
 
 

Give to AgEcon Search 

 
 

 

The World’s Largest Open Access Agricultural & Applied Economics Digital Library 
 

 
 

This document is discoverable and free to researchers across the 
globe due to the work of AgEcon Search. 

 
 
 

Help ensure our sustainability. 
 

 
 
 
 
 
 
 

AgEcon Search 
http://ageconsearch.umn.edu 

aesearch@umn.edu 
 
 
 

 
 
 
 
 
 
Papers downloaded from AgEcon Search may be used for non-commercial purposes and personal study only. 
No other use, including posting to another Internet site, is permitted without permission from the copyright 
owner (not AgEcon Search), or as allowed under the provisions of Fair Use, U.S. Copyright Act, Title 17 U.S.C. 

https://makingagift.umn.edu/give/yourgift.html?&cart=2313
https://makingagift.umn.edu/give/yourgift.html?&cart=2313
https://makingagift.umn.edu/give/yourgift.html?&cart=2313
http://ageconsearch.umn.edu/
mailto:aesearch@umn.edu


4. CHOICES Fourth Quarter 1993 

Revitalizing the Russian food system: 
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The difficult and protracted economic changes now underway in eastern Europe and the former 
Soviet Union provide several compelling lessons for economic policy. One of the most important 
lessons concerns the dangerous simplicity of "privatization." Nowhere does this na"ive policy 
prescription hold such potential for long-run harm as in Russian agriculture. 

Markets in theory and practice 
The dominant theme in the transi

tion to a market economy in Rus
sia and elsewhere in eastern Europe is 
that of "privatization." The faith in 
privatization is particularly strong for 
decollectivization of agriculrure into in
dividual ownership units based on fam
ily farms. While one can understand the 
political and emotional importance of 
decollectivization, I suggest that it would 
be a serious mistake to suppose that im
mediate and complete decollectivization 
of Russian agriculrure is either necessary 
or sufficient to reinvigorate the Russian 
food system. Indeed, the evidence sug

gests that it will take massive and sus
tained fmancial assistance to make the 
emerging peasant farms viable even as 
subsistence units, let alone as the back
bone of a revitalized Russian food system. 

Rather, progress in Russian food se
curity will come by leaving the "owner
ship" question aside while devolving 
management decisions to individuals as 
members of cooperatives (in kolkhozes) , 
or as employees (in sovkhozes). Evidence 
suggests that it is mainly urbanites who 
advocate decollectivization (for their own 
access to a rural parcel) , while most Rus
sian farmers favor retention of the larger 
strucrures. While individual collective 
farmers can leave and establish their own 
farms, only the worst land is being made 
available for such enterprises. Financial 
disaster looms on the horizon if these 
marginal units are allowed to become a 
drain on the Russian treasury. 

In short, splitting large operations into 
family units under the banner of "pri
vatization" will unnecessarily disrupt the 
production sphere. Equally important, 
these new units would face the serious 
problem of the shortage-and indivis

ibility--of most agriculrural machinety. 
Moreover, human capital in Soviet ag

riculture was highly specialized in par
ticular tasks. If there is one reality of 
farming it is that the owner-operator 
must understand a wide array of techni
cal processes and tasks and be able to 
carty them out quickly and with consid
erable skill. Welding, machine repair, 
general veterinary services, market prog
nosis, weather forecasting, time manage
ment, accounting, plant disease mo~i
toring, and pest management come im
mediately to mind. To imagine that in
dividual collective farmers stand ready 
to assume the full and complex portfolio 
of independent and often-isolated farm 
managers is to imagine the impossible. 

W idespread decollectivization also 
would fly in the face of trends in agricul
rural consolidation so prevalent in North 
America and Europe. Over 50 percent 
of the planted area in Russia is devoted 

to grains produced on large holdings. At 
the current time, Russian wheat yields 
lag those in Canada by a mere 10 per
cent. In spite of years of propaganda 
about the "inefficient" Soviet farm, it is 
well to pause and contemplate the long
run benefits of dissolving-in the name 
of productivity enhancement-Russian 
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wheat farms rhat are wirhin 10 percent 
of production levels now obtained in 
Canada. This is not to deny rhe oppor
tunity for productivity gains in orher sec

tors of agriculture, but rhose gains will 
come rhrough gradual structural adjust
ment as off-farm market opportunities 
continue to evolve. 

Wirh improved markets for inputs 
and outputs, rhere is little evidence rhat 

continued joint management of most 
large Russian farms will seriously under
mine efforts to improve rhe Russian food 
and fiber system. Recall rhat agricultural 
tenancy in North America and western 
Europe is not insignificant, and yet pro
ductivity levels under rhese circumstances 
are rarely denied-or even discussed. 
There is lime reason to suppose rhat joint 
management wirh various long-term leas
ing arrangements for land will not also 
work well for rhe bulk of Russian agri
culture. The key economic issue is not 
rhat of nominal "ownership." Rarher, rhe 
pertinent issue is rhe institutional arrange
ments rhat define rhe incentives under 
which production is to be undertaken. 

There is evidence rhat some Russian 
experts grasp this important point. A re
cent account of Russian agricultural ex
peres visiting rhe United States (The New 
York Times, July 3, 1993) notes rhat rhe 
deputy director of rhe Nizhny Novgorod 
Department of Agriculture believes rhat 
"Russia should struggle less over ques
tions of who owns enterprises and more 
on how to force rhem to compete" (p. 
23). Indeed. 

The quickest and most cost-effective 
strategy to revitalize rhe Russian food and 
fiber system is to promote rhe develop
ment of competitive markets for inputs, 
and for farm products. This too is 
"privatization" but it is focused on mar
keting channels rarher rhan on land and 
orher capital assets in rhe production 
sphere. Input supply problems in Russia 
are legendary, as are product marketing 
problems. Indeed, it is estimated rhat 
one-half of rhe potato crop in rhe Mos-

cow region was habitually lost because 
of harvesting and storage problems. In a 
word, rhe marketing channels in Russia 
are far more deficient rhan is the pro
duction sphere. Competitive markets in 
input supplies and product markets 
would provide rhe very incentives needed 
to induce improved production on 
Russia's existing large farms. These prod
uct markets would solve the chronic fail
ures in rhe movement of goods from 
farms to consumers. 

It is easy to forget our own historical 
experience in agriculture-a history 
dominated by concern for rhe competi
tiveness of input and product markets. 
Recall the preoccupation with farm 
credit, with marketing cooperatives, with 
supply cooperatives, and wirh price par
ity. These concerns were driven by the 
recognition among both farmers and 
politicians that what really matters in a 
market economy is the incentives faced 
by those who work the land. 

The New York Times article contin
ues by noting rhat a particular farm un
dergoing privatization continues to floun
der. Because of a lack of "networks of 
private suppliers and product processors, 
it remains a cog in a Government-run 
agricultural apparatus that routinely loses 
to spoilage 20 percent or more of the 
output of various sectors" (p. 23). 
Deconstructing rhe production sphere of 
Russian agriculture to create "family 
farms" would simply divert necessary at
tention, technical assistance, and [man
cial resources away from rhe more im-

portant need to create competitive mar
kets for agricultural inputs and outputs. 
Russian farmers do not need to be taught 
how to produce food and fiber. Rather, 
they need competitive markets for the 
inputs they must buy, and for the prod
ucts they bring forth. 

Much is made of the legendary ineffi
ciency of Soviet farms. Who has not 
heard of bread being fed to livestock be
cause it was cheaper (afrer the subsidies) 
rhan grain? But is this problem rooted 
in the ownership structure of Soviet 
farms, or does it arise from perverse prices 
in the marketing and processing spheres? 
Russian farmers were simply acting ra
tionally, given the relative prices they 
faced. The deconstruction of Russian 
farms will not address this matter. The 
problem can only be solved by reform
ing price policy beyond the farm gate. 

A second aspect of the alleged "ineffi
ciency" of Soviet agriculture arises from 
national budgetary practices in which 
joint costs were not properly allocated to 
their real purpose. Budgetary allocations 
to "agriculture" went to state and collec
tive farms which were, in reality, multi
product firms. These "farms" represented 
the only effective presence of the Soviet 
state at the local level. In practice, these 
collective and state farms were respon
sible for local schooling, transportation, 
communications, primary medical care, 
housing, and other local public goods. 
The financial picture for agriculture 
would have looked different under proper 
cost allocation procedures. Of greater 



importance for the future, one must 
worry about how these local services will 
be provided once the rural communiry 

concerning whose interests are to count, 
and how these interests will be articu
lated through the political system. In a 

Russian farmers do not need to be taught how 
to produce food and fiber. Rather, they need 
competitive markets for the inputs they must 
buy, and for the products they bring forth. 

is individualized under the banner of 
"privatization. " 

Institutions and markets 
This discussion raises the fundamental 
issue of the institutional foundations of 
capitalism---or of markets. Institutions 
are often regarded as laws and regulatory 
decisions that serve only to constrain the 
otherwise efficient workings of a fictional 
"free market." A market economy can
not function, however, without working 
rules that serve to reduce the costs of 
information about potential transactions. 
Additionally, institutional arrangements 
serve to (1) reduce the costs of negotiat
ing bargains; and (2) reduce the costs of 
enforcing those transactions that have 
been negotiated. A contract is an institu
tional arrangement that implies specific 
performance on the part of both parties. 
If one party to a contract fails to comply 
with its terms, the legal system provides 
relief When contracts are difficult to ar
range, and when the legal system fails to 
provide effective enforcement, then the 
promises of a market economy are dissi
pated in what we call "transaction costs." 

The law of contracts, an essential eco
nomic institution, serves to facilitate mar
ket transactions. Other institutions con
cern legal rules on property ownership, 
credit, and bankruptcy. These economic 
institutions must be in place before a 

market economy can emerge. 
But the emergence of markets also re

quires a prior social legitimacy. This 
means that there must first be decisions 

word, an effective (efficient) market can
not exist until there is a coherent politi
cal entity that establishes the legal foun
dations of markets. Additionally, that 
political entity must stand ready to en
force rules of possession (called property 
rights), and rules of transactions. This 
necessary political entity is a nation-state. 
Many of the problems arising ftom eco
nomic "shock therapy" in Russia are tes
timony to this truth. That is, Russia may 
indeed be a "nation" but it is not yet a 
coherent state. 

Public policy and its correlated insti
tutional arrangements-the "working 
rules"-frame and define individual do
mains of economic choice. Law, the em
pirical manifestation of a structured civil 
society, provides the guidelines for eco
nomic behavior. This explains why the 
United States Supreme Court stands as 
the single most important actor in the 
constantly evolving definition of Ameri
can capitalism. 

A market economy requires a coher
ent legal system that indicates (1) clear 
lines of authority and the division of re
sponsibility among governmental units; 
(2) clarity and precision in legal rules; 
(3) mechanisms and processes for the 
protection of property, rights; (4) proce
dures that offer stability and predictabil
ity; (5) a sense of fairness focused on law 
as process more than outcome; and (6) 
accessibility of laws and regulations to 
the public. 

It is through the design and establish
ment of these institutional arrangements 
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that societies create markets. Indeed, mar

kets can only exist within a legal system 
that has consciously set out to create or
dered domains of exchange. Markets are 
arenas of information about the terms of 
trade, about future expectations, and 
about future control over income streams. 
The essence of the legal foundations of 

an economy is to provide a predictable 
structure within which that exchange can 
flourish. 

The central problem for the nations 
of the former Soviet Union is to create a 
meaningful state and the associated in
stitutional arrangements that will chan

nel self-interest into socially useful direc
tions. This requires more than having 
the former Soviet government "get out 
of the way." It requires a new and promi
nent role for government as an agent of 
the political entity we call the nation
state. Without that, one has anarchy in 
which aggressive individuals can become 
very rich by selling what they most prob
ably do not own. The evidence suggests 
that this is precisely the situation in Rus
sia today. 

In a centrally planned economy, these 
economic institutions consist of input 
quotas, production plans, accounting 
prices, shipping schedules, the supply of 
dwellings, the availability of jobs, and 
the like. In a market economy, these eco
nomic institutions consist of a different 
constellation of constraints and opportu
nities-tax laws, wage rates, contractual 
obligations for workers, product liability 
for commodities, health insurance pre
miums and coverage, and the working 
conditions in factories, farms, and mines. 

The economic institutions in Russia 
and the other nations of the former So
viet Union were characterized by the pre
sumption of prohibition; if an economic 
action was not written down as accept
able, it was prohibited. The presump
tion of prohibition stifled all manner of 
otherwise useful economic activity. On 
the contrary, a viable market economy 
req uires institutions (working rules) 
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predicated on a presumption of permis
sion in which an economic action, if not 
expressly forbidden, is permitted. 

This profound shift in the burden of 
proof and liability for economic action 
stands as the basic issue in the creation 
of a vibrant economy. While a market 
system is based upon a presumption of 

permission, that market must still be em
bedded in a social fabric that sets general 
parameters for acceptable commercial be
havior. This illustrates the inevitable in

terplay between the political sphere and 
the economic sphere. 

Evidence to date suggests that the na
ive and simplistic acceptance of the no
tion of the "magic of the market" has 
beguiled the Russians into the pernicious 
idea that a market economy is one with
out laws. They seem to imagine that 
Laissez foire translates into "anything 
goes." On this tack, yet more chaos is 
practically assured. 

Of course no economic system can 

thrive iflocked into a rigid structure that 
does not recognize the exigencies of new 
technology, new scarcities, or new pref
erences on the part of buyers. Indeed, 
this flexibility represents one of the main 
benefits of market processes as opposed 
to command processes. It is, however, a 
mistake to attribute this flexibility to the 
existence of markets. Flexibility arises 
from a political and legal environment 
that recognizes new opportunities, and 
that functions to create opportunities for 

individuals to capitalize on those oppor
tW1ities. Markets do not cause adapta
tion to new conditions. Rather, markets 

aLlow responses to those situations as per
mitted by the political and legal founda
tions of the economy. 

The lessons of American economic 
growth are dominated by the instrumen
tal use of the law to encourage enter
prise-whether the land acts, the cre
ation of new mining law, or the devel-

factors-ex:change rates, savings, invest
ment, trade balances, domestic and for
eign debt-detracts attention from the 
fundamental preconditions of a market 
economy. These necessary preconditions 
are a coherent nation-state, and economic 

institutions that encourage exchange at 
low transaction costs. The naive promise 

The na'ive promise of privatization and 
decollectivization of agriculture, without careful 
thought given to the accompanying institutional 
changes behond the farm gate, will retard rather 
than revitalize the Russian economy, 

opment of a new water law to fit the 
ecological and economic conditions in 
the arid western part of the nation. 

Conclusions 
The essential problem of economic policy 
is to create exchange opportunities-and 
hence relative prices-that will guide self
interested agents to act in the interest of 
the larger community. The sum of indi
vidual actions will thereby be larger than 
the mere sum of their parts-a point po
pularized in the 18th century by the moral 
philosopher Adam Smith. Markets are 
signalling mechanisms, but markets can
not function without institutional ar
rangements of one form or another. Mar
kets, if they are to represent legitimate 
signalling, must function so as to hold 
down (1) the costs of obtaining infor
mation about possible market opportu
nities; (2) the costs of negotiating con
tracts or bargains among market partici
pants; and (3) the costs of enforcing bar
gains or contracts that have been struck. 

The successful transition to a market 
economy in eastern Europe and the 
former Soviet Union requires that atten
tion be devoted to the institutional un
derpinnings of emerging markets. Exclu
sive focus on the usual macroeconomic 

of privatization and decollectivization of 
agriculture, without careful thought given 
to the accompanying institutional 
changes beyond the farm gate, will re
tard rather than revitalize the Russian 
economy. [!l 

• For more 
information 
Bromley, D.W. "Creating Market Econo

miesfrom Command Economies." Eco
nomic Issues. Department of Agricul
tural Economics, University ofWiscon
sin, Madison, March 1993, No. 12l. 

Feder, B.J. "Down on the Farm, With 
Russians." The New York Times, Satur
day, July 3, 1993. 

Russian Economic Reform. The World Bank, 
Washington, D.C. 1992. 

Wegren, S.K. "Dilemmas of Agrarian Re
form in the Soviet Union." Soviet Stud
ies, 44:3-36, 1992. 

--. "Private Farming and Agrarian Re
form in Russia." Problems of Commu
nism41:107-121, May-June 1992. 


	magr22957
	magr22958
	magr22959
	magr22960
	magr22961
	magr22962
	magr22963
	magr22964
	magr22965
	magr22966
	magr22967
	magr22968
	magr22969
	magr22970
	magr22971
	magr22972
	magr22973
	magr22974
	magr22975
	magr22976
	magr22977
	magr22978
	magr22979
	magr22980
	magr22981
	magr22982
	magr22983
	magr22984
	magr22985
	magr22986
	magr22987
	magr22988
	magr22989
	magr22990
	magr22991
	magr22992
	magr22993
	magr22994
	magr22995
	magr22996
	magr22997
	magr22998
	magr22999
	magr23000
	magr23001
	magr23002
	magr23003
	magr23004

