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Abstract

New research on the political economy of policy-induced distor-

tions to incentives for optimal resource use in agriculture and

insights from the study of the dramatic reforms in former state-

controlled economy has led to enhanced insights on the role of

governance structures on policy making in agricultural and natural

resources. This paper reviews these research developments and key

new insights.
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INTRODUCTION

Policy-induced distortions to incentives for optimal resource use come in many forms. In

this review we focus on two widely observed forms of policy distortions with important

implications for economic development, agricultural production, and food consumption.

The first policy (distortion) we focus on is how governments have affected the nature of

property rights in resource use, as well as in the production and processing of food and

other agricultural-derived commodities. As is well known, the nature of these rights has

major effects on both equity and efficiency (de Janvry et al. 2001, Deininger & Feder

2002). The second policy we focus on is how governments have affected the incentives to

produce and consume food and agricultural-derived commodities by their interventions

that have influenced consumer and producer prices. Such policy initiatives have taken

many forms, such as outright bans of markets, impositions of government-controlled

supply and exchange, price-setting, the use of trade restrictions (such as import bans and

export embargoes, taxes, and quotas), and the manipulation of exchange rates (Anderson

2009a, Krueger et al. 1988).

In the 1960s and 1970s many poor and middle-income countries, representing a large

share of the world’s rural population, were heavily affected by state interventions. This

was most extreme in the Communist world, spreading from Central Europe to East Asia,

where the entire economic system was under direct control of the state. However, also

outside the Socialist Bloc, in many African, Latin-American, and South Asian countries the

state played an important role in the economy.

In the past decades there have been tremendous changes in the nature of these distor-

tions as a result of a series of reforms. The first major liberalization pushes began in the

late 1960s in Indonesia and Sri Lanka. The most dramatic set of reforms began toward the

end of the 1970s and beginning of the 1980s when China embarked on its reform path by

property rights reforms, market liberalization, and a reduction of price distortions in the

economy. Vietnam followed in the mid-1980s. The reforms in China and Vietnam have

been heralded as lifting hundreds of millions of people out of dire poverty (World Bank

2000), as “the biggest antipoverty program the world has ever seen” (McMillan 2002, p.

94), and as having led to “the greatest increase in economic well-being within a 15-year

period in all of history” (Fischer 1994, p. 131).

Countries in Sub-Saharan Africa, in Central and Eastern Europe (CEE), and in the

former Soviet Union (FSU) introduced a series of reforms in the 1980s and 1990s that

were targeted at removing state intervention and distortions to producer incentives, be-

cause such policy distortions were thought to pose major constraints on productivity,

income growth, and poverty reduction (e.g., Krueger et al. 1988, Lipton 1977, Timmer

1986). Better incentives were expected to yield growth, thereby raising incomes and

reducing poverty. However, in contrast to the East Asian reforms, the effects were quite

different, causing a rigorous debate on the optimal reform choices (Clague & Rausser

1992, Dewatripont & Roland 1992, Sachs & Woo 1994).

Although there is a large literature on the effects of these reforms (Macours & Swinnen

2002, Roland 2000, Rozelle & Swinnen 2004), in this review we focus on the determi-

nants. Specifically, we are interested in explaining the political economy of these reforms.

In addition, within the broader set of the political economy issues, we explore how

changes or differences in political governance have affected these reforms. Overall, we

show how the study of these reforms has contributed to important new insights on how
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(changes in) governance structures, including domestic political regimes, have caused

policy (reforms), or not.

Because of the broad nature of these questions, we necessarily need to restrict our

analysis to, arguably, the most dramatic reforms in the past decades and on the lessons

that can be drawn from them. We present these insights within the framework of the new

theoretical developments on the political economy of reforms. The recent decade has

yielded a rich new literature on this set of questions. The reforms in the 1980s and 1990s

triggered many studies trying to understand the effects and reasons for the reforms. They

have also triggered an important growth in the literature on the more general questions of

the effects and the determinants of reforms as well as a reinvestigation of older institution-

al and policy reforms in these areas. Our review also draws upon the new studies covering

general issues and older questions to the extent that they contribute relevant new insights

for the focus of this paper.

EXPLAINING POLICY DISTORTIONS: FROM STRUCTURAL CAUSES
TO GOVERNANCE

Research in the field of political economy of agricultural policy and distortions was

triggered by the puzzling question: Why is agriculture supported in rich countries and

taxed in poor countries? Empirical evidence on agricultural protection/taxation that

emerged from numerous studies in the 1980s and the 1990s can be summarized by

referring to three sets of policies or patterns: the development pattern, the antitrade

pattern, and the anticomparative advantage pattern (or relative income pattern). These

are documented by Anderson & Hayami (1986), Gardner (1987), Honma & Hayami

(1986), and Lindert (1991) for countries of North America and East Asia; Bates (1989)

and Krueger et al. (1991) for developing countries; Tracy (1989) for Western Europe; and

see Anderson (2009a) for recent global evidence.

The development pattern refers to two observations. First, empirical evidence from

countries across the world shows a positive correlation between agricultural protection

and average country incomes. Second, historically (over time) most nations shift from

taxation of agricultural producers to protection as they develop economically. The

antitrade pattern refers to the observation that import-competing sectors (products)

tend to be more assisted (or taxed less) than sectors producing exportable products.

The anticomparative advantage pattern refers to the observation that protection is

lower (or taxation higher) for products with a comparative advantage and that protec-

tion increases when the share of farm income in GDP falls relative to the rest of the

economy.

The starting point of the literature is the observations that these global patterns of

agricultural distortions could not be explained by traditional economic arguments. Draw-

ing on the general theories of “new political economy,” coming out of the University of

Chicago—with the important contributions of Stigler (1971), Peltzman (1976), and

Becker (1983), the public choice school from Buchanan & Tullock (1962), and the influ-

ential work by Downs (1957) and Olson (1965)—the political economy explanations put

forward in the 1980s and the 1990s focused importantly on (economic) structural factors.

Changes in structural conditions in an economy—for example, those coinciding with

economic development or those associated with different commodities for a given level
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of development—have an impact on (a) the costs and distribution of the distortions

associated with protection,1 (b) the intensity of political activities,2 and (c) the ability to

organize politically and influence the government 3 (for a review, see de Gorter & Swinnen

2002).

Although the importance of political systems for policy has long been emphasized, for

example in the seminal work by Buchanan and Tullock (1962), these arguments received

relatively little attention in the early studies. The past decade and a half, however, have

witnessed a growing set of studies analyzing the role of political regimes and ideology

on policy making. Surveys of recent developments are provided by Dewan & Shepsle

(2008a,b), Gawande & Krishna (2003), Grossman & Helpman (2002), Persson & Tabel-

lini (2000, 2003), Rausser et al. (2008), Roland (2000), Swinnen (2009b), and Weingast &

Wittman (2006). To relate some of these insights to agricultural and resource policy, it is

useful to look at the part of the literature that considers the political regime (or the

“constitutional choice” in the framework of, e.g., Aghion et al. 2004) as providing a

degree of insulation for policy makers. As such, the political regime determines to what

extent the government, once appointed, can rule with ex post control, or not; what type of

majorities it needs to ensure its ability to pass legislation; and whether groups have veto

power. Different mechanisms can translate the preferences of citizens into controls on the

government, majority formations, and, hence, policies (Rausser & Roland 2009). These

issues relate to the differential effects of democracy and autocratic regimes (Acemoglu &

Robinson 2006, North et al. 2006); to the effect of different electoral systems (Persson &

Tabellini 2003), including systems set up on the basis of proportional representation versus

majoritarian systems (Roelfsema 2004, Rogowski & Kayser 2002); and to the effect of

autonomy given to bureaucrats and implementing institutions (Prendergast 2007).4

In terms of empirical predictions, the greater insulation of decision makers implies

that they can follow their private preferences to a greater extent. However, this in itself

has little predictive power, since there is no direct relationship to be expected between

the preferences of rulers and the nature of political regimes on issues such as protection-

ism or property rights (O’Rourke & Taylor 2002). One implication, however, is that

there should be more variation in policy choices under dictatorial regimes than under

1See Anderson (1995) and Swinnen (1994) for theoretical analyses of how changes in the structure of the economy

affect the political costs and benefits of agricultural protection and thus the government’s political incentives in

decision making: for example, the share of food in consumer expenditures as a share in total expenditures, which

reduces the opposition of consumers to agricultural protection, as well as the opposition of capital owners in other

sectors who oppose the (wage) inflation pressures that come from increased food costs with agricultural protection.

2With economic development, incomes in the rest of the economy grow faster than in agriculture. This creates

political incentives (both on the demand—or farmers—side and the supply—or politician—side to exchange gov-

ernment transfer in exchange for political support. Farms look for government support either because returns to

their investment are larger in lobby activities than in market activities or because the willingness to vote for/support

politicians is stronger as the impact on utility is relatively stronger. For similar reasons, governments are more likely

to support sectors with a comparative disadvantage than sectors with a comparative advantage (e.g., de Gorter &

Tsur 1991, Swinnen & de Gorter 1993, Hillman 1982, Krueger 1990).

3With a declining share of agriculture in employment, studies drawing on Olson’s (1965) logic of collection action

argument have reasoned that this makes political organization of farmers less costly and is therefore likely to

increase the effective lobbying of farmers.

4In an application of these issues to decision making on agricultural policy in the European Union, Pokrivcak et al.

(2007) showed how E.U. agricultural policy reforms are determined by a complex interaction of majority voting

rules, changes in the external environment, and the preferences of the European Commission (the agenda-setting

bureaucracy in Brussels).
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democracy, ceteris paribus, if dictatorial leaders are less constrained in setting policies.

This hypothesis, in fact, is consistent with the regression model of Olper (2007), which

performs better in democracies than in dictatorships, presumably because governmental

response to pressure from interest groups is stronger in democracies. This may also be

the reason why early studies that focused only on the simple relations between agricul-

tural policy and political regimes in cross-section studies find limited impact (Beghin &

Kherallah 1994).

Taking a different tack, Dutt & Mitra (2005) emphasized the role of ideology. In their

work they found that left-wing governments (that attach higher weights to the welfare of

workers/laborers) are more protectionist when they are in capital-abundant countries, but

less protectionist when they are in capital-scarce countries. An application of this argu-

ment to agricultural policy, however, is not straightforward because increasing food costs

through agricultural protection hurts both workers and those who invest industrial capi-

tal. Hence, rulers who support “labor” and “capital” should also oppose agricultural

protection—as they did historically in Europe (Findlay & O’Rourke 2007, Kindleberger

1975, Schonhardt-Bailey 1998). Olper (2001) found that, on average, right-wing govern-

ments are more protectionist in terms of agriculture than are left-wing ones. This is

consistent with studies such as those by Bates (1983), who argues that socialist rulers in

Africa imposed lower commodity prices on farmers (or taxed farmers), and by Tracy

(1989), who found that right-wing governments in Europe (such as those dominated by

Catholic parties and conservative parties, including the Nazi party in Germany) tended to

support farm interests and increase protection.

However, a closer reading of the literature suggests that these conclusions require

refinement. First, cross-section studies are quite limited in what they are able to illuminate.

Longer-run studies, in contrast, allow the researcher to more carefully measure the impact

of shifts from one system (or set of political institutions) to another. For example, Swinnen

et al. (2001) demonstrated how some changes in voting rules in Belgium had an effect on

agricultural protection, whereas other changes had no effect. In particular, those changes

in electoral rules that disproportionately benefited people involved in agriculture (e.g., by

extending voting rights to small farmers and tenants in the early twentieth century)

induced an increase in agricultural protection. However, electoral changes (such as extend-

ing voting rights to women) did not affect agricultural protection as they increased voting

rights both of those in favor and of those against protection.

Empirical observations also suggest an interaction between the effects of ideology and

economic development. Consider, for example, the agricultural policies of extreme left-

wing regimes. Communist dictators, such as Stalin in Russia, Mao in China, and Hoxha in

Albania, heavily taxed agriculture. However, farmers were subsidized under Brezhnev in

the Soviet Union and in most East European Communist countries in the 1970s and 1980s

(Rozelle & Swinnen 2009b).

The ideology effect is also conditional on inequality. Despite supporting agriculture less

on average, left-wing governments tend to support farmers more in unequal societies

(Olper 2007).5 Interestingly, this is counter to the traditional, Olson-type arguments that

large farmers are better in overcoming collective action problems. La Ferrara (2002)

argued that inequality may cause collective action problems, which could explain why

5Dutt & Mitra (2002) also found that a labor-abundant economy will be affected differently by a rise in asset

inequality than a capital-abundant economy will be.
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protection is negatively correlated with inequality. Historical evidence on this is also found

in Europe (Schonhardt-Bailey 2006, Swinnen 2009a). Strong inequality in England, Ger-

many, and France at the end of the nineteenth century weakened the protariff demands of

large grain farmers as they were opposed by small farmers, many of whom were livestock

producers. Further highlighting this inequality, in France large and small farms were

organized in different unions and associated with different political parties.

The part of the empirical literature that has attempted to quantify some of the

assertions has focused on explaining price distortions. The distortions of property rights

have been addressed mostly in a separate literature: See, for example, Binswanger et al.

(1995b), Hayami et al. (1990), Swinnen (1997), and various chapters in de Janvry et al.

(2001). Despite the absence of attention to these issues in the quantitative literature,

political fights over policy reforms have focused on property rights as much as they have

on price incentives. For example, with highly unequal land distribution, small peasants

and landless rural workers are less likely to align with landlords to demand agricultural

tariffs and are more likely to fight them to demand a redistribution of rights. Studies on

the political economy of property rights reforms generally put a strong emphasis on the

interaction with governance issues because land rights reforms were often associated

with changes in the political regime (Binswanger et al. 1995a, de Janvry 1981, Rausser

et al. 2009).

There is also an interesting hypothesis that important policy reforms require the

combination of both a change in political regimes and a “crisis” (Acemoglu & Robinson

2001, 2006). Crises may be needed to overcome the inherent status quo in the political-

institutional equilibrium that exists in a society and to break the power of interest groups

that are entrenched in the institutions as they exist in a society (Rausser et al. 2008).

Examples include reforms in Western Europe in the early twentieth century when the

combination of enhanced political rights for farmers and a dramatic rural crisis caused

major changes in agricultural policies, including land reforms (Swinnen 2001) and reforms

in China in the 1970s when the combination of widespread hunger in the countryside and

the death of Mao allowed major reforms to occur (see below).

For these reasons, it is important to complement statistical studies with the analysis of

specific reforms into greater detail to understand the complexities of the causal mecha-

nisms. In the rest of this paper we review insights on governance and policy reforms from

the most dramatic reforms in the past decades, i.e., those implemented in the transition

countries of Europe and Asia.

POLITICAL CHANGE AND POLICY REFORMS IN TRANSITION
AGRICULTURE

The importance of the following nations as well as their political systems is undeniable.

Until the late 1970s, a large share of the globe—from the center of Europe to the southeast

regions of Asia—was under Communist rule. The lives of more than 1.5 billion people

were directly controlled by Communist leaders, and incentives in these states were mas-

sively distorted. The leaders of the Soviet Bloc and China were committed to Socialist

ideology and designed their economies to be insulated from the world and the global

economic market. Even though the reforms implemented since the end of the Cold War

have differed among countries, changes in political regimes played an important role in

triggering reforms in all countries.
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From Mao to Deng in China

The economic transition in China followed the political transition from Mao Zedong to

Deng Xiaoping. Before 1980, the influence of Mao was inescapable. Mao’s fear of the

outside world, his commitment to Socialism, and his skepticism of markets helped pro-

duce the prereform economic system. It was a system fundamentally closed to trade, run

without markets, and administered by a controlled pricing system that discriminated

against agriculture. It was a system that also failed to raise per capita income and to

produce rises in total factor productivity.

There was no dramatic overthrow of the Communist Party after Mao’s death. Deng

assumed power from within the system. The Communist Party was in control both before

and after Deng’s accession to the position of supreme leader. Moreover, although Deng

had a number of bold ideas, he also was essentially committed to the same system that had

been built during the previous three decades (Yang 1996).

Nonetheless, the beginning of the Reform Era is clearly marked by the political rise of

Deng in the wake of Mao’s death. Committed to a self-taught belief in incentives and

pragmatism while also being attracted by the rapid growth that was transforming most of

the rest of East Asia, Deng’s policy approach could not have been more different from

Mao’s had there been a revolution. Deng believed in technology whatever its source—

from foreign direct investment or an investment into domestic science and engineering.

Deng wanted to incentivize the economy.

Although Deng’s first reform move was bold—the Household Responsibility System

(HRS) reforms decollectivized agricultural production and replaced it with a system of

household-based farming (Lin 1992)—the initial years afterward showed no move to

continue with radical changes to the economy (Sicular 1995). Prices were administratively

raised by officials in the planning bureau who retained control over the economy. It was

not until property rights had been fully reformed in the mid-1980s that the leadership

decided to move toward marketing and other reforms.6 McMillan & Naughton (1992)

described this process as one that is gradual and deliberate but unplanned.

From Stalin to Brezhnev in the Soviet Union

Interestingly, the distortions under Mao in China resemble the distortions under Stalin in

the Soviet Union of the 1930s much more than the distortions in the Soviet Union in the

1970s (Wädekin 1990). Stalin’s desire to modernize quickly and his commitment to heavy

industry—and his distrust of the farming population—led to his policy of using his cen-

trally controlled economic system to tax the countryside to finance industrial develop-

ment. This system, as in Mao’s China, reduced incentives for farms to invest and produce

and left agriculture stagnant.

Soviet agricultural policy, however, changed after World War II. When Kruzhnev took

over as Soviet leader following Stalin’s death, he initially continued Stalin’s agricultural

policies. However, he gradually introduced important changes. He reduced taxes on agri-

6The subsequent reforms increasingly allowed farmers to sell their output to private traders (Park et al. 2002). Entry

by nonstate entities and individuals was gradually allowed. Ultimately, competition forced the entire state-owned

marketing system to be disbanded. It took 20 years to replace China’s planned agricultural marketing system of the

early 1980s with a system of competitive markets (Huang et al. 2004). Tariff reductions and trade liberalization

finished the process (Huang et al. 2008). Pingali & Xuan (1992) described largely the same strategy in Vietnam.
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culture and started to provide substantial assistance from the state, both in terms of

investment support and in terms of higher prices. This proagricultural policy was

continued and reinforced under Brezhnev’s Soviet leadership in the 1960s and 1970s

(Wegren 1998). During the period between 1975 and 1985 almost 30% of total Soviet

investment went into agriculture (Gray 1990). A similar situation occurred in Central and

Eastern European countries where farm workers lived relatively well as a result of large

subsidies to overstaffed and inefficient farms (Liefert & Swinnen 2002).

Failed Reform Attempts Under Gorbachev

Only a series of timid rights reforms was tried out in the FSU. Although the Soviet Union

reduced taxation of agriculture through its pricing policy after World War II, the Soviet

leadership never let go of its centrally imposed collective and state farm system. In 1978

shortly after the time that the HRS reforms started in China, there was a state-led effort in

the Soviet Union when Mikhail Gorbachev became the head of the agricultural depart-

ment of the Central Committee of the Soviet Communist Party. Gray (1990, p. 4) argues

that, in March 1985, when Gorbachev became the General Secretary of the Communist

Party, “the top Soviet leader [was] the main proponent of economic reform” and that

“perhaps at few times in history has high authority been so responsive to new ideas from

intellectuals, most of whom are acutely aware of foreign examples.”

During the Gorbachev years several agricultural reforms were designed and promoted

in an attempt to impose financial discipline on farm workers and to reward them by

basing remuneration more directly on their performance (Brooks 1990, Wegren 1998).

Although the reforms were tried across a widespread region, they largely failed (Lerman &

Brooks 2001, van Atta 1993). Similarly, some of the CEE experimented with reforms in

the 1970s and 1980s, but these reforms had modest impacts at best (Wädekin 1990) or

made things worse (Wyzan 1990).

Initially, the reform experiments were based on collective farming. Later, they moved

beyond their initial proposals and made an assault on the basic principles of collective

agriculture. Similar to Deng, Gorbachev proposed to allow households to lease land, gain

access to factors of production, and claim rights to the residual income after certain

payments were made. However, these reforms were met with little success.

What is remarkable is that the Soviet leadership under Gorbachev in the second half of

the 1980s introduced reform proposals similar to those of China’s leadership almost a

decade earlier (van Atta 1993). It is also interesting to note that the early reform path by

Gorbachev was preferred by the conservative faction of China’s leadership as it was

considered to be ideologically less radical than that of the HRS.

The main difference in the reform process appears to be less in the nature of the policies

than in the dynamics of the relationships among the actors involved in the reforms. In the

Soviet Union, reform was driven primarily by a Communist leadership that was unsatis-

fied with previous reform attempts. The central leadership in the Soviet Union, however,

had little support from farmers or local officials. In contrast, China’s leadership, albeit

supportive of reform efforts, at times seemed to be driven by the force of the farmers.

The Fall of the Berlin Wall and the Collapse of Communism in Europe

So why did reform finally happen? In fact, it took a dramatic political reform (the fall of

the Communist regimes) to trigger fundamental policy reforms in Europe. The fall of the
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Berlin Wall in 1989 signaled the beginning of the collapse of the Communist regimes

throughout Eastern Europe and the (former) Soviet Union. It was at this time (of crisis)

that many nations implemented a bold series of reform policies—a “big bang”—that often

went far beyond the reforms that had been implemented in China and Vietnam. Within a

short period of time, prices and trade were liberalized, subsidies cut, property rights

privatized, and production and trade organizations restructured. The entire agri-food

system was privatized and support for agriculture fell to very low levels (Anderson &

Swinnen 2008).

A strong positive relationship has been shown among political reform, market liberal-

ization, and land reforms (Swinnen & Heinegg 2002). However, political changes did not

occur everywhere in the FSU. Even now, 20 years after the changes, some of the leaders

have not changed. This is the case, for example, in countries such as Belarus, Turkmenistan,

and Uzbekistan. In other countries, such as Russia, political freedoms have been reduced

again.

Why Was Reform Possible with the Communist Party in China But Not in the
Former Soviet Union?

The above discussion raises an interesting question: Why were radical reforms of the

property rights system and further gradual market liberalization possible in China but

not in the Soviet Union under the Communist regime? Swinnen & Rozelle (2006) argue

that radical property rights reforms under the Communist regimes could occur only when

the reforms received support simultaneously from the grass roots and from the top of the

Communist Party. Reform failed in China in the 1960s because there was no support from

the top leadership (Mao) for radical decollectivization demanded by households at the

grassroots level (Lardy 1983). Reform failed in Russia in the 1970s because there was

neither grassroots nor leadership support for radical changes (Brada & Wädekin 1988).

Agricultural reform failed in the 1980s in Russia because the reform proposals from the

top of the Communist leadership under Gorbachev were not supported at the grassroots

level (Gray 1990). Only in China at the end of the 1970s and the early 1980s was there a

confluence of interests in favor of radical reforms at the top and at the grass roots, from

both farm households and local officials.

From this perspective it is important to clarify further the interaction between rural

initiatives in HRS and political debate among Chinese leaders. The reforms are the result

of a delicate balance between pressure from the grass roots and preference to reform from

an important part of the top leadership. In the temporary leadership vacuum that existed

after Mao’s death, both factors reinforced each other in China (McMillan 2002). The

success of the HRS reforms in increasing output, reducing poverty, and maintaining social

stability in China’s countryside reinforced the positions of the proreform groups in Beijing.

Inversely, the enhanced position of the proreform groups created the policy space that was

necessary for the grassroots initiatives to spread across rural China.

The HRS reforms started in some of the more drought-prone rural areas of China

several years before they began to be openly allowed (or encouraged) by even the more

reform-minded leaders in Beijing in the late 1970s. When decollectivization started in

China’s countryside in 1978, those who favored reform at the top of the Communist Party

were still in the midst of a power battle with conservative forces and not yet in charge. The

power struggle among different factions continued throughout the 1978–1982 period
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(Yang 1996), during which the official party policy did not openly encourage the HRS

reforms. It was not until the summer of 1982 that a central policy document was drafted

formally praising the HRS. By this time 68% of all households had adopted the HRS in

agriculture, and by the time the document made decollectivization official dogma in 1983,

more than 90% of China’s villages had decollectivized.

The attitudes of Chinese and Soviet farm workers and local officials toward decollecti-

vization were distinct because of differences in technology and price distortions in prere-

form collective agriculture. In rural China more than 30% of households lived in utmost

poverty in the mid-1970s (Lardy 1983, World Bank 1992). Reforms started clandestinely

in several regions in China, especially those regions that suffered heavily during the famine

that followed the Great Leap Forward (Zhou 1996).

In contrast, farm workers in CEE and the Soviet Union benefited from large govern-

ment subsidies and high wages, and they were covered by social welfare benefits (OECD

1996). Despite low farm productivity, workers in the Soviet Union’s state farms and

collectives enjoyed standards of living far higher than those in China’s rural sector. In

several CEE countries, rural incomes were actually higher than urban incomes (Ellman

1988). With a reduction of distortions, farm incomes would have fallen, effort by farm

laborers would have needed to increase, and risk would have been higher. Moreover, with

overemployment and soft-budget constraints, agricultural reform would trigger layoffs.

Not surprisingly, many farm workers in the Soviet Union and CEE resisted agricultural

reforms.

Differences in technology reinforced these differences in attitudes that were being

shaped by the preexisting conditions. Farmers in China purchased few of their inputs and

sold relatively little of their output to the market. Almost no farmers interfaced with

processors. Most importantly, given the high labor factor share, the potential for effort

efficiency-enhanced output would mean significantly higher incomes for farmers. In con-

trast, farms in the Soviet Union and Eastern Europe were more integrated into an indus-

trialized production system and a complex network of relations with input suppliers and

processors (Johnson & Brooks 1983). Moreover, they were more capital and land inten-

sive. Under these conditions, farms were less likely to get a large boost from incentive

improvements and more likely to face serious disruptions (Macours & Swinnen 2002).

INTERNAL GOVERNANCE: THE ROLE OF THE BUREAUCRACYAND
ADMINISTRATIVE ORGANIZATION

The support by officials for reforms in China was sustained by their personal interests as

farm village leaders (Oi 1989). Subsequent bureaucratic reforms as well as rural industri-

alization and fiscal reforms sustained the initial reforms (Qian & Weingast 1997).7 These

changes stimulated interest by bureaucrats in local economic growth. In the Soviet Union,

little change took place in the bureaucracy (Shleifer 1997), and because the interests of

local officials were aligned with those of the farm managers, the rational response of

both was to resist, not support, reform. Frye & Shleifer (1997) refer to the different

7Deng Xiaoping imposed a mandatory retirement program in 1980, effectively removing the old guard and repla-

cing them with younger and more proreform people (Lee 1991). In the mid-1980s, he allowed bureaucrats to quit

government positions and join business, which stimulated bureaucrat interest in economic growth and enterprise

development (Li 1998).
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bureaucratic attitudes in implementing the reforms as the “grabbing hand” in Russia and

the “helping hand” in China.

Several authors have argued that the decentralized nature of China’s economy may

have given China an advantage over Russia, enabling China to make the agricultural

reforms more successful. The differing organizational and hierarchical structures of the

central planning systems of China and Russia allowed for more reform experimentation

by Communist leaders in China and therefore aided their reform process because China

could take a trial-and-error approach (Qian & Xu 1993).8

We find little support for these arguments in the case of China’s initial reforms.

Although the introduction of China’s HRS reforms was regionally concentrated, this had

little to do with the design of planners, but more with grassroots initiatives. In fact, the

location of the start of the reforms—often in remote outlying regions—was often deter-

mined by the relative absence of control by the planners (Yang 1996), contrary to what

would be expected from a government-designed experiment. The spread of the HRS

system—across nearly one million brigades and more than ten million teams in less than

five years—did not reflect careful planning, but instead, as one village official in China is

quoted by McMillan (2002), “HRS spread like the flu.”

If there was any tendency for experimenting with reform, it happened mostly in the

Soviet Union. In fact, significant experimentation occurred in the former Soviet agricultural

system in the late 1970s and early 1980s (van Atta 1993). Experiments with new forms

of agricultural management were attempted on a regional basis (Radvanyi 1988). Not

until the 1990s would the decentralized nature of China play a more important role, for

example in market liberalization, in the implementation of fiscal reforms, and in the

emergence of Town and Village Enterprises and similar policies (Wong 1997, Nyberg &

Rozelle 1999, Zhang 2006).

LEGITIMACYAND SEQUENCING OF THE REFORMS: BIG BANG
VERSUS GRADUALISM

Unlike the situation in Soviet Union, where the lack of significant reforms ultimately

contributed to the fall of the Communist leadership, the radical, though partial, economic

reforms in the Chinese countryside did much to reinforce the Communist Party’s power

(Oi 1989). The radical reforms on the land rights and production structure in China,

which looked like moves away from Socialism, may have done more to consolidate the

rule of the Communist Party than any other measures taken during this period. The

changes directly affected more than 70% of the population living in the rural areas.

The rise in food production also increased food supplies to cities and took a lot of pressure

off the government.9 These conclusions are important to understand the difference in

reform sequencing. Once China had successfully implemented property rights reform and

restructured its farms (as well as adjusted prices to reduce the implicit tax on farmers),

8Qian & Xu (1993) refer to these differences as a U-form (Soviet-Union) versus an M-form (China) hierarchy, based

on typologies used by Williamson (1975). Roland (2000) argues that while China’s planning system was based on

the regional duplication of industries, the Soviet system was organized to exploit economies of scale and division of

labor on a much wider scale. Qian et al. (1999) argue that the benefits from learning relative to the possible costs of

reversal of a reform experiment were significantly higher in China’s regionally organized system compared with the

Soviet functional organization of central planning.

9Many of the same dynamics occurred in Vietnam (Pingali & Xuan 1992, Wurfel 1993).
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liberalizing markets became less imperative (Rozelle 1996). The early pricing changes

(which were not implemented through markets, but by the planning bureaucracy) and

HRS helped the reformers to meet their initial objectives of increasing agricultural produc-

tivity, farm incomes, and food output (Sicular 1988, Lin 1992). The reforms fueled

economic growth and reduced concerns about food security. The legitimacy of leaders

able to run a government that could raise people’s standard of living was at least tempo-

rarily satisfied. A new set of radical reforms might have exposed the leaders to new risks

(Putterman 1993). With the urgency for additional reforms dampened for top leaders

(because their goals were met) as well as farmers (because their incomes and control over

the means of production both had improved), there was less policy pressure from both the

top and the grass roots.

The situation was very different in the Soviet Union and CEE states in the late 1980s.

Communist leaders in these regions had failed to reform substantially for decades [see

Acemoglu & Robinson (2006, 2008) for an analysis of conditions in which the (in)ability

of existing governments to introduce sufficient redistribution through fiscal means will

lead to or prevent revolutions that indicate a redistribution of economic and political

rights]. Once the Soviet and CEE leaders lost power, the anticommunist political forces

that took over were determined to eliminate the Communist system and introduce politi-

cal changes (e.g., democracy) and economic changes (such as a market economy), each of

which reinforced the other (Balcerowicz 1994).10 Reforms were launched despite resis-

tance by farm managers, workers, and local officials. Reformers chose to push through as

much of the reform agenda as possible at the time that they were (still) in charge. Hence,

for both political and economic reasons, a comprehensive set of radical reforms was

pursued. Because the previous reforms had failed to result in efficiency improvements,

yielding only marginal and slow policy shifts, in the view of the reformers a more radical

and broad-based reform approach was necessary.

A broad and encompassing reform strategy was also required for technical and admin-

istrative reasons. First, the more industrialized nature of the Soviet agricultural production

system and the inefficiencies imbedded in the agro-food supply chain required an ap-

proach beyond the confines of the farming sector (Johnson & Brooks 1983). Second, the

more complicated technologies in Soviet and CEE agriculture meant a more complex set of

exchanges between a larger number and greater variety of firms, which required massive

information to design an optimal sequence of policies (Goodhue et al 1998, McMillan

2002). Third, unlike in China, agriculture in the Soviet Union and the CEE was less

important to the economy, requiring a much broader reform agenda.

ENDOGENOUS GOVERNANCE AND RIGHTS REFORMS

The mixture of political and economic objectives was especially paramount in property

rights reform. The reform of land rights was one of the most hotly disputed issues, as such

reform aimed to influence the political constellation, i.e., the distribution of power and

10The ultimate political reform objective may still be economic efficiency, which is achieved not only by influencing

the economy’s production function, but also by how the posttransition governments can distort the economy (Lyons

et al. 1994, Rausser & Simon 1992). There are many examples of such mixed political and economic objectives,

including Thatcher’s privatization policies in the 1980s in the United Kingdom (Studlar et al. 1990) and nineteenth-

century rural reforms in Western Europe to stop the growth of socialist influence (Craeybeckx 1973).
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wealth in the posttransition period (Swinnen, 1999). Interestingly, the choice of policies

differs sharply among countries (Lerman et al. 2004).

The radical approach to restitute land rights to former land owners in many Eastern

European countries can be interpreted within a political framework. In several countries

the objectives of anti-Communist (or anti-Soviet) political parties were made explicit by

their use of land restitution policy to break the rural power and organizational structure of

(former) communist groups. Two examples are Bulgaria, where the communist party

continued to control the countryside (Lyons et al. 1994, Swinnen 1997), and Latvia, where

restitution concentrated the land in the hands of the native Latvian population and

wrested control away from Russian migrants (Rabinowicz 1997).

In addition to the political factors mentioned above, historical legacies also affected

policy reform. In CEE the history of private land rights and the tradition of private

farming in the countries provided strong incentives for CEE reformers to privatize land

(Rizov et al. 2001). Proximity to the European Union reinforced this approach. In

contrast, in Russia and Central Asia where no such tradition existed, there was a

popular preference that land should not be privately owned (Swinnen & Heinegg

2002). For different reasons, a similar approach was found in China and Vietnam,

where the continuation of the Communist regime and its ideology played an important

role (Jacoby et al. 2002). With land as the most basic factor of production in agriculture

in a Communist country, leaders believe that the state, or its representative, the collec-

tive, should control it. In both nations, reformers also provided (increasingly) well-

defined control and income rights, and the de facto difference regarding land ownership

decreased.

DEVELOPMENTAND ANTITRADE PATTERNS IN PRICE
DISTORTIONS AND REFORMS

The positive relation between economic development and agricultural support, which is

widely observed in market economies (see above), is also found in posttransition countries.

On average, current farmer assistance tends to be higher in higher-income countries and

for import-competing enterprises than it is for export-oriented ones (Anderson & Swinnen

2008). Heavy negative government intervention in the form of depressed incentives also

tends to be concentrated on commodities that have the potential to provide export tax

revenue for the government. This is especially the case in the cotton sectors of Uzbekistan,

Turkmenistan, and Tajikistan (Pomfret 2008), where the government controls the cotton

chain as a means of extracting rents, thereby depressing farm prices and production

incentives. In addition, traditional grain-exporting countries such as Ukraine and Bulgaria

as well as (surplus regions of) Russia are characterized by regular strong government

interventions. For example, in the mid-1990s in Bulgaria, ministers of agriculture had to

resign regularly following reports of grain shortfalls or unregulated exports threatening

the local grain supply (Swinnen 1996). In Ukraine, ad hoc grain market interventions have

continued in recent years (von Cramon-Taudabel et al. 2008).

In the case of China, although farmers were taxed heavily in the past, in recent years

they have begun to receive greater assistance from the state (Huang et al. 2008). In 2007,

for example, farmers received up to US$20 per acre (in RMB equivalents) in production

subsidies (Rozelle et al. 2008). Although it is unclear if the new subsidies are distorting,

the tendency in China is to support agriculture as the nation’s economy grows.
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An interesting issue arises whether this development pressure is also behind the remark-

able switch from agricultural taxation to agricultural subsidization in the Soviet Union

over the 1930–1970 period.11 Rozelle & Swinnen (2009a) analyzed the relationship

between income and the shift from taxation to subsidization in the Soviet Union and the

current policy developments in China. The data suggest that the change in the Soviet

Union occurred when GDP per capita was approximately US$3500, which is roughly the

current level of income in China. Hence, these observations are consistent with the inter-

pretation that the pressure to start subsidizing agriculture is real in China and will lead to

a net subsidization of agriculture in the future—in the absence of strict constraints, such as

those the World Trade Organization (WTO) may provide.

In addition, improvements in the government’s budgetary situation, which allowed

more subsidies to be given to farmers than were possible in the early years of transition,

also play a role. This situation is particularly important in Russia and some of its neigh-

bors, such as Kazakhstan, where recovery from the post-1998 fiscal crisis has been aided

by windfall gains from the dramatic rise in the prices of their oil and gas exports between

1998 and 2008. China’s nascent use of subsidies coincides with the rebound of fiscal

revenues under the control of the central government.

INTERNATIONAL GOVERNANCE STRUCTURES

So far the discussion has focused on the impact of domestic governance structures. How-

ever, an interesting issue is the impact of international governance structures on policy

reform (Anania et al. 2004, Bagwell & Staiger 2002, Dutt & Mitra 2009, Josling et al.

1996, Rausser 1995). Examples of these structures include agreements by the WTO,

NAFTA, as well as E.U. enlargement.

According to the literature, the impact of the WTO is mixed.12 Some of the transition

countries, such as the Czech Republic, Slovakia, Hungary, Poland, Romania, and

Slovenia, were members of the GATT and have been members of the WTO since its

creation in 1995. China, Bulgaria, Estonia, Lithuania, Latvia, Kyrgyz, Armenia, Georgia,

and Albania joined the WTO later. Ukraine, Russia, and Kazakhstan are in various stages

of discussion regarding WTO accession. Countries that were founding members in 1995

have not been strongly disciplined by WTO accession. Their commitments were based on

high support levels of the 1980s and therefore produced little constraints on their policies

in the 1990s (Bacchetta & Drabek 2002).

However, for those that had to negotiate their entry in the latter 1990s, the constraints

on introducing or maintaining distortions are more serious. In China, perhaps more than

any other acceding country, the accession process has led to a significant fall in distortions

(Huang et al. 2008). China’s desire to enter the WTO led to two phases of adjustments in

11These processes are consistent with broad patterns of agricultural policy identified by studies that ignored ideolo-

gy (see Explaining Policy Distortions: From Structural Causes to Governance, section above). Dutt & Mitra (2009),

Olper (2007), and Olper & Raimundi (2009), using cross-country evidence, found that there are interactions

between ideological preferences of rulers and development in determining support for agriculture, but they came to

different conclusions on the source of the effects.

12In general, most experts agree that the Uruguay Round Agreement on Agriculture may have constrained the

growth of agricultural protection but has done little to reduce it, at least in the countries that were GATT members

during the negotiations (Anania et al. 2004). The GATT/WTO impact may have been more important for the

instruments than for the level of support. For example, GATT/WTO accession triggered an important change in

the instrument choice in the European Union over the past decades, but much less on the level of protection.
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protection. Huang & Chen (1999) demonstrated that, even before China’s accession,

leaders aggressively reduced protection on a number of commodities (including many

importables such as soybeans and cotton) in anticipation of the negotiations. Upon acces-

sion, protection fell even further (Huang et al. 2004). The constraints imposed on China as

a newly acceding country by international agreements have been real and have led to

falling rates of the positive protection—especially for a significant number of importable

commodities.

For the CEE countries, the most important WTO impact has been indirect: In anticipa-

tion of eastward enlargement, the European Union was forced to introduce major changes

to its Common Agricultural Policy, which in turn has affected postaccession agricultural

distortions. E.U. accession, both prospective and actual, has had obvious and profound

influences on policy choices (Swinnen 2002). The CEE countries that joined in 2004 have

raised domestic agricultural and food prices toward E.U. levels. These countries had to

undertake major regulatory improvements to stimulate their markets, including private

investments in the food chain and public rural infrastructure investments. Their trade

policies have likewise changed so as to allow free access for all products from other E.U.

countries and, in most cases, also freer access for nonagricultural products from non-E.U.

countries (Ciaian & Swinnen 2008).

Finally, the role of other international institutions, such as the World Bank and Inter-

national Monetary Fund, was important at the start of transition, as it provided policy

guidance in all these countries. However, in more recent years this guidance has been less

effective. In contrast, policy advice from the European Union was perceived as more

relevant for those countries joining this collective, especially E.U. accession countries.

Countries aspiring to join the European Union (such as most of the Balkan countries and

as far east as Ukraine), or those seeing the accession countries as models for their own

development strategies, also take seriously any policy advice from the European Union.

Another reason for the declining influence of some international financial institutions is

that the improved fiscal and macroeconomic situations of many countries have made them

less beholden to those institutions requiring reforms as a condition to providing loans or

financial assistance.

CONCLUSION

In this paper we review the literature on governance structures and policy reform related

to agricultural price distortions and land rights reform. We draw insights from the theo-

retical and quantitative literature and from studies on the dramatic reforms in transition

countries. Evidence exists supporting the general conclusion that regime changes contrib-

ute to policy reforms: Whenever a major policy reform occurred, a regime change (of some

sort) preceded it or coincided with it. In some cases, particularly in China, this regime

change was within the Communist party. In many other countries economic changes

occurred only when the Communist regime collapsed. There is also evidence that a combi-

nation of regime change and events that cause strong demand at the grassroots level for

policy reform (such as an income crisis) is needed to trigger important policy reforms in an

authoritarian political system. In our review of the history of the Communist regimes we

find that only in China in the late 1970s was such combination present.

In general, the specific nature of the relationship between (changes in) governance

structures and policy reform is complicated and nuanced. This relationship is conditional
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on several factors including ideology, inequality, and level of development. The impact of

changes in political regimes on policy reform depends on the preference of the rulers

(ideology) under the various regimes and the extent to which they can enforce their private

preferences. Inequality matters in several ways. For example, whether farming is domi-

nated by large landlords or by small-scale resource poor farmers is likely to affect the

policies, either because of their ability to influence the government through lobbying or

because of the government’s ideological preferences. In addition, the ability of landlords,

peasants, and landless workers to form a coalition to demand proagriculture fiscal poli-

cies, or the possibility of them spending their political activities on fighting each other over

the distribution of property rights, depends on the initial distribution of these rights.

Although it is well known that the structural characteristics of the economy affect trade

and fiscal policies toward agriculture, until recently there was much less information on

how this process interacts with the nature of the political regimes. Our survey suggests

that, even in autocratic regimes, important structural changes in the economy appear to be

correlated with commonly observed changes in policy, e.g., subsidies to agriculture are

positively correlated with economic development. Changes in agricultural subsidization

and taxation under Communist regimes, i.e., over the 1930–1980 period in the Soviet

Union and over the past 40 years in China, are consistent with these observations.

In many cases governance and policy reform affect one another in a dynamic and

bidirectional fashion, with economic reforms also affecting the governance structure. In

China the dramatic success of the early economic reforms contributed to the legitimacy

and the survival of the Communist Party and mitigated the pressures for further economic

reforms. In the Soviet Union the opposite occurred: The failure of timid reforms contrib-

uted to the decline in the legitimacy of the Communist Party, and once changes were

possible, opponents tried to implement reforms that were intended both to reform the

economic system and to change the future political regime.

An important final issue for future research is the interaction of different reforms

within a political economy framework and the normative implications. Most normative

studies focus on a single policy and its effects. However, if some specific reform policies

are elements of broader reform packages, as our review indicates to be important, such

single-policy evaluation may not be the right framework for drawing normative conclu-

sions. In a broader reform strategy, specific policies may play a (political) role to reinforce

the overall reform strategy, or they may play a role as compensation instruments. On the

one hand, agricultural protection can be part of a “social contract” in which more

general reforms are promoted to stimulate productivity growth and restructuring and

where agricultural protection is used to cushion the blows for the least mobile—as has

been suggested more generally by Rausser (1982) and de Gorter et al. (1992) and for

which there is empirical evidence (e.g., Swinnen et al. 2000). On the other hand, policy

reform can be one element of a much broader paradigm shift such as in CEE, the FSU,

and China. Within this set of policy reforms, specific reforms (such as the restitution of

land rights to former owners in CEE) can be an element of a broader reform package to

create an irreversible set of direct and indirect changes: The former would affect econom-

ic incentives; the latter would stimulate, through an induced change in political prefer-

ences, a reduction of distortions in the long run. The welfare effects of these policies

should thus be interpreted in this broader perspective. There is an important need for

further research to incorporate such interactions for normative interpretations of reform

effects.
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