use. Turning to the plot for primary aswell as supplementary income, households reallocated |abour
from crops to vegetable cultivation even during seasons when the labour was required for field crops. The
ingtitutional feature of thisisin the laws: they failed to define as separable and freely disposable the farm subsidiary
plot, as digtinct from subsidiary plots located near urban centres, and they failed clearly to specify readily available

mechanismsfor its purchase and sde.
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The conduct of households in alocating labour to the subsidiary plot may seem secondary in importance
by comparison with the deteriorating situation of field crops. In transition Russia, however, the private subsidiary
plot produced over haf of Gross Agricultura Output with significant shares of meat as well as vegetables (GAO).
Excess use of the free good thus created inefficiencies not only on the collective farm but also across the economy.
Other adverse outcomes included the dow-down of out-migration of the rdatively large farm population (roughly
22 per cent of the populace, by contrast with most western countries, where it amountsto 1 or 2 per cent). Rurd
emigration was explicitly held in check by residuals of the “propiska’ registration regime (by which work permits
were required for resdence in an ares). Workers according to the Condtitution of 1993 were not bound to the land;
however, it was not easy to acquire residence permitsin towns. Another outcome was that under conditions of low
world grain prices and high vegetable prices, there was misalocation of labour: the population was trgpped in
labour-intensive vegetable gardening, rather being released for commercid farming (Leonard 1999).

Preferences for Communal Landholding in the Nineteenth Century

In the course of Russian industridisation, after Emancipation of the serfsin 1861 and before the Russian
Revolution in 1917, preference for the pooling of production resources was as common as it was during and after
collectivisation in Soviet Russa Although it is more difficult empiricaly to represent a decison-making process
over that long period, the generd evolutionary similarity in opposition to reform is sufficiently striking to bear note.

After having been nearly total under serfdom, the share of villages governed by communesin Russia before
the turn of the twentieth century dropped gradualy, beginning when peasants obtained access to credit after the
cregtion of a Peasants Land Bank in 1883. Even afterwards, the government’s support for the commune through
1903 hindered the process of enclosure. The government used the commune for its quasi-governmentd rale in the
collection of taxes and maintenance of stability (Danilov 1976; Dubrovskii 1975). What isimportant for the process
discussed in this paper is the dtalling of land reform after 1903, when the government abolish the system of mutual
guarantees of the commune, and especially after the Stolypin Reforms of 1906-1911, when the communeitself was
abolished. The government sought market reform to encourage larger agricultura exports than was the outcome of
pooled production under conditions of technologica backwardness. By 1913, there was considerable evidence thet

the medium and large private farms and even the small peasant farms were more productive than the collectives.
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The communes, nevertheess, ressted reform and communa forms of production and governance were preserved,
despite vigorousintervention by the government, in over haf of Russian villages.

Asin the 1990s, in the post-Emancipation period political and lega hindrances to peasant landownership
comprised the background for status quo preference. Protracted and complex arrangements for peasants' redemption
payments prevented the emergence of a land market immediately after Emancipation. For a nine-year period,
peasants continued to pay dues to the landlord, and instructions for settling the contractua issues between the
commune and the landlord were only advisory. It was only in 1883 that redemption itself made obligatory. Also,
the liberation of peasants from the landlords persona and juridicd control was incomplete. Landlords retained
management rights over the commune, with rightsto expel pessants.

Only technically, then, were peasants liberated. In fact, land remained a collectively owned good, and the
digposd of it was tied to complex procedures involving the entire commune. The land market, as a consequence,
developed very dowly. Before Emancipation, nobles, the state and the crown owned most of the arable land in
Russa, but land was not sold, generaly; it was exchanged by inheritance or mortgage to the date After
Emancipation, dlotment land (nadd ), along with tax obligations, were held collectively by the commune. Naturally,
there was condderable leasing of land, Since virtualy every peasant producer had to lease land in order to have access
to any meadows, forests or water, which were separated from peasant alotment land by the terms of liberation.
But land sales accumulated dowly. By the end of the century, the exchange of contracts till averaged annudly only
.2 % of dl of the arable in the Russian empire, totdling by the end of the century, 5% of dl of land, which, for
compardtive understanding, was roughly the percentage of al landed estates exchanged in Germany annudly.

To summarise, the commune, not the head of household, was the residual claimant. The peasants’ rights
to the land were conditiona and their tax ligbilities were tied to their communal obligations. This not only dowed
down the land market, but made departure difficult. Exit from the collective was possible after Emancipation, but it
was accompanied by liabilities and procedura difficulties. As a consequence of the way Emancipation had been
designed, it took four decades for migration to become a sustained high flow to urban and frontier arees, and even

then, much of it (one/third) was not permanent migration (Rashin 1940). The residuad clamsto land through the
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commune, in other words, worked simultaneoudy to dow down out-migration and to pull migrants back to the
land, where at least a subsistence income was secured by means of that primary pooling of resources.

Adverse economic conditions added to the binding legd condraints in the retention of preferences for
collective production. The minimum size of alotment land that the households received, determined by the state
according to territoria zones, led to non-market dlocations, which inhibited the sde of land. In the densdly settled
central blackearth gubernii (provinces), peasants were |eft with as little as oneffourth on average of their former nadel
(alotment), and, since the landlords retained the right to determine what land peasants obtained, the qudity of the
dlotment was misdigned with the payment owned. In the north, the land alotments were larger. There was aso
regiond diversity inincome, which was affected by the amount of redemption fees owed per household. These fees
were to be paid over 49 years (cdculated a a capitdisation of the land's “valug’ at 6 per cent); but there was no
effort actualy to achieve a red vaue. The vaue used to determine the size of redemption payments per desiatina
(1.09 hectares) was a nonmarket price: the level of monetary dues paid by serfs before emancipation in the region.
After twenty years, over 20 per cent of al serfshad till not been dlotted land (Anfimov 1993).

It isimportant that the preference of peasants for collective production also reflected the stat€' s preference
againgt migration of taxpayers and loss of control over villages. The peasants were taxed both for regular and ad hoc
needs. There were chronic shortages in the budget in the nineteenth century, linked to wars and the codts of
borrowing. Before Emancipation, the rura populace paid roughly 63 per cent of the direct tax revenues in the poll
tax and in monetary dues on dtate lands, and excise taxes (Pogrebinsky 1954, p. 18). After Emancipation, as the
date gradudly recovered from financiad destabilisation during the Crimean War, the need for ad hoc taxes grew,
epecidly since Russalacked a stable currency. There were new levies of indirect taxes to expand the resource base
(regressive taxes such as on slt, kerosene, tobacco, spirits, sugar). Peasants paid the bulk of the land tax (on average,
20 per cent more than nobles paid). Excluding local taxes, the per capitatax burden (nomina) doubled between 1885
and 1913, while the tota per capita excise tax burden tripled (Kahan 1989, p. 93). To be sure, the sate reviewed the
poll tax and abolished it between 1883 and, in Siberia 1899, but the share of excise revenues continudly increased. In
the 1890s, a lucrative state monopoly replaced the spirits excise, and repayment of foreign loans continued to be

onerous (amounting by the 1890s to 40 per cent of expenditures) (Shvanebakh 1903; Fridman 1905).
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The tsarist and Soviet governments were similar in their extraction of revenues from the vulnerable rura
sector. Private savings were insufficient to support industrialisation, and extraordinary off-budget expenditures,
including, for example, dl direct and indirect state support for railroads), were substituted in their place (Owen
1991, 1995; Gerschenkron 1962, B63; Fridman 1905; Shvanebakh 1903). Controversies over exactly how much
pessant income in the tsarist era went to the payment of taxes show that the weight of taxes on aggregate was
moderate (Gregory 1994); the regiond digtribution of trade, industry, consumption, investment, and income, hence
the digtribution of taxes, however, is another issue. In the blackearth aress, for example, where the land was
significantly more valuable than in the northern non-blackearth areas, the tax per desiatina was three times grester
than in the north. Meanwhile, per capita income, due to the density of settlement and land exhaustion, was lower
than in the north.”

Rural communities aso lacked forma financid indtitutions until the mid 1880s. Private banking was
practicaly non-existent in Russia before the 1860s, due to legidation in the 1870s, there was rapid development of
financia services and increased commercid banking. Like other indudtries, concentration was intense: by 1914, the
industrid sector depended largely on the 43 corporative commercia banks and their branches, which provided loans
and credit to industridists. In 1883 the Peasant Land Bank was created in order to assist peasants buy land. By the
Stolypin era, it was a powerful enabling instrument by which the government encouraged both the sale and the
reform of the land. Peasant purchases of land expanded, and they had new access to short tam credit, like
merchants, in mutua credit societies for the deposit of savings and short-term loans. By 1914 amogt half of al
pessants were members of cooperative savings inditutions. Once again, the regiond factor is important, however.
Despite evidence of the beginning of a transformation, lack of resources was severe in the mogt agricultura regions,
and peasants continued to pool production resources as well as input supplies (Gatrell 1986; Kahan 1989,
Dubrovskii 1975; Fridman, 1905).

Moreover, the extraction of investible surplus from the agricultura sector intensified in the Soviet era,
reinforcing for the next Six decades, pre-revolutionary peasant expectations about their vulnerability as individuas
and collective liahility for taxation. Costs of trangportation of grain to the distant ports before railroads were a

problem for independent farmers, since trade tended to be dominated by monopolists. Both higtoricaly and in the
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present, one of the key congtraints on the emancipation of the serfs, once serfdom was established, and on farming
in genera was the structure of trangportation networks across the vast expanse of Russian, later Soviet, territory
(Symons 1975). In medieval and early modern times, landlords grain was trangported on berges by boat haulers
dong river ways, particularly the Volga, and on its upper reaches, trandoaded to carts for travel dong overland
winter roads and canals to Moscow and St. Petersburg. The rivers flowed south to north, enriching both the
agriculturd regions adong the lower and middle Volga, which supplied Moscow and St Petersburg and the non
agricultural provinces further en route aong the Volga (White 1975). It was by action of the state at mid-century,
that the trade routes were drastically and suddenly changed due to the condruction of railways, linking the more
fertile grain-producing regions in western Siberia and the Southeast more directly with Moscow and from thereto St
Petershurg.  This not only impoverished the regions lying dong the Volga within a decade, but developed new
mechanisms for the state to enforce procurement in the new territories as well as the centre through the monitoring
and pricing of storage at rail centres and the rail transport. It was not until the early twentieth century that
regiondisation of machinery production alowed mechanisation began to oread across the central farm aress, where
advancement had been delayed both by the lega framework of unclear property rights and the transportation
“improvements’ that liberated the grain trade from the river ways and candls, as beneficid on aggregate as that was
to the economy as awhole (Spechler 1980).

The dominance of sarvile production required for a minimum subsistence in some aress guarantees of
landlords and stateaid during emergencies, this too had a geographic agpect. Emergency rdief in times of famine
under the condition of lack of adequate transportation and scarcity of officids required the centrdisation of
procedures. Access to networks and knowledge of dannels by which emergency ad could be provided were an
essentid element in village/state relations, and this reinforced the need on both sides for collective management of
resources. The particular skills and contacts required also led to rents that could be captured on the part of those
who handled emergency resources, and this reinforced the political structures that benefited from collective
agriculture.

In the Soviet era, collective and state farms depended for many decades on centralised distribution of off-

farm supplies of feed, fud, fertiliser, and machinery (and machine maintenance), deliveries paid for by non-market
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centrdised exchange. Input supply bottlenecks caused by ddlays in production and transportation were decisve in
their negative impact on production plans on-farm. This was combined with the failure of the system to mobilise
sarvices and parts a the levels needed on farm, which led to waste and had alarge impact on farm efficiency 8

The Khrushchev and Brezhnev era reformers acknowledged coordination failure in the collective and state
farm system. At that time, the Soviet state cut the costs of inputs and arranged for extensive new investments,
which concentrated amost exclusively on input supply. However, this produced further coordination failure in
downstream activities, including processing and retailing, which were undevel oped and insufficient to meet the needs
of an advanced society (Brooks 1984, 1990). For reference an equivaent problem developed in nineteenth-century
Russia due to state procurement, which crowded out private development of local retailing infrastructure.

In the post-Soviet trandtion era, former collective farm directors and members, unused to priveate
marketing channdls, which are developing dowly and are inhibited both by the prevalence of barter and by quas-
governmental activities of monopoly suppliers in the grain market, find their access to markets and transportation
and the monopoly in part by the state and in part by others of storage infrastructure a major congtraint on
production decisons. Where the sSituation is eased by better access, that is, where the potentia rewards may
outweigh the risks, independent farming has spread more widely than in areas where transportation and marketing
areinhibited by the state or other monopoly suppliers (Leonard 1999). Failure to overcome these problems inherent
in the geography of Russia has been a striking continuity over long periods of Russian history, and it has recently
been the subject of specid study (loffe and Nefedova 1997).

Resigtance: 1860-2000

As aform of action, the balking of farm communities at the idea of sdling land in the 1990s has little in
common in idiom, & first glance, with the violent confrontations between peasants and landlords in the nineteenth
and early twentieth century. The numbers of peasant revolts attested to the value attached to violent collective
action by peasants. There were limited costs to commune leaders in mobilising the larger group. Any kind of sate
intervention, where the promised benefits were not well understood, could evoke resistance. Indeed, when rural
welfare seemed threatened, virtualy the entire rura populace could be mobilised, and so itwasin the interests of the

gate and the landlords to use the collective to prevent that from happening. In the ningteenth century, resistance
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aso took the form of form of labour dow-downs, absenteeism, and accumulation of household arrears to landlords
and the state. It is these forms of collective action have a greater Smilarity to the problems of labour discipline and
arears on trangtion collective and corporative farm enterprises. To be sure, in the 1990s, the protest of farm
communities is expressed mainly by voting behaviour and through loca political leaders who negotiate for regiond
and loca budgets and farm policies with ministers. Farm communities, through their directors, also apply pressure
through private lobbies at the federd and regiond levels to raise subsidies and avert restructuring and other forms of
state support to individua entrepreneurship, including the free disposa of land.

These protests have much in common with nineteenth-century resistance, even though they well
organised, rather than spontaneous, and non-violent. Like classic solidarity in agrarian opposition to local and centra
authority, in adynamic familiar to historians, sociologists, and anthropologists, rura producers adhere to communal
leadership. The collective asareatively isolated unit, represented by its political leaders, preservesitsisolaion from
market information in a sef-reinforcing process. In the Stolypin era, numerous communes resisted reform in a
collective response againgt government intervention (Danilov 1976; Pdlot 1998). As discussed below, trangtion
circumstances have been sufficiently harsh to renew strong status quo preference under the leadership of collective
organisgtion.

The resurfacing of this collective resstance to land reform shows how a pattern of socid political
behaviour might take root, disappear, and then reorganise itsdf, even though its economic performance is sub-
optimal, even destabilizing to the economy in a financid sense. The state and collective farms of the Soviet erg,
cdled from the 1960s on the Agro-Industrid Complex (AIC) were by no means the same kind of organisation asthe
Russian commune, and the two had different kinds of production procedures. Their Smilarity rested in the
congraint on market coordination of downstream and upstream activities through producers who did not entirely
make their own decisons. Beginning in the 1950s, the Soviet government began to rethink thisinherent disability of
collectivisation and launched a variety of patid, incentive-based reforms without going so far as to dismantle the
system. Private agriculture was expanded within bounds, sufficient to satisfy rurd and urban demand for additional
income through entrepreneurship and to improve the food supply. Similarly, in the nineteenth century, the peasant

mir was |eft relatively unaltered in regard to its congtraints on population mobility after the abolition of serfdom in
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1861, despite the government’s awareness of its impact on the rura economy. The government exploited the
commune rather than dismantled it.

In the tsarist and Soviet eras, to recapitulate my centra observation, the commune and the state and
collective farm became an agency for monitoring production and providing the state with what was owed to it.
Although the notion of collective responsiility lost force in law briefly under Stolypin, when the commune
spontaneoudy re-emerged in the 1920s under the NEP, it was again appropriated by the state as a mechaniam for
control. The codex of December 1, 1922, (in Ukraine, Georgia, Belarusin 1925) made land the collective property of
the worker/peasant state. Limitations were placed on private (kulak) rights, and as the agencies through which the
state and land committees regulated disputes and levied taxes, collective and cartd’ forms of production were given
tax relief. After collectivisation in the 1930s, rural communities were more directly subordinated to centra authority,
without rights of planning production or even out-migration (passports permitting departure from the collective
were issued to collective farmers only in 1974).

The subordination of the collective peasant or rural producer entity to the government, then, in each
successive era, was promoted by the commune's dud function. In a classic example of how the principlefagent
problem can be resolved at low cost by reputational means, it Smultaneoudy served to control and to represent the
rurd community. Belonging to the commune/collectivewas, in asense, as close asrura dwelle's cameto having the
protection of statutes and rights in successive land codes. Although it was an entity that could be taxed, it was a
convenient vehicle for the digtribution of subsidies. The collective farm (like the industrid firm) was easily used for
the ddlivery of a variety of federa programs, benefits to the rural population. There were, of course, a myriad of
other persiting norms of behaviour, aso called “ peasant indtitutions,” ranging from periodic repartition of holdings,
grip farming, household division, patriarchd family structure, universal marriage and high fertility, casua non
agriculturd labour and target earnings, subsgtence farming and sdf-exploitation). Whereas many of the rurd
commune's indtitutiona features were transformed or discarded under the influence of rura per capita income
growth — eg., as was the case with universd marriage and high fertility (Leonard 1990)—we see that such has not
been the case with regard to the historica functioning of governance that made the commune the naturd mediating

ingtitution for economic control and resistance in relations between the individud cultivator and the Russian state.
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Perhaps one of the most important benefits to risk-pooling, however, wasin informa lending indtitutions,

a pogtive externdity to the landlords' and stat€'s use of reputation in small communities to guarantee the payment
of taxes. The pooling of resources in a smal homogeneous culture eases the high seasond demand for credit in
agriculturad communities. Robert Townsend's (1995) research is useful in illuminating the natural competibility of
such a collectivist system with the conditions of low-income cultivation problems.  Examining mechanisms of
shared resource dlocation in agriculture in many low -income situations, Townsend points out how risk-sharing
smoothes income. In India, for example, he found that in some villages present household income has a rddively
low influence on present household consumption, in view of the massive amount of borrowing and lending thet
went on (p. 92).° Generalizing from Townsend, as well as narrative and statistical records on Russia, subsistence
conditions in the rurd sector would have encouraged resource pooling and informa arrangements for income
smoothing over time. Peasant inditutions internalised these redigtributive transactions, and both organised and
coordinated negotiations with authorities over taxes and procurements. The exchanges among households proved
useful. Moreover, as their remova would raise many questions about enforcement of intra-communa contracts that

remained unliquidated, theinertid force favouring the status quo was strong.

Part I1l Moddling Resistance to Reform with Adaptive Learning

The Fernandez-Rodrik Model

Recent theoretical papers by Fernandez and Rodrik (1994, 1998) ded with an issue of wide policy
rdlevance in the developing world and are aso germane for understanding the Russian trangtion experience: why
might reform that is in principle efficiency-enhancing, such as trade liberaisation, be opposed by a mgority, even
though the magjority would stand to benefit from its generdl implementation? The Fernandez-Rodrik anayss
focuses on individual specific uncertainties, mainly about the costs of retooling to adapt © the post-reform
environment, and shows how individual decisons under uncertainty can frustrate rationa collective response to

reform measures.
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The link between individud rationdity and collective action is critica in economic theory. Efficient
collective “choice’ is digtinct from individualy rationa behaviour. As defined by Arrow (1951), rationdity in
individua decison-making and behaviour can lead to irrationa outcomes in collective behaviour. But how?
Although acting rationdly as individuas, peasants in collectives can produce outcomes that dampen the impact of
market forces, by voting or other means of influence, peasants can succeed in retaining collective/corporetive
ingtitutions, based on extended kinship and common property as well & redistributive ingtitutions (Bates 1990;
Scott 1976; Popkin 1979). Scott (1976) was among the first to examine the rationd aspect of peasant resistance by
introducing the concept of risk aversion into the analysis of such behaviour. He argued that peasants generdly would
generdly prefer organisationd arrangements that provide low but certain incomes over ones that yield a higher
averageincome, but also increased risk.  Since Scott' s view failsto link thisindividua behaviour to the possibility of
individua participation in collective action, another line of explanation is drawn from the theory of collective action
(Olson 1965; Hardin 1982). Collective organisations can exhibit strategic behaviour within the guise of ethnic or
peasant demands. Thetheory of collective action thus would account for rebellions in response to reform meesures
by the gate as the actions of organised interest groups through higtorically based ethnic or cultura indtitutions: the
transactions codts of organising are stegp, and the appropriation of existing socid organisation helpsto overcomethe
freeriding behaviour that would otherwise block collective action (Bates 1990).

In this paper, the argument is for understanding rura producers behaviour at both the individud and group
level as rationa from the perspective of the evolutionary accumulation of “knowledge’ about complex and
imperfectly observed economic and political processes (David 2000). Ultimately, redistributive collectives persst
precisdy because group leaders and lobbies at the level of the government to achieve political interests exploit them
organisationdly, and this is dtrategic behaviour on the part of the leaders who can offer benefits in return for
concessions by the state (Olson 1965). What is contended here, however, is that an explicitly dynamic framework
of analysisis caled for, in contrast to the tetic theories that have dominated the economic literature on this subject.
Only the firgt stage of an extended interactive process occurring between the state, the individua producers, and the
collectives, set in motion by a reform initiative, will have taken place when further decisions by individuas that

could either accept or halt successful implementation are made. The minimal framework of andysis must dlow for
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a second stage, in which resistance to reform either dissipates or becomes stronger, possibly through opposing
collectiveaction.

The basic choice facing individua economic agents is whether to remain within the collective farm entity
or switch to ancther kind of farming or sectord employment. This choice resembles in some respects the one in
Fernandez and Rodrik (1994, 1998) to illustrate the possible defest of trade liberalisation and other similar reformsin
the developing world, regardless of whether these policies are introduced by a legidaive process or by an
authoritarian ruler. The argument here begins with their model, according to which individuds are initidly
uninformed but subsequently gain more information about aternative choices and decide accordingly on the basis of
a cdculation of expected net benefits. The codt that individuas face in accepting reform in the Fernandez-Rodrik
mode is that of retooling for a new job in another sector, which, it is supposed, would be collectively efficient for
them to enter under the reformed regime. This cost can be determined exactly only after a preliminary screening
activity, which requires an initial non-recoverable investment by each agent. If agents do not expect thet the initid
investment will be justified because, then, the uncertain additional costs of retooling will be reveded (a second stage)
to be too high, they will not accept the reform in stage one, because the screening “investment” will appear to be a
pure tax. The individual agents can represent a firm, that is unsure about the future structure of its cogts, or an
individual, who is unsure about the nature and costs of retraining for an unknown position in a firm, to which re
location would be required dter the liberalising reform.  This set-up can be extended, as we shal see, to capture
specid features relevant to the case of land reform.

The Fernandez and Rodrik model hypothesizes a two sector, perfectly competitive economy in which
each sector uses a congtant returnsto-scae technology to produce a digtinct good, X or Y, using Labour (L) asthe

only factor of production. Workers produce different products, X and Y:
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X=L/a,

Y=L,/a,

and

L,+L,=L

wherethelabour input coefficierts are
a, > 0,j=xyY.

The costs of relocating between sectors are a known investment cost g and, once that cost has been incurred, an

additional unknown individual specific cost C, isreveded. Thedistributionof C,, f (C) isassumed by Fernandez

and Rodrik to be known.

When g has been incurred, the worker/entrepreneur decides whether or not to switch sectors, depending on the
difference between wages, that is, whether that difference will cover not only the initid but aso the additiona

investment.

Let € =W, - W,

where \ij is the wage rate in sector | that results from the reform. The wage rate differentid is given exogenoudy

(its dynamic being determined by a reduction in the tariff level). The worker would decide to incur the generd

investment cost if the expected net benefit from doing so is non-negative, or

FEOS. - ¢ f©@cddF @ g+ - F@IW, - a° &,

where (D
c30
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is the infinum over the values taken by €, and F (¢ isthe cumulative distribution function. The left-hand side OF
eguation (1) represents the expected income gain when (] isincurred, which is the probability-weighted average of
the amount by which the wage-rate in the new sector (X) exceeds the expected retooling costs and the wage rate in

they sector. The probabilities F (E ) and its complement are those that the uncertain costs will turn out to be so

large as to make the switch from y to x unjudtified. The right -hand side of equation (1) is the (certain) leve of

income in the absence of theinitid fixed investment, g .

Rearranging terms, one obtains
&% - w,|F@)- géf(c)cdc+qg3 0. @

In this framework, the reform (reducing the tariff level) changes prices from P to P*, the price ratio a which
individuals are indifferent between accepting reform and incurring the cost and not; ¢* is exactly that level of C ,

such that

SF(©)- EQ f(©)cdc+qU=0.

o,

That is, since the purchasing power of the wage of an individua in sector yis unchanged in terms of good Y but
srictly lower in terms of good X, these individuds (being indifferent to switching) must have an expected red

income after reform that is lower than that which they would have without reform, i.e., the status quo. Fernandez
and Rodrik thus show a rejection of reform (by majority vote) when Lc; 3 % (Femandez and Rodtrik 1994, pp.

375-379).

The Modd Adjusted for Evolutionary, Adaptive Learning
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Thismodd may be useful, even asaguide for empirical work. To be sure, there are many sources of problems
with thiskind of socia choice theory when applied to empirical data. McKelvey (1976) has even shown
theoreticaly, that any outcome of socia choice can be defeated, since politica decisions represent arbitrary choices
(Bates 1992, p. 45; McKelvey 1976). Others have obsaved that in practice, policiestend to be shaped asrulesand
procedures that accumulate into outcomes (Levine and Plott 1977; Shepde 1979; Shepde and Weingast 1981). The
sgnificance of the Rodrik-Ferdandez model, however, isthat it directs our attertion to the role of agents beliefs
about the distribution of unknown costs, the eventud redization of which will either judtify or fail to justify
incurring an initially known investment cogt. It thereby opensaway in which the role of experience-basal learning
in bief-formation may be brought into the analysis, as an hitorical factor conditioning responses to economic
reform proposals.

The relevance of the two-period structure of the Rodrik-Fernandez model should be quite transparent in
the context of our preceding discussion of land privatisation and the proposed transformation from collective farming
toindividud cultivetion. Theindividua state and collective farm members face atwo part investment decision: the
first part involves applying far a private holding of land, and that entails withdrawal from the state or collective
farm, and thereby sacrificing access to the resources that are being distributed to the members, essentialy as
common rights. Theseinclude not only the particular "subsidiary plot" that the family has been cultivating on the
collective'sland, the fertility of which, typically, would have been raised by their past cultivation practicesin
goplying fertilizer, growing legumes and other nitrogen-fixing crops, and so forth. Also sacrificed would be the
annud dlotments of supplies of fertilizers and other marketed farming inputs (e.g., insecticides, tools) thet the
individua households have been accustomed to receiving from the collective or state farm's management — or, more
redigticaly, that by common consent of the community and the manager are being taken for private use from the

input provisions that the state delivers to the collective.
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We may suppose that the value of those inputs transferred from the collective for private use, dong with
the sacrificed "common rights' in the form of the differentially greater fertility of garden plot land (vis-&visthe
arablefiddsthat they might expect to receive asther holding of private land) are known ex ante; that they congtitute
the fixed initid investment cost, 0. Those costs would be 'sunk, or largdly irreversible, whether the exfarm member
wereto leave agriculture dtogether and move away to pursue some urban occupation, or wereto carry on asan
independent farmer.

For purposes of exposition, we may continue to assume -- in the spirit of the Rodrik-Fernandez modd --
that the a priori expectations of the benefits from going independent in sector X (private farming) dominate the
opportunities available to these cultivatorsin some non-farming occupation, Z, for which they have neither persona

experience based kills, nor (much) accessto market information. The differentia between earningsratesin

independent and collectivelcorporativefarming (W, and W, ) iswhat will be compared with the individua

agent's estimate of the uncertain costs (¢ ) of training, and other re-adjustment outlaysthat pursuing farming outside

the corporative farm will require of them. In the Rodrik-Fernandez andlysisit is supposed that the agents accept

these costs as being governed by aknown probability density function, f (C) , which is defined over the known

domain (C, E). But, it isasimple matter to extend their framework by asking how those latter (lower and upper)

limits on the uncertain digtribution of costs come to be known. Thisistheline of consderations that we shdll
pursuein the following analysis.
To begin with, it seems quite reasonable to suppose at any point in time the individuals bdonging to a

particular socia entity, such asavillage commune or collective or gate farm have some higtorically formed and
socialy communiceted beliefs about the cost range, (C | E). But, as beliefs of that kind are not dogmatic, they will

be subject to change on the basis of information about individua experiences and knowledge of externad economic and
political conditions. Adaptive belief formation iswhat is at issue here, and while such a process must be viewed as
taking place a thelevel of theindividua, we should recognize that the households are embedded in a socid
(community) network that acts to filter, pool, and retain such "knowledge" in collective memory, whence it will be

presented for the guidance of the individua decision-takers™
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Of course, there mightbe prior beliefs dso about the shape of the distribution function governing those
costs, f (C) . In order to keep the analysis very smple, however, let us suppose that thereisacommon

maintained belief that thisdistribution is rectangular over the relevant domain. In that case, the expected cost will be
reedily found from the arithmetic average of the lower and upper extrema, and our concern with the possibility of
experience based learning can be focused upon the process through which historica experience and current
observation influences villagers beliefs about those costlimits?

A variety of dternative formulations for that process presentsitsalf. One may well hesitate embracing
the conceptudisation of the village commune as an information processing entity and prefer to view it Smply asan
aggregator function that givesriseto adigtribution of individual opinionsin a particular, restricted population. From
such adistribution the individual members themsalves will be able to draw samples of opinions on such questions as
the magnitude of the second stage costs and use that datato help inform their own decision process on the
desirahility of undertaking theirreversible, first-stage investment of 02 Let usthen consider one formalisation, the

sheer smplicity of which proves attractive for heuristic purposes. a any given moment in time, the operative limits

of integration (C , C ) thet will determie the expected (seconctstage) costs, E(c) = ()cf (c)dc, are obtained by

1) %6

the individua agents as the means of the distributions of extreme values (lowest and highest) that are found when
individuds in the village sample the distribution of opinions (bdliefs) of the other commune members about the
magnitude of C , and pool their findings*

In the situation of the Russian village in transition, the agrarian community can be supposed to start with
little direct experience of the costs of adjusting to, and continuing on as independent farmers. Theinitid array of
opinions about the cogtsthat thiswill entail would, therefore, be likely to reflect amixture of other considerations.
Some opinion would be coloured by memories of the experience of "kulak” farming in the era before collectivisation
under the Soviet regime, whereas others would represent extrapolations from the experience of commercid
marketing of surplus produce from private plotsin more recent times. In addition, theinitia distributions of
opinionswould most likely have been shaped by the expressed "expert” views of thelocal manager of the collective

or state farm. The latter, however, are not neutral experts, and so their views about the costs of adjustment that
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operating asindividua entrepreneurs would impose upon those individual s whose efforts as workers they have been
responsible for directing, arelikely to be biased upward. Even if such exaggeration were not motivated by apersond
economic interest in perpetuating their own manageria roles, which it would tend to do by reinforcing individua
commune members resistance of privatisation, it is not implausible to suppose that managers harbour an inflated
impression of the gap between their own competence and the manageria capabilities of the workers, and they
therefore would quite "naturally” offer an upward-biased estimate of the adjustment costs that the latter would incur
in switching to the independent owner-cultivator sector. These aspects of the context in which theinitia distribution
of opinions about the second stage costs of privatisation help to account in rationa termsfor the limited initial

subscription to land privatisation and related "reforms' among the collective's members.



So much for theinitia response. What may we suppose the agentsin our model would learn
subsequently. Which might modify their cost expectations and conceivably persuade those who resisted reform at
firgt to reverse their decision and deci de in favour of separating themselves from the collective. Oncethe
privaisaion reforms are initiated, there would be some change in the state of the remaining members of the
collective with regard to their information. It is possible that further datawould become available from the
experiences of those members who have left the corporative farm. That supposes, to be sure, that they il
maintain communications with former members who are engaged in independent farming. It is questionable,
however, how good those communication links with former memberswill be and how heavily the information they
transmit would be weighted by those receiving it on the corporative farm. Notice, then, that if such dataarelogt, or
tend to befiltered out, there will be abiasing effect upon the mean of the distribution of beliefs among the remaining
villagers, because those who | ft the collective would tend to have been drawn disproportionally from the part of the
opinion distribution that initially believed that (for ttem at least) cwould be low.

Their departure, therefore, would makeit increasingly likely that the lowest estimate of ¢ appearing
among the opinionsin the population of survivors would have been shifted upwards fromitsinitia level. Other
thingsremaining unchanged, that would raise the main of the distribution of beiefsin the village regarding C itsdlf.
Now notice that the expected minimum and maximum vaues found in agiven size (random) sample of opinions --
such asthat an individua would draw from the distributions of beliefs, g( ¢ ) in the population of fellow -villagers --
isan increasing function of the mean of the underlying distribution of beliefs. Consequently, the effect of the
hypothesized exit process (in truncating the belief distribution from the left) would be to the shift upwards the
expected extreme vaue of sampled opinion, and thereby raise the estimated (mean) leve of (second-stage) costs of
adjusting toindependent farming.

This congtitutes a form of negative feedback that would tend to operate to discourage further "defection”
from the collective (acceptance of privatisation reform), especidly if theinitial response had been numerically
limited so that only a few households I ft the collective when the option first became available. By the sametoken,
were alarge group to have left at the outset, it would be lesslikely that their experiences would be filtered out from
theinformation affecting the beliefs among the surviving collective (corporative) farm members. So, if their

expectations of low costs of adjustment had proved justified, the flow of that information would have an effect
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oppositeto that of the sdlective exit process considered above. Thiswoul d moderate, and conceivably, more than
offset the tendency for the expected cost estimates, E(C) , to move upward over time.

What the foregoing analysis suggestsis that the dynamic evolution of the response to land reform, to the
extent that it is dependent upon or driven by a process of revised expectations about the costs (and benefits) of
opting for privatisation, may be highly "path dependent” -- the eventua outcome being contingent but strongly
governed by events dong its path. Furthermore, asis characterigtic of alarge class of dynamic stochagtic processes
that cannot shake off the influence of past events, the dynamics of reform implementation—aswe have modelled
the adoption process here—appear to be strongly conditioned by eventsat or close to the outset of the
implementation process.™®

Thiscrux of theforegoing explanation of the stalled implementation of land privatisation rests upon the
ideathat with differentialy greater exposureto “sayers’ than to the “movers,” the views about the economic
attractiveness of independent farming among those remaining part of the coll ective/corporative farm would tend to
diverge further and further from the perceptions and opinions of those who have dready exited the collective/tate
farm sector. That such adifference exists has been found from opinion survey results (see Leonard 2000): the views
of nationaly sampled independent farmers surveyed in 1996 differed markedly from those of members of the
former collective and gate farms and of farm directorsin regard to the benefits of land reform and land sdles. It is of
course possible that this divergence would be induced by the well-known psychologica phenomenon of
minimization of cognitive dissonance, which, in view of the irreversible nature of the invesment entailed in exiting
from the collective, would lead those who had I eft to find good ex post reasons for their having chosen independent
farming.

Y ¢, thisis not the only likely mechanism that yields a divergence of opinion between the "stayers’ and
the "movers." It isfound, not surprisingly, that the surviving corporativefarm members (the "stayers') tended to be
older than those who had left, and o, their pessmistic outlook in this regard would be more likely to have been
coloured by sharper historical memories preserved in the commune concerning the political and economic risksto
which individua entrepreneurs were exposed in the early Soviet era, and, before that, in the time of Stolypin's
reforms’. That the village commune actively preservesfolk memories reaching back to the historicdly remote

events of theimmediate post-Emancipation epoch of Russian agrarian experience seems rather more far-fetched.
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But it may be pointed out thet insofar as those memories were recent enough to have affected collective resistance
among the peasantry to land reformsin the early tweatieth century, their influence would persist indirectly, have
become embedded in later recollections of such resistance.

The latter argument serves to makeit clear that the information effects of sdective exit is hardly the only
st of considerations germane to the "learning process' that affects the dynamics of adoption of the independent
farming option.”® Y et we have not exhausted the range of influences that should beincluded in the analysis. The
politica outlook for the success of privatisation also must matter, if only because it would influence expectations
about the security of tenure of private land holdings. To the extent that the reform isresisted at theoutset, the
prospects are diminished that the state will adopt credible safeguards for the property rights of former collective and
state farm members who have become independent farmers. That, in turn, would have the effect of raising the
expected costs of "private ordering,” organizing some defence — whether individua, or in collective action among an
emergent "kulak" element in the countryside -- against subsequent efforts at re-collectivisstion.  Strong initial
resistance to land privatisation based on perceptions of high second-stage costs, therefore, would operate viathis
channd as a sdf-reinforcing effect, thereby contributing to the path dependent character of the dynamics of the land
reform/privatisation process.

Theimmediate conclusion towhich the foregoing arguments lead is that the recent rgjection of land
privatisation reforms by the overwhelming majority of the Russian rura populace ought not be interpreted asa
manifestation of irrationd preferencesfor collectivised production and al that is entailed, but, instead, ismore
plausibly the consequence of rationa micro-level caculations that have been conditioned by historically formed
expectations and asdf-reinforcing process of opinion revison. Thisinterpretation aso may apply equaly inthe
case of previous episodesin Russian agrarian history, aswell asto other instances of resistance to land reformin the
deve oping world. One important background condition may be seen to have been common to the recent experience
and to thelate nineteenth episodes of peasant resistance to pressuresfor dissolution of the agrarian commune regime
inRussa Both during the transition period, and in the era 1870-1900, producers were confronted with trade
liberalization and plummeting internationa prices of grain products. These background conditions surely

contributed expectations of wesk benefits, which, when added to the adverse expectations of adjustment costs upon
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which the discussion here has been focused, served to reinforce the rural population's rejection of reform measures

and adherence to the status quo.

\% Conclusion: The Russian Rural Community and Market-Based L and Reform

Higtorically, asin the 1990s, there was substantial agrarian opposition to land reform in Russia. 1t hasbeen argued
above that this was not irrational, nor can it be adequately described as peasant or rura culturd affect; it resulted
from expectations anong alarge number of members of collectivities whose perceptions of the balance between the
gains and cogts of independent farming were biased in a negative direction and reinforced by the partia, hating
subscription of the populace to the new regime of landholding. The rura populace tended to fear that speculators
would purchase al the land and that the tasks required for individua farming were beyond their experience and
training as well as energy level (Leonard 2000). They feared that there would be no one to help them learn about
farming, and that in the environment of extremely high interest rates, credit would not be available to them. They
understood that property rights were unclear and unhepful, and that this dso increesed the risks attending
entrepreneuria farming. In short, the andysis we have developed on the basis of the Rodrik-Fernandez (1994, 1998)
mode finds support on the empirica side from recent opinion survey data. | ndividua-specific risks, associated with
requirements for retraining and the costs of doing something new, can generate initid status quo preference, which
will tend to be reinforced by subsequent adaptive learning and belief formation.

The policy implications of this conclusion are that the households response to reformsiis likely to be a
further retreat into the safety of income smoothing from the output of their subsidiary plots. Russian peasants had
struggled in the past againgt confiscatory policies by the tsarist governments and activities of landlords under the
condition of unclear property rights. In the 1990s, similarly, rural producers sought to retain control over their
limited assets, afree good, given that the prospective property rightsin land were insecure.

That Russian rural dwellers should now resist de-collectivisation, after having resisted collectivisation in
the 1930s and held on to their dlotment land againgt the party line for sixty years, would seem to be evidence of

inconsistent preferences,  which is the definition of the kind of irrationa behaviour that challenges the viability of
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microeconomic modds and predictions. In this article, it has been argued that the rgection of land reform is a
complex phenomenon. For both the hitorica and the modern period of Russian history, commund ingtitutions
survived in part because they served gtrategic purposes of community leaders and of the state itself under conditions
of financia crisis and inadequate property rights legidation. Equaly important, however, they survived because as
the reform proceeded, opinions were formed and formed again on the basis of informa conversations within a
sample increasingly biased toward a single, negative extreme. Some palicy implications seem clear enough.  For
further land reform and restructuring to apped to the larger rurd community, the government should focus on
reinforcing the security and darity of procedures for sdlling the land and on reducing barriers to information flows
between those who are successfully established in the independent farming sector and those who remain on
callectives. This may not be enough to persuade the older, more risk averse “stayers’.  So further measures might
well be directed toward providing subsidies for retraining, loss offsets and other targeted, non-distortionary rura
income support for those who undertake the move to private farming. '8

The larger policy message, which may be pertinent in designing land reform programs el sewhere concerns
the importance of providing timely incentives and loss limitation provisions designed to secure alarge positive initia
response from the rural popul aion. That strategy is one that would seek to use the path dependent nature of the

dynamics of adoption to overcome the feedback effects that might otherwiseresultin a“stdled” land reform.

*| am grateful to comments by Paul David, Danid Fied and Judith Pallot and to the understandings and technical
assistance provided by Evgenia Serova, Elena Efimenko, Renata lanbykh, and Aleksandr Tarasov. None of those

who have helped bear responsibility for any deficiencies that remain, or the conclusion | have drawn here.
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! The suggestion was made not for reasons introduced in this paper but to resolve problems of the costs of credit in
early transtion Russia.

2 B. Boiko, “Russan land Ownership—an endless story,” Kommersant-Daily (Sept. 2, 1996), p. 2.

% Thiswasthe view of V. F. Vershinin, Duma Deputy of the Agrarian Lobby, in 1995, and Maksm Boyko,
Deputy Head of the Russian Privatization Center.

“ Redl interest rates had just become positive.

5 For the laws on reorganization, see Land Privatization, Annexes (1995); see dso Kuznetsov (1996), the chapter on
farm restructuring, which conssts only of an explanation of government decrees on acceptable pay scdesfor
technica workersand how to monitor economic decisions of the collective.

Too often, the output decline is discussed only in terms of single sectors within agriculture and demand and supply
effects. However powerful those effects may be, such as the decline in demand for livestock production, the larger
problems are ingtitutional. Demand-side problems are sgnificant, but there are dso longterm structural and
interdependent market failuresin the current stete of agriculture (Liefert 1997).

" See Table |, below, for 1897-1898, ayear of harvest failure, from Shvanebakh ( 1903, p. 154).

Region Peasant income per ruble of expenditure
(in kopecks)

Northwest 131

Baltic 9

South

Southwest

North

Centrd Industria

Central Blackearth

JIN|RIB|B|C|R

Ukraine

8 Personal observation to the author by D. Gale hnson.
9 Such asituation is also predicted by amode explaining overlapping intergenerationa and dynastic family (or
government) expenditures, that requires only that homogeneous preferences be strong and extended over family or
friendship networks (Starrett 1983)

OFor discussion of the effects on officia state farm production of the reall ocation of inputs from collective

farming to private plot use, see Leonard (1999).
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™ The performance of models of recurrent decision-making guided by Bayesian, and pseudo-Bayesian
adaptive belief formation about complex stochestic production technol ogies has been examined by David and
Sanderson (1997), and their Sgnificance for evolutionary interpretations of "learning” is further discussed in David
(2000). But those non-Markovian, path dependent models of learning are specified for the individua agents, and do
not consider the effects of information pooling among them -- except to suggest that the latter might tend to smooth
out the sharp pesksin individud's prior probability distributions on the alternative states of nature that are under

consideration.

2The assumption regarding the shape of f (>) is made purely for expositiona convenience, and the
conclusions of the andyssthat followswill hold under quite genera specifications. | am grateful to Paul David for
suggesting this smplifying specification, and use it in the following discussion of results on extreme value
digtributions, to which it leads naturaly.

13 They may draw repeated samples, or, more plausibly, it can be supposed that they exchange
information about the results. In the following analysisit will be assumed that the “ pooling’ of sample resultsleads
to commonly held (mean) estimates of the maximum and minimum costs ((_: , C).

14 Assuming symmetry among the communemembers, it may be supposed that they, or some subset of
the population, each will randomly draw the same size sample of opinions. The pooling of their findingswith
regard to the maximum and minimum values (in each sample) yields the expected extreme vd ues that we assume
set theintegration limits, and which, under the rectangular specification of f (C) directly implies the (mid-point)

expected cost estimate E(c) . Assomefurther use of this particular formdisation will be made, below, it isworth

noting at thisjuncture that, for awell -behaved distribution of beliefs about the upper limit E, g (E:) -- whichisnot

the same as the specified actua probability density function f (C) --the expected extreme upper limit will bean
increasing concave function of the (uniform) sample sze; and, for symmetric unimodd distributions, it will increase
linearly with the underlying distribution’s mean and standard deviation. The converse gpplies to the expected vaue
of thelower extremum.  See, eg., Gumbd (1958) on extreme vaue digtributions; and, on gpplicationsin the
context of learning, David and Rothwell (1994).

15 On path dependence, see, e.g., Arthur (1989, 1994); David (1985, 1988, 1994, 1997).

5Under more general assumptions, it would be appropriate also to take account of the marginal costs of
sampling opinion from those who have l€ft, com pared with those who remain in the village, which tend to result in
larger samples being drawn among the latter sub-population than among the former. If we suppose further, that the
two sets of opinions are weighted in favour of those reflecting the (nomirelly larger) “ stayers’, the differencesin
sample size could have an effect reinforcing resistance, even in the absence of the sdlective exit effect. Everything
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dseremaining the same, the extreme vaues of alarger random sample will be bigger (in absolute magnitude) the
larger isthe sample size, asisnoted in the previousfootnote. If we rejected Rodrik and Fernandez' (1994, 1998)
(implicit) assumption that the agents are risk neutral, and, instead, devel oped the model under the assumption of

risk aversion, it would then follow that the widening of the estimated range between ¢ and E: would itself work
to strengthen rejection of the independent farming option. Under the present risk-neutrality assumption, however,
the symmetrical outward displacement of the limits of integration (C and (_:) would leave the respective

E(C) unchanged for boththe "movers' and the "stayers'. Consequently, in the aggregation of those two sub-

samples of opinion, thereisno “sample size effect” on the overdl estimate of expected (second stage) costs.

7 Instrumental rationality is defined as making consistent choices, or those that satisfy a preference
ordering.

18 This suggestion was made out of concern for the high capital start-up costs in a discussion paper by
Brooks and Lerman (1994).
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