Lesson #4:
Property Rights:  Soviet Farms
Key Economic Concept:
Property Rights


Related concepts:
Private property
Incentives



Collectivization
Profits



Tragedy of the Commons

Content Standards and Benchmarks (4, 10 and 16):
Standard 4:  Students will understand that:  People respond predictably to positive and negative incentives.

Benchmarks:  Students will know that:
· Rewards are positive incentives that make people better off.

· Penalties are negative incentives that make people worse off.

· Both positive and negative incentives affect people’s choices and behavior.

· People’s views of rewards and penalties differ because people have different values.  Therefore, an incentive can influence different individuals in different ways.

· Responses to incentives are predictable because people usually pursue their self-interest.

· Changes in incentives cause people to change their behavior in predictable ways.

· Incentives can be monetary or non-monetary.

· Acting as consumers, producers, workers, savers, investors, and citizens, people respond to incentives in order to allocate their scarce resources in ways that provide the highest possible returns to them.

Standard 10:  Students will understand that:  Institutions evolve in market economies to help individuals and groups accomplish their goals.  Banks, labor unions, corporations, legal systems, and not-for-profit organizations are examples of important institutions.  A different kind of institution, clearly defined and well-enforced property rights, is essential to a market economy.

Benchmarks:  Students will know that:
· Property rights, contract enforcement, standards for weights and measures, and liability rules affect incentives for people to produce and exchange goods and services.

Standard 16: Students will understand that:  There is an economic role for government to play in a market economy whenever the benefits of a government policy outweigh its costs.  Governments often provide for national defense, address environmental concerns, define and protect property rights, and attempt to make markets more competitive.  Most government policies also redistribute income.

(Note:  Standard 16 is written in reference to market economies; however, it can be approached through comparison / contrast to centrally directed economies like that of the Soviet Union.)


Benchmarks:  Students will know that:
· An important role for government in the economy is to define, establish, and enforce property rights.  A property right to a good or service includes the right to exclude others from using the good or service and the right to transfer the ownership or use of the resource to others.

· Property rights provide incentives for the owners of resources to weigh the values of present uses against the value of conserving the resources for future use.

Lesson Theme:  The agricultural system suffered from all the problems of industry, and its performance was further hampered by the government’s imposition of heavy in-kind taxation on the rural population and by its inability to exercise effective property rights in land.

Student Activity:
“What Do I Care” Who Owns It? — Farming for Myself or 

Farming for Everyone?

The nature of individuals’ rights to property affects opportunity costs and choices.  Student farming teams wrestle with the problem of choosing when and if to sow their wheat seed or let land lie fallow.  This quick, worksheet-based, competitive activity clearly illustrates the incentives for human behavior under different systems of rules about land ownership.

Key Points:
1.
The economic principles we have employed throughout these lessons continue to be useful in examining the failure of collectivized agriculture to provide an adequate food supply, so that by the 1970s, the Soviet Union was importing grain from the west.

2.
The story of agricultural collectivism under Stalin’s leadership, is a story of resistance, bloodshed, and allocation by force.

· As discussed in lesson 1, the choice to promote rapid industrial development was made at the expense of the peasants who suffered under controlled prices and restrictions on trade.

· Under Stalin, peasants were forced from their land and coerced into living and working on giant collective farms, or kolkhozy.

· Typically, collectives would have hundreds to thousands of workers — a scale much larger than is typically considered an efficient agricultural production unit.

· Until Stalin’s death in 1953, the peasants did not have a legal right to leave the Kolkhozy and migrate to the city.

· Peasants were forced to plant crops specified by the government and to deliver them to the government at confiscatory prices.

· Food was then resold at much higher prices in the cities, thus generating revenue for the government at the farmers’ expense.

· Implicit recognition of the inability of the collective system to provide adequate production is seen in the persistence — and eventual government tolerance of — private garden plots.

· While villagers had to deliver up their official crops to the government at controlled prices, they were able to support themselves by selling the produce of small private plots in urban markets at market prices.

· This provided an income to the farmers, and was key to supplementing the government harvest to meet the demand for food in the cities.

· It also encouraged agricultural workers to divert their time to their own plots of land.

· By the 1970s and 1980s, private plots on 4% of all arable land produced 25% of Soviet agricultural output.

3.
In the post-Stalin era, Khrushchev and later Brezhnev, raised government acquisition prices for food and stepped up government investment in agriculture, but the rural sector remained the Soviet Union’s most backward sector.

· Khrushchev tried to expand grain production by moving farmers onto the arid steppes of Kazakhstan, and setting up vast state farms organized like industrial firms, but Moscow was unable to organize the harvesting and transportation of crops from remote locations.

· As a result, food rotted in the fields, while people in cities suffered shortages.

· Rural youth and skilled men fled the farm sector.

· By the 1980s, the median worker on a Russian collective farm was a fifty-five year old female with fewer than 6 years of education.

· From an economic point of view, the fundamental problem in Soviet agriculture was poorly defined and poorly enforced property rights.

4.
One of the keys to the success of market-based economies is the right to own, control, and receive the benefits from private property.

· The existence of clearly defined and well-secured property rights creates incentives for owners to direct their property to its highest valued use.

· This, of necessity, includes consideration of the value of conserving the resource for future use.

· It also encourages the owner to ensure that the value of his property doesn’t deteriorate — for example, through pollution.

· In market based economies, private ownership confers two types of rights:

· control rights — the right to control the use of property or transfer the control to someone else, and

· benefit rights — the right to any value that may be created from the property.

· For instance, the owner of a home near a large sports stadium can control the use of his property.  He decides whether or not other people may park their cars on his lawn, and if he chooses to allow parking during sporting events, he receives the benefits — in the form of money — from using his property in this way.

5.
In the former Soviet Union, in theory, the people owned everything because the state owned everything.

· In reality, control rights and benefits rights were separated.

· Ministry officials and plant and farm managers exercised control rights.

· Benefit rights belonged to “the people,” to everyone, and were to flow to workers through improved standards of living.

· Both in the factory and on the farm, this situation created a moral hazard — incentives for abuses of power.

· The government officials and plant and farm managers often used their control to try to create personal benefits.

· Taking bribes and/or using “the people’s” resources for their own benefit was endemic, expected, and at least tolerated if not actually condoned by the citizenry.

· On the other hand there were no incentives to end this corruption.

· The benefit rights were so diffuse — spread out among so many people, that no one could claim a direct payment from production or farming, and no one was directly responsible for losses.

· On the Soviet collective, workers had no incentive to work harder; many to most shirked work whenever possible.

· The result was a heavy emphasis on output with little or no concern for:

· production costs, or

· the best uses of land.

6.
Another consequence of the “shared by all” property rights was that the Soviet Union experienced problems traditionally known by economists as the “tragedy of the commons.”

· People treated many resources and goods like common property, which meant that they felt no responsibility to take care of them.

· Economists have long recognized that when “the people” or “everyone” owns something, the incentives are the same as when no one owns it.

· The peasant drove a tractor that everyone owned, out to till a field that everyone owned, to spread seed and fertilizer that everyone owned, to raise a crop that everyone owned!

· The problems arising from an individual’s sense of non-ownership include:

· overuse and depletion of farm lands;

· deterioration of capital equipment;

· pollution and disregard for the total environment.

· The consequence of collective “ownership” is made vividly clear.  We recall from item 2, above;  output comparison of the kolkhozy lands to that of private garden plots show that private plots reduced shirking and “free-riding” on the efforts of others.

· To illustrate the “free-rider” problem, consider 10 workers who share ownership of the land and who collectively produce 100 bushels of corn, averaging 10 bushels each for consumption.

· Suppose that one worker begins to shirk and cuts his labor effort in half, reducing output by 5.  The shirker’s consumption, like the other workers’, is now 9.5 (95(10) bushels thanks to the shared arrangement.

· Although his effort has fallen 50 percent, his consumption falls only 5 percent.  The shirker is “free-riding” on the labors of others.

· The incentive for each worker, in fact, is to free-ride, and this lowers the total output.

· Conversely, suppose that one worker considers working longer daily hours (12 instead of 10) to raise total output from 100 to 102.  The gain in consumption to each individual is 0.2 bushels (2(10).

· Although the worker’s effort increased by 20 percent, his consumption increased by only 2 percent.

· There is no incentive for each worker to increase his effort.

· More generally, with private property for each, any change in output from more effort goes to the person extending the extra effort.  With common property, the gain is not in the change in output, but the change in output divided by the number in the group.

· The larger the group, the less the gain from working harder and the less the loss from working less — from the individual’s perspective.

· In other words, the larger the group, the greater the incentive to free-ride.

· In contrast to their approach to the common property, peasants improved their private plots and took care to preserve or build up their fertility.

· The collective farm household eked out a living, supporting itself by pilfering grain and provisions from the collective farm to feed a milk cow and a few chickens and by selling the produce from its private plot in a nearby town.

Conclusion:  The consequences of the absence of the incentives inherent in a system of well defined and secured rights to private property are clearly illustrated by the abject failure of Soviet agriculture.  The inability to exchange land and allocate it to its most valuable uses resulted in endemic land misuse, overuse, and depletion, and to the human suffering that accompanied increasingly poor harvests.
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