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Agricultural Cooperative Enterprise in the Transition from Socialist

Collective Farming

. *
Bruce Gardner and Zvi Lerman

Abstract

Cooperative enterprise has appeal as a means of filling gaps in the economic institutions of the rural
sectors of the transition economies of Central and Eastern Europe and the former Soviet Union. But in addition
to problems that have faced cooperatives in the West because of their inherent characteristics, the Soviet-era
legacy created cultural burdens that cooperatives will have to overcome. A review of countries’ experiences
since 1989 indicates some commonalities in attempts to create ‘“new cooperatives,” but also instructive
differences across countries. The evidence so far is unfavorable for cooperatives in agricultural production. In
marketing and input supply the current situation is more promising. In both production and marketing, the
economic institutions remain in flux. Unique approaches involving cooperatives may take permanent root, but
their long-term prospects are in doubt.

The collapse of the command economy of the Soviet Union and countries within its
sphere of influence in 1989-91 provided the opportunity for many economic adventures. One
of these was the opportunity for new roles for cooperatives. The collapse created an
institutional vacuum surrounding large “farm enterprises”— the dominant organizational form
in former socialist agriculture — in which basic economic functions were not being performed.
While the idea of rural cooperation has had a mixed history in the world’s market economies,
conditions in the former Soviet Union and other formerly collectivized farm sectors in
Central and Eastern Europe appear in important respects promising for the cooperative form
of business. So far, however, cooperative enterprise has not taken off as a means of
economic organization. This paper considers the record and the reasons for it.

Economic Environment of the Early 1990s

In general the agricultural sectors of the formerly centrally planned economies were in
a state of disarray and economic crisis in the period after the socialist governments fell. The
former command system disappeared almost overnight while new market structures had not
yet emerged, and state support provided to the large farm enterprises was largely withdrawn.
An immediate outcome of this transition shock was a sharp decline in both agricultural output
and the sector’s GDP (value added) in the early 1990s. However, the countries of Central
and Eastern Europe (CEE) recovered from this initial decline much faster than the former
Soviet republics in the Commonwealth of Independent States (CIS). Gross agricultural
product in the CEE countries stabilized after 1994, while the decline in CIS agriculture
continued for four more years, until 1998 (Table 1, Figure 1). The principal reason for the
difference appears to be the more resolute adherence of CEE governments to reform policies
throughout their economies. Agricultural labor in CEE countries as a group declined all
through the 1990s, as growing economies provided alternative employment opportunities to
some in the relatively large rural population (Table 1, Figure 2). In CIS, on the other hand,
the shrinking economy triggered a substantial increase in agricultural labor during that
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period, in a sharp contrast to the pre-1990 pattern, when Soviet labor was shifting from
agriculture to other sectors of the economy. The differences in the behavior of agricultural
output and labor between CEE and CIS produced sharp differences in productivity of
agricultural labor: it generally increased in the CEE countries, while declining through 1998
in CIS (Table 1, Figure 3). Although total factor productivity or technical efficiency changes
are more difficult to estimate because of severe data limitations, some attempts have been
made and the findings are similar to those for labor productivity. Kim, Lee, and An (2005)
undertook technical efficiency growth comparisons for 22 CEE and CIS countries over the
1992-2001 period. They found higher rates of increase in the CEE countries, and moreover
variations in efficiency gains across countries in the CEE group were positively associated
with measures of economic reform.

Table 1. Agricultural output, agricultural labor, and agricultural labor productivity for CEE and CIS,
1990-2002 (percent of 1990)

Ag output Ag labor Ag labor productivity
Year CIS CEE CIS CEE CIS CEE
1990 100 100 100 100 100 100
1991 89 95 107 94 84 101
1992 85 82 113 90 76 94
1993 83 79 112 85 76 929
1994 73 76 110 84 67 98
1995 70 81 114 80 63 113
1996 67 81 116 80 60 113
1997 67 81 116 77 60 118
1998 65 80 117 75 57 121
1999 68 78 121 74 59 123
2000 68 75 122 71 59 124
2001 75 79 125 66 64 143
2002 75 79 124 63 69 147

Bold numbers mark the recovery period after the turnaround.
Source: Lerman et al. (2004) based on official country statistics.

Fig. 1. Gross Agricultural Output 1990-2002

1990=100
0

20 [~

0
1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002
e=C|S «=CEE



Fig. 2. Agricultural Labor 1990-2002
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Fig. 3. Agricultural Labor Productivity 1990-2002
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Analysts in the CEE and CIS countries as well as outside observers have undertaken
efforts to understand the sources of problems in the agriculture sectors, and to recommend
policies to improve economic performance. These have ranged from simple ideas such as
raising commodity prices to fundamental reforms of the legal and institutional arrangements
governing property and contracting. In this context it is natural to consider new roles for
cooperatives among the options.

Potential for Cooperatives

The ideals of cooperative enterprise in agriculture have had a long history of
acceptance and even enthusiastic advocacy in CEE and CIS countries. This legacy was
tarnished by experience of State control of cooperatives. The International Labour Office
recently summarized the situation as follows (Couture et al., 2002:2):

The State-controlled period was characterized by government interference in
cooperative affairs at all levels. Most of the time, member registration was
compulsory, and the directors and staff were not appointed by the members,



but directly appointed by the State. In many countries, cooperatives were not
particularly concerned about profitability since they were subsidized by the
government and received preferential treatment. In the same way, they were
subject to rigid State planning, which did not provide them with the possibility
to develop their own entrepreneurial strategies. Their business affairs were
often restricted to a small range of products and services, and State control
extended to instructions and directives concerning, for example, the number of
employees and their wages.

The large collective farms that had these characteristics were administered under the
label of cooperatives in the formerly socialist countries, even when they had not evolved out
of voluntary associations but were imposed from above in a forced collectivization process.
Consequently, among many of the rural population the concept of cooperation in agricultural
production appears to have lost, if it ever had, the positive and idealistic connotations it has
had in the traditional cooperative movement throughout Europe and North America. In its
place, we find a strong psychological resistance to cooperation, bred from years of abuse of
the whole concept by socialist regimes. As noted by the Plunkett Foundation (1995),

The use of the word “co-operative” in Central and Eastern Europe will not
only create the wrong impression, it will also create barriers to progress. The
old style of co-operative or collective has no relevance in the new free-market
approach.

The predominance of “old-style” production cooperatives in socialist agriculture as of
1970 is shown in Table 2 (the numbers do not include state farms).

Table 2. Share of Production Cooperatives in Socialist Agriculture (%, 1970 data)

USSR Bulg- Czecho- Hung- Poland Romania  East Germ-

aria slovakia ary any
Agricultural land 37.5 68.0 55.7 67.6 1.2 53.9 72.0
Number of employed 64.2 58.7 60.5 75.5 0.9 82.0 72.2
Productive assets 42.4 56.7 47.9 -- 1.4 23.6 --
Gross product 40.0 62.6 53.2 45.8 1.1 423 --
State purchases:
grain 51.9 81.0 64.5 79.8 1.3 71.0 79.3
meat 333 44.7 50.0 -- 1.3 20.6 --
milk 36.5 59.7 53.4 43.3 0.6 28.7 --

Source: GSE 1973, vol. 13:102.

The Soviet model of agriculture that emerged in the process of collectivization during
the 1930s was automatically imposed by the USSR upon the CEE countries after World War
II. Collectivization of agriculture in these countries was part of an extensive process of land
reform, which included distribution of large estates to smallholders. Contrary to the Soviet
Union, which eliminated all private land ownership immediately in October 1917, land in
these countries was never completely nationalized, and production cooperatives were created
on private land contributed by joining members. The original landownership records of
cooperative members survived the Communist era in these countries. In all other respects, the
production cooperatives in CEE were basically similar to Soviet collective farms: they were
large-scale horizontally integrated multifunctional entities operating in a centrally controlled
environment, which had a responsibility for both economic and social aspects of rural
communities and whose members were largely treated as hired hands. The collectivized
agriculture in CEE developed the same duality as Soviet agriculture, with large-scale



production cooperatives coexisting symbiotically with small household plots of their
members.

Table 2 illustrates the very large share of Soviet-model collective farms in the
agricultural sector of most countries in the region. The difference to 100% is largely made up
by state farms, not the quasi-private household plot sector. A notable exception in CEE was
Poland, where collectivization had not been forced and agriculture remained largely based on
individual peasant farms (a similar system prevailed in Yugoslavia). Without large-scale
multifunctional collectives, Poland retained a relatively receptive environment for
agricultural service and credit cooperatives. In 1970, the Polish marketing cooperatives
purchased over 75% of farm products from peasant farms (GSE 1973, vol. 13:106). In
general, throughout the rest of the region, various service and consumer cooperatives have
not been eradicated as completely as in the USSR. In Hungary, 70% of consumer services
were provided by cooperatives; in Czechoslovakia, Romania, Hungary, Poland, and East
Germany, consumer cooperatives handled over 30% of all retail trade (1971 data) (GSE
1973, ibid).

While the end of State support created severe economic problems for agriculture in
the transition economies, the end of State supervision created opportunities. Given the
institutional inheritance of large collective farming operations, with management and on-site
infrastructure for large-scale enterprise remaining largely intact, the idea was that
autonomous cooperatives might solve some of these problems, especially in input provision
and output marketing. The main competing idea, development of individually owned and
operated farm enterprises along the predominant Western model, was hindered by the lack of
property ownership in land, lack of competitive market sources of inputs, and lack of access
to credit.

Proponents of cooperatives as a means of progress in the agricultural sectors of
transition economies, at a conference of the International Cooperative Alliance in 1995,
formulated the following principles of “genuine” cooperation (Couture, et al., 2002:2):

-- democratic member control (generally ‘one-member, one vote’)

-- voluntary and open membership

-- member economic participation (on the basis of equity provided by members, with
limitations on individually held equity)

-- distribution of surpluses or profits as patronage refunds

-- social consciousness (providing training and information, and community services).

These principles are essentially congruent with U.S. statements of what distinguishes
cooperatives from other forms of business, namely: “First, persons who own and finance the
cooperative are those that use it. Second, control of the cooperative is by those who use it.
Third, benefits of the cooperative are distributed to its users on the basis of their use.”
(Barton, 1989:1).

Could the prospects for such cooperatives overcome the historically validated
negative impressions of the past in the minds of agricultural producers or potential new
farmers? If so, the new cooperatives would then have to overcome the classical economic
problems that have been blamed for the failure of cooperatives in agricultural production in
the West — problems of incentives of managers and workers (in allocation of on-farm effort,
mobilization of members’ savings, distribution of the cooperative’s net returns, and means of
treating off-farm income earned by members), of raising capital for investment , or of
reaching collective decisions needed for example to adopt new technology or change the
product mix to meet market trends. It seems likely that exposure to the negative side of
Western debates on cooperatives would resonate with some whose experience with State-
directed collective farming was disheartening, even if for different reasons.



Experiences with New Cooperatives

Different countries in the region have pursued different farm restructuring strategies.
Albania, Romania, Armenia, and to a certain extent also Georgia rapidly disbanded the
collective farms and divided their land into very small private farms during 1991-92. In other
countries, dismantling is a rare phenomenon and the traditional collective and state farms are
generally required to reorganize into new corporate forms with market-sounding names, such
as joint-stock company, limited liability partnership, etc. “Agricultural cooperative” is one of
the corporate forms explicitly recognized by company laws in transition countries for the
successors of former collectives. Agricultural cooperatives are observed quite frequently, as
is evident from the data for Russia, Ukraine, and Moldova in Table 3. Yet agricultural
cooperatives in transition countries are not really cooperatives in the Western sense of the
word and they are virtually indistinguishable from other corporate farms. In a recent
interview with the manager of a large agricultural cooperative in Hungary, it turned out that
the farm was actually owned by the manager’s extended family and it was simply registered
as a cooperative for legal and administrative considerations. The term “cooperative” thus
appears to be a misnomer for farms in transition countries. This may explain why
comparative productivity studies consistently fail to detect any performance differences
between agricultural production cooperatives and other corporate farms in CIS and CEE (see,
e.g., Curtiss et al., 2004; Schulze et al., 2001).

Table 3. Number of agricultural production cooperatives in selected CIS countries in the early 2000s

Agricultural production All corporate farms Agricultural cooperatives in
cooperatives percent of all corporate farms
Russia (2001) 15,314 24,995 61%
Ukraine (2000) 3,325 13,487 25%
Moldova (2003) 166 1,527 11%

Source: Official country statistics.

In most CIS countries land was generally privatized starting in 1991-92 through a
mechanism involving distribution of “land shares” — paper certificates of entitlement. These
certificates could be converted on request into specific physical plots for individual farming,
but most landowners simply turned around and entrusted their land shares to the managers of
the former collectives for joint cultivation. Survey results consistently indicate that the new
landowners overwhelmingly preferred the security of the cooperative umbrella to the risks
and uncertainties of individual initiative (Lerman et al., 2004). These preferences are
particularly strongly underscored by the landowner attitudes in Moldova and Ukraine, where
land shares have been recently converted by law into fully titled and demarcated physical
plots, so that special request is no longer required in order to obtain land. In Moldova, only
one-third of individual landowners cultivate their land independently, while fully two-thirds
entrust their land through various leasing arrangements to managers of newly created
corporate farms, many of them registered as “agricultural cooperatives” (2000 World Bank
survey). In Ukraine (2005 FAO survey), only 20% of rural landowners cultivate their own
land, while two-thirds (as in Moldova) leave their land in joint cultivation in the local large
enterprise (the remaining 13% lease their land to individual farmers).

This attitude is also prevalent in the CEE countries, which unlike CIS have followed
the strategy of restitution to former owners. Thus, half the restitution beneficiaries in
Bulgaria and a significant proportion in Hungary have also chosen to remain in agricultural
production cooperatives, while in Romania, where collectives were forcibly dismantled, fully
48% of land originally distributed to private farms is now in various informal farmers’
associations (Lerman et al., 2004). Members of former collective farms are thus voting “with



their feet” for perpetuation of the cooperative framework, at least in the immediate future,
probably because of the sense of security it affords to individuals in a highly uncertain and
rapidly changing environment.

Two conferences, one at which Western and Eastern European proponents of
cooperation assessed the record as of 2001 and the other a more scholarly conference
sponsored by the European Association of Agricultural Economists in 2005, provided several
informative case studies. Bulgaria is notable in that after the legislated liquidation of Soviet-
style cooperatives and distribution of land holdings to individuals, at least on paper, in 1991,
the way was clear, and encouraging, for the formation of new cooperatives. Most of the
landowners chose ‘“to unite their land and other resources in agricultural production
cooperatives.” (Doitchinova et al., 2004:2). By 1998 the number of such “new” cooperatives
reached 3,268, which with an average of 742 hectares and 234 members accounted for 42
percent of Bulgaria’s land in cultivation. However, the expansion occurred despite growing
problems in maintaining viability in a difficult economic environment, caused partly by State
credit that, in retrospect, was too easily granted. After a new Law for Cooperatives in 1999,
which attempted to stem the budgetary costs of aid to cooperatives, the cooperatives
accelerated moves already under way to devolve their assets to members, e.g., by renting land
to non-members and their own members (“A strange thing is happening — the cooperators are
renting land from themselves” (Ganev, 2001:36)). Many cooperatives were liquidated —
essentially a declaration of bankruptcy — and the number remaining in operation dropped
from about 3,300 in 1999 to 1,750 in 2003 (Doitchinova et al., 2004).

Although it is still believed by some that “the fate of Bulgarian agriculture rests with
the fate of agricultural cooperatives” (Ganev, 2001:35), the trend appears firmly in the
direction of individual farms and larger agricultural holdings, essentially registered profit-
seeking corporations, which grew to number 4,300 in 2003, averaging 214 hectares in size
and accounting for 30 percent of Bulgaria’s cultivated land (Doitchinova et al., 2004:6).
Doitchinova et al. (2004) conclude with an assessment of what might be done to cure the
problems of production cooperatives. The problems are seen as stemming from difficulties in
resolving differences in interests of members, the distribution of income, mobilizing capital
for investment, and ensuring labor participation of members, Several ideas for contractual
arrangements among members are discussed, but the most promising alternative is seen as
follows: “Most of the contradictions between the different groups of cooperative members
can be solved by transforming the cooperative [to become] a limited liability company”
(Doitchinova et al., 2004:8). This is not of course the end-state envisaged in the cooperative
movement.

The Czech Republic on the eve of transition in 1989 had an almost entirely
collectivized agriculture, with 99 percent of both land and production attributed to large-scale
collective and state farms. There were over 3,000 small, individually owned farms, but they
accounted for less than 1 percent of the country’s land and production (Curtis et al., 2004:4).
The cooperative movement had had a strong presence in Czech agriculture for over 150 years
(Moznar, 2001). The intellectual foundation was there for cooperatives to play a major role
in picking up the pieces in the transition period of the 1990s. Indeed, the mandatory breakup
of former collective farms resulted as of 2000 in a roughly even split of agricultural land
between cooperatives of several kinds, business companies of several kinds, and owner-
operated small farms (Moznar, 2001:44). The last category was expected by some to become
predominant, and had expanded to an estimated 23 percent of Czech agricultural land by
1995; but from that point various larger-scale enterprises held their own (Curtiss et al.,
2004:5).

Hungary had some experience with cooperatives before 1948, but the Soviet-style
collective farm, where the residual profits were extracted by the State and the members were



not independent owners, “was alien to the Hungarians, who had an entirely different
tradition” (Sebestyen, 1993:301). The result was that the collective farm concept was
transformed in the Hungarian context. Farmland was not nationalized and remained the
property of the members (even if they could not farm all the land as individuals). As of 1990
there were 1,360 cooperative farms in operation, which accounted for 80 percent of all
farmland. Of their one million members, half were active and half were pensioners (Filipsz
and Szabo, 2001), and within these cooperatives there were about 40,000 relatively
independent farming units, about 30 of them on average per cooperative. These were, for
example, machinery-services units that rented equipment from the cooperative (Sebestyen,
1993).

Hungary’s history of flexibility of organization within a broadly Soviet-style
collective farm system provided a useful starting point for the more drastic changes that had
to be undertaken with the end of State support and direction after 1990. Laws governing
compensation of former owners and reorganization of cooperatives were in place by 1992.
The laws provided for the division of cooperatives’ assets among existing members (as well
as former members and their heirs), permitted members to withdraw from the cooperative
along with their share of assets, and specified that cooperatives may transform themselves
into a limited liability or joint stock corporation. Enterprises that remained cooperatives were
not entitled to special tax or credit treatment (Sebestyen, 1993).

In these circumstances, the number of agricultural cooperatives in Hungary has
declined substantially, to about 800 in 2000, which cultivated about a third of the country’s
farmland and employed about 135,000 (compared to the 500,000 active members mentioned
above for 1990). The cooperatives that disappeared often did so essentially through
bankruptcy liquidation, with assets going either to former members or to corporate
enterprises. As in the previously discussed countries, the cooperative as a means of
organization of agricultural production is proving unviable as compared to the alternatives.

Rizov and Mathijs (2003) attempt to explain the survival and growth of farms in
Hungary using characteristics of the farms as explanatory variables, but they do not consider
organizational form as a causal factor. Ferto and Fogarasi (2004) undertake an explanation of
organizational form in Hungarian agriculture through application of ideas of transaction-cost
economics as developed in Allen and Lueck (1998). The general hypothesis is that certain
organizational forms, with a focus in these studies on family farms as compared to corporate
farms, are best suited to particular economic environments. The particular hypotheses that
receive most attention are that high transaction costs, for example in mobilizing capital or
dealing in labor or product markets, favor large corporate farming in which more decisions
are handled through internal management instructions rather than priced transactions
(following Coase’s classic article, 1937); and that when price-based transactions are
necessary, they are done at a scale sufficient to minimize high costs per transaction. Ferto
and Fogarasi (2004) do not find empirical evidence that transaction-cost factors are important
in explaining the prevalence or success of family farming as compared to larger-scale
corporate farming, and they do not attempt to investigate whether the decline of cooperative
farming might be linked to transaction-cost factors. Their work provokes the thought,
however, that transaction costs should be considered in the analysis of fate of agricultural
cooperatives, especially their devolution to much smaller individual farms. These small
farms unquestionably face high transaction costs in both input acquisition and product
marketing, and that could be a reason for cooperative enterprise to play a role in the farming
economy even if not as the internal management mechanism for large farms.

The study of Romanian organizational structure by Rizov (2002) suggests similar
reasons for farmers becoming individual owner-operators, part-time farmers, or “association
farmers” (essentially smaller-scale cooperative ventures for purposes of pooling capital). It is



noteworthy that remaining a large-scale cooperative is not even considered a possibility in the
Romanian context, given the “spontaneous privatization” with which many cooperatives were
broken up by members upon their first opportunity to do so in 1991 (Rizov, 2002:172).

Marketing and Input-Supply Cooperatives

In considering cooperatives in agricultural production we have been looking where
their prospects are in general weakest. In the United States, for example, all manner of
experiments have been undertaken in cooperative and communal farming over the past 150
years, and they have almost without exception been commercial failures and have not
survived; yet cooperatives in the broader agricultural economy have thrived. In 1915
marketing cooperatives sold $624 million of farm products, amounting to 8 percent of U.S.
farm output, In 2002 they sold $70 billion of products (including processed products), about
15 percent of the aggregate U.S. wholesale value of the products. Farm input and service
cooperatives have grown to a volume of business of about $26 billion in 2002 (USDA, 2004).
Farm production cooperatives are too negligible to have any statistics reported on them.

Many observers have noted that conditions in the transition economies that make
farming economically most difficult involve marketing and even more so input supply. Often
this is attributed to monopolies on either the buying or selling side, but it may equally well be
a problem of high transaction costs in an environment of generally not well developed
marketing infrastructure, including information, transportation, and storage services. Could
cooperative enterprises owned by farmers remedy these problems? Certainly the hopes for
this remain and are being implemented. In the case of Hungary, while farming cooperatives
are not passing the survivor test, a substantial number of new cooperatives have been
established in marketing and input supply. Legislation of 1999 provided financial support for
the formation of such cooperatives and attempted to ensure access to working capital. As of
2000 there were estimated to be 500 new local cooperatives, including specialized ones for
the marketing of fruits and vegetables, pigs, poultry, sheep, and for crop warehousing (Filipsz
and Szabo, 2001).

Legislation in transition countries is finally beginning to differentiate between
production cooperatives and service cooperatives. This is a notable departure from earlier
cooperative laws in the CIS, which distinguished between ‘“‘consumer cooperatives” and
“producer cooperatives”, indiscriminately lumping both production and service cooperatives
in the latter category. Thus, the Ukrainian Law on Agricultural Cooperation adopted in July
1997, after a general definition of a cooperative as a voluntary association of members
established for the pursuit of a common agricultural activity, specifies that production
cooperatives (those created for joint farming activities) must be based on members’ labor and
are therefore organized as associations of individual farmers, whereas service cooperatives
(those created to provide farm support services to their members) may employ hired labor
and their membership may therefore include both individual and corporate farms. The
cooperative laws in Russia and Moldova, on the other hand, still restrict cooperative
membership to individual farmers.

No official statistics are available on service cooperatives in CEE and CIS, and we
have to rely on farm-level surveys to provide some information on cooperation among
farmers in transition countries. Despite the resistance to cooperatives stemming from the
long-term abuse of this concept under the Soviet regime, we are witnessing the emergence of
new forms of cooperation among individual farmers in transition countries (Table 4). This is
voluntary cooperation, often informal and sporadic, that stands in stark contrast to the all-
pervasive mandatory cooperation of the socialist era. Cooperation is quite strong in many
areas, with the notable exception of processing and credit. Consistently with theoretical
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considerations, the level of cooperation is lower in Poland, where the market environment is
substantially more developed than in the other countries. In another series of surveys
conducted in CEE back in 1993 (Euroconsult 1995), 45% of Romanian private farmers, 30%
of Bulgarian farmers, and 15% of Hungarian farmers indicated that they participated in
cooperative farm-support activities.

Table 4. Cooperation in farm services among private farmers (percent of respondents)

Russia Ukraine Belarus Armenia Moldova Poland
Some form of cooperation 74 82 60 44 30 20
Consulting 58 64 33 9 10 8
Marketing 33 24 13 10 11 8
Input supply 30 20 7 1 7 5
Machinery 43 45 37 19 19 7
Production services 27 34 17 10 11 6
Processing 8 6 0 1 7 2
Credit 37 16 10 0 2 2

Source: World Bank surveys 1994-2000.

Cooperation in machinery — a high-cost lumpy asset — is understandably one of the
major areas of cooperation among individual farmers in transition countries. Through
cooperation, the actual access of individual farmers to machinery and machinery services is
much higher than that suggested by machinery ownership rates. Thus, in Armenia only 14%
of farmers own farm machinery (either individually or jointly with their relatives and
neighbors). Machinery pools and service cooperatives, however, ensure that fully 80% of
individual farmers in this country have access to machinery or mechanical field services
(Lerman and Mirzakhanian, 2001). In Moldova, fewer than 30% of peasant farmers
participating in the 2000 World Bank survey have their own machinery; another 40% have
access to machinery through joint ownership (a kind of low-level cooperation) or rental;
finally, over 30% buy mechanical field services. It is not clear how much of the machinery
rentals and custom machinery services originate from cooperatives and how much from
private rental companies, but we have seen in Table 4 that about 20% of farmers have
cooperation in machinery.

New forms of cooperation compensate in part for the absence of crucial markets in
products and services. As markets become more developed, the ways in which farmers
cooperate are likely to evolve as well.

Summary

Developments since the demise of socialist agriculture in the economies of Central
and Eastern Europe and the former Soviet Union provide a set of experiments in economic
organization whose outcome will be crucial for the future of agriculture in those countries.
For the agenda of this Journal, it is notable that a large element of these experiments involves
the role and functioning of cooperatives.

Two distinct roles of cooperatives are prominent in both on-the-ground means of
replacing the former collective farm system and in legislation that attempts to facilitate the
successor system. The first role is the cooperative as a means of business organization, one
which follows the principles of farmer-members owning, controlling, and capturing the fruits
of a relatively large-scale farming enterprise as a self-governing entity. The second role is
the cooperative as a means of obtaining market power for farmers in relation to buyers of
their products and providers of goods and services to the farm enterprise.
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While both of these roles have been alive and well in proposals and new laws in the
transition economies, experience so far parallels the longstanding outcome in Western market
economies: cooperatives have been overwhelmingly failures in the first role, but have been
moderately successful in the second. The second role is important in farmers’ estimation
when they see themselves as being exploited by monopoly or monopsony power among
businesses that sell products to them or buy from them, and it is important in fact when
perceptions of exploitation are accurate. It seems highly likely that such market failures exist
in the economic environment of the transition economies, where former State monopolies
have been transferred to private hands, and in this respect farmer-owned cooperatives can be
useful in fostering competition, or in some cases hastening the creation of selling and buying
channels which have not yet arisen in the transition.

Cooperatives as a means of organizing multi-farmer agricultural production
enterprises, despite some initial and continuing enthusiasm, have run afoul of the same
weaknesses that underlie their general failure in the West: the seeming impossibility of
implementing the basic principles. The central issues involve management decision-making
and coordination. These tasks according to cooperative principles are essentially ones of self-
government by equally empowered farmer-members, i.e., they are issues of politics. These
arrangements can work successfully for homeowner associations, labor unions, and clubs of
many kinds, so why not for farms? The difficulties pointed to in the Central and Eastern
European cases are ones of getting agreement on many managerial decisions and on
mobilization of capital for investment in the cooperative, but most of all on the division of
revenues or profits among members whose contributions to the business vary. The
difficulties lead to a tendency toward devolution of responsibilities, assets, and revenues
toward individual members (leading to a loose association of independent farmers), or
alternatively to managerial decision-making by a hired executive or outside entity (converting
the enterprise to a corporation or subsidiary of a non-agricultural enterprise).

Even for cooperative enterprises in marketing and processing, or in supply of farm
inputs and services, it is not clear how far the cooperative principles of management will
prove viable. The Western story is moving toward cooperatives becoming managerially
more and more like corporations, with ownership and management by persons other than the
farmer-members. Indeed it is arguable that cooperatives still flourish more because of
favorable tax and regulatory treatment than the advantages of cooperative principles as
mechanisms of economic organization for the business. Can the story be different in the
transition economies?

The evidence on the fate of agricultural cooperatives in the CIS and CEE countries
remains sketchy. The most useful findings at this time involve not conclusions, but questions
for further investigation. One line of research that should prove fruitful is to analyze in more
detail the experiences of individual farms. In a recent detailed study of Russian farm
enterprises, we found a tremendous variation in the efficiency of production from farm to
farm, not just by small margins but with large groups of farms getting 3 to 4 times the output
from given resources as other farms (Grazhdaninova and Lerman, 2005) . This occurs not
only between farms of different organizational forms, but even within the set of former
collective farms within a given region. It is likely that different farms chose different ways of
solving the managerial problems that arose following the demise of the collective-farm
system. Among other differences, the extent to which cooperative principles were followed,
and how they were implemented, are likely to vary among these farms. It could be
illuminating to see the extent to which differences in the economic performance of these
farms line up with differences in managerial strategies and procedures.



12

References

Allen, D. W., and Lueck, D. (1998). “The Nature of the Farm,” Journal of Law and
Economics, 41:343-386.

Barton, D. (1989). “What is a Cooperative?” in Cobia, D. (ed.), Cooperatives in Agriculture,
Englewood Cliffs, NJ: Prentice-Hall, pp. 1-19.

Coase, R. (1937). “The Nature of the Firm,” Economica, 3:386-405.

Couture, M.-F., Faber, D., Levin, M., and Nippierd, A.-B. (2002). Transition to Cooperative
Entrepreneurship: Case Studies from Armenia, China, Ethiopia, Ghana, Poland,
Russia, Uganda, and Vietnam, Geneva: International Labour Office.

Curtiss, J., Medonos, T., and Ratinger, T. (2004). “Ownership Form Effect on Large-Scale
Farms’ Performance: Case of Czech Agriculture,” in From Households to Firms with
Independent Legal Status, 94" EAAE Seminar, Ashford, UK, April.

Doitchinova, J., Kanchev, 1., and Miteva, A. (2004). “Development of Agrarian Structures in
Bulgaria: From Production Cooperatives to Sole Traders and Partnerships,” in From
Households to Firms with Independent Legal Status, 94" EAAE Seminar, Ashford,
UK, April.

Euroconsult (1995). Farm Restructuring and Land Tenure in Reforming Socialist Economies:
A Comparative Analysis of Eastern and Central Europe, World Bank Discussion
Paper 268, Washington, DC: World Bank.

Ferto, 1., and Fogarasi, J. (2004). “The Choice of Farm Organization: The Hungarian Case,”
in From Households to Firms with Independent Legal Status, 94" EAAE Seminar,
Ashford, UK, April.

Filipsz, L., and Szabo, Z. (2001). “Hungary,” in Proceedings of Workshop Promotion of
Rural Development through Agricultural Cooperatives, ICAO-ICA Europe, Budapest,
June.

Ganev, A. (2001). “Bulgaria,” in Proceedings of Workshop Promotion of Rural Development
through Agricultural Cooperatives, ICAO-ICA Europe, Budapest, June.

Grazhdaninova, M. and Lerman, Z. (2005). “Allocative and technical efficiency of corporate
farms in Russia,” Comparative Economic Studies, 47(1):200-213, March.

GSE (1973). Bol’shaya Sovetskaya Entsiklopediya (Great Soviet Encyclopedia), 3rd edition,
Moscow [in Russian].

Kim, H., Lee, S., and An, D. (2005). “The Dynamics of Productivity Changes in Agricultural
Sector of Transition Countries,” presented at American Agricultural Economics
Association meetings, Providence, Rhode Island, July.

Lerman, Z. and Mirzakhanian, A. (2001). Private Agriculture in Armenia, Lanham, MD:
Lexington Books.

Lerman, Z., Csaki, C., and Feder, G. (2004). Agriculture in Transition: Land Policies and
Evolving Farm Structures in Post-Soviet Countries, Lanham, MD: Lexington Books.

Moznar, M. (2001). “Czech Republic,” in Proceedings of Workshop Promotion of Rural
Development through Agricultural Cooperatives, ICAO-ICA Europe, Budapest, June.

Plunkett Foundation (1995). Review of 1994 Activities, Plunkett Foundation, Oxford.

Rizov, M. (2002). “Endogenous Production Organization During Market Liberalization:
Farm Level Evidence form Romania,” Economic Systems, 27:171-187.

Rizov, M. and Mathijs, E. (2003). “Farm Survival and Growth in Transition Economies:
Theory and Evidence from Hungary,” Post-Communist Economies, 15:227-242.

Schulze, E., Tillack, P., and Frohberg, K. (2001). “Factors determining profitability of large
scale farms in the Volgograd region,” Quarterly Journal of International Agriculture,
40(1):67-96.



13

Sebestyen, K. (1993). “Transformation of Cooperatives in Hungarian Agriculture,” in Csaki,
C. and Kislev, Y. (eds.) Agricultural Cooperatives in Transition, Boulder, CO:
Westview Press, pp. 301-309.

USDA (2004). Farmer Marketing, Supply and Service Cooperatives Historical Statistics,
Cooperative Information Report 1, Section 26, Washington, DC: U.S. Department of
Agriculture, August.



1.01

2.01

3.01

4.01

5.01

6.01

7.01

8.01

9.01

10.01

11.01

12.01

1.02

2.02

3.02

4.02

5.02

6.02

7.02

PREVIOUS DISCUSSION PAPERS
Yoav Kislev - Water Markets (Hebrew).

Or Goldfarb and Yoav Kislev - Incorporating Uncertainty in Water
Management (Hebrew).

Zvi Lerman, Yoav Kislev, Alon Kriss and David Biton - Agricultural Output
and Productivity in the Former Soviet Republics.

Jonathan Lipow & Yakir Plessner - The Identification of Enemy Intentions
through Observation of Long Lead-Time Military Preparations.

Csaba Csaki & Zvi Lerman - Land Reform and Farm Restructuring in
Moldova: A Real Breakthrough?

Zvi Lerman - Perspectives on Future Research in Central and Eastern
European Transition Agriculture.

Zvi Lerman - A Decade of Land Reform and Farm Restructuring: What
Russia Can Learn from the World Experience.

Zvi Lerman - Institutions and Technologies for Subsistence Agriculture:
How to Increase Commercialization.

Yoav Kislev & Evgeniya Vaksin - The Water Economy of Israel--An
lllustrated Review. (Hebrew).

Csaba Csaki & Zvi Lerman - Land and Farm Structure in Poland.
Yoav Kislev - The Water Economy of Israel.

Or Goldfarb and Yoav Kislev - Water Management in Israel: Rules vs.
Discretion.

Or Goldfarb and Yoav Kislev - A Sustainable Salt Regime in the Coastal
Aquifer (Hebrew).

Aliza Fleischer and Yacov Tsur - Measuring the Recreational Value of
Open Spaces.

Yair Mundlak, Donald F. Larson and Rita Butzer - Determinants of
Agricultural Growth in Thailand, Indonesia and The Philippines.

Yacov Tsur and Amos Zemel - Growth, Scarcity and R&D.

Ayal Kimhi - Socio-Economic Determinants of Health and Physical
Fitness in Southern Ethiopia.

Yoav Kislev - Urban Water in Israel.

Yoav Kislev - A Lecture: Prices of Water in the Time of Desalination.
(Hebrew).



8.02

9.02

10.02

1.03

2.03

3.03

4.03

5.03

6.03

7.03

8.03

9.03

10.03

11.03

12.03

1.04

2.04

3.04

4.04

5.04

Yacov Tsur and Amos Zemel - On Knowledge-Based Economic Growth.

Yacov Tsur and Amos Zemel - Endangered aquifers: Groundwater
management under threats of catastrophic events.

Uri Shani, Yacov Tsur and Amos Zemel - Optimal Dynamic Irrigation
Schemes.

Yoav Kislev - The Reform in the Prices of Water for Agriculture (Hebrew).

Yair Mundlak - Economic growth: Lessons from two centuries of American
Agriculture.

Yoav Kislev - Sub-Optimal Allocation of Fresh Water. (Hebrew).

Dirk J. Bezemer & Zvi Lerman - Rural Livelihoods in Armenia.

Catherine Benjamin and Ayal Kimhi - Farm Work, Off-Farm Work, and
Hired Farm Labor: Estimating a Discrete-Choice Model of French Farm

Couples' Labor Decisions.

Eli Feinerman, Israel Finkelshtain and lddo Kan - On a Political Solution to
the Nimby Conflict.

Arthur Fishman and Avi Simhon - Can Income Equality Increase
Competitiveness?

Zvika Neeman, Daniele Paserman and Avi Simhon - Corruption and
Openness.

Eric D. Gould, Omer Moav and Avi Simhon - The Mystery of Monogamy.

Ayal Kimhi - Plot Size and Maize Productivity in Zambia: The
Inverse Relationship Re-examined.

Zvi Lerman and lvan Stanchin - New Contract Arrangements in Turkmen
Agriculture: Impacts on Productivity and Rural Incomes.

Yoav Kislev and Evgeniya Vaksin - Statistical Atlas of Agriculture in
Israel - 2003-Update (Hebrew).

Sanjaya DeSilva, Robert E. Evenson, Ayal Kimhi - Labor Supervision and
Transaction Costs: Evidence from Bicol Rice Farms.

Ayal Kimhi - Economic Well-Being in Rural Communities in Israel.
Ayal Kimhi - The Role of Agriculture in Rural Well-Being in Israel.

Ayal Kimhi - Gender Differences in Health and Nutrition in Southern
Ethiopia.

Aliza Fleischer and Yacov Tsur - The Amenity Value of Agricultural
Landscape and Rural-Urban Land Allocation.



6.04

7.04

8.04

9.04

10.04

11.04

12.04

13.04

14.04

1.05

2.05

3.05

4.05

5.05

6.05

7.05

8.05

9.05

Yacov Tsur and Amos Zemel — Resource Exploitation, Biodiversity and
Ecological Events.

Yacov Tsur and Amos Zemel — Knowledge Spillover, Learning Incentives
And Economic Growth.

Ayal Kimhi — Growth, Inequality and Labor Markets in LDCs: A Survey.

Ayal Kimhi — Gender and Intrahousehold Food Allocation in Southern
Ethiopia

Yael Kachel, Yoav Kislev & Israel Finkelshtain — Equilibrium Contracts in
The Israeli Citrus Industry.

Zvi Lerman, Csaba Csaki & Gershon Feder — Evolving Farm Structures and
Land Use Patterns in Former Socialist Countries.

Margarita Grazhdaninova and Zvi Lerman — Allocative and Technical
Efficiency of Corporate Farms.

Ruerd Ruben and Zvi Lerman — Why Nicaraguan Peasants Stay in
Agricultural Production Cooperatives.

William M. Liefert, Zvi Lerman, Bruce Gardner and Eugenia Serova -
Agricultural Labor in Russia: Efficiency and Profitability.

Yacov Tsur and Amos Zemel — Resource Exploitation, Biodiversity Loss
and Ecological Events.

Zvi Lerman and Natalya Shagaida — Land Reform and Development of
Agricultural Land Markets in Russia.

Ziv Bar-Shira, Israel Finkelshtain and Avi Simhon — Regulating Irrigation via
Block-Rate Pricing: An Econometric Analysis.

Yacov Tsur and Amos Zemel — Welfare Measurement under Threats of
Environmental Catastrophes.

Avner Ahituv and Ayal Kimhi — The Joint Dynamics of Off-Farm
Employment and the Level of Farm Activity.

Aliza Fleischer and Marcelo Sternberg — The Economic Impact of Global
Climate Change on Mediterranean Rangeland Ecosystems: A Space-
for-Time Approach.

Yael Kachel and Israel Finkelshtain — Antitrust in the Agricultural Sector:
A Comparative Review of Legislation in Israel, the United States and
the European Union.

Zvi Lerman — Farm Fragmentation and Productivity Evidence from Georgia.

Zvi Lerman — The Impact of Land Reform on Rural Household Incomes in
Transcaucasia and Central Asia.



10.05

11.05

12.05

13.05

14.05

1.06

2.06

3.06

4.06

5.06

6.06

7.06

8.06

9.06

Zvi Lerman and Dragos Cimpoies — Land Consolidation as a Factor for
Successful Development of Agriculture in Moldova.

Rimma Glukhikh, Zvi Lerman and Moshe Schwartz — Vulnerability and Risk
Management among Turkmen Leaseholders.

R.Glukhikh, M. Schwartz, and Z. Lerman — Turkmenistan’s New Private
Farmers: The Effect of Human Capital on Performance.

Ayal Kimhi and Hila Rekah — The Simultaneous Evolution of Farm Size and
Specialization: Dynamic Panel Data Evidence from Israeli Farm
Communities.

Jonathan Lipow and Yakir Plessner - Death (Machines) and Taxes.

Yacov Tsur and Amos Zemel — Regulating Environmental Threats.

Yacov Tsur and Amos Zemel - Endogenous Recombinant Growth.

Yuval Dolev and Ayal Kimhi — Survival and Growth of Family Farms in
Israel: 1971-1995.

Saul Lach, Yaacov Ritov and Avi Simhon — Longevity across Generations.

Anat Tchetchik, Aliza Fleischer and Israel Finkelshtain — Differentiation &
Synergies in Rural Tourism: Evidence from Israel.

Israel Finkelshtain and Yael Kachel — The Organization of Agricultural
Exports: Lessons from Reforms in Israel.

Zvi Lerman, David Sedik, Nikolai Pugachev and Aleksandr Goncharuk —
Ukraine after 2000: A Fundamental Change in Land and Farm
Policy?

Zvi Lerman and William R. Sutton — Productivity and Efficiency of
Small and Large Farms in Moldova.

Bruce Gardner and Zvi Lerman — Agricultural Cooperative Enterprise in
the Transition from Socialist Collective Farming





