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K A R L  P O L A N Y I  A N D  T H E 

P O W E R  O F  I D E A S

It was a little more than twenty years ago that the decades-long Cold 
War between the United States and the Soviet Union ended. When the 
Soviet Union collapsed, some analysts optimistically claimed that we had 
reached the “end of history” because the institutions of Western societies 
had defi nitively proven their superiority over all others (Fukuyama 1992). 
Since then the United States has suff ered the trauma of the September 11, 
2001 terrorist attacks, fought extended wars in Afghanistan and Iraq, and 
has experienced the worst economic downturn since the Great Depres-
sion. Over this same twenty-year period, politics in the United States has 
become ever more polarized, stalemated, and dysfunctional. From the 
attempted impeachment of Bill Clinton, to the deceptions and manifest 
incompetence of the George W. Bush Administration, to the excesses of the 
Tea Party during the Obama Administration, the political system contin-
ues to careen out of control. Suffi  ce it to say, the triumphalism expressed 
when the Soviet Union collapsed is now only a distant memory.

Nonetheless, however ludicrous “the end of history” may sound to 
us now, the proclamation cannot be dismissed as simply the hubris of 
a handful of overly optimistic prognosticators. After all, very little in 
contemporary social and economic theory prepared us for the multi-
ple traumas of the last two decades. Economists were particularly com-
placent as they vigorously promoted the doctrine that “deregulation,” 
labor “fl exibility,” tax cuts for the wealthy, and unfettered free markets 
would produce unprecedented prosperity. In fact, the U.S. model was 
held out as an example to others as a preferable alternative to both 
the “Eurosclerosis”1 that allegedly plagued Continental Europe and the 
“crony capitalism” that undermined the major Asian economies.
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There were, of course, some important exceptions to the celebra-
tory mood. Starting in 2000, the Nobel-winning economist Joseph Sti-
glitz (2000, 2002, 2003) challenged the wisdom and sustainability of 
the economic policies that Washington was urging on the rest of the 
world. The fi nancier and philanthropist George Soros produced a series 
of books (1998, 2000, 2002) questioning the arguments underlying the 
spectacular growth of global fi nancial markets. John Gray (2000), the 
British political theorist who had earlier been a supporter of Marga-
ret Thatcher, questioned whether the bad “Anglo-American” version of 
capitalism was undermining the stability of the more productive type of 
capitalism that had fl ourished on the European Continent. And Mark 
Blyth (2002), a Scottish born political scientist, questioned the dramatic 
increase in wealth of the top 1% of households in the U.S. that resulted 
from Reagan-era policies.

Many of these dissenters and skeptics explicitly drew inspiration from 
the work of Karl Polanyi (1886–1964), a twentieth-century Hungarian 
refugee intellectual and economic historian, whose most important book, 
The Great Transformation (hereafter GT), was originally published in 
1944.2 In that work, Polanyi sought to understand the historical forces 
that had led to the Great War (World War I), the Great Depression of the 
1930s, the New Deal, the rise of fascism, and the coming of World War II. 
He develops what many consider to be the twentieth-century’s most pow-
erful and systematic critique of free market ideas and practices, one that 
has extraordinary relevance for understanding our own historical period.

Our project in this book is to show that Polanyi’s thought is as critical 
as ever for making sense of the surprising political-economic develop-
ments of the past few decades and their contemporary social and eco-
nomic consequences. Our focus is on the rebirth in the 1970s and 1980s 
of the same free market ideas that were widely assumed to have died in 
the Great Depression. Driven by this free market ideology, conserva-
tive politicians have engaged in a decades-long campaign to reverse the 
reforms originally introduced in the 1930s by Franklin Roosevelt’s New 
Deal and extended in the 1960s by Lyndon Johnson’s Great Society pro-
grams. Those regulations and programs had placed severe restrictions 
on speculative activity by fi nancial institutions, reduced the extreme 
inequality of income and wealth distribution of the 1920s, provided 
organized labor with a stable and recognized position in both the work-
place and in the polity, and created protections for citizens from the 
risks involved in becoming unemployed or growing old. Businessmen 
and right-wing intellectuals had railed against these changes for many 
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decades, but their fortunes changed in the 1970s as conservatism again 
became a powerful force in United States politics. Once Ronald Rea-
gan gained the presidency in 1980, the conservative movement began to 
make signifi cant headway in dismantling much of the New Deal frame-
work (Phillips-Fein 2009; Smith 2012).

The fruits of these eff orts are now glaringly familiar. Income inequal-
ity in the United States has increased dramatically since 1981, the labor 
movement has suff ered a precipitous decline in numbers, and ordinary 
citizens are substantially less protected from risks that diminish their 
incomes (Hacker 2006; Wilkinson and Pickett 2009; Hacker and Pierson 
2010). Most spectacularly, the share of income going to the top 1%—
including capital gains—grew from 10% in 1981 to a peak of 23.5% 
in 2007 just before the crisis and the level for the most recent year—
2012—was just below that peak (Saez and Piketty 2013, Table A3).3 
Jeff rey Winters (2011) has estimated that the top 400 taxpayers in the 
United States exercise 10,000 times the material power of the average cit-
izen in the bottom 90%. This diff ers little from the power diff erential in 
Ancient Rome between the Senators, and slaves and farm laborers who 
made up most of the population. This enormous imbalance of power 
and dominance—itself facilitated by the spectacular rise of fi nance and 
the relaxation of its regulatory framework—inexorably set the stage for 
the catastrophic global fi nancial crisis in the fall of 2008 (Stiglitz 2010).

The extraordinary infl uence of free market ideas in justifying the proj-
ect of dismantling the New Deal over the last thirty years is no longer 
disputed. There is some dispute as to what to call them. Some use the 
term “neoliberalism,” others “laissez-faire,” and still others just plain 
“free market ideology.” Following George Soros (1998), we use the label 
“market fundamentalism” because the term conveys the quasi-religious 
certainty expressed by contemporary advocates of market self-regulation. 
Moreover, we want to emphasize the affi  nity with religious fundamental-
isms that rely on revelation or a claim to truth independent of the kind 
of empirical verifi cation that is expected in the social sciences (see Chap-
ter 6). But whatever the term, these free market theories and policies were 
successfully revived in the 1970s in response to the perceived failure of 
New Deal and Great Society policies to address widespread economic 
and social problems. Pushed by powerful interest groups, they quickly 
defeated the entrenched Keynesian ideas and policy prescriptions that 
had been dominant in the United States from the mid-1930s through the 
1960s. Over the next four decades, this updated version of laissez-faire 
moved from the margins of infl uence to become conventional political 



T H E  P O W E R  O F  M A R K E T  F U N D A M E N TA L I S M4

wisdom with world-transforming eff ects that continue today (Cassidy 
2009; Burgin 2012; Jones 2012).

To be sure, others have stressed the importance of free market ideas in 
the recent transformation of politics in the U.S. (Blyth 2002; MacKenzie 
2006; Quiggin 2010; Peck 2010). Valuable work also traces out the his-
tory of these ideas and the elaborate networks that disseminated these 
ideas and assured their infl uence over critical political elites (Krugman 
2009b; Phillips-Fein 2009; Crouch 2011; Frank 2011; Burgin 2012). 
Our focus, however, is somewhat diff erent. We are seeking to explain 
what it is about these free market ideas that give them such extraordi-
nary command. What, we ask, is the source of this power? How is it that 
ideas once marginalized and seemingly defeated in the 1930s and 1940s 
again became this society’s conventional wisdom?

We approach these questions using theoretical tools we derive from 
our engagement with Polanyi’s work. We recognize that despite Joseph 
Stiglitz’s observation that “ .  .  . it often seems as if Polanyi is speak-
ing directly to present day issues” (GT, ii), Polanyi’s ideas have never 
achieved the broad public circulation of those of John Maynard Keynes, 
Milton Friedman, and Friedrich Hayek. Yet in a way that diff ers from 
much of what we read today, GT’s account of the origins of the crises 
of the 1930s and 1940s, written seventy years ago, reveals a profound 
understanding of the very same free market ideas that have loomed so 
large in transforming our recent world. In fact, the target of Polanyi’s 
critique—the early nineteenth-century classical political economy of 
T. R. Malthus and David Ricardo—is credited proudly as their theo-
retical inspiration by the two intellectual fi gures most closely associated 
with the revival of free market ideas in the second half of the twenti-
eth century—Friedrich Hayek and Milton Friedman. Indeed, it is the 
very success of his theoretical opponents in reestablishing the moral and 
political authority of free market doctrine that has made Polanyi’s anal-
ysis even more relevant for understanding the present era. It is for this 
reason that we seek to introduce his ideas to a wider audience.

Introducing Karl Polanyi

As we elaborate in the next chapter, Karl Polanyi was a Jewish-born 
European refugee intellectual who was repeatedly displaced by war and 
social confl icts. Born in the Austro-Hungarian Empire in 1886, he was 
a founder of the Galileo Circle, a club of Hungarian intellectuals that 
included Karl Mannheim and Georg Lukacs. He fought in World War 
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I and supported the October 1918 Aster Revolution that overturned 
the landed aristocratic regime. Just months later in 1919, Polanyi went 
into exile when the Communist Béla Kun revolution sought to estab-
lish a Soviet Republic in Hungary. He left for Vienna, where he was a 
witness to its fi fteen-year “socialist municipality”—an urban laboratory 
of working class co-operative life, from housing to health care, from 
work to education. He later described this period as one of the formative 
experiences of his intellectual development: “Vienna achieved one of the 
most spectacular cultural triumphs of Western history . . . an unexam-
pled moral and intellectual rise in the condition of a highly developed 
industrial working class which, protected by the Vienna system, with-
stood the degrading eff ects of grave economic dislocation and achieved 
a level never reached before by the masses of the people in any industrial 
society” (GT, 299).

The rising tide of fascism, however, ultimately brought this socialist 
and democratic experiment to a brutal end in 1934. Warned that he was 
personally in danger because of his strongly anti-fascist views, Polanyi 
departed for England in 1933 where he made his living by teaching adult 
education courses to British workers through the Workers’ Educational 
Association—the extramural outreach arm of the Universities of Oxford 
and London. His direct encounter with English workers and the English 
class system had a deep impact on him. Comparing the English working 
class with Central European workers, he was shocked by the former’s 
political views and ignorance of their own past struggles. His experi-
ence with England’s working people became central to his analysis in 
GT, which he wrote with the support of a fellowship from the Rockefel-
ler Foundation after leaving England for what he expected to be a brief 
visit at Bennington College in Vermont. After World War II, he taught 
in the Economics Department at Columbia University before retiring to 
Canada, where he died in 1964. In 1986, both Karl and his wife Ilona 
Duczynska were welcomed back posthumously by the Hungarian Acad-
emy of Arts and Sciences for a full-fl edged academic celebration of the 
centennial of Polanyi’s birth.4

His multiple homelands and a nontraditional academic career that 
bridged history, economics, sociology, classics, and anthropology con-
tributed to Polanyi’s tenuous place in both scholarly and policy dis-
course. He was initially invited to teach at Columbia because his work 
was compatible with the institutional economists then dominant in that 
department. But by the end of the 1940s, institutionalism had gone into 
sharp decline in mainstream economics (Yonay 1998), and he was left 
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without a disciplinary home. In the political climate of the Cold War, 
moreover, Polanyi’s complex and unique understanding of diff erent eco-
nomic systems had little purchase for an intellectual world highly polar-
ized between East and West. His vision of a moral social democracy 
supported by vigorous democratic participation from civil society did 
not fi t neatly into either of the dominant categories of the 1950s and 
1960s. With a few critical exceptions, his work had little impact on 
mainstream scholarship in the social sciences until the late 1970s.5

With the rise of Thatcher and Reagan at the end of the 1970s, how-
ever, Polanyi’s infl uence began to grow, as his critique of their free 
market ideas and policies became ever more relevant.6 As the crisis of 
socialism deepened with the 1989 fall of the Berlin Wall, a number of 
scholars who were searching for a non-Marxist alternative to the tri-
umphalist celebration of the status quo discovered Polanyi’s work. As 
the world began to seem more and more like “Everything For Sale” 
(Kuttner 1996), his powerful analysis of how the unchecked dominance 
of the market would inevitably devastate social solidarity and the foun-
dational institutions of civil society was increasingly illuminating and 
convincing. Polanyi’s argument that markets are invariably embedded 
in social relations also challenged the ascendant precept that freedom 
and individual rights depended exclusively on an economy driven by a 
system of self-regulating markets and severely diminished government 
spending on social and economic provisioning and protection. His work 
also critiqued the ideology that associated prosperity, choice, and effi  -
ciency exclusively with the free market, while attributing ineffi  ciency, 
corruption, and coercive power entirely to government. He insisted that 
the economic sphere is as much a site of power as the state, and that a 
robust human freedom depends on a coalition of state and civil society 
that has the power to protect society against the destructive forces of 
marketization.7

Perhaps most infl uentially, Polanyi’s work challenged the idea that the 
market and the state are separate and autonomous entities, a premise 
that was built into the assumptions of classical and neoclassical eco-
nomic theory alike. He demonstrated that underneath the claim that 
only a self-regulating autonomous market can produce optimal results 
was the conviction that the laws of the market are no diff erent from the 
biological self-regulatory organisms of nature—a claim that throughout 
this book we call social naturalism. By deconstructing these assumptions 
that had long passed as proven truths, Polanyi undermined the claim 
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that protecting people against some of the market’s worst inequalities 
was tantamount to tampering with nature itself.

Even today, however, Polanyi’s writings defy easy classifi cation. He 
was an expansive social theorist and social democratic thinker who still 
believed in the indispensable role of markets: “ . . . the end of market 
society means in no way the absence of markets” (GT, 252). He was 
dedicated to social protection, but from a government held accountable 
by the democratic participation of an active citizenry (GT, 264–265). He 
held tenaciously both to individual rights and to an enlarged idea of free-
dom—which, like that found in FDR’s “Second Bill of Rights,” included 
not just civil and political rights but also economic justice and freedom 
from want.8 And while there are others equally dedicated to democratic 
theory and economic justice, Polanyi is unique in his understanding of 
both the vitality, endurance, and appeal of free market ideas, as well as 
the profound threat they pose to human civilization.

Most importantly, Polanyi’s writings defy the main intellectual tradi-
tions of his era and of our own. As we have noted, he was fi ercely critical 
of the tradition of economic liberalism in both its nineteenth- and twen-
tieth-century variants. But while he described himself as a socialist and 
was deeply infl uenced by the Marxist tradition, he expressed great dis-
agreement with other strands of socialist and Marxist thought. He was 
particularly cynical about the “economistic fallacy” that he attributed 
in part to Marxist theory (GT, 158–159; Polanyi 1977). He was also 
unique in insisting that the idea of a self-regulating market was nothing 
short of “utopian”—a term that had previously been reserved by con-
servatives to use against leftist critics of market societies (see Chapter 
4). Moreover, he also saw the world very diff erently from the twentieth 
century’s most important theorists of political liberalism because he was, 
above all, a theorist of social discontinuities. His analysis of the three 
centuries previous to the twentieth emphasized radical breaks and rever-
sals rather than slow and relentless progress.9

Precisely because of his distance from these other more familiar tradi-
tions, understanding Polanyi’s arguments calls for signifi cant interpretive 
work. It requires the reader to bracket some of the more recognizable 
assumptions that he or she has about how the world works. In fact, one 
cannot make sense of Polanyi’s arguments without a willingness to at 
least suspend belief in those very assumptions. To facilitate this kind of 
work, our book is an exercise in interpretative social science—digging 
beneath the words on the printed page to uncover the deeper structures 
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of meaning and argument that gives Polanyi’s analysis its remarkable 
ability to make sense of recent events.

We are not, however, claiming to adjudicate defi nitively what Karl 
Polanyi “truly” meant when he used a particular concept or developed 
a specifi c line of argument. The work of the canonical fi gures of social 
thought, whether it be Adam Smith, Marx, Weber, Freud, or Keynes, 
is full of complexities and ambiguities and open to multiple interpreta-
tions. Karl Polanyi is no diff erent, and our interpretation is only one of 
many possible readings (for other recent readings, see Burawoy 2003; 
Buĝra and Agartan, eds. 2007; Gemici 2008; Dale 2010). Our purpose 
is instead to elaborate an emergent inventory of concepts that provides 
leverage for illuminating and explaining the complex socioeconomic and 
political developments that have brought us to the crisis we fi nd our-
selves in today.10

Polanyi’s Conceptual Armature

To guide the reader through the substantive breadth of the chapters that 
follow, we have devised a three-pronged conceptual armature to unify 
our analysis. Polanyi’s writings are so multidimensional that diff erent 
interpreters would certainly emphasize diff erent themes than these. But 
these are the themes that have captured our attention over our years of 
engaging with his  work, and they serve as a foundation for the argu-
ments of this book.

First, while markets are necessary, they are also fundamentally threat-
ening to human freedom and the collective good. They are necessary, 
as we learned from the tragic experiment in Communism in the Soviet 
Union and Eastern Europe, because they are mechanisms through which 
individuals exercise choice. At the same time, most of what makes life 
possible is not actually produced to be sold on the market and will be 
endangered by being treated as such. These are the necessities of social 
existence that, along with material sustenance, make it possible for us 
to be full members of the social world we all inhabit interdependently—
above all, education, health care, a sustainable environment, personal 
and social security, and the right to earn a livelihood. It is when these 
public goods are turned into commodities and subjected to market 
principles that social life is threatened fundamentally and major cri-
ses ensue. According to Polanyi, these necessities of social life have to 
be protected from the market by social and political institutions and 
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recognized as rights rather than commodities, or human freedom will 
be endangered.

Our second theme is that the free market celebrated by economists 
and political libertarians has never—and cannot ever—actually exist. 
For Polanyi, the human economy is always and everywhere embed-
ded in society (see Chapter 3, this volume). By this he means that even 
“free” market economies consist of cultural understandings, shared val-
ues, legal rules, and a wide range of governmental actions that make 
market exchange possible. Economists deny this fundamental reality by 
conceptualizing the economy not as embedded but as an autonomous 
self-governing entity. They argue against government involvement in 
everything from innovations to protecting the environment and advo-
cate a self-regulating system of interconnected and unfettered markets. 
Polanyi surprisingly calls this conservative and libertarian vision “uto-
pian,” because it cannot possibly be realized. Like all utopias, it is both 
doomed to fail and destined to produce dystopian consequences.

Polanyi’s argument here is subtle and complex; he argues that free 
market ideologues claim that they are disembedding the market from 
all kinds of destructive controls and constraints. They deny that their 
favored policies—rolling back welfare provisions, dismantling regula-
tions, and shrinking government—will leave people dangerously exposed 
to market forces. In reality, however, they are not setting the market free 
from the state but are instead re-embedding it in diff erent political, legal, 
and cultural arrangements, ones that mostly disadvantage the poor and 
the middle class and advantage wealth and corporate interests. Polanyi’s 
paradigmatic example of this process is the 1834 Poor Law Amendment 
Act (“New Poor Law”), which dismantled the centuries-old system of 
English poor relief. The political economists who justifi ed this legisla-
tion claimed it would free the labor market of an archaic set of rules 
and practices that only encouraged laziness and economic irresponsi-
bility. In reality, they simply created a new and diff erent set of coer-
cive institutions—a centralized Poor Law Commission and local work 
houses—designed to make the rural poor “responsive” to the signals of 
the market (see Chapters 5 and 6).

Similarly, what has frequently been described as the “deregulation” of 
the fi nancial sector in the United States should actually be understood as 
“reregulation.” In place of an older set of rules that were designed to pro-
tect the public from fraud and excessive risk-taking by fi nancial institu-
tions, politicians established a new set of rules that provided government 
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protection for the fi nancial sector to engage in predatory lending and a 
huge expansion in dangerous speculation. During the real estate boom 
of the 2000s, for example, a number of state governments sought to pass 
legislation that would outlaw some of the most dangerous mortgage 
lending practices. But the fi nancial institutions appealed to their federal 
regulators, who told the states—in no uncertain terms—that their pro-
posals confl icted with federal rules that had priority in this area (Tabb 
2012, 165). As these examples of what we dub the “always-embedded 
economy” demonstrate, Polanyi is using “embeddedness” as a place-
holder term for politics, social relations, and institutions. For Polanyi, 
an always-embedded market economy means that markets are always 
organized through politics and social practices.

Polanyi’s always-embedded economy leads directly to his concept 
of the double movement. As market fundamentalists and their allies 
attempt to construct their ideal world of a self-regulating market sys-
tem, the destabilizing consequences set off  countervailing movements 
by other groups in society who recognize the need to protect themselves 
and others from exposure to unmediated market forces. These counter-
movements are just as likely to be conservative, even populist and fas-
cist, as market destabilizations will mobilize the right no less than the 
left, as we illustrate in Chapter 7. But in Polanyi’s framework, these 
ongoing and polarizing confl icts are more complex than the Marxist 
idea of class struggle between the bourgeoisie and the proletariat; rather, 
particular policy ideas create shifting constituencies of groups that favor 
or oppose expanding or constraining markets. And since the project of 
creating a self-regulating market is ultimately impossible, there will be 
times that even the largest businesses will defect and openly embrace the 
use of government for protection against market turmoil.

Our third theme is that the seductive persistence of free market ide-
ology is rooted in its promise to reduce the role of politics in civic and 
social life. Since politics inevitably entails confl ict over the scope and 
character of government, as well as morally unsatisfying compromises 
among competing interest groups, the wish to narrow its scope is under-
standable. The desire to eliminate the tyranny and ugliness of politics 
was part of the historical appeal of movements inspired by a Marxism 
that anticipated the “withering away of the state.” And one sees this just 
as clearly in the libertarian rhetoric of Tea Party activists in the United 
States as they express their intense distaste for Washington’s bail out in 
2008–2009 of Wall Street banks (Skocpol and Williamson 2012).
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Polanyi argues that in a complex society we cannot escape the neces-
sity of politics and governmental coordination of economic and social 
life. Utopian calls from either the right or the left to end politics as we 
know it are likely only to end up expanding the scope of politics. But 
this insight did not lead Polanyi to despair. While his eyes were open to 
all of the ugliness of the political realm, he believed that an expansion 
of political democracy was the only guarantee against both government 
coercion and market tyranny. In the fi nal pages of GT, he lays out his 
still-persuasive argument that recognizing the inevitability of politics and 
political confl icts could be the foundation for a society with a greater 
degree of freedom than ever before: “Uncomplaining acceptance of the 
reality of society gives man indomitable courage and strength to remove 
all removable injustices and unfreedom. As long as he is true to his task 
of creating more abundant freedom for all, he need not fear that either 
power or planning will turn against him and destroy the freedom he is 
buiding by their instrumentality” (GT, 268).

The Great Transformation and the Hundred Year’s Peace

This book is being published in 2014—the centennial of the outbreak 
of World War I. Polanyi began GT with an analysis of the One Hun-
dred Year’s Peace that preceded the outbreak of World War I a century 
ago. To be sure, Polanyi acknowledges that this peace had been dis-
rupted by smaller wars between European powers such as the Crimean 
War, the Franco-Prussian War, and an almost continuous series of mili-
tary encounters between the European powers and local populations in 
Africa and Asia. Nevertheless, he views it as remarkable that these wars 
were limited and that Europe successfully avoided a larger confl agration 
for a full century. For Polanyi, both the durability of the peace and the 
abrupt outbreak of a general European war were not accidental. He 
views World War I as marking the end of nineteenth-century civilization; 
it was the consequence of a terminal crisis of the institutions that had 
maintained the long peace.

Polanyi identifi es four institutions on which nineteenth-century civili-
zation rested: the balance of power system in Europe, the self-regulating 
market, the liberal state, and the international gold standard. By the 
balance of power system, he means the system of changing alliances 
among the European powers, which prevented any single power from 
gaining a dominant position. Polanyi argues that these shifting alliances 



T H E  P O W E R  O F  M A R K E T  F U N D A M E N TA L I S M12

helped maintain the peace through deterrence, as the high probability 
of retaliation by a group of opponents made armed aggression within 
Europe too costly.

The other three foundational institutions share a common history; 
they were all interconnected products of England’s early industrial 
success and they all contributed to the dramatic economic growth of 
Europe’s long nineteenth century of peace. The fi rst was the idea of the 
self-regulating market, elaborated by the newly invented nineteenth-cen-
tury political economy—especially Malthus and Ricardo--and built on 
Adam Smith’s idea of the “invisible hand.”11 Although there were sig-
nifi cant diff erences between Malthus and Ricardo, they both asserted 
that only the price mechanism and other incentives built into the market 
economy could eff ectively bring supply and demand into balance and 
assure the optimal use of economic resources. For this to happen, it was 
essential that government power be used only to legally reinforce these 
market processes, not to try to override them or alter them in any way. 
Governments must protect property rights and enforce contracts, but 
politicians had to resist the temptation to intervene with market out-
comes lest perilous results ensue.12 The self-regulating market gave rise 
to the liberal state, the third of Polanyi’s four pillars. It was the liberal 
state that enforced the doctrine of “laissez-faire,” embraced the ortho-
doxy of free trade, and consistently campaigned against the protectionist 
measures of the previous mercantilist regime. Pursuing free trade, the 
politicians claimed, would expand the market internationally and assure 
more rapid advances in the division of labor.

The international gold standard was the fi nal piece of Polanyi’s puzzle. 
It required each nation-state to fi x its national currency to the value of 
gold and allow market forces to drive the movement of gold, trade, and 
capital fl ows across national borders. In combination with the previous 
policies of free trade and laissez-faire, an international gold standard 
regime was supposed to achieve an automatic system of global adjust-
ment.13 Nations that spent more than they earned in foreign transactions 
would experience an outfl ow of gold that would diminish their money 
supply; this in turn would slow economic activity and bring them back 
into international balance. Nations that earned more abroad than they 
spent would have gold infl ows that would expand the money supply 
and accelerate economic activity, which also would help their economies 
move back to a position of international balance. England had adopted 
the gold standard in the last part of the eighteenth century and restored 
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it after the Napoleonic Wars. Other European nations gradually fol-
lowed the English model and by the 1870s, it was the standard for devel-
oped nations and widely seen as a critical pillar of global prosperity.14

Polanyi argues that the triad of the self-regulating market, the liberal 
state, and the gold standard were central to the growing prosperity of 
nineteenth-century Europe. He insists, however, that these arrangements 
represented a radical and dangerous break with previous institutional 
patterns and set off  countertrends that would ultimately lead to crisis 
and war. His argument here is complex and multifaceted, but it is possi-
ble to trace out a few of the critical causal chains in his argument.

Polanyi argues fi rst and foremost that the goal of creating a self-regu-
lating market and a liberal state is ultimately unachievable—hence “uto-
pian.” He states unequivocally on the fi rst page of the book: “Our thesis 
is that the idea of a self-adjusting market implied a stark Utopia. Such 
an institution could not exist for any length of time without annihilating 
the human and natural substance of society; it would have physically 
destroyed man and transformed his surroundings into a wilderness” 
(GT, 3). Our entire book could be seen as an extended eff ort to explicate 
these two sentences.

Polanyi’s thesis can be illustrated through the experience of unem-
ployed urban workers in market economies. Market economies go 
through economic cycles that alternate periods of prosperity and high 
demand for labor with periods of crisis and elevated unemployment. 
What are the unemployed to do during these crisis periods when there 
is no demand for their services? Free market economists advise that the 
unemployed must adjust to the situation by accepting reduced wages. 
But even the unemployed who hold up signs saying “will work for food” 
usually fi nd little interest in their services during an economic downturn. 
Absent unemployment insurance or other forms of welfare, these dis-
placed workers and their families are at risk for starvation. If political 
authorities were bound by laissez-faire principles during periods of mass 
unemployment or failed harvests, there would be mass starvation.15 This 
is what Polanyi means by “such an institution could not exist for any 
length of time without annihilating the human . . . substance of society.” 
Under pressure from their citizens, even undemocratic governments had 
little choice but to move away from strict laissez-faire principles during 
the course of the nineteenth century.

This nineteenth-century resistance was part of Polanyi’s “double 
movement.” The movement to impose laissez-faire on society generated 
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a countermovement to protect society from the devastating consequences 
of markets—not only from the threat of mass starvation, but also from 
environmental degradation and destructive economic cycles. The newly 
emergent working class was often the main force of this countermove-
ment for protection, but it often had other powerful allies. In England, 
for example, parts of the old landed elite fought to constrain market 
forces and supported a series of Factory Acts designed to constrain the 
most horrifi c consequences of rapid industrialization (Somers 1992, 
1995, 1997). Polanyi goes on to argue that these protective counter-
movements successfully organized to win government assistance to the 
unemployed, regulation of the length of the working day, Bismarck’s 
pioneering welfare policies in Germany, and an enormous expansion of 
regulatory actions designed to off set the many negative consequences of 
market competition (GT, ch. 13).

Polanyi then complicates his historical argument with a paradox. Just 
as governments were under increasing pressure to buff er their citizens 
from mass unemployment and other market shocks, the spread of the 
gold standard system magnifi ed the impact of market forces on national 
economies. In particular, the gold standard’s automatic economic 
adjustments created new and deeper outbreaks of mass unemployment. 
In the 1870s, governments abandoned the orthodoxy of free trade by 
embracing protective tariff s to cushion their citizens from the global 
market. Indeed, in Polanyi’s view the rush to empire in the last decades 
of the nineteenth century was a direct response to the pressures created 
by the gold standard. The profi ts and protected markets available in 
overseas colonies buff ered nations from the disastrous consequences of 
the gold standard. For example, nations could avoid painful domestic 
defl ation by drawing down gold and other foreign exchange earned by 
their colonies.

Polanyi observes the dramatic irony of these developments. One of 
the core claims of the economic liberals was that the universal embrace 
of free trade and the gold standard system would usher in a period of 
international peace and harmony, since all nations would benefi t from 
expanded global fl ows of trade and capital. But exactly the opposite 
happened. Since governments had no choice but to protect their citi-
zens from the disruptions caused by market processes, the protective 
shell surrounding nations hardened. He writes: “The new crustacean 
type of nation expressed its identity through national token currencies 
safeguarded by a type of sovereignty more jealous and absolute than 



  Karl Polanyi and the Power of Ideas 15

anything known before” (GT, 211). This crustacean nationalism was 
expressed in the heightened Anglo-German global rivalry in trade and 
arms that began in the 1890s and which ultimately allowed the assassi-
nation of a Serbian archduke to escalate into World War I.

The core impossibility of entrusting society to a self-regulating market 
meant that from the 1870s onward nations were caught in a vise between 
the logic of the protective countermovement on the one side and the 
pressures of the gold standard mechanism on the other. This vise exac-
erbated internal domestic tensions: citizens found it impossible to win 
many of the protections that they needed, as the gold standard obstructed 
governmental concessions at every turn. Mounting internal tensions, in 
turn, translated into growing global tensions as political leaders blamed 
the machinations of foreign leaders for their domestic diffi  culties. For 
Polanyi the outbreak of World War I and the continuing high levels of 
global tensions in the 1920s and 1930s was the inexorable result.

The Interwar Years, Bretton Woods, and the 
Return of the Gold Standard Mechanism

Polanyi wrote GT during World War II as an eff ort to infl uence the post-
war settlement. He wanted to avoid a replay of the post-World War I 
Treaty of Versailles, where the great powers agreed to restore the gold 
standard system of 1870–1914. Polanyi saw this as inevitably placing 
nations in the same internally contradictory position that they had been 
in before the war—caught between the legitimate demands of citizens for 
protection from the market and the economic logic of the gold standard 
system. In the aftermath of World War I, workers—often inspired by the 
example of the Russian Revolution—demanded both higher wages and 
greater protection from income insecurity caused by unemployment, ill-
ness, and old age. As Beverly Silver (2003) has documented, the result 
was one of the greatest strike waves in history. Yet the logic of gold stan-
dard restoration in the 1920s made it virtually impossible for employers 
or government to off er concessions to this mobilized working class. Since 
wartime expenditures had driven up price levels, stabilizing currencies in 
relationship to gold required a heavy dose of defl ation and government 
budgetary discipline (Maier 1975). Gold standard orthodoxy required 
strict austerity for both wages and government expenditures.

This was the structural backdrop to the crises of democratic gov-
ernance symbolized by Mussolini’s seizure of power in Italy in 1922. 
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Since a compromise between the demands of workers and the pressures 
of the gold standard was impossible, the strains led to the collapse of 
democratic institutions in country after country. Moreover, in the 1920s 
radicalization within countries interacted dangerously with the complex 
system of reparations, war debts, and external fi nancing from the United 
States. When the stock market crashed in the United States in 1929, 
cutting off  American capital fl ows to Europe, the result was a string 
of European bank failures in 1931. Europe’s capacity to manage this 
crisis was severely compromised by the growing political polarization 
within nations. The result was an accelerating economic downturn with 
no agreement as to how to reverse it. Moreover, the logic of the gold 
standard demanded that nations take actions that only strengthened the 
defl ationary pressures. It was in this context that Hitler came to power in 
Germany, repudiated the gold standard, and began the rearmament pro-
gram that put Germans back to work and made World War II inevitable.

Polanyi’s indictment of the role that the restoration of the gold stan-
dard played in the crisis of the Interwar Years was widely shared in 
the 1940s. William Adams Brown, Jr., of the Brookings Institution had 
published his monumental book The International Gold Standard Rein-
terpreted, 1914–1934 under the prestigious imprint of the National 
Bureau of Economic Research in 1940. Brown’s analysis dovetailed with 
Polanyi’s. Even more importantly, John Maynard Keynes and Harry 
Dexter White, the two men given the primary responsibility for recon-
structing the global fi nancial system by the United Kingdom and the 
United States, identifi ed the gold standard as playing a central role in 
these tragic events. On the one side, the pressure on nations to maintain 
the currency’s gold price trumped democracy and made it impossible for 
societies to respond to the demands of working people. On the other, the 
system of free capital movements meant that governments were eff ec-
tively powerless to pursue national objectives such as higher levels of 
employment or improvements in real wage levels (Block 1977).

Over the course of World War II, this diagnosis of the dangers of the 
gold standard produced broad consensus over reconstructing the global 
fi nancial architecture to increase the capacity of governments to pur-
sue domestic policy objectives. While there were serious disagreements 
between Keynes and White—the two major architects of the Bretton 
Woods agreements—they were in accord on the fundamental idea of 
overcoming the defl ationary bias of the previous system. They both 
wanted an international monetary regime that was consistent with the 
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goal of pursuing full employment for the world’s labor force. While the 
Bretton Woods system was not fully operational until the late 1950s, the 
new policy environment of fi xed exchange rates and strict regulation of 
global capital fl ows facilitated full employment policies for almost three 
decades after the end of World War II. This was the “Golden Age” when 
both developed and developing nations experienced rapid economic 
growth (Marglin and Schor, eds. 1990).

From the end of the 1960s through the beginning of the 1970s, the 
Bretton Woods regime faced mounting strains, primarily because the 
U.S. was unable to bring its balance of payments defi cit under control. 
Under the weight of mounting problems, there was international agree-
ment in 1973 to move from fi xed exchange rates to fl oating exchange 
rates. While the proponents of fl oating rates had argued that market-de-
termined exchange rates would adjust smoothly and gradually, the real-
ity was the opposite. With exchange rates now shaped by the actions 
of fi nancial traders and speculators, they became much more volatile 
after 1973 (Krugman 1989). As exchange rate movements became more 
pronounced, a growing number of governments dismantled controls 
over international capital movements, producing even greater volatility 
in both exchange rates and capital movements. During the course of 
the next three decades, there was a spectacular increase in both foreign 
exchange trading and in the growth of various derivative instruments 
that were intended to allow investors to hedge against increasingly dis-
ruptive and unpredictable movements in exchange rates, interest rates, 
and other variables that might impact their portfolios.

The cumulative impact of these post-1973 changes eff ectively undid 
what had been attempted in the Bretton Woods agreements. In a world 
of fl oating exchange rates and instantaneous movements of global cap-
ital, governments in developed countries lost much of the policy auton-
omy that they had gained in the Bretton Woods system. If a government 
attempted to pursue expansionary policies to increase employment, it 
would once again risk crippling outfl ows of capital. Even Scandina-
vian social democracies that had aggressively pursued full employment 
policies through the mid-1970s faced periods in which unemployment 
was reported at 8%, 9%, or even higher. And from 2010 to 2012, as 
recovery from the worst economic slowdown since the Great Depres-
sion was just getting underway, pressures from the global fi nancial 
markets were forcing countries such as Greece, Portugal, and Spain 
to pursue austerity policies that would ratchet up unemployment and 
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leave more people unprotected from the economic impact of the global 
economic downturn.

The Global Economy Today

Tragically, the world economy today has returned to the kind of danger-
ous confl ict between democracy and the pressures of the global fi nancial 
system that characterized the 1920s (Streeck 2011). Despite the Greek 
government having been duly elected in 2010 with strong popular sup-
port and with millions of people engaged in ongoing mass demonstra-
tions to protect existing levels of government spending, the Greeks have 
been under relentless pressure from the more powerful members of the 
European Union. They were given only two bad choices, and both of 
them involved imposing austerity on their own people. The government 
could have defaulted on its debt, withdrawn from the European com-
mon currency, and then imposed extreme austerity measures. The less 
unpleasant alternative has been to rely on an aid package from the Euro-
pean community to meet its debt obligations and remain in the Euro-
zone, but the price has been to impose ever greater degrees of austerity 
that continue to be strongly opposed by the Greek electorate.

The problems that have been facing Greece, Ireland, Spain, and Por-
tugal since 2010 replicate those that developing nations have been fac-
ing for many years. Starting particularly during the 1980s debt crisis, 
countries that had been encouraged by international bankers to borrow 
during the 1970s suddenly faced a reckoning.16 Unable to keep up with 
their debt payments and yet unable to borrow new funds in the private 
market, governments had to turn to the International Monetary Fund 
and the World Bank. These institutions imposed “structural adjust-
ments” as the price for new assistance. Structural adjustment dictated a 
large dose of austerity—especially reductions in state spending on social 
programs—as well as much higher levels of unemployment. Again, the 
preferences of voters in these countries were suddenly irrelevant; demo-
cratic outcomes were trumped by the inexorable demands of the global 
fi nancial institutions. Remarkably, the world had once again eff ectively 
restored an out-of-control fi nancial mechanism quite similar to the nine-
teenth-century gold standard.

This is what makes Polanyi’s arguments so relevant to the current 
problems of the global economy. The world is, in eff ect, struggling with 
the unfi nished business of the 1920s and 1930s. The most obvious sign 
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of this was the almost instantaneous diff usion of global defl ationary 
pressures from the fall of 2008 through early 2009. To be sure, govern-
ment initiatives to prop up fi nancial institutions and add demand to the 
global economy contained the worst of the crisis and narrowly averted 
even more catastrophic levels of global unemployment or even a second 
Great Depression. But even as we write in 2013, fi ve years later, there 
seems to be no end to widespread unemployment coupled with an ongo-
ing deluge of foreclosures. The depth of the resulting suff ering makes it 
more critical than ever to understand the policy choices that ultimately 
culminated in the global fi nancial crisis.

Suppressing the Lessons of History

When he wrote GT, Polanyi believed that the experience of the 1930s 
had fi nally discredited the ideas of his free market opponents. We know 
now, of course, that he was wrong; in the 1970s those ideas returned 
from the dead and once again reshaped the world. But the way in which 
this happened still vindicates Polanyi’s emphasis on the extraordinary 
role that ideas play in justifying certain policy choices that, in turn, can 
have catastrophic social and economic consequences.

As both the United States and the global economy experienced grow-
ing strains in the 1970s, the free market ideas that had been the target of 
Polanyi’s critique experienced an extraordinary revival. Friedrich Hayek 
and Milton Friedman, working with a network of well-funded organi-
zations and think tanks, had kept those ideas alive since the 1940s.17 
Yet until the 1970s, free market orthodoxy had little traction in politi-
cal debates, and economics continued to be dominated by scholars who 
identifi ed as Keynesians.

This changed in the 1970s, as much of the U.S. business community 
made a sharp rightward turn (see Chapter 7) and as Keynesian econ-
omists proved unable to respond eff ectively to the double challenges 
of slow growth with high infl ation and mounting criticisms by Milton 
Friedman and his followers. When Ronald Reagan won the presidential 
election in 1980 he announced, in eff ect, that the age of Keynes was over 
and the age of Friedman had begun. But contrary to popular myth, “big 
government” did not suddenly disappear; instead, government expendi-
tures continued to rise with Reagan’s massive military buildup. More-
over, under the guise of “deregulation” and “small government,” the 
Reagan Administration accelerated the processes of what we are calling 
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reregulation, which had begun under Jimmy Carter. By the term reregu-
lation, as we suggested earlier, we aim to push back against the belief that 
the success of neoliberal ideology since the mid-1970s has been matched 
by markets being increasingly freed from regulations and government 
management. On the contrary, regulations did not go away; they simply 
changed. Those that had previously been written to protect employees 
or consumers were systematically rewritten to support business interests 
and reduce previous restrictions on business practices. Similarly, the tax 
code was rejiggered to shift the burden from high-income households to 
middle class and working class earners.

Reagan’s reregulative policies started a dramatic shift of income in 
favor of the top 1% of households (Hacker and Pierson 2010). As noted 
earlier, the share of income going to the top 1% increased from 10% 
in 1981 to 23.5% in 2007 (Saez and Piketty 2013). Much of this shift 
can be traced to the bold new opportunities that Reaganite reregulation 
created for Wall Street. Under the new rules, employment and profi ts in 
the fi nancial sector grew spectacularly (Krippner 2011; Polanyi-Levitt 
2013). Dozens of new billionaires suddenly appeared, who had built 
their fortunes simply by making deals or trading pieces of paper includ-
ing newly authorized derivatives such as credit default swaps and collat-
eralized debt obligations.

Moreover, this shift of income and wealth created a powerful feed-
back mechanism. Some of the new wealth fl owed back to Washington 
to fund right wing think tanks and to fi nance the campaigns of market-
oriented politicians in both parties. With learned studies coming from 
these think tanks and the promise of more campaign funds, Congress 
was eager for new rounds of free market reregulation. By the 1990s, 
Republicans and Democrats alike were singing the praises of the free 
market and celebrating the extraordinary energy and dynamism of the 
fi nancial sector. In fact, it was during the Clinton Administration that 
free market ideas moved from being a partisan weapon to becoming the 
new ideational regime (Chapter 6). In the late 1990s, Clinton offi  cials 
such as Robert Rubin and Larry Summers were among the most enthu-
siastic celebrants of fi nancial markets that were growing rapidly and 
allegedly regulating themselves.

To be sure, from the 1980s onward, almost every step of reregula-
tion that eliminated previous restrictions on what fi nancial fi rms could 
legally do was challenged by powerful voices who warned that the 
new measures could well lead to a fi nancial disaster. Their warnings, 
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however, were systematically ridiculed and marginalized as pessimistic 
“Chicken Little” anxieties of those not sophisticated enough to under-
stand how eff ectively modern fi nancial markets manage and diff use risk. 
Even those who were shouting at the top of their lungs that the rise in 
prices in the U.S. housing market was dangerous and unsustainable were 
drowned out and ultimately ignored (Tabb 2012). What happened, of 
course, was that billions worth of subprime mortgage loans were pack-
aged together and resold to fi nancial institutions around the world. 
When prices in the U.S. housing market turned down, the default rate 
on those loans skyrocketed, and the consequence was that fi nanciers 
woke up to the realization that they were holding hundreds of billions 
of dollars of toxic assets that nobody wanted. In the resulting rush to 
safety, long-established fi nancial fi rms collapsed, credit dried up around 
the world, and economies went into free-fall (Baker 2008; Johnson and 
Kwak 2010; Stiglitz 2010). As the crisis was unfolding, Alan Greenspan, 
who had presided over decades of irresponsible fi nancial reregulation 
as Chair of the Federal Reserve Board, was called to account.18After 
four decades on the national stage as a philosopher of free markets and 
the cheerleader for tax cuts, he testifi ed to Congress in October 2008 
by saying: “Those of us who have looked to the self-interest of lend-
ing institutions to protect shareholders’ equity, myself included, are in a 
state of shocked disbelief.” Congressman Henry Waxman probed: “Do 
you feel that your ideology pushed you to make decisions that you wish 
you had not made?” Greenspan’s humbled reply was: “Yes, I’ve found 
a fl aw. I don’t know how signifi cant or permanent it is. But I’ve been 
very distressed by that fact . . . I made a mistake in presuming that the 
self-interest of organizations, specifi cally banks and others, were such 
as that they were best capable of protecting their own shareholders and 
their equity in the fi rms .  .  . [the] fl aw in the model that I perceived 
is the critical functioning structure that defi nes how the world works” 
(Andrews 2008). Waxman was clearly prodding Greenspan to acknowl-
edge that the decisions he took at the Fed were not simply dictated by 
obvious and objective economic science. And Greenspan did not dis-
semble, but stated unambiguously that it was his ideology that told him 
how the world worked. What others called a dangerous bubble in the 
housing market he perceived as merely surface disturbance not worthy 
of interference. He was simply acting according to his dominant creed 
that because of the “self-interest of organizations,” markets will always 
self-correct.
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Greenspan exemplifi es the point that when public offi  cials take actions 
that in retrospect appear wildly irrational, it usually is the case that they 
are engaging in sober calculations based on mistaken premises derived 
from theories of how the world works.19 The politicians and government 
offi  cials who so carelessly unwound an entire system of fi nancial regula-
tions did so from their fealty to free market assumptions that unleashing 
fi nance would pay off  mightily. So foundational was this model in sculpt-
ing collective perceptions that fi nancial engineers, banking economists, 
and politicians justifi ed their actions by its authority. The model limited 
their vision in such a way that made their choices appear to be rational 
ones. They were, in short, both constrained and enabled by their ideas.

Keynes and Polanyi

In the aftermath of these catastrophic events, it has become clear that the 
lessons of the 1930s were suppressed. It is now imperative to return to 
the insights of Keynes and Polanyi, the thinkers who developed the most 
cogent analyses of that earlier period of economic crisis. Here we can 
gain considerable appreciation of Polanyi’s unique approach by com-
paring him to Keynes, his much more famous contemporary. Keynes 
developed his thinking in opposition to the austerity policies imposed by 
mainstream economic orthodoxy in the 1920s and 1930s, and he fi ercely 
opposed reduced public spending and draconian wage cuts as solutions 
to the catastrophic crisis of the global depression. As early as the 1920s, 
Keynes developed a positive sum solution to the economic problems of 
modern societies. He envisioned a class compromise between workers 
and employers so that societies could have signifi cant gains in the stan-
dard of living at the same time that business fi rms fl ourished with rising 
productivity. A better educated, better housed, and healthier working 
class could make enterprises more productive, while also providing the 
growing demand needed to stimulate new investment and new industries 
(Skidelsky 1994).

Keynes, like Polanyi several years later, believed economic orthodoxy 
to be a complex system of illusions; he defi ned his mission to replace 
this stifl ing orthodoxy with a new and expansive economic perspective. 
Equipped with this superior set of economic understandings, political 
party competition would be freed of the kind of stalemates that had 
dominated European politics in the 1920s. Parties would draw on skilled 
government offi  cials who understood how to use a toolkit of government 
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practices to sustain economic growth. Together, this new positive sum 
economy and a system of pragmatic policy making that learned from 
its own mistakes would generate continuous economic advance. In the 
early 1930s, Keynes confi dently anticipated that in about a hundred 
years economies would be so productive that human beings would be 
free of the age old struggle for subsistence (1963 [1931]).

The General Theory (1936) was enormously infl uential, and Keynes-
ian ideas dominated economics and government policy in the fi rst three 
post-World War II decades. All were characterized by strong growth, 
nearly full employment, and low infl ation. Ironically, it was the appar-
ent success of Keynesian policies in these three postwar decades that led 
both scholars and the public to forget the intense debates of the interwar 
period. Across most of the political spectrum, there was agreement that 
Keynesian policies had demonstrated the path to continuous prosperity. 
Even Milton Friedman acknowledged in 1965: “We’re all Keynesians 
now”(cited in Krugman 2012, 101).20

Skidelsky (2009) has observed that Keynes’s critique of economic 
orthodoxy was informed by a deep moral sensibility. But as Keynes’s 
ideas were transformed into Keynesianism,21 they gradually became a 
set of administrative and bureaucratic routines that were framed in a 
language that was primarily technocratic. John F. Kennedy’s Council 
of Economic Advisors in the early 1960s, for example, insisted that 
Keynesian ideas were so powerful that, under the guidance of skilled 
economists, governments could set unemployment and infl ation at 
appropriate levels. They described this as a question of fi ne-tuning, not 
unlike adjusting the pitch produced by a piano’s keys. But the problem 
with this technocratic adaptation of Keynes was that it meant jettisoning 
his critically important focus on uncertainty and instability in market 
economies (Minsky 1986).22

As Keynesian government policies were cut off  from their moral 
underpinnings, the ideas themselves became increasingly vulnerable 
to conservative assault. To be sure, some of this vulnerability can be 
traced back to Keynes himself. His pragmatism overwhelmed the moral 
commitments that he brought to his original enterprise. His biographer, 
Robert Skidelsky, has confi rmed this disjuncture between Keynes’s deep-
est views and the arguments that he made to convince other economists: 
“Deep down, he was not an economist at all. Of course, he could ‘do’ 
economics—and with the best. He put on the mask of an economist to 
gain authority, just as he put on dark suits and homburgs for life in the 
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City. But he did not believe in the system of ideas by which economists 
lived, and still live; he did not worship at the temple; he was a heretic 
who learned how to play the game” (Skidelsky 2009, 59–60). Skidelsky 
insists that Keynes’s insights “ . . . were never—could never be—prop-
erly integrated into the core of his discipline, which expelled them as 
soon as it conveniently could” (Skidelsky 2009, 55–56).

In a view that he shared with Karl Polanyi, John Maynard Keynes’s 
unacceptable heresy was his belief that the economy was a means to an 
end, not an end in itself. He had an abiding suspicion of crass material-
ism, of money-making, and especially of the “love of money.” Skidelsky 
drives home this point by quoting a speech Keynes gave in Dublin in 
1933, in which he said that the system of economic calculation made 
“ . . . the whole conduct of life . . . into a sort of parody of an accountant’s 
nightmare. We destroy the beauty of the countryside because the unap-
propriated splendors of nature have no economic value. We are capable 
of shutting off  the sun and the stars because they do not pay a divi-
dend” (146). In fact, by the end of the 1930s, Keynes (1982 [1939]:500) 
explicitly argued for “liberal socialism,” despite his continuing rejection 
of Marxist ideas. He wrote in The New Statesman and Nation: “The 
question is whether we are prepared to move out of the nineteenth cen-
tury laissez-faire state into an era of liberal socialism, by which I mean 
a system where we can act as an organized community for common 
purposes and to promote social and economic justice, whilst respecting 
and protecting the individual—his freedom of choice, his faith, his mind, 
and its expression, his enterprise and his property.”23 But no matter how 
radical the prescriptions he off ered, when Keynes “put on the mask of 
the economist,” he conformed to the discipline’s core assumption that 
the economy is autonomous from other social institutions. In a word, 
Keynes’s pragmatism and desire to infl uence other economists meant 
that he could not embrace Polanyi’s heretical view that actual market 
economies are embedded in society. The irony, however, is that granting 
the claim that the economy is autonomous set the stage for the successful 
free market counterattack against Keynes’s infl uence.

In their subsequent assault on Keynesianism, Milton Friedman and 
his followers adopted the strategy of resurrecting the orthodox tenets 
of Malthus and Ricardo. Because the economy is autonomous, they 
asserted, it must be allowed to govern itself by its own laws. Since it is 
autonomous, it must also be shielded from “outside” impositions such 
as moral views that favor equality, “social agendas,” or the particular 
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preferences of elected offi  cials. As we elaborate in our discussion of 
welfare policies in Chapter 5, the Friedmanites evoke a lost Eden of 
uninterrupted prosperity that thrived precisely because the economy was 
allowed to self-regulate. By insisting that only a return to those ear-
lier practices would restore prosperity, they were able to defeat deeply 
entrenched Keynesian ideas.

There was, moreover, yet another problem that contributed to the 
eventual delegitimation and defeat of Keynesian economic practices in 
the 1970s. Even though Keynes had once insisted that “The republic of 
my imagination lies on the extreme left of celestial space” (cited in Clarke 
2009, 68), the reality is that he shared the skepticism of the British upper 
class towards political democracy. While he was fervent in insisting that 
laissez-faire be replaced by an active state directing the economy, he 
wanted that role to be carried out exclusively by economic experts and 
highly trained civil servants. As Sabeel Rahman writes about Keynes in 
the 1930s: “Indeed, part of Keynes’ unease with the more social demo-
cratic vision of the Labour Party was precisely that if political agency is 
invested in a broader democratic public rather than insulated bureaucra-
cies, ‘too much will always be decided by those who do not know what 
they are talking about’” (Rahman 2011, 269). In the end, this failure 
to give his economic solutions a democratic grounding proved fatal to 
Keynes’s intellectual legacy and legitimacy. When it was most vulnerable 
to unyielding conservative assault in the crises of the 1970s, Keynesian-
ism had no popular democratic foundation of support to defend it.

Polanyi’s Alternative to Keynes

Like Keynes, Polanyi rejected a zero-sum approach to politics in which 
working class gains would inevitably come at the expense of business 
profi ts. He based this conviction on his experience with “Red Vienna” 
in the 1920s. There he had witnessed a democratic socialist movement 
successfully create a prototypical welfare state in which a healthier, more 
educated, and better housed labor force brought benefi ts to workers and 
employers alike (see McRobbie and Levitt, eds. 2006; and GT, 298–
299). This experience gave Polanyi confi dence that there was a way out 
of the stalemate between labor and capital. However, as with Keynes, 
Polanyi recognized that opening up this path required a diff erent set of 
rules for governing the global economy than those that had prevailed 
between the two World Wars.
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At the same time, there are important diff erences between Keynes 
and Polanyi. Keynes, to gain credibility among established economists, 
was willing to cede his critique of market autonomy. Polanyi devotes an 
entire book to debunking that stark utopian thinking, as well as showing 
the catastrophic destruction it infl icted on the world. His insistence that 
the human economy is embedded in social, political, ideational, cultural, 
and moral structures is designed to preempt the logic of free market 
theorists who move from the conceit of an autonomous self-activating 
economy to the normative claim that human freedom depends upon the 
market being the governing mechanism for all of society.

Polanyi also understood the risks and dangers of Keynes’s more tech-
nocratic approach to politics. He recognized that a pragmatic politics 
shorn of moral purpose would inevitably become frail; policies that are 
legitimated simply on the instrumental grounds of short-term success 
will be vulnerable as soon as conditions change, as we show in Chapter 
6. This belief motivated him to make democratic politics an essential 
cornerstone of his political economic vision. Only active participation 
from below could counteract the tendency of politics to degenerate 
into a cynical contest for power between rival factions. It is not that he 
was naïve about the limitations of existing forms of democratic gov-
ernance; it is rather that he took the long view of democratization as 
a process developing over many decades to bring government under 
popular control.

While Polanyi was a strong defender of parliamentary democracy, he 
believed that the democratization of society had to go beyond citizens 
choosing their leaders in periodic competitive elections. In the 1920s, 
Polanyi had been drawn to the ideas of “guild socialism” proposed by 
G. D. H. Cole (Dale 2010). Cole (1920) sought to avoid the twin dan-
gers of state socialism on the one side and anarcho-syndicalism on the 
other by envisioning a separation of powers between a system of worker 
representation that would own and manage the production process and 
a parliamentary state that would continue to represent the population 
on a territorial basis.

There are no explicit references to guild socialism in GT, but Polanyi’s 
belief in expanding democracy to include the economy is expressed in 
his idiosyncratic defi nition of socialism: “Socialism is, essentially, the 
tendency inherent in an industrial civilization to transcend the self-reg-
ulating market by consciously subordinating it to a democratic society” 
(GT, 242–243). Implicit in this defi nition is a critique of the Marxist 
stipulation that the coercive power of the state would “wither away” 
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once the socialist revolution ended class exploitation. Polanyi sees this 
claim as a parallel utopian fantasy to that of the self-regulating market. 
Indeed, he explicitly follows Weber in recognizing that political author-
ity and power would inevitably continue into any future social order, 
especially as a countervailing source of power to that of the economy 
(Polanyi, GT, ch. 13).

Two fundamental points follow. First, socialists could not ignore the 
diffi  culties entailed in imposing democratic accountability on govern-
mental power. Second, Marxists were guilty of imagining that a shift in 
property relations would—by itself—usher in a new and better society 
(see Chapter 2). According to Polanyi, Marx mistakenly had accepted 
the claims of the classical economists, especially Ricardo, that property 
relations can and will determine the entire shape of the social order.

Polanyi’s view here is based on his unique insight that market society 
was imposed in the nineteenth century through political means. What we 
think of as “modern capitalist society” was, for Polanyi, not the result 
of underlying inevitable economic mechanisms, but rather the conse-
quence of a series of political choices and explicit government policies. 
The pretense now stripped away of the economy as a “force of nature,” 
it follows logically that these arrangements can be undone and reversed 
through the same mechanism—the use of political power. While Polanyi 
is usually not explicit on this point, his argument is consistent with those 
who have argued that private property represents a bundle of diff erent 
rights that owners had at one particular moment in time (Berman 2006, 
168).24 It follows that political and legal changes introduced over time 
can change that bundle of rights until many of the most important struc-
tural inequalities in labor markets, capital markets, and product markets 
are eff ectively eliminated.

For example, like Keynes and Harry Dexter White (Block 1977), 
Polanyi argued that limiting the right of property owners to move capi-
tal across national boundaries would eliminate one of the most powerful 
devices by which the wealthy are able to bypass democratic constraints 
by forcing governments to pursue their own policy preferences. For 
Polanyi, moreover, that markets and property rights are fundamentally 
political constructs is an historical claim not just a theoretical one. In 
GT he explains the history of the previous century as a series of partially 
successful eff orts to transform market relationships through political 
means. So, for example, Bismarck’s social welfare measures in the 1870s 
not only provided workers with insurance against illness, disability, and 
old age; they also transformed the labor market by politics. In the same 
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way, trade unions winning rights on the shop fl oor politically reorga-
nized class and property relationships (GT, 210–217).

In sum, one of Polanyi’s most essential arguments concerns politi-
cal democracy. Only a profound commitment to democratic practices 
could assure that economic activity was constrained within a frame-
work that meets the shared needs of the citizenry. Because he also rec-
ognized the importance of global institutions, Polanyi was convinced 
that successful democratic governance at the local and the national level 
required supportive global arrangements that worked in tandem. Sub-
ordinating the economy to democratic governance was for Polanyi a 
global imperative.

Polanyi’s Distinctive Ideas

Up to this point, we have provided a general introduction to Polanyi’s 
main arguments and sought to place him in historical context as well as 
in relation to other important intellectual traditions. Now we turn to 
some of the more specifi c arguments that make Polanyi such a distinctive 
and generative thinker. We have identifi ed seven key ideas that corre-
spond to the remaining seven chapters of this book. Our exposition of 
these seven ideas are not intended as introductions or summaries of the 
later chapters, but rather to clarify and bring to attention the fundamen-
tal theoretical issues at stake in each chapter. To be sure, each chapter 
is far more complex in its argument than one single key idea. Still, we 
think this is the best way to introduce readers to the richness and com-
plexity of Polanyi’s intellectual project. Read through the prism of our 
own interpretations, each of these Polanyian ideas challenges familiar 
assumptions about how the world works. Together, they add up to a 
powerful critique of existing social and economic arrangements and a 
vision of a real alternative.

In this task we face a problem that was identifi ed by Karl Polanyi’s 
brother, the philosopher Michael Polanyi. The relationship between these 
two extremely gifted brothers is a fascinating story in itself. While the 
two were very close at times in their adult lives, they found themselves 
during the Cold War on opposite sides of the era’s polarized politics. In 
fact, Michael Polanyi attended the initial meeting of the Mont Pelerin 
Society in 1947, the organization through which Friedrich Hayek and 
Milton Friedman worked tirelessly to move free market ideas from the 
margins of discourse to global dominance. Yet despite his alliance with 
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his brother’s key theoretical opponents, Michael off ered eff usive praise 
when his brother sent him GT in manuscript (Fleming 2001).

Michael began his career as a scientist working in England, where he 
came into direct confl ict with a group of scientists infl uenced by Marxism, 
who believed that the progress of science, like that of the economy, would 
be improved through a regime of planning. In order to challenge this 
idea, Michael developed a theory of scientifi c development that empha-
sized the tacit and personal elements of scientifi c knowledge. He insisted 
that neither individual scientists nor the scientifi c community could ever 
enumerate all of the ideas that were incorporated into a specifi c scientifi c 
theory. Scientifi c theories were like icebergs; the textbook version of the 
theory was what appeared above the surface, but it was supported by 
a huge structure of invisible assumptions and implicit claims that only 
became visible through the spontaneous and unplanned eff orts of indi-
vidual scientists to make sense of data (M. Polanyi 2009 [1966]).

Michael’s insight is particularly relevant for his brother’s theoretical 
corpus. Karl Polanyi’s thinking was complex because his concepts are 
intertwined with the historical experiences that he was seeking to explain, 
and his framework included various tacit assumptions that are never 
stated explicitly. It is tempting to try to develop a systematic, step-by-step, 
exposition of his key ideas. The eff ort, however, would be easily defeated 
by the interconnectedness of Karl Polanyi’s theoretical framework. Each 
of Polanyi’s key ideas is connected and dependent on other key ideas, so it 
is impossible to work one’s way up from the foundational ideas.

The Economy Is an Instituted Process (Chapter 2)

Karl Polanyi defi ned himself as an institutionalist—both to distinguish 
himself from conventional mainstream economics and to make clear 
that rather than the “laws of the market,” social, political, and cultural 
institutions shape how economies actually work. He made the critical 
distinction between the formal and the substantive view of the economy; 
the former focuses on the economizing of scarce resources while the 
latter centers on how human beings organize and allocate the pursuit 
of the things needed to sustain human life. This distinction makes clear 
that the lens used by most economists is not wide enough to capture the 
complexity of actual substantive economies—both historically and in 
the present.
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This substantivist view of the economy is grounded in Polanyi’s under-
standing that society and its institutions make up the foundation upon 
which an economy is built. Aristotle insisted that humans are fundamen-
tally political animals; they realize themselves only living in a polis—a 
political community. Polanyi would modify this and say that humans are 
social animals; they defi ne and realize themselves in relation to others. It 
is collectively through social arrangements that human beings work out 
how they will secure their livelihood. It follows from this argument that 
market exchange is only one of the institutional arrangements by which 
humans organize economic activity (Polanyi 1968 [1957]).

Polanyi stressed the continuing role of three other institutional com-
plexes—redistribution, reciprocity, and householding. Redistribution 
is the pattern in which goods are accumulated at a central point and 
then distributed out to households. Reciprocity is the pattern associated 
with gift-giving, through which items are passed along to others with 
the expectation that the giver will also be a receiver. Householding is 
the pattern in which families provide for their own needs. The role these 
institutions play in modern society is invisible to those who focus only 
on markets and processes of economizing.

These are the foundations for Polanyi’s profound rejection of what he 
terms the “economistic fallacy”—the belief that human society is fun-
damentally shaped by the needs of the economy. His view is that West-
ern societies are as much shaped by culture as are tribal societies; it is 
just that the content of our cultural beliefs now refl ect the core ideas of 
Western liberalism—belief in the sovereignty of the self-interested, mate-
rially-motivated individual, and the sacred status we eff ectively attribute 
to a rapidly developing economy (Sahlins 1976; Thomasberger 2013). 
Just like any tribal individual who fi nds it diffi  cult to think outside of the 
framework provided by his or her own culture, we are ourselves pris-
oners of modernity’s culture of the market’s natural inviolability. The 
consequence is that we understand ourselves and our social relationships 
in ways that are radically incomplete.

Polanyi argues that, in the nineteenth century, Western societies came 
to be organized in a way that made the pursuit of individual self-interest 
appear to be the innate motivation of human nature. Yet, like Durkheim 
(1964 [1893], 242), who emphasized the noncontractual bases of con-
tract, Polanyi recognized that this utilitarian notion of self-interest was far 
too brittle and socially corrosive to ever forge any kinds of deep solidari-
ties (Somers 2008, ch.2). Were it to be an accurate description of the social 
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world, we would be living in a Hobbesian universe of constant war of all 
against all. And wars and social confl ict notwithstanding, it is clear we 
do not live in that kind of world—in large part thanks to the fundamen-
tal role played by the government provisioning, legal power, our social 
bonds, the normative constraints of our political culture, and our institu-
tions of civil society. All of this, however, is obscured by the economistic 
fallacy. Our taken-for-granted cultural framework is one that makes us 
think that we do not actually have a culture and that the state’s growth in 
size and importance is a threat and a coercive antagonist to nature, rather 
than a constitutive support for the actual functioning economy.

Challenging the Concept of the Autonomous 
Economy: The Always and Everywhere 

Embedded Economy (Chapter 3)

Polanyi directly challenges the conventional view that the Industrial 
Revolution and the rise of the bourgeoisie ushered in an historical epoch 
in which the economy became an autonomous and self-regulating entity, 
separated entirely from government and society. He was painfully aware 
that the classical economists aimed to turn this view into orthodox 
“common sense,” and he also knew that they had been extraordinarily 
successful in creating broad legitimacy for laissez-faire and free trade 
policies. England in the nineteenth century did become “the workshop 
of the world” and its embrace of free market and free trade policies was 
accepted by conventional wisdom as the explanation for its industrial 
primacy. But while Polanyi acknowledges the unprecedented infl uence 
of T. R. Malthus, David Ricardo, and classical political economy, he 
also insists that there was a huge discrepancy between their ideas and the 
actual policies that governments adopted.

The conceptual tool that Polanyi uses to show the incoherence of clas-
sical political economy and its later neoclassical intellectual heirs is his 
theory of fi ctitious commodities. At the core of the vision of a self-reg-
ulating and autonomous economy is the idea that the price mechanism 
coordinates the supply and demand for both key economic inputs as 
well as for fi nal products. The economy consists of many decentralized 
producers who compete with each other and continuously take account 
of price signals in the market. If, for example, a particular raw material 
becomes scarce and signifi cantly more expensive, fi rms that ordinarily 
rely on that input will search for substitutes and suppliers will increase 



T H E  P O W E R  O F  M A R K E T  F U N D A M E N TA L I S M32

the supply. The combination of more supply and the substitution of 
alternatives will soon bring those prices down to a more reasonable level 
that will readjust supply and demand. Through this constant adjustment 
process, the price mechanism assures that the decentralized economic 
actors make the best possible use of available resources.

This vision of a self-equilibrating economy was still just an abstract 
ideal for the classical political economists. By the mid-twentieth cen-
tury, however, economists worked out the mathematics of a general 
equilibrium model which, under restrictive conditions, will demonstrate 
the optimal outcomes that the classical economists expected. Yet even 
before this model was fully developed, Polanyi recognized that there was 
a fundamental fl aw in this entire way of thinking. The capacity of the 
market mechanism to balance supply and demand works for commod-
ities—those things that are actually produced for the purpose of being 
sold in the market. But Polanyi argues that while land, labor, and money 
are all critical inputs into the production process, they do not meet the 
defi nition of a commodity. Labor is simply organized activity of human 
beings, land is nature that has been subdivided, and money is a unit of 
accounting and a way of storing value.

Polanyi insists that land, labor, and money should be understood as 
fi ctitious commodities; they cannot behave or be treated in the same 
way as true commodities because they were not produced to be sold 
on a market. The opportunities to substitute for these economic inputs 
are distinctly limited, moreover. The idea of the self-regulating market 
economy, however, requires that land, labor, and money be treated “as 
if” they were real commodities.25 The vision of a self-regulating market 
economy thus rests on a fi ction; it describes something that cannot actu-
ally exist.

The only way to bridge the gap between the pretense and the real-
ity of actually existing market economies has been to use the powers 
of government to manage the markets for these fi ctitious commodities 
in ways that produce over time the illusion of their commoditization, 
and thus some rough balancing of supply and demand. So, for example, 
governments always need to structure the market for labor in order to 
produce the particular skills that employers need and to mitigate the 
extremes of labor scarcity on one side and mass unemployment on the 
other. Even before the birth of the modern welfare state, governments 
used such tools as emigration and immigration policies to achieve some 
balance in the labor market, and public agencies dispensed relief to 
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assist the unemployed. To be sure, the eff ectiveness of this governmental 
management of the labor market varies over time and usually leaves 
some groups with no protection from the deprivations caused by lack 
of earnings.26

The case of land is quite similar. Governments create markets in land 
in the fi rst place by establishing property rights, conducting land sur-
veys, creating localities with specifi c boundaries, and enhancing the 
value of certain plots of land by building appropriate infrastructure such 
as roads, canals, parks, and other urban amenities. And most impor-
tantly, predictability in the market for land requires sets of rules as to 
what types of economic activity are permitted or prohibited in particular 
localities. One would not expect the supply and demand for suburban 
real estate to reach some kind of equilibrium level if residents were each 
allowed to begin smelting coal in their backyards.

As for money, Polanyi argues that during the course of the nineteenth 
century, most nations created central banks in order to mitigate the 
disastrous alternation between rapid expansion and rapid contraction of 
the supply of money and credit. When management of money and credit 
is left in the hands of the private sector, the historical experience has 
been boom-bust cycles—infl ationary credit cycles followed by crashes. 
As we know from recent experience, even with the creation of Central 
Banks, the danger of such boom-bust cycles does not disappear. It is 
governmental management of the supplies of money and credit that has 
facilitated long periods of stable economic expansion.

Polanyi’s point is quite simple. According to free market doctrine, 
market economies make a radical separation between the economic and 
the political realm. The political realm simply enforces a stable set of 
background rules, such as laws of contract and property, and it allows 
the market to proceed autonomously within those rules. Polanyi uses the 
examples of the fi ctitious commodities to show that this radical separa-
tion is mythical. The government is centrally involved in overseeing the 
markets for land, labor, and money; its activities help to constitute the 
very core of the economy.

To be sure, Polanyi recognizes that this governmental involvement in 
the economy goes well beyond these three fi ctitious commodities. They 
are simply illustrative of the deep ways in which the economy and the 
state are intertwined. He also discusses the case of antitrust policies. 
The autonomous market model rests on the idea that diff erent fi rms are 
competing with each other, but this competition can sometimes leave a 
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small number of fi rms in a dominant position where they no longer are 
compelled to respond to price signals. So even some of the more radical 
proponents of laissez-faire historically endorsed the government’s role 
in assuring that a competitive marketplace is actually present. However, 
contemporary market fundamentalists have mostly abandoned this sup-
port for government antitrust initiatives (Crouch 2011).

The Seductive Appeal of the 
Autonomous Economy (Chapter 4)

But what accounts for the seductive appeal of these erroneous claims 
that the economy is both autonomous and self-regulating? How is it that 
extremely intelligent people have been so convinced by an idea that lacks 
empirical grounding? After all, an autonomous economy is invisible to 
the naked eye. Polanyi off ers the surprising explanation that the free 
market idea is so appealing because it is utopian. While many genera-
tions of conservative thinkers have derided communism and socialism 
as utopian ideas that are completely inconsistent with what we know 
about human societies, Polanyi turns the tables and insists that the the-
orists of the free market have constructed a utopian vision of the good 
society that is appealing, impossible, and ultimately destructive, even 
catastrophic.

To understand the appeal of the free market utopia, we must recognize 
that it promises to reduce radically the role of politics in social life. Dis-
taste for politics is deeply rooted in the modern Western tradition in sev-
eral ways. First, those who have political power too often use it to place 
limits on individual rights. In the absolutist monarchies of both early 
modern Europe and contemporary dictatorships, people could be thrown 
in prison or be killed for simply falling out of favor with those with polit-
ical clout. Even in democratic regimes with separations of power and the 
recognition of civil rights, abuses are not uncommon. Franklin Roosevelt 
interred tens of thousands of innocent Japanese citizens during World 
War II, and since the tragedy of the World Trade Center on September 
11, 2001, the United States has routinely denied constitutional protec-
tions to people deemed to be threats to our national security.27

Second, even when political power is not being used to limit the free-
dom of the individual, the practice of politics is almost always confl ict-
ridden and ugly. The political arena is where diff erent groups contend 
over competing views of how society should be organized, and inevi-
tably the clashes over deep value disagreements produce polarization 
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and hostility between rival camps. At the same time, elected offi  cials 
must approve budgets and pass laws that bridge some of these funda-
mental disagreements, and the inevitable compromises that they make 
frequently appear to be arbitrary and unprincipled. The political arena 
routinely off ends the sensibilities of ordinary citizens because it neces-
sarily includes both actors who are excessively driven by principles and 
those whose only principle is making whatever deals will advance their 
own individual political careers. The market, by contrast, has been seen 
as a rational “haven” from the passion-infl amed world of political com-
bat (Hirschman 1977).

The idea of ending politics has therefore long been deeply appeal-
ing. Polanyi argues that free market theorists especially promise a world 
where politics would largely disappear because the state’s functions 
would be radically restrained as the self-regulating market becomes 
the central institution governing society. Threats to individual liberty 
would be eliminated and we would be safe from those ugly confl icts 
and unprincipled politicians because the scope of governmental action 
would be eff ectively limited.

Precisely because there is no such thing as an autonomous economy, 
Polanyi defi nes this vision as utopian, and therefore impossible. But he 
also emphasizes that the policy recommendations that are designed to 
realize this utopia pose fundamental threats to society. On the one hand, 
measures based on the unrealistic vision of self-regulating markets often 
expose social groups to extreme hardship and the most dangerous forms 
of social exclusion (see Somers 2008, chs. 2, 3). On the other, pursu-
ing the free market utopia requires anti-democratic measures that limit 
what citizens are able to accomplish in the political sphere. The ideal of 
limited government means that citizens must not be allowed to expand 
government spending for pensions and unemployment insurance if those 
measures are seen as interfering with market self-regulation.

Polanyi recognizes that democracy is itself put at risk by such anti-dem-
ocratic eff orts to derail popular protective measures. He argues that the 
fantasy of escaping from a world in which political power exists actually 
paves the way for dictatorship. Vigorous democratic institutions are the 
only way to protect ourselves from political tyranny. But those who 
strive for a society organized around a self-regulating market are forced 
to weaken democracy and limit the public’s capacity to make its own 
decisions. It is precisely those weakened and unresponsive democracies 
that are most vulnerable to attack by extremist leaders bent on imposing 
authoritarian solutions.
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The Political Embedding of Markets: 
The Speenhamland Story (Chapter 5)

Polanyi argues that market fundamentalists naturalize the market econ-
omy into something that is autonomous of human artifi ce and oper-
ates according to its own inner logic of nature. Polanyi challenges this 
way of thinking by showing that the state was by necessity very directly 
involved in governing the markets for the fi ctitious commodities of land, 
labor, and money. He elaborates this position by showing that both the 
initial construction of a modern labor market and its continual func-
tioning requires a very substantial expansion of the state’s capacity for 
coercion: “The road to the free market was opened and kept open by 
an enormous increase in continuous, centrally organized and controlled 
interventionism” (GT, 146).

Polanyi devotes several chapters of GT to the famous Speenhamland 
Act. Speenhamland is a village in Berkshire County, England, where in 
1795, in response to an extended harvest failure and downturn in the 
world market, the magistrates adopted a policy to support the wage 
levels of agricultural laborers using a schedule that linked the amount 
of “poor relief” to the size of the family and the cost of bread. Under 
the Old Poor Laws dating back to 1563, local parishes were the basic 
administrative unit. Although they were required to provide assistance 
to their indigent parishioners, there was considerable local discretion 
over the precise rules, forms of assistance, and degrees of generosity.

Responding to the acute distress in 1795, the Speenhamland policy 
represented an attempt to rationalize the system by creating some degree 
of uniformity in relief practice. In practice, the new policy was actually 
implemented in a limited number of counties in the south of England. 
Nevertheless, the Speenhamland Act was blamed by a chorus of Poor 
Law opponents as being responsible for what was claimed to be a wide-
spread collapse in rural wages and rural productivity that occurred in 
the 1810s and 1820s. (The argument by which a form of social assis-
tance came to be blamed for creating the very poverty it was meant to 
alleviate is also the central topic of Chapter 6 on the “perversity thesis”). 
Critics of the Old Poor Laws insisted that the only solution was to abol-
ish the Speenhamland system and all forms of “outdoor relief”—assis-
tance that allowed the indigent to continue to live in their own houses 
while receiving assistance. Their solution was to abolish the old system 
completely and universalize the work house, in which the indigent and 
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“able-bodied” workers, both men and women, would be required to do 
menial and demeaning labor in exchange for meals and forced lodging.

In 1834, the radical anti-welfare forces were victorious in abolishing 
the Old Poor Law and substituting the “Poor Law Amendment Act” or 
“the New Poor Law.” This widely unpopular national legislation, among 
the very fi rst passed by the newly reformed 1832 Parliament (now fi lled 
by representatives of newly enfranchised business interests), created a 
national system of poor houses that were administered centrally by a 
Poor Law Board based in London. Polanyi analyzed the New Poor Law 
as ushering in a fully modern labor market, the kind envisioned by the 
classical economists in which working people had no choice but to obey 
the signals of the labor market regardless of how degraded the working 
conditions or how debased the compensation. Polanyi stresses the role 
of government coercion in making the dreadful and degrading experi-
ence of the work house the only alternative to starvation. Only then 
did the English poor fi nally accept the working conditions of the “dark 
Satanic mills” of early industrialism.

Speenhamland and the Poor Laws—Old and New—loom so large in 
Polanyi’s account because their history provides powerful evidence that 
economic arrangements are neither natural nor autonomous, but they 
are deeply embedded within the state’s exercise of power and authority. 
In Chapter 5 we support the basic thrust of his argument about the 
underlying intentions of those who pushed the New Poor Law through 
Parliament, as well as its enormous signifi cance in shaping the modern 
industrial order. But we also directly challenge his interpretation of the 
Speenhamland period overall. Polanyi may simply have put too much 
stock in the “evidence” supplied by the now thoroughly discredited 
1834 Report on the Poor Law.

The Continuing Power of the 
Perversity Narrative (Chapter 6)

The campaign against the Old Poor Law relied heavily on what we call 
“the perversity narrative”—the claim that policies meant to assist the 
rural poor were, in fact, responsible for their poverty. Remarkably, the 
very same arguments used against the Old Poor Law—that poverty is 
caused by welfare, rather than vice versa—were revived by conservatives 
in the United States in the 1980s and played a central role in bringing 
about the end of “welfare as we know it” in legislation passed in 1996. 
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Adopting the language of Albert Hirschman (1991), we label these argu-
ments as the “perversity thesis” and explore its astonishing revival after 
200 years of history. This presents a compelling puzzle: since we usually 
assume that dominant ideas are those perceived to best make sense of 
current issues, such continuity across vast swaths of time and space is 
diffi  cult to reconcile with the ways in which we think about the contex-
tual importance of policy debates and infl uential ideas.

A central aspect of Polanyi’s critique of the economistic fallacy is his 
argument that the classical economists were mistaken or misleading in 
both their understanding of human beings (ontology) and their theory 
of knowledge (epistemology). Polanyi is explicit in arguing that these 
mistakes were incorporated into the fabric of mainstream economics 
and continued to have negative consequences well into the twentieth 
century. GT draws attention to what we call the “naturalistic fallacy” 
of classical political economy—the belief that society is governed by the 
same laws that govern nature and the physical world. We term this idea 
“social naturalism” and show how important a role it plays in the initial 
formulation of the perversity thesis in Malthus’s famous Essay on the 
Principle of Population.

In that essay, Malthus begins by asserting that human population 
tends to grow geometrically while agricultural output grows only arith-
metically, so societies are in constant danger of outgrowing the food 
supply. This is precisely why, according to Malthus, poor relief is so 
destructive; it encourages (incentivizes, in today’s language) the poor to 
have children even when they lack the resources to provide for their off -
spring through their own labor. The central moment in Malthus’s argu-
ment comes when he proposes a “thought experiment” of what might 
happen if the system of poor relief were eliminated from one day to the 
next. He foretells that the poor would quickly see the folly of having 
children that they are not able to provide for, and society would quickly 
move back to the lost “state of nature” when those without resources 
responsibly postponed sex and marriage until they had accumulated a 
suffi  cient stake to provide for their children. At that point, population 
and food supply would again be in balance.

But while Malthus is justly celebrated for placing the ratio of popu-
lation growth to food supply on the agenda of the social sciences, his 
reliance on social naturalism and the “biological” essence of human 
beings makes this part of his argument highly problematic. While it is 
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true that human societies have long struggled with the balance between 
resources and population growth, Malthus simply invokes an imaginary 
state of nature and biology to solve the problem. Moreover, he ignores 
the variety of social mechanisms that societies have used to manage pop-
ulation growth and to augment the supply of food. The reality is that the 
reproductive practices of both the rich and the poor are also embedded 
in social arrangements and are not governed directly by nature or by 
economic incentives.

At the same time, that Malthus had to resort to a thought experiment 
to clinch his argument against poor relief demonstrates the epistemolog-
ical shortcomings of classical political economy. We term this approach 
to knowledge theoretical realism—a philosophical precept that rejects 
empirical evidence as the primary condition for positive knowledge. It 
instead uses theory to deduce that hidden forces and properties are the 
causal mechanisms that underlie social processes that are the real foun-
dations for knowledge. Malthus and Ricardo developed their theories 
in the shadow of Newton’s discovery of the unseen underlying laws of 
motion that explained the movements of the planets. For the economists, 
the market-induced balancing of supply and demand and the diff erential 
growth of population and food supply were equivalent unobservable 
laws that account for the “natural” movement of self-regulating markets 
to equilibrium.

The critical diff erence between physics and economics, of course, is 
that the stable trajectories of the planets can be observed and carefully 
measured. Physics is indeed a science. By contrast, the assertion that there 
is an underlying movement of self-regulating economies towards equi-
librium is not based on empirical observation; it is simply a methodolog-
ical axiom. Absent empirical evidence, however, their basic assumptions 
about how economies work can be neither falsifi ed nor confi rmed—thus 
conveniently insulating them from standard social science scrutiny. No 
matter; both classical political economy and modern economics are built 
on top of this nonempirical “as if” axiom. Polanyi’s ideas help us to see 
that particular market arrangements are not just socially and politically 
embedded; they are also embedded in ideas, a phenomenon we dub ide-
ational embeddedness. When free market advocates mount their argu-
ments against welfare spending or for tax cuts that benefi t the wealthy, 
they are seeking to embed economic practices within a worldview that 
rests on social naturalism and theoretical realism.
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The Contradictory Relationship between 
Big Business and the State (Chapter 7)

In Polanyi’s historical account, big businesses and corporations are fre-
quently caught between their ideological support for the free market 
and their practical need for ever greater government action to organize 
and stabilize markets. This can be seen as another face of the tension 
between regulation and deregulation. Businesses often defi ne as regula-
tion only those government rules that they feel unfairly limit their abil-
ity to shift costs onto others. Eliminating such rules is characterized as 
deregulation or the act of restoring markets to their natural prepolitical 
condition. As we suggested above, however, these fi rms actually demand 
as many—albeit diff erent and more advantageous—rules and regula-
tions that are pro-business. The diff erence is not the fact of regulations; 
it is what they are called, what their eff ects are, and who they benefi t. 
Rather than describing these business-friendly laws and policies as regu-
lations, free market dogmatists characterize them as part of the natural, 
right, and proper workings of the free markets. Classic examples are 
the rules protecting intellectual property rights, including patent laws, 
copyright, and protection of trade secrets. These are all very specifi c 
historical creations that have been continuously modifi ed and changed 
over time through administrative actions, judicial rulings, and new laws. 
Most recently, the digitization of information required major shifts in 
the legal regime to protect ownership rights in the strings of zeroes and 
ones that form software programs, as well as music and videos. The 
Disney Corporation has taken advantage of these recent legislative ini-
tiatives to extend the duration of copyright protection so that Mickey 
Mouse and Donald Duck are still protected more than eighty years after 
their initial creation.

But when Disney profi ts from the extension of copyright protection 
or a pharmaceutical company takes advantage of a government-granted 
monopoly to sell a particular medication for twenty years, they do not 
describe this as a government “intervention” or “regulation.” On the 
contrary, government is depicted as simply validating the fi rm’s legiti-
mate right to draw profi ts from its very substantial research and devel-
opment eff ort. Even when the fi rm has licensed the particular technology 
for a nominal fee from a government research laboratory that is legally 
prohibited from commercializing its own discoveries, it still insists that 
a government-granted monopoly is a legitimate and necessary way to 
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incentivize the fi rm to oversee the costly clinical trials that are a prereq-
uisite for approval to market the new medication.

This is a great deal more than hypocrisy—although it is that, to be 
sure. More fundamentally, it is a denial of the fact that in all contem-
porary market societies, large corporations are always heavily depen-
dent on government in a wide variety of ways. They need government 
contracts, government help with their research and development eff orts, 
government protection of their intellectual property, government sup-
port when they run into problems overseas, and so on. But the business 
sector also worries that this dependence makes it vulnerable to govern-
ment pressure to accept policies and limitations on their actions that 
they fi nd burdensome. In some places, and with varying degrees of inten-
sity, fi rms deliberately embrace the ideology of the free market as a way 
to push back and resist those initiatives of government that they do not 
like. This strategy has been pursued with particular intensity by business 
fi rms in the United States.

The Reality of Society: The Need to Subordinate 
the Economy to Democratic Politics

Even while emphasizing the “stark utopianism” of the self-regulating 
market, Polanyi’s most passionate argument against free market ideol-
ogy is based on the limits it places on the scope of democratic politics. 
The hegemony of a self-regulating economy free of government “med-
dling” is, in the end, an assertion that the preferences of voters in dem-
ocratic politics must be ignored when they confl ict with the logic of 
a self-correcting market economy. And, in fact, free market theorists 
such as Milton Friedman and Paul Weyrich have argued explicitly for a 
legal framework that would prevent voters from taking any actions that 
“undermine” the autonomous economy. Just as the Supreme Court peri-
odically strikes down a piece of Congressional legislation for violating 
the system of rights guaranteed in the Constitution, free market ideo-
logues want a set of institutions that will similarly overrule any decisions 
that interfere with what is not by accident called free enterprise.

One of these institutions has been well established in many nations—
an independent Central Bank that is autonomous from the Executive 
Branch and that is supposed to set monetary policy strictly by economic 
rather than popular democratic criteria. While the United States passed 
legislation that instructs the Federal Reserve Bank to pursue both price 
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stability and full employment, Federal Reserve Chairs usually focus sin-
gle-mindedly on price stability and the smooth functioning of fi nancial 
markets. They occasionally give lip service to the goal of full employ-
ment, but they are eff ectively insulated from the economic preferences 
of the electorate.

But even this is not enough for free market intellectuals and activ-
ists. They also want to erect barriers so that taxes or spending cannot 
be increased by simple democratic majorities. They advocate requiring 
supermajorities, such as the two-thirds vote in both houses of the legisla-
ture that California required for approval of its state budget from 1933 
to 2010 and which it still requires for increases in taxes. In fact, conser-
vatives have been fi ghting for years for a Balanced Budget Amendment 
to the U.S. Constitution that would prohibit even large majorities in the 
Congress from authorizing any defi cit spending, unless the defi cit results 
from tax cuts that benefi t the very rich. Similarly, free market theorists 
have sought to erect higher barriers to the legislative enactment of regu-
lations on business activity.

Polanyi saw this institutionalized distrust of democratic politics by 
advocates of the free market as a profound threat to democracy. If the 
political system is rigged so that the people cannot win the protections 
from the market that they need, then they will turn against that system. 
Indeed, this is precisely the dynamic that destroyed democracy in many 
countries of Europe in the 1920s and 1930s. In fact, Polanyi’s view was 
that his free market antagonists in Vienna, Von Mises and Hayek, had 
paved the way for the rise of fascism by preaching that popular pref-
erences on economic matters should be ignored. In Polanyi’s view, the 
way to preserve democratic institutions is to extend their infl uence over 
economic decisions. Precisely because he saw the autonomous economy 
to be a fi ction, he had little concern that an expanded government role 
in providing services and regulating private business would destroy 
the market. On the contrary, his experience of municipal socialism in 
Vienna had persuaded him that businesses could prosper in a polity that 
was responsive to the needs of working people.

To be sure, Polanyi recognized that democratic institutions are inher-
ently imperfect; voters will periodically elect people who promise things 
that are neither possible nor desirable. But the solution to the problems 
of democracy is more democracy, not less. Leaders who claim they will 
deliver the unattainable can be voted out of offi  ce at the next election 
or brought down by a parliamentary vote of no confi dence. Similarly, 
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government enactments that are economically destructive will later be 
reversed as voters recognize that taxes have been pushed too high or that 
certain government programs are overly generous. In Polanyi’s view, 
while democracy is imperfect, along with constitutional rights it remains 
the core mechanism we have for protecting human freedom.
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2
Common Property: What Is It, What Is It
Good for, and What Makes It Work?

Margaret A. McKean

For more than a decade now, I have been involved in the study of com-
mon-property regimes for forests and other natural resources—or what
might be described as institutional arrangements for the cooperative
(shared, joint, collective) use, management, and sometimes ownership of
natural resources. Given this definition, common-property regimes
should range from communal systems of resource use among hunter gath-
erers, to mixed systems of, for example, communal woodland with indi-
vidually owned arable fields, all the way to gigantic collective farms in
socialist economies, and even, for that matter, to community and other
broadly shared rights to regulate the environmental consequences of indi-
vidual behavior in industrial economies. However, although policymak-
ers have picked up on the importance of property rights in affecting
environmental outcomes, they are currently designing radical changes in
property-rights arrangements in transitional economies with virtually no
knowledge of the specifics of what we are learning about common-
property regimes for natural resources.

Privatization of property rights is a global fad right now: privatization
of public enterprise in capitalist countries, decentralization of control
over public enterprises (that nonetheless remain publicly owned) in so-
cialist countries, and privatization of property rights in general in post-
socialist countries. In the developing world (which is largely capitalist),
there is also great enthusiasm for the privatization of traditional commu-
nity lands and some government-owned lands. I am in basic agreement
with the objectives of this conversion: to increase efficiency (when is wast-
ing human effort or natural resources ever justifiable?), to enhance the
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incentives for investment, and, most crucially in the case of environmental
resources, to create the incentive for resource protection and sustainable
management. But at the same time, I fear that this privatization, particu-
larly of forest resources, is being conducted without sufficient consider-
ation of such issues as these:

• In whom (to individuals or to groups, to how many persons, to which
persons, with what distributional consequences) should property rights
be vested?
• Which rights should be transferred—full ownership with rights of
transfer, or just use rights?
• What kinds of resources should be privatized? Are all objects equally
divisible? Should ecosystem boundaries matter?

This chapter responds to these questions by exploring what common
property is, then itemizing some of the potential advantages of using
common-property regimes to govern and manage environmental re-
sources in general and forests in particular, and concluding with a short
summary of what we already know about the attributes of successful
common-property regimes.

Definitions

Common-Pool Resources
Before one can talk about what value may be derived from common-
property arrangements, we need to define terms, particularly because of
the long history of confusing and conflicting usage in this field. Our first
task is to distinguish between types of goods (see table 2.1). Common-
pool resources are goods that can be kept from potential users only at
great cost or with difficulty but that are subtractable in consumption and
can thus disappear. If we devise no way to exclude noncontributing bene-
ficiaries from common-pool resources, these resources are unlikely to
elicit investments in maintenance or protection, as is also true of pure
public goods with which they share this trait of nonexcludability.
Common-pool goods are also subtractable in consumption (like private
goods), which means they can be depleted. Without institutional mecha-
nisms that address excludability and subtractability, then, common-pool
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Table 2.1
Type of good, by physical characteristics

Exclusion Difficult or
Exclusion Easy Costly

Subtractable (rivalrous Private goods (trees, Common-pool goods
in consumption) sheep, fish, chocolate (forest, pasture, fish-

cake) ery, any environmental
sink over time)

Nonsubtractable (non- Club or toll goods Pure public goods
rivalrous in consump- (Kiwanis club camara- (defense, TV broad-
tion) derie, festive atmo- casts, lighthouse

sphere at a party) beams, an environmen-
tal sink at a given
instant, a given level of
public health, a given
level of inflation)

resources are essentially open-access resources available to anyone—very
difficult to protect and very easy to deplete.

Many goods once described as pure public goods (nonsubtractable in
consumption) in economics textbooks—air, water, roads, bridges—
really are not pure public goods at all. They are, in fact, subject to crowd-
ing, wear, and depletion. Although a great deal of theoretical work and
experimental economics have been done on pure public goods, the truly
problematic category, into which natural resource systems and environ-
mental resources fall, is common-pool goods. There is some risk that we
might extract overly optimistic lessons from theoretical and experimental
work that actually concerns nondepletable pure public goods. Fortu-
nately, new game-theoretic and experimental work based on common-
pool goods is also being done (see Ostrom, Gardner, and Walker, 1994).

Common-Property Regimes
The nature of a good is an inherent physical characteristic, not susceptible
to manipulation by humans.1 But property institutions are human inven-
tions. There is tremendous confusion in the historical use of the term
common property, as we will see below, but I use it to refer to property
(not nonproperty) that is common, or shared. Thus a common-property
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regime is a property-rights arrangement in which a group of resource
users share rights and duties toward a resource.

Oddly, the term common property seems to have entered the social
science lexicon to refer not to any form of property at all but to its ab-
sence—nonproperty or open-access resources to which no one has de-
fined rights or duties (Gordon, 1954; Scott, 1955; Demsetz, 1967;
Alchian and Demsetz, 1973). The inefficiencies and resource exhaustion
to which open-access arrangements are prone are well known.2 Open ac-
cess is an acceptable method for resource management only when we
need not manage resources at all: when demand is too low to make the
effort worthwhile. In a common-property arrangement, on the other
hand, particular individuals share rights to a resource. Thus there is prop-
erty rather than nonproperty (rights rather than the absence of rights),
and these are common not to an infinite all but to a finite and specified
group of users. Thus common property is not access open to all but access
limited to a specific group of users who hold their rights in common
(Runge, 1981, 1984, 1992; Bromley and Cernea, 1989; Bromley et al.,
1992). Indeed, when the group of individuals and the property rights they
share are well defined, common property should be classified as a shared
private property—a form of ownership that should be of great interest
to anyone who believes that private property rights promote long time
horizons and responsible stewardship of resources.

Goods, Rights, and Owners
I am convinced that part of our confusion in usage of terms is semantic:
we use the same pair of adjectives, public and private, as labels for three
different pairs of things. We use them to distinguish between two different
kinds of goods (public goods and private goods), between two different
kinds of rights (public rights and private rights), and between two differ-
ent kinds of bodies that may own things (public entities or governments,
and private entities or firms and individuals). Economists have for de-
cades agreed that the privateness of a good is a physical given having to
do with the excludability and subtractability of the good and that these
two attributes of a good are crucial to understanding what humans can
and cannot do with different kinds of goods. This definition of goods,
creating the four-way typology shown in table 2.1, goes virtually unchal-
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lenged, although it is sometimes forgotten or misused.3 The privateness
of a right refers to the clarity, security, and especially the exclusivity of
the right: a fully private right specifies clearly what the rights-holder is
entitled to do, is secure so that the holder of the right is protected from
confiscation by others, and is exclusively vested in the holder of the right
and definitely not in nonholders of the right. It is important to note here
that the privateness of a right has to do with the right and not the entity
holding it; there is no requirement that this entity be a single individual.
Finally, the privateness of a body has to do with its representational
claims, in that a public body claims to represent the general population
and not just one interest within that population, whereas a private body
represents only itself.4

This confusion of the publicness and privateness of goods (a natural
given), rights (an institutional invention), and owners of rights (entities
that make different representational claims) has led to serious errors.
First, we get goods and owners mixed up, falling very easily into the habit
of thinking (1) that public entities own and produce public goods while
private entities own and produce private goods and (2) that anything
produced by government is a public good and anything produced by pri-
vate parties is a private good. In fact, of course, there is no intellectual
reason for this simple pairing off. Public entities are perfectly capable of
producing private goods, and private entities occasionally produce public
goods (though not often intentionally). Second, we get goods and rights
mixed up and often attempt to create public rights in private goods and
private rights in pure public goods or common-pool goods, with tragi-
comic effects (such as awarding an infinite number of rights to an ex-
haustible resource or awarding exclusive rights to resources that cannot
be exclusively held). Third, we get rights and owners mixed up, thinking
that private entities hold private (exclusive) rights and public bodies hold
public rights. In fact, public rights (rights of access and use that do not
include the right to exclude others from such use) are generally held by
private entities because public bodies have awarded such rights to citi-
zens. Similarly, public bodies hold both public rights (say, the use of an
assembly hall or a courtroom that is also open to all citizens as observers)
as well as private rights (say, to the use of individual legislator’s offices,
staff, and equipment).
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Why should we care about getting the privateness and publicness of
goods, rights, and owners straight? Is this simply a theoretical issue to
keep scholars busy, or are there practical implications? Not surprisingly,
this chapter argues that there are serious practical consequences that
make definitional clarity worthwhile. First, in examining privateness and
publicness of goods we slip easily into thinking that this dyad of private
goods and public goods is complete when it is not. In fact, since we know
that private goods are not problematic (they get produced in just the
quantities we want, and efficiently too, and they are subject neither to
nonprovision nor to depletion), this dyad would lead us to conclude that
all of our problems arise from pure public goods. The omission of
common-pool goods from the public-private dyad is dangerous because
it is in precisely the overlooked but growing class of common-pool goods
that almost all environmental resources fall. Second, in separating goods
from property rights we can improve the match or fit between property
rights and goods, improving our ability to provide and maintain com-
mon-pool goods. People could bullheadedly insist on creating fully indi-
vidualized and parceled private property rights on common-pool
resources and end up with management problems because they do not
acknowledge the interactive features of natural production on these kinds
of resources. Conversely, people could also decide, possibly for reasons
of ideology or romantic nostalgia, to create common-property regimes
to govern perfectly private goods that require no coordination among
persons for their management. Third, and quite irksome to me, if we fail
to sort out the publicness and privateness of owning entities, we risk
falling into the simplistic and the sloppy habit of thinking that only
individual persons can be private entities capable of owning private
property and overlook the possibility that groups of individuals can be
private organizations whose individual members share private rights.
Definitional clarity is a prerequisite for understanding how a group of
individuals might be a private owner that can share property rights and
thus create a regime of common property rights for managing common-
pool goods. It is a foundation on which we can begin to detect the circum-
stances in which common-property arrangements are appropriate, desir-
able, and even in some situations utterly essential to sound resource
management.
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Most of the permutations and combinations of resource types,
property-rights types, and rights-holders theoretically exist. Surprisingly,
there is very little agreement about which of these combinations and per-
mutations are wise or efficient. There is overwhelming consensus on per-
haps only two points about the appropriate combination of property
rights and goods: (1) that private goods are best held as private property
and (2) that private property is an inadequate arrangement for public
goods and bads (that is, where we have positive or negative externalities).5

There is also consensus, though weaker, on the inefficiencies due to prin-
cipal-agent problems and rent-seeking that inevitably follow from vesting
ownership in any entity other than a single individual with a central ner-
vous system. Thus, there is considerable controversy over when it im-
proves matters (whatever the criterion for improvement that one chooses)
to vest ownership in public entities or collectivities. And we are left with
a gnawing problem. What kind of property-rights arrangement do we
design when we know that simple individual private property is inade-
quate, when there are externalities, and when we are concerned with pure
public goods and common-pool goods? These are not problems we can
ignore: human beings want public goods and common-pool goods and
deserve to have them efficiently provided, and natural-resource systems
on which we depend utterly are, like it or not, common-pool resources.

Because of the errors itemized above, the campaign to ‘‘privatize’’ ig-
nores the nature of the goods or resources involved and confuses owners,
rights, and goods with each other. By assuming that many of these re-
sources are problematic ‘‘public goods’’ and therefore need ‘‘converting’’
into nonproblematic ‘‘private goods’’ (the only other class of goods they
may recognize), the privatizers often imagine that they can change the
nature of the good. Instead, of course, they should recognize the nature
of the good as a given and recognize that what humans can manipu-
late are systems of rights and the identity of owning entities. Failing to
recognize the nature of common-pool resources, privatizers too readily
campaign on behalf of chopping up natural resource systems into
environmentally inappropriate bits and pieces and of awarding rights in
the bits to individuals—rather than maintaining resource systems as pro-
ductive wholes and awarding rights to groups of individuals (private
groups of private individuals). The danger of this fuzzy thinking—
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collapsing goods, rights, and owners into a single blur, and imagining
that private goods/rights/owners and public goods/rights/owners sub-
sume the universe of possibilities—is that we have no adequate way to
recognize or classify common-property regimes for common-pool goods,
we misdiagnose the cause of our difficulties as the failure to force all
goods to be private goods, we destroy functioning common-property re-
gimes that already exist, and we fail to create them where they should
be considered. These misunderstandings have produced tragic conse-
quences in the handling of forests, which are themselves common-pool
resources but also produce many extractable common-pool goods as well,
and where inappropriate experimentation in property-rights arrange-
ments has led to much undesirable deforestation throughout the world.
The rest of this chapter applies these definitions and cautionary notes to
an analysis of forests as common-pool goods (neither private goods nor
pure public goods) and the common-property regimes (systems of shared
private rights owned by private entities) that have been and can still be
devised to manage them.

Common-Property Regimes: Problem or Solution?

Common-property regimes, used by communities to manage forests and
other resources for long-term benefit, were once widespread around the
globe. Some may have disappeared naturally as communities opted for
other arrangements, particularly in the face of technological and eco-
nomic change, but common-property regimes for forests seem in most
instances to have been legislated out of existence. This happened several
different ways: where common-property regimes, however elaborate and
long-lasting, had never been codified, they may simply have been left out
of a country’s first attempt to formalize and codify property rights to
forests (as in Indonesia, Brazil, and most of sub-Saharan Africa). Where
common-property regimes had legal recognition, there may have been in
essence a land reform that transferred all such rights to particular individ-
uals (as in English enclosure) or to the government itself in a massive
nationalization of forests, or both (as in India and Japan).

Among the many justifications usually advanced for eliminating com-
munity ownership of forests was the argument that individual or public
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ownership would offer enhanced efficiency in resource use and greater
long-term protection of the resource. But in many instances around the
world today, it is apparent that the arrangements that emerged to replace
common-property regimes are ineffective in promoting sustainable re-
source management. Where people still live near the forests that their
lives depend on, the transfer of their traditional rights into other hands
does not simultaneously transfer the physical opportunity to use these
resources. The people who live nearest these forests still have ample op-
portunity to use them, but when they lose secure property rights in the
resources to others, they also lose any incentive they might have felt in
the past to manage these resources for maximum long-term benefit. Now
they might as well compete with each other and new users and claimants
in a race to extract as much short-term benefit from the resource as possi-
ble. Thus in many instances, the transfer of property rights from tradi-
tional user groups to others eliminates incentives for monitoring and
restrained use, converts owner-protectors into poachers and thus exacer-
bates the resource depletion it was supposedly intended to prevent. We
have seen this sequence repeated wherever common-property forests have
been nationalized: India and Nepal offer acute cases, but this is also true
in sub-Saharan Africa and even in Meiji Japan. Thus, there is renewed
interest now both in the lessons to be learned from successful common-
property regimes of the past and present (see McKean, 1992a, 1992b;
Netting, 1981; Berkes, 1992; Agrawal, 1994; Blomquist, 1992; Ostrom,
1986; and Thomson, 1992) and in the possibility of reviving community
ownership or management as a practical remedy where appropriate.

Far from being quaint relics of a hunter-gatherer or medieval past,
common-property regimes may be what we need to create for the man-
agement of common-pool resources, at least if we can identify the factors
and conditions that lead to successful regimes. Sharing rights can help
resource users get around problems of exclusion. They can patrol each
other’s use, and they can band together to patrol the entire resource sys-
tem and protect it from invasion by persons outside of their group. Insti-
tutional solutions for the exclusion problem, then, begin to solve the
problems of provision and maintenance. The property rights in a
common-property regime can be very clearly specified, they are by defini-
tion exclusive to the coowners (members of the user group), they are
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secure if they receive appropriate legal support from governments, and
in some settings they are fully alienable.6

Scholars who have designed taxonomies to point out the difference
between open-access arrangements (no arrangements, rules, or property
rights at all) and common property usually distinguish four ‘‘types’’ of
property: public (state-owned), private, common, and open access
(Berkes et al., 1989; Feeny et al., 1990; Bromley and Cernea, 1989; and
Ostrom, 1990). Although it is extremely important to recognize that
common-property regimes are not open access, this four-way taxonomy
unfortunately creates the regrettable impression that common property
is not private property either and does not share in the desirable attributes
of private property. I think it is extremely important to point out here
that common property is shared private property and should be classified
just as we classify business partnerships, joint-stock corporations, and
cooperatives.

Sharing private property does have its weaknesses: all arrangements
of shared private property, from firms to resource cooperatives, contain
internal collective-action problems because they are comprised of more
than one individual owner. Just as there can be shirking and agency prob-
lems in a firm, there can be temptations inside a common-property regime
to cheat on community rules. But there are productive efficiencies to be
captured through team production that may be larger than losses due to
shirking, making centralized or large-scale forms of production like the
firm worthwhile anyway. Similarly, there may be gains from joint man-
agement of an intact resource that can outweigh losses due to cheating (or
the cost of mechanisms to deter cheating) in a common-property regime
(Coase, 1937; Miller, 1993).

Advantages of Common-Property Regimes

Once we understand the difference between goods and property rights
(discussed above), we can understand common-property regimes as a way
of privatizing the rights to goods without dividing the goods into pieces.
Common property arrangements offer a way of parceling the flow of
skimmable or harvestable ‘‘income’’ (the interest) from an interactive re-
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Table 2.2
Stock and flow attributes of property-rights regimes

Individual Common Public
Property Property Property
Rights Rights Rights

Rights to flow Parceled Parceled Intact

Rights to stock Parceled Intact Intact

source system without parceling the stock or the principal itself. Many
natural resource systems can be far more productive when left intact than
when sliced up, suggesting that they should be managed as intact wholes,
or certainly in large swathes, rather than in uncoordinated bits and pieces.
This is particularly true of forest ecosystems. Inherent in this basic charac-
teristic of common property—the combination of individually parceled
rights to flow with shared rights to an intact stock—lies the explanation
for its appearance among human institutions. Historically, we find
common-property regimes in places where a resource production system
gets congested (demand is too great to tolerate continuing open access
nonmanagement) so property rights in resources have to be created, but
some other factor makes it impossible or undesirable to parcel the re-
source itself (see table 2.2).

Indivisibility
Some resources have physical traits that literally prevent parceling; the
production system may simply not be amenable to physical division or
demarcation. Either the resource system cannot be bounded (the high
seas, the stratosphere), or the resources we care about are mobile over a
large territory (air, water, fish, wildlife, plant species that propagate at
great distances). Land, particularly forests, may seem much more divisible
(and fenceable) at first glance than other kinds of resource systems, but
in fact forests may cease to produce some of the products and benefits
we want from them if we try to divide them into smaller parcels. For
instance, plant species in biodiverse forests that yield fruits, nuts, gums
and latex, fuelwood, timber, wildlife, and other products often depend
on animal hosts for dispersal of seed and obtain protection against disease
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through this dispersal; these respond poorly to monoculture plantations
that could be managed in smaller units. Perhaps more important and less
manipulable by humans, where forests are being managed not only for
products that can be taken from them but also for their value in pro-
tecting water, soil, and local climate, forests need to be managed in large
units at least the size of watershed basins. Resource systems like these
have to be managed in very large units. Humans have only recently ac-
quired interest in biodiversity, but leaving natural systems unparceled and
managing them in large units multiplies the biodiversity provided, some-
times exponentially, compared to managing the same acreage in sepa-
rated parcels.

Uncertainty in Location of Productive Zones
In fragile environments, nature may impose great uncertainty on the pro-
ductivity of any particular section of a resource system, and the location
of the unproductive sections cannot easily be predicted from year to year,
but the ‘‘average’’ or ‘‘total’’ productivity of the entire area may be fairly
steady over the years. Management efforts focused on the entire system
are not plagued with uncertainties and may therefore be quite successful.
In this situation, the resource system holds still and may even have fairly
obvious outer boundaries, but the productive portions of it do not hold
still. This is a feature of arid forests, where nature imposes compulsory
fallowing by randomly rendering certain portions of them unproductive.
But it can also be true of particular production species found in rich
moist forests as well, where trees used for their fruit, nuts, bark, or latex
can be tapped sustainably only if they are allowed to ‘‘rest’’ between
harvests, and thus the location of harvesting must move. In such for-
ests, resource users may well prefer to share the entire area and decide
together where to concentrate use at a particular time, rather than
parceling the area into individual tracts and thereby impose the risk of
total disaster on some of their members (those whose parcels turn out
to be bad ones that year). Creating a common-property regime is a
way of acknowledging that this risk is substantial and sharing it rather
than imposing all of the risk, randomly, on some particular users each
year.
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Productive Efficiency via Internalizing Externalities
In many resource systems—hilly ones, for instance—uses in one zone
immediately affect uses and productivity in another: deforesting the hill-
side ruins the water supply and downhill soil quality and may also have
a negative impact on adjacent patches of surviving forest as the water
table drops. If different persons own the uphill forests and the downhill
fields—or, for that matter, small adjacent patches of forest and pasture—
and make their decisions about resource use independently and sepa-
rately, they may well cause harm to each other that requires numerous
one-on-one negotiations to alleviate (Coase, 1960). An institutional alter-
native to this series of bilateral exchanges is to create a common-property
regime to make resource-management decisions jointly, acknowledging
and internalizing the multiple negative externalities that are implicit in
resource use in this setting. People who use a common-property regime
to manage their uphill forests all share ownership of the upland forests,
restrain timbering to prevent soil erosion and damage to fields below, and
earn more from their downhill farms than they sacrifice by not cutting as
much uphill timber or fuelwood. Just as a Coaseian exchange permits
people to enhance their joint efficiency by dealing directly with an ex-
ternality, so joint resource management through common-property
regimes may enhance efficiency by internalizing what would have been
externalities in a system of individual woodlots. Common-property re-
gimes may become desirable when more intensive resource use multiplies
Coaseian considerations due to externalities between parcels. There is
probably some threshold at which economies of scale in negotiating take
over, and collective decision making, collective agreement on fairly re-
strictive use rules, and collective enforcement of those rules become easier
(less time, lower transaction costs for the owners) than endless bilateral
deals.

Administrative Efficiency

Even if resources are readily divisible into parcels, where nature is uni-
form in its treatment of different parcels so that risk and uncertainty are
low, and where intensive independent use of adjacent parcels does not
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produce problematic externalities (perhaps this forest is on flat land, as
in the margins of African savanna or sparsely vegetated dry forests), the
administrative support to enforce property rights to individual parcels
may not be available. The society may be too poor to support a large
court system to enforce individual land titles, and even cheap fencing
would be expensive by this society’s standards. Creating a common-
property regime here is a way of substituting collective management
rules—which function as imaginary fences and informal courts internal
to the user group—for what is missing. It is cheaper in these circum-
stances, and it is within the power of a group of resource users to create
(even if they cannot create a nationwide system of courts and cannot
afford barbed wire). Common-property regimes can be particularly at-
tractive in providing administrative efficiency when resource manage-
ment rules can simply be grafted onto the functions of a preexisting
community organization.

In many situations, particularly where people are interested in making
good use of a resource system capable of generating multiple products,
more than one of these conditions applies. All around the world we have
such situations: ecologically fragile uplands that make vital contribu-
tions to the livelihoods of poor people. The reasoning above would in-
dicate that common property may be the most efficient form of property
institution for such situations. We do seem to be increasingly willing
to understand that nomadic pastoralism or agropastoralism based on
common-property arrangements are the most productive use of arid lands
that can support limited and occasional grazing and temporary cultiva-
tion but nothing else. The poor soils of the African continent, a geologic
misfortune not likely to be remedied by humans,7 may not tolerate much
agricultural intensification and may need, in the long run, to be man-
aged in large units with long fallowing periods. Indeed, the traditional
common-property arrangements used for agroforestry in some areas of
sub-Saharan Africa intentionally created forest ‘‘islands’’ as a way to im-
prove soil for future cultivation (Cline-Cole, 1996; Fairhead and Leach,
1996). These long-term sequences of forest and fallow are a situation for
which common property is very well suited.

Even in forest and other resource systems that seem eminently divisible,
where risk and uncertainty are low and uniform across the resource
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system, where externalities seem minor or manageable through individual
contracting, and where administrative support for individually owned
parcels is ample, there may be reasons to maintain common property at
least at some level. Natural resource systems are fundamentally interac-
tive—forests provide watershed control, species are interdependent in
ways we are often unaware of, and so on—and may well be more produc-
tive in large units than in small ones. To optimize the productivity of
their own parcel, owners of individual parcels may want to guarantee
that owners of adjacent parcels stick to compatible and complementary
uses on their parcels, maintain wildlife habitat and vegetative cover in-
tact, allow wildlife transit, refrain from introducing certain ‘‘problem’’
species, and so on. In effect, owners of individual but contiguous parcels
may have an interest in mutual regulation of land use—the equivalent of
zoning.8

To review then: private property rights in resources evolve only when
demand for those resources makes the extra effort of defining and enforc-
ing property rights worthwhile—that is, when resource use intensifies
beyond some point. These may take the form of common property
rights—individually owned rights to flow based on shared rights to
stock—when it is impossible, undesirable, or very expensive to divide the
stock (the resource base or production system) into parcels. A common-
property regime consists of joint management of the resource system by
its coowners and is more likely to exist when the behavior of individual
resource users imposes high costs on other resource users—that is, as
mutual negative externalities multiply. Vesting clear, specific, secure, and
exclusive rights in private entities encourages investment and protection
of resources. Vesting those rights in large enough groupings of individual
resource users so that they can then coordinate their uses to match ecosys-
tem requirements internalizes environmental externalities.

Embedded in this observation is an important theoretical proposition.
That is, mutual regulation through the institutional equivalent of a
common-property regime is more desirable because of its capacity to cope
with multiplying externalities, as resource use intensifies and approaches
the productive limits of the resource system. Further, since it is people
who use resources, we should also find that common property becomes
more desirable—not necessarily more workable but more valuable and
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thus more worth trying—as population density increases on a given re-
source base. If human beings depend on extracting as much out of a re-
source system as the system can sustainably offer, then careful mutual
fine-tuning of their resource use becomes essential. Common-property
regimes are essentially a way to institutionalize and orchestrate this kind
of fine-tuning when resource systems are pushed to their limits.

Private property rights stimulate long-term planning, investment in the
productive quality of a resource base, and stewardship. Sharing these pri-
vate property rights is a way to solve some of the externality problems
that arise from population pressure and intensification of use. Too many
observers and policymakers today now throw up their hands in despair
when they see population pressure and resource depletion, condemn com-
mon property as quaint and unworkable, and recommend privatization.
But what they mean by privatization, as they use the term, is either an
outright award of the entire resource system to a single individual, with-
out regard to the political consequences of enraging all other former users
of the resource, or parcelization, rather than shared private property or
common property, which should be encompassed in the notion of
privatization.

The advocacy of ‘‘privatization,’’ then, tends to overlook what may,
in fact, be the most appropriate form of privatization in some instances. I
would argue that common-property regimes may be the most appropriate
things to create where resource systems are under both environmental
and population pressure, at least where prevailing cultural values support
cooperation as a conflict-solving device. Like individual parcelization,
common property gives resource owners the incentive to husband their
resources, to make investments in resource quality, and to manage them
sustainably and thus efficiently over the long term. But unlike individual
parcelization, common property offers a way to continue limited harvest-
ing from a threatened or vulnerable resource system while solving the
monitoring and enforcement problems posed by the need to limit that
harvesting. Sharing the ownership of the resource base is simply a way
of institutionalizing the already obvious need to make Coaseian deals to
control what are externalities for a parceled system and internalities for
a coowned intact system.
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Attributes of Successful Common-Property Regimes

The findings to date from many individual case studies of successful and
failed common-property regimes can be initially synthesized into a set of
broad policy recommendations related to the conditions that are associ-
ated with successful common-property regimes (based on Ostrom, 1990;
McKean, 1992b; and Ostrom, Gardner, and Walker, 1994).

User groups need the right, or at least no interference with their attempt,
to organize There is a stark difference between forest-user groups such
as those in Switzerland and Japan that have both legal standing as
property-owning entities and long-documented histories of community
resource management, and indigenous peoples from Kalimantan to Irian
Jaya to the Amazon, and from Zaire to India, who have practiced com-
munity resource management for decades or even centuries but have no
legal protection. As soon as products from the resource system become
commercially attractive, persons outside of the traditional user commu-
nity become interested in acquiring legal rights to the resource. If the
traditional users have those legal rights in the first place, then they essen-
tially have the commercial opportunities that their resources create. In
Papua New Guinea, for instance, where traditional community forest
rights are legally valid, portable sawmills used by villagers turn out to be
more economically efficient overall, and to bring more wealth into the
village, than timbering by multinational corporations. Where local com-
munities’ resource claims go unrecognized by national governments, the
best they can then hope for is that higher layers of government will over-
look them rather than oppose them. The farming villages of Andhra
Pradesh that use an open-field system to manage planting, harvesting,
grazing, and irrigation do so successfully only because and as long as the
state and national governments ignore them (Wade, 1992).

The boundaries of the resource must be clear It is easier to identify and
define both the natural physical boundaries for some resources (forests
are an obvious example) and the legal boundaries for a particular commu-
nity’s land than it is to define boundaries for, say, a highly mobile species
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of fish in the high seas. Once defined, these boundaries can then be pa-
trolled by community guards. Clearly marked or even well understood
boundaries can be an inexpensive substitute for fencing. Indeed, fencing
may be an effective barrier against some animals but not against human
beings, who can climb over most fences and, in any case, usually acquire
wire clippers and saws at the same time they get hold of fencing material.
Rather, the social function of fencing, one that can be performed equally
well by unambiguous demarcation of property lines, is that it offers im-
partial notification of boundaries. Thus, those who invade others’ terri-
tory know they are doing it, and those who are invaded can prove readily
that they have been invaded. Fencing eliminates innocent error and igno-
rance as excuses for trespass and theft.

The criteria for membership in the group of eligible users of the resource
must also be clear The user group has to share solid internal agreement
over who its members are, and it is probably best if eligibility criteria for
membership in this group do not allow the number of eligible users to
expand rapidly. Many Swiss villages limit eligibility to persons who live
in the village and purchase shares in the alp, so that new residents must
find shares to buy, and shareowners who leave the village find it in their
interest to sell their shares because they are unable to exercise their village
rights from elsewhere (Netting, 1981; Glaser, 1987). Thus, the size of
the eligible user group remains stable over time. Japanese villages would
usually confer eligibility and shares of harvest on households rather than
individuals and were also likely to limit membership to long-established
‘‘main’’ households rather than ‘‘branch’’ households. These practices en-
sured that no special advantages went to large households, those that
split, or new arrivals. Not only did this rule limit the number of eligible
users and the burden on the commons, but it also discouraged population
growth (McKean, 1992a). Communities elsewhere may be less strict—
at their peril—about defining eligibility for membership in the user
group. Vondal describes an Indonesian village whose communal re-
sources are under stress in part because the community opens member-
ship in the user group not just to all village residents but also to all kin
in neighboring villages (in McCay and Acheson, 1987). Thus, this user
group has expanded rapidly, without any consideration yet for matching
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its size or its aggregate demand for resources to the capacity of the re-
source system.

Users must have the right to modify their use rules over time Inflexible
rules are brittle and thus fragile and can jeopardize an otherwise well-
organized common-property regime. In a magnanimous but ill-consid-
ered attempt to extend legal recognition to common-property regimes
over forest and pasture land in the Punjab, the British decided to codify
all of the rules of resource use in different systems. The undesirable conse-
quence was to freeze in place use rules that really needed to remain flexi-
ble (Kaul, 1995). The resource users are the first to detect evidence of
resource deterioration and resource recovery and so need to be able to
adjust rules to ecological changes and new economic opportunities. If the
commons displays signs of distress, the village might alter the rules so as
to reduce or even eliminate the incentive for each family to cut all that
it can when allowed entry into the commons. The village might choose
to lengthen the period of closure on a forest that is being degraded. Or
it could alter distribution rules from allowing each family to keep what
one able-bodied adult can bring out of the commons in one day during
entry season, to aggregating the cut from each family, dividing it into
equal amounts, and reassigning bundles of harvest to each household by
lottery. Japanese villages that have retained full title to their common
lands are not only free to adjust regular use rules as they see fit but are
also free to take advantage of attractive commercial opportunities. They
may hire loggers to clear 1/50 of the mountain each year for 50 years.
They may ‘‘manage’’ the forest for commercially valuable bamboo or
fruit trees. Or villages may lease surface rights to hotels and ski resorts.
They are even free to sell off the commons, by unanimous vote, if they
want to reap the capital gains on appreciated land values.

Use rules must correspond to what the system can tolerate and should
be environmentally conservative to provide a margin for error Success-
ful user groups appear to prefer environmentally conservative use, possi-
bly to give themselves a margin to invade during emergencies. Japanese
villagers in the Mt. Fuji area knowingly overused their forest commons
during the depression of the 1930s (removing more fodder for packhorses
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and more wood for charcoal than they should have) but also knew that
they—and the commons itself—could afford this in a temporary emer-
gency of that kind precisely because they were intentionally conservative
in their use during good times. The commons was both an essential part
of everyday living and a backup system maintained in reserve. When for-
estry scientists told Nepali villagers that their forest could easily tolerate
the extraction of both leaf litter and kindling, the villagers rejected this
advice and opted instead to ban the cutting of fuelwood altogether be-
cause they feared that allowing any cutting of wood would threaten the
total population of deciduous trees and thus could reduce the supply of
the leaf litter they used as fodder and fertilizer (Arnold and Campbell,
1986).

Use rules need to be clear and easily enforceable (so that no one need be
confused about whether an infraction has occurred) Common-property
regimes frequently establish quantitative limits on amounts of different
products that an individual user may extract from various zones of the
commons, but this means that a suspected infraction involves much mea-
surement, weighing, and discussion between resource user and guard
about whether this limit applies to that species or another one, whether
this kindling was collected from one zone or two, whether these branches
are of too wide a diameter or not, and so on. Sometimes other kinds
of rules can be simpler to understand and enforce. Restrictions on the
equipment a user takes into the forest may be just as effective in re-
straining harvesting and also be simpler to enforce. Having too large a
saw or a pack animal rather than a backpack might then be an infraction
even before one begins to cut. Opening and closing dates are similar:
being in the forest during the off season is simply unacceptable, whatever
the excuse. Clear enforceable rules make life easier for resource users and
for monitors representing the user group and reduce misunderstandings
and conflict.

Infractions of use rules must be monitored and punished Obviously,
rules work only when they are enforced. Agrawal (1992) found that com-
munities in Uttar Pradesh differ widely in the extent to which they devote
village resources to enforcement, particularly hiring guards or assigning
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villagers to guard duty by some rotational scheme. The communities with
healthy common forests were those that recycled the fines and penalties
they collected into providing for their guards. The communities with de-
graded forests were those that had fewer guards, enforced the rules less,
collected much less in fines, and put the fines into a general village budget
rather than into the enforcement mechanism. There is also evidence that
penalties need not be draconian: graduated penalties, mild for first of-
fenses and severe only for repeated infractions, are adequate (McKean,
1992b; Ostrom, 1990).

Distribution of decision-making rights and use rights to coowners of the
commons need not be egalitarian but must be viewed as ‘‘fair’’ (one in
which the ratio of individual benefit to individual cost falls within a range
they see as acceptable) It comes as a surprise to observers who have
romanticized the commons that common-property regimes do not always
serve to equalize income within the user group. Communities vary enor-
mously in how equally or unequally they distribute the products of the
commons to eligible users. Decision-making rights tend to be egalitarian
in the formal sense (one user household, one vote), although richer house-
holds may actually have additional social influence on decisions. Entitle-
ment to products of the commons varies to a surprising extent (McKean,
1992b).

In some communities, especially in India, the commons do turn out to
be a welfare system for the poor: the wealthy members of the community
may be entitled to use the commons but do not bother to exercise that
right because of the high opportunity cost of their labor, leaving de facto
access to poorer members—those willing to invest their labor in collect-
ing products from the commons.

In other communities, including most long-lived common-property
regimes (Switzerland, Japan, and virtually all regimes governing graz-
ing and irrigation), products of the commons are distributed to families
in the same proportions as their private assets off of the commons. If
any subgroup feels cheated—denied ‘‘adequate’’ access or a ‘‘fair’’
share—compared to another subgroup, the angry subgroup becomes
unwilling to participate in decision making, unwilling to invest in
maintaining or protecting the commons, and motivated to vandalize
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the commons. An important key to the cohesiveness of farmer-managed
(as opposed to government-organized) irrigation systems is the power
of tailenders to withhold their labor from maintenance of canals, chan-
nels, and sluicegates when they feel that headenders are taking too
much water. Successful irrigation systems have very well-calibrated
mechanisms to distribute water in the same proportions as the labor
required of coowners (Tang, 1992). Rules that award more benefits to
those who invest more, and no benefits to those unwilling to invest,
seem to have the best chance of winning the allegiance of both rich and
poor.

Inexpensive and rapid methods are needed for resolving minor con-
flicts Successful common-property regimes assume that there will often
be small disagreements among users and provide regular opportunities
for these disagreements to be aired and rules clarified or adjusted if neces-
sary. Swiss commoners make Sunday church outings the regular occa-
sion for discussing problems and collecting levies. Japanese villagers are
so organized (it is not unusual to find more committees than house-
holds in a village) that they have constant opportunities to air grievances.
Most conflicts can be resolved at a low level because persons with
multilayered social relationships can usually design a satisfactory com-
promise.

Institutions for managing very large systems need to be layered with con-
siderable devolution of authority to small components to give them flex-
ibility and some control over their fate Some forests, grazing areas, and
irrigation systems may have to be managed in very large units, but at the
same time the persons living near each patch or segment of the resource
system need to have substantial and secure rights in the system to have
the incentive to protect the portion near them. A large resource system
may be used by many different communities, some in frequent contact
with each other and some not. The need to manage a large resource sys-
tem as a unit would seem to contradict the need to give each of that
resource system’s user communities some independence. Nesting different
user groups in a pyramidal organization appears to be one way to resolve
this contradiction, providing simultaneously for independence and coor-
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dination. The most successful examples of complex nesting come from
irrigation systems serving thousands of people at a time (Ostrom, 1990,
1992), but there are also examples of nested arrangements for common
forests, in Japan (McKean, 1996).

It must be recognized that some common-property regimes falter and
that other sorts of institutional arrangements can also work effectively.
But it would be a grave mistake to dismiss common-property regimes as
relics of the past, intrinsically unworkable, or incompatible with contem-
porary society. The theoretical arguments above indicate that in some
circumstances common-property regimes may be quite suitable, and, in
fact, many documented cases show resource users who themselves have
crafted institutions consistent with our findings above. But there are still
many gaps in our knowledge and information about the effects of diverse
institutions on forest conditions. Before we destroy or create institutions
willy-nilly, we need much continued effort to enlarge the body of infor-
mation we draw on in the effort to reduce rates of deforestation and loss
of biodiversity around the world.

Although we are a long way from certainty about what makes success-
ful common-property regimes work, I would be willing to offer the fol-
lowing propositions:

• Sociocultural support Common-property regimes will work better
where the community of users is already accustomed to negotiating and
cooperating with each other on other problems than where there are
numerous existing conflicts and no indication of a willingness to
compromise.
• Institutional overlap Reviving recently weakened institutions, where
the habits and techniques of negotiation and compromise are still in evi-
dence, will be easier than trying to invent wholly new institutions among
people who have never worked together before.
• Administrative support Reviving or creating common-property re-
gimes where local and national governments are hostile is almost impossi-
ble. There is little point in trying unless local and national elites, or
significant portions of them, are sympathetic to the attempt. This kind
of support means legal recognition to strengthen the security and enforce-
ability of common property rights.
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• Financial support Apart from limited help with local start-up costs,
financial support to local common-property regimes is probably undesir-
able because it might well undermine local cooperation. If an institutional
form is being adopted because it is efficient, it should pay for itself (by
definition) and not require subsidy.
• Conflict reduction Where the size of productive management units
permits a certain degree of segmentation or parceling of the resource, it
is probably preferable to create nonoverlapping commons for different
communities or nested arrangements rather than to have several commu-
nities sharing a single huge commons. It is probably best for the commu-
nities involved to make this choice rather than to have an outsider insist
on splitting the resource system into several separate commons.

Common-property regimes are being promoted at long last in a number
of resource-poor developing countries as a way of restoring degraded
forests and building up a community resource base (note the instance of
Joint Forest Management programs in India and the revival of commu-
nity forestry in Nepal). I argue here that common property may be more
appropriate than individual property when externalities among parcels
of land multiply due to intensive use and high population pressure. It is
crucial, then, not to eliminate common-property arrangements where
they survive but rather to view common property as a legitimate and very
suitable variety of private property in some circumstances when conduct-
ing property-rights reform and to pay careful attention to the nature of
the resources in question (are they common-pool goods?) before tamper-
ing with property rights to those resources.
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Notes

1. I prefer to avoid the often used term common-property resources because it
conflates property (a social institution) with resources (a part of the natural
world). I will also avoid using the acronym CPR in the text that follows, since
that could easily stand for any of the three terms (common-property resources,
common-pool resources, or common-property regimes—not to mention cardio-
pulmonary resuscitation).

2. Garrett Hardin’s (1968) classic essay on the tragedy of the commons points
out the hazards of open access, without stating clearly that the problem was the
lack of a property-rights or management regime (the openness of access), not the
sharing of use (common use). Hardin (1994) has taken steps to rectify this over-
sight in more recent work that distinguishes between the unmanaged (unowned)
commons subject to tragedy and the managed (owned) commons where property
rights may be able to prevent misuse of the resource.

3. The nature of a good can change with technology. Thus, TV broadcasts from
satellites are pure public goods when the satellite signals are unscrambled. The
advent of scramblers, cable services, and purchasable descrambler boxes converts
TV broadcasts into excludable and nonsubtractable goods (thus toll goods or
club goods). The advent of cheap illegal descramblers converts TV broadcasts
back into nearly public goods again. But at any particular technological moment,
the nature of a good is indeed a given.

4. This definition obviously does not include all governments. Many autocratic
governments neither intend nor accomplish the representation of the general pub-
lic and would be better described as private government.

5. American economists (North, 1990; North and Thomas, 1973; Demsetz,
1967; Alchian and Demsetz, 1973; Anderson and Hill, 1977; Libecap, 1989;
Johnson and Libecap, 1982) have argued persuasively that property rights emerge
in response to conflict over resource use and conflicting claims over resources,
and that well-defined property rights help to promote more efficient use of re-
sources and more responsible long-term care of the resource base. This evolution
is probable but not guaranteed, and conflict over resource use can simply continue
without efficiency-enhancing evolution of clearer property rights. Tai-Shuenn
Yang (1987) argued that retention of residual imperial prerogatives over all re-
sources in China made all property rights that did evolve there merely temporary
and insecure and inhibited economic growth in China for two millennia. Peter
Perdue (1994) disputes this view, however.

6. Some Swiss alpine common-property regimes, some Japanese agricultural and
forest common-property regimes, and all Japanese fishing cooperatives permit
trading in shares (the individually parceled rights to flow or income), and all have
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mechanisms by which the entire common-property user group may actually sell its
assets (the shared rights to stock or capital assets of the user group or corporation)
(Netting, 1981; Glaser, 1987; McKean, 1992a).

7. The African continent, having been the one from which other continental
plates split off, was not fortunate enough to have been crashed into by other
plates. It is this collision of plates that produces a gigantic upwelling of old sea
floors into new mountain ranges, and it is such mountain ranges that over geo-
logic time erode into the rich alluvial plains of the world’s breadbasket regions.
The mountains formed (as in East Africa) when a plate slides across areas of
volcanic eruption consist of molten lava with no organic enrichment, and al-
though they too erode and contribute to topsoil, it is of much lower agricultural
value (David Campbell, Department of Geology, Michigan State University, per-
sonal communication, 28 June 1995).

8. In fact, zoning and urban planning are actually the creating of common or
shared property rights in choices over land use and the vesting of those rights in
the citizens of a municipality. Just as zoning would be an absurdly unnecessary
effort in a frontier area where population density is low but increasingly desir-
able—to control externalities—in more densely populated areas, so common
property becomes more desirable, not less, with more intense resource use.
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SUMMARY 

Those responsible jar irrigation development are perplexed regarding the 
organisation and management of’ these systems. This paper discusses irrigation 
management alternatives based on cases of indigenous irrigation systems that exist 
around the world. Many of’ these indigenous systems illustrate locally derived 
solutions to recurring problems in modern systems. This paper discusses three 
organisational themes that derive Jrom analysis oj local systems: accountable 
leadership; mini-unit organisation and canal-based organisational units. Finally, the 
discussion suggests three situations in which themesjrom indigenous systems may be 
especially relevant; jirst, when irrigation development policy includes the 
improvement ojexisting traditional systems; second, when a nation is investing in the 
development of new small-scale systems and, third, where large-scale systems are 
being designed so as to create smaller sub-units relatively independent oj the total 
system. 

INTRODUCTION 

As many have noted, while the problems of irrigation management are not new they 
have gained in perceived importance with the availability of new plant materials 
which, on the one hand, hold the promise of increased yields whilst, on the other 
hand, requiring improved water control to allow the complementary use of chemical 
fertilisers, appropriate weed control through water management and control of 
excess levels of water because of the dwarf features of the new cereal varieties. 

Attempts to deal with these problems have generally fallen into three categories 
(Wade34). First, and perhaps foremost, we have attempted to improve the irrigation 

t An earlier version of this paper was presented at the Workshop on Choices in Irrigation Management 
organised by the Overseas Development Institute and held at the University of Kent in September, 1976. 
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technology and engineering structures used in new and existing streams. There ha: 
been a great deal of attention given to the need for terminal unit facilities (Small,3 
Thavaraj33). (Terminal units refer to the smallest section of contiguous farm field 
served by a single outlet, or turnout, of the irrigation system. They are the mos 
elementary irrigation blocks defined by the physical layout of the system ant 
constitute an important management unit. In many modern irrigation systems thl 
facilities to manage water within these terminal units are absent. The most importan 
of these facilities are farm ditches, or field channels, but they might also include 
measuring devices and checks, field weirs and field drains (see Thavaraj33). Secondly 
some attention has been given to the creation of economic incentives through wate 
pricing as a means of improving water management. Thirdly, there is currently ; 
great deal of interest in the organisational dimension of irrigation management 
particularly the organisation of water users at the terminal unit level. 

This paper discusses examples of irrigation management alternatives based on tb 
numerous cases of locally constructed and operated irrigation systems that exis 
around the world. Within this set of experiences are a large number of ‘silen 
successes’: traditional, usually small-scale systems, many ofwhich have operated fo 
decades and centuries. 

These traditional irrigation systems offer important insights regarding th’ 
solution of organisational problems, particularly at the level of the terminal unit 
not that they can simply be duplicated in other situations but that they sugges 
important principles of organisation which can be applied in other specific settings 

The paper is organised in two parts; first, a discussion of illustrativ 
organisational themes from the study of indigenous irrigation organisations and 
secondly, a discussion of the ways in which such organisational themes might be usec 
to achieve irrigation development. 

ILLUSTRATIVE ORGANISATIONAL THEMES FROM INDIGENOUS SYSTEMS? 

As suggested above, the world is rich with a variety of local organisationa 
arrangements for managing irrigation water. These systems have been constructed 
maintained and operated by local people, occasionally with outside assistance c 
some type. The local group has sometimes been a single community, or subset of th 
community, but often it is a multi-community enterprise. While the material 0’ 
these systems is rather extensive (see two recent bibliographies: Coward’ anI 
International Rice Research Institute and Agricultural Development Council”) c 
particular interest are materials from the following countries: Ecuador (Anderson’: 
India (Chamber@ and Harriss”), Indonesia (Geertz17 and Satya Wacan 

t Many of the ideas in this section draw on material from two previously prepared papers (Coward’2,13 



IRRIGATION MANAGEMENT ALTERNATIVES 225 

University29), Laos (Coward7 and Taillard3’), Mexico (Downing14), Peru 
(Mitchel124), the Philippines (Coward” and Lewis23), Sri Lanka (Leach22), 
Tanzania (Gray”) and Thailand (Bruneau,’ Frutchey,’ 6 Moerman25 and 
Wijeyewardene35,36). 

These studies, while providing a great deal of detail about various organisational 
arrangements and the principles of organisation that define them, often fail to 
include critical information regarding basic elements ofthe situation such as amount 
of rainfall, types of soil to be irrigated, cropping patterns being utilised, amount of 
water diverted into the system and other items that would give us a more complete 
picture of the environment in which the irrigation organisation operates. 
Nevertheless, it is possible to see in these various cases some common themes and 
principles that are relevant to current efforts of irrigation development. 

The theme of accountable leadership 
A major problem with developing organisation for the terminal unit is identifying 

and maintaining adequate leaders. In many modern irrigation systems such ‘leaders’ 
may actually be employees of the irrigation agency, be selected by the agency or, if 
neither selected nor paid by the agency, nevertheless very much subject to its 
interests. Often, local leaders of this type fail to achieve the important linkage 
required between the water users and the water authorities. 

In contrast to these agency-directed local leaders are thevarious irrigation leaders 
found in traditional systems. In my view, the traditional form of irrigation 
leadership can be characterised as an accountability model (Coward”). 
Notwithstanding the novel and idiosyncratic characteristics of irrigation 
organisation in various local contexts, several basic features, which act to make the 
leader responsible to his irrigation group, are common to this role in numerous 
settings. 

The actual responsibilities of traditional irrigation leadersvary, in part, due to the 
size and physical aspects of the irrigation system and the location of ultimate control 
of the system. Moerman 25 has described a case in Northern Thailand w‘here the 
irrigation system is a community-constructed, -maintained and -operated entity. 
Here we see that the major duty of the irrigation leader is the mobilisation of labour 
and materials for the annual repair of the diversion structure. In contrast, Nash2’j 
describes a local role which is organised around the function of canal maintenance. 
The village studied obtains its water from a large, government-built irrigation system 
and thus has no responsibility with regard to maintaining the diversion structure(s). 

Maintenance and repair ofeither the diversion structure or the canals is, ofcourse, 
a basic activity for which all irrigation groups must arrange. However, there are 
instances in which the water headman’s responsibilities have included considerably 
more complex and controversial activities. One example is the khan subak described 
by Geertz”. In the organisation of this irrigation society (subak) the irrigation 
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headman and his assistants are also involved in the distribution ofwater through the 
assignment of planting times for thevarious subsections of the subak. While it is not 
clearwhat determines this more complex leadership role, one might hypothesise that 
the higher population density in Bali requires greater co-ordination of water use 
among various groups obtaining water from the same stream. 

While this range of activities exists, several common denominators persist. Three 
are of importance for this discussion. First, traditional irrigation leaders senEe 
relatively small groups of water users, not necessarily from the same village, and 
small areas of irrigated land surface. Secondly, they are selected, in some manner, by 
the members of the local group which they serve. While leaders often serve for long 
periods of time, perhaps a lifetime, they are nevertheless subject to review and 
replacement, as is clearly illustrated in Wijeyewardene’s report.35 Thirdly, they 
receive compensation directly from the group members whom they serve: sometimes 
in the form of exemption from labour (Moermanz5), sometimes in the form of land 
for cultivation (Jay,‘r Coward”), sometimes based on a proportion of the crop 
harvested (Harriss”), or a fixed amount of the crop (Coward7). 

These three elements-small-scale, local selection and direct compensation-are 
the basis of the accountability model of irrigation leadership. Leadership roles based 
on these organisational principles pattern the incumbent’s actions in directions 
acceptable to the irrigation group. 

It may be hypothesised that successful terminal unit organisation in modern 
irrigation systems will be dependent, in part, upon the establishment of local leaders 
who are accountable to the water users whom they serve and not exclusively to the 
system-wide irrigation agency (more on this point in the subsequent discussion on 
utilising indigenous organisations). 

The theme of mini-unit organisation 
As already noted, most traditional irrigation systems are small in size; for 

example, in one province in the Northern Philippines (110~0s Norte) the National 
Irrigation Administration reports more than 600 traditional irrigation systems 
(zangjeras) that range in size from a few hectares to more than 1000 ha (see also 
Lewisz3 for an indication of sizes in this region). It may be somewhat surprising, 
therefore, to learn that these small systems are almost always further divided into 
smaller sub-units. These sub-units usually have a set of local leaders to operate the 
system at this mini-unit level. 

Geertz17 has provided some rich detail on the organisation of an irrigation system 
in Bali that illustrates this theme. He discusses one subak which serves a total area of 
1.59 ha but which is further divided into seven sub-units (locally referred to as 
tempek), each ofwhich has its own locally selected leader. Thus, the system is divided 
into seven mini-units which, on average, cover an area of about 23 ha and serve about 
6.5 water users. 
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Another example of this theme derives from field research that I have been doing 
in the Northern Philippines. Observations have been made in an irrigation system 
(zangjera) in the 110~0s region which serves approximately 1500 ha of paddy land in 
the wet season. Here, the entire service area is divided into 32 mini-units (locally 
referred to as sitios) comprised of 15-70 ha and serving about the same range in 
number of water users. 

There are several leadership roles within each of these mini-units. Water users 
within the mini-unit select one individual to serve as the unit leader (the 
panglakuyen). He is assisted by another individual selected in the same manner (the 
segundo) and sometimes by a third individual who serves as the unit’s secretary (the 
escribiente). These leaders are responsible for the distribution and allocation of 
water and the settlement of disputes and enforcement of rules within their mini-unit. 

While there are a number of other fascinating details about this system not 
presented here, it should be mentioned that these mini-units are also used as the basis 
for mobilising labour for routine repair and maintenance tasks in the system. Briefly, 
work groups are organised to carry out these activities by having each mini-unit 
contribute to the work group a number of men in approximate proportion to the 
amount of paddy land served in that mini-unit. 

The creation of these mini-units and the establishment ofvarious leadership roles 
for each unit results in a pattern of organisation that might be characterised as 
‘labour intensive’. For example, in the zangiera just described there are 32 mini-unit 
leaders and three canal leaders, as well as an overall president and secretary for 
managing a service area of about 1500 ha. By way of contrast, an irrigation system of 
comparable size (1849 ha served in the wet season) operated by the National 
Irrigation Administration in the Southern Luzon region of the Philippines was 
operated by 12 ditchtenders directed by a supervising watermaster (Coward8). These 
differences in management intensity are not uncommon when traditional systems 
are compared with government-managed systems. 

It is important to note that these mini-units are not merely organisational units. 
Typically, they are also discreet physical units within the larger systems. They may 
be arranged so that each unit is served directly from the main canal or a lateral and is 
not dependent on a water supply that passes over the territory of another mini-unit 
(although it may pass through neighbouring units). (The importance of the 
congruence between the physical and organisational components of mini-units is 
shown in the discussion of terminal facilities by Thavaraj.33 He notes the following: 
‘A terminal network also helps to cut down a large irrigation compartment or block 
into smaller independent units. These small units would be self-contained and any 
irrigation problem could be easily isolated and overcome within such small 
units. . . . The conversion of large compartments into smaller units will also improve 
farmer co-operation and simplify irrigation extension’. Interesting experiments with 
mini-unit organisation are going on in the MUDA project with the division of 
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Farmer Associations into Small Agricultural Units which are in turn being divided 
into working groups of 7-l 5 members.) Thus an important point to remember is that 
these mini-units are established so as to make the boundaries of physical units 
coterminous with the boundaries of the social groups. 

The presence of these mini-units within already small irrigation systems is 
important in facilitating successful terminal unit organisation. As Taillard3’ has 
suggested with regard to Laos: ‘Here one discovers the elements of village sociology 
which explain the small size of the irrigation association. Lao society is founded on 
reciprocal solidarity bonds connecting the members of a group; in order for these 
bonds to function satisfactorily the group must not have more than 70 or 80 
members.’ 

What Taillard suggests for Laos can be applied more broadly to the Asian region; 
perhaps more appropriately to irrigation organisation everywhere. Given some 
degree of water scarcity, variations in soil and plant conditions between farms and 
the differential behaviour of individual water users, problems of co-ordination, 
conflict and co-operation are ubiquitous in irrigation operation. Small groups 
(especially if differences of social status and social class are relatively minor) are able 
to employ special mechanisms of reciprocity to achieve relative order and 
conformity. While this can also be achieved with large-scale organisations such as 
bureaucracies, these organisational arrangements are often dependent upon 
technologies and infrastructures (for example, roads and telephones to facilitate 
mobility and communication) not available in developing countries. 

The theme of canal-based organisations 
Rural society in Asia is usually viewed as a village-based society; it is somewhat 

surprising, therefore, to discover how infrequently traditional irrigation systems in 
the region are coterminous withvillage boundaries. One needs to carefully avoid the 
problem of assuming that traditional irrigation systems are village systems; they 
might better be thought of as villager systems. 

This point is important because of the frequent propensity of irrigation developers 
to want to establish irrigation associations along village lines. For purposes of 
irrigation organisation the critical unit is the ‘irrigation community’ composed of 
field neighbours and not the village community composed of residential neighbours, 
although, in some instances, the two groups may be one and the same. The 
indigenous systems provide some interesting examples of organising irrigation 
communities that are not also village communities. 

Three approaches to establishing canal-based irrigation organisation can be 
noted: the establishment of non-village irrigation associations, the establishment of 
pan-village associations and the creation of differential membership categories. 

The classic illustration of the establishment of non-village irrigation organisation 
is the Balinese subak. In this approach village membership is muted in the context of 
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irrigation since one is simultaneously both a ‘citizen’ of a village and a ‘citizen’ of a 
subak although not all citizens of the one village are citizens of the same subak, and 
vice versa (Geertz”). While several members of a subak may come from the same 
village, there is no indication that these individuals form a sub-unit with the 
irrigation system unless, of course, their fields are so located as to place them in the 
same mini-unit of the system, as described above. 

While it may be erroneous to assume that there is no overlap between the leaders 
of the village and the leaders of .the subak (see Birkelbach3) or that this overlap is 
undesirable, the distinguishing feature of the subak is that it represents a task- 
oriented coalition of individuals whose membership is defined by field locality. 

Non-village irrigation associations have been reported in the Northern Philippines 
also. The zangjeras of Ilocos Norte often deliver water to the lands of more than one 
village and to water users who come from many different villages (Lewisz3). In both 
cases the pattern of non-village irrigation associations seems related to the presence 
ofwater users fromvariousvillages, not only at the system level but also at the level of 
the terminal unit. When village membership is diverse within the terminal units it 
precludes the possibility of effectively organising irrigation activities along village 
lines. Several examples of traditional irrigation organisation illustrate the ability of 
water users to coalesce in organisational patterns other than village or kinship units. 

In other situations the pattern of land use is such that field neighbours in 
individual terminal units are also village neighbours, although the water users from 
the entire system are members of two or more villages. This pattern frequently 
occurs, for example, in Northern Thailand (for a useful survey of irrigation in this 
area see Agricultural Development Council’ and Sektheera and Thodey3’). In these 
systems, referred to as pan-village organisations, there is an overall irrigation leader 
(often referred to as the ke muang or houa na) assisted by a number of associate 
leaders from thevarious terminal units of the system. Since the terminal units tend to 
be composed of water users from the same village, organisation of the terminal unit 
is along village lines and the village leader often serves as the associate irrigation 
leader representing his terminal group. In this pattern of organisation there are 
obvious advantages with regard to communication between water users and the 
water authorities and the congruence of village and terminal unit may enhance the 
ability to informally enforce rules and obtain compliance to group procedures. On 
the other hand, difficulties can arise when conflicts between villages are transferred to 
the arena of the irrigation system and impair the smooth distribution of water 
between terminal units. 

Irrigation organisation that builds on village leaders also increases the risk that 
village leaders will use the power and influence gained through their authority roles 
to unfairly influence the distribution of water and other management procedures in 
the irrigation system. As recently reported for selected systems in Indonesia (Satya 
Wacana University”), such patterns may be especially vulnerable as village 
headmen are increasingly oriented towards the external bureaucratic and 
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commercial interests of their region. Again, there is important evidence to 
demonstrate that local people have had considerable experience and success with 
creating organisational formats that build on village units while, at the same time, 
incorporating them into a larger, supra-village pattern. Since the command areas of 
irrigation systems nearly always exceed the territory of a single village, these 
traditional patterns provide important examples for potential organisational 
arrangements to be considered in our efforts toward irrigation development. 

A third arrangement for dealing with multi-village membership at the terminal 
level is to create two (or perhaps more) categories of association membership. This 
pattern seems to occur in situations where a large portion, but not all, of the water 
users in a terminal unit or an entire system live in the village whose land is served 
while others come from villages outside this immediate area. When this occurs two 
situations arise: (1) the irrigation leaders find it difficult to communicate messages to 
those living outside the terminal village (often this is information relative to 
mobilising labour; setting dates for maintenance work) and (2) those outside the 
terminal area find it costly to spend the time required for travelling to the terminal 
unit and providing labour for operation and maintenance activities in addition to the 
time required to travel and perform their farming tasks. In the Northern Philippines 
these mutual dissatisfactions have led to a system of differentiated membership 
classes in the terminal unit. One, the residential member, participates in the system 
and meets his obligations by providing labour as required to operate and maintain 
the system. Since he is close at hand the water authorities can easily communicate 
with him and he expends little time in travelling to the actual work area. The other 
category is the external member. This member is allowed to meet his obligations to 
the terminal unit by providing a cash payment to the group in lieu of his labour 
contribution. Thus, the water authorities are freed of the need for frequent 
communication with the external member and at the same time are able to 
accumulate a small cash supply to purchase a variety of items-from a sack of 
cement to food and drink-to be used at the time of communal work activities. 

UTILISING INDIGENOUS IRRIGATION ORGANISATIONS 

Having illustrated something of the rich diversity of indigenous irrigation 
organisations, some general ideas regarding the use of such organisational 
arrangements to facilitate contemporary irrigation development will be discussed. 
This utilisation is not a simple matter and some important cautions need to be kepl 
in mind. 

As Wade34 has noted, the utility of these indigenous arrangements for the 
solution of current difficulties must be viewed dubiously, particularly in those cases 
where the irrigation system is the ‘property’ of government. As I have commentec 
elsewhere (Coward12), in most instances irrigation development will be the 
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responsibility of national governments and will be implemented by some national or 
regional agency. Here the critical question becomes whether or not the introduction 
of a major new element in the environs of the traditional organisation, the irrigation 
bureaucracy, will preclude its successful functioning. 

However, not all irrigation development takes the form of large-scale, 
bureaucratically managed systems. Several countries have extensive portions of their 
irrigated land served by traditional systems and are interested in improving the 
facilities and operations of these systems already in place (for example, the 
Philippines and Thailand). Other countries are investing a considerable amount of 
funds in the development of new, small-scale irrigation systems (for example, the 
small system development programme of the Farm Systems Development 
Corporation in the Philippines and the sederhana, or simple, irrigation programme 
of Indonesia). A third situation of relevance would be in situations where large-scale 
systems are designed so as to create smaller sub-units relatively independent of the 
total system. This approach has been suggested by Downs and Mountstephens” 
and can be observed in systems in China using the so-called melons-on-a-vine design 
(Nickurn”). (The melons-on-a-vine design is one in which a main canal system is 
used to supply a series of small reservoirs, or ponds, which in turn serve a limited 
command area. Thus, while part of a larger system, each pond group has some 
independence of action regarding water allocation.) In each of these three alternative 
strategies there are significant opportunities to utilise either existing indigenous 
organisations or specific organisational principles from them. However, the 
utilisation of these organisational arrangements must be a conscious policy used to 
guide choices between technological alternatives, strategies for providing material 
*and informational assistance, and means for linking the local systems with the 
national bureaucracies. Some examples will illustrate the potential problems. 

Assisting indigenous systems 
The Philippine Government currently has an active programme of technical and 

financial assistance to communal systems throughout the country. In many cases 
this assistance will provide significant improvements to critical elements of the 
physical infrastructure: the replacement of a bamboo diversion structure or the 
installation of a permanent headgate to reduce the risk of flood damage to the canal 
system. Assistance of this type contributes to a total programme of irrigation 
development by improving the effectiveness of existing small-scale systems which 
remam the operational responsibility of local groups. Thus, it represents a strategy 
in whic’h traditional systems are further mobilised to contribute to national goals. 

But we should also recognise that this strategy of irrigation development 
represents a real challenge: How can assistance be provided (or received) while still 
maintaining a viable degree of local control over the irrigation system? For example, 
the introduction of sophisticated irrigation structures into traditional systems may 
serve to make them more dependent upon the outside bureaucracy. In contrast to 
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the bamboo and stone weir of the traditional system, the concrete weir may require 
financial resources, masonry skills and other prerequisites not available within the 
local community. 

The Philippine case illustrates another dimension of the problem; the attempt to 
apply standard procedures to situations and groups that are very diverse. In the 
Philippine context material assistance is being given to the indigenous systems on a 
loan basis. The Government is, correctly, concerned with ensuring the repayment of 
this investment. Thus, each indigenous system receiving government assistance is 
required to formally organise in accordance with standardised rules laid down by the 
Securities and Exchange Commission. These rules include detailed statements about 
the officers required, committees to be organised and other procedural rules. While 
this approach may be advantageous in situations where the local irrigation 
association has fallen into disorganisation, it seems unnecessary in situations such as 
110~0s Norte where a zangiera may have been operating successfully for several 
decades, or even a century. Hopefully, the resiliance of these local associations will 
enable them to adapt to this latest ‘environmental’ challenge. 

These points are important not because indigenous systems should be lefl 
untouched or because concrete weirs are considered undesirable. Obviously, fat 
many of the individual water users who annually spend a great deal of efforl 
repairing their locally constructed weir, it may be considered a highly desirable form 
of assistance from the Government. The need is to implement and provide the 
assistance in as unobtrusive a manner as possible. 

Avariation of the above approach is the situation in which irrigation development 
takes the form of constructing a large diversion structure which is able to command 
an area previously served by numerous small, individual traditional systems. Twc 
cases illustrate this situation: the Laoag-Vintar Irrigation System in 110~0s Nortc 
(Ongkingco2’) and the Mae Taeng Irrigation System in Chieng Mai, Thailanc 
(Sektheera and Thody3’). In both cases the new structures provide water to rice field: 
which were previously irrigated by numerous indigenous systems, each with its owr 
leadership structure, rules for behaviour and patterns of action. In effect, each o! 
these existing systems became terminal units in the single encompassing system 
although not always remaining intact as a unit. 

Ideally, in a situation such as this the physical layout and administrative structun 
of the new system would be designed so as to make maximum use of these alread! 
existing units. That is, not only might the new system be designed to deliver water 
through many of the existing terminal-level ditches, but also through the existing 
terminal-level leaders and patterns of organisation. In neither case, ditches or socia 
organisation, would this be entirely possible, but the procedure would be tc 
maximise the use of these existing ‘systems’ in so far as possible. Of course, these 
local ‘systems’ can only be used if they are known and understood. While it ii 
relatively easy to know about the existing physical systems it is easy to be unaware o 
the organisational arrangements that are in place. 



IRRIGATION MANAGEMENT ALTERNATIVES 233 

As with the strategy of providing assistance to indigenous systems, the strategy of 
incorporating them into a larger government-managed system has the attached risk 
that their very incorporation will undermine processes and procedures associated 
with the internal dynamics of the systems and thus prevent their continued viability. 
As discussed above, this may occur if the new irrigation structures require skills and 
resources beyond the resources of the local unit or if bureaucratic rules and 
requirements inhibit any meaningful responsibilities for local irrigation leaders. 
Again, it is a strategy that may have considerable benefit if undertaken with 
sensitivity and concern for maintaining the viability of the local groups and 
facilitating their contribution to the effective functioning of the new system. 

Building small-scale systems 
As noted above, two interesting examples of small-scale irrigation development 

policy are found in the cases of the Philippines and Indonesia. In the Philippine case, 
the so-called BISA programme (Barrio Irrigation Service Association) is largely 
oriented towards the installation of pump systems to service small command areas 
(usually several hundred hectares). A major aim of this programme is to organise 
irrigation associations that will build, own, manage and maintain the irrigation 
system. While this programme has given a commendable degree of attention to the 
organisational, as well as the technological, aspects of the irrigation system, it is 
interesting to note that the model of organisation is largely an urban-western form 
and apparently not at all based on the various indigenous experiences of irrigation 
that exist in the Philippines. 

Indonesia’s sederhana programme is a second interesting approach for making 
small-scale irrigation a part of the total irrigation development policy. (According to 
Bratamidjaja4 more than half of the new irrigation development during the second 
five year plan will be simple irrigation: 0.55 million of a total of 0.95 million 
hectares.) This programme is aimed at developing command areas of 2000 ha or less 
with the use of physical structures that are simple to design and construct. It is 
anticipated that much of the construction will be with labour-intensive techniques. 
There has been little discussion of the organisational forms that will be used to 
operate these simple systems other than the suggestion that water user associations 
will be organised. 

The rich variety of traditional experiences with irrigation organisation in 
Indonesia suggests that there may be little need to ‘import’ Taiwanese irrigation 
associations or other exogenous organisational forms. Obviously, these traditional 
forms can only be considered if policymakers are aware of their existence and 
persuaded to test their adaptability under these new circumstances. 

Small units in large-scale systems 
A third interesting situation in which principles of indigenous organisation may 

be used for irrigation development are situations in which the physical layout of the 
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large system creates smaller, somewhat discrete, service units. At the level of these 
small service, or terminal level, units the sociological patterns of interaction among 
water users-and perhaps between water users and the water authorities-can be 
managed with indigenous organisational forms. One example of this approach is 
based on observations I have made in western Laos (Coward”). 

This modern irrigation system, commanding about 2000 ha in the wet season, is 
divided into21 small zones, or mini-units, each composed ofwater users whose fields 
are contiguous and (in most cases) who receive their water from a common 
watercourse in the system. Each of these small groups has a rather elaborate 
leadership structure selected by members of the small group. Included in this 
leadership group is a water headman. 

The water headman is an adaptation of a leadership role found in this area of Laos 
prior to the present irrigation development activities. Invillages that constructed one 
large diversion dam to serve nearly all farmers in the village, specialised roles for 
administering irrigation activities were present. These villages selected an individual 
to act as water headman (nai nam); a role separate from that ofvillage headman (nai 
ban). In some instances the water headman was assisted by a group who acted as a 
water committee or council. 

Villagers reported that previously the water headman provided the leadership for 
the annual reconstruction of the diversion structure and the canals and also served in 
settling disputes regarding water allocation, He was paid for his services by each 
water user who annually contributed ten kilos of unmilled rice. In this pre-project 
organisation the water headmen required little or no articulation with external 
authorities. The village systems which they administered were self-contained, local 
systems not dependent upon, or linked with, entities outside the village. The 
traditional water headman primarily focused on the mobilisation of intra-village 
action and typically did not involve the articulation of village interests with those 01 
some external organisation. This aspect of the water headman’s role, of course, har 
changed fundamentally in the context of the modern system. 

In the modern context the basic responsibility of the water headman is to see thal 
water is actually delivered to the members of his small group during their schedulec 
period. The responsibility has shifted from a concern with maintenance to a concerr 
with water distribution. Furthermore, to satisfactorily perform this new role the 
water headman must act as a link between his water user group and the externa 
project administration. He must also act as a guard to protect the group’s deliver! 
from other water users who are proximate to the supply channel. For their activities 
and responsibilities the water headmen are paid a small ‘fee’ by each of the irrigators 
reported to be about 16 kilos of unmilled rice for each hectare of land served. II 
addition to this fee, each water user also pays a water fee to the projec 
administration at the rate of 80 kilos of unmilled rice per hectare. 

The role of water headman in this situation, while significantly different from the 
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traditional role in some aspects (particularly regarding duties and relationships with 
government agents) is highly analogous in others (particularly in the manner in 
which incumbents are selected, rewarded and judged). It is important to note that the 
methods of recruitment and reward, and the expectations of the water headman, 
held by the water users, even in the modern context, make the role incumbent 
accountable to the water users whom he serves. First, they are involved in his 
selection and have the ability to review his performance to consider his continuance 
or dismissal. Secondly, the incumbent is dependent upon the water users and not the 
bureaucracy for the payment of his fees. Reluctance to pay, or the actual non- 
payment of irrigation fees to the water headman, provide a very direct form of job 
evaluation. Both of these procedures reinforce the expectation that the water 
headman will act to meet the needs of the immediate water user group that he serves. 

Having continued elements of the traditional role that maintain the incumbent’s 
local accountability it is possible to alter that role with regard to its basic activities 
and to expand it to include relations with project administrators. These alterations 
make the role compatible with selected administrative and management needs, 
especially the need to facilitate the distribution of water within the areas of each 
small group while also achieving the equitable distribution of water between these 
groups. 

DISCUSSION 

The current indigenous models of irrigation organisation that exist throughout the 
world represent an important pool of experiences and examples for our current 
efforts at irrigation development. Clearly, these indigenous models are not equally 
applicable to all the irrigation projects being funded by the World Bank and other 
national and international agencies. 

Nevertheless, we can see in them locally derived solutions to recurring problems in 
our modern systems. The applicability of these local solutions to new settings 
obviously depends on the degree of similarity that exists between the old and the new 
settings. An important point to note is that it may be possible in the design of large- 
scale, modern irrigation systems to create some of the contextual properties that 
characterise many indigenous systems; one interesting example is the melons-on-a- 
vine design being used in some large systems in China. 

Finally, it has been noted that some nations have, as part of their total irrigation 
development strategy, a focus on small-scale irrigation systems. In these cases, the 
utilisation of indigenous principles of organisation may be even more applicable. 

Planners and policymakers may have some erroneous ideas about indigenous 
irrigation systems, if they are aware of them at all. These myths can be dispelled only 
through the accumulation of more detailed information about a wide array of local 
systems operating in various natural and socio-economic conditions. 
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După coada oilor: long-distance transhumance
and its survival in Romania
Caroline Juler
Abstract

Long-distance transhumance still exists in Romania, but is becoming increasingly rare. This article gives some of the
reasons why the phenomenon arose, why it has survived for so long and what are the main threats to its continuation.
It attempts to show how deeply ingrained pastoralism is in Romanian culture. After giving a historical and geographical
perspective on the practice, the article focusses on four transhumant families from an area which is famous for its
shepherding skills. The area's name is Mărginimea Sibiului and it lies in the southern Carpathian Mountains. One
family from the village of Jina is singled out for particular attention. The article looks at how this family manages its
sheep, its hired shepherds and its journeys between seasonal pastures. It assesses the economic viability of sheep
farming in Romania and the pros and cons of walking sheep over long distances, outlining some of the social,
cultural and environmental benefits which would be lost if transhumance were no longer practised.

Keywords: European agricultural policy; CAP; European wild carnivores; Shepherding; Carpathian mountains
Background
După coada oilor, or ‘going on the road’, is a term that
Romanian sheep farmers and hired shepherds use to
describe long-distance walks with their flocks between
summer and winter pastures. ‘Long distance’ here may
mean anything from 50 to 300 km and periods of between
two days to eight weeks. It may also have meant driving
sheep to market, but this was not the prime reason for
making such journeys.
Possibly originating in the Mesolithic period (Nandriş

1985; Arnold and Greenfield 2006) and once practised
across Europe, these seasonal livestock movements are
technically known as transhumance. Evidence for the exist-
ence of shepherding during the Dacian period (c. 500 BC to
106 AD) comes with the find of a pair of sheep shears in
the Cindrel range of the southern Carpathians, and the an-
cient Romans rented land to shepherds in the same area
(Grecu 1990, p. 141). Totoianu (2010) considers that
long-distance transhumance in what is now Romania
could not have begun before the fourteenth century.
Documents relating to the transhumance of ‘Vlach’ (in
other words, Transylvanian) flocks from the southern
Carpathians to the Beskid Mountains of Moravia and
Poland show that that particular route was well known in the
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fourteenth century. This suggests that it could have been in
use a lot longer (Carpathian Sheep Transhumance 2013,
personal communications).
Long-distance transhumance is still practised in the

Romanian region of Transylvania. Treks between summer
and winter pastures can cover distances of up to 300 km
and take up to six weeks in one direction. But as life be-
comes harder for Romania's transhumant herdsmen, short-
distance transhumance between the farmers' homes
and their mountain pastures (avoiding main roads and
built-up areas) is becoming much more common (Huband
et al. 2010). In Romania this is called pendulare (pendula-
tion). Short-distance transhumance is similar to the Swiss
‘alp system’ described by Luick (2008), and according to
Huband et al. (2010), it has a more promising future than
the longer sheep walks, since so many families still rely on
exploiting the summer pastures for their own food.
Viability of sheep farming
Raising sheep is an important source of income. With an
estimated 11 million breeding ewes, Romania has the third
largest flock of all the 27 European Union (EU) member
states (Spain has the largest, with 15 million breeding ewes).
Its national flock bucked the EU trend in 2007 to 2008 by
growing by 5.45% (Hybu Cig Cymru Meat Production
Wales 2008). In 2011, Romania had just over 10% of the
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sheep in the EU (Eurostats 2012). Although wool is virtu-
ally valueless, sheep's cheese is highly significant,
accounting for half or more of the earnings made by
the farmers studied in this article. And according to de
Rancourt and Carrère (2011, p. 108), ‘Romania… could rap-
idly become the European leader in sheep milk production.’
Although roughly half of all Romania's sheep are kept

for milk (turned into cheese) rather than meat, in 2008,
sheep contributed 6% of the EU's total lamb and mutton
production (a decline of 13% on the previous year) as
compared with the UK's 34% (Hybu Cig Cymru Meat
Production Wales 2008). According to Ilişiu et al. (2013),
‘in the past 16 years, Romania was ranked first place in
Europe regarding live animals exported for slaughter. In
2004 the maximum number of exported animals exceeded
two million… Over 97% of the volume of exports is made
up of… Turcana [lambs] and the difference of 3% is com-
prised of … Tsigai [lambs]… The main destination of these
exports is the West European countries (Italy, Spain), and
Muslim countries (Saudi Arabia, Libya)’.
Leaving aside the welfare issues of live export, most of

Romania's sheep farms are not - yet - massive agribusi-
nesses. And they play a vital role in maintaining biodiver-
sity: ‘In Romania, small-scale… farmers own 70% of the
national sheep flock and play a vital role in maintaining
large tracts of valuable semi-natural habitats.’ (PASTORAL
2 2001).

Industrialisation versus pastoralism
Compared to Britain, Romania was a latecomer to indus-
trialisation. The greatest drive towards heavy industry
came during the Ceauşescu Communist regime (1965 to
1989), but it is still an agricultural country. European
Union statistics show the percentage contribution of
agriculture to Romania's overall gross domestic product
(GDP) to be more than 3.5%, and therefore one of the
highest. On the other hand, the average density of
livestock grazing in Romania is one of the lowest in
the EU. Figures given by the Eurostat Statistical Atlas
show <0.60 livestock unit (LSU) per hectare of fodder area
in Transylvania, the Banat and north-west Romania, and
between 0.60 to 0.90 LSU per hectare of fodder area in
the eastern Romanian regions of Moldavia and Wallachia.
One LSU is equivalent to one cow or six medium-sized
sheep! (Europe Regional Yearbook 2013).
Pearson (2012, p. 139) puts the case more strongly.

Quoting the Romanian Center for European Policies, he
says: ‘…agriculture is one of the most important economic
sectors in Romania. This sector generates 12% of the
country's GDP and around 30% of Romania's active
population works in agriculture. Most of agricultural
labour force is active in semi-subsistence farms, with little
connection with the market. The development of agricul-
ture is hampered by one of the worst rural infrastructures
in Europe and by an extremely fragmented ownership sys-
tem. Semi-subsistence farmers own small pieces of land
with an average size of 1.5 hectares. Any decision on CAP
[Common Agriculture Policy] reform made in Brussels
will have a dramatic impact on Romania's economic and
social landscape’.
Between 1949 and 1962, land in accessible areas was

collectivised, but this left a sizeable proportion out of
collective or state arm ownership. The historian Deletant
(2010) points out that ‘Collectivization was completed in
1962, and its results put 60 percent of the total area of
fifteen million hectares of agricultural land in collective
farms, 30 percent in state farms, and left 9 percent in
private hands. The latter consisted of upland where in-
accessibility made it impractical to collectivize.’
Romania's current land surface area - unchanged since

1962 - is 239,000 km2. One third of this is mountainous.
According to Huband et al. (2010, p. 57), ‘nationally there
are an estimated 2.4 million hectares of semi-natural
grasslands… and one source estimates 1.2 million hectares
of semi-natural pastures and hay meadow habitats in the
mountains.’ As defined by Huband et al. (2010, p. 56),
semi-natural grasslands are those ‘dominated by unsown
native plant species that rely on human activities to main-
tain the condition of the swards and prevent the establish-
ment of shrubs or woodland.’
Collectivisation and the state farm system lasted until

1991. As Deletant (2010) notes, collectivisation took
13 years to complete, and met with widespread resistance
in what was an overwhelmingly peasant society. ‘Commun-
ist Romania's plans to industrialize from an agricultural
base required not only massive financial investment,
including foreign loans, but also a major readjustment
of labour resources, involving movement from the land
to the factory. The measures included the combination
of agriculture with manufacturing industries and the
gradual abolition of the distinction between town and
country through a more equable distribution of the
population over the country. [T]his plan… was termed
by Ceauşescu “systematization.” The proportion of the
country's urban population rose from 22 percent in 1948
to 30 percent in 1965 and to 49 percent in 1983, and was
projected in 1988 to rise to 75 percent in the year 2000.
The number of towns with populations ranging from
under 3,000 to 320,000 rose from 152 in 1948 to 236 in
1978.’
Deletant ends his review with a quote that is highly

relevant to the attitudes which policy-makers take towards
sheep farmers and shepherds: ‘“seven million peasants,
who barely reach subsistence levels, have no idea of the
difference between the political right and left, and buy on
average a single toothbrush in a lifetime, pose a develop-
ment problem not just for Romania, but for the European
Union [EU] in general. It is hard to believe that by the
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twenty-first century the peasant problem in Romania has
not only remained unsolved, it had actually been recreated
close to its historical original, in spite of the efforts to
eliminate rural underdevelopment”… Had the majority of
EU leaders not dismissed views of Mungiu-Pippidi and
other leading analysts of Romania, it is hard to believe that
they would have so blithely accepted that Romania was
ready in January 2007 for entry into the EU.’ (Deletant
2010).
Despite this withering comment, Romania is in the EU. It

also possesses one of Europe's rarest natural environments,
one that is to a large extent dependent on traditional,
low-impact agriculture - including transhumance, and one
that is a ‘blueprint’ for many more industrialised nations
(Akeroyd 2007). Akeroyd also notes that:

This is a landscape that Europe has mostly lost, where a
wealth of plants and animals thrives alongside traditional
agriculture. And there is no reason why its people
should not have a happy and secure future, forging new
prosperity in this ancient and productive landscape
(2006, p. 9).

In February 1991, Romania passed a land restitution law
(Verdery 1994). Many people who owned land privately
before 1949 gained the right to get some of it back again.
This has increased the numbers of small landholdings
which form Romania's social and economic backbone.
EU Agriculture Commissioner, and former Romanian
Agricultural Minister, Dacian Cioloş, has written that
‘Farmers should not be considered only as running food
production enterprises. They act within a living environ-
ment that offers not only food and raw materials but an
enriched public life. In other words, European agriculture
has to be multifunctional: competitive not only for the
market but also for citizens, as an economic activity that
uses and manages renewable resources of public interest’
(Pearson 2012, p. 278).
In the past 20 years, many of the open expanses formerly

owned by state and cooperative farms have been enclosed
together with open areas of mountain pasture. The new
owners may be settled farmers, factories or property specu-
lators, but urban sprawl and fences make it more difficult
to move animals across country on foot. As older people
die, subsistence farms, many of which lie in the mountains,
are disappearing. But as Luke Dale-Harris (2014) points out
in The Guardian newspaper, ‘Meanwhile, the rural popula-
tion is growing. Each year more than 100,000 people move
back to the countryside from Romania's cities, where prices
are rising but jobs are scarce and poorly paid.’
Barriers to long-distance sheep walks include road

building and hostility from landowners, hunters and police.
Well-meaning animal welfare, registration and hygiene
regulations also make it harder for poor, small farmers
to continue with their traditional way of life. Despite
changes to the Common Agricultural Policy, it is con-
tended that EU policy-makers do not understand the vital
role that small farmers can play (Pearson 2012).

Shepherding in Romanian folklore
Romania's folk culture is full of tales about shepherds. The
country's most famous myth of origin, Miorița, tells the
story of a good shepherd who lets himself be murdered by
jealous rivals after being warned of their plan by a talking
lamb. Miorița is sometimes seen as a symbol of Christian
magnanimity, Christ's martyrdom and turning the other
cheek. Sandwiched between the Romanian Catholic west,
the Muslim east, with Slavophone Bulgaria and Serbia
to the south and Ukraine to the north, Romania is a
predominantly Orthodox Christian country with a Latin-
based language that traces its religious roots back to the
Byzantine Empire. The cultural links between pastoralism
and Christianity are too well known to need emphasising,
but it is perhaps worth saying that in areas where shep-
herding has been important, churches and wayside shrines
often contain murals or sculptures incorporating images
of sheep.
Popular Romanian sayings and folk songs show sheep as

sacred as well as useful animals. Mihai Coman (1996, p. 21)
quotes the following:

The sheep is a holy animal; anyone who keeps sheep and
bees will be lucky in everything they do. When there are
no more sheep or bees, it will be the end of the world.

The sheep is a blessing, for as long as she lives, she
sweetens and feeds you, and if she dies, her fleece
warms you.

Because of their knowledge of mountains, shepherds
were also used as messengers and spies in times of war.
If the foothills are included, the Carpathian Mountains

cover two thirds of Romania's surface area. The moun-
tains form a natural fortress enclosing the Transylvanian
plateau, which until 1918 was physically and politically
independent from the rest of the country. To give a brief
history from c. 1100, Transylvania formed part of the
Hungarian and later the Habsburg empire, while Moldavia
and Wallachia, the two other main medieval areas of what
is now Romania, were semi-independent principalities
closely allied to the Byzantine Empire. But after the fall of
Constantinople in 1453, they were forced to pay tribute to
the Ottoman Empire and later accept princes appointed
by Istanbul - or as in Dobrogea, became part of it. Poland
and Russia were other powerful neighbours that threat-
ened Romanians' sovereignty, and raids by Crimean Tatars
were common until 1717 (Boia 2001, pp. 11–27; Juler
2009, pp. 41–49, 306).
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Methods
This article is the result of several informal research
trips, from 2007 to 2013, to collect and record material
about the phenomenon of transhumance. Interviewees
included practising Romanian sheep farmers and hired
shepherds, the farmers' families, as well as historians,
ethnographers and government officials. The original
aim was to interview people descended from Romanian
shepherds who had migrated to southern Russia and
the Caucasus in the period 1880 to 1914. Over the past
seven years, material was gathered from a dozen individuals
whose families had shepherding connections to Russia. The
historical investigations developed in parallel with a study
of present-day transhumance in Romania. Most of the
material used here comes not only from personal commu-
nications and audio recordings but also from Romanian
and English written sources.

Study area
One area in particular stands out in connection with
pastoralism and transhumance. It is called Mărginimea
Sibiului, and it lies in the southern Carpathians to the
south of Sibiu city (Figure 1). Mărginimea Sibiului is
traditionally associated with groups of ethnic Romanian
smallholders who were forced out of their villages on the
plateau and retreated into the mountains when the Saxons
colonised Transylvania from the twelfth century. It was
historically distinct from surrounding communities of
ethnic Hungarians and ‘Saxons’ (an umbrella term for
immigrants who came from several different regions of
northern Europe, many of whom spoke German), and
has retained a strong sense of cultural and racial separate-
ness. Mărginimea Sibiului consists of 17 villages and
one town, scattered over the northern slopes of the
Cindrel range.
Of these communities, the higher-lying villages in-

cluding Rod, Tilişca, Jina and Poiana Sibiului are known
for their inhabitants' expertise in sheep rearing and their
adventurousness as transhumants. As Transylvania's
textile trade developed, some of the sheep farmers lost
their land to the very weavers who were exploiting their
wool, but flocks grew. This too forced the sheep farmers
to look for pastures further afield. Between the early
eighteenth and the mid-nineteenth century, flock sizes
grew out of all recognition. In the village of Sălişte for
example, the number of sheep quadrupled between
1714–20, and in the early nineteenth century, around
100,000 to 150,000 head were recorded there (Grecu
1990, p. 144). Huband et al. (2010) have stated that the
increase of cereal crops in the nineteenth and twentieth
centuries took more of the land away from grazing,
making it even harder for pastoralists to survive. In the
highest mountains, it was too cold in the winter and
there was not enough grazing or dry fodder to sustain
them. Seasonal movement with the animals to other places
made common sense.

History of transhumance in and from present-day Romania
In Romania there were no officially designated sheep roads
like British drovers' roads or Spanish cañadas. Instead,
shepherds memorised the routes, and although the paths
are being eroded by enclosures, roads and new building,
this is still the case today. Landowners of the past were
often glad of sheep to graze their stubble because the
sheep's dung fertilised the soil, and when it came to cross-
ing national boundaries, shepherds knew the mountain
paths by which they could evade densely populated areas,
and customs duties, if they applied. Luick (2008) describes
a very similar situation in Germany:

The Southwest German transhumance relied upon rules
and privileges for the wandering shepherds. Unlike in
Provence or in Spain there never existed a special or
coherent system of legally-established drove roads. The
paths the transhumances took on their journey from the
summer pastures to the various winter grazing areas can
more be described as a system of spatial corridors.
Whereas the actual passage of the flocks is generally
allowed, the daily grazings have to be individually
sanctioned by the particular community and in most
cases shepherds are charged a rent depending on the size
of the flock and/or the length of time on the communal
territory. Over time a tradition evolved as shepherds
used the same transhumance corridors and had
contracts with the same municipalities every year. In
the past shepherds could even gain a small revenue if
they kept their sheep overnight in folds on arable fields.

Documents from the fourteenth century show that
shepherds from Mărginimea Sibiului over-wintered their
sheep in lower-lying areas across national borders, as
far away as Moravia in the present-day Czech Republic
(Figure 2). Other popular destinations were not only
Dobrogea (on Romania's Black Sea coast and under Turkish
rule until 1878) and Istanbul itself since the Turks
prized Romanian sheep for their meat but also Bulgaria,
Macedonia, Serbia and the Banat. From the sixteenth
century, Carpathian shepherds could be found wandering,
or transhuming, to southern Russia and the Crimean pen-
insula. They eventually made their ways to the Caucasus
mountains, where some presumably settled.
The depth and pervasiveness of pastoralism in Romanian

culture have given rise to some fanciful theories that the
fire god Prometheus landed in the Carpathian, not the
Caucasian, mountains (Densuşianu 1913) and that an-
cient Colchis, from which the mythological figure of
Jason snatched the Golden Fleece, lay in eastern Romania
and not Georgia.
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This study has found few historical records charting
exactly how and why the earliest Romanian shepherds
moved to the north of the Black Sea and the Caucasus
(see Figure 2). And there are no signs that Transylvanian
sheep walked home from southern Russia to Mărginimea
Sibiului for the summer - it was too far. It is more likely
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Figure 2 Spread of Romanian transhumance to Russia and the Caucasus (Source: Lupaş et al. 2009).
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that the Mărgineni who established winter homes in
Dobrogea migrated further east when the climate demanded
or it was politically possible. Romanian shepherds would
have been attracted to the vast expanses of grassland, es-
pecially as Russian peasants did not exploit them (Grecu
1990). Instead of returning home every year, a lot of
Romanians moved eastwards, enjoying the milder climate
which made transhumance unnecessary in winter. The
political status of Moldavia, the eastern Romanian region
part of which is now the Republic of Moldova, shows that
it was, and still is, a halfway house between Romania and
Russia: 70% of Moldovans speak Romanian. But following
the Tsarist purges of Caucasian peoples in the 1860s - and
possibly because of them - another wave of migrations,
starting from about 1880, brought Mărgineni shepherds
to the recently vacated steppes of the Volga basin and to
the east of the Black Sea. Using what may by now have
been familiar paths, they established folds, and later farms,
in Crimea and the Caucasus.
During this period, some of the Romanian settlers in

the Crimea took their sheep to the Caucasus mountains
for summer, establishing a new transhumant route to
the east. There is no sign that they brought their animals
home to the Carpathians on a seasonal basis. In many
cases they abandoned the Ţurcana sheep for more com-
mercially rewarding breeds such as Karakul and Merino,
or cross-bred the Ţurcana with Merino to create the
Ţigaie sheep which, as mentioned above, has finer wool.
It is certain that the Romanians themselves ‘transhumed’:
they left their sheep in the hands of other family members
or fellow Romanian shepherds while making occasional
trips home to Mărginimea Sibiului to see their parents,
wives or children.
There was a tradition that sons and nephews of the

migrating shepherds would travel to Russia on their own
when they reached 14 years of age and had finished
school. Along with their adventurous spirit and educational
achievements (Grecu 1990, p. 12), this facet of Romanian
pastoralism has become a matter of pride in the annals of
Mărginimea Sibiului (Lupaş et al. 2009). As Russia turned
into the Soviet Union, and Stalin replaced Lenin, the
plight of these Romanian sheep farmers became extremely
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precarious: some were killed or deported to Siberia, others
starved, some disappeared and several scores escaped
home to the Carpathians, minus their sheep.
During Communism, the upland villages Jina and Poiana

Sibiului in the study area of Mărginimea Sibiului area were
famous - if not notorious - for their wealthy sheep farmers.
Some of these villages' farmers managed to earn steady in-
comes at times when most of the county was experiencing
food and electricity shortages. Their luck was due to
their remoteness, 1,000 m up in the mountains: they
were not collectivised, they evaded certain taxes and
the government guaranteed prices for their animals'
milk, meat and wool. People who commuted to these
villages from the poorer plateau below used to talk of
‘going to America’.

Transhumant shepherds: case studies
Dan D is in his early thirties. He runs a flock of 1,000
Ţurcana ewes and rams which breed, on average, 500
lambs once a year. Ţurcana sheep are a shaggy, coarse-
fleeced, curly-horned, hardy, all-purpose breed (Figure 3),
thought to be descended from the wild Mouflon (Ryder
1983, p. 23). During the Communist period, the Ţurcana
virtually vanished in favour of the Ţigaie (a cross between
the Ţurcana and the Merino, bred for its finer fleece), and
the Merino itself, but thanks to their ability to survive the
harsh Carpathian winters, they have made a rapid come-
back since 1989. Every spring and autumn, Dan walks the
flock between his summer pastures in and above his home
village of Jina, the highest in Mărginimea Sibiului (900 m),
and his winter grazing grounds in Sălaj county, some
300 km to the north-west of his home.
It is still more economical for him to walk his animals

between seasonal pastures than to send them by truck. Dan
says that he prefers leading his animals on foot, because his
sheep are healthier and more disease resistant due to the
exercise they get and because they eat a wider variety of
plants than they would if kept in one place all year round.
He states that their meat and milk are of superior quality
and taste better as a direct result of long-distance transhu-
mance. Dan's faith in the health benefits of meat - and milk -
that come from extensive grazing is borne out by scientific
evidence. The Pasture Fed Livestock Association (based in
Britain) states on its website that ‘Grass-fed meat tends to
be lower in total fat and also has higher levels of “good fats”
such as Omega 3. Milk and meat from grass-fed animals
has higher vitamin levels - particularly vitamin E. Some
studies also show higher mineral levels in grass-fed meat
and milk.’ (PFLA Pasture Fed Livestock Association 2011).
Unfortunately, apart from the Slow Food Movement, which
has Romanian centres in Bucharest, Braşov, Cluj and Turda
(Slow Food Turda, n.d.), this study has found no equivalent
Romanian or EU organisation that promotes meat and milk
from animals that have been grazed extensively, or while on
transhumance. The guaranteed prices for meat, milk and
wool have vanished, and there is no Wool Marketing
Board in Romania as there is in the UK.
In the weeks leading up to Romania's accession to the

European Union (January 2007), it was widely believed
that all forms of transhumance would be forbidden. In
February, 2007 the Romanian Ministry of Agriculture
published a news flash that was designed to clarify the
situation (MAPDR 2007). After specifying the rules for
vehicular transport, the article turned its attention to
transhumance on foot. It stated that walking herds of
animals ‘should be avoided whenever possible because
it leads to great loss of body weight and contagion’. It
continued:

The displacement of the animals must be planned
ahead so that it is carried out at a time when the
weather is favourable, to avoid heavy rains, cold and
also excessive heat. The route and resting points must
be chosen by consulting local authorities, so that the
animals do not come into contact with local beasts.
Roads with heavy traffic must be avoided, in favour of
side roads, but these side roads must be neither
potholed nor covered in deep mud. Flocks and herds
must be supervised properly, grouped by categories of
sex and age, to a maximum number of… 500–600
sheep per flock. The movement must take place
during the day, with a limit of… 25 kms walking per
day for sheep and goats. Sick or injured animals must
not be moved… Similarly, females in the last month
of gestation or the first month after giving birth, and
young and aged animals must not be moved. Between
May and October, fodder can be provided by pasture.
If no pasture is available, two portions of
corresponding feed and water must be provided, at
least twice a day. The groups must be looked after by
a sufficient number of well-trained herders. If animals
die or need to be killed on the road, a veterinary officer
must decide what action is to be taken.’ (translated from
Romanian).

As stated above, there are no officially designated sheep
paths in Romania. In the autumn, Dan's animals have to
make their way north, walking down through the woods
and pastures of the Cindrel mountains towards the town
of Sălişte, and across 200 km of the Transylvanian plateau
before reaching their goal. This means crossing fast roads,
fording rivers or finding bridges over them, walking over
railway lines, and either skirting or passing through towns
and villages. Their route goes past Cluj, the largest city in
Transylvania, and several other conurbations including
Turda and Ocna Mureş (Figure 4).
Questioned in 2010 about the dangers of transhumance,

Dan said that the greatest threat came from people, not
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Figure 3 Mrs B with her prize-winning two-year-old Ţurcana ram.
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from wild animals. He remembers when he was a little
boy that the way for sheep was much clearer than it is
now. He blames land enclosures, hunters and hostile
police. There is no law against walking one's sheep on
transhumance per se, but only on the time of day, and the
distance one may cover. This study has heard uncon-
firmed reports that some authorities demand a tax of up
to 2,000 euros if one walks one's animals across county
boundaries.a

The farmers interviewed for this study say that some-
times they have to move their sheep at night so as to get
safely through towns and across major roads, because that
is when the traffic is lightest. Even so, sheep often get killed
in road accidents, and while crossing railway lines. Dan has
had several run-ins with policemen while attempting to get
his flock across the E68, an international route that runs
near Sibiu. Evasion is often better than confrontation. It is
unsure whether he or other transhumant shepherds comply
with the 600-head limit. If hired shepherds give notice - or
disappear - at the last minute, flock masters can be left with
an impossible situation. Dan has complained about another
regulation, unverified here, that on the road, farmers must
not use more than two dogs per thousand sheep. Dan said
that this also makes life very difficult.
Dan owns a farmstead in the Sălaj village of Firminiş.

He supplements his winter grazing by providing dried
maize and hay, which he buys locally or in Jina village;
he can bring it to Sălaj in his van or jeep, or by friends'
transport.
Dan D bought the farm with 50 ha of adjacent grazing

in 2010; before that, he rented various parcels of pasture
from the local village or at another pastures, 18 km away.
Today, he still rents grazing there as well as using his
own. Dan's parents are also farmers, and during the 1970s
and 1980s, both of them walked their sheep from Jina
to the same over-wintering grounds, and back again in
spring, leaving their other farm animals at home in the
care of relations. Dan has four sisters, two of whom are
older than him. His eldest sister also went on the road,
as he did from the age of nine.
Huband et al. (2010) say that Jinari shepherds (i.e. sheep

farmers from Jina) have traditionally chosen Sălaj for their
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Figure 4 Transhumance centres and directions in present-day Romania (Huband et al. (2010)).
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winter pastures. This study noted that four or five Jinari
flocks were stationed near to Dan's during the winter of
2011/12. Sălaj lies in a corridor between the Apuseni
mountains and the eastern Carpathians. It is several
hundred metres lower than Jina, and the winters are
usually mild enough there for the Ţurcana sheep to
survive outdoors even in snow storms. The heaviest snow
generally falls in December and January. Predominantly
hilly, its landscape is a patchwork of open fields or strips
designed for cereals, occasional fenced orchards, scrub
and young woods that are mainly of beech and oak and
which are managed by the county forestry service. Dan
has made arrangements with the village councils (comune)
and the forestry authorities which let his sheep cross
village boundaries and graze in the woods.
Lambing takes place once a year and usually begins
in February. In January 2013, with manual help from
his hired shepherds and friends from Jina, Dan built a
lambing shelter; previously, the ewes gave birth outside,
although there was indoor shelter for vulnerable or sick
animals.
In common with all sheep on rented winter pastures,

Dan's flock has to get moving on or before 1 April. This
helps to protect young crops from being trampled and
eaten. If grazing is particularly short, or there are very
young lambs, as in April 2012, which was preceded by
two years of drought, he may walk his animals in a short
circuit to strengthen them gradually before beginning the
main journey (Figure 5). But owing to the time constraints,
some sheep inevitably give birth on the road. Dan does not
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Figure 5 Transhumance shepherd and flock.
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sell his lambs at Easter (when most lamb meat is sold to
the internal Romanian market), but keeps his young stock
until July or later, depending on whether he can get a good
price for them. In any case the lambs are weaned in May as
soon as they return home, and the mature sheep are shorn
before heading to the higher pastures. Shearing (done
manually) and bathing (October) require extra hands,
and farming neighbours often fill the breach.
Dan's parents own a farmhouse in the centre of Jina.

It has substantial outbuildings which house their hay, a
couple of horses (used for traction), two or three pigs,
and chickens, and a small garden where vegetables are
grown for the household. The family also owns a 2-ha
grădină, which is a fenced field about a kilometre from
their house. The grădina yields two or three cuts of hay
per year, and the sheep and the donkeys - which Dan
uses to carry his team's camping gear while on transhu-
mance - may be kept there for a week or two between
summer and winter grazing. Even in the field that is
close to the village, the sheep must be constantly overseen
to protect them from wolves and bears.
Dan's mother occasionally sells surplus piglets at the
annual animal fair at Poiana Sibiului, but otherwise
sheep are their only commercial livestock. A cellar under
the house contains the barrels of telemea (salted sheep's
cheese) which provides the D family with half of its annual
income (the rest comes from the sale of lambs and gov-
ernment grants). Dan receives an EU subvention per
head of sheep for grazing his flock in a Less Favoured
Area (LFA). Like the other farmers interviewed for this
study, Dan says he could not manage without the EU
funding.
There are no separate bedrooms in the family home:

typically the parents, children and grandchildren share
sofa beds in the sitting room and the adjacent ‘clean
room’. However, there is hot running water, a separate
bathroom and a washing machine, the last item by no
means usual in present-day Romanian villages. All the
daughters and other family members help on the farm
if they are needed and are physically able and free to
do so. This often means spending time at one or other
of the family's rented colibi (summer farms consisting
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of grazing land, log cabins and barns) when the sheep are
grazing Jina's mountain pastures in the summer (between
May and October). Dan needs two pastures because, as in
winter, he separates his flock into two parts, keeping the
sterpe (lambs and milkless ewes) with the rams in one
group, and milking ewes in the other.
A 2007 report by a BBC correspondent was called ‘EU

clash with Romanian tradition’. It included an interview
with another Jina sheep farmer. She said that her family
made ‘roughly 2,500 kilos of cheese a year. Ten kilos per
sheep, in the milking months from May to October which
they sell to the merchants for up to 10 New Lei (£2) a kilo’
(Thorpe 2007). At the same rate, Dan's family would make
about 7,000 kg a year
Dan's parents are in their early sixties. In summer, they

live almost permanently at one of the lower colibi while
Dan divides his time between the flocks, fetching sup-
plies, milking and taking turns with the hired shepherds
to do guard duty. He is also building a house for his new
family; it stands next to his parents' home. Dan's wife
also helps with the sheep and with cheesemaking, but
she has a baby to look after, and, having expressed some
dislike for life in the summer folds, it is uncertain how
she will manage her time in future. The pigs and hens
for the family are transported at the start and end of the
season to and from the sheep folds by cart, jeep or on
foot. Dan's father also helps with milking and cheese-
making. Although he no longer goes on the spring and au-
tumn journeys, Dan's father takes part in summer and
winter watches, and still sleeps in the open in summer.
Jina has about 60 working colibi; their number has re-

duced from roughly twice that amount during the past
40 years. Most are used for sheep but herds of cattle are
kept too. A few Jinari own their summer farms, but most
rent them from private individuals or companies. In
1991, Romania's government authorised the restitution
of land that had been collectivised by the Communist
regime in the 1940s. This meant that individual families
could receive up to 50 ha of their former holdings and
buy up to 200 ha. During the Communist period, Jina
village owned more common grazing than any other
village in Mărginimea Sibiului. The reasons for this date
from the Habsburg regime (late seventeenth century until
1867) when the men of Jina agreed to defend the border
between Transylvania and Wallachia which ran along
the mountain ridges nearby. The village received several
mountains as a reward.
Dan employs between two and five hired shepherds. He

prefers to find shepherds by word of mouth; otherwise,
like many Mărgineni farmers, he will look for new hands
early on Monday mornings at Sibiu railway station. Each
one gets a salary of between 200 and 300 euros a month,
depending on their age and experience. As well as their
salaries, the hired men are given their daily food, as well
as clothing, alcohol and cigarettes. In return, they are
expected to work and sleep outdoors for most of the year,
no matter how bad the weather is (Figure 6).
The hired men must help with the daily milking, herding,

feeding, treating and protecting the sheep. They have to
stay with the flocks all day and sleep near them at night.
They make their beds on the ground or in ţoţe (boxes made
of wood or corrugated iron which are just large enough to
contain a man lying at full length) (Figure 7). Traditionally,
at night or in bad weather, shepherds wear a long sheepskin
cloak known as a cojoc or sărică, which has the fleece on
the outside. Against the rain, they may have an oily woollen
plaid called a ţol, but many use plastic sheeting as a
raincoat. Traditional headgear for Mărgineni shepherds
consists of black, rimless, pot hats made of hard, felted
material. The shepherds' footwear is usually a pair of half-
length plastic Wellington boots, with felted or woven
wraps instead of socks.
One of the longest-serving hired shepherds, Adam,

has been with the D family for five years. He is 23 years
old and an orphan. He comes from Sălaj, where Dan and
his family have created a network of useful contacts.
Adam is distantly related to Dan's wife who is also from
Sălaj. However, disputes often arise between farmers and
hired shepherds about standards of care. Grievances are
usually dealt with immediately, but not always happily,
and hired shepherds do walk away without giving notice.
During the research for this study, Nelu, another of Dan's
hired shepherds was sent to prison for the attempted
manslaughter of a landowner who had attacked Dan's
father. The incident happened during the autumn trans-
humance, at dusk when some of the sheep may have
strayed onto an unfenced field of lucerne. Nelu was
18 years old and had worked as a shepherd for six years.
Luckily, the landowner survived, and the D family paid
for Nelu's defence: he came out of jail after 18 months
and returned to the flock. A third hired shepherd, a 14-
year-old, worked for Dan for three seasons, but just before
the start of the spring transhumance, he stole a sheep dog
and ran away.
Dan owns 10 or 12 Carpathian sheep dogs (bred for

guarding sheep) and several smaller herding dogs, all of
which help raise the alarm if predators are about. Other-
wise, the shepherds have only their hard wooden staffs and
physical strength for protection. Huband et al. (2010) noted
that the quality of hired shepherds in their study area has
fallen since 1989. This is because few youngsters want such
a hard and lonely life; waged shepherding has become a last
resort for those who are down on their luck. But a degree
of trust is essential on both sides, and the D family makes
noticeable efforts to accommodate their workers' needs and
tolerate their personalities. They work alongside them, eat
with them and provide company and heat in the shieling,
as well as food at the end of day and night shifts.
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It is a tough life and employees often want to leave be-
fore the long-distance walks. Then Dan has to rely on
family members, including his wife, and fellow flock mas-
ters to go with him. Other long-distance transhumant
flocks may be left completely in charge of hired men: in
the four cases studied here, all the farmers walked with
their animals and spent the majority of the year with
them. But since the study began, two of the four have
given up long-distance transhumance altogether.
The S family from Rășinari used to walk 600 ewes over

the southern Carpathians from their rented mountain
ranges to Lugoj, a journey of about 200 km. The family
consists of the father, the mother who is in charge of
making the cheese, their daughter, who is a teacher,
and two sons. Both sons are in their twenties, and both of
them want to continue the family business. The family has
split their land into two, giving one son his own farm near
Lugoj in the milder Banat region. The other son raises
sheep and cattle, and they are kept on the same farm all
year round. He accommodates his father's sheep during
the winter.
In September 2010, the sheep-owner and two hired
men walked the ewes to Lugoj for the last time. Close to
the end of the three-week journey, they were attacked
and beaten by six men, allegedly for allowing their sheep
stray onto crops. This was enough to persuade the S
family that it would be better to transport their animals
by truck in future: previously, they had sent the sheep and
lambs home by lorry in spring, but their fear outweighed
their worry about the extra expense.
Two brothers, from Jina, who shared the management

of a sheep farm with their widowed mother used to walk
their sheep to lower pastures near Deva and remain with
them outside all winter. In 2011, during the drought,
they decided that it was not worth the trouble any more.
They decided to keep their 600-strong flock at home,
feeding it on their own hay as well as hay bought from
neighbours and maize which they buy from a wholesaler
who visits the village.
At the time of writing, the Răşinari farmer Dumitru C

and his son Radu are still making long-distance treks
with their sheep from Rasinari to Sălaj. Traditionally,
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Figure 7 Shepherd's sleeping box in the grasslands.

Juler Pastoralism: Research, Policy and Practice Page 13 of 172014, 4:4
http://www.pastoralismjournal.com/content/4/1/4
transhumant farmers from this village led their flocks
to Dobrogea on Romania's Black Sea coast or south to
Wallachia (Figure 2). The C's winter grazing is rented,
and they too buy hard feed for their animals in winter,
particularly before lambing.
Dumitru C is in his early sixties. He breeds donkeys as

a commercial sideline and usually takes 20 donkeys, 12
dogs, and six or seven hired shepherds to support his flock
of 1,200 Ţurcana sheep. In summer, he rents mountain
grazing from the town hall in Răşinari. Like the other
three farmers interviewed for this article, Dumitru C earns
about half of his income from selling cheese and the rest
from lamb meat. As with Dan's parents, Dumitru, his wife,
their son and the hired men (several of whom are fellow
villagers with small flocks of their own) all help. They milk
the sheep and make the cheese at their summer folds; they
fetch the cheese down to the family house by jeep once or
twice a week. The C family sells their cheese at the door,
but mostly via agents who take it to Bucharest where
sheep's cheese from Mărginimea Sibiului is regarded, and
sold, as a regional delicacy.
Asked for his impressions, Dumitru C said that the
produce from his transhumant sheep is mai ecologic -
healthier for people and better for the environment. He
notices a difference between his winter grazing in ‘the
valley’ and the mountains: the summer pastures are much
cleaner, the water cleaner and the air fresher. But he
cannot prove that the market prefers it, and he could
not continue to farm without EU hand-outs.
Social and cultural benefits of transhumance
Through kinship and community ties, there is a strong
social element to transhumance. It harks back to the
tovaraşire (comradeship) that evolved when flocks were
kept communally by groups of friends or villagers, and
each owner took his or her turn to look after them and/or
do the cheesemaking. (A communal herding system
still exists in other parts of Romania.) Asked why they
continue to walk with their sheep over long distances,
Dan D and Dumitru S said that they do it because they
love it, and it is in their blood.
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With some 6,000 souls, some 2,000 of whom are
Gypsies, Jina village is a vibrant place. Although young-
sters are leaving the land because they can earn more in
the cities or abroad, farming, especially sheep rearing, is
still the most important economic activity and pastoral
traditions play an important role in keeping the community
together. In August, some farming families hold parties
at their folds to celebrate nedeia, a traditional holiday
(formerly also a marriage fair) that marked the time when
sheep came down from the highest pastures. It coincides
with the feast of the Assumption of the Virgin Mary, one
of the most important religious holidays in Romania, and
in the nearby village of Tilisca, St. Mary's Day is celebrated
as part of a shepherds' festival. Festivalul Oierilor com-
prises a sheep breeders' meeting, a church service, a feast
and an open air folk music concert. There are similar an-
nual song and dance festivals in Jina and other Mărgineni
communities and in ‘sister’ villages over the mountains in
Wallachia (founded by Jinari who were fleeing from the
Habsburgs for religious motives), all of which are inspired
by the area's shepherding culture. Between Christmas and
New Year, young shepherds dressed in special, embroi-
dered, long-sleeved sheepskin coats perform regional
dances and songs around the village. Religion is taken
seriously here too: on Saints' days and at the many
weddings, christenings and funerals, the villages' two
main Orthodox churches are full.
Pride in their pastoral culture shows in other ways: in

2011, the Asociatia Reuniunea Mărginenilor Sibiului (The
Friends of Mărginimea Sibiului) instituted an annual prize
for the area's most promising young shepherd. Candidates
have to be attending a local school, nominations are made
by teachers, priests or mayors, and the award consists of
ten lambs.

Transhumance and the environment
Romania is an outstandingly beautiful country. It is
extraordinarily rich in intact natural habitats and the
wild animals that live in them (Maanen et al. 2006).
Thanks to the inaccessibility of its mountains to heavy
machinery, large areas of the country were never col-
lectivised. This allowed a remarkably old-fashioned
agricultural system to survive. According to Romania's
Institut Naţional de Statistic, in 2010 just over two million
holdings of 1 ha of less were registered for EU subventions.
This represented roughly half of the country's total agricul-
tural structures (Ghib 2013). These are the small, extensive,
low-impact, mixed, family farms that the European Union
dubs subsistence or semi-subsistence. Although large sheep
flocks, such as those seen in Mărginimea Sibiului of up to
1,500 head, may cause over-grazing (Buza et al. 2009),
transhumant animals do not constitute a monoculture.
Their seasonal migrations are an integral part of the mosaic
that has kept Romania looking so green. But these old-
fashioned systems are vanishing. A host of pressures are
destroying its pristine wildernesses. These include the frag-
mentation of the countryside as more land is enclosed,
urban sprawl, mining, road construction, unregulated log-
ging, ill-conceived hydroelectric schemes, and the advent
of large, modern, intensive and factory farms.
One argument for encouraging transhumance, whether

short- or long-distance, is that grazing herding animals
over extensive areas is good for the land. Huband et al.
(2010) have outlined some of the benefits of extensive
grazing on semi-natural grasslands, particularly areas where
traditional farms lie up against mountain wildernesses.
They say that sheep, cattle and horses help to reduce
tumbledown. Cattle and horses, being heavy and large-
footed, can trample and eat tough young trees that
encroach on finer plants. Sheep, which feed low to the
ground but have no upper teeth, do not tear plants up
by the roots and can help preserve areas of wild flowers
which feed caterpillars and other insects; the invertebrates
then provide nutrition for birds and small mammals. The
animals' dung helps to fertilise the soil, and moving them
between summer and winter pastures allows grazed areas
to recover when the sheep have gone. Travelling sheep
help to disperse seeds (the seeds get caught in their fleeces
and spread in their dung). Luick (2008, p. 11) says that
‘Recent research about conservation strategies for grazed
chalk grassland pointed out that the distribution of the
seeds and fruits of many plant species is very much related
to transport vectors such as the sheep. Since the number of
transhumant sheep is permanently declining it is to assume
that in the long run this may cause negative effects on the
recolonization of sites and the necessary refreshment of
seedbanks’. The above only describes a small part of the
Carpathians' complex ecosystem, which also relies on large
carnivores to control large wild ungulates such as deer.
Agri-environment schemes such as Natura 2000 and EU

Habitats Directives are helping to preserve some areas of
the Romanian Carpathian Mountains.
Andrew Jones (2010) is a grassland ecologist who worked

in the Romanian Carpathians for seven years. He was
attached to the Romanian Ministry of Agriculture on an
agri-environment scheme. He understands how small, mixed
farms and the practice of transhumance have created a
mosaic which allows biodiversity to flourish. Jones says
that Transylvania's traditional grasslands are a model for
other countries, such as the UK, that have already lost their
biodiversity. ‘Transylvanian systems can help us learn how
to preserve our grasslands’ (personal communication).
However, Jones's outlook for Romania's future is gloomy,

because of the lack of restrictions on foreign investment
(personal communication). Dale-Harris (2014) explains:

Over the past decade, almost 1 million hectares of
Romania's land have been bought up by foreign
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companies, using legal loopholes left open by the state.
As part of Romania's transition from communism to a
modern, neoliberal economy, the movement of
peasants off the land has been billed by the government
as an inevitability, a hitch on the road to becoming a
prosperous, western economy. Eventually, the
government insists, everything will level out: the old
will die off and the young will move away. This, as
Achim Irimescu, the former secretary of state for
agriculture, puts it, is “the natural solution” to
Romania's peasant problem….

Dale-Harris lays blame for this open season at the EU's
door:

Poland and Hungary faced the same situation, yet
both countries implemented laws that to an extent
increase the security of their country's landowners.
Their reasons may have been populist and nationalist,
but the results of the laws are a stand against the
hegemonic policy of the EU and a relative safeguard
to their peasants. The Romanian government has no
such plan; here the land policy lies directly in line
with that of the EU, a policy which can make
Romania's powerful very rich, very quickly.

Transhumance and wild animals
Romania's Carpathians have the largest populations of
Europe's rare and endangered species such as bear,
wolf and lynx (Beckmann 2001). Wild boar also inhabit
Transylvania and they can kill lambs. Although bears,
wolves and lynxes rarely penetrate the more populous
parts of the Transylvanian plateau, they are present in
the lower, rural areas of the plateau and foothills where
shepherds in this study take their flocks for winter.
Most sheep in Transylvania are grazed on unfenced land
and live out in all seasons. As noted above, they need
shepherds and guard dogs to protect them.
According to Colin Shaw, a founder member of Romania's

Association of Ecotourism, ‘Romania still has some 5,000
European brown bear, over 2,500 wolves, and about 1,500
lynx - some 40% of the European population of all 3 spe-
cies. These animals survive in these numbers through lack
of contact with humans, though continued hunting and
poaching is resulting in a gradual decline.’ (Shaw n.d.). Of
these three large carnivores, the wolf relies heavily on
domestic sheep for its food. It is hard to find a balance
between the interests of herdsmen and predatory animals
that feed on sheep but are deemed precious to the world
at large (see also Lescureux and Linnell 2013; Eriksson
2011). In Romania the same conflicts occur: some hunting
of bears and wolves is allowed, but otherwise these wild
carnivores are legally protected and farmers are not
allowed to shoot them if they attack their flocks. Is this an
argument for paying sheep farmers to breed flocks for
wolves? That may be too radical a solution, but could con-
servationists and pastoralists cooperate more widely? This
journal has aired such issues: see particularly Heikkinen
et al. (2011) for how Finland's herders are organised. Singh
et al. (2013) outlines an insurance scheme that encourages
northern Indian pastoralists to set aside grazing areas
for wild herbivores, and so reduce predation on their
own animals by snow leopards and wolves.

Conclusions
The World Initiative for Sustainable Pastoralism (WISP
under the International Union for Conservation of Nature),
the European Forum on Nature Conservation and Pastoral-
ism (with its identification of High Nature Value farming
in poor, mountainous areas and its associated project,
PASTORAL 2000–2003), the Spanish Asociación Trans-
humancia y Naturaleza, and a Polish initiative are a few
of the organisations dedicated to promoting transhumance
because of its role in nature conservation, environmental
health, food quality and cultural traditions.
In 2013, a group of six shepherds from Romania, Poland

and Ukraine walked 600 sheep about 1,400 km from
Rotbav near Braşov to Valašsko in the Czech Republic.
By retracing a medieval droving route which is known to
have existed between these two points since the four-
teenth century, Carpathian Sheep Transhumance (2013)
highlighted the value of traditional pastoralism in develop-
ing the Slow Food Movement. A number of related food,
crafts and cultural events were held along the route. How-
ever, Gheorghe Câţean, one of the Romanian shepherds
concerned, could not identify any great advantages in
transhumance other than saying that it is a form of natural
selection (because only healthy sheep survive), that it
reduces the fat content of the lamb meat and that it is a
great adventure for men! (personal communication). More
positively, the President of Sibiu’s Sheep Farmers’ Associ-
ation assures us that lambs raised on mountain pastures
are sought-after for their taste (Lachenal et al. 2014).
To quote Nori and Gemin (2011), the Common Agri-

cultural Policy is supposed to be supporting pastoralism:
‘Pastoralism is being increasingly appreciated worldwide
as an environmentally friendly practice, which, in the
European Union (EU) is valued as particularly important
for the protection and the safeguarding of mountainous
areas, defined as “Europe's ecological backbone”’. In 2013,
the EU announced important changes to its Common
Agricultural Policy (CAP). Among them were the aims of
supporting the producers rather than the product, distrib-
uting funds more fairly and helping environmental initia-
tives. The Overview's introduction states:

rural development will continue to play a pivotal role in
achieving the CAPs environmental objectives and in
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combating climate change. The focus of the second
pillar on sustainability is clearly visible by the fact that
at least 30% of the budget of each Rural Development
programme must be reserved for voluntary measures
that are beneficial for the environment and climate
change. These include agri–environmental-climate
measures, organic farming, Areas of Natural
Constraints (ANC), Natura 2000 areas, forestry
measures and investments which are beneficial for the
environment or climate. All these measures contribute
significantly to environmental enhancement and
climate change because they are adapted to local needs
(European Union 2013, p. 7).

This study has found that Romanian sheep farmers are
still practising long-distance transhumance because they
believe that it is beneficial to their animals, the environ-
ment and their produce. They also do it because they love
it. But some are pessimistic about its future. As Huband
et al. (2010) pointed out, pendulation may be the only way
forward, but even that is under threat. The PASTORAL
project suggests links between pastoralism and tourism as
well as environmental conservation and the preservation
of ‘public goods’ (PASTORAL 2000–2003). More proof is
needed that naturally produced meat and milk - and wool
for that matter - are not only superior in quality to indus-
trially produced foods but also economically viable and
attractive to consumers. Although the PASTORAL project
made an excellent start, conservationists and policy-makers
still need to talk to, and understand, small, practising
farmers, and vice versa.
More needs to be done to persuade the Romanian

authorities - and people - to stop deploring the ţărani, the
smallholders and country people known pejoratively in
English as ‘peasants’, and to start seeing them as a huge,
intelligent, dynamic resource. Valuing transhumance, and
its contribution to environmental and nature conserva-
tion, as well as to the economy and society, lies within this
larger context.

Endnote
aThe only reference this study has found to such a law

comes in the following email from the rural development
agency (DADR) in Alba county (neighbouring Dan's home
county of Sibiu), dated June 2010: ‘With reference to the
transportation of sheep across county boundaries, you
must contact the local authorities to clarify if you must
pay a tax and how much it is.’
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Abstract

The nomadism/pastoralism debate has always been closely connected to discourses
about modernization theories whenever development issues were at stake. While the
mainstream debates have changed since stage models apparently became outdated,
it is surprising that the Chinese development model seems to adhere to classical
modernization theory. Consequently, it appears worthwhile to consider present
challenges in the pastoral sector first from the Chinese perspective and, second, in
comparison with the situation in neighbouring countries.
The discussion reveals that the Chinese model is quite different from neighbouring
countries' practices and is embedded in an authoritarian approach that suggests
similarities with the implementation of a development model during the
collectivization phases in the Soviet Union and the People's Republic of China, when
Stalinist- and Mao Zedong-inspired models were implemented under autonomy and
sedentarization regimes. Nevertheless, the present context is quite different because
ecological degradation of pastures and the non-existent closure of the development
gap between affluent urbanites and remote farmers and pastoralists have been
addressed by implementing the present resettlement programmes.
In China's pastoralism regions, the tragedy of responsibility is related to top-down
approaches without adequate participation of stakeholders. In neighbouring
countries, pastoralists tend to complain about negligence by state authorities, non-
binding regulations and arbitrariness by powerful actors. Countries such as India and
Pakistan are still reworking their colonial legacies and trying to adapt pasture
legislation to the demands of rangeland management and nature protection.

Keywords: Resettlement, Transformation, Pastoral practices, Pastoral township,
Rangeland degradation, Modernist adaptation
Background
The appropriation or conversion of land that was formerly utilized by pastoral strat-

egies can be discussed in relation to neoliberal conquests, inscribing environments and

shifting social scapes. All vantage points are related to pressing issues and contempor-

ary debates; currently, land-grabbing and resettlement schemes could be named. Both

are responses to external innovations and interests in former or current peripheral

areas that have come into focus in an arena of shrinking space. Investments in agricul-

tural and industrial enterprises, exploitation of natural resources and nature protection
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are the fields of action. The thematic thrust can be seen as addressing transformations

that can be attributed to the agency of development. If we perceive agency as “… the

network of institutions and actors that through their actions and interactions ‘produce’

development” (Kothari and Minogue 2002), then the focus becomes even more

obvious.

Development inspired by modernization efforts seems to prepare the ground for neo-

liberal conquests. The prefix ‘neo’ suggests something new. The new sometimes only

disguises the established and inherited. By giving it a new expression, a new term is

constructed, embedded in a different setting. What has changed in the meantime, and

when did the shift occur? I would argue that conventional views essentially advocated

by modernizers considered that pastoralism needed to be abolished, as it was classified

as a stage of civilization to be transcended in order to reach a higher level of develop-

ment or as a ‘stagnant’ mode of production cf. (Bobek 1959; Gellner 1973; Herzog

1963; Khazanov 1981; Markov 1981). The benchmark for development was basically in-

come-related and/or attributed to a certain degree of modernity. ‘Modernist teleological

accounts’ (Sheppard 2012, p. 62) have been carrying forward stage theories that go back

to nineteenth century thinking and have influenced economic modernization theories

since. Their paramount pretence has prevailed in more contexts than often acknowl-

edged. Social mobility - as opposed to spatial mobility - plays an important role in these

concepts of development. Modernization theory has been - and has not ceased to be -

the conceptual background that agrees well with neoliberal conquests. The twentieth

century sets the stage for the challenges of the twenty-first.

In this context, global approaches such as those of Herzog (1963) and Markov (1978)

promoting sedentarization and modernization of rural societies have been ubiquitous

phenomena independent of ideological and regional contexts (Dyson-Hudson 1972;

Kaufmann 2009; Khazanov 2005; Montero et al. 2009; Salzman and Galaty 1990). The

twentieth century experienced a variety of concepts to settle nomads and adapt their

lifestyles to modern expectations and perceptions.

‘When nomads settle’ (Salzman 1980), then obviously the ‘future of pastoral

peoples’(Galaty et al. 1981) is at stake and has to come into focus. Is sedentarization

the result of an inevitable modernization process or an adaptation to changed frame

conditions? Does settlement in itself form a crisis of pastoralism, or is this just another

approach by state authorities and development agents to cope with societal and eco-

nomic challenges?

Creation of permanent settlements has often been the vivid expression of an ideol-

ogy-driven approach that aimed ‘… at reducing flexibility in favour of concentration

and rootedness. Modernization theory translated into development practice captured

all elements of pastoral life and tried to optimise breeding techniques, pasture utilisa-

tion, transport of animals and products, and related processing concepts to increase

the value of livestock products.’ (Kreutzmann and Schütte 2011, p. 104). The antagon-

ism is symbolically highlighted in the meeting of the mobile and the settled. Both as-

criptions refer to other dichotomies: tradition and modernity, weak and powerful, rural

and urban, the slow and the fast mover.

These terms are heavily loaded and have structured the debate. The opposition be-

tween mobile and settled often disguises fundamental differences in the perception of

what decision makers think development should look like and should achieve.
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It seems that tradition and modernization may be the strongest opposition. In the fol-

lowing, I shall focus on the modernization of traditional practices and tendencies to

preserve modernization as a key concept of development.

Effects of modernisation on pastoral practices
Modernization theory as promoted in the West and in the East in the aftermath of

World War II and within the framework of early post-colonial ‘development decades’

was inspired by the aim of changing people's lifestyles to attain higher levels of produc-

tion and welfare. Nomadism was one of the main targets; sedentarization was one of

the visible attestations that change had taken place. Capitalist development experts and

communist central planners shared the same principles when it came to the settling of

nomads. Political stability was aimed for, and modernity was the socio-economic ra-

tionale. The results are well known to us and do not need to be repeated in greater de-

tail. The more surprising is the fact that old blueprints have been reanimated as we

shall see below.

The settling of nomads resulted in an early version of land grabbing, expropriation of

inherited resource access and resource conversion, albeit it took place mainly within

the boundaries of nation states and promoted input-demanding forms of agriculture in

order to increase material output. For example, collectivization in its Soviet and Chin-

ese interpretations and expressions has significantly altered and shaped Central Asian

pastoral practices.

The conversion of pastures into arable land has caused one of the most significant

environmental impacts of land degradation on Earth. In the Kazakh steppe, for ex-

ample, 25 million hectares of pasture land were converted into arable land within a

span of only seven years (Succow 2004, p. 31). The process of degradation is mostly ir-

reversible; half of this land has fallen fallow in the meantime. Arable land was not

expected to revert to pasture again. The Kazakh example is a good case in point be-

cause, first of all, collectivization initiated an exodus of millions of Kazakh nomads and

inflicted heavy losses of life; then, a downfall in animal production required a number

of years to be compensated. The number of sheep declined from its peak in 1928 to

less than one fifth by the mid-1930s when collectivization reached full swing. It took

until 1958 to offset this loss and reach the same animal levels as those 30 years earlier.

In a second major step, the steppe lands were then converted into agricultural fields

which intensified the effects of the disastrous planning and implementation of a multi-

faceted modernization package (Dakhshleiger 1978). From 1954 onwards, the area of

agricultural lands used for grain and fodder production in Kazakhstan increased five-

fold within less than five years; (for a detailed analysis and graphic description, see

Alimaev and Behnke (2008), Giese (1982, 1983) and Svanberg (1989)). Shortly after

these transformations of the agro-pastoral environment in 1962, Kazakhs left China for

the Soviet Union, a form of reverse migration that has found a new momentum in re-

cent years (Cerny 2010). Nevertheless, these external interventions with far-reaching

consequences are not unidirectional effects in terms of pasture use and cross-border

migration.

On the southern fringes of Central Asia, similar processes took place with varied ex-

pressions and changing efficiency. Pastoralists were ‘developed’ into farmers. From

Afghanistan to Bhutan, modernization strategies have resulted in shrinking numbers of
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pastoralists and numerous programmes and packages to modernize agriculture since

the last quarter of the twentieth century. Input-driven forms of development aimed to

increase productivity. In both areas, perceptions of modernization did not differ signifi-

cantly. The process of settlement continued, and in the true spirit of modernization

theory, the convergence of lifestyles was envisaged, meaning the settling-down of all

people.

The end of the Cold War seemed to provide a new impetus and drive for pastoralism

studies. The debate on human-environmental relations again focused on adaptive strat-

egies for the utilization of marginal resources, leading eventually to a shift away from ac-

ceptance of pastoralism as a niche production system, when climate change and

biodiversity paradigms became stronger (Ehlers and Kreutzmann 2000; Nori and Davies

2007; Roe et al. 1998). A second area of attention is connected to governance and (in)se-

curity issues when the appropriation of space is discussed as part of a civilization and

modernization project in the age of globalization (e.g. Gertel and Breuer 2007;

Kreutzmann et al. 2011a, b; Kreutzmann 2012b; Scott 2009). Both perspectives implicitly

contain a critique of external interventions by predominant actors and powerful stake-

holders as well as a repudiation of capitalist and communist concepts of modernization.

Revival of modernization theory and practice: The Chinese model
The challenge originating from these new perspectives opens up a debate that needs to

regionalize its attention. The examples presented here are derived from the present

author's own fieldwork and research in High Asia. All aspects that have been men-

tioned so far can easily be observed in Chinese strategies in the pastoral realm - the

interference of central authorities in treating pastoral people, decreeing resource

utilization strategies and implementing ‘modern’ lifestyles.

Before exemplifying the Chinese model, a few remarks on the wider spectrum are re-

quired: Four responses need to be highlighted for High Asia when we address recent

developments.

1. In Afghanistan, processes of re-nomadization are observed despite the high

prevalence of land mines, continuing and even growing insecurity and poor

governance (Kreutzmann and Schütte 2011; Schütte 2012; Tapper 2008). The last

named factor puts the effectiveness of legislation such as the new pasture law into

doubt.

2. In post-Soviet societies, various kinds of adaptation strategies are employed, and

pastoral practices are part of a privatization drive. New land and pasture laws have

been implemented in recent years (cf. Baibagushev 2011; Doerre 2012; Kerven et al.

2012; Kraudzun 2012; Robinson and Whitton 2010; Schmidt and Doerre 2011;

Steimann 2012; Vanselow et al. 2012). Successful so-called new breeders use the

opportunities given and fill the power vacuum.

3. South Asian countries are discussing the adaptation of their colonial legacies in

pasture and forest legislation to the challenges of climate change and international

conventions (cf. Inam-ur-Rahim and Beg 2011; Yi et al. 2012; Yi and Eklabya 2009).

Pastoralists are grossly neglected as stakeholders and actors.

4. The Chinese government is taking an active role in interfering in all dimensions of

pastoral practices (cf. articles contributed by Chinese and international scholars in
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Kreutzmann et al. 2011a, b; Kreutzmann 2012a, b). After collectivization and

deregulation, leading to the household responsibility system, a new approach has been

followed.

In Chinese contexts, the concept of development is equivalent to modernization

pragmatism (cf. Cao 2009; Li 2010). In the early phase of the ‘Great Leap Forward’

(1958 to 1959), it was the campaign for ‘take grain as the key link’ (1958 to 1961). The

conversion of pastures into agricultural fields was accompanied by the introduction of

peoples' communes and production brigades in the farming and pasture sector. An

additional impact can be attributed to the establishment of Production and Construc-

tion Corps, which entailed significant Han migration into Xinjiang and increased the

pressure on valuable land and pasture resources (Gardner 2010; McMillen 2009;

Millward 2009).

During the ‘four modernizations’ (1978 to 1996), the slogan changed to ‘reform and

opening-up’ (1980) accompanied by de-collectivization and the revival of ‘traditional’

pastoral practices. Some observers perceived the distribution of communal livestock

among households and the contracting of grassland user rights to them as the begin-

ning of a deregulation and privatization in the pastoral sector (Goldstein and Beall

1991; Yan et al. 2005).

The recent development programmes of ‘four constructions’ (1996 to 2004) and the

‘great development of the West’ (since 2000) were preparing the ground for campaigns

that aim at measures to ‘restore pastures to grass’ (2002) and ‘grain to green’ (2003) (cf.

Banks et al. 2003; Foggin 2008, 2011; Gruschke 2008, 2012; Ho 2000; Miller 2000; Oi

1999; Yan et al. 2005; Yeh 2005; Kreutzmann 2011, overview table, pp. 214-216).

The present holistic Chinese state intervention justifies being termed as a renaissance

of modernization pragmatism, if it had ever been dead. The straightforward and solitary

approach to changing rural livelihoods in pastoral areas involves significant financial

support from affluent coastal areas of China and is centrally planned. For Tibet see the

overview in Kreutzmann (2011). The views of the Xinjiang authorities have been expli-

cated by Xinchun (2011) in great detail. The recent announcement by former Prime

Minister Weng Jiabao of the ‘Twelfth Five-year-plan for the project of sedentarisation

of nomads within China’ seems to be the latest move to date in settling the remaining

pastoralists in Inner Mongolia, Tibet, Xinjiang and adjacent areas. The Chinese text

was put on the website of the Central People's Government of the People's Republic of

China on 30 May 2012 (see http://www.gov.cn/ldhd/2012-05/30/content_2148928.

htm). The key concept is strongly linked to resettlement schemes that put the aspect of

mobile versus settled in the forefront, but have wider implications regarding the reduc-

tion of the number of individuals active in pastoralism, the application of ‘modern’

techniques in animal breeding and health, the introduction of sophisticated pasture

management through fencing, the introduction of economies of scale in herd manage-

ment and marketing of livestock products.

In the true spirit of modernization theory, the future of pastoral people is not en-

visaged in settled circumstances only; here, the aim is the ultimate modernization:

modernity can only be achieved in urban settings. Urbanization is perceived as a hol-

istic process resulting in townships that provide adequate infrastructure and access

to improved health facilities and educational institutions, thus enabling people to
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move upwards on the social ladder (Kreutzmann 2012a; Ptackova 2011). Conse-

quently, townships are planned and built - in great style - as the nuclear cell of the

‘resettlement schemes’. The cost of this endeavour is shared between central and

regional government institutions, and there are also significant contributions from

affluent cities in ‘China proper’ (Zhongguo ben bu). The measures aim at reducing

the widening social gap between the industrialized zones and the remote

agriculture-based areas.

The justification for such a severe move is from a rationale that identifies an eco-

logical crisis as the prime driver and draws on the convergence principle in

modernization theory. Degradation of pastures is taken as the signal for intervention in

order to secure a valuable societal resource. In this perception, the pastoralists are the

culprits responsible for overgrazing and need to be controlled (cf. Harris 2010). In judg-

ing the value of the argument, we are confronted with two schools of thought: Is mo-

bile pastoralism a well-adapted and sophisticated form of utilizing available and

accessible marginal resources spread over wide spatial areas, or is mobile pastoralism

prone to overgraze and destroy its own base? (see, e.g. Salzman and Galaty 1990; Scholz

2008). Ample evidence can be provided for both opinions, and the specific cases need

to be scrutinized in order to arrive at a judgement. No general patterns can be gener-

ated. In several cases, it could be confirmed that shortage of labour and shepherds con-

tributed to overgrazing in easily accessible locations, while other sites were abandoned.

Adaptation due to changed societal conditions led to a differentiated pattern of over-

and under-utilization in adjacent pastures and contiguous grazing grounds (cf. Doerre

2012; Kerven et al. 2012; Kraudzun 2012).

In China, the active planning process is supposed to reduce the utilization of natural

pastures. International conventions on ecological protection, environment and develop-

ment are quoted; compensation schemes such as payment for ecosystem services are

being experimented with.

The second line of argument is just as important, as here the Chinese authorities take

responsibility for raising the social status of pastoralists. This is implemented by geo-

graphical and social mobility. Settling the pastoralists in townships, as well as the intro-

duction of centralized and regulated livestock breeding with less manpower, means that

pastoralists and their children lose their familiar livelihoods and are expected to take

up other occupations. The concentration of resettlement towns is accompanied by

large-scale fencing schemes and new forms of pasture management.

Consequently, we find here a combination of strategies that originally could have

been contradictory. Environmental protection theories were developed when

modernization theories had failed to explain the world and had suggested unfeasible

strategies. Sustainable development seemed to be an answer to this challenge under the

premise of limited resources. In order to safeguard an optimal use of shrinking re-

sources, a technological solution is favoured by introducing sophisticated agricultural

practices and advanced technologies.

The Chinese authorities have rejuvenated the once-despised theories. Central plan-

ning authorities have created a cocktail package that serves the ultimate goal of

modernization: modern life will take place only in urban contexts. Mobile pastoralists

in remote rural locations are disturbing the central place system inspired by Walter

Christaller's hierarchical order (cf. Hall 2002).
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One could even go a step further and argue that the climate change debate has fos-

tered a welcome collapse scenario and has promoted the urgent need for action. In the

wake of adapting to climate change and mitigating its effects, social transformations

are required that would have been difficult to implement in other circumstances.

The regional expressions introduced for non-Chinese High Asia have in common

that we are observing a depopulation of the pastoral periphery while people are being

concentrated in urban settlements. Our fieldwork in the Himalayan range has brought

us to the remotest locations where nearly each and every household was linked to a mi-

gration scheme that could extend as far as to Southeast Asia, the Arabian Peninsula,

and Europe. The Pamirian Mountains are devoid of a young pastoral workforce, as are

other regions in Tajikistan and Kyrgyzstan. Are we facing a new drama?

Drama of the commons or tragedy of responsibility?
Pastoral practices have always adapted to new and threatening challenges and found an

outlet to cope with mounting constraints. Therefore, the study of pastoralism provides

us with insights into societies that are themselves structured by growing external de-

mands and powerful interests. Societal and political changes can dominate over all

kinds of climate and environmental changes if, for example, in the Chinese context we

remember the losses of human lives during the ‘Great leap forward’ campaign which is

estimated by Frank Dikötter (2010) in the order of 45 million persons.

In the context of this paper, the pastoral commons might be more narrowly defined

than usual. The purpose is that the ‘modernization’ projects are not directed towards

the settled habitations and the agricultural lands that are put under comparatively in-

tensive use in crop farming, etc. and are regulated by communal and/or private owner-

ship. Forests, pastures and rangelands are the target regions of the ‘modernization

project’. Here in the border zone of the ecumene where state and common property

rights meet and where certain degrees of freedom of movement and usufruct utilization

have been enjoyed over long periods, the present contest has found its arena.

Growing pressure on these commons has changed the attitude of policy makers and

rangeland management planners who had long treated rangelands and their inhabitants

as ‘marginalised people in regions of neglect’ (Kreutzmann 2012b, p. 329). The debate

on the ‘tragedy of the commons’ triggered by Hardin (1968) has moved forward from

its supposed starting point and gained significant pace in recent times. Land grabbing

and expropriation of resources take place in an environment in which customary rights

can easily be breached and community practices do not count. This state of affairs

could well be noted as a ‘drama of the commons’ (Ostrom et al. 2002), a term that

might more appropriately capture the situation. Even during the past decade, the pres-

sure on land resources has continued to grow and led to an unequal positioning of in-

terests. Hardin's solution for alleviating the ‘tragedy of the commons’ was the

privatization of community land. Presently, we are observing an alternative form of

privatization - the selling-off of vast tracts of agricultural land resources to powerful

multinational state and private investors. In Africa and Asia, the state's permission to

act is accordingly stimulating land grabbing and the expropriation of weak communi-

ties without any lobby. The drama of the commons is gaining further pace and appears

to be a ‘drama of responsibility’ where the vital interests of rural people and communi-

ties are at stake and grossly neglected by their own governments. Land and rangelands
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- even remote pastures - have significantly appreciated in value. Neglect in our context

is understood to express the notion of inadequate policies for pastoral communities

and their stakes.

Talking about lack of responsibility is a double-edged issue. Up to the 1950s, pastoral

areas were niches of evasion as Scott (2009) has shown so prominently in his book on

the ‘art of not being governed’. Researchers' sympathy for the periphery has

transformed into administrators' greed. Bureaucrats have penetrated as far as the limits

of the nation states, borderlands have been incorporated into mainstream societies, and

spaces for evasion are shrinking tremendously (Kreutzmann 2013). We have seen the

attention that post-revolution China has directed towards its pastoral communities dur-

ing the past 60 years. China has a legacy of top-down interventions accompanied by all

kinds of legislation, incentive packages and modernization programmes. But what have

the neighbours done?

India and Pakistan have inherited rangeland management policies as a colonial legacy.

Both started designing a national rangeland management policy rather late, as a side ef-

fect of new forest legislation. Their common point of reference was the ‘Cattle Tres-

passers Act’ of 1871 and the ‘Forest Policy’ of 1894. In Pakistan, a ‘National Rangeland

Policy’ has been announced; a decision about the draft is still pending. India envisaged

a paradigm shift with the ‘National Forest Policy’ (1988), in which rangelands played an

important role, followed by the 2006 ‘National Environmental Policy’. In both coun-

tries, livestock production is supposed to be intensified to meet growing market de-

mands in an arena of decreasing rangeland availability. Both are apparently failing to

cope with the challenges. Similar statements could be made for Nepal. Only Bhutan na-

tionalized its rangelands, made pastoralists - who are assumed to constitute a tenth of

Bhutan's population - mainstream actors and made them eligible users within the

framework of the 2007 ‘New Land Act of Bhutan’.

In Afghanistan, laws related to pasture management seem to have survived at least

on paper. The ‘Pasture Law’ of 1970 codified the property rights of the government.

The latest amendment was decreed under the Taliban in 2000. Currently, the pasture

law is being redrafted under the guidance of international agencies to incorporate com-

munity-based pasture management systems. But the provisions of 1970 remain the offi-

cial policy to date with little effect on pastoral practices and interferences by powerful

actors (Kreutzmann and Schütte 2011).

A process of transition from state-owned property rights to leasehold and private

and/or community-based pasture rights characterizes the state of affairs in the former

Soviet Central Asian Republics. Kyrgyzstan recently introduced a new law on pastures,

while Tajikistan has been following suit (Kraudzun 2012; Lim 2012; Robinson and

Whitton 2010). Both countries acknowledge the importance of utilizing the natural po-

tential; the so-called ‘new breeders’ are making ample use of their opportunities.
Conclusion
This brief characterization of policies and plans reveals a varied set of attitudes towards

the management of the pastoral commons within the ‘modernisation’ ideology. The

‘tragedy of responsibility’ comes in different disguises. The designs of national policies

are quite different and mainly governed by national agendas and international pressure.
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Whether they might be an adequate and appropriate instrument to address the chal-

lenges that pastoralist livelihoods are undergoing remains unanswered here.

The variations in different countries presented here show that pastoralists in China

are becoming urbanized in a fashion that fulfils the dreams of a true believer in

modernization theory. Not only is the mobile being subsumed into the settled, but at

the same time the rural is becoming urban. The tradition of modernization thrives in

China, while the development of the pastoral sector in other countries seems to be in-

spired by similar thoughts but driven by a less authoritarian spirit and supported by

significantly less funds. The juxtaposition of ecological protection and developmental

aspirations can obviously create an environment that seems to efficiently achieve soci-

etal transformations that were out of reach for early modernizers.

Modernization theory is alive and has always been alive; only its disguises and expres-

sions have changed over time!
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Forests, People, and Governance: Some
Initial Theoretical Lessons

Clark C. Gibson, Elinor Ostrom, and Margaret A. McKean

The authors of this volume began their empirical analyses from a shared
conceptual foundation and a common suite of measures. The Interna-
tional Forestry Resources and Institutions (IFRI) research program,
which was built on the Institutional Analysis and Development frame-
work, provided this starting point: an approach with methods to measure
systematically a number of social and biophysical factors important to
explaining the interaction of communities and their forest resources (see
the appendix to this volume). The multiple variables included within the
IFRI protocols—including those that might be investigated by anthropol-
ogists, economists, political scientists, foresters, ecologists, sociologists,
and lawyers—allow for the testing of a large number of theories using
IFRI data.

This volume attests to this breadth. The authors examined theories
and topics regarding the nature of property rights, collective action, rule
enforcement, human foraging patterns, markets, transportation systems,
informal norms, institutional creation and change, ethnicity, agricultural
livelihoods, and population. Given the breadth of the questions addressed
by the authors, it is now time to ask whether any initial theoretical lessons
can be derived from this set of studies.

We think there are. First, the major lesson from these studies is that
local users of forest resources can exercise more control over the incen-
tives they face than is frequently depicted in textbooks on natural re-
source policies. As McKean argues in chapter 2, forest users are not
trapped in an inevitable race to cut down forests. Many of the forest users
in Kumaon, in Nepal, and in Bolivia have spent hours debating with one



228 Clark C. Gibson, Elinor Ostrom, and Margaret A. McKean

another over the sources of forest deterioration they perceived and pro-
posing alternative rules for consideration by others in their community.
Over time, they experimented with rules relating to who could use local
forests, which and when forest products would be harvested, what har-
vesting tools would be allowed, how the forest could be guarded, and
what sanctions would be imposed on those who broke community rules.
As a result, many of these forest users successfully overcame the dilemmas
they faced to achieve a form of self-government that enabled them to
manage local forests better than some of their neighbors and many gov-
ernment or private forests in their countries. Thus, many of these cases
demonstrate that common property can be an efficient form of property
rights in relationship to common-pool resources, as McKean reasons,
rather than being the source of inefficiency, as is still argued in many
resource policy textbooks and policy papers (see, for example, World
Bank, 1991).

The cases in this volume thus enable us to argue strongly against the
widely held presumption that the users of natural resources are always
helpless and cannot themselves do anything about resource degradation.
The theoretical arguments presented by McKean in chapter 2 are sup-
ported by the successful cases that tend to follow design principles such
as clearly demarcating boundaries, devising equitable rules for sharing
benefits and costs, establishing effective monitoring arrangements for im-
posing graduated sanctions, and creating larger organizations by nesting
smaller units within the larger organizations.

On the other hand, we have learned once again that local actions vary
substantially. Members of some communities fail to perceive the growing
scarcity of their local forests, fail to create effective rules to counteract
the incentives to overharvest, and fail to enforce their own rules. Forest
users in Loma Alta, Ecuador, and some of the communities in India and
Nepal did not succeed in designing and implementing local rules that
effectively controlled the quantity of forest products removed from local
forests. Given these recurring differences in the effectiveness of local orga-
nization, important questions arise for policy analysts, as well as those
interested more generally in the theory of collective action: What factors
help to account for these differences among communities in their capaci-
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ties to design, alter, and implement successful self-governing institutions?
Why do some communities self-organize in the first place? Why do some
of these continue to experiment with new rules over time so that they
achieve relatively efficient as well as sustainable results? Why do some
communities neglect to alter organizational designs that, while once suc-
cessful, fail when external environments change? These are extremely dif-
ficult questions to answer. Many combinations of variables affect the
initial establishment of new institutional arrangements as well as the ef-
fort to adapt and experiment with rules so as to find the right set of
incentives given the ecological, cultural, and broader institutional envi-
ronment involved. As we have been working together to build the IFRI
research network and the groundwork for the studies reported herein (as
well in conducting other studies to be reported in future publications),
we have also begun to develop a better theoretical understanding of the
diversity of factors that appear to affect decisions made by local users
about whether or not to invest (or, continue to invest) in collective action.
It must be stressed that these investments are costly. They involve users
engaged in long and sometimes heated debates about whether they are
overharvesting, who is to blame, whether rules can be changed, whether
the rules used by neighboring communities are better than the ones used
locally, and how to enforce these rules.

At one level, providing a theoretical explanation is simple. If local users
do not expect that the benefits they will receive (in terms of a more sus-
tainable yield, more diverse forest products, reduced erosion, or a better
water supply) from designing more effective local institutions will exceed
the up-front as well as the continuing costs of day-to-day management
of a forest, they will not invest in improving their local institutions. Local
institutions affect the probability of participants free riding on the input
efforts of others and increase the likelihood of positive benefits. The same
institutions, however, are costly to design and sustain. So the crucial ques-
tion for members of a community of resource users is whether the benefits
of organizing are worth the costs. Explaining why some communities
effectively self-organize while others do not requires that we understand
the benefits and costs of self-organization as perceived by diverse mem-
bers of local communities. Thus, a theoretical grasp of local collective
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action depends on linking the costs and benefits of investments in local
institutions to the decisions made within collective-choice arrangements
within a community (see Ostrom, forthcoming, for a more formal and
extended presentation).

An abstract theory of the benefits and costs of local collective action
is an important part of explaining why some users do and others do not
overcome the resource dilemmas they face. A more practical question is
which empirical variables affect these benefits and costs. Now the task
becomes much tougher. Many variables potentially affect either the bene-
fits or the costs of collective action. Trying to identify these is an impor-
tant task for policy analysts. If empirical relationships can be established,
it may then be feasible to design public policies that reduce some of the
costs and increase some of the benefits so that more local users success-
fully overcome the resource dilemmas they face. Based on the work of
many scholars (McKean, chapter 2 this volume; Wade, 1994; Schlager,
1990; Tang, 1992; Ostrom, 1990, 1992a, 1992b; Baland and Platteau,
1996; Ostrom, Gardner, and Walker, 1994), it is possible to begin to
identify factors that multiple scholars have identified as enhancing the
likelihood that forest-resource users will organize themselves in the first
place, and continue to experiment with revised rules, to avoid the social
losses associated with ineffective rules-in-use related to the use of a
common-pool resource. Ostrom (forthcoming) divides these factors into
two sets. The first set refers to the attributes of a resource; the second
refers to the attributes of the users of that resource.

Attributes of the Resource:

R1. Feasible improvement: The forest is not perceived to be at a point
of deterioration such that it is useless to organize or so underutilized that
little advantage results from organizing.

R2. Indicators: The change in quality and quantity of forest products
provides reliable and valid information about the general condition of
the forest.

R3. Predictability: The availability of forest products is relatively pre-
dictable.

R4. Spatial location, terrain, and extent: The forest is sufficiently small,
given the terrain, the transportation available, and the communication
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technology in use, that users can develop accurate knowledge of external
boundaries and internal microenvironments, and they can develop low-
cost monitoring arrangements.

Attributes of the Users:

A1. Salience: Users are dependent on the forest for a major portion of
their livelihood (or for other variables of importance to them).

A2. Common understanding: Users have a shared image of the forest
(attributes R1, R2, R3, and R4 above) and how their actions affect each
other and the forest.

A3. Discount rate: Most users have a sufficiently low discount rate in
relation to future benefits to be achieved from the forest.

A4. Trust and reciprocity: Users trust one another to keep promises and
relate to one another with reciprocity.

A5. Autonomy: Users are able to determine access and harvesting rules
without external authorities countermanding them.

A6. Prior organizational experience and local leadership: Appropriators
have learned at least minimal skills of organization and leadership
through participation in other local associations or learning about ways
that neighboring groups have organized.

Both sets of variables can affect the costs and benefits of individuals
who must decide whether to invest their own resources into constructing
or improving a local institution related to their forest. If local users did
not expect their forest to improve even with a successful collective effort
by individuals (R1), for example, it is highly unlikely that they would
organize in the first place or invest in efforts to improve their rules. The
unpredictability of growth patterns in a forest (R3) makes it more costly
for anyone to figure out effective rules limiting harvests to a sustainable
yield. If users do not trust one another to keep promises (A4), they have
to expect to pay much higher enforcement costs, which may use up some
or all of the benefits they could achieve. Ostrom (forthcoming) has dis-
cussed at some length how these variables interact to affect the benefits
and costs of local collective action.

In addition to the above variables for which there is a relatively clear
theoretical linkage between the variable and the costs and benefits as per-
ceived by users, there are two additional attributes of the users for which
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there is considerable theoretical dispute. These are the size of the group
and the heterogeneity of the users. Theoretical arguments have been made
based on the foundational work of Mancur Olson (1965) that smaller
groups face lower transaction costs and are thus more likely to overcome
collective action problems than larger groups (see also Buchanan and Tul-
lock, 1962; Baland and Platteau, 1996; Cernea, 1989; but see Hardin,
1982). But as we have seen from Agrawal’s chapter, smaller groups may
be disadvantaged when it comes to marshaling resources sufficient to
monitor the use of a forest or to enforce local rules through the use of
the courts. We also see a lack of a strong relationship in studies of self-
governed irrigation systems. In his study of 37 farmer-governed irrigation
systems, Tang (1992) did not find any statistical relationship between the
size of the group and performance variables. In Lam’s (1998) analysis of
a much larger set of irrigation systems in Nepal ranging in size up to 475
irrigators, he did not find a significant relationship between the number
of farmers and performance variables. In chapter 8 in this volume where
the number of user households ranged from 79 to 750, Varughese found
that the number of households per hectare of forest area did not make
a systematic difference in the organization or performance of collective
action. Consequently, empirical studies are challenging the presumption
that smaller groups are more likely to self-organize and be successful in
their organization.

The reason that some scholars argue that size is negatively related to the
likelihood that users will overcome dilemmas to self-organize to manage a
common-pool resource is that they presume that larger groups are also
more likely to be heterogeneous than smaller groups. Thus, heterogeneity
itself is frequently considered a detriment to self-organization. On the
other hand, Mancur Olson (1965) recognized the possibility that groups
where considerable heterogeneities exist may be privileged if those with
the most economic interests and power were to initiate collective action
to protect their own interests. Those with fewer assets might find them-
selves able to free-ride on the contributions of those with many assets.
This argument has been presented in a more rigorous manner by Berg-
strom, Blume, and Varian (1986) and given modest support in an experi-
mental setting by Chan et al. (1996). On the other hand, Dayton-Johnson
and Bardhan (1998) argue that inequality of assets may be conducive to
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successful organization within a narrow range but harmful over a broader
range. An empirical study by Molinas (1998) supports the notion that
the relationship between income inequality and effectiveness of local
groups is curvilinear.

Unfortunately, for those who prefer simple explanations of social be-
havior, this is a large set of variables—12 in all—that potentially affect
the cost-benefit calculus of resource users. And, to make things worse,
beyond these 12 variables are a large number of other variables identified
in the policy literature some scholars presume affect rates of deforesta-
tion. These include such popular explanations as population density,
availability of new transportation linkages, availability of substitutes for
forest products, and increases in the value of timber or other forest
products.

Many of the above variables are strongly affected by the larger govern-
mental regimes in which forests are located. National governments can
facilitate local self-organization by providing accurate information about
natural resource systems, providing arenas in which participants can en-
gage in discovery and conflict-resolution processes, and providing mecha-
nisms to back up local monitoring and sanctioning efforts. The formation
of pro-grassroots coalitions of nongovernmental organizations, interna-
tional donors, and sympathetic political elites makes a major difference
in how local users may be able to organize themselves effectively (Silva,
1994; Blair, 1996). Thus, forest users in macropolitical regimes that facil-
itate their efforts are more likely to develop successful local institutions
than those living in regimes that ignore resource problems entirely or,
at the other extreme, presume that all decisions about governance and
management need to be made by national governments. When rules are
imposed by outsiders without consulting those who are most affected,
local users are more likely to become robbers, rather than cops, toward
the resources they might otherwise have managed sustainably and to try
to evade apprehension by the external authorities’ cops.

While the concepts of benefits and costs are relatively simple, no single
variable (or even two or three variables) is sufficient to provide a firm
empirical link to these theoretical concepts. When all relevant benefits
and costs can be denominated in currency, then the task of operationaliz-
ing and testing a theory is much simpler than when many nonmonetized
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variables affect the benefit-cost calculus of participants. Further, testing
the relative importance of more than a dozen different variables on the
likelihood of local users organizing and reorganizing themselves so as to
solve resource dilemma problems is not something that can be done with
the series of cases presented in this volume. A thorough exploration and
testing will require a much larger number of individual studies. Obtaining
better measures of these concepts and examining their relative importance
in explaining the emergence and sustainability of local organizations for
managing forests is a high priority in our current and future research. And
the creation of the IFRI research network is designed exactly to enable us
to develop a much larger data set for this kind of rigorous comparative
analysis. But the cases in this volume provide some added confidence that
many of these variables will prove to be important links between the
complex environment in which users live and must make difficult choices
and the abstract concepts of the costs and benefits of collective action.
Let us illustrate how some of these concepts are addressed in many of
the chapters of this volume.

In Agrawal’s study, for example (chapter 3), forest users in Kumaon
had to perceive a feasible improvement in the conditions of the forests
(R1) they attempted to manage since they were not in any way forced to
organize. As table 3.4 shows, all of the forests do at least have some
woody biomass present, and some have a significant level of biodiversity
present. Officials of the forest councils do take periodic assessments of
the conditions of a forest before deciding on harvesting levels each year
(R2). This is especially true of the more successful councils (Agrawal,
1994). Fresh evidence of illegal harvest of forest products can result in
the firing of the guard that the council hires. The predictability of forest
products (R3), while relatively high, does not vary much among the for-
ests in Kumaon and thus does not play much role in explaining the differ-
ences among communities. In Agrawal’s study, the smaller communities
that were trying to manage a spatially disperse forest (R4) were the ones
facing the greatest difficulty in developing low-cost monitoring arrange-
ments over long distances.

As Agrawal points out in figure 3.1 of his chapter, forests do play a
critical role in the production activities of Kumaon villagers (A1). With-
out the fodder, fertilizers, firewood, and construction timber available



Forests, People, and Governance 235

from forests, often at low cost, hill villagers would find it extremely hard
to subsist in this environment. And all of the communities do have the
authority to establish village councils with considerable autonomy (A5).
Most of the communities share the remaining attributes considered as
conducive to self-organization. In fact, all of the communities that Agra-
wal studied are actually organized and functioning to some extent. What
his study adds to our understanding is the importance of matching group
size to ecosystem size in overcoming monitoring problems. A group needs
to be large enough to mobilize sufficient resources for an effective moni-
toring program to challenge those who succumb to the temptation to
break community rules and eventually to sanction them. If a small, rela-
tively poor village has a relatively large forest to patrol, it faces much
higher continuing costs of monitoring and enforcement than a larger vil-
lage with similar levels of household income that is at least able to mobi-
lize a bigger labor pool for monitoring who is using a forest. Thus,
Agrawal’s study helps us understand how the size of user groups may
have a curvilinear relationship to the likelihood of successful self-
organization.

While Banana and Gombya-Ssembajjwe (chapter 4) do not discuss the
self-governance of common-property forests, the lessons that emerge
from their chapter still highlight the importance of the attributes dis-
cussed above. One obvious but important implication is that the spatial
location, extent, and terrain of forests (R4) is critical to the construction
of successful management regimes, whether management is undertaken
by local groups or a central government.

The Ugandan government reserve forests of Lwamunda, Mbale, and
Bukaleba are large, with long borders along nongovernment lands. To
enforce the country’s laws that limit the harvesting of forest products
from these reserves, the forest department would need a large number of
personnel and, ideally, better means of transportation. Since the govern-
ment is unwilling to fund the department at such a level to make this
possible, people routinely exploit these government forests. Their sheer
size helps to transform them into open-access resources. The terrain of
the Echuya reserve, on the other hand, helps the department with enforce-
ment by lowering the costs of patrolling. Although large, this forest has
only one road nearby, which can be easily monitored.
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The attributes that affect decision making can also help illuminate why
the private forest of Namungo is not overexploited. With small, short
borders and a path around it, Namungo’s family and staff can easily pa-
trol the forest’s boundaries. Namungo also avoids the costs associated
with attributes of the users found in common property situations. As a
single owner, he does not have to overcome the differences between him-
self and other coowners regarding salience (A1), common understanding
(A2), or trust (A5). Individual ownership may make other attributes more
important, such as discount rate (A3): if Namungo’s discount rate
changes, he can choose to clear his forest without enduring the costs asso-
ciated with making a decision through a group.

As in the Banana and Gombya-Ssembajjwe chapter, Schweik’s analysis
(chapter 5) demonstrates that the attributes of the forest affect its man-
agement. The Shaktikhor area’s government forests are extensive but sit
on difficult terrain with limited transportation infrastructure. This loca-
tion makes monitoring by personnel of the Department of Forests costly
and difficult, resulting in a pattern of enforcement that focuses only on
areas that are easily accessed by vehicles.

Some attributes of the users of these forests augur well for the emer-
gence of successful local institutions. All the individuals in the area de-
pend on the forests for their livelihoods, including fodder, fuel, food
products, and timber. Most individuals also share common understand-
ings about the role and use of the forests, even though these uses may be
unequal (based on the caste system). The villagers perceive the forests’
deterioration and recognize the need to do something about it. But with-
out the autonomy to construct rules about the forests’ use, locals have
not sought to invest in constructing forest-management institutions. The
district forest officer does not want to relinquish control over harvesting
rules to the local communities.

In the case of Loma Alta, Ecuador, explored by Gibson and Becker
(chapter 6) we find many of the user attributes that would reduce the
costs of local self-organization. Significant among these are that the com-
munity has full local autonomy as well as extensive prior organizational
experience. In fact, the community has organized itself for the provision
of many local public goods.
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The location of the forest, however, has contributed to two problems
that have prevented Loma Alta from devising and enforcing rules about
its overexploited forest. One has to do with a perception of the extent
of the forest. Many Loma Alta residents do not regularly make the long
trip to harvest from their forest, and so they continue to imagine that the
forest extends much further than it does. These members do not share a
common understanding of the problems the forest faces due to the incur-
sion of neighboring users, their own overharvesting, and the link between
the forest and their water supply. Second, the large distance between the
community and the forest also raises the cost of any effort to try to moni-
tor the use of the forest.

The number of groups in Loma Alta that use the forest for different
reasons also poses high costs to anyone seeking to construct effective
forest-management plans. The view of the timber cutters differed from
those of the paja toquilla farmers and hunters. And few of these groups
understand their impact on the forest’s condition. Thus, a common un-
derstanding about the forest was relatively absent in the Loma Alta case.

It is interesting to note that after our initial research visit, Becker re-
turned to Loma Alta as part of an effort organized by a local NGO to
help the local community establish a reserve in their valuable forest
(Becker, 1999). Residents of the community participated in a scientific
effort to measure the amount of water captured by the forest and then
percolated into their own underground water supplies. The community
and the local NGO also prepared a video about their local forest that
enabled most members of the community to come to a different under-
standing of the value of the forest, the danger of its overharvesting, and
the benefits they would achieve by finding an effective way of preserving
part of their forest for the future. With this kind of facilitative external
assistance, the common understanding of benefits and costs changed in
the community, and they constructed rules to regulate the use of their
forests to achieve a more sustainable pattern.

This case demonstrated that there is no fixed relationship between the
size, location, and shape of a forest and the perceptions that individuals
hold about these variables. The relationship between perceptions and re-
ality is itself potentially alterable through collective action. But when a
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forest is located at a substantial distance, this physical factor increases
the difficulty of achieving a common understanding of likely benefits and
increases the cost of achieving successful local, collective action.

Becker and León’s analysis (chapter 7) shows quite clearly that the at-
tributes of the Yuracaré have, until recently, allowed them to create and
maintain institutions that resulted in the successful management of their
common forests. In fact, it could be argued that Yuracaré possessed all
of the user attributes: they depended significantly on the forest, they had
a common understanding about the forest (about how to use the forest,
which plants attracted wild game, and what activities were needed to
manage the forest), they expected to remain in the forest, they shared a
similar distribution of interests, they trusted each other to a great extent,
they constructed rules free from others’ interference, and they had a long
history of organization. These attributes helped to reduce the costs that
they face in constructing and maintaining a set of institutions that have
sustained themselves and their forest resources for centuries.

The recent emergence of a commercial timber industry near the Yura-
caré has affected some of these attributes, which may also affect the
group’s ability to manage their forest resources well. The timber market
allowed some individuals within the Yuracaré to gain more than others,
affecting their common understanding, their distribution of interests, and
their levels of mutual trust. With continued urban growth in the area,
their discount rate about the forest may also erode over time. As the costs
associated with these attributes rise, the ability of the Yuracaré to main-
tain their previously successful institutions will be challenged.

Varughese’s study of 18 communities in Nepal (chapter 8) offers a di-
rect test of whether one of the popular explanations of deforestation ex-
plains the difference in forest conditions in the rural areas of Nepal. An
increasing population is one of those ‘‘obvious’’ explanations given for
why many countries are facing massive deforestation in contemporary
times. Since Varughese found that over 65 percent of the forests whose
conditions are improving also have an above-average population growth
and that 55 percent of the forests whose conditions are worsening have
below-average population growth, he concludes that there is not a general
relationship between population growth and forest conditions in these
18 communities (see also Fairhead and Leach, 1996, whose evidence also
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challenges this proposition). On the other hand, Varughese finds strong
support for McKean’s assessment that common-property institutions can
frequently be more effective than other forms of property for common-
pool resources, and particularly for forest resources. He finds a high level
of association between the degree of collective activity existing in a com-
munity and the condition of their forests. Collective activity is manifested
in innovative ways to cope with large user-group sizes, for instance. Cre-
ating subcommittees and subgroups to deal with coordination of large
memberships was one way. And, in his larger study, Varughese (1999)
also examines how heterogeneity affects the likelihood of collective action
and better forest conditions. He examines the impact of disparities in
wealth, in distance to the forest, and in the number of women in decision-
making positions in forest groups and differences in ethnicity on the like-
lihood of higher levels of organized collective action. What he finds is
most interesting. While there are examples of groups that are heteroge-
neous in regard to diverse characteristics that are highly successful in their
local organization, others are only moderately successful, and still others
have failed to gain any effective organization. In other words, there is no
obvious relationship between heterogeneity and successful organization.

Varughese also finds that the more heterogeneous groups that have
organized themselves have developed various kinds of ingenious institu-
tional arrangements for the purpose of reducing the potential divisiveness
that comes from heterogeneities. Thus, several of the more heterogeneous
and successful groups have created several types of membership so that
those with diverse interests could participate in different ways. In one
group, for example, the owners of tea shops have a large demand for
fuelwood but little time to participate in the monitoring or maintenance
of the forest. This group created a special membership category whereby
those who could not participate pay more for membership and pay for
the wood they obtain while not having to participate heavily in forest
activities. The other category gains the benefit of funds that can be used
for a variety of community purposes including additional forest monitors
and training sessions. Thus, having sufficient autonomy to develop their
own rules and experiment with them over time is indeed an important
attribute that successful user groups in Nepal and India have to some
extent. As more and more is learned about these groups, and why some
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are more successful than others, it will be possible to undertake still more
systematic research related to the relative importance of the attributes
discussed above as they affect the perceived benefits and costs of collective
action. It will also be possible to better inform policymakers about in-
stitutional support structures that would facilitate participatory forest
management.

Looking Ahead

As we discuss in the introduction, this book is an initial progress report
for the IFRI research program. The long-term goal of this program is an
analysis based on a large number of cases and repeated visits to the same
locations. As of this writing, our sample size has increased to 104 sites
including 173 forests, 226 settlements, and 3,780 forest plots (in which
over 62,000 trees have been identified and measured). We have been able
to make repeat visits to six sites in Nepal and about the same number in
Uganda. These cases will give us a better opportunity to examine the
importance of the attributes of the forests and the users as we all strive
for better explanations of the emergence and performance of forest insti-
tutions at the local level. While many other papers drawing on the IFRI
research program are in progress, so far none of them negate any of the
findings reported in this volume.

IFRI researchers have also already begun to link local-level analyses
with higher-level phenomena. Clearly, national and regional governments
affect the institutions that govern forests at the local level, and it is equally
clear that larger-scale forests require different kinds of institutions for
their governance—including some forms of comanagement involving
both local users and governmental officials in their governance. IFRI re-
searchers are now employing tools in addition to the protocols for this
work, including remotely sensed images and analyses based on geo-
graphic information systems and the modeling of agent-based behavior.
Association with the Center for the Study of Institutions, Population, and
Environmental Change has made it possible to expand our number of
sites in the Western Hemisphere and to link this work to the larger re-
search community interested in land use and land-cover change and in
global environmental change.
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Consequently, we end this book with a promise to continue and ex-
pand the research program reported on herein, the effort to link the em-
pirical results to evolving theories about human organization at multiple
levels of analysis, and to continue relating analyses of human behavior
with their impact on forest ecosystems.
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A Review of Design Principles for Community-based Natural Resource
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ABSTRACT. In 1990, Elinor Ostrom proposed eight design principles, positing them to characterize robust
institutions for managing common-pool resources such as forests or fisheries. Since then, many studies
have explicitly or implicitly evaluated these design principles. We analyzed 91 such studies to evaluate the
principles empirically and to consider what theoretical issues have arisen since their introduction. We found
that the principles are well supported empirically and that several important theoretical issues warrant
discussion. We provide a reformulation of the design principles, drawing from commonalities found in the
studies.
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INTRODUCTION

The challenge of complexity

Scholars in the social sciences have only recently
begun to deal with the challenges involved in
analyzing complex systems. The central problem is
the large number of relevant variables and their
interactions that affect how human systems operate
at multiple levels. This complexity increases when
social systems interact with natural systems that
present similar analytical difficulties. Communities
of users managing common-pool resources (CPRs)
such as forests or fisheries are excellent examples
of this complexity. Understanding these situations
is important given the increasing impact humans are
having on the environment and the important role
that communities often play in natural resource
management in diverse settings worldwide.

Until the 1980s, many scholars had presumed that
the users of such resources could not self-organize
to manage them. Thus, scholars often recommended
the imposition of government or private ownership
based on the theories of Gordon (1954), Demsetz
(1967), and Hardin (1968). Scholarly reports during
the mid-1980s, however, began to raise serious
questions about the wisdom of massive efforts to
impose particular institutional arrangements on the
users of CPRs (Feeny et al. 1990).

In 1983, the National Research Council established
a research committee to examine the problems
facing the users of CPRs, bringing together scholars
from a wide diversity of disciplines to review the
existing empirical evidence about CPRs and the
impacts of diverse governance arrangements. A
report was published in 1986 that criticized the
confusion related to property regimes for CPRs and
recommended the need for further research on how
diversely structured systems for governing and
managing CPRs perform in the field (National
Research Council 1986). The report argued that the
complexity of the systems used to manage CPRs in
the field had confused scholars into thinking that
chaos prevailed unless simple government or
private-property systems were imposed.

Previous analyses of common-pool resources

Concurrently with these events, colleagues at the
Workshop in Political Theory and Policy Analysis
at Indiana University in Bloomington, Indiana,
USA, created a database to record key information
from the growing number of case studies found in
the literature related to how self-organized regimes
manage CPRs. The database included variables
describing the structure of the resource systems, the
history of the people involved, the rules in use, the
organizations involved, the amount of resource
units harvested, and the conditions of the resource.
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A core question pursued by the group was: What
type of rules appear to be most successful in
sustaining the productive use of CPRs?

Although it appeared that some common attributes
were shared by the long-surviving CPR systems,
these were not in the form of specific institutional
rules such as those propounded in the literature. In
Ostrom’s (1990) textbook Governing the commons:
the evolution of institutions for collective action, she
drew on this work to posit a set of eight general
design principles that appeared to characterize the
efficacy of multiple types of rules and sets of rules.

While the formulation of principles associated with
successful collective action in CPR governance is a
challenging endeavor, it is equally important to
understand the mechanisms underlying these
associations. A full account of the theoretical
mechanisms and the models of human behavior
involved is beyond the scope of our analysis. The
model of the individual that Ostrom (1990:185)
relied on consisted of “fallible, norm-adopting
individuals who pursue contingent strategies in
complex and uncertain environments.” The
institutional design principles then follow North’s
(1990) conception of institutions as mechanisms for
reducing uncertainty in complex, uncertain
environments. By reducing uncertainty, trust and
norms of reciprocity may be built and sustained, and
collective action may become possible. In this
context, the primary role of the design principles is
to explain under what conditions trust and
reciprocity can be built and maintained to sustain
collective action in the face of social dilemmas
posed by CPRs. This collective action, in turn, helps
prevent the deterioration of a managed CPR.

A substantial volume of literature has amassed
concerning the usefulness and validity of Ostom’s
(1990) design principles, and the reactions have
been mixed. Although there has been substantial
support for the principles, some scholars have
criticized their theoretical grounding or argued that
they are overly precise with respect to the range of
conditions to which they might be applied. Given
that much has been written about the design
principles since 1990, it seems appropriate now to
conduct a review of the relevant literature to
document its findings and re-evaluate the principles.

METHODS

Data collection and coding

We examined studies that evaluated Ostom’s (1990)
design principles directly or indirectly in the context
of communities that use common-property
arrangements to manage CPRs. A study is a journal
article, book, or other work that we coded for the
purposes of analysis. We used two data sets: the
study data set, which we discuss first; and the case
data set, which we discuss second.

Two methods were used to populate the study data
set. The first method involved conducting searches
in standard academic databases and relevant
journals, as well as in the library at the Workshop
in Political Theory and Policy Analysis at Indiana
University. This library is a special collection
created to form a thorough representation of
writings on the commons. It includes the Digital
Library of the Commons, which is an online
repository of full-text articles, books, book chapters,
conference papers, theses, dissertations, and
working papers (http://dlc.dlib.indiana.edu/). The
second method involved a snowball procedure
wherein studies analyzed in the first step were used
to find other studies that referenced them or were
referenced by them and were considered relevant to
the project.

Only studies published subsequent to Ostrom’s
(1990) book were considered. Many of the studies
analyzed are mentioned later in this analysis for
demonstrative purposes. The full list of studies that
we coded is available as an appendix to the Digital
Library of the Commons website (http://hdl.handle.
net/10535/6613). Following data collection, we
looked for patterns in the studies by coding relevant
variables for each study and entering them into a
common database. Some of the primary fields coded
included: methodology, sector, evaluation, and
overt.

Methodology

We first divided the studies into four
methodological types that indicated whether the
study was a relatively detailed case study, a
statistical study, a synthesis study, or an abstract
study. The first three methodological types are
empirical studies, whereas the fourth type is not.
The following descriptions were used as a guide in
determining the type of each study. A detailed study
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contained a detailed description of one or more cases
of community-based CPR management. Detailed
studies included single and comparative case studies
and in-depth meta-analyses of cases conducted by
others. A statistical study contained a statistical
analysis of many cases without exploring their
individual properties in depth. A synthesis study
combined findings from two or more cases, but did
not contain the detail needed to produce case-
specific conclusions regarding the design
principles. An abstract study contained a primarily
abstract or theoretical argument, with only
anecdotal references to cases or empirical data.

Sector

We then divided the studies into sectors based on
what type of CPR was being managed: forest,
fishery, irrigation, pasture, multiple, or other.
Studies that were coded as multiple did not focus
exclusively on one of these four sectors, but rather
examined combinations of some or all of the sectors.
Studies that were coded as other examined a
different resource altogether.

Evaluation

The evaluation variable is an important outcome
variable in our analysis. It indicates the general level
of support that a study shows for the design
principles and ranges from one to five, with one
being highly unsupportive and five being highly
supportive. For empirical studies, the coding was
based on the balance of positive and negative
evidence presented in the study. If there was positive
evidence and no negative evidence, or if there was
overwhelming positive evidence and little negative
in an empirical study, it was coded as highly
supportive. If there was moderately positive
evidence that outweighed some negative evidence,
or slightly positive evidence and no negative
evidence, the study was coded as moderately
supportive. If there was an equal mix of positive and
negative evidence, the study was coded as neutral.
Coding moderately to highly unsupportive studies
followed criteria that were analogous to the
supportive categories.

Coding the evaluation field for studies that did not
have empirical data was more impressionistic. For
abstract studies, we had to interpret the degree to
which the author favored or criticized specific
principles or the design principles approach. In
recognition of the possibility for bias in the coding

of an impressionistic variable, the field was coded
by two separate coders for each study. Where there
was disagreement between the two coders, we opted
for the more conservative (lower) value.

Finally, for both empirically grounded and abstract
studies, if our impressions of the data presented
disagreed with the author’s own interpretations or
descriptions, we always coded according to the
author’s inferences, rather than our own
impressions. This procedure helped to protect
against possible bias in coding the studies.

Overt

The overt field indicated whether a study explicitly
or implicitly evaluated the design principles.

Coding of cases

A detailed study may contain more than one case.
A case is an empirical work focusing on a particular
geographic area that contains one or more
communities that manage a single CPR or a set of
closely related CPRs, and which evaluates Ostrom’s
(1990) design principles explicitly or implicitly.
Cases were coded separately in the case data set. If
a study described a number of cases but only
discussed them anecdotally to produce its
conclusions, or if it described a whole set of cases
as one type of case, it was coded as a synthesis and
not a detailed case study, and the cases mentioned
were not included in the case data set. Likewise,
observations from statistical studies were not
included as cases in our analysis. A detailed study
could contain two cases of the same set of
communities and CPR if they were presented during
substantially different time periods and important
changes had taken place between the periods. A
common example of this is an account of a
historically successful case that in more recent times
has been struggling to deal with novel
socioeconomic disturbances (e.g., timber markets).
For such an example, there could be a historical case
and a modern case for the same community or set
of communities managing a CPR.

The most important variables coded for each of the
cases were the success and evidence variables, each
is of which is binary. The success variable was
coded as one if a case reported successful long-term
environmental management and zero if it reported
a clear failure in collective action and management.
If the author was ambiguous, offered multiple
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conflicting outcomes, or offered an outcome
irrelevant to the collective action theory of the
design principles, the success field was left blank.

We coded an evidence variable for each of the
design principles for each case. This variable
indicated whether we could infer from the evidence
that conditions satisfying each principle were
present in a case. If there was evidence of satisfying
conditions, we coded a one for that case. If there
was positive evidence against such conditions, we
coded a zero. If no reference was made to the
principle, or if we considered the description overly
ambiguous, we left the field blank for that principle
and considered it a missing datum. As a result of
this method of coding, many of the cases have no
entries for several of the principles, and each
principle is essentially associated with its own
subset of cases in the data set.

Unlike the evaluation variable for the studies, we
did not double-code the important variables for
every case because, for many, the authors itemized
their discussion of each principle and overtly stated
its presence and/or importance. Similarly to the
coding of studies, we coded according to the
authors’ own statements, rather than our
impressions, if there was a conflict between the two.
Depending on how ambiguous a case was in its
description, more or less discussion among the
coders took place to determine what coding, if any,
was warranted.

A total of 91 studies and 77 cases were coded.

Analytical methods

We applied two levels of quantitative analysis to
these data once they were coded. The first was a
statistical description of the level of support found
in the studies based on the evaluation variable. We
examined the interactions between an ordinal
dependent variable that ranged from one to five (the
evaluation variable) and several categorical
variables (the various types of studies). We used
descriptive tables and two statistical tests: the
Mann-Whitney test to explore possible differences
in the evaluation scores between any two study
categories, and the Kruskal-Wallis test to look for
significant differences between a set of study
categories.

Following this, we evaluated the importance of the
individual design principles as they were coded in
the cases. Because most of the cases did not give
enough information to code the importance of all of
the principles, we analyzed these data on a principle
basis, rather than attempting to combine the data
into one larger analysis, which would suffer from a
large missing-data problem. Thus, we conducted a
separate analysis for each design principle.

For each principle, we explored the joint distribution
of the evidence and success variables of the cases
that recorded values of each variable for that
principle. These distributions gave us an idea of
whether the presence of conditions related to a
particular principle is positively associated with a
case reporting successful long-term CPR
management. We used Fisher’s exact test to
determine whether the evidence variable was
independent from the success variable. This test is
more appropriate for 2 × 2 tables with smaller
sample sizes than those analyzed using the common
Chi-square test (Field 2009). We then reported the
proportion of supportive cases to unsupportive cases
for each principle. Finally, we calculated an effect
size between the two variables using the phi statistic,
which is an appropriate measure of the strength of
correlation between two dichotomous variables
(Field 2009).

RESULTS

The overall average of the evaluation variable
across all 91 studies was 3.73, or slightly below the
value for moderately supportive (Table 1). There
was a significant difference among the levels of
support for the design principles across the
methodological study types (Kruskal-Wallis test; P 
= 0.004). There were more detailed studies and
syntheses than other study types, and they tended to
have the highest evaluation values. Statistical
studies were somewhat lower in their evaluations,
but were still supportive. Abstract studies had a
median evaluation score of 2.0, or moderately
unsupportive. The difference between the
evaluation value of the abstract studies and the three
types of empirical studies as one group was
statistically significant (Mann-Whitney test; P =
0.002). Moreover, when abstract studies were
excluded from the analysis, the differences among
the other three categories became nonsignificant
(Kruskal-Wallis test; P = 0.122). This indicates that
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much of the criticism or lack of support directed at
the principles in the literature that we reviewed was
of an abstract, rather than an empirical, nature.

We also analyzed several other relationships. When
we analyzed the evaluation variable by study sector,
each sector was at least somewhat supportive of the
design principles (Table 2), and the differences
among the categories was not statistically
significant (Kruskal-Wallis test; P = 0.747).
Similarly, the medians were consistent across all
categories. The slightly lower mean values for the
pastoral and other categories resulted primarily
from a single study in each group that had an
evaluation value of one (highly unsupportive). The
value of the multiple category likewise contained
two such highly unsupportive studies that lowered
its mean. Without these critical studies, the mean
for each of these groups would have been four, or
moderately supportive. Thus, we conclude that there
was not much difference among sectors in the level
of support for the principles.

Subsequently, we tested and found no statistical
relationship between the evaluation score of a study
and the year in which it was published or produced.
Finally, we analyzed whether studies that overtly
evaluated the principles were more or less
supportive than studies that only evaluated them
implicitly, without mentioning the principles. Of the
91 studies, 60 were overt and 31 were not. The mean
evaluation score for the overt studies was 3.60,
whereas the mean for studies that did not directly
evaluate the principles was 3.97, and the median for
both categories was 4.0; the difference was not
statistically significant (P = 0.343). Moreover, we
attribute much of the difference between the means
to the fact that all nine abstract (and generally
unsupportive) studies were overt. If we take these
nine abstract studies out of the overt group, the
average evaluation value for empirical studies that
overtly evaluated the design principles rises to 3.82.
The difference remains statistically nonsignificant
(P = 0.842).

We then looked at the importance of the individual
design principles in the coded cases. We used a
slightly modified version of the design principles to
code the studies. Ostrom initially constructed eight
principles. For coding purposes, we divided
principles 1, 2, and 4 into subcomponents labeled
1A and 1B and so forth, so that we could analyze
the importance of these subcomponents individually
(Table 3).

For each principle, we examined the joint
distribution of the evidence and success variables
for the cases that recorded each variable for that
principle (Table 3). The evidence variable indicates
whether conditions satisfying a principle are present
in the case, whereas the success variable indicates
whether the case reports successful community-
based natural resource management. Combinations
in which the evidence and success variables have
equal values (both one or both zero) are supportive
of the design principles theory. For example, the
upper left cell for principle 1A indicates that 31
cases were coded as indicating successful
management as well as the presence of user
boundaries; these cases are supportive of principle
1A. These supportive combinations are in the main
diagonal of each of the cross-tabulations. The two
other combinations in the off-diagonals are
unsupportive. With more cases in each main
diagonal than in the corresponding off-diagonal,
these joint distributions show that each principle has
more supportive than unsupportive cases.

Fisher’s exact test between the evidence and success
variables produced probabilities that were
significant at the 5% level for every principle except
Principle 8, which was significant at the 10% level
(Table 3). Therefore, we generally reject the null
hypothesis that the two variables are independent
for each principle. The principles varied widely in
their ratios of supportive to unsupportive cases, but
every one had at least twice as many supportive
cases as unsupportive. In our following discussion
of the design principles, we refer to principles with
ratios > 10 as very strongly supported, ratios of 5–
10 as strongly supported, and ratios of 2 to < 5 as
moderately well supported. Finally, the phi statistic
measures the strength of an association between two
dichotomous variables and is similar to a correlation
coefficient in interpretation. A value of zero for this
statistic indicates little to no association between
two dichotomous variables, whereas a value of one
indicates a very strong positive association. All of
the associations between the two variables are
positive.

DISCUSSION

Here, we discuss each of the design principles
qualitatively to address particular issues that arose,
or important critiques that we found.
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Table 1. Mean and median ranking of the evaluation of the design principles for each methodological type
of study.

Study type N Mean Median

Detailed 46 3.85 4.0

Statistical 8 3.50 3.5

Synthetic 28 4.04 4.0

Abstract 9 2.33 2.0

Total/all types 91 3.73 4.0

Eight principles

Principle 1: Well-defined boundaries

This principle, as Agrawal (2002) notes, originally
stipulated the presence of well-defined boundaries
around a community of users and boundaries around
the resource system this community uses. Each
component helps to internalize the positive and
negative externalities produced by participants, so
they bear the costs of appropriation and receive
some of the benefits of resource provision. Each
component was coded separately, with community
boundaries coded as principle 1A and resource
boundaries coded as 1B (Table 3). There was strong
evidence for 1A and moderate evidence for 1B.
Pinkerton and Weinstein (1995:25), for example,
state, “Exclusion of outsiders from fishing space
was the main mechanism used by the villagers to
control fishing effort. This is one of the most
common and universal mechanisms found in
community-managed inshore fisheries.”

This principle was also the most frequent target of
(primarily theoretical) criticisms. The main
complaints concerning this principle are that it is
too rigid and that, in many systems, fuzzier social
or geographic boundaries are needed to facilitate
more flexible, ad hoc arrangements between
participants (Ruddle 1996, Cleaver 1999, 2000,
Turner 1999, Mandondo 2001, Blaikie 2006).
Cleaver (1999:603) states, “A concentration on
boundaries highlights the need in development for
clear administrative arrangements, more to do with
the delivery of goods and facilities than a reflection

of any social arrangement.” Likewise, Turner
(1999:649) states, “Practitioners tend to expect the
‘community’ to be an immutable group of people
jointly managing a delimited common resource
through uncontested, clearly defined rules of access.
Agro-pastoral reality strongly diverges from this
model. Rules of access are often politically
malleable and spatial boundaries fluid.” Finally,
Ruddle (1996) emphasizes that boundaries may
have a gradient quality to them, with the strength of
access rights of a particular group to a CPR
gradually diminishing or increasing across a certain
distance.

Several critics who favor a looser conception of
geographic boundaries note, however, that they do
not mean that the resource should be open access or
entirely boundary free, but merely that boundaries
should be more fluid than they think Ostrom (1990)
conceptualizes them (e.g., Turner 1999). Niamir-
Fuller (1998) gives an example of how such a system
of fluid boundaries can persist, describing how the
boundaries between different groups of pastoralists
in Sahelian Africa are fuzzy and contain
overlapping, jointly managed zones and areas to
which access is negotiated ad hoc among interested
parties.

Principle 2: Congruence between appropriation
and provision rules and local conditions

Ostrom’s (1990:92) second design principle refers
to the “congruence between appropriation and
provision rules and local conditions.” Like the first
principle, this principle stipulates two separate
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Table 2. Mean and median ranking of the evaluation of the design principles for each resource sector
analyzed.

Sector N Mean Median

Forestry 27 3.67 4.0

Pastoral 6 3.50 4.0

Irrigation 24 3.92 4.0

Fishery 17 3.88 4.0

Multiple 12 3.50 4.0

Other 5 3.40 4.0

Total/all sectors 91 3.73 4.0

conditions that Agrawal (2002) recognizes. The first
condition is that both appropriation and provision
rules conform in some way to local conditions;
Ostrom emphasizes local conditions of the CPR,
such as its spatial and temporal heterogeneity. The
second condition is that congruence exists between
appropriation and provision rules. We found very
strong empirical evidence for both principles.

Regarding principle 2A and the congruence
between rules and local conditions (Table 3), the
literature predominately reflects Ostrom’s emphasis
on an institutional congruence with the resource
condition, in line with the Spanish irrigation case
she discusses. For example, Guillet (1992:104)
describes practices in Peruvian irrigation systems:
“Under normal conditions farmers are given water
sufficient to cover the requirements of their fields,
a proportional allocation with Inka antecedents...
when water scarcity threatens, this principle is
modified and actions are taken to ensure that each
household has access to a subsistence minimum.”

Some scholars have also identified local conditions
as involving the predominant culture, ideology,
customs, and livelihood strategies of a community
(Morrow and Hull 1996, Young 2002, Gautam and
Shivakoti 2005). Other authors have highlighted the
negative consequences that result when externally
imposed rules do not match local customs and
livelihood strategies. For example, Gautam and
Shivakoti (2005) observed that the rules designed

by the Dhulikhel municipality imposed a total ban
on the harvest of forest products and that these rules
did not match the resource conditions and
contradicted customary rules of villagers, who had
traditionally allowed activities such as the collection
of leaf litter for animal bedding and fallen twigs for
firewood. In turn, the effectiveness of monitoring
and compliance with rules was very low, and the
forest had come under high extraction pressure.
Morrow and Hull (1996) studied a donor-initiated
forestry cooperative in the Palcazu Valley of Peru
and came to similar conclusions regarding the need
for this internal-external type of congruency.

Turning to principle 2B (Table 3), congruence
between appropriation and provision rules is
frequently described in the literature as congruence
between costs incurred by users and the benefits
they receive via their participation in collective
action. Pomeroy et al. (2001:4) echo Ostrom’s
finding, stating that in successful systems,
“individuals have an expectation that the benefits to
be derived from participation in and compliance
with community-based management will exceed the
costs of investments in such activities.” Similarly,
Klooster (2000) compared seven communities that
have been successful in managing logging activities
and found that a common feature in these
communities is their effort to fairly reinvest benefits
into the community by paying for reforestation work
and providing public goods such as road
maintenance.
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Table 3. Relationship between each design principle and success or failure in the cases analyzed.

Evidence

Design principle† Support 1 0 N P‡ Ratio§ Effect
size|

Success 31 2 63 < 0.0001 5.3 0.692

Failure 8 22

1A. Clearly defined boundaries: Individuals or households who have rights
to withdraw resource units from the common-pool resource (CPR) must be
clearly defined.

Success 22 4 42 0.049 2.2 0.313

Failure 9 7

1B. Clearly defined boundaries: The boundaries of the CPR must be well
defined.

Success 20 0 30 0.001 5.0 0.737

Failure 5 5

2A. Congruence between appropriation and provision rules and local
conditions: Appropriation rules restricting time, place, technology, and/or
quantity of resource units are related to local conditions.

Success 11 1 22 0.002 10.0 0.632

Failure 1 9

2B. Congruence between appropriation and provision rules and local
conditions: The benefits obtained by users from a CPR, as determined by
appropriation rules, are proportional to the amount of inputs required in the
form of labor, material, or money, as determined by provision rules.

Success 20 6 49 0.001 2.8 0.466

Failure 7 16

3. Collective-choice arrangements: Most individuals affected by the
operational rules can participate in modifying the operational rules.

Success 32 3 63 < 0.0001 3.8 0.587

Failure 10 18

4A. Monitoring: Monitors are present and actively audit CPR conditions
and appropriator behavior.

Success 27 2 38 < 0.0001 11.7 0.792

Failure 1 8

4B. Monitoring: Monitors are accountable to or are the appropriators.

Success 13 4 36 0.019 2.3 0.398

Failure 7 12

5. Graduated sanctions: Appropriators who violate operational rules are
likely to be assessed graduated sanctions (depending on the seriousness and
context of the offense) by other appropriators, officials accountable to these
appropriators, or both.

Success 26 2 42 0.01 3.2 0.429

Failure 8 6

6. Conflict-resolution mechanisms: Appropriators and their officials have
rapid access to low-cost local arenas to resolve conflicts among
appropriators or between appropriators and officials.

Success 28 3 51 0.032 2.2 0.311

Failure 13 7

7. Minimal recognition of rights to organize: The rights of appropriators to
devise their own institutions are not challenged by external governmental
authorities.

Success 27 4 51 0.065 2.0 0.262

Failure 13 7

8. Nested enterprises: Appropriation, provision, monitoring, enforcement,
conflict resolution, and governance activities are organized in multiple
layers of nested enterprises.

 †The language used to describe each principle follows that of Ostrom (1990:90).
‡Significance of Fisher’s exact test between the evidence and success variables.
§The number of supportive cases (main diagonal) to unsupportive cases (off-diagonal).
|The effect size was determined using the phi statistic, which is similar in interpretation to a beta
coefficient in a standard regression.
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Additionally, some scholars have pointed to the
importance of users perceiving the match between
appropriation and provision rules as fair, relating
this condition to a principle of equity found in the
literature. In the Andean irrigation system of
Huayncotas, for example, all farmers have to
contribute to maintenance of the system, but they
do it in proportion to the amount of land each of
them irrigates (Trawick 2001). Trawick (2001)
found that the fact that appropriation and provision
rules are applied to everybody while varying with
each farmer’s needs reinforced a commonly shared
sense of equity and facilitated the sustainability of
the management system. Cox (2010) observed a
similar feature in the acequia irrigation systems in
the Taos Valley, New Mexico. In times of plenty,
the acequias apportion water to members in
accordance to the amount of land owned, which is
in turn proportional to members’ provision
obligations. In times of scarcity, this principle is
altered to assure that each member has enough to
survive. This system is in fact a combination of
principles 2A and 2B and is an example showing
that what is considered equitable may vary
depending on how much of a resource is available.

Principle 3: Collective-choice arrangements

Regarding principle 3, Ostrom (1990:90) states,
“most individuals affected by the operational rules
can participate in modifying the operational rules.”
This principle is in the spirit of a large amount of
literature on the importance of local knowledge in
natural resource management (e.g., Berkes et al.
2000), in which local users have first-hand and low-
cost access to information about their situation and
thus a comparative advantage in devising effective
rules and strategies for that location, particularly
when local conditions change.

This principle was moderately well supported.
Sarker and Itoh (2001:19), for example, examined
the successful Nishikanbara Land Improvement
District in Japan and found that terminal water user
groups within the district “collectively participate
in modifying their daily operational rules.” A lack
of a functional collective-choice arrangement is
frequently correlated with CPR management
failure. For example, in discussing the management
of communal grazing land in rural Tanzania,
Nilsson (2001) describes a failure case wherein
residents of Endabeg Village were members of the
decision-making village assembly, but the assembly
was ineffective as a local decision-making

organization. Other venues for collective
management, although present, were also weak.

Some scholars who have critiqued this principle do
not argue that it would lead to negative results if
properly implemented. Rather, they are concerned
with situations wherein the principle exists in form
but in practice has been co-opted or undermined by
locally powerful or external bureaucratic actors
(Cleaver 1999, Skjølsvold 2008). The concern is
similar to that expressed by others for principle 1A:
the critical feature might result from an
administrative or bureaucratic imposition, or it
might ignore some important features of the local
context.

Principle 4: Monitoring

Like principles 1 and 2, we treated principle 4 as
two subcomponents. Principle 4A stipulates the
presence of monitors, whereas 4B stipulates the
condition that these monitors are members of the
community or otherwise accountable to those
members. Monitoring makes those who do not
comply with rules visible to the community, which
facilitates the effectiveness of rule enforcement
mechanisms and informs strategic and contingent
behavior of those who do comply with rules.
Empirically, principle 4A was moderately well
supported, whereas 4B was very strongly supported
by the case data.

In many cases, monitoring is a byproduct of
particular ways of managing the commons, and the
costs of monitoring are kept low (Schmidtz and
Willott 2003). Ostrom (1990) noted this possibility
in her original study. Trawick (2001) echoes
Ostrom’s example in his analysis of a community
irrigation system in Peru, in which the farmers
developed a contiguous pattern for irrigating one
section of the system at a time before moving to
other sections. This system was effective at
conserving water, but it also made irrigation a public
affair and facilitated effective decentralized
monitoring. This pattern also occurs in the acequia
irrigation systems in New Mexico (Cox 2010).

In other cases, monitors constitute a separate
position that is compensated. Agrawal and Yadama
(1997:455) studied the strength of local forest
institutions in Kumaon Himalaya, India, and found
that “the number of months a guard was hired has
a very strong and statistically highly significant
direct effect on forest condition.” Likewise,
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Bardhan (2000) performed a statistical analysis of
48 irrigation systems and found a positive
correlation between cooperative behavior and the
presence of a guard position. However, Agrawal and
Chhatre (2006) found a negative correlation
between the presence of a guard and forest
conditions in their statistical analysis of 95
community-based forest management systems in
India. They interpret this result as follows. “In the
studied cases, villagers are more likely to hire guards
and impose fines more frequently if their forests are
not in a good condition in an effort to improve their
forests. Thus, the causal arrow suggested by our data
runs in the reverse direction from what we had
hypothesized” (Agrawal and Chhatre 2006:160). As
these examples indicate, conditions regarding
monitoring were prominent in the statistical studies.

Monitors may not perform satisfactorily if they do
not directly benefit from improved resource
conditions. Thus, it may be important that monitors
are accountable to those who most depend on the
resource. Gautam and Shivakoti (2005), who
studied two forest systems located in the Middle
Hills of Nepal, found that the ability of local users
to oversee monitors’ performance affected resource
conditions. In Jylachitti Forest, local users hired two
people for regular monitoring and paid them
through contributions from each member
household. In Dhulkhel Forest, guards were also
hired, but they were paid by local authorities.
Whereas Jylachitti local users were engaged in
supervising the guards’ performance in controlling
timber extraction levels, this was not the case in
Dhulkhel, where overextraction was becoming an
issue by the end of the study.

Scholars have also pointed to the importance of
environmental monitoring, that is, the acquisition
of information about the conditions of the
appropriated CPR (Pinkerton and Weinstein 1995,
Cinner et al. 2009). With environmental
information, community members can elaborate
and adapt appropriation and provision rules that
help to guarantee the sustainability of the resource
(López Gunn and Hernandez Mora 2001, Young
2002, Johnson and Nelson 2004, Sandström and
Widmark 2007). López Gunn and Hernandez Mora
(2001) studied three groundwater irrigation systems
and found that an irrigation community whose
members were engaged in environmental
monitoring enjoyed higher levels of information
sharing and collective preparedness than a
community that depended on the information

provided by multiple external authorities. Pinkerton
and Weinstein (1995) compared four U.S. oyster
fisheries and found that the two cases that used stock
assessment processes appeared to be more
sustainable.

Principle 5: Graduated sanctions

Principle 5 stipulates the efficacy of graduated
sanctioning systems. Sanctioning deters participants
from excessive violations of community rules.
Graduated sanctions progress incrementally based
on either the severity or the repetition of violations.
Graduated sanctions help to maintain community
cohesion while genuinely punishing severe cases;
they also maintain proportionality between the
severity of violations and sanctions, similar to the
proportionality between appropriation and provision
rules from principle 2.

Principle 5 was moderately well supported. Ghate
and Nagendra (2005), for example, describe the
failure of efficacious forest management in two
communities in Maharashtra, India, relative to
successful management in a third. Although
graduated sanctions formally existed in all three
communities, only the successful community had a
strictly implemented, graduated penalty structure.

There was a small subset of the literature that
questioned principle 5 by arguing that sanctions are
not needed in the presence of strong social capital
and should not be implemented as a replacement for
it. Cleaver (2000:374) describes such a situation in
her account of water management practices in the
Nkayi District in western Zimbabwe. There is a
similarity here with the concerns expressed for
principles 1A and 1B that the design principles
abstract too much from local context, which, in this
case, is the web of relationships in which actors are
embedded.

We have already seen that people prefer to
spend more time negotiating consensus
than establishing and imposing sanctions.
Solidarity in this case cannot simply be
interpreted functionally as being directly
about cooperation over the mechanisms of
water resource management. It is
comprised of complex networks of
cooperation based on family structure,
labour-sharing arrangements and numerous
interrelated associational activities such as
church groups, savings clubs, and income-
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generating groups. The village apparently
most successful at collective action
regarding water supplies was also
remarkable for its other cooperative
activities, for its success in agricultural
production and for the frequency and
cheerful creativity of its public social
occasions. Cleaver (2000:374).

Principle 6: Conflict-resolution mechanisms

Principle 6 states that systems with low-cost conflict
resolution mechanisms are more likely to survive.
Conflict over an exhaustible resource is inevitable
in CPR management, necessitating the presence of
established mechanisms for conflict resolution to
maintain collective action. This principle was
moderately well supported by the empirical data. In
the acequia irrigation communities in northern New
Mexico, for example, there is a long history of
recourse to external court systems under different
national regimes to resolve intercommunity
conflicts. Several agreements reached by territorial
probate courts more than 100 years ago are the basis
for functioning, modern water-sharing agreements
today (Cox 2010).

When conflict resolution mechanisms are not
available or easily accessible, successful CPR
management appears more difficult. One example
of this comes from several user groups of Chilika
Lake in Orissa, India (S. P. Rout, unpublished
manuscript: http://dlc.dlib.indiana.edu/dlc/bitstream/
handle/10535/2073/Shyama_Prasad.pdf?sequence=1
). In the 1990s, the management of this resource
system was proving to be very problematic.
Nonfishers began to compete with traditional
cultural fishing communities over access and
resource use, leading to major conflict and unrest
and, in 1999, violence that resulted in the shooting
of four community members. Although the national
government subsequently stepped in to mediate,
Rout (unpublished manuscript) notes that this
mechanism for conflict resolution has not yet
proven itself viable.

Principle 7: Minimum recognition of rights

Principle 7 stipulates that external government
agencies do not challenge the right of local users to
create their own institutions. An external
government agency imposing its own rules on a
community managing a CPR may suffer from a
government failure of the kind discussed by Hayek

(1945) and Scott (1998) if the externally imposed
rules do not correspond to local conditions.

The empirical evidence for this principle was
moderately supportive. Pagdee et al. (2006), in their
analysis of 69 case studies of forest management
worldwide, found that local authority was
associated with tenure security, a key element for
sustainable forest management. There is also
evidence in the studies that violations of this
principle can be associated with less successful
community-based resource management regimes.
Community-based resource management projects
developed in Sudano-Sahelian West Africa in the
1990s, which involved the devolution of resource
management authority to rural communities
through the assistance of nongovernmental
organizations, failed in part by not recognizing local
knowledge and existing institutions at the early
stages of the devolution process (Turner 1999).

Principle 8: Nested enterprises

Principle 8 states that in successful systems,
“governance activities are organized in multiple
layers of nested enterprises” (Ostrom 1990:90). As
for principle 7, which also deals with cross-scale
institutional factors, the empirical evidence for
principle 8 was moderately supportive.

Many scholars, particularly those focusing on
pastoral and irrigation systems, have stressed the
importance of nesting smaller common-property
systems in larger and still larger ones, given the high
probability that the social systems have cross-scale
physical relationships when they manage different
parts of a larger resource system and thus may need
mechanisms to facilitate cross-scale cooperation
(Lane and Scoones 1993, Niamir-Fuller 1998). Part
of the motivation for this principle, then, relates to
principle 1 (user and resource boundaries) and is
stated by Hanna et al. (1995:20) as: “It is important
to ensure that a property rights regime has clearly
defined boundaries, and that to the extent possible,
those boundaries are consistent with the natural
boundaries of the ecological system.” It is not just
user and resource boundaries that are important; a
match between these boundaries may be important
as well, and institutional nesting is an important way
to accomplish this in many situations.

One additional clarification regarding principle 8 is
that the nesting may occur either between user
groups and larger governmental jurisdictions, or
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between user groups themselves. Many traditional
irrigation systems, for example, contain multiple
levels of organization that mirror the branching
properties of an irrigation system (Coward 1977).
This is somewhat different from co-management
arrangements between user groups and a larger
government body, described in extensive
publications (Berkes and Folke 1998, Berkes 2002,
Yandle 2006, Cinner et al. 2009). Intercommunity
connections can be thought of as horizontal
linkages, whereas connections between multiple
jurisdictional levels can be thought of as vertical
linkages. It is our understanding that, when she
formulated this principle, Ostrom (1990) was
referring to vertical linkages. We would generalize
principle 8 to include both horizontal and vertical
linkages because they may accomplish similar
functions.

Critique of the principles

We identified three primary critiques directed at the
design principles as a whole. First, some of the
publications argue that the design principles are
incomplete, and many studies suggest additional
criteria for sustainable management. Some scholars
argue that critical social variables need to be
included in a full account of successful community-
based natural resource management. Singleton and
Taylor (1992), for example, argue that the more
fundamental feature of the successful systems in
Ostrom’s (1990) study is the quality that each
involves a “community of mutually vulnerable
actors.” In Singleton and Taylor’s (1992) view,
these conditions explain why some communities are
able to fulfill the design principles and sustain
themselves while others are not. In another example,
Harkes (2006:250-251), who studied marine sasi
fishery systems in Indonesia, states:

The design principles of Ostrom (1990) and
other scientists who have pursued this line
of thinking thus are an interesting point of
exit, but only partly explain the success of
management institutions. Most of the
conditions mentioned are merely characteristics
of the community or institution, such as
scale, village size, homogeneity, or the
ability to exclude outsiders, and even
though these factors undoubtedly contribute
to their functionality, from our study it has
become clear that the real ‘glue’ that keeps
an institution alive over time are the social

mechanisms, i.e., trust, legitimacy, and
transparency.

Other scholars argue for including the relevant
properties of the resource system itself in more
detail (Schlager et al. 1994, Agrawal 2002, Young
2002, Agrawal and Chhatre 2006, Tucker et al.
2007). Young (2002) argues that more sophisticated
treatment of ecosystem properties and structures
should be incorporated into a diagnostic analytical
approach that seeks to match institutional
arrangements to those properties and structures.
Ostrom (2007) takes a similar direction in
formulating a framework that contains many types
of resource properties across multiple scales. These
two works are highly relevant to the third critique,
which we discuss later.

Besides local biophysical properties, much of the
literature stresses the importance of external factors
that are not stressed in the design principles
(Johnson 1997, Steins and Edwards 1999, Bardhan
2000, Agrawal 2002; N. A. Steins, N. G. Röling,
and V. M. Edwards, unpublished manuscript: http:
//dlc.dlib.indiana.edu/dlc/bitstream/handle/10535/507/
steinsn052400.pdf?sequence=1). External socioec-
onomic factors are particularly emphasized. Tucker
(1999) and Tucker et al. (2007) stress that market
integration can lead to rising inequality or declining
resource (forest) conditions. Bardhan (2000:861)
finds that “cooperative behavior in an irrigation
community is by and large significantly related
negatively to... urban or market connections.” Some
authors such as Klooster (2000) argue that
development and market forces can destabilize CPR
arrangements that worked well when the
community and resource were isolated. In an
analysis of factors affecting overfishing in small-
scale coral reef fisheries in Papua New Guinea,
Cinner and McClanahan (2006:78) find suggestive
statistical evidence that “communities in close
proximity to markets had likely overfished the
higher value and high trophic level species.”

Market integration may effectively remove control
of a resource from a user group. Another mechanism
that seems to be functioning in some of these
situations is that external integration alters local
incentives, frequently by decreasing the dependence
of local users on the resource. Pinkerton and
Weinstein (1995) and Gibson (2001) note that
dependence on the resource used by a community
is an important factor in the robustness of the
management regime. When members are not as
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dependent on the resource, their welfare is not as
strongly tied to their cooperative behavior.

In our view, the critique that the design principles
are incomplete is sound. There are several other
important features of relevant systems that affect
outcomes when CPRs are managed by communities
of users. In an increasingly interconnected world, it
is hard to argue that we should only consider local-
level institutional properties. Local and external
socioeconomic factors need to be considered as
well. At the same time, we do not think that this
critique undercuts the empirical support for the
principles indicated by our quantitative analysis. To
some extent, exploring socioeconomic or
biophysical factors is an analysis that is distinct from
the one considered here, and empirical evaluations
of the two are likewise distinct.

The second main issue raised regarding the design
principles is whether they can be applied to a wide
range of cases beyond those that were used to
develop them. Several authors (Pomeroy et al. 2001,
Young 2002, Berkes 2005, 2006) question the
applicability of the principles to cases larger in scale
than those from which Ostrom (1990) derived them.
Berkes (2005:19), for example, states, “Globalization
has a major impact on local-level resource
management through such mechanisms as the
creation of international markets. Can a theory of
the commons, based on local-level cases, be scaled
up to deal with the complexity of communities and
social-political networks?” Young (2002) argues
that this is unlikely to be the case.

We cannot offer an empirical answer to this critique
because we did not formally analyze large,
noncommunity-based systems. Nevertheless, it
seems plausible that several of the principles would
be applicable to higher levels of governance
(Rowland 2005). Proportionality of costs and
benefits, conflict-resolution mechanisms, nested
institutional arrangements, and effective and
participatory collective-choice arrangements seem
particularly relevant. The applicability of the design
principles to a higher level of governance is not a
claim that communities can necessarily resolve
large-scale environmental problems. The co-
management literature (Berkes 2002) makes a
strong case that, by themselves, they likely cannot.

The final critique criticizes what it conceives as the
design principle approach itself. Several authors
argue for a more constructionist or historically,

socially, and environmentally embedded perspective
that departs from viewing actors as rational decision
makers, and communities of users as coherent
wholes without internal conflict or heterogeneity
(Mosse 1997, Leach et al. 1999, Klooster 2000).
Others authors suggest that the design principles are
biased toward formal rules and strategies and may
abstract too much from the complexity of the
environment and the social context of the actors
(Cleaver 1999, 2000, Steins 1999, Steins and
Edwards 1999, Blaikie 2006).

Related to these arguments is the general concern
that the principles might be seen as something of a
magic bullet or institutional panacea and thus be
misapplied as a prescription for improving the
governance of CPRs in particular settings (Bruns
2007). This concern is over the possible
overgeneralization the principles to a large diversity
of cases, the individuality of which they do not
sufficiently reflect. This issue of theoretical
generalizability and the tension between it and
theoretical precision is too large to treat adequately
here. Cox (2008) describes the trade-off between
generalizability and precision that Ostrom (1990)
made in her formulation of the principles.

A concern about implementing a set of possibly
overgeneralized design principles is analogous to
that raised by Hayek (1945) and Scott (1998): that
a government may fail by homogenizing the
diversity of contexts to which it applies its policies
and management practices. This is sometimes
referred to as a blueprint approach to governance,
which leads to a lack of fit between programs and
their supposed beneficiaries (Korten 1980). In
effect, there is a concern that such an application of
the principles may violate principle 2A, i.e.,
congruency between rules and local conditions.

Young (2002) contrasts the design principles
approach with what he calls a diagnostic approach
to analysis. He states, “Because design principles
are framed as universal propositions, they should
hold across all members of the relevant universe of
cases” (Young 2002:170). Agrawal (2002:49)
makes a similar argument that the principles “are
expressed as general features of long-lived,
successful commons management rather than as
relationships between characteristics of the
constituent analytical units or as factors that depend
for their efficacy on the presence (or absence) of
other variables.”
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In lieu of the design principles approach, Young
(2002) favors a diagnostic process of subdividing
environmental problems into subsets to tease out the
institutional implications of different types of
environmental problems. Indeed, Ostrom (2007,
2009) is moving in a diagnostic direction as well.
She states, “We need to recognize and understand
the complexity to develop diagnostic methods to
identify combinations of variables that affect the
incentives and actions of actors under diverse
governance systems” (Ostrom 2007:15181).

Although we think that there are likely limitations
in generalizing the design principles to larger-scale
cases, we argue that the dichotomy between
diagnostic and design principle approaches is false,
at least in this context. A diagnostic approach most
fundamentally involves two tasks: identifying an
environmental problem, and identifying the
governance arrangements that are most likely to be
effective in resolving that problem. To do this most
effectively, one needs to construct nested typologies
of environmental problems and governance
arrangements. If this can be done, it may be possible,
with accumulated empirical evidence, to match
types of governance arrangements to types of
problems that they have proven to be effective in
resolving. A nested typology contains types that are
arranged hierarchically, with each level being a
subdivision of types from the previous level into
further subtypes. The instances belonging to types
at each successive level are more similar than are
those at previous levels.

One very basic example of a subdivision that could
form a basis for this process is the distinction
between two types of collective-action problems:
CPR problems and public goods problems. In
addition, a division is often made between
environmental (pollution) problems and natural
resource (consumption) problems. The implications
for which governance arrangements are most
effective will likely differ between these types of
problems. Furthermore, there are many different
subtypes of environmental and natural resource
problems. Sulfur dioxide (SO2) emissions and
carbon dioxide (CO2) emissions are both
environmental pollution problems, but various
lower-level properties of these problems favor
different types of governance arrangements
(Stavins 1998). As such, a tradable emissions permit
system may not be as effective in limiting CO2 
emissions as it has been in limiting SO2 emissions
under Title 4 of the United States’ 1990 Clean Air
Act amendments.

Likewise, one needs to consider multiple, nested
types of governance arrangements. Beyond the
basic trichotomy of markets, states, and
communities, one needs to consider multiple forms
of each of these ideal types. We think that the design
principles can be placed effectively within such a
nested typology of governance arrangements. For
example, we could specify multiple types of
monitoring (principle 4), conflict resolution
mechanisms (principle 6), and institutional nesting
(principle 8). Indeed, two basic distinctions we have
already made contrast environmental and social
monitoring and distinguish between horizontal and
vertical linkages. Different subtypes of these
arrangements will likely be more effective in
resolving different types of problems.

As such, we see the diagnostic and design principles
approaches to be potentially complementary,
instead of mutually exclusive. Although we do not
agree with the critique of the design principles as
being tied to a simplistic blueprint approach, we
think that a significant amount of work is needed to
combine them with a well-developed diagnostic
approach.

Reformulation of design principles

The principles we reformulate are 1, 2, and 4. We
propose that principles 3, 5, 6, 7, and 8 remain as
they are. We divided each of the first two principles
into two components for our analysis. We found that
these individual components often made important
contributions to the outcomes of cases and
conclusions of studies. Thus, we recommend
dividing principles 1 and 2 into their component
parts. One addition could be made to principle 1:
congruence between user and resource boundaries.
We also divide principle 4 (monitoring) into two
components, but not along the lines used in
conducting the analysis. Rather, we divide it into a
principle regarding users monitoring one another’s
behavior (social monitoring) and users monitoring
the condition of the resource (environmental
monitoring). Each of these was often found to be
important in determining the success of community-
based natural resource management. Thus, we
propose a modified set of design principles (Table
4).
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Table 4. List of proposed, modified design principles.

Principle Description

1A User boundaries: Clear boundaries between legitimate users and nonusers must be clearly defined.

1B Resource boundaries: Clear boundaries are present that define a resource system and separate it from the larger
biophysical environment.

2A Congruence with local conditions: Appropriation and provision rules are congruent with local social and
environmental conditions.

2B Appropriation and provision: The benefits obtained by users from a common-pool resource (CPR), as
determined by appropriation rules, are proportional to the amount of inputs required in the form of labor,
material, or money, as determined by provision rules.

3 Collective-choice arrangements: Most individuals affected by the operational rules can participate in
modifying the operational rules.

4A Monitoring users: Monitors who are accountable to the users monitor the appropriation and provision levels of
the users.

4B Monitoring the resource: Monitors who are accountable to the users monitor the condition of the resource.

5 Graduated sanctions: Appropriators who violate operational rules are likely to be assessed graduated sanctions
(depending on the seriousness and the context of the offense) by other appropriators, by officials accountable
to the appropriators, or by both.

6 Conflict-resolution mechanisms: Appropriators and their officials have rapid access to low-cost local arenas to
resolve conflicts among appropriators or between appropriators and officials.

7 Minimal recognition of rights to organize: The rights of appropriators to devise their own institutions are not
challenged by external governmental authorities.

8 Nested enterprises: Appropriation, provision, monitoring, enforcement, conflict resolution, and governance
activities are organized in multiple layers of nested enterprises.

CONCLUSION

We attempted to synthesize a large number of
studies that examined Ostrom’s (1990) design
principles. Empirically, we think that the principles
are well supported. The most trenchant critiques
were abstract, rather than empirical. This does not
mean that the principles are complete; their
incompleteness is the most important empirical
critique we found in the literature. Other factors such
as the size of user groups, differing types of
heterogeneity within or between user groups, and
the type of government regime within which users
operate are clearly important in many cases (see
Agrawal 2002).

Analyses similar to ours, with a focus on these other
relevant factors from several disciplinary
perspectives, could be a fruitful source of progress
in this field. Much work remains to be done to
augment the biophysical sophistication of CPR case
studies to understand how institutional variables
interact with biophysical variables to produce
outcomes. Finally, work from cultural and political
ecology could serve as a useful complement to the
primarily political science orientation embodied in
the principles.

As such, a probabilistic, rather than deterministic,
interpretation of the design principles is warranted.
Likewise, we remain uncertain as to whether the
principles may apply to systems at a variety of
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scales. Ultimately, however, the design principles
are robust to empirical testing in our analysis of 91
studies. Thus, we conclude that they are a sound
basis for future research conducted to further
disentangle the interactive effects of relevant
variables, both within and across multiple
environmental and social scales.

Aside from our empirical analysis, we dealt with an
important theoretical debate regarding the
principles: Are they inherently part of a blueprint
approach to CPR management or can they be
combined with a more diagnostic approach? We
think the latter is the case, and this points us in a
specific direction for future research. Each of the
aforementioned empirical complications could
likely be addressed by approaching CPR
management from a diagnostic perspective. This is
a process that helps to sort out what is important in
a CPR setting, when, and why. We hope to see and
plan to participate in future work to develop this
approach further.

Responses to this article can be read online at:
http://www.ecologyandsociety.org/vol15/iss4/art38/
responses/
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Introduction

This book seeks to explain why, after worrying for a long time about the lack of
trees on the steppes and how to rectify this omission, Russians went on instead to
devise modern soil science, settlers on the steppes, in particular Mennonite com-
munities, came up with techniques to conserve scarce moisture in the fertile black
earth, and why this story eventually takes us to North America. These things
happened because people moved from one type of environment to another,
displaced the indigenous population, and replaced one way of using the natural
resources with a different way. In the Russian Empire, from the early eighteenth
century, growing numbers of agricultural settlers moved from regions with signifi-
cant areas of forest, adequate supplies of water, but in many cases soil that
was moderately fertile. They settled in the steppe region, which was predominantly
grassland, with a semi-arid climate, periodic droughts, but extremely fertile soil.
Many of the settlers and their descendants, however, supported themselves in much
the same way that they or their forebears had done in their previous homelands:
they ploughed up the land and cultivated grain. The people they displaced, in
contrast, were mostly nomadic and grazed large herds of livestock on the grassland.
The central theme of this book is how, when people have moved between

regions with such different natural conditions, but persisted with their previous
way of life, there have been consequences both for themselves and the new environ-
ment they have settled in. In time, as the consequences for the new environment
have become apparent, such people have engaged in critical reflection on the non-
human world and the impact of human activity on that world. Some have gone
on to develop conceptual and practical innovations for understanding and man-
aging the relationship between the human and non-human worlds. In the
process, they have raised questions about what we would now term ‘conservation’
and ‘sustainability’. Russia’s steppes, like settler societies in other parts of the
world—such as parts of the Americas and Australasia—thus provide very fertile
ground for investigating the ways in which people have understood the environ-
ment of which they are a part.1

1 On the steppes as a ‘settler empire’, see Denis J. B. Shaw, Russia in the Modern World: A New
Geography (Oxford, 1999), 4–9. The term ‘settler society’ has been used for regions where migrants
of European origin became numerically dominant over indigenous peoples. See Tom Griffiths and
Libby Robin (eds), Ecology and Empire: Environmental History of Settler Societies (Edinburgh, 1997).



In 1865, the Russian botanist L. Chernyaev wrote that the steppes were
‘so special’ that they were a ‘separate world’. He identified their distinguishing
characteristics as the absence of forests, the scarcity of running water,
the aridity of the climate, the summer heatwaves, the winter cold, and the
flatness of the landscape. He also noted the fertile black earth (chernozem).2
A few years earlier, Ivan Palimpsestov had written: ‘Our steppes, without
forests and water, cannot be presented to migrants as . . . the United States,
which is so rich with all the gifts of nature.’3 Palimpsestov was a native of
the steppes: born in Saratov on the Volga, he later moved to Odessa on
the coast of the Black Sea. He was a tireless advocate of agricultural develop-
ment in the steppe region. He pronounced his verdict on his native region to
an anniversary meeting of the Southern Russian Agricultural Society in
Odessa. By emphasizing the environmental constraints on agriculture in the
region, Palimpsestov was using a rhetorical device to accentuate what
the society had achieved. By highlighting the lack of forests and water, he
was describing the steppe environment by drawing attention to what was
not there.4

Writers in the Russian Empire regularly contrasted the steppes with the forested
world they, or their forebears, were accustomed to. In 1870, S. A. Zabudskii, an
agricultural specialist from Kazan’, wrote:

Comparing the black-earth steppes in the south with lands in the north, we find that in
the north, which is abundant in water and forests, the soil is lacking in productive force
for grain crops, and requires artificial fertilization and intelligent labour; in the south,
where the black earth is extremely productive, it lacks rain and moisture. There are no
lakes, marshes, fast rivers . . . , dense or extensive forests from which evaporated moisture
could irrigate the millions of desyatiny of steppes that have been sown with grain and
suffer from drought in the spring and summer.5

Visitors from elsewhere in Europe also noted unfamiliar aspects of the steppe
environment. At the start of the twentieth century, a professor from Breslau in
south-eastern Germany (now Wrocław in Poland) cast his unaccustomed eye
over the steppe. He noted that the ‘southern Russian plain’ was of great interest
to the farmer, ‘thanks to the peculiar quality of the soil, to which is attributed
wondrous, inexhaustible fertility’. He continued:

2 L. Chernyaev, ‘Ocherki o stepnoi rastitel’nosti’, SKhiL, 88 (1865), 2nd pagn, 33.
3 I. Palimpsestov, ‘Rech’, proiznesennaya sekretarem obshchestva I. Palimpsestovym’,

ZIOSKhYuR, 12 (1856), appendix, 9. On Palimpsestov, see below, p. 52.
4 In his classic study of another semi-arid grassland, Walter Prescott Webb considered how ‘the

white man’ triumphed over an environment in which the timber and water the settlers had relied on
in their previous homes were absent: The Great Plains ([1931], Lincoln, NE, 1981).

5 S. A. Zabudskii, ‘O zasukhakh na yuge i o sredstvakh k sokhraneniyu i uvelicheniyu syrosti v
nashikh stepyakh’, TVEO, 1 (1870), 8.
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Undoubtedly . . . one’s first impression is the endlessness brought about by the remark-
able uniformity of the steppe. Travelling day and night in a train or . . . hundreds of versty
by carriage, the eye of the traveller wanders across the plain, meeting neither hill nor
forest, nothing that would limit the horizon.6

Settlers had moved south and south-east onto the steppes from the sixteenth
century, if not earlier, but large-scale migration began in the eighteenth century.
Most settlers were Slavs, mainly Russians and Ukrainians,7 including cossacks,8
peasants, and estate owners. Their previous homes had been to the north and
north-west in the forest and forest-steppe regions. In the latter, areas of woodland
were interspersed with grasslands. Many of the migrants from the forest-steppe
had moved there, or were descended from migrants, from the forest region.9
From the mid-eighteenth century, they were joined by foreign colonists, who had
responded to invitations from the Russian government that offered them land
and other privileges. Many came from German lands, which were also forested.10

While the natural conditions on the steppes contrasted to varying degrees with
what the settlers had been accustomed to, the famed black earth—among the
most fertile soils in the world—was a major attraction as it yielded bumper
harvests in good years. In time, growing grain in the fertile soil became the largest
part of the steppe economy, and arable fields came to occupy much of the land in
the region. In seeking to exploit the fertile soil, however, the settlers had to
endure recurring droughts that led to crop failures and, in the worst years,
famines. Serious damage to crops was also done by pests, in particular burrowing
rodents and insects, most dramatically locusts.11 The main focus of this book,
however, is on arable farming in conditions of relatively low and unreliable
supplies of water.

6 F. Gol’defleis, ‘O yuzhno-russkoi stepi’, ZIOSKhYuR, 5–6 (1905), 92, 98–9.
7 The terms ‘Ukraine’ and ‘Ukrainian’ came into wider usage over the nineteenth century.

I have consciously used them anachronistically for lack of appropriate alternatives.
8 On cossack ethnicity, see Peter Holquist, ‘From Estate to Ethnos: The Changing Nature of

Cossack Identity in the Twentieth Century’, in Nurit Schleifmann (ed.), Russia at a Crossroads:
Historical Memory and Political Practice (London, 1998), 89–123.

9 On the origins of migrants and settlement of the steppe region, see ‘Obozrenie mer po
pereseleniyu gosudarstvennykh krest’yan’, ZhMGI, 52 (1854), 2nd pagn, 1–20; D. I. Bagalei,
Ocherki iz istorii kolonizatsii i byta stepnoi okrainy moskovskogo gosudarstva (Moscow, 1887);
Bagalei, ‘Kolonizatsiya Novorossiiskogo kraya i pervye shagi ego po puti kul’tury’, Kievskaya
starina, 25 (1889), 27–55, 438–84 and 26 (1889), 110–48; M. K. Lyubavskii, Obzor istorii
russkoi kolonizatsii s drevneishikh vremen i do XX veka (Moscow, 1996), 312–427; S. I. Bruk and
V. M. Kabuzan, ‘Migratsiya naseleniya v Rossii v XVIII–nachale XX veka (chislennost’, struktura,
geografiya)’, Istoriya SSSR, 4 (1984), 41–59; DavidMoon, ‘Peasant Migration and the Settlement of
Russia’s Frontiers, 1550–1897’, Historical Journal, 40 (1997), 859–93.
10 See ‘Istoriya i statistika kolonii inostrannykh poselentsev v Rossii’, ZhMGI, 52 (1854), 2nd

pagn, 35–78; Roger P. Bartlett, Human Capital: The Settlement of Foreigners in Russia, 1762–1804
(Cambridge, 1979).
11 See, for example, G. Kulesha, ‘Suslik i drugie vredniye gryzuny’, PERSKh, ix (1905), 623–43;

V. Morachevskii, ‘Bor’ba zemstv s vragami polevodstva’, SKhiL, 193 (1899), 183–208; 194 (1899),
193–225.
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The growing settler population thus changed the prevailing land use in the
steppe region from pasture, when the region had been the domain of pastoral
nomads, to arable fields. In the process, they removed the native vegetation,
mostly wild grasses, and felled much of the small areas of woodland that did exist
in parts of the region. The settlers also drove away larger fauna, for example wild
horses and saigaki (steppe antelopes).12 Some contemporaries believed that the
changes made by the settlers were having wider environmental consequences.
The climate appeared to be becoming more variable, with more frequent
droughts. Soil erosion, including dust storms, seemed to be increasing. Attempts
were made to understand the processes of change, and to differentiate between
human (anthropogenic) and non-human (autogenic) causes. It was easy to work
out who was to blame for removing the wild grasses and chopping down trees; it
was harder to understand whether the climate was changing or soil erosion
increasing, and if so, who or what was to blame. Contemporaries also tried to
work out what was to be done to deal with the changes and cope with the vagaries
of the steppe environment from the perspective of arable farming. The key
problem was the low and unreliable supplies of the water that was so critical
for farmers.

For a book that purports to be about steppes, trees and forests will feature
prominently. Indeed, to a far greater extent than I imagined when I embarked on
this odyssey onto Russia’s grasslands, the steppes will often be observed through
the trees of Russia’s forests. The fact that most of the settlers came from forested,
or partly forested, environments is only part of the explanation. Perhaps a more
significant factor is that forests have loomed large in Russian life, culture, and
identity. A great deal has been written about Russia and forests. Russians used the
products of the forest to meet a large number of their everyday needs. They used
timber for many purposes, including building their homes and churches, making
agricultural implements and carts, and fashioning household items from bowls to
spoons. They used firewood for fuel, and the fruits, mushrooms, and wildlife of
the forest to supplement their diets. Russians’ lives were inconceivable without
trees and forests.13 Their importance was reflected in the ways Russians incorpor-
ated images of trees on the icons in their churches and conjured up spirits of the
forest in their folklore.14 For many people, the depictions of forests in Ivan

12 For reasons of concision, consideration of the wildlife of the steppes is outside the scope of this
study. For some discussion, see David Moon, ‘The Russian Academy of Sciences Expeditions to the
Steppes in the Late-Eighteenth Century’, SEER, 88 (2010), 222–6.
13 See, for example, Stephen Brain, Song of the Forest: Russian Forestry and Stalinist Environmentalism,

1905–1953 (Pittsburgh, PA, 2011), 4–9; R. A. French, ‘Russians and the Forest’, in J. H. Bater and
R. A. French (eds), Studies in Russian Historical Geography, 2 vols (London, 1983), i. 23–44; R. E. F.
Smith, Peasant Farming in Muscovy (Cambridge, 1977), 47–79.

14 See Valerie Kivelson, Cartographies of Tsardom: The Land and its Meanings in Seventeenth-
Century Russia (Ithaca, NY, 2006), 110–12; Linda J. Ivanits, Russian Folk Belief (Armonk, NY,
1989), 64–70; N. A. Krinichnaya, Krest’yanin i prirodnaya sreda v svete mifologii: bylichki,
byval’shchiny i pover’ya russkogo severa (Moscow, 2011), 17–74, 163–317.
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Shishkin’s landscape paintings of the late nineteenth century are Russia.15 At
around the same time as the artist was painting forests, the historian Vasilii
Klyuchevskii was portraying their role on the canvas of Russia’s history. He noted
that until the mid-eighteenth century, the life of the majority of the Russian
people was associated with the forest region where they lived. Until this time, the
steppe intruded on Russian life only in malicious episodes such as incursions by
the nomadic Tatars and cossack rebellions.16 The foreign colonists who moved
from German lands, moreover, also came from a landscape and culture in which
forests played a key role.17
The large part played by forests in the life, and imagined life, of the Russian

Empire can be illustrated by the children’s book Tales about God, Man, and
Nature published in St Petersburg in 1849. The authors were Vladimir Odoevs-
kii, a writer and public figure, and Andrei Zablotskii-Desyatovskii, an official of
the Ministry of State Domains. They were born, respectively, in Moscow, in the
forest heartland of Russia, and Chernigov in northern Ukraine, in the forest-
steppe region. The book portrays an idealized world of peasant villages with
buildings and bridges built from wood, and with nearby orchards and forests.
Trees feature routinely in the tales—apart from those about the life of Jesus in the
‘Land of Israel (which is far from us in the East)’—in a world created by a god
who, on the third day of creation, covered the earth with trees and grasses (in that
order),18 and placed people in a garden with trees bearing fruits.
The section of the book on natural history contains stories about nature walks

a group of village children are taken on by their teacher or parish priest. The first
walk is to the orchard. The forest proper is left for the fourth walk. The teacher
describes the trees and explains their uses, such as for building houses, ships, and
barges, and making tar and charcoal. Acorns are good feed for pigs and can be
used to make a sort of coffee, and birch sap makes a tasty juice. Pine trees grow on
sand, which is useful because they bind the loose soil. (This was a current issue
and recurs later in this book.) The children’s attention is also drawn to the berries
and mushrooms that grow on the forest floor. The village children enjoy the walk
in the woods so much that they ask if they can go back. They return early in the
morning to hear the birds singing and see the wild animals. The children are
taken on shorter, and less exciting, walks to see the crops in the fields and to the
meadow. They are not, however, taken to see the steppe, where they could have
admired the beautiful carpet of wild flowers or the iconic feather grass waving in

15 See Christopher Ely, This Meagre Nature: Landscape and National Identity in Imperial Russia
(DeKalb, IL, 2002), 199–206.
16 V. O. Klyuchevskii, Sochineniya v devyati tomakh, 9 vols (Moscow, 1987–1990), i. 83–5; ‘Les

i step’ v russkoi istorii po V. Klyuchevskomu’, LZh, 35/4 (1905), 676–81.
17 See Simon Schama, Landscape and Memory (London, 1996), 75–134.
18 In Genesis 1:11–12, grass comes before fruit trees. See the text of the Old Church Slavonic

Bible (a 1900 edition) at <http://lib.ru/HRISTIAN/BIBLIYA/old/gen.pdf> (accessed 16 April
2012).
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the wind in the spring. The children learn about the forces of nature: they are
warned not to shelter under trees during thunderstorms. No advice is given to the
children on how to protect themselves during dust storms. A brief mention of
droughts serves only to prompt a long explanation of clouds and rain.19

The third walk includes mountains, which would have been difficult for
teachers and priests in most of Russia—which is a plain—to replicate. This
betrays the fact that Odoevskii and Zablotskii-Desyatovskii adapted the book
from a ‘first school book’ by Eduard Wüst. He was a protestant preacher from
Württemberg, in southern Germany, where mountains, but not steppes, were
nearby. (The Russian authors stated that they had revised the book to suit Russia,
but did not seem to notice or consider important the absence of steppes.)20 But
the fact that the book was German in origin indicates the key role played by trees
and forests in German as well as Russian culture. Wüst came to the Russian
Empire in 1845 to serve as pastor to a German colonist community on the steppe
not far from the Mennonite colony of Molotschna in Tauride province. He
became acquainted with the Mennonites, who were well known to the Ministry
of State Domains, which probably explains how his book came to Zablotskii-
Desyatovskii’s attention.21

Thus, many of the inhabitants of the steppe region in the period covered by
this book, the officials who administered them, the specialists and scientists who
advised them, and the wider intelligentsia who took an interest in them were, or
were the descendants of, people for whom trees and forests were an important
part of everyday life. When confronted with the steppes, many seem to have
viewed the different environment as one bereft of trees. Even people who were
natives of the steppes, such as Palimpsestov, were obsessed with trees and forests.
Thus arboreal vegetation, and its scarcity or absence, had a profound influence
on the way many of the authors of the sources for this book—mostly educated
inhabitants of the Russian Empire—thought about the steppes.

THE STEPPE REGION

The steppe region of southern and south-eastern European Russia and Ukraine is
part of a vast belt of semi-arid grassland that extends for over five thousand miles
from the Hungarian puszta, across present-day Romania, Moldova, Ukraine,
Russia, Kazakhstan, Mongolia, and into northern China. Since the eighteenth
century, naturalists and scientists have researched the characteristic features of

19 B. Odoevskii and A. Zablotskii, Rasskazy o boge, cheloveke i prirode: chtenie dlya detei, doma i v
shkole (Spb, 1849), 5, 7, 16–18, 32, 83–4, 94–6, 105, 134, 139, 142, 145–7, 151–69, 178–204. On
the authors, see ES, xlii (1897), 748–9; ES, xxiii (1894), 86.
20 Odoevskii and Zablotskii, Rasskazy, vi. 178–204.
21 James Urry, None but Saints: The Transformation of Mennonite Life in Russia, 1789–1889

(Winnipeg, 1989), 169–72.
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‘steppes’,22 and developed a conception of a natural region that is defined by its
native vegetation, climate, landscape, and soil. The main vegetation is, of course,
wild grasses. The climate is temperate, that is, the mean annual temperature is cool,
but continental, with hot summers and cold, freezing winters. It is also semi-arid:
precipitation is low, averaging between 325 and 400 mm a year in most of the
region outside the North Caucasus (where it is higher), and unreliable, varying
sharply from year to year. More moisture evaporates, moreover, than falls in
precipitation. The landscape is flat. The soil comprises various types of black
earth (chernozem) and dark chestnut soils (temno-kashtanovye pochvy), with some
areas of salty soils (solontsy). Over the period covered by this book,scientists came to
understand that all these aspects of the steppe environment are interconnected.
Geobotanists have identified sub-zones inside the steppe region. The climate is

more continental, and more arid, to the south and east. There are corresponding
changes in the soil, from black earth to chestnut soils, and in vegetation, as
feather grasses (kovyl’, Stipa) and fescues (tipchak, Festuca) give way to worm-
wood (polyn’, Artemisia). In the more arid south and east of the steppes, the
predominant types of vegetation are those capable of growing on more alkaline
soils and better able to withstand shortages of moisture and droughts. Steppes
have evolved, moreover, at certain latitudes. To the north and west, where the
climate is wetter, is the forest-steppe, with areas of woodland and grassland.
Further north, where more water is available, is the vast forest region that extends
from the heartland of the Russian state aroundMoscow to the north and east and
across Siberia. To the south and south-east of the steppes, in areas with more arid
climates, are semi-deserts that merge into the deserts of Central Asia.23

Contrary to the views of some naturalists and scientists in the period covered
by this book, the environment of the steppes encountered by the first waves of
migrants was not a ‘pristine’ world that had evolved independently of human
action. Later research confirmed the suspicions of some earlier specialists, such as
Palimpsestov, that the treeless grassland was to some extent created by human
activity. For many centuries, the indigenous, nomadic population burned the
steppe to encourage the growth of fresh grasses for their herds of livestock to
graze on. The combined effects of fire and grazing contributed to the evolution of
the grassland, restricting the spread of trees and shrubs from those parts of the
landscape where they grew naturally.24

22 I have generally used the term ‘naturalists’ for specialists working in the eighteenth and early
nineteenth centuries, and ‘scientists’ for those active from the mid-nineteenth century.
23 See A. A. Chibilev, Stepi Severnoi Evrazii: ekologo-geograficheskii ocherk i bibliografiya

(Ekaterinburg, 1998); A. A. Chibilev and O. A. Grosheva, Ocherki po istorii stepevedeniya
(Ekaterinburg, 2004), 5–106; E. M. Lavrenko, Z. V. Karamysheva, and R. I. Nikulina, Stepi
Evrazii (Leningrad, 1991), 12–21, 26–32. For a classic work on landscape science, see L. S. Berg,
Natural Regions of the U.S.S.R., trans. O. A. Titelbaum (New York, 1950).
24 See C. V. Kremenetski, ‘Human Impact on the Holocene Vegetation of the South Russian

Plain’, in John Chapman and Pavel Dolukhanov (eds), Landscapes in Flux: Central and Eastern
Europe in Antiquity (Oxford, 1997), 275–87; M. N. Stroganova (ed.), Zapovedniki evropeiskoi chasti
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The region analysed in this book is the steppes in the European part of
the Russian Empire. This comprised the region below the southern boundary
of the forest-steppe in the basins—from west to east—of the rivers Dnestr, Bug,
Dnepr, Don, Volga, and Ural, together with the North Caucasus, which is
drained by the Kuban’ and Terek rivers. The southern boundary of the steppe
region was the northern and north-eastern shores of the Black Sea, the Sea of
Azov, and the Caspian Sea, and the Caucasus mountains. From the nineteenth
century, many schemes have been devised to divide the Russian Empire (and
later the Soviet Union and post-Soviet states) into regions. Most have relied on a
combination of environmental and economic factors.25 The region that is the
subject of this book is defined largely by its environment (see Map 1).

The administrative boundaries of provinces (gubernii), regions (oblasti), and
cossack territories (zemli) in the Russian Empire did not coincide exactly with
environmental boundaries. According to the administrative borders of the first half
of the nineteenth century, the steppes in the region covered by this bookwere situated
wholly or partly in—again from west to east—the provinces of Kherson, Tauride,
and Ekatinerinoslav (known as ‘New Russia’, today’s southern Ukraine); the Don
Cossack territory (from 1870 the Don region); and the Caucasus (later Stavropol’)
province in the North Caucasus; Saratov province on the Volga; and Orenburg
province towards the southernUrals. Changes in administrative boundaries led to the
creation in 1851 of Samara province on the left, or eastern, bank of the Volga from
parts of Saratov andOrenburg provinces, and in 1860, the Kuban’ andTerek regions
from the western and south-eastern parts of Stavropol’ province respectively. There
were areas of forest-steppe in northern Saratov and Samara provinces. The wooded
foothills of the Caucasus mountains were in southern Stavropol’ province and the
Terek region. The southern end of the densely forested Ural mountains were in
Orenburg province. Moreover, there were areas of steppe in Bessarabia (today’s
Moldova), and southern Podolia, Kiev, Poltava, Khar’kov (before 1835 known as
Slobodsko-Ukraine), and Voronezh provinces. In Astrakhan’ province, on the lower
reaches of the Volga, the steppe merged into semi-desert (see Map 2).26

RSFSR: ii (Moscow, 1989), 26–7; I. Palimpsestov, Stepi yuga Rossii byli-li iskoni vekov stepami i
vozmozhno-li oblesit’ ikh? (Odessa, 1890).

25 See Judith Pallot and Denis J. B. Shaw, Landscape and Settlement in Romanov Russia, 1613–
1917 (Oxford, 1990), 112–35; Nailya Tagirova, ‘Mapping the Empire’s Economic Regions from
the Nineteenth to the Early Twentieth Centuries’, in Jane Burbank and David L. Ransel (eds),
Russian Empire: Space, People, Power, 1700–1930 (Bloomington, IN, 2007), 125–38; Marina
Loskutova, ‘ “Nauka oblastnogo masshtaba”: ideya estestvennykh raionov v rossiiskoi geografii i
istoki kraevedcheskogo dvizheniya 1920-kh gg.’, Ab Imperio, 2 (2011), 83–122.
26 See P. Semenov, Geografichesko-statisticheskii slovar’ Rossiiskoi imperii, 5 vols (Spb, 1863–85),

i. 148–53; ii. 111–16; iii. 673–81; iv. 408–18, 472–83, 723–9; v. 399–406; V. P. Semenov (ed.),
Rossiya: Polnoe geograficheskoe opisanie nashego otechestva, 11 vols (Spb, 1899–1914), ii. Sredne-
russkaya chernozemnaya oblast’, map facing 32, 57; vii.Malorossiya, map facing 24; xiv. Novorossiya i
Krym, map facing 48, 72–7. On administrative boundaries, see V. E. Den, Naselenie Rossii po
V revizii, i (Moscow, 1902), 163–83.

Introduction8



St Petersburg

Moscow

Samara

Odessa

Rostov-on-Don

Stavropol

Environmental regions

Tundra

Mountain

Coniferous forest

Mixed forest

Forest-steppe

Steppe

Semi-desert and desert

Map 1. The main environmental regions of the European part of the Russian Empire

Adapted from Judith Pallot and Denis J. B. Shaw, Landscape and Settlement in Romanov Russia, 1613–1917
(Oxford and New York, 1990), xv. Used with the permission of the authors and copyright holders.

9Introduction



Archangel

Olonets
Revel

Helsinki

Vologda

St Petersburg

Novgorod

PskovRiga

Kovno
Vitebsk

Tver
Yaroslavl

Kostroma

Vyatka

Minsk

Kazan

Simbirsk

Vilna

Tula

Penza

Kiev

Kharkov

Tambov

Saratov

Vladimir

Odessa

Poltava

Ekaterindar
Stavropol

AstrakhanRostov-on-Don

Novocherkassk

Uralsk

Perm

VILNA

LIVONIA

ESTLAND

PSKOV

GRAND DUCHY
OF FINLAND

KOVNO

GRODNO
MINSK

VOLHYNIA

KIEV
POLTAVA

KURSK

TULA
KALUGA RYAZAN

OREL

PENZA

TAMBOV

KHARKOV

SIM
BIRSK

UFA
VLADIMIR

NOVGOROD

TVER

KOSTROMA
VYATKA

OLONETS

VOLOGDA

PERM

ARCHANGEL

KHERSON

TAURIDE

SARATOV

SAMARA
Samara

TEREKBlack Sea

White Sea

Baltic
Sea

Sea of
Azov

R. Don

R
. V

ol
ga

R.Dnestr

R. Terek

Provinces, regions, and cossack territories in bold
type were largely or wholly in the steppe region

YAROSLAVL

KAZAN
N.

NOVORGOD

N.
Novgorod

RyazanKaluga

SMOLENSK

Smolensk
MogilevGrodno

Chernigov

MOGILEV
Orel

Kursk
Voronezh

O
R

E
N

B
U

R
G

URAL
COSSACKSVORONEZH

Kishinev

BESSARABIA
Kherson

Ekaterinoslav

ASTRAKHAN

KUBAN
COSSACKS

ST PETERSBURG

R
.K

udan

C
a

spia
n

S
ea

STAVROPOL

PODOLIA

R.U
ra

l
R. V

ol
g

a

EKATERINOSLAV

R
.Dnepr

CHERN
IG

O
V

P
O

L
A

N
D

R.Volga

VITEBSK

KURLAND

M
O

SCOW

DON
COSSACKS

Map 2. Administrative borders in the European part of the Russian Empire (late
nineteenth century)

Adapted from Gregory Freeze (ed.), Russia: A History (Oxford, 1997), 427.

Introduction10



THE RUSSIAN CONQUEST AND INTEGRATION

OF THE STEPPE REGION

The Russian conquest of the steppe region began in earnest in the 1550s, when
Tsar Ivan the Terrible defeated the Tatar Khanates of Kazan’ and Astrakhan’.
Moscow thus gained control of the entire length of the river Volga that flowed
from the forest heartland through the steppes to the Caspian Sea. From the late
sixteenth century, Moscow also extended its power into the North Caucasus, and
east across the steppes to the Ural mountains and beyond, in time towards
Central Asia. But for a long time expansion across the steppes to the Black Sea
to the south was blocked by the Khanate of Crimea. The Crimean khans
controlled not just the Crimean peninsula, but also the steppes to the north
and north-east of the Black Sea and Sea of Azov. The Khan was a vassal of the
Ottoman Sultan, who proved more than a match for the Russian tsars into
the eighteenth century. Peter the Great took the fortress of Azov on the delta of
the river Don in 1696, but held it only until 1711. Peter’s successors inched their
way across the steppes to the Black Sea. The decisive victories over the Ottomans
were achieved by Catherine the Great in wars of 1768–74 and 1787–92. In
between, in 1783, Catherine annexed the Khanate of Crimea. She sent Grigorii
Potemkin to develop her new southern lands and visited them herself in 1787.
The Russian conquests were part of the partition of the Eurasian steppes between
the Russian, Ottoman, Persian, and Chinese empires.
The Russian state did not conquer the steppes by military force alone, but used

a variety of methods to annex, incorporate, and subjugate parts of the region and
its inhabitants. It took part in steppe politics, manipulating rivalries between the
various peoples. The tsars periodically allied with a particular people, for example
the Kalmyks or Nogai, against others, such as the Bashkirs, Kazakhs, and even
rebellious cossacks. The Russian state co-opted the elites of indigenous peoples
by granting them noble status in return for oaths of allegiance, tribute, and
service. A series of defensive lines was built right across the Russian steppe
frontier. In the mid-seventeenth century, the Russian authorities constructed
the Belgorod and Simbirsk lines along the southern boundary of the forest-
steppe. The initial purpose of the lines was to defend the Russian heartland and
population against raids by the Crimean Tatars and steppe nomads. Over time,
the lines became starting points for further expansion onto the steppes. New lines
were built ever further south and east, across the North Caucasus and the steppes
of today’s Kazakhstan. Behind the lines, settlers moved in and cultivated the
newly secured land.
These issues are explored by Michael Khodarkovsky in his book on Russia’s

steppe frontier. He argued that ‘Russia’s expansion to the south and east’ was a
policy of ‘deliberate aggrandizement and conscious transformation of the new
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territories and subjects’. He compared Russia’s ‘making of a colonial empire’ on
the steppes with the earlier Spanish reconquest of the Iberian Peninsula. Both
involved encounters between the Christian and Islamic worlds, but Russia’s
steppe frontier had also separated settled and nomadic populations, agriculture
and herding, and a sovereign state and tribal confederations. Khodarkovsky did
not, however, consider the environmental dimension of the steppe frontier.27

‘Colonization and empire on the Russian steppe’ is the subject of Willard
Sunderland’s monograph, which focuses on ‘empire building, state building,
society building, and nation building’ on the steppe. His analysis involved
bureaucrats and cartographers, Slav and foreign colonists, cossacks and steppe
nomads, that is, colonizers and colonized. He explored the relationship between
the centre and periphery, the long ambiguity over whether the steppes were part
of or distinct from central Russia. Sunderland acknowledged the importance of
the steppes as a distinct environment, and considered discussions of human
impact on that environment. But at the centre of his analysis were the people
who lived in the steppe region and thought about its identity.28

The population of the steppe region, both indigenous and settler, has been the
subject of much recent research on particular groups, for example: cossacks,29
Kalmyk nomads,30 peasants,31 and German and Mennonite colonists.32 Two
recent books, by John R. Staples and Leonard Friesen, have traced how these
different groups interacted, how settlers adapted to the steppe environment, and
how the society and economy of the region developed from the late eighteenth

27 Michael Khodarkovsky, Russia’s Steppe Frontier: The Making of a Colonial Empire, 1500–1800
(Bloomington, IN, 2002), 2–3 (quotations). See also Brian L. Davis, Warfare, State and Society on
the Black Sea Steppe, 1500–1700 (London, 2007). For a classic study, see William H. McNeill,
Europe’s Steppe Frontier, 1500–1800 (Chicago, 1964). For the perspective from the other end of the
Eurasian steppe, see Peter C. Perdue, China Marches West: The Qing Conquest of Central Eurasia
(Cambridge, MA, 2005).

28 Willard Sunderland, Taming the Wild Field: Colonization and Empire on the Russian Steppe
(Ithaca, NY, 2004), especially 3–5, 172–3, 202–6.

29 Thomas M. Barrett, At the Edge of Empire: The Terek Cossacks and the North Caucasus Frontier,
1700–1860 (Boulder, CO, 1999); Brian J. Boeck, Imperial Boundaries: Cossack Communities and
Empire-Building in the Age of Peter the Great (Cambridge, 2009); Shane O’Rourke, Warriors and
Peasants: The Don Cossacks in Late Imperial Russia (New York, 2000).
30 Michael Khodarkovsky, Where Two Worlds Met: The Russian State and the Kalmyk Nomads,

1600–1771 (Ithaca, NY, 1992).
31 See Brian Boeck, ‘Containment vs Colonization: Muscovite Approaches to Settling the

Steppes’, in Nicholas Breyfogle, Abby Schrader, and Willard Sunderland (eds), Peopling the
Russian Periphery: Borderland Colonization in Eurasian History (Abingdon, 2007), 41–60; Willard
Sunderland, ‘Peasants on the Move: State Peasant Resettlement in Imperial Russia, 1805–1830s’,
RR, 52 (1993), 472–85; Willard Sunderland, ‘An Empire of Peasants: Empire-Building, Interethnic
Interaction, and Ethnic Stereotyping in the Rural World of the Russian Empire, 1800–1850s,’ in
Jane Burbank and David L. Ransel (eds), Imperial Russia: New Histories for the Empire
(Bloomington, IN, 1998), 174–98.

32 See, for example, Fred C. Koch, The Volga Germans in Russia and the Americas, from 1763 to
the Present (University Park, PA, 1977); Dmytro Myeshkov, Die Schwarzmeerdeutschen und ihre
Welten, 1781–1871 (Essen, 2008); Urry, None but Saints. I am grateful to Professor Urry for his
advice and for a copy of an unpublished manuscript onMennonite agriculture by David G. Rempel.

Introduction12



century. Staples offered a micro-study of the Molochna river basin in eastern
Tauride province. Friesen presented a broader interpretation of New Russia that
paid attention to the growth of industry and cities, as well as agriculture. Both
books highlight the significant part played by Mennonites.33 Many earlier
studies, especially those by Soviet historians, focused on the settlement and
economic development of the region.34 The environment is implicit or explicit
in most of these studies, but in this book the environmental history of the steppe
region is at the centre of the stage.

THE ENVIRONMENT IN RUSSIAN HISTORY

In offering an environmental history of the steppe region, this book makes a
contribution to a wider body of writing on the environment in Russian history.
For a long time, such discussions drew heavily on the environmental-determinist
views of nineteenth-century historians Sergei Solov’ev and Vasilii Klyuchevskii.35
These views persisted among western scholars,36 and were revived by Russian
historians, for example Leonid Milov, in the 1990s.37 While there is no doubt
that on the steppes, and elsewhere, the natural environment has played a role in
shaping the lives of the people who have lived there—or rather, people have
taken the environment into account when making decisions about their lives—
crude environmental-determinist interpretations are not sustainable.38 Another
trend in writing on the environmental history of this part of the world has been
to emphasize the enormous ecological damage caused by the Soviet regime,
including such disasters as the explosion at the Chernobyl’ nuclear power station

33 John R. Staples, Cross-Cultural Encounters on the Ukrainian Steppe: Settling the Molochna
Basin, 1783–1861 (Toronto, 2003); Leonard Friesen, Rural Revolutions in Southern Ukraine:
Peasants, Nobles, and Colonists, 1774–1905 (Cambridge, MA, 2009).
34 See, for example, E. I. Druzhinina, Severnoe Prichernomor’e v 1775–1800 gg. (Moscow, 1959);

E. I. Druzhinina, Yuzhnaya Ukraina v 1800–1825 gg. (Moscow, 1970); E. I. Druzhinina, Yuzhnaya
Ukraina v period krizisa feodalizma 1825 1860 gg. (Moscow, 1981); A. P. Pronshtein, Zemlya
Donskaya v XVIII veke (Rostov-on-Don, 1961); A. P. Pronshtein (ed.), Don i stepnoe Predkavkaz’e:
XVIII-pervaya polovina XIX veka: Zaselenie i khozyaistvo (Rostov-on-Don, 1977); P. A. Shatskii,
‘Sel’skoe khozyaistvo Predkavkaz’ya v 1861–1905 gg.’, in S. A. Chekmenev (ed.), Nekotorye voprosy
sotsial’no-ekonomicheskogo razvitiya yugo-vostochnoi Rossii (Stavropol’, 1970), 3–320. See also
P. I. Savel’ev, Puti agrarnogo kapitalizma v Rossii: XIX vek (Po materialam Povolzh’ya) (Samara,
1994).
35 S. M. Solov’ev, ‘O vliyanii prirody russkoi gosudarstvennoi oblasti i na ee istoriyu’,

Otechestvennye zapiski, 69 (1850), 2nd pagn, 229–44; on Klyuchevskii, see n. 16. See also Mark
Bassin, ‘Turner, Solov’ev, and the “Frontier Hypothesis”: The Nationalist Significance of Open
Spaces’, Journal of Modern History, 65 (1993), 473–511.
36 See, for example, Richard Pipes, Russia under the Old Regime, 2nd edn (London, 1995), 1–24.
37 L. V. Milov, Velikorusskii pakhar’ i osobennosti rossiiskogo istoricheskogo protsessa (Moscow,

1998).
38 See David Moon, ‘Review of Milov’, Kritika, 3 (2002), 537–45; David Moon, ‘Land and

Environment’, in Simon Dixon (ed.), The Oxford Handbook of Modern Russian History (Oxford,
forthcoming).
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in northern Ukraine and the drying up of the Aral Sea in Central Asia in the late
twentieth century.39 The pioneering environmental historian of Russia, Douglas
Weiner, has traced the origins of the attitudes that led to such damage to deep
into Russia’s pre-Soviet history.40On the other hand, as Weiner has also argued,
from the late nineteenth century, Russian scientists were among the pioneers of
the theory and practice of nature conservation.41 The network of scientific nature
reserves (zapovedniki) throughout the lands of the former Soviet Union and
Russian Empire—some of which I visited while researching this book—have
their origins in the work of Vasilii Dokuchaev and other Russian scientists in the
late nineteenth and early twentieth centuries.42 Contemporary notions of ‘sus-
tainable development’, moreover, can be traced back to the work of Russian
scientists such as Dokuchaev.43

This book seeks to mediate between these differing approaches in offering a
contribution to the growing body of research on the environmental history of the
vast areas of Eurasia that have been ruled by Russian, Soviet, and post-Soviet
states.44 Important work on topics related to this book has been produced by
British historical geographer Denis Shaw individually,45 and in collaboration
with Judith Pallot,46 and Jonathan Oldfield.47 Pioneering studies of the environ-
mental history of parts of the forest-steppe and steppe regions have been
produced by Zack Deal, Ihor Stebelsky, Tat’yana Nevskaya, and Andrei

39 See, for example, Murray Feshbach and A. Friendly, Ecocide in the USSR: Health and Nature
under Siege (London, 1992); Murray Feshbach, Ecological Disaster: Cleaning up the Hidden Legacy of
the Soviet Regime (New York, 1995); Paul Josephson, ‘Industrial Deserts: Industry, Science and the
Destruction of Nature in the Soviet Union’, SEER, 85 (2007), 294–321.
40 Douglas Weiner, ‘The Genealogy of the Soviet and Post-Soviet Landscape of Risk’, in Arja

Rosenholm and Sari Autio-Sarasmo (eds), Understanding Russian Nature (Helsinki, 2005), 209–36.
41 Douglas R. Weiner, Models of Nature: Ecology, Conservation and Cultural Revolution in Soviet

Russia, 2nd edn ([1988], Pittsburgh, PA, 2000); Douglas Weiner, A Little Corner of Freedom:
Russian Nature Protection from Stalin to Gorbachev (Berkeley, CA, 1999).

42 Feliks Shtilmark, The History of Russian Zapovedniks, 1895–1995, trans. G. H. Harper
(Edinburgh, 2003).

43 Jonathan D. Oldfield and Denis J. B. Shaw, ‘Revisiting Sustainable Development: Russian
Cultural and Scientific Traditions and the Concept of Sustainable Development’, Area, 34 (2002),
391–400.

44 For a survey of this literature, see Andy Bruno, ‘Russian Environmental History: Directions
and Potentials’, Kritika, 8 (2007), 635–50. For a pioneering work, see A. V. Dulov,
Geograficheskaya sreda i istoriya Rossii: konets XV–seredina XIX v. (Moscow, 1983).

45 See, for example, Denis J. B. Shaw, ‘Southern Frontiers of Muscovy, 1550–1700’, in Bater
and French (eds), Studies, i. 118–42; Denis Shaw, ‘The Settlement of European Russia during the
Romanov Period’, Soviet Geography, 30/3 (1989), 207–28; Denis Shaw, ‘Settlement and
Landholding on Russia’s Southern Frontier in the Early Seventeenth Century’, SEER, 69 (1991),
232–56; Denis Shaw, ‘Mapmaking, Science and State Building in Russia before Peter the Great’,
Journal of Historical Geography, 31 (2005), 409–29.
46 Pallot and Shaw, Landscape and Settlement.
47 See, for example, Denis J. B. Shaw and Jonathan Oldfield, ‘Landscape Science: A Russian

Geographical Tradition’, Annals of the Association of American Geographers, 97/1 (2007), 111–26.

Introduction14



Pushkarenko.48 Shane O’Rourke and Thomas Barrett gave serious consideration
to environmental history in their monographs on cossacks.49 The environment
plays a key role in an innovative study of Nizhnii Novgorod province—which
straddled the forest and forest-steppe regions—by Catherine Evtuhov.50 A new
generation of scholars is producing original studies that approach the environ-
mental history of the Eurasian steppes from various angles, including the history
of science.51
The growing body of research to which this book contributes goes some way

to answering calls for more work on Russian environmental history by specialists
on other parts of the world. In 2003, John McNeill pointed out that ‘the sweep
of Russian frontier expansion’ is ‘cry[ing] out . . . for the attention of environ-
mental historians’.52 A few years later, Joachim Radkau asserted that ‘Russian
environmental history is still largely unexplored’. He added, perceptively, that
this was paradoxical, since Russia had been the ‘birthplace of modern soil
study’.53 Russia’s steppe frontier with its fertile soil offers an ideal location,

48 Zack Deal, Serf and State Peasant Agriculture: Kharkov Province, 1842–1861 (New York,
1981); I. Stebelsky, ‘Agriculture and Soil Erosion in the European Forest-Steppe’, in Bater and
French (eds), Studies, i. 45–63; T. A. Nevskaya, ‘Kul’tura zemledeliya v XIX–nach. XX v. i
ekologiya’, in A. A. Anikeev (ed.), Istoriya i ekologiya: Mezhvuzovskii sbornik nauchnykh trudov
(Stavropol’, 1994), 61–70; A. A. Pushkarenko, ‘Prirodookhrannaya deyatel’nost’ v Oblasti Voiska
Donskogo vo vtoroi polovine XIX–nachale XX vv.’ (Candidate dissertation, Rostov State
University, 2000); A. A. Pushkarenko, G. P. Dolzhenko, and Ya. A. Perekhodov, Okhrany
prirody v oblasti voiska donskogo (vtoraya polovina XIX—nachalo XX v.) (Rostov-on-Don, 2000.)
49 Barrett, At the Edge of Empire, 57–83; O’Rourke, Warriors and Peasants, 63–101.
50 Catherine Evtuhov, Portrait of a Russian Province: Economy, Society, and Civilization in

Nineteenth-Century Nizhnii Novgorod (Pittsburgh, PA, 2011).
51 See, for example, Sarah Cameron, ‘The Hungry Steppe: Soviet Kazakhstan and the Kazakh

Famine, 1921–1934’ (Ph.D. dissertation, Yale University, 2010) (I am grateful to Dr Cameron for
a copy of her dissertation); Ian Campbell, ‘Knowledge and Power on the Kazakh Steppe, 1845–
1917’ (Ph.D. dissertation, University of Michigan, 2011); Marc Elie, ‘Dessicated Steppes:
Droughts, Erosion, Climate Change, and the Crisis of Soviet Agriculture, 1960s–1980s’,
unpublished paper presented at a conference on ‘Eurasian Environments: Nature and Ecology in
Eurasian History’, Ohio State University, 16–17 September 2011 (I am grateful to Dr Elie for
permission to cite his unpublished paper); Anastasia A. Fedotova, ‘The Origins of the Russian
Chernozem Soil (Black Earth): Franz Joseph Ruprecht’s “Geo-Botanical Researches into the
Chernozem” of 1866’, trans. David Moon, Environment and History, 16 (2010), 271–94 (first
published as A. A. Fedotova, ‘Geobotanicheskie issledovaniya o chernozeme F. I. Ruprekhta’, VIET,
1 (2008), 22–34); A. A. Fedotova, ‘Izuchenie stepnoi rastitel’nosti evropeiskoi Rossii (1850–1917):
stanovlenie geobotaniki’ (Candidate dissertation, St Petersburg branch of the Institute of the
History of Science and Technology of the Russian Academy of Sciences, 2012) (I am grateful to
Dr Fedotova for providing me with a copy of her dissertation); Nina Sergeevna Tsintsadze,
‘Demograficheskie i ekologicheskie aspekty posledstviya krest’yanskoi reformy 1861 goda v
Tambovskoi gubernii’, Vestnik Tambovskogo Gosudarstvennogo Universiteta, 87/7 (2010), 240–7
(I am grateful to Dr Tsintsadze for sending me a copy of this and other articles).
52 J. R. McNeill, ‘Observations on the Nature and Culture of Environmental History’, History

and Theory, 40 (2003), 30, 41–2.
53 Joachim Radkau, Nature and Power: A Global History of the Environment, trans. Thomas

Dunlap (New York, 2008), 183.
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therefore, for a study that seeks to help fill the lacunae identified by McNeill and
Radkau.

THE STEPPE REGION: SETTLEMENT AND LAND USE

Large-scale agricultural settlement of the steppe region took off in the eight-
eenth century. As a result of mass migration and the high fertility of the
settlers, the region’s population increased considerably between the early
eighteenth and early twentieth centuries. Changes in administrative borders
and in the ways the population was counted, as well as doubts over the
reliability of some of the data, mean it is possible to trace only general trends
(see Table I.1.)

The total population of the steppe region in the European part of the
Russian Empire, around 90 per cent of whom lived in rural areas, increased
more than eightfold over the eighteenth century, nearly trebled over the first
half of the nineteenth century, and trebled again by 1914. The rate of growth
far exceeded that of the empire as a whole, and was part of the relocation of
the centre of gravity of the population from the old forest heartland to the
south. Boris Mironov calculated that in 1719, 2.6 per cent of the population
of the European part of the Russian state lived in the steppe region. By 1795,
this had more than doubled to 6.7 per cent. It increased twofold again over
the first half of the nineteenth century, and had reached 21.2 per cent by
1914.54 The permanent population was supplemented by large numbers of
seasonal migrant labourers who came to work on commercial farms in the
region each year.55

The dramatic increase in the rural population of the steppe region was
accompanied by an equally dramatic change in land use. A primarily pastoral,
and partly nomadic, economy was replaced by settled, arable farming. Pasture
was ploughed up and transformed into fields of grain. The two developments
went hand in hand as growing grain generates several times more calories per unit
of land than livestock husbandry, and many times more than nomadic pastoral-
ism. Thus, the change in land use to arable farming meant that the region could
support a far larger, and settled, population. The nomads were compelled to
settle or to leave.

54 B. N. Mironov, Blagosostoyanie naseleniya i revolyutsiii v imperskoi Rossii: XVIII–nachalo XX
veka (Moscow, 2010), 334–40.

55 See David Moon, ‘Peasant Migration, the Abolition of Serfdom and the Internal Passport
System in the Russian Empire, c.1800–1914’, in David Eltis (ed.), Free and Coerced Migration:
Global Perspectives (Stanford, CA, 2002), 339–45, 354–7.
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It is important not to make too sharp a distinction, however, between nomadic
pastoralism by the indigenous population and settled, arable farming by the
incomers. There was a very long history of arable farming on the steppes. Writing
in the fifth century bce, Herodotus described ‘agricultural Scythian tribes’
growing grain on the steppes to the north of the Black Sea. The grain was
exported via ancient Greek colonies, such as Khersones and Olbia.56 Arable
farming continued for many centuries within a largely pastoral economy. The
Venetian merchant Josaphat Barbaro, who visited the Genoese colony of Tana
on the delta of the river Don in the mid-fifteenth century, described nomads
growing grain, and reaping abundant harvests, on the steppe.57 Ploughed, arable
fields in the Khanate of Crimea were noted in a Russian survey of 1627.58

Table I.1 Population of the Steppe region of the European part of the Russian Empire,
1719–1914

Year Total Index

1719 380,000 100

1762 1,385,000 364

1795 3,120,000 821

1850 8,442,000 2,221

1897 14,051,000 3,698

1914 25,296,000 6,657

NB Figures are not strictly comparable due to changes in administrative borders.
1719–1850: figures are for the provinces\territories of Kherson, Tauride, Ekaterinoslav, Don
Cossacks, the Caucasus, the Black Sea (later Kuban’) Cossacks, Saratov, Astrakhan, and Orenburg,
inside borders of 1806.
1897: figures for the provinces\territories of Kherson, Tauride, Ekaterinoslav, Don, Stavropol’,
Kuban’, Terek, Saratov, Samara, Astrakhan, and Orenburg, in their 1897 borders.
1914: figures are for the same provinces and territories as 1897.
Figures for the total population for 1719–1850 are the male population doubled.

Sources :1719–1850: V. M. Kabuzan, Izmeneniya v razmeshchenii naseleniya Rossii v XVIII– pervoi polovine XIX v.
(Po materialam revizii) (Moscow, 1971), 59, 63, 67, 107, 111, 115, 155, 159, 163; 1897: N. A. Troinitskii (ed.),
Obshchii svod po imperii rezul’tatov razrabotki dannykh pervoi vseobshchei perepisi naseleniya, proizvedennoi 28
Yanvarya 1897 goda, 2 vols (Spb, 1905), i. 165–71, 174–7; 1914: B. N. Mironov, Blagosostoyanie naseleniya i
revolyutsiii v imperskoi Rossii: XVIII–nachalo XX veka (Moscow, 2010), 337.

56 Herodotus, The Histories, trans. Aubrey de Selincourt, further revised edn (London, 2003),
246. See also Pavel M. Dolukhanov, ‘Alternative Revolutions: Hunter-Gatherers, Farmers and
Stock-Breeders in the Northwestern Pontic Area’, in Katie Boyle, Colin Renfrew, and Marsha
Levine (eds), Ancient Interactions: East and West in Eurasia (Cambridge, 2000), 13–24.
57 Iosafat Barbaro and Ambrodzho Kontarini, Barbaro i Kontarini o Rossii: k istorii italo-russkikh

svyazei v XV v., trans. E. Ch. Skrzhinskaya (Leningrad, 1971), 150.
58 K. N. Serbina (ed.), Kniga Bol’shomu chertezhu (Moscow, 1950), 65.
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The early Slav settlers were slow to take up arable farming. John Perry, an
Englishman hired by Peter the Great to build a canal between the Don and Volga
rivers in 1698, wrote that ‘by reason of the incursions of the . . .Tatars, the Russes
do not plough and sow in these Parts (though the Land is extremely rich), but
have every Year Corn brought down to them by the River Wolga’.59 Livestock
husbandry was an important part of the settlers’ economy into the nineteenth
century. In 1805, the governor of Tauride province noted that the main occupa-
tion of Ukrainian settlers was raising livestock. They did not sow grain every year,
and were inhibited from doing so by spring droughts.60 In the late eighteenth
century, however, the leaders of expeditions sent across the steppes by the
Russian Academy of Sciences noted Ukrainian settlers and German colonists
growing grain.61 The cossacks were very slow to take up grain cultivation, which
they considered to be beneath them. It became an important part of their
economy, replacing livestock, only in the nineteenth century.62
Arable farming spread gradually among the settlers. It took them time to adapt

the ways of farming the land they brought with them to the new environment.
The traditional Russian horse-drawn wooden plough (sokha) could not cut
through the matted roots of the steppe grasses and break the sod. In the
seventeenth century, Ukrainian settlers brought their heavier, wheeled plough
(plug) that was pulled by oxen, which was taken up by other settlers. Some
adopted the plough (saban) used by local Tatars that may have dated back to the
ancient Greeks.63 The settlers found that while some of their crops, such as oats,
did not grow well in the new environment, others flourished. Those brought by
Ukrainian settlers from the forest-steppe region and Moldavians from the west,
such as types of spring wheat and maize, were well adapted to the steppe
environment. Settlers also adopted varieties of spring wheat that were already
grown locally, in particular girka and arnautka, which became the mainstays of
steppe agriculture. Arnautka, which could tolerate drought and winds, was
reputed to be the most ancient wheat variety in the region.64 Thus the settlers,
especially in the early decades, drew to some extent on the experience of the

59 John Perry, The State of Russia, under the Present Czar (London, 1716), 88.
60 RGIA, f.1281, 1804–10, op.11, d.131, l.1.
61 I. Ya. Gil’denshtedt, ‘Dnevnik puteshestviya v Yuzhnuyu Rossiyu akademika S. Peterburgskoi

Akademii Nauk Gil’denshtedta v 1773–1774 g.’, Zapiski Imperatorskogo Odesskogo obshchestva istorii
i drevnosti, 11 (1879), 218; I. I. Lepekhin, ‘Zapiski Puteshestviya Akademika Lepekhina’, Polnoe
sobranie uchenykh puteshestvii po Rossii, iii (Spb, 1821), 403.

62 See Pronshtein, Zemlya Donskaia, 75–86; Pronshtein (ed.), Don i stepnoe Predkavkaz’e,
72–89, 100–26; O’Rourke, Warriors and Peasants, 64–9; Barrett, At the Edge of Empire, 89–108.

63 A. Skal’kovskii, Opyt statisticheskogo opisaniya Novorossiiskogo kraya, 2 vols (Odessa, 1850–3),
ii. 65–6; ‘O khlebnoi promyshlennosti v sele Ekaterinovke, Samarskoi gubernii’, SKhiL, 46 (1853),
148; Deal, Serf, 331–3, 395. The classic study is Dm. Zelenin, Russkaya sokha: ee istoriya i vidy
(Vyatka, 1908).

64 Andrei Bolotov, ‘Primechaniya o khlebopashestve voobshche’, TVEO, 9 (1768), 45;
I. Demol’, ‘Sel’skoe khozyaistvo v Novorossiiskom krae’, ZhMGI, 16 (1845), 2nd pagn, 208–15;
Skal’kovskii, Opyt, 77–88.
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indigenous population in the balancing of their activities between raising live-
stock and growing grain, the implements they used, and the crops they culti-
vated.
There were other factors behind the settlers’ decisions over whether to raise

livestock or grow grain. From the 1840s, there was a big increase in demand for
grain, especially wheat, from abroad. In part this was due to the abolition of the
Corn Laws in Britain and reductions in tariffs on imported grain in other
European countries. As a result, settlers embarked on a major plough-up of
land in New Russia to grow grain for export via Black Sea ports such as Odessa.65
In 1856, the inspector of agriculture in southern Russia noted that there had
been a two- to threefold increase in sowings since the 1840s.66 Over the same
period, the inhabitants of New Russia moved away from raising sheep as they
could not compete with the cheaper wool from Australia that began to arrive on
the European market. Ploughing up pasture land to sow grain increased further
after the abolition of serfdom in 1861 as estate owners and peasants strove to earn
greater incomes from their land.67 The change to arable land in place of pasture
took place across the steppe region. In the 1880s, Semen Nomikosov of the Don
statistical committee estimated that 90 per cent of the land suitable for farming
in the Don region had been ploughed up.68 Nomadic pastoralism continued to
predominate on the more arid steppes, with areas of salty soil, in the far south
and south-east of the Don region. By the end of the nineteenth century, however,
farmers were ploughing up even this land.69 Grain cultivation developed rapidly
in the North Caucasus over the late nineteenth and early twentieth centuries.70

The first generations of settlers practised shifting (perelozhnaya), long-fallow
(zalezhnaya) agriculture. They ploughed up an area of steppe and sowed crops.
After a few years, yields declined, so farmers ploughed up new land, and left the
previous fields fallow for twenty or thirty years. At any one time, only one-fifth or
one-sixth of the land suitable for cultivation was sown with crops. This extensive
system of farming, which the settlers also borrowed from the local population,
was possible because of the relatively low population densities that lasted into the
nineteenth century. Central Russia, where many of the settlers or their forebears
came from, was more densely inhabited and the population used more intensive
systems of farming, in particular the three-field system. Shifting, long-fallow
agriculture remained common throughout the steppe region well into the

65 Patricia Herlihy, Odessa: A History 1794–1914 (Cambridge, MA, 1986), 101–8; Urry, None
but Saints, 116.
66 DAOO, f.1, op.248, 1856, sp.1580, ll.120ob.–121.
67 Friesen, Rural Revolutions, 66–73, 100–2, 170–3.
68 Semen Nomikosov, Statisticheskoe opisanie Oblasti voiska Donskogo (Novocherkassk, 1884),

370–84, 398.
69 See Nomikosov, Statisticheskoe opisanie, 324–7, 379; V. V. Bogachev, Ocherki geografii

Vsevelikogo Voiska Donskogo (Novocherkassk, 1919), 507–14.
70 See Shatskii, ‘Sel’skoe khoziaistvo’.
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nineteenth century. It persisted longest in the less heavily settled, outlying parts.
As the population increased and opportunities to market grain grew, farmers
made more intensive use of the land. They reduced the fallow period to fifteen,
ten, five, or fewer years. In time, in much of the region, shifting, long-fallow
agriculture was replaced by various more intensive systems. Some farmers intro-
duced the three-field system.71Others devised crop rotations based on their own
economic circumstances, including the amount of land they owned, conditions
in the domestic and export markets, and the climate and soil of the region. At
first, few of the new systems were rational. Peasants, especially those with little
land and few draft animals, used the least rational systems. Some farmers used no
rotations at all: they cultivated as much land as they could, taking a risk that their
crops might fail, and showing no regard for the land, in the hope of making a
profit.72 While the main focus of this book is on grain cultivation, it should be
noted that the population grew other crops, including water melons and vines,
and continued to keep livestock throughout the period.73
Figures can be computed to show changes in land use. The data need to be

treated with caution as they are not necessarily comparable, and notions of land
use on the steppes were not absolute. The practice Russians adopted from
Western Europe of describing land according to its current use, for example
‘arable’, ‘pasture’, ‘forest’, etc., was not appropriate to regions with long-fallow
agriculture, since the inhabitants used the same area of land as arable or pasture,
or left it fallow at different times.74 Nevertheless, data computed from contem-
porary sources can show general trends. (See Table I.2.)

Since the data for Orenburg province include a large area of forested hills in
the Urals, I have given two sets of data, with and without Orenburg province.
What the figures show is a considerable increase in the area of arable land over the
period from around 10 per cent in the early eighteenth century to around or over
50 per cent by the late nineteenth and early twentieth centuries. This reflected the
move away from shifting, long-fallow farming, and was achieved at the expense
of all other forms of land use. The area of pasture and meadow, that is, steppe or
long fallow, declined from 62 to 29 per cent (excluding Orenburg province) over
the period. The area of forest fell by well over half to around 5 per cent. And the
area of land deemed ‘waste’ also fell as land that had been considered ‘marginal’
for arable farming was brought into cultivation. The average figures for the whole
region conceal trends within it. By the late nineteenth century, around two-thirds

71 A. S. Ermolov, Organizatsiya polevogo khozyaistva: Sistemy zemledeliya i sevooboroty, 5th edn
(Spb, 1914), 67–72, 111–23; Skal’kovskii, Opyt, ii. 7–29, 73–4.

72 ‘O khlebnoi promyshlennosti v sele Ekaterinovke’, 149; K. Z. Bunitskii, ‘Osnovye pravila
stepnogo khozyaistva’, ZIOSKhYuR (1855), 2nd pagn, 326; Sergei Bulatsel’, ‘Zemledelie v
Slavyanoserbskom uezde, Ekaterinoslavskoi gubernii’, TVEO, 1 (1866), 333–43.

73 For studies of the rural economy, see the works cited in n.34 above.
74 Milov, Velikorusskii pakhar’, 24.
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of the total area of the New Russian provinces of Kherson, Ekaterinoslav, and
Tauride had been ploughed up.75

COMPARATIVE PERSPECTIVES

The story told in this book can be seen in a wider comparative framework and
global perspective. The Russian (and Ukrainian and German) experience on the
steppes was part of a broader encounter between farmers, mostly of European

Table I.2 Land use in the European part of the Steppe region, 1725–1912

1725 Arable Meadow/Pasture Forest Waste

Total 9% 43% 29% 19%

excl Orenburg 12% 62% 12% 13%

1796

Total 17% 39% 20% 24%

excl Orenburg 22% 57% 8% 18%

1861

Total 20% 32% 18% 31%

excl Orenburg 27% 40% 7% 24%

1887

Total 52% 30% 9% 10%

excl Orenburg 57% 29% 5% 9%

1912

Total 49%

excl Orenburg 52%

1725: Data for Ekaterinoslav, Don Cossacks, Saratov, Samara, Simbirsk, Orenburg, and Ufa
provinces (in the borders of 1851).
1796, 1861: Data for same as 1725 and Kherson and Tauride provinces.
1887: Data for same as 1861, but excluding Ufa and Simbirsk.
1912: Data for same as 1887.
NB Data not strictly comparable and for illustration of trends only.
Data not available for North Caucasus.

Sources :1725–1887: M. A. Tsvetkov, Izmeneniya lesistosti evropeiskoi Rossii s kontsa XVII stoletiya po 1914 goda
(Moscow 1957), 93, 111, 114–15, 117; 1912: V. K. Yatsunskii, ‘Izmeneniya v razmeshchenie zemledeliya v
evropeiskoi Rossii s kontsa XVIII v. do Pervoi Mirovoi voiny’, in V. K. Yatsunskii (ed.), Voprosy istorii sel’skogo
khozyaistva krest’yanstva i revolyutsionnogo dvizheniya v Rossii: Sbornik Statei k 75-letiyu Akademika Nikolaya
Mikhailovicha Druzhinina (Moscow, 1961), 126–7.

75 M. A. Tsvetkov, Izmeneniya lesistosti evropeiskoi Rossii s kontsa XVII stoletiya po 1914 goda
(Moscow, 1957), 93.
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origins, and environments around the world. This book seeks to complement
environmental histories of European colonialism and other grassland regions, in
particular the Great Plains of North America. In his pioneering work Ecological
Imperialism, Alfred Crosby explored the creation of ‘neo-Europes’ by migrants
from Western Europe in temperate regions, including parts of North and South
America and Australasia. The migrants, together with their crops, livestock, and
other biota (and supported by their states), successfully exported European-style
agriculture to other parts of the world. In the process, they displaced indigenous
peoples, their ways of life, and native flora and fauna.76 Russia’s steppes are a
possible candidate for a ‘neo-Europe’ that Crosby did not consider.77

Colonists from Western Europe first became aware of their impacts on
environments on the Atlantic islands (in particular the Canaries, Madeira, and
Cape Verde). The Iberian colonists observed that clearing the native vegetation,
especially trees, and introducing crops and livestock, as well as accidently
bringing weeds and vermin, was ‘degrading’ the islands’ environments. Deforest-
ation, it seemed, was followed by soil erosion and a change to drier, and more
variable, climates. Such impacts were quickly apparent on small islands, but were
also observed in European colonies on larger landmasses. The colonists and their
governments, who took advice from naturalists and scientists, sought ways to
address the impacts they were having on the environments of their colonies.
Afforestation played a significant role in the measures that were adopted. The
experience of European colonialism in drawing attention to human impact on
environments and in inspiring ‘environmentalism’ was the subject of Richard
Grove’s seminal book Green Imperialism.78 Grove stimulated further research on
the environmental history of colonialism, which has focused largely on Western
European colonies. In their environmental history of the British Empire,
William Beinart and Lotte Hughes noted in their narrative a ‘central tension’
between exploitation of the natural resources of empire and concerns expressed
by scientists to conserve these resources to ensure their ‘efficient use’.79

This book offers the steppes of the Russian Empire as a further example of an
environment that was changed as a result of European colonialism, albeit as part
of a continental rather than an overseas empire. It would be tempting to present

76 Alfred Crosby, Ecological Imperialism: The Biological Expansion of Europe, 900–1900
(Cambridge, 1986).

77 See Moon, ‘Peasant Migration’, 881–2; David Moon, ‘In the Russians’ Steppes: The
Introduction of Russian Wheat on the Great Plains of the United States of America’, Journal of
Global History, 3 (2008), 211, 223–4.

78 Richard Grove,Green Imperialism: Colonial Expansion, Tropical Island Edens and the Origins of
Environmentalism, 1600–1860 (Cambridge, 1995).

79 William Beinart and Lotte Hughes, Environment and Empire (Oxford, 2009), 2, 202–3. See
also Thomas Dunlap,Nature and the English Diaspora: Environment and History in the United States,
Canada, Australia, and New Zealand (Cambridge, 1999). For a study of the environmental history
of migration that includes the Russian Empire, see John F. Richards, The Unending Frontier: An
Environmental History of the Early Modern World (Berkeley, CA, 2003).
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the steppes as a largely landlocked ‘island’ that Grove omitted from his study, but
it would stretch the analogy too far. It is relevant, however, insofar as the steppe
environment proved to be as fragile as those of the Atlantic islands when
subjected to European settlement and agriculture. The consequences, or per-
ceived consequences, in particular recurring droughts and increased soil erosion,
provoked concern within a few decades of the start of large-scale agricultural
settlement of the steppe region. Beinart’s and Hughes’ tension between exploit-
ation and conservation of natural resources—the fertile soils as well as the limited
supplies of woodland and water in the case of the steppe region—also pervades
this narrative. Nevertheless, by the turn of the twentieth century, the steppes had
become one of the world’s main grain producing and exporting regions.80
Its chief competitor in the international grain market was the USA, where the

Great Plains had a strikingly similar environment and environmental history to
Russia’s steppes. From the 1860s, Euro-American agricultural settlers (including
someMennonite and German migrants from the steppes) moved onto the plains,
displacing the indigenous Native Americans, and ending their mobile way of life
based on hunting buffalo. The incoming farmers ‘broke the plains’ with their
sod-busting ploughs, and brought ever larger areas of land into cultivation under
grain. The ecological implications of ploughing up semi-arid grasslands were
brought to wider attention by the disaster of the ‘Dust Bowl’ during the drought
years of the 1930s. The developments on the Great Plains, however, were a
repetition of a similar story that began around a century earlier on the steppes. In
Russia, the drought, crop failure, and famine, accompanied by dust storms, in
1891–2 served the same role as the ‘Dust Bowl’ in focusing attention on the
consequences of changing the prevailing form of land use on such grasslands
from pasture to arable.81
There is a far larger historiography of the Great Plains than the steppes.82

Historians have debated the causes of the ‘Dust Bowl’. Pioneering ecological
historian James Malin argued that farmers were capable of adapting to the new
environment of the plains. He pointed to evidence for dust storms before the
great plough-up of the grasslands.83More recently, Geoff Cunfer has argued that

80 B. K. Goodwin and T. J. Grennes, ‘Tsarist Russia and the World Wheat Market’, Explorations
in Economic History, 35 (1998), 405–30.
81 See A. A. Chibilev and S. V. Levykin, ‘Tselina, razdelennaya okeanom’, Stepnoi Byulleten’, 1

(1998), <http://savesteppe.org/ru/archives/5591> (accessed 30 August 2011); A. A. Chibilev and
S. V. Levykin, ‘Virgin Lands divided by an Ocean: The Fate of Grasslands in the Northern
Hemisphere’, trans. David Moon, Nova Acta Leopoldina, Neue Folge (forthcoming); David Moon,
‘The Grasslands of North America and Russia’, in J. R. McNeill and Erin Stewart Maudlin (eds),
A Companion to Global Environmental History (Oxford, 2012), 247–62. Another parallel that merits
exploration is the pampas, see Adrián Gustavo Zarrilli, ‘Capitalism, Ecology, and Agrarian Expansion
in the Pampean Region, 1890–1950’, Environmental History, 6 (2001), 561–83.

82 For a recent study, with an annotated bibliography, see James E. Sherow, The Grasslands of the
United States: An Environmental History (Santa Barbara, CA, 2007).
83 James C. Malin, ‘The Adaptation of the Agricultural System to Sub-Humid Environment’,

Agricultural History, 10/3 (1936), 118–41; James C. Malin, ‘Dust Storms, 1850–1900’, Kansas
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the main cause was the extreme drought of the 1930s. He noted that dust storms
also took place on land that had not been ploughed up. In a longer-term
perspective, he concluded, farmers have adapted to the ecological process of
the plains.84 The prevailing interpretation by the US government in the 1930s,
and one which has persisted in the historiography, for example Donald Worster’s
major study, was that the ‘Dust Bowl’ was due to careless ploughing up of land
that was marginal for arable farming by settlers who were accustomed to farming
in different conditions, crucially with more rainfall, in their previous homes.85
This was the story told in Pare Lorenz’s influential documentary film of 1936
entitled The Plow that Broke the Plains.86 The competing interpretations of the
environment history of America’s grasslands have informed the analysis pre-
sented in this book.

SOURCES AND METHODOLOGY

In seeking to understand the parallel, if slightly earlier, story of the environ-
mental history of agricultural settlement on Russia’s plains, I have used contem-
porary primary sources, and have used their words (or rather my translations) to
build up a picture of evolving contemporary attitudes, understandings, and
debates.87 Thus in order to give a sense of how outsiders responded to the steppe
environment before the start of large-scale agricultural settlement, I have used
earlier travellers’ accounts, starting with that of Herodotus, as well as subsequent
accounts by other foreigners and Russians. Throughout the book, I have tried to
find descriptions of the steppe environment and accounts of environmental
change for the precise periods I am writing about. This is crucial, since later
writers and local inhabitants looking back sometimes ascribed larger areas of
forest, fewer droughts, and less soil erosion to earlier periods. Palimpsestov took
this to the most extreme lengths with his imaginings of vast forests on the steppes
in the past. But he was not the only one. These may have been imaginings,
misrecollections, or, indeed, accurate accounts of what the steppes had been like
in previous decades and centuries. But by relying on contemporary primary
sources, it is possible to offer a perspective on later accounts in which the authors
were looking back. For example, as will be seen, writers seeking to explain the

Historical Quarterly, 14 (1946), 129–44, 265–96, 391–413; James C. Malin, The Grasslands of
North America (Lawrence, KS, 1947).

84 Geoff Cunfer, On the Great Plains: Agriculture and Environment (College Station, TX, 2005).
85 See US Great Plains Committee, The Future of the Great Plains (Washington, DC, 1937);

Donald Worster, Dust Bowl: The Southern Plains in the 1930s, 25th anniversary edition (New York,
2004).

86 <http://www.archive.org/details/PlowThatBrokethePlains1> (accessed 10 June 2010).
87 In making extensive use of primary sources, I have drawn on the approach of Eugene Weber,

Peasants into Frenchmen: Modernization of Rural France, 1870–1914 (Stanford, 1976).
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prevalence of dust storms in the late nineteenth century with reference to the
changes wrought by the population had to deal with descriptions of this precise
phenomenon a century earlier, before the wholesale ploughing up of the steppes.
Relying on contemporary primary sources is also important as it reduces the

risk of attributing ahistorical attitudes to people in the past. For most of the
period I am writing about, many naturalists, scientists, officials, and members of
the local population did express concerns about such matters as deforestation,
climate change, and soil erosion. In some cases they offered harsh criticism of
those they believed to be responsible. But it is important not to assume that they
were anticipating present-day environmentalist concerns. Specialists also com-
mented adversely on the survival of wild steppe vegetation, which they saw as
evidence for the laziness of the population in not ploughing up the land and
growing crops. With the exception of some naturalists, valuing the natural flora
and fauna of the steppes for their own sakes developed mostly in the late
nineteenth century, as they were fast disappearing.
Contemporary analytical accounts of the steppe environment by naturalists

and scientists make up a major source. The Academy of Sciences expeditions of
1768–74, led by the German naturalist Peter Pallas, produced invaluable ac-
counts of their studies and observations of the steppes. The development of
science in the Russian Empire over the following decades led to a growing body
of research on the steppes by Russian scientists. Particular attention is paid to the
work of the pioneering soil scientist Vasilii Dokuchaev and his colleagues in the
late nineteenth and early twentieth centuries. These naturalists and scientists
sought to understand the steppe environment and the nature and causes of
environmental change, including the role of human activity, and over time
paid more and more attention to devising ways to overcome the environmental
constraints, in particular the shortage of water, on the development of agriculture
in the region.
The scientists, who play an important role in this book, are only one part of

the story. This book seeks to understand the unfolding scientific study of the
steppes in the wider institutional, political, economic, social, and cultural con-
texts in which the scientists were working. Thus key sources are studies and
reports by officials and statisticians on the settlement, economic development,
and environmental issues in the region. These were produced or sponsored by
agencies of the central government. The most important were the Ministry of
State Domains (Agriculture from 1894), which administered state lands and the
peasants who lived on them and, increasingly, took charge of agriculture, and the
Appanage Department, which managed the estates of the imperial family. In
addition, the authorities in the provinces and cossack territories and, from their
establishment in 1864, the zemstva (elected provincial and district councils) all
sponsored important studies. Academic societies, sometimes with official sup-
port, promoted and funded statistical and scientific research into the environ-
ment, environmental change, and ways to address environmental constraints on
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agriculture. Among the most important were the Academy of Sciences, the Free
Economic Society, the Russian Geographical Society, and agricultural societies,
in particular the Southern Russian Agricultural Society based in Odessa.88
Concerns about the steppe environment and environmental change reached
beyond scientific and government circles, and were reflected in works of litera-
ture, landscape paintings, and the periodical literature aimed at a wider educated
readership. These are referred to periodically in this book in order to locate the
issues and debates on the steppe environment in the wider culture of educated
Russia.

Members of the region’s population—settlers or the descendants of settlers—
feature in this story, but most attention will be paid to those who took an interest
in the ideas about agriculture and the environment that are at the heart of the
book and who, crucially, left written records. For the most part, such sources
were produced by some estate owners, foreign colonists, and in the last part of the
period by zemstva activists. At an early stage in working on this book I decided
that to analyse the attitudes of the mass of the peasant population, most of whom
were illiterate, to the environment of the steppe region would require other
sources and a different methodology. Thus peasants play a less active role in this
book than in my earlier work.89 There is little attention, moreover, to the
perspectives of the previous inhabitants of the steppe region: the nomadic
pastoralists. This book is self-consciously a history of the ‘victors’, albeit victors
who at times struggled to cope with the environment they had annexed, colon-
ized, settled, ploughed up, and on occasion feared they had ‘broken’. The sources
indicate, with a few exceptions, a disregard for the local knowledge and expertise
of the indigenous population. Detailed consideration of the nomads’ perspective
on the steppe environment—an extremely important subject that would comple-
ment this book—would require a different body of sources, additional linguistic
skills, and another methodology.

It is worth pointing out that this book does not seek to offer ‘correct answers’
based on present-day science to questions about the environment that people in
the period I am writing about were trying to understand. Scientists have, of
course, continued to engage in important research into the steppe environment,
develop sophisticated understandings of that environment, and propose solu-
tions to current environmental problems in the region. They are in dialogue with
each other and with policymakers and agricultural interests.90 Science is con-
stantly evolving. Some of the ideas that are considered in this book and were

88 See below, pp. 46–53.
89 In my first book, I endeavoured to reconstruct peasant attitudes to the authorities and

government policy in a number of areas (including migration, which eventually led me to the
topic of this present book). David Moon, Russian Peasants and Tsarist Legislation on the Eve of
Reform: Interaction between Peasants and Officialdom 1825–55 (Basingstoke, 1992).

90 For a concise discussion of the ecology and geography of the steppes, see Chibilev, Stepi
Severnoi Evrazii. For current research on steppe science, conservation, and sustainability, see Stepnoi
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causes of controversy in the period under consideration, for example the role of
forests in the climate, are still matters of debate. As an example, there has been
much recent discussion over the argument by two Russian physicists that forests
serve as a ‘biotic pump’, attracting moist air from oceans and thus increasing
precipitation over forested areas. Their argument reinforces the importance of
conserving natural forests as a strategy for water security and climate stabiliza-
tion. But not all scientists have accepted their findings.91 Thus the story told here
continues to the present day as scientists address and debate key issues. The wider
contexts in the Soviet and post-Soviet worlds, however, differ from those of the
Russian Empire that preceded them.
The argument of this book thus takes account of evolving understandings of

the steppe environment and of the relationship between the human and non-
human worlds. In doing so, I have tried to distance myself from the older,
environmental-determinist interpretations, and also to move beyond an analysis
that focuses mainly on human impact on the environment. The editors of an
innovative book on the ‘spacial history’ of Russia have noted that

the argument for causal determinism today gives way to a more nuanced perspective that
seeks to problematize the relationship between society and space as a nexus of interaction
and selective engagement, with a strong emphasis on the subjective cognition of the
historical actors and groups in question. . . . [T]he natural milieu is itself ‘historicized’ in
the sense that it becomes subject to patterns of selection and manipulation, patterns
which vary widely across different social groups, different regions, and different periods.92

In recent years, environmental historians have debated whether ‘nature’ has
‘agency’ in history; that is, whether the non-human world does not play solely
a passive role in the history of its interrelationship with the human world.
A recent article has gone so far as to consider the ‘complicity of trees’ in ‘tree

Byulleten’ online <http://savesteppe.org/ru/sb/> (accessed 29 March 2012). For a wider perspective,
see David J. Gibson, Grasses and Grassland Ecology (Oxford, 2008).

91 See V. G. Gorshkov and A. M. Makarieva, ‘Biotic Pump of Atmospheric Moisture as Driver of
the Hydrological Cycle on Land’, Hydrology and Earth System Sciences, 11 (2007), 1013–33; V. G.
Gorshkov and A. M. Makarieva, ‘The Biotic Pump: Condensation, Atmospheric Dynamics and
Climate’, International Journal of Water, 5/4 (2010), 365–85; V. G. Gorshkov, A. M. Makarieva, and
B.-L. Li, ‘Revisiting Forest Impact on Atmospheric Water Vapor Transport and Precipitation’,
Theoretical and Applied Climatology (2012), pre-publication online, <http://www.bioticregulation.
ru/common/pdf/taac-en.pdf > (accessed 7 May 2012). For reactions, see Douglas Sheil and Daniel
Murdiyarso, ‘How Forests Attract Rain: An Examination of a New Hypothesis’, BioScience, 59/4
(2009), 341–7; A. G. C. A. Meesters, A. J. Dolman, and L. A. Bruijnzeel, ‘Comment on “Biotic
Pump of Atmospheric Moisture as Driver of the Hydrological Cycle on Land” ’,Hydrology and Earth
System Sciences. Discussion, 6 (2009), 401–16, <www.hydrol-earth-syst-sci-discuss.net/6/401/2009/>
(accessed 7 May 2012); ‘Seeing the Wood: A Special Report on Forests’, The Economist (25
September–1 October 2010), 5.
92 Mark Bassin, Christopher Ely, and Melissa K. Stockdale, ‘Introduction—Russian Space’, in

Mark Bassin, Christopher Ely, and Melissa K. Stockdale (eds), Space, Place, and Power in Modern
Russia: Essays in the New Spatial History (DeKalb, IL, 2010), 6–7.
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theft’ in post-socialist Bulgaria.93 A more modest proposal was made by Linda
Nash, who concluded:

perhaps, environmental history should strive not merely to put nature into history, but to
put the human mind back in the world. Perhaps our narratives should emphasize that
human intentions do not emerge in a vacuum, that ideas often cannot be clearly
distinguished from actions, that so-called human agency cannot be separated from the
environments in which that agency emerges. It is worth considering how our stories
might be different if human beings appeared not as the motor of history but as partners in
a conversation with a larger world, both animate and inanimate, about the possibilities of
existence.94

In line with other recent work on environmental history, this books seeks to
understand human history as part of environmental history, and places the
inhabitants of the steppe region—even though most were settlers from a different
environment—as a part of the environment (or the ‘natural world’ or ‘ecosys-
tems’) they lived in.95 Stefania Barca has put it more eloquently, when describing
how her recent book (on an Italian region)

is a reflection on how human history is also the history of the environment, for it
embodies in particular places and is made of them. The place, with its ecology and
culture, will play a huge part in the unfolding of the story.96

In order to assist my understanding of the environment and the environmental
history of the steppes, to give me a sense of place, and perhaps even to insert
myself into this history, I have made a number of field trips to the region (see
Preface and Acknowledgements, Epilogue, and Map 3). While recognizing that
the environment of the steppes has changed substantially since the period under
consideration, basing this book solely on conventional historical research using
contemporary sources would be to stage Hamlet without the prince. An appreci-
ation of the vegetation, climate, topography, and soil of the steppes can be
attained only so far from archives, libraries, and seminar rooms. I have been
very conscious, moreover, that I am a native of north-western Europe. For part of
the time I was researching this book I lived in Glasgow in the west of Scotland,
which receives around 1,000 mm of precipitation a year— about three times
more than in much of the steppe region. This undoubtedly influenced my
perception of the steppe climate, and not just because I could go outside without
my umbrella. I have visited scientific nature reserves (zapovedniki), experiment
stations, farms, and forestry plantations, and talked to scientists, agronomists,

93 Chad Staddon, ‘The Complicity of Trees: The Socionatural Field of/for Tree Theft in
Bulgaria’, SR, 68 (2009), 70–94.

94 Linda Nash, ‘The Agency of Nature or the Nature of Agency?’, Environmental History, 10
(2005), 67–9.

95 See Cunfer, On the Great Plains, 6, 232–40; Sherow, Grasslands, xiv–vx, 4–5.
96 Stefania Barca, Enclosing Water: Nature and Political Economy in a Mediterranean Valley,

1796–1916 (Cambridge, 2010), 1.
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farmers, foresters, and members of the local population (descendants of the
settlers and cossacks) in order to deepen my understanding of the region’s
history, geography, economy, and ecology. I have visited some of the specific
locations described in this book. My visits have stimulated further questions
which I have then addressed to the sources. I could not have written this book
without exploring the region it seeks to understand.
My appreciation of the droughts that afflict the region, to take one example,

was greatly enhanced by my presence during a drought and partial crop failure in
the spring and summer of 2003. I arrived in Rostov-on-Don at the start of
March, still in the depths of winter. Spring began in April, and I experienced a
rapid transition from cold to hot weather. With little rain for several weeks, there
were serious consequences for the crops. In June, in the company of an agrono-
mist, I walked around a field of wheat near Armavir in Krasnodar region. This is
a region with very fertile soil. The wheat should have been flourishing. Instead, it
was stunted due to the drought. The agronomist expressed his bitter frustration
by remarking that he had visited Britain and could not understand why it was so
rich when the land he had seen there was not very fertile. I didn’t offer any
answers. But I came away with a sense of how much more, indescribably more,
frustrating it must have been for the inhabitants of the steppes in the period I was
studying when drought and crop failure could and did lead to ruin and famine.

STRUCTURE OF THE BOOK

The main focus of the book is on the period from the early eighteenth to the early
twentieth centuries. This allows a detailed analysis of the two centuries from the
start of large-scale agricultural settlement of the steppe region until the First
WorldWar and demise of the tsarist regime. The book is divided into three parts.
The subject of Part I is how people came to understand the steppe environment.
Chapter 1 goes back long before the formal start date and considers accounts by
outsiders, from Herodotus in ancient times, to Catherine the Great in the late
eighteenth century. It emphasizes the otherness of the steppes. Chapter 2 focuses
on how naturalists, scientists, and statisticians came to understand the steppe
environment from the time of the Academy of Sciences expeditions of the late
eighteenth century. The naturalists studied, among other things, the vegetation,
climate, relief, and the soil. By the late nineteenth century, scientists such as
Dokuchaev began to understand that the different parts of the steppe environ-
ment were interconnected, and that this had provided the conditions for the
formation of the fertile black earth.
Part II moves on to environmental change. As they studied the environment of

the steppes, scientists and others became aware that it was changing. Chapter 3
examines contemporary perceptions of the changes in the vegetation, especially
the felling of much of the small areas of woodland, but also the removal of the
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steppe grasses. Chapter 4 considers climate change and the vexed question of
whether, and if so why, droughts were becoming more frequent. Changes in the
land itself—erosion, ground water levels, and soil fertility—are the subjects of
Chapter 5. All these changes were detrimental to arable farming on the steppes.
At the heart of part two is the question: who, or what, was to blame for
environmental change? Were the processes of change ‘natural’ phenomena, or
were the region’s inhabitants to blame?
To the extent that contemporaries came to believe that the region’s inhabitants

were to blame for aspects of environmental change, then some considered that what
was to be done was further human intervention. This is the subject of Part III. For a
long time, the main focus was on changing the steppe environment by adding what
was ‘missing’: trees and water. Chapter 6 analyses the massive efforts that went into
planting trees on the steppes. Artificial irrigation is the subject of Chapter 7. Neither
was capable of addressing the environmental constraints on arable farming or of
reversing the changes. Attention came to focus on ways of cultivating the land—the
fertile black earth—in the environment in which it had formed, rather than trying
to change that environment. Thus, agronomy, in particular farming methods that
conserved scarce moisture, is the subject of Chapter 8.
The conclusion ties together the argument of the book. It also offers com-

ments on the environmental history of the steppe region in the Soviet and post-
Soviet periods, after the formal end date of this book. While many of the issues
facing agriculture in the steppe region and some of the solutions proposed
resembled those of the previous period,97 the outcome of the revolution of
1917 greatly altered the wider contexts in which these issues were considered
and implemented. The new Soviet regime was aware of the scientific legacy it had
inherited, including innovative notions of what we would now term ‘conser-
vation’ and ‘sustainability’, but it was committed to change, intervention, and
transformation, based on an ethos of conquering nature, and invested vast
resources to achieve this.98
In the late nineteenth century, the rapid loss of virgin steppe as more and more

land was ploughed up so alarmed one estate owner in Tauride province that he
set aside an area of unploughed steppe to be conserved. It was still there when
I visited the Askaniya Nova zapovednik in southern Ukraine in May 2011.
As I gazed out over the waves of feather grass and wild flowers on the protected
land, I tried to imagine how the far greater expanses of unploughed steppe must
have appeared centuries, or millennia, earlier.

97 See Elie, ‘Dessicated Steppes’.
98 For a balanced interpretation, see Stephen Brain, ‘Environmental History of the Soviet

Union’, in J. R. McNeill and Erin Stewart Maudlin (eds), A Companion to Global Environmental
History (Oxford, 2012), 222–43.
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Ideology and progress in Crop Rotation
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mineral fertilizcrs as useless, unless their.application followccl tbe im_provement of soil structure by ftavopo|e, *ïi"1l *" moy tranrlat" o,
Srasstand or lea rotations. He refused to adnit that thc câuscs of good
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backward social organization of agriculture One of their imPortant
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motives in forcing rapid collectivization was thc enthusiastic conôdcncc
that Russian p€asants, once in the new farnrs, would leap from the
medieval to the twentieth{entury stage of cropping systcms. The cxpc_
rience of the first two Five-Yeai ptan-s stratterôâ thls confidcncc. yiclds

ir.

to see why thc
nt. They could
; it \Yas the most
this would be to

a mental process tbat is usually fatal to political leaders, espccially
Bolsheviks. The diffcult question is why thc rcginrc, which was so
quick to condemn genuine science for failing to produce immcdiate
gains, was then so slow to recognize the uselessness of pseudo-scicnce.
fie cropping systcms recommcnded by genuinc science were tricd in thc
collcctive and state far.ms only seven or cight years, 1929-193(r, before
they were condemned; travopol'e or grassland rotations were given a
trial of twenty-four years, 1937-1961, bcfore they wcre finaily <lis-
carded. Evidently there was something in Williams's doctrinc that
satisfied the psyche of Bolshevik officials, something thât was lacking in
genuine science, perhaps also something that met rcal needs in thcir
agriculture. Let us try to discoyer what this was by a closer look rt
Bolshevik experience with the cropping systems recommcnded by thc
r'otùob.

and
h"y
cli-

mate, and economic condition of each farm. Of course they recognized
the need for general rules; a single scheme and individualized rotations

percênt. Johnson and Kahân use the average yield for lhc !'eriod 1925-1929 âs
their base: the Soviet statisticâl handbook 

_uses 
lhe period 1928-lql2. thrrs rLrnnin6

togetler tlvo ycars before and lwo y€ars after collcctivization.
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are not mutually exclusive contradictories but opposite ends of a gra-

were to be worked out on an individual basis by the comPetent m9ryl€e'

ment of each farm. For example, the southeast was to sp;r{alize in
grain productionl since it was dry and sparsely populate{' Tulaikov,
iecommended a Soviet version of the mechanically elaborate bq!3glçJtf
turally primitive cropPing system that had emerged in the American

virginJinds campaign of the late nineteenth century' Giant farms using

littie labor and much machinery were to follow simple grain-fallow

trative chaos and sloppy work held yields at disastrously low levels; the

Grain Trust, which was following Tulaikov's plan, got to be known æ
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aPPropriate in the most advanced farm organizations the world had ever
known.

ear s that the emphasis onwas ned by wreckers to hurtThe ncûeû* wa! unable to
which were mostly nonexist_
stock that attended collectiv_

rzation-also the work of wreckers and enemies of the people_had
created an especialy acute shortage not only of meat for consrr'mers but
sl8o ot manure for the land, while the chemical industry did not produce
enough mineral fertilizers to take the place of dung. âearly, a'retreat,

S*ff" adfTf, ûoo spgionsl rpecializetion 6 regionai relf-ruffi-
eâlled for,s The speoialists thereupon shiftJd their recom-
from regional sJÆtems of cropro.lâtion_ to resional variations

.,:. y,* ", s or omctat Ots tustonment \rith repional
lEcralrzâtion, see M. Strukov, op. cir. (in n. l7), p. lt9. In lanuary. lsii. rtre
S?venteenth Partv Conûress âdôôte,t â rê<^t,,ri^. .,i^,r---;-- -^----i-.-- ' ,.S?venteenth Party ConAress adopted a resolutioû côndemning .tr."rJir" *p"i,"ti-
arion." see Kpis v ràotiurciiaàn i *ini,ii'ii-iià.I, ilàii,7"*i,iitiii',i!^')_",
i*:::ii\r1iiy, ji:îtî;îi;,'!ii:'i::{,1,i'i!;;i:!.t1i:i'*'{'":i;?i,i,
cndorqed.a deg^ree of.regionàl specializarion, bui insisred rtjr .".n r"giài',ioufo
E::!".-.b" f],f;:S.ient_in bâsic foodst!ffs. On lhis basis varierics 

"i;i;;o'*,"n

cDoorsed a degree of regional specialization, but insisted thal each
irive to be self-suftcient in bâsic foodstuffs. On lhis basis varietics
hame inevitable for all tbe reÊions of the cornrrv

r8For one of the early expressions of offcial disillusionment wirh

regions of the country.

cficct gave

r0See B. Blomkvisr, Sots. zein., April 8, D37, ând-M. Chernov, ihid., Iuly 14,
11 

fr. 4:"."y meeting of the.Êarty's ce.nr;ar Co;mlii;;"in'r"i..' iiji,'i"1937. Tbe pteDâry meeting of the Éarty's cen;at Co;miat;;'io'lîi.,'is3i, ri
û9.ct gave ofrcial endorseùent to the tàvopol'e sys16^.

,0See I. Kantyshev, Nd ag.. lronte, Nos.i_3 (i934). This heated argumeni for
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Standard science had lent itself to the volatile utopianism, the exp€c-
tation of a quick leap from medieval to tw€nti€th-ccntury cropping
systemB, (m which the Srâli.ist agricultual revolution was initially
based. When this expectation was disappointed, standard science could
only hold out the prospect of following the exâmple of eighteenth-
century English farmers. "How can one speak of introducing plodor-
men rotations in our agriculture, which is the biggest in the world, thc
most highly mcchanized, has the most advanced and progressive struc-
ture, in our socialist agriculture?!" " Thus spoke the head of the agri-
cultural section o1 Cosplan in 1949, arguing for an intensification of the
twelve-year-old campaign lor trovopol'e. In the peak years of that
campaign, 1949-1953, the average grain yicld was still slightly below
thc average for 1925-1929," but Bolshevik faith was not broken. In
1950, to bc sure, L5neako called âttention to the ne€d for regional
variations in travopole,^ and in 1954 the stream of decrees imposing it
on the nation's farms quietly petered out.'a But soil science and agron-

travopol'e caniet) the tag, "For Discussion," but the celebration of williams in
Pravdd, November lE, 1934, endorsed his theories without that disclaime. of
official authorily. Between these two dates the public record r€veals the following
seqrence: In June. 1934, a plenâry mceting of the Party's Central Committee
issucd an order for rapid increase in all sorts of fodder crops, with a maior
emphasis on grass. In Jùly, the Council of People's Commissars adopted an
unpublished resolution "On the Expe.imental Verification of the Truvopol'e
System of Agricullure." This was probably the ofncial evaluation of the exp€ri-
ment called for in the resolutions of the Octob€r, 1931, Conferenc€ on Drou8ht
Control (sec n. 10). This unpublished resolution of July, 1934, was the frrs! to be

rescinded twenty-eight years later, when the Soviet government tùrned against
tmvopol'e. Cf. Sobrunie portanoyletii pravitel'slva SSSR, No. 3 (1962), p. 47. On
November I1, 1934, the Coùncil of People's Commissars ordered a celebration of
the nftieth anniversary of Williams's scientific career, adding five years to the
career in order to do so. (Cf. the student celebration of Williams's twenty-fiflh
annivcrsary in l914, as cited in n. 10). The arliclc in Pravda, November 18, 1934,
followed.

1'V. S. Dmitriev, Àkadenik V. R. Vil'iams, osnovopolozhnik ucheniia o
ttût'olol'noi sisleme zcmledeliid (Moscow: 1949), p. 54. For a representalive
comment on plodosnrcn by Williams himself, see his Izbrannye sochineniia, ll
(Moscow: 1950), 707-?0E. Consistency was not a characteristic of Williams and
his followers. Before nâtivism reached its peak, in 1948-1953, they sometimcs
defended tnyopol'e with the argument that it was widely ùsed in Western Europe,
in eflect identifying lruvopol'e with plodosmcn, At the same lime they condemned
the techniques of capitalist agriculture, câlling them inapplicable in socialht
agriculture.

3'1See Johnson and Kahan, op. cir. (in n. I5).
?3T. D. Lyscnko, Pmvda, luly 15, 1950. This a icle was widely reprinted, as a

pamphlet, io magazines, and in other newspapers, Lysenko seems to have b€atr
spelling out a decree of the Council of Minist€rs and tle Party's Centrâl
Committeo.

,a The lâst decree to be rescinded il 1962 had been issued i\ 1954. *,. Sobru .
poslanovlenii pnrvitel'rlva SSSÀ, No. 3 (1962), P.59.

Crop Rotation
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fore obliged to allow many alterations of his original scheme. He
granted the name of travopol'e rotations to grass courses of only three or
even two years'duration, and therefore reduced his estimate of the

grass dries out the soil leaving inadequate moisture for the grain crop.
In regions of adequate moisture but considerable density of population,
where farms had little spare land, one-year courses of grass-legume
mixtures were to be used. He even suggested a rough measure of the
oppoftunity cost of keeping land under grass for more than one year: if
the first hây{utting produced less than 30-40 centners per hectare, the
meadow was too poor to keep; it should be plowed up for a planting of
winter grain. In no case, Lysenko insisted, was a farm to reduce grain
acreage to make way for grass.u'

It is therefore hardly surprising that only 10.7 perccnt of tho sowÊ
area was under perennial grass in 1953, the peak year of efiorts to force
travopol'e on the farmsl 5 p€rcent was undcr annual grau.3r (The word
used in the statistical handbooks is lravy, which includes both true grass
and legurninous herbage.) One can only guess how much of this
grassland was regularly rotated with other crops, for Williams granted
tlre name of travopol'e €ven to rotations that kept meadowland separate
from the basic crops. In sholt, travopol'e was an extremely loose term
for many ways of combining a bit of meadow and livestock and inter-
tilled crops with the main business of grain production. The changing
structure of the sown area suggests that Prianishnikov was rigbt.33 The.
actual rotations in most regions were probably varieties of gain-fallow
with increasing elements of plodosmen. If this tentative conclusion
from inadequate evidence is correct, the lrcyopol'e campaign was a great

æS€e, for exarbple, Williâms, Krrim. rotr. zem., No. 10 (1937). Iû ânothcr arti.
cle of 1937 Williâms set the figur€ somewhat higher. See his lzbrunnye wchl-
neniia,11 (195O), ll4.

e Priâdshnikov, Sots. zem., Septernber 20, 1937. Note that prianishnikov
objects to the sloppy use of the ûerm tnvopole to mean any kind of rotation that
includes somc grass,

sl Lysenko, op. cil. (in n. 23).
s2 Sefkhoz-1960, pp. 134-115.
33lbid.
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tsrcent. t y 1953, the peak year of enforced travopol'e, it had movcd tr.r

Prianishnlkov

, losses. of the cam?aign loi lravopol'e. I can only offer som'e generalr tboughts. 
_I! rcéms to me unreasonable to expect tÉat depressed farmers

can be highly radonal in theh cropping ryrt.-r, 
"un^ 

show a lively
, alryreciation of their real alternatives, and make carefully calculateâ

,lehôi.ces among them. In collective or private farms, depreised farnrersr' tcnd to concentrate on crops that are immediately requiied, whether by
the market or rhe state or their need to keep alivé. They tend to neglect

.' such crops as-clover or lupine-the green manure thai improves glrain
'. _&!9tFt9J a few years, at tFe immediate cost of a reduction in â.r-ir,.'uder eashc_rops or an increase in labor and funds to till exrr.r t. ,, r

1913, after zemstvo agtonomists had been urging the trrr\,r, ,,,

pbdosmen for decades, less than 3 percent of Russ'la's sow,, ,,, , ,

nder tavy.In 1929, on the eve of forced collectivization. th.,. r,, r

lot object to the growing portion of land given to
15-25 percent, depending on the region, should be

What angered him, as we have seen, was the
inationat prefefénce Ihat the traiopol'shcàifrr showed for tme grass. It
lherefore seems clear that one of the costs of the c ampaign for tàvopo|e

lErirc sould have flxèd in
F and the consequent loss of increased grain yiekls that would
have been accumulated, if the authorities had insistcd morc on lcgumi-

_ 
r' Prianishnikov. op. cir. (in n.30). For an extended discussion see his Azot v

ttlzni nstenii i v zemlcdelii SSSR (Moscor{: 1945).

.f.-r,^, 1';!i:
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nous herbage and less on true grass. At the same time I would suggest
that thc campaign brought some gain : . &. goe.d "thc, Ëttdrrlftffi' and

iustificd the force that jolted Sosior f.fm r*ry &eo glria.{rdof,. rot+
tions iowsrd eomo form d,@omç;.'{lvhat can be established only by
archival rescarch is how much pusbing there was, and how much was
really neccssary at one time or anothcr. How many farm managers
would have nrade no serious efiort to improve rotations, if the crackpots
and timeservers of William's school had not bombarded them with
docrees and lines? " The Soviet historian who answers questions of that
sort will heJp us toward an answcr to thc large question: How much did
Stalin's rcliancc on cnthùsiasm ând force, his neglect of matcrial incen-
tives and local initiative, help or hurt thc advance of modern farming?

It is my guess that lhe main cost of the Soviet government's long

disciples beforc omcial support came to him in the mid-thirties, and be
dicd soon after. Ofllcial support changcd things rapidly. The few
disciples were joined by many timeservers, and a genuine school was
soon at work, training young people in thcir image, bawling at scientists
who were bold enough to cxpress doubts. The retardation and distor-
tion of Soviet soil science grew cspecially marked after World War II,
when Lyscnko thrcw his support to Williams's school."n Lysenko en-
dorsed some scnsible criticisms of Williams's agricultural recipes, as we
have seen, but hc was thoroughly enamored of Williams's grand theory

35 See C. Pisarev, Solt. zem., Inrc 22, 1937, for an attâck on the Commissariât
of Agricullure for leaving crop rotation to local authorities; the result, the author

(l9aE) pp.75-77 and I l9 129, for evidence of the campaign against standârd soil
science in the Academy's Institute of Soil Science. For evidénce of the low state to
which the All-Union Institute of Fcrlilize
was broùght, see Port. zh., No. ll (1962)
of U.S. soil scicntisls: U.S. Department o
Soil and Watcr Usc itr thc Soyiet Union
Agriculture, 1959).
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insistence on corn as the main fodder

Lysenko had criticized in 1950, at the height of the campaign for
travopol'e. At the same time, though still addicted to Williams,s ideol-

170

These contrary pressures
1961. Soil scientists and
school, and lectured harshly on the

omy. So appeals for individualized rotations based on cost-accounting
coexisted with continued preaching o1. travopol'e rotations and rpith

were set Williams's
community to

stand up for their convictions as Tulaikov had done. (He was rehabili-
tated posthumously.) '1 Simultaneously, Khrushchev went out of his way
to erempt Lysenko from responsibility for the backward state of soil

careful calculation
hanied by a new
propashnaia. '[ltis

udo-science, vhile genuine soil scientists were able to
for example, the discu$ion of the Ame cÂn systrm of
No. 6 (1964), pp. l,HE.

Khrushchev's beloved maize, at the expense of fallow, grass, leguminous
herbage, and small-grain fodder crops. Once again tÈe Soviei sovern_
m€nt was trying to push farmers oftrlËllrtffiË'{ffrl'*rù.s its

Crop Rotation t7l

and cootinuing
chemical industry *as noi aÈle to provide thË

necessary amount of fertilizers, and in many regions and farms the
complex of geographical, economic, and humân f-actors is such that a

,In the Baltic
regrcn, lor example, giàôs àndléfrifiiindrisïerbâge are a berter source of
fodder than corn, as the region's specialists prociaimed in the aftermath

Tday, at a new stage in our progress, an end has come to subjectivism in the
management of agriculture.

trength to argue with yourself every day, and test all
great care, to seek with unflagging curiosity to learn
succeeded in learning: will-you- learn to tuft" a

.2 lzvcstiio, Octoæt 25, 1964.
'r A. Basov, ,Soy. Àorr, June l, 1965.
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respectful attitlte torvard tbe opinion of scientists even if you do not agree
wrth them; will you find your place in science? i'

s ADatolii Agranovsktj, Lit. gaz., Jaûuary 23, 1965.
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THE RISE AND RISE

IF THE [[[PE|1ATIVES

Artrctl groLrp ol rlr. l\.()t,lr'\ (iLr.rRl l()lo I ,.,L.rVr , .,, Ai r l

Ih( lth l(cll 
^n,r\ 

trrrLrs I illrs.l eLrrLr.rrr lr)ll ^!.,,

Wrrtirrg ahour (icorgta after his visit rrr I9lo. Krrl Kalrtskl

naturally had to rd(lress the qrtestiorr rrfthc ctxrlTerlrivc trtovcnrcrrt

nr the cou tr). lltrt rD r book whirù is ovcrwhcltrritrglv poslLtve

about whât thc (icorgirn Social l)clrl()cnlts lr;ttl .tt t crtll phçhed.

he showed littlc crthusirsnr f-or thc protlttctr rttttl rotrsrtlltct

cooPcrativcs tltlt hlttl sltrurtg uP laro\\ tllc (()tllrtr\ K;rtlt\L\

began by acknowlcdging rhrt manv socialisrs u'crc sccpttcal ;rL.otrt

cooperatives. This was dtte "to the fact that thct :rrc rc'Prcçcntcd

b-v the advocates ()f harrrrony âs r patlaccl to .lrrc th(' c\'lls of
Clâpltalisnr." Kâutsky rc'-iccrcd that posirive ltcw ()f .ooPùr.ltlvcs.

writing: "This rs ronst rsc."l

Before krokilg irtto n"hat wls goittg otr \\'lth thc Ot'otgtltl

cooperatives aDri thc rolc thcy pllyed itt lhc soct.tl ,lcrrrt,ct.ttt.'

sociery being btrtlt thcrc. ll is wortl) Patlslrrq k) conrrrlt't rrll.rt

Marxists at thc trnte rltotrght of cooperattrcr -lrrlcs 
(itrt'srle. ottc

of the lounding fathers of the socialist tll()vctlrcr)t itl Ir.ttlcc.

was an uncontllrorrtistttg fircbr.tnd itnd lookcd tlre l'.trt. rvrth hls

rÙlssive, unrttl-v black [-rcani .trttl tln1, trc'lrl1' rillllcss gl;lsscs ( iltcstlc
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savaged his rival, Jean Jaurès, among others, for "compromising"

with bourgeois parties, end was one of the French Marxists that

Noe Zhordama had mer during his exile in Europe in the r89os.

Guesde'.s purist and fanatical politics are believed to be the cause

of Karl Marxi farrrous deathbed outburst,'Jr ne suis pa-r Marxistc."

lf that was Marxrsm, Marx wanted no parr of it.
Guesde gave an example of his Marxist fundamentalism in

his view of the cooperative ntovenrent. In July l9ro, the sixty-
five-ycar-old Guesdc delivered arr impassioned address to a

congress of Frerrch cooperatives in Paris. "It is impossible to

aD

in
rttâch any socialist value to co-operatiolt iu itself," he told the

delcgates. "lt docs rrot cvel prepare the elements of the new
sociery prepared âs thcy hâve becn for a long trnre, both as

ùrâterial and ls orgarrization, by capitalist concencratrotr which
prccedetl co-()per,rtl()r) by tàr and in proportions which it will
ncvcr cqr nl."r

I)cspitc hrving uo iltrinsic soclalist vàlue, cooperatrves dld
hrvc thcir uses ftrr (iucsdc. That is, thcy could brnkroll socialst
poliricirrrs likc hinr. (irrc'sdc <.ould rror be ulore blunt ebour it:
"'I'hc co-opcrativcs'only valuc is to coin ntoney, to furnish the

workingrrrerr',s parry with arnrs atrd amrnunition.lt is not the dury
of the p:rrty to hclp the co-operatives, but it is the strict duty of
tl)c (:o-op('rativcs t<> hclp rrraterillly thc parry with all of their

strclgth." hc procllirrrccl. Hc considerecl anyone who supçlested

othcrwisc to hc a Utopian.'
Marx lrad â rxther differcnt take on the subject. ln his r864

lnlLtgttra) Adclress t<l thc First lntenrational, Marx wrote: "But
thcrc was irr store a still greatcr victory of the political econorrry

of lab<>ur over the political econor.ny of properryWe speak of the

co-operative rnovclnent, especially of the co-operative factories

IHt Rlst AtlD RlSt 0f IHt c00PtRÂTlvts l2l

raised by the unessisted efforts ofa lew bold'hands'.The value of
these great social experiments cannot be over-rated."{

Marx took it further, writirtg that:

By deed, rnstead ofby ergument, they have sho*t that production

on a large scale. and il accord wrtlr the behest of modern science.

may be carried on without the existence ofâ class ofùrastcrs

errrploying a class ofhands;that to bear Êuit, the means oflabour
need rlot be nronopolised as a means ofdominion over. ànd of
extortion rgâinst, the labouring man himself;and that like slavc

labour, hke serf labour, hired labor.rr is but â transirory and illerror
fon'n, desbned to disappear before associatecl labour plying rts torl

with a willing hancl, a ready mind, and â joyous heàtt.

Marx nevet laid down a blueprint for tlle trew sociery he

advocated. His ruagnuu opus, Da.c Kapila/, described the cxistrrrq

sociery capitalisn, aDd had little to say abotrt the socrety \{ l)rcl)

Marx expected would succeed ir. As I restrlt sonre soclrlisrs

believed that a powerful, centralised state should assuùrc corrtrol

over the entile econoltly, while others ilrtagined .r ltloscr fi'<ler

Jtion of autonomou\ cooper,rtive\.

As for Guesde, hts ultra-leftisnr only lasted â few nrorc v('.rrs.

ln August r9r4, wlth the outbrcak of thc First World Wrr. hc

rediscovered his French patriotisnr, suPPortcd the wlr, ab:lndotretl

his socralist colleapçues and joir-recl the €loverlrlllcrlt- Anrong thosc

who condemned him fbr this bctrayal was Tnrtsky. who :rske'd,

"How is rt posible lor an honest socialist rlot to fight you?" 1û ,rrr

open letter co Guesde, now a ministel in the French govcrntllcni.

he added that the former leftist had "transftrrrrretl thc Soclalist

Party into a docile choir which acconrpanies thc clroir-urasters

of capitalist brigandage in an epoch whetr bourgeois socicty -
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whose deadly enemy you,Jules Guesde, used to be - has disclosed
its true nature to the very core."5

Nevertheless, Guesde's "Marxist" view of cooperatives contin-
ued to be quite rnfluennal, whjle Marxi own view (and there
nrany positive quotes from Marx on the subject of cooperatives)
was largely forgonen. This becomes clear when we look at Karl
Kautskyi colnnlents on the cooperative movement in Georgia.

Cooperatives were not forerunners ofa socialist sociery in the
eycs oÊ Kautsky, who shared the widespread socialist disdain for
cooperativcs that Guesde had expressed. Nevertheless, Kautsky
acknowledged that "in those spheres where the monopolistic
character of capital has scarcely made itself felt, the production
carried on by organisations of consumers can create socialistic
conditions of production, if these consumers' organisations are

dominated by the socialist outlook, and thus are in the hands of
proletarians conscious oftheir part in the class struggle."6

ln other words, if cooperatives are in the hands of socialists,

they may be of some value. ln Georgia, dominated by the Social

Democrats, rhat was certainly the case. Still, Kautsky was not
carried away with enthusiasrn. Cooperatives, even ifled by clas-
conscious proletarians, were useful only in certain u nderdevelop ed
socreties."The consunrers' co-operative societies," he wrote,,,may
become of special importance in countries where industry is

as yet underdeveloped, but where a class conscious proletariat
already exisLs."7

ln countries like Georgia, such cooperatives could theoretically
involve peasants, and as the countryls capitalist economy was

only beginning to enterge, such organisatrons might contribute
to "building up rhe co-operâtive rndustry which will arise in
competition with the capitalisr industry" which could in turn

rHt Rtst Àil0 Rrst 0f lllt [00PtRATrvts r23

"restrict and moderate the influencc of thc lartcr ovcr workcrs

and consumers." Whilst not exactly embracrng thc rdca th;rt

cooperatives were some kind of errrbryorric s()crirlist s()aretrc\

growing inside the caprtalist vvonrb, Kautsky acknowlc(lgr\l th,rt

they rlrghl "assume unsuspected rmportance fbr thc prol('i.tri.ln

class-struggle. and the establishment of Socialisnr."

KaLrtsky'.s scepticisnr notwithsrarrcùng, rlc' slory ol'tlrr' ( icorgr,rn

cooperirrivcs is ;rlr inrportânt one, rrrcl yet nr()st hist()rics ()f tlrr

country have barely touchctl on thcrrr. Sonlc hrvc fôctrsscd cxtcn

sively on hny organisanons like the llolshcvrk plrt\,. wl)ilc ignorinll

the hundreds ofthousands ofCieorgiarrs whosc livcs werc clrrngcd

by the cooperatrve nlovenlellt, (rr for that rrrtttcr thc trâdc u lor)s.

Thts may have to do with historians' gcnerally ftlcusstttg urorc ,'n

politics and war, and less on socral nrovcnrents. lhrt it rn;ry rlso hrvt'

to do with thc fact the Kautsky,Trotsky and others hatl rrry Littlt'

say about the cooperatives.

The first cooperativcs in (ieorgia were establrshed in rti67,

filty years before the overthK)w of thc ll.onunov regitne. IJy the

rllllos, pâmphlets âbout the ideas of Robert ()wett rtrd Clharlcs

Fouricr, early socialists and lourtdirrg [athers oi thc cooperatn'e

lnonrent, appeared ln Trllis r

Robert Owerr is today largely forgotten. but itr the nineteenth

century hc was a pioDcc'rirrg rdvocate both ofthc coolrer'âlr\e

movernenl lnd of trrrdc llrrlolrrsllr. Mrn atrd Engels rvere alnorlq

his adrnircrs. ln lris view. cooPcrâtivcs wcrc a buildiug lrlock ot'

the future socinlist socicty, ard he was being rcad i1 Ççorgr;t

Iong bcfbrc therc wcrc Marxists itr thc country or lràde ulllorrs

had cnrergcd. ()1'thc thrcc grert pillars of the lal.rour rrovcrrcnl

the coopcrrtives crrte first, u'ith the trade unions :rnd So( r.rl

I)crrrocratrc l)arty firllowirg rrruch later.
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The first agticulrural coopentirc, a silk-worm factory was
founded in 1899 in Kutaisi. In eastern Georgia, which then, as

now wes a wine-grcwirrg region of some renown, cooperatives
flourished, purchasing grapes Êom their grower-memben, manu_
facturing the wine and selling it.They also supplied their members
with vanous appliances and chemicals.

Credit cooperative societies also began growing quickly and
by r9r7 there were more than 3oo with a membership of r5o,ooo.
The fastest-growing cooperatives were for consumen, and these
were founded by rgoo in the rnajor working class population
centres in Tiflis,llaturni and elsewhere. By r916 there were rz6 of
these throughout lanscaucasiâ - the bulk ofthem in Georgia -
and they firrnred a r.errtral organisation.

In spite of their growth over the preceding half century, it
was onlv after the overtlrrow of the tsarist regime and under
the rLrle of the (icorgian Social Democrats that rhe cooperaove
rroventent really took off in the country. Before that, especially
during the Firsr World W'ar, the Georgian cooperatives fell on
hard tinrcs. ln parts of Georgia which had been overrun by
invadrng arrnies, such as Batumi, which had been in the hands
o[ the Turks. littlc was left of the pre-war cooperatives, their
properry lravrng been plundered.

But thc cooperative ûrovenent in Gcorgia revived after r9t7 -
and thcn grcw clrarrutically. In r9r6, orr thc eve ofthe overthrow
of the tsarist regirrre. there werc .just r99 consumer societres. By
I9r9, rhat number had grown to 989. A year latcr, nearly a thirci
of thosc' socieûcs owned their owll buildinÉii, an indication o[
growltrg success.

I n r 9t 9. the Georgia n cooperativcs rc-organised thernselves i nto
Tsekavsthiri, rhe Cenrrâl Cooperâtive Union of the Republic of
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Ceorgia, while across Georgia, regional cooperative organisations

were founded. Tsekqvschii was dominated by consumer co-

opcratives and grew rapidly in value and membership. In tgzo

there were many cooperative congresses, representing (arnong

others) wine growers, tobacco growers and sheeP farmers

Though consumer cooperatives continued to donrinate, Kautsky

noticed a change when he visited the country in rgzo. Producers'

coopentives were growing stronger. "The Union of Oo-operative

Societies began to produce on its own account in 1919," he wrote.

"A silk factory is established, a sausage factory engineering works,

which turn out agrrcultural implements; then vegetable and liuit
presemng factories, and finally a printing-press. None of these

undertakings works at a loss, and most of them yield a surplus.""

In addition to those, by 1919 there was a cooPerative soaP

boiling works, a glassware factory workshops to produce smaller

agricultural implements, a power stâtion, an electric mill, a sau'

mill, a couple of carpenters' shops, a boot factory, and three tile

and brick works.The Inovement was growing up and expandrng

beyond consumer and farmer cooperattves.

One of the most promising developments in the Georgian

cooperative movement took place in Igzo wtth the founding

of the Cooperative Bank, which had first been decided uporr

several months earlier at a congress of cooperâtives from across

Transcaucasia, held in Tiflis lt was ap;reed to create a managernent

committee consrsting of representatives frotrr the Geotgian

cooperatives, and the bankt basic capital was set at 5 million

roubles. lnitially it struggled to link up to existing cooperâtivc

credit societies, but eventually became hugely popular with tlre

population. Many worker and peasant organisations truste(i the

Cooperative Bank with their money.

ï

t
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In addition to tradittonal bread and butter economic work.
the cooperatives had a social and educational agenda as well.
The regional cooperative unions had departments to cater for
"popular instruction" and rhese controlled bookshops, public
reading rooms, theatres and cinemas. In Zugdidi, a town in
western Georgia, the regional cooperative union opened more
than ten bookshops.

The cooperative rrrovement also had funds for teacher trâining,
workers'sick funds, and the maintenance ofsanatoria.There were
also cooperative restaurâltts, with reports that western Georgra
had terr "fairly well organised" cooperâtive earerics.

Unlike tradrtional businesses, the cooperative nlovenlent was
driven by a set ofvalucs, arnong these 

,,selÊhelp, 
self_responsibiliry

democracy, equaliry equity ard solidarity,,' anc.l these needed to
be taught to the nternbers.r(' Tsckovsrhiri createcl an eclucrtion
department in rgzo which engaged in research and encouraged
rhe discussion of "practical qrrestious." lt was also tasked with
spreadirrg the ideas of cooperation. ,,Thc people,,, wrote J.
Tsagareli in his r9:z book on thc co<.rperative movernent in
Georgia, "have been tarrght by their own experience an<J practice
what Co-operarion is capable of achievirrg, and what it was able
to accornplish urder the rnost tryirrg conditions.'.rl

As the Georgian experinrent was ncarirrg its encl, Karl Kautskv
lo,rked at whet the Ge()rgt.rrr cooperJttves hld done in yust
three years and was rlelightcd nor only by how much they had
achieved, bu r also at thc rneasrrred pace o[ their progress. ,.lt 

is all
to the good that the co-()pcrative societies have proceeded slowly
and catrtiously in llying rhc foundations of their productive
actrvities," he wrr>tc. "Tlrc storllty lnovenlent. which corresponds
to the revolutionary tcrrperaluerrt anrJ is in place when hostile
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positions are to be captured, is not advantageous in the f<runding

of economic organisation." r2

Georgia's experience with cooperatives under Social I)ento-

cratic rule was not unique. In other countries where soclalist

movements were strong, or achieved stâte power, cooperatives

were often quite strong as well, and their growth was errcouraged

by public policy. For example, the Israeli goverumeut dLrring the

thirry years of Labour Party rule gâve strong sLrpport, includilrg

financial support, to the socialist kibbutzirrr ar)d the rnosluvitl
(cooperative farms).

All of this growth of the Georgian cooperatives was taking

plece et â time of economic crisis in the courrtry when Private

businesses strugly'ed to make a pro6t.As a result, cooPcrativcs were

growing aDd private businesses startirrg to disâFpeer. In one surve)'.

it was discovered that private trading estabhshnrerrts in Georgian

villages had declined from 2,o7r k) r,479, as cooperatives rlroved

"to take the places vacated by prrvate capital." By r9.zo, only r 9?i,

of Georgiarr workcrs werc' enrployed by thc prtvatc sector A

majotrty SzYo - were employed by the state and a lurther r8%)

worked for municipal or cooperatlve enterprises.rl

The cooperative n)ovenrent had decided not only to coDrbât

speculation and reduce rivalry between different cooperatives and

private companies, which were its previous targets. but accorchtrg

to a r9r9 report,"it hopes to become a powerful regulator, and rn

nme the only regulator, of all market prices."la

As a result, Georgials econonly was slowly transitioning from

one based on production for profit to one resembling Robert

Owen'.s vision of a cooperative comn-ronwealth.



t0

AIHILLES HEEL

GEIllEIA'S NAT INAL
lI,|INIRITIES

The Georgian Socral Democrars believed in the rights of
ethnic minorities.Arricle r29 ofthe consdrution made this very
clear: "[t is forbidden to bring any obstacle ro the ftee social
development, economic and cultural, of the ethnical minorities
of Georgia, espccially ro the teaching in their mother Ianguage
and the rnterior management of their own culture. Evcry-
body has the right to his mother tongue in writing, printing
and speaking."'

Over the course of eight more articles in the constitution, the
Georgian leaden laid our their vision of ethnic and linguistic
minorities with full rights. In this they were nor only acting in
accordance with socialist principles, and in particular what they
had learned from the pre-war Austrian Marxiss, but with the
zeitgekt of the post-war era, parricularly US president Woodrow
Wilson's Fourteen Points. Everyone, including Lenin and the
Bolsheviks, now seemrngly supported the rights of peoples to

AIHtttts lltfl.: Gt0RBtA's t{AIt0ilÂt l{til0Rtltts I2s

selÊdetermination, and the righs of national minorities within
multlnational sta tes.

But the multicultural paradise proposed by thc Georgian
Constitution was not to be, as it clashed with a very tiifferent
realiry on the ground. It was not only that the peoples of the

Transcaucasian region had a long history ofconflict, rvhich rvotrld

have becn difficr.rlt enough. In addition, they wt'rc also not .rlorrc

in dctermirrrng their relanonships with one ânother. as othcr
powers (;rncl Russia il particular) had an rnterest irr cxFl()i1i1;g

inter-ethnic conflicts to gain influence in the regrorr. Whrt is

crtraordinary is the pùsistenrc of these conflicts. uhich pJulcd

an important role in the three years of Georgran irrdepenclcrrcc

and conhnue even today. Historian Emil Souleintanov wrotc of
this perrod:

A greater security threat ro the new republic [than that corrrng
from Denikinl was the Bolshevik incitement ofseparatism anrong
the South Ossetians and Abkhazrans ... The civil war thât broke
out ln Georgie's ethuic peripheries and cost thousends oflives,
wes partially instigated by the Bolsheviks who, after the defcar of
Denikin's troops ât the end of rgr9, concentrâted rhcir efor!s on
regaining control over the South Caucasran region.2

Ifin rglU-2r wc can dctcct thc hand ofll.ussran Rolsheviks in

sotne ofthe ethnic unrest that plagrred Georgia, there are striking
parallels ro the situation todây. Soulermânov wrote:

I)urrng the most recent period of Georgia'.s national history.
the mosaic like (sub) ethnic nrap ofthe Georgiarr regron ..
has proven to be an efective tool for inrerventron by outsiders
ând this lâctor hes indeed bccomc the centrâl nightmare of
Geoq5tan intellectuals and statesnren striving for the rerrirorial
and ideologicel-political cohesion of the countryThus, (ieorgian
statesmen have become especially sensitive to the efforts - if



The Commons in the New Millennium
Challenges and Adaptation

Edited by
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ABSTRACT: The emergence, transformation and sustainability of farmers’ coop-
eratives in post-socialist societies of Central and Eastern European Countries (CEEC)
require complex and diverse processes of institutional change. In this paper we discuss
the conditions under which cooperatives develop and sustain and also the role of local
and central actors using a case study approach. Since cooperatives in the socialist sys-
tem provided numerous social services and contributed to rural development, another
research question concerns the survival of this tradition. Through twin case studies
in Poland, Hungary, Slovakia, Lithuania, Bulgaria and East Germany we present
the conditions and strategies for achieving sustainability of co-operatives. The results
reveal important requirements for cooperatives to be sustainable: overcoming the com-
munist legacy of mistrust against cooperative organizations, convincing members by
building trust, coping with fundamental collective action problems, constructive com-
munication that takes the problems and ideas of members seriously, finding cooperative
leaders able to cope with members’ opportunism and a facilitating state encouraging
the development of cooperatives.

Keywords: Post-socialist transition, sustainable cooperatives, collective action

Post-sozialistische Genossenschaften in Mittel- und Osteuropa

Die Entstehung, Transformation und Nachhaltigkeit von landwirtschaftlichen Genossenschaften
in den post-sozialistischen Gesellschaften der mittel- und osteuropäischen Länder (MOL)
erfordern komplexe und vielfältige Prozesse institutionellen Wandels, die problematischen
Beeinträchtigungen und Friktionen ausgesetzt sind. Auf der Grundlage vergleichender Fallstudien
wurden typische Handlungssituationen untersucht, in denen Genossenschaften gegründet, gestal-
tet, entwickelt und veränderten Bedingungen angepasst wurden, wobei die Rolle sowohl lokaler
als auch zentraler Akteure berücksichtigt wurde. Da Genossenschaften in sozialistischen Syste-
men zahlreiche soziale Dienstleistungen bereitstellten und ebenfalls zur ländlichen Entwicklung
beitrugen, bestand eine weitere Forschungsfrage darin, welche Elemente diese Tradition überlebt
haben. Ähnlich wäre denkbar, dass große landwirtschaftliche Produktionsgenossenschaften
heute wirtschaftliche Dienstleistungen bereitstellen und zur Entwicklung von Märkten beitra-
gen. Durch einen paarweisen Vergleich von Fallstudien in Polen und Ungarn, der Slowakei
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und Litauen sowie Bulgarien und Ostdeutschland wurden Erklärungen für den Erfolg bzw.
Misserfolg von Genossenschaften und identifizierbare Bedingungen und Strategien für die
Erreichbarkeit von Nachhaltigkeit gesucht. Untersucht wurden ferner die interne und externe
Governance von Genossenschaften mit einem besonderen Augenmerk auf Führungsqualitäten und
die Machbarkeit kollektiven Handelns, staatliche Regulierung und politische Unterstützung, die
Rolle von Genossenschaften in der Vermarktungskette für Nahrungsmittel, die Bedeutung von
Marktstabilität sowie nationaler und internationaler Wettbewerbsfähigkeit. Die Ergebnisse offen-
baren eine Reihe von Kernproblemen wie die Überwindung des kommunistischen Vermächtnisses
eines generellen Misstrauens gegenüber kooperativen Organisationsformen, Überzeugungsarbeit
gegenüber den Mitgliedern durch den Aufbau von Vertrauen, die Lösung grundlegender Probleme
kollektiven Handelns, konstruktive Kommunikation, die die Probleme und Ideen der Mitglieder
ernst nimmt, ein dem Opportunismus von Mitgliedern gewachsenes und so dem Versagen kollek-
tiven Handelns vorbeugendes Genossenschaftsmanagement und ein Staat, der die Entwicklung
von Genossenschaften erleichtert.

Las cooperativas agrı́colas postsocialistas en Europa central y oriental

La emergencia, la transformación y la permanencia de las cooperativas agrı́colas en las sociedades
postsocialistas de los Paı́ses de la Europa Central y Oriental (PECOs), representan procesos com-
plejos y diversos de cambio institucional expuestos a diferentes tensiones y fricciones. El artı́culo
compara distintos estudios del caso, según donde las cooperativas hayan sido fundadas y estable-
cidas, ası́ como desarrollado y adaptado. Los autores estudian el papel de los actores locales y
centrales. Dan por hecho que las cooperativas socialistas proporcionan numerosos servicios so-
ciales y contribuyen al desarrollo rural. Otra lı́nea de investigación consiste en comprobar qué
elementos de esta tradición han sobrevivido. De la misma manera, las grandes cooperativas de
producción agrı́cola pueden prestar servicios comerciales y contribuir al desarrollo del mercado.
Con la ayuda de estudios del caso gemelos en Polonia, Hungrı́a, Eslovaquia, Lituania, Bulgaria
y Alemania del Este, los autores buscan explicaciones al éxito y al fracaso de las cooperativas y a
las condiciones y estrategias observadas que garantizan su permanencia. La gobernanza interna y
externa de las cooperativas se estudia poniendo el acento sobre el liderazgo y la factibilidad de la
acción colectiva. Las regulaciones públicas y las polı́ticas de apoyo, el papel de las cooperativas en la
cadena alimenticia y la pertinencia de la estabilidad del mercado y de la competitividad nacional
e internacional se examinan igualmente. Los resultados ponen de manifiesto que remontar la heren-
cia comunista, convencer a los miembros volviéndole a dar confianza, hacer frente a los problemas
fundamentales de la acción colectiva, desarrollar una comunicación constructiva que toma seri-
amente en cuenta los problemas y propuestas de los miembros, tener lı́deres cooperativos capaces
de afrontar el oportunismo de los miembros para impedir el fracaso de la acción colectiva, contar
con un estado facilitador son, entre otros, los desafı́os actuales más importantes.

Les coopératives agricoles post socialistes en Europe centrale et orientale

L’émergence, la transformation et la pérennité des coopératives agricoles dans les sociétés post so-
cialistes des Pays d’Europe centrale et orientale (PECOs) représentent des processus complexes et
divers de changement institutionnel exposé à différents troubles et frictions. L’article compare des
études de cas où des coopératives ont été fondées et établies, se sont développées et adaptées. Les au-
teurs étudient en particulier le rôle des acteurs locaux et centraux. Etant donné que les coopératives
socialistes fournissaient de nombreux services sociaux et contribuaient au développement rural,
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une autre question de recherche a consisté à voir quels éléments de cette tradition ont survécu. De la
même façon, de grandes coopératives de production agricoles peuvent fournir des services commer-
ciaux et contribuer au développement du marché. A l’aide d’études de cas jumelles en Pologne et
Hongrie, Slovaquie et Lituanie ainsi qu’en Bulgarie et Allemagne de l’Est, les auteurs recherchent
des explications au succès et à la faillite des coopératives et aux conditions et stratégies observ-
ables garantissant la durabilité. La gouvernance interne et externe des coopératives est étudiée en
mettant l’accent sur le leadership et la faisabilité de l’action collective. Les régulations publiques
et les politiques de support, le rôle des coopératives dans la chaine alimentaire et la pertinence de
la stabilité du marché et de la compétitivité nationale et internationale sont également examinés.
Les résultats révèlent que surmonter l’héritage communiste, convaincre les membres en redonnant
confiance, faire face aux problèmes fondamentaux de l’action collective, développer une communi-
cation constructive qui prend sérieusement en compte les problèmes et idées des membres, avoir
des leaders coopératifs capables d’affronter l’opportunisme des membres pour empêcher l’échec de
l’action collective, compter sur un état facilitateur sont parmi les défis actuels les plus importants.

1 Introduction

Any analysis of the development of the farmers’ cooperatives in the Central and
Eastern European Countries (CEECs) has to take into account the specific context and
conditions for organizing collective action in agricultural sectors facing transition. This
includes the question how this development can be, and actually is, supported by national
and European Union (EU) policies. Particularly, institutions and economic drivers for
sustainable cooperation are often different in the post-socialist societies of the CEECs
compared to other European Countries (Hagedorn and Eisen 1998). Though this is
both an interesting and relevant field of institutional change, little research has been
conducted to find out how new farmers’ cooperatives come into being and why some are
sustainable and others fail (see Banaszak 2008). In contrast, when it comes to post-
socialist transition in agriculture and rural areas in CEECs there exists a substantial
body of research (see, for example, Hagedorn 2004; Beckmann and Hagedorn 2007). But
the emphasis has been more on transformation of agricultural production cooperatives
and less on agricultural service cooperatives.

In socialist agricultural sectors, mainly three types of farms existed: state farms
(sovkhoz) established by nationalization of land and other assets, collective farms
(kolkhoz) resulting from collectivization of mostly family farms, and small individual
household plots which former self-employed farmers were allowed to continue to oper-
ate. During the privatization and restructuring process, state and collective farms were
transformed into various organizational and legal forms such as individual family farms,
partnerships, limited companies, joint-stock companies and registered agricultural pro-
duction cooperatives. Many collective farms became agricultural production cooperatives
where cooperative members jointly engaged in production activities. However, these are
distinct from agricultural service cooperatives where farmers produce separately but
establish cooperatives for input and output marketing, provision of credit or joint use
of machinery. These were formed only slowly in post-socialist countries because the
‘communist legacy’ left the farmers with a lot of scepticism regarding any organized
cooperation due to their experience of ‘enforced cooperation’ during the socialist era (see
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Section 1.2). In this context it is important to understand the emergence, transformation
and sustainability of farmers’ cooperatives in the CEECs.

The evolution of cooperatives was interrupted in the socialist era when self-
organized cooperatives were replaced by collectives. The assumption that new coop-
eratives could renew the former cooperative traditions was not very realistic because
people’s collective memory had become weak as discourses on alternative modes of or-
ganization were suppressed in socialist countries (Theesfeld and Boevsky 2005). It is,
therefore, reasonable to hypothesize that the historical farming structure before socialist
intervention and the ensuing changes during the transition process may have influenced
the emergence and survival of new cooperatives. For example, due to resistance to col-
lective farming in Poland and Slovenia family farms persisted which by nature depend
on third party marketing services (Hagedorn 2004). However, this function was taken
care of by the centrally planned system in the Soviet era. So when a market economy
was introduced leading to rapid structural adjustments, service cooperatives could have
emerged to fill the gap left by the abolition of the central planned service provision.

In addition, post-socialist agricultural structures were influenced by major dif-
ferences in privatization, restitution and transformation laws (which were constantly
amended with time) among the countries which led to different transition paths for
collective and state farms. This heterogeneity can to some extent be explained by con-
flicting objectives emerging during the phase of post-socialist agricultural transforma-
tion, in particular between economic efficiency and income distribution. In the latter
case two, sometimes incompatible, priorities played a role: equity as a concern for social
justice in the interest of securing livelihoods and doing historical justice as a demand for
long-term institutional stability (Hagedorn 1998). Whether or not historical justice and
social equity could be harmonized, was above all a question of land ownership distri-
bution prevailing before collectivization and nationalization. In countries like Bulgaria
where land distribution had been rather egalitarian due to former land reforms these
criteria were more or less compatible. Restitution of land improved both historical jus-
tice and social equity. However in countries with unequal distribution of land property
before the socialist era, such as Albania, historical justice and social equity proved to be
mutually exclusive leading to land distribution on an equal per capita basis. Historical
justice by restitution crucially depended on whether or not legal ownership in land had
been changed during socialism. Members of collective farms often held formal ownership
rights but because they could not take decisions on their land, it made their rights to
property ineffective. Hence, reviving their effective property rights was the only accept-
able choice for the CEEC governments rather than withdrawing their legal ownership
rights that had survived 40 years of socialism (Swinnen 1996).

This shows that both the diversity of property rights in agricultural land at the
beginning of the transition period – resulting from whether and how land reforms had
changed ownership structures in the pre-collectivization era – and the diversity of the
transformation process were relevant factors in shaping the roles of not only agricultural
production cooperatives but also the emergence and sustainability of new service coop-
eratives. In this context, it needs to be noted that for achieving sustainability both small
and large farms have to be embedded in a diverse institutional setting. Post-socialist
transition starts from a centralized institutional setting, and this raises the question of
how it can be transformed towards a more pluralistic system. This would require that all
the elements and relationships within the institutional setting would have to change in
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a coherent manner. Some of the components might have to change quickly, others more
slowly, some might have to be reformed in early, others in later stages of the process.
This depends on the question about what kind of evolutionary interaction is appropri-
ate to maintain and improve the workability of the system (see Kabat and Hagedorn,
1997). This is why organizing the transition process has been extremely demanding.
Yet it is very likely that agricultural cooperatives will sustain as they provide services
which even ‘scale efficient’ large farms cannot – like the input and output marketing
economies (Valentinov 2007). Therefore the pertinent question is about how this institu-
tional change can be facilitated by the EU so that the ‘lock-in situations’ in processes of
formation of new cooperatives can be overcome? To meet this challenge, policy makers
will have to be aware that this may be a long-term process with specific requirements
resulting from the particularities of the transition processes mentioned above. Adaptive
strategies to cope with unforeseen disturbances as well as to do justice to the above
mentioned heterogeneity are needed. For example, the CEECs differ in social capital,
trust and reciprocity (Murray 2004) which are important preconditions for successful
collective action. Livelihoods in rural areas also differ considerably among the CEECs
due to unequal farm sizes, emergence of subsistence farms, unemployment and rural
poverty (see Section 3.3). Policy makers need to account for this and should not neglect
those functions of cooperatives which can differ considerably based on the context and
may also change over time.

Within the EU Project ‘Support for Farmers’ Cooperatives’ (Bijman et al.,
2012: 57) emergence, transformation and sustainability of farmers’ cooperatives in
the CEECs was explored through detailed case studies1 (Bandlerová et al., 2012;
Vidickiene and Gedminaite-Raudone, 2012a; Hanisch and Sagebiel, 2012; Boevsky
et al., 2012; Matczak, 2012a; Szabó, 2012). The case studies built on preceding
data collection in the countries and country reports (Boevsky, 2012; Ratinger et al.,
2012; Roos, 2012; Szabó, 2012; Zobena and Zača 2012; Vidickiene and Gedminaite-
Raudone, 2012b; Matczak, 2012b; Calinescu, 2012; Bandlerová et al., 2012). The
case studies were based on the hypothesis that the processes of emergence, trans-
formation and sustainability of cooperatives in the CEECs are quite different from
those that influenced processes of change of Western and Southern European
cooperatives. This particularly applies to the prevailing institutions (sets of rules, norms
and conventions) and governance structures (structures and modes of organization to
put institutions into practice).

2 Analytical framework

2.1 Research questions

Research questions as focal hypotheses were set up in a way that enabled a compar-
ative design of the case studies. This was communicated with national experts conduct-
ing the case studies in order to guide the research. Given the diversity of the CEECs, the

1 The case studies were coordinated by Renate Judis, Konrad Hagedorn and Markus Hanisch
from Humboldt University Berlin.
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national experts were encouraged to adapt this concept to the particular requirements
of their cases.

The following research questions were developed:

a. Apart from the transformed successors of the former socialist cooperatives (collec-
tive farms), new cooperatives have also been established in the CEECs. As both
success and failure of such cooperatives can be observed, what can make them
sustainable? In addition, the establishment of new cooperatives in the CEECs has
been supported by EU and national level policies. What has been the impact of
these policies? What problems have the new emerging cooperatives been facing
and how can they be solved?

b. Cooperatives in the CEECs seem to be still providing social services in rural
communities and contributing to rural development. Cooperatives in formerly
socialist countries had assumed a variety of tasks which were fulfilled by munic-
ipalities, regional governments or NGOs in Western European countries. Which
of these functions have been maintained by post-socialist cooperatives after the
reforms? Which new fields of activities (such as environmental services or rural
tourism) have developed?

c. Large agricultural producer cooperatives in post-socialist countries including East
Germany may have taken the lead in rural regions providing commercial services
to other farmers and in some cases to communities. This leads to the question
of what commercial or social services infrastructure contribution they render in
rural areas. Could this be endangered by EU policy reforms? Experts from Cen-
tral and Eastern Europe often highlight the importance of agricultural producer
cooperatives for the development of markets. Will this be likely to continue in the
future?

Based on these research questions, twin comparative case studies were conducted
on each of the three aspects for which some initial hypotheses were proposed.

2.2 Research hypotheses

Twin cases I: Poland and Hungary

The twin cases studied in Poland and Hungary focused on new emerging mar-
keting cooperatives. Institutional robustness achieved by internal governance and the
external institutional context are most relevant for the sustainability of such cooper-
atives, owing to its post-socialist background. While the cooperative sector has been
evolving and gaining importance over the last 150 years in Western European coun-
tries, the development of the cooperative sector and the former accumulation of social
capital and local networks associated with pre-socialist cooperatives were negatively
affected by the communist regime. The communist governments introduced a command
and control system which applied to agricultural cooperatives proving detrimental to
their self-governance and reducing members’ involvement. Distrust based on this ex-
perience reinforced individualism which explains the slow progress towards voluntary
cooperation.
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New cooperatives face the problem of low trust levels among the members leading
to insufficient commitment as well as distrust with the management. Policies encour-
aging farmers to set up new cooperative organizations have to account for this socialist
legacy. Despite these obstacles, we observe the emergence of new forms of cooperative
arrangements and producer groups in CEECs. Earlier research suggests that the real
problem may not be to simply form a producer group, but to make it self-sustaining (Ba-
naszak 2008). Reliable and skilful leadership can be expected to play a significant role
for successfully establishing new producer groups. Lack of consideration for the local
social and economic context, insufficient rule enforcement and elite capture as well as
unfair international competitors could be easy recipe for failure to sustain cooperatives.

In Poland and Hungary three typical cases of EMCs new emerging economies were
described and analyzed. These two countries were selected for comparison because of
their contrasting development of agricultural structures. In Poland, most family farms
survived during the socialist era because farmers successfully resisted collectivization
in the fifties. In the formerly German territories large state farms were established. In
Hungary, the agricultural sector consisted of mainly of collective and state farms. After
1990 voucher privatization favoured the persistence of similarly large farms as they
were able to acquire land by buying these vouchers. Thus, the cooperatives in these two
countries developed in the backdrop of a very different structure of agriculture.

The following hypotheses were used by the national experts as research input:

� Regarding emerging marketing cooperatives in CEECs, institutional robustness de-
pending on appropriate internal governance and supportive external institutional
context are primarily relevant for their sustainability.

� Inappropriateness of transplants and blueprints, elite capture, leadership problems
and unfair international competitors are among the main reasons for failure of
emerging marketing cooperatives in CEECs.

� State interference can be positive and negative in the process of crafting self-
organization in the cooperatives that requires clearly facilitating policies, e.g. sup-
porting advisory services and capacity building.

� Lack of commitment and trust among the members of new cooperatives and be-
tween members and cooperative management make it difficult for cooperative lead-
ers to be successful. Policies for encouraging farmers to launch new cooperatives
have to account for this socialist legacy.

Twin cases II: Slovakia and Lithuania

Slovakia and Lithuania were selected as twin cases for analyzing rural develop-
ment functions of cooperatives. Socialist cooperatives had to take over numerous tasks
usually belonging to the domain of municipalities, regional governments or NGOs in
Western European countries. They were responsible for social services, such as kinder-
gartens and health care, rehabilitation hospitals and vacation homes. They built and
maintained infrastructure (like rural roads, public transport, drainage and irrigation
systems), took care of water levels and soil erosion and offered training courses and
cultural events. Within the ‘agro-industrial complex’, which was a sort of vertically in-
tegrated system in the Soviet type of centrally planned economy, they played a key role
in establishing consumer relations.
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These case studies were motivated by the expectation that after the reforms in the
1990s not all of these particularities might have disappeared in the post-socialist coop-
eratives. Many of the functions outlined above were separated from their core activity
although new properties like the provision of environmental services may have emerged.
However, with regards to the cooperatives’ contribution to sustainability of rural devel-
opment, it is well-known that cooperative farms are still the main employers in many
regions of the CEECs. Some multi-purpose cooperatives could also provide for rural
tourism while the networks formed by cooperatives could be sources of social capital.
Cooperatives are often expected to contribute to regional development, e.g. by providing
assistance to smallholders and part-time farmers. Strengthening this low-income sector
is crucial when it comes to improving the living conditions for the rural population.
In this context, the question arises to what extent the traditionally symbiotic relation-
ship in socialist countries between large production cooperatives and rural household
economies is still relevant in some areas.

To demonstrate the role of cooperatives for the rural society, social capital, innova-
tion and networks, institutional change and rural development, Slovakia and Lithuania
were selected because of their contrasting attitudes and strategies which have guided
the transition process in rural areas especially in the first decade after the reforms. In
Lithuania, similar to the other Baltic countries, revival of pre-communist institutions
through abandonment of the Soviet principles was an important objective. Instead of
the former state and collective farms, a traditional family farm system seemed to be the
guiding model for agricultural transition. In contrast, in Slovakia, less friction and more
continuity of social and economic structures could be observed. Particularly the Me-
ciar government combined nationalistic attitudes with strong protection and economic
support of former collective farms.

For these case studies, the following hypotheses were developed:

� At least informally, post-socialist production co-operatives still feel responsible for
some social services and infrastructure provision which they were used to in the
past.

� Numerous initiatives, for example in rural tourism and environmental protection,
originate from agricultural cooperatives, often with public policy support.

� Networks formed by cooperatives sometimes represent one of the main sources of
social capital from which economic development can grow.

� Cooperatives contribute to regional development in particular as regards strength-
ening the low income sector and improving living conditions for the rural
population.

Twin cases III: Bulgaria and East Germany

As the predecessors of agricultural producer cooperatives were not only farming
enterprises during the socialist era but also fulfilled many other tasks, they may still
have maintained some elements of this tradition in areas like the development of mar-
kets. The question how a post-socialist transition background affects market access and
services portfolio of rural producer cooperatives was the focus of comparative research
between the East German and Bulgarian cases.
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Choosing Bulgaria and East Germany as twin cases was motivated by their con-
trasting privatization and reorganization approaches followed during the transition
process. In particular in the first decade after the reforms, agriculture in the two coun-
tries faced a very different situation. Bulgaria opted for restitution of land in historical
boundaries combined with a radical liquidation of state and collective farms. In East
Germany, restitution was limited to land belonging to members of collective farms.
Nationalized land was not returned to former owners and transformation of the col-
lectives occurred smoothly, supported by transfers of finances and knowledge as well
as application of policies and institutions from the West, investment and early re-
tirement schemes, and also by early EU accession. In addition, rural livelihoods and
social contexts differ considerably between the case study regions in Bulgaria and
East Germany.

Over the last 20 years, in Bulgaria as well as in East Germany, a solid structure
of sizeable agricultural production cooperatives has emerged. However, in both coun-
tries traditional types of Raiffeisen Cooperatives organizing rural supplies, services
and market access for agricultural producers are often missing. The comparative study
of the functions of transformed agricultural production cooperatives in rural areas of
both countries analyzed the role of the larger agricultural production cooperatives in
organizing market access, machinery services and supplies as well as in providing a
variety of services for their rural communities (filling stations, oil pressing, warehous-
ing, transportation, etc.). In each country, two typical cases of agricultural production
cooperatives were described. Interviews with farmers in the direct vicinity of these agri-
cultural production cooperatives as well as with their managers provided insights on
the roles agricultural production cooperatives can play. The discussion of the results
included the question how the functions of the agricultural production cooperatives may
be affected by upcoming EU policy changes such as reduced direct payments and less
benefits from structural funds for rural development.

The following hypotheses were used in the national experts’ case studies:

� Post socialist production cooperatives play an important role in providing market
access in otherwise lesser non market-integrated remote rural areas.

� Post-socialist production cooperatives may be able to influence conditions of mar-
keting and processing and thus affect the position of farmers in the food chain.

� Post-socialist production cooperatives develop modes of cooperation such as al-
liances, networks and consumer relations and replace lacking marketing coopera-
tives.

� Post-socialist production cooperatives are exposed to policies such as direct pay-
ments which differ from those applied to service cooperatives.

2.3 Methodology

Case studies cannot be expected to deliver a representative image of reality. Only a
cumulative research process consisting of a variety of case studies may allow for general-
izable conclusions. Yet, case studies serve to produce an understanding of the individual
context, the actors involved, their interaction, types of rules, modes of organization, the
dynamics of processes observed and the impact of policies and strategies. As a result,
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qualitative conclusions on the interaction between local context, institutional environ-
ment, policy impact and co-operative success or failure could be drawn. The case study
researchers were suggested to identify:

� Tentative explanations of success and failure or new cooperatives and revealing
crucial preconditions for sustainability of co-operatives

� Internal and external governance of co-operatives with a focus on leadership and
the feasibility and construction of collective action

� Government regulations and support measures that have been, or would be, ac-
cepted and effective for the development of co-operatives

� Identifying the cooperatives’ position in the food chain including market stability
and their national and international competitiveness

3 Findings and comparisons

3.1 The case studies in Poland and Hungary

In Poland, similar to communist reforms in all CEECs, collectivization and na-
tionalization of agriculture were initiated by following the Soviet pattern. However,
collectivization faced strong resistance from Polish farmers and failed after a few years.
Since family farms were subjected to the system of central planning which did not allow
for institutionalizing dynamic factors (like labour and input) and product markets, they
were more or less frozen during the socialist era. As much as 25% of the Polish labour
force was still employed in agriculture by 1990. In the formerly German territories, state
farms were established and privatized after 1990 (Milczarek, 2002). The establishment
of marketing cooperatives has to account for this dual structure of agriculture.

Three cooperatives were analysed in Poland (Matczak, 2012a):

a. ‘JAR-PE’: a cooperative producer group for pig meat production that includes eight
producer groups which started as spin-offs.

b. ‘Sady Krajny’: a fruit production group established by the support of a local coop-
erative bank.

c. ‘Krobia’: a cooperative producer group of fruit and vegetables producers special-
ized mostly in tomatoes delivered just to one company (Heinz).

It turned out that policy support had been crucial for the emergence of new mar-
keting cooperatives. Since the cooperatives would not have been founded without the
policy measures, these must be considered as a necessary condition but not a suffi-
cient condition for cooperatives to come into being. As will be shown in Section 3.2,
this observation is in contrast with the two Lithuanian cases where policy support was
solicited. In two of the Polish groups, farmers’ cooperatives had existed before, and this
cooperative tradition was still part of the collective memory in the regions. However,
building a cooperative on this collective memory was strongly hampered by the so-called
‘communist legacy’ – the problem of distrust in all (formal) types of cooperation. In the
perception of many Polish people even the term ‘cooperative’ is discredited due to the
role that enforced collectives played during the socialist era. The Polish case studies
showed that overcoming this barrier has been in the first place the task of trustworthy
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and skilful leadership. The Polish case study emphasized that such leadership was the
scarcest factor for establishing new cooperatives (Matczak, 2012a).

It is striking that the leadership observed in the Polish cases combined three
different roles in one person: being the social local leader, the board director and the
manager. They were brought up in the region and were familiar with the rural society
and the specific social and economic environment. The case study results also stressed
the point that a professional organizer of the cooperative is required, who is not a farmer
and a member of the cooperative but an outsider with a good education, professional
skills and sufficient motivation based on adequate payment. In the initial phase, when
the cooperatives were established, overcoming distrust by direct communication was
the core task of the leaders. This experience was equally emphasized in the Lithuanian
cases (Section 3.2) where building trust by a type of communication that seriously
paid attention to the concerns and problems of the members played a crucial role. In
other words, formation of cooperative groups requires leaders with social, economic and
organizational skills who have sufficient time and capacity for forming the cooperative
in a bottom-up process.

However, even if such a foundation process is successful, cooperatives will only
be sustainable if their functions are really needed by the farmers for economic reasons.
For example, in the case of the Polish pig producers’ cooperative, farmers were facing
unstable conditions typical for the pig market and expected their cooperatives to provide
better market access and less volatility of prices. Meeting these expectations required
the leader not only to have considerable strategic skills for the development of concepts
and visions for the future, but also the ability of muddling through in difficult phases.
For example, survival of at least one cooperative depended crucially on the possibility not
only to spend public support on coordination but also on investments. As this was against
the rules of the support policy, the manager received this permit from the authorities
only after an intense bargaining process (Matczak, 2012a).

In addition, formal skills are required as the manager has to cope with adminis-
trative requirements when applying for policy support. The manager must be familiar
with legal procedures (like procuring a building permit), must care for correct account-
ing of the cooperative’s transactions, etc. Farmers usually dislike such tasks, and, as
the case study explicitly points out (Matczak, 2012a), they are even reluctant to pay
for these tasks because they are not considered being ‘real work’ in the perception of
traditional rural societies. Economizing on these work processes enables the coopera-
tive management to achieve comparative advantages vis-à-vis individual marketing. In
general, the case study emphasizes the crucial role of knowledge and education. Only
leaders who have a good reputation and are trusted by their members can successfully
enforce the rules of the producer group. They were even able to impose penalties in
case of non-compliance which is important with respect to the delivery obligation of the
members. Their capacity to prevent failure of collective action is a precondition for the
construction and sustainability of a cooperative. Destructive behavior of leaders such as
elite capture did not play a role in the Polish cases.

Another point, which turned out to be important in the Polish case was building
vertical integration to protect against international markets. It was also recommended
to have continuous instead of temporary policy support for securing sustainability of the
cooperatives being still vulnerable. The same conclusion was drawn in the Hungarian
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case study (see below) where the issue of proper budgetary planning and financial
continuity was even more emphasized. In summary, it can be concluded that particular
emphasis on reliable, trustworthy and professional leadership played a predominant
role in the Polish cases. However, this would not have led to successful establishment
of cooperatives, as this is considered only to be feasible with longer than medium-term
support by policy measures which were considered equally important as leadership.

In Hungary, the following cooperatives were studied (Szabó, 2012a):

� ‘DélKerTÉSZ’: the largest producer group in the Hungarian fruit and vegetable
sector

� ‘Csabai Raktárszövetkezet’: a small bottom-up cooperative in the cereal sector
� ‘Mórakert’: a vertically integrated cooperative in the fruit and vegetable sector

(which was very successful for some years, but was under bankruptcy during the
case study period)

During the socialist era, there was complete collectivization in Hungary unlike
Poland. However, Hungary developed its own way of organizing collective farming which
typically formed a symbiosis with the small private holdings of cooperative members.
In addition, Hungary was an important exporter of agricultural products during the
socialist era, even to the Soviet Union. The development of post-socialist agriculture in
Hungary has accordingly been influenced by the choice of privatization and transforma-
tion procedures. The Hungarian parliament decided for voucher privatization – former
land owners did not physically get back their land but received (tradable) vouchers that
could be used for buying land in auctions organized by the Hungarian government.
Thus large farm units were not necessarily abandoned (like in Bulgaria) but could be
maintained by collecting vouchers for the auctions.

Although Hungary differs in this respect from Poland, there are similarities. The
Hungarian case study equally emphasized the prevalence of distrust in any kind of
cooperation due to the communist legacy. One of the main recommendation was to
‘change attitudes’ and to ‘overcome mental barriers’ (Szabó, 2012a) as a precondition for
facilitating the emergence of new cooperatives. This raises the question whether and
how this can be achieved. Interventions from political or other actors situated in the
centers of governance will not be effective in changing mental models. This requires
decentralized discourses and face-to-face communication at local levels by actors who
seriously engage in building social capital. Such processes take time and involve high
cost.

A crucial problem in Hungary was opportunism. Non-compliance of members with
the delivery obligation can be considered as the main failure in collective action in the
emerging cooperatives. In addition, a strong shadow economy, termed as ‘black and grey
economy’ (Szabó, 2012a), hampers the development of cooperatives (also mentioned for
the Polish case studies). First, tax evasion of farmers in the shadow economy reduces the
competitiveness of cooperatives, and second, it reduces the transparency of transactions
which is a precondition for successful operation of any firm. Nevertheless, the Hungarian
experience also includes successful cases, such as the cooperative Mórakert. Trust in
the board of directors, commitment of employees and professional management are
considered the main drivers behind the successful and expanding cooperative. However,
this success story also had substantial drawbacks (Szabó, 2012a): first, entry into the
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cooperative, i.e. the high price of the shares became too costly for many small farmers;
second, the successful cooperative ran into financial problems due to its rapid growth.
Although there was considerable financial support from the authorities, this cooperative
went bankrupt.

The Hungarian case study concluded that internal governance of emerging coop-
eratives plays a crucial role, in particular, regarding compliance with strict quality and
quantity requirements. To make sure that this precondition for collective action will
be met, it even recommended careful screening of potential members in advance of the
foundation of the cooperative. Regarding the following aspects, the conclusions drawn
from the Hungarian case are quite similar to what was highlighted in the Polish case
(Matczak, 2012a; Szabó, 2012a): qualified, skilled and trustworthy managers, either
outsiders or active members of the group, but being professional and having a good edu-
cation is seen as a core condition for cooperatives to become sustainable. Also, a strong
economic need for collective action should exist and also be perceived by the cooperative
members. Farmers appreciated that cooperative members got their payments faster and
safer.

However, cooperatives will only be able to offer these advantages continuously if
there are no major financial frictions. For this reason, balancing short-term and long-
term liquidity is emphasized which helps avoid the problem of insufficient short-time
financing by rotating funds. This results in a plea for a well-designed financial strategy
not only as the main task for the cooperative leaders but also as a recommendation for
policy makers for long-term policy measures. For the same purpose, i.e. securing internal
(financial) stability and external (price) stability, high priority is given to accelerating
progress in vertical integration (Szabó, 2012a). In summary, an unreliable institutional
and behavioural context and expected unstable market and policy conditions play a
dominant role in obstructing the emergence of new cooperatives.

3.2 The case studies in Slovakia and Lithuania

In Czechoslovakia, collective farms were considered particularly important for
self-sufficiency in food production and reliable food supply in the country. This has led
to a shared mental model which can be interpreted as a socialist variant of agrarian
fundamentalism. However, there were also differences between the Czech part and the
Slovak part of Czechoslovakia (Kabat and Hagedorn, 1997). Slovakia has experienced
more land reforms in the pre-collectivization period which means that restitution of
land in historical boundaries resulted in a higher degree of fragmentation of land own-
ership. As a consequence, fewer former members of collective farms who reclaimed their
property rights on land were able and willing to change to individual farming. This
contributed to the preservation of cooperatives, a tendency which was also strongly sup-
ported by the nationalist Meciar government. Both political beliefs and the legislation of
transformation of cooperatives have influenced the transition process towards a partic-
ular outcome: in spite of the challenges they faced in the transition period, transformed
production cooperatives have managed to dominate vis-à-vis other forms of production
organization in agriculture. This is in contrast to In Lithuania where strong anti-Soviet
attitudes and a radical liquidation of communist structures have occurred.
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But in Slovakia, to enable the development of large cooperative farms, the shares
owned by non-members of the cooperatives are not paid to them within the period of
seven years, as was foreseen by the original transformation laws, but were changed into
cooperative bonds (Bandlerová et al. 2012). The use and trade of these cooperative bonds
are subjected to further political constraints which obviously focussed at improving the
sustainability of the agricultural production cooperatives. Obviously, the managers and
their networks are able to use the political system for fostering sustainability of the
cooperative farms and to discriminate against the interest of outsiders, although they
had been attributed property rights on the cooperatives’ assets. Outsiders are excluded
from general assemblies, have no voting rights and can often not become members of the
cooperatives. Moreover, the cooperatives usually do not follow conventional principles of
cooperatives. For example, the voting rights had usually been changed from ‘one member
one vote’ into ‘voting according to the ownership of shares’ (Bandlerová et al. 2012). It is
an open question to what extent the conflicts caused by this discrimination have affected
the reputation of cooperatives and eroded trust into cooperative organizations and their
leaders. This point could not be sufficiently clarified by the case study, because analysing
trust and reciprocity as core elements of social capital requires more in-depth research
based on multiple methods.

Two cases were analysed in Slovakia (Bandlerová et al., 2012):

� ‘Prašice’: an agricultural cooperative cultivating 4,367 hectares of land; crop pro-
duction: peas, wheat, barley, oat, maize, rape, sugar beet and forage crops; livestock
production: milk and meat, i.e. beef cattle and chicken.

� ‘Devio Nové Sady’: an agricultural cooperative cultivating 4,640 hectares of land;
crop production: cereals, maize, oilseeds, sugar beet and forage crops; livestock
production milk and meat (with the latter decreasing).

The development of agricultural production cooperatives in Slovakia (Kabat and
Hagedorn, 1997) is in certain respects quite similar to the development in the Czech Re-
public (Schlüter, 2001) and in East Germany (Beckmann and Hagedorn, 1997). Securing
the profitability of the agricultural production cooperatives has led to specialization, sim-
plified organization and reduction in employment (Hanisch and Sagebiel, 2012). This
implies the problem of aging; in the Slovak agricultural production cooperatives the
average age of employees is over 50 years, a group which would have only limited labour
market opportunities if they had to leave the cooperative (Bandlerová et al. 2012). In
spite of the economic pressures on the cooperatives, they still provide some social ser-
vices in the communities and contribute to rural development. However, these activities
are more or less by-products of securing the profitability and sustainability of the farm.
For example, they employ many residents and in this way establish a strong relation-
ship between the cooperatives and their region. However, this impact is not caused by
regional strategies, but by the economic objectives of the firm.

Similarly, cooperatives still provide services for the municipalities but less than
before 1990 and mainly for remuneration. There are minor donations to support cul-
tural and sport activities and schools. However, these can hardly be seen as substantial
contributions to the rural society. The agricultural production cooperatives do not en-
gage in rural development initiatives, for example in rural tourism and environmental
protection (Bandlerová et al. 2012). There was evidence for some contribution of the
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agricultural cooperatives to social capital and networks, but this was rather weak. Mem-
bership in formal associations proved to be limited and trust in personal relationships
may have been enhanced by technical assistance offered to other actors, such as small
farmers in the region. However, actively building social capital may not be a particular
strength of the farms. As regards the use of policy measures, the agricultural produc-
tion cooperatives preferred modernization and investment policies for their individual
farms to marketing and rural development measures. Nevertheless, the positive impact
of agricultural production cooperatives on regional employment, in particular for the ag-
ing population, and its linkages to the villages and the municipalities represent positive
elements in rural development.

In Lithuania, Soviet structures such as sovkhoz and kolkhoz were liquidated by
the transformation laws and did not emerge again. This development is in contrast to
the changes in Bulgaria, where liquidation committees also abandoned the state and
collective farms (Hanisch, 2003); however, large production cooperatives emerged again
for reasons which will be pointed out in Section 3.3. The radical change in Lithuania
can be explained by the historical background, social attitudes and political beliefs in
the Baltic societies. As the population of these countries suffered strongly from the
communist regime, in particular during the Stalin era, they desired to return to social
and economic structures which had existed before they were occupied by the Soviet
Union. Part of this revival was strong preferences for a family farm structure which
was partly reintroduced by restitution policies in land reallocation (Gatzweiler and
Hagedorn, 2004).

The following two cooperatives were selected in Lithuania (Vidickiene and
Gedminaite-Raudone, 2012a):

� ‘Pieno puta’: a dairy cooperative collecting farm products, mainly raw milk, includ-
ing transportation and storage, collective bargaining, credit to members.

� ‘Ekotikslas’: another dairy cooperative collecting organic milk and other farm prod-
ucts, including transport and storage, collective bargaining, organic certification.

Establishing a family farm system, as intended in the Baltic countries, cannot be
achieved just by individualizing property rights on land and other agricultural assets
by means of privatization. As agricultural development in many countries has shown, a
family farm system can only survive and flourish if the farms are embedded in an en-
vironment of other institutions and organizations, such as advisory services, veterinary
services, marketing cooperatives, and also a supportive political system that protects
small farms against particular risks and takes care of agricultural research and inno-
vation. Obviously, it is this necessity that has induced bottom-up processes in the area
of cooperative marketing as shown by the two cases predominately dealing with milk
collection and organic milk certification in Lithuania.

This reveals a sharp contrast to the Slovakian development of post-socialist coop-
eratives, which are large in size and stabilized by top-down policies (Bandlerová et al.
2012). The Lithuanian cooperatives, on the other hand, are based on self-organization
and intense bottom-up processes. Local leaders were successful in overcoming the com-
munist legacy regarding distrust in any cooperation by establishing ‘an open line of
communication’ (Vidickiene and Gedminaite-Raudone, 2012a). In this process, the rule
of face-to-face communication for sustainable establishment of local cooperation as
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emphasized in the seminal work by the late Nobel laureate Elinor Ostrom (2005) is
visible. Board members care and engage in building trust by paying attention to con-
cerns regarding cooperation, management problems and also creative ideas of small
farmers. These cooperatives generate knowledge and contribute to local capacity build-
ing by employing an approach that is appropriate to serve their members’ needs. In
addition, not only do the members of the cooperative profit from these services but
also the entire community. The appreciation of this impact from the cooperatives is ex-
pressed by a statement taken from the case study report: ‘Members are proud to belong
to cooperative’ (Vidickiene and Gedminaite-Raudone, 2012a).

The services provided by the cooperatives consist of packages like mastitis treat-
ment, feeding concepts, and quality improvement. It appears that the cooperative has
had a kind of development function for agriculture in the local context. The case study
also shows that the cooperatives contribute to the establishment of networks and in-
crease of low incomes as they support small dairy farmers with limited production
capacities. Similar to the situation in other countries, including Slovakia, the cooper-
atives are oriented towards their core economic objectives and do not engage in broad
initiatives for rural development as is clear from a statement by one of the stakeholders,
‘the role and the functions of post-Soviet agricultural cooperatives are totally different
from kolkhozes’ (Vidickiene and Gedminaite-Raudone, 2012a). Surprisingly, the leaders
of the cooperatives do not use any policy measures for founding the new cooperatives.
This result is in contradiction to the evidence gained by the Polish and Hungarian case
studies (Matczak, 2012a; Szabó, 2012a) where policy support is considered a necessary
condition for the emergence and sustainability of cooperatives. By contrast, the Lithua-
nian case studies focussed on the revival of self-help by deliberation, trust building,
communication and leaders’ integrity.

3.3 The case studies in Bulgaria and East Germany

Bulgaria went through a very radical process of transformation after 1990
(Hanisch, 2003). State and collective farms were liquidated and agricultural land was
returned to former owners along historical boundaries. In contrast to the Hungarian
strategy, the transition process was not oriented towards a sufficient degree of conti-
nuity in the development of agricultural structures. In addition, Bulgaria experienced
unstable political conditions reinforced by frequent changes of governments accompa-
nied by many changes in privatization and transformation legislation. This contributed
to instability in rural areas where poor people and pensioners were living in increasing
poverty and sometimes suffered from hunger in winter. This situation was reinforced by
the fact that Bulgaria had instituted several land reforms before collectivization, which
implied extreme fragmentation of ownership in land after the restitution process. The
result was a dual agricultural structure: numerous semi-subsistence farms sometimes
cultivated by pensioners, and large tenant farms, either joint stock or limited liability
companies or agricultural production cooperatives, which rent the farm land from many
individual landowners.

Among these, there are many absentee landowners and asset owners living outside
the villages. They often have no or only little interest in the development of the coop-
erative and in what happens with their land and assets. It is worthwhile noting that
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this development reveals the main difference between Bulgaria and Lithuania. After
liquidation of state and collective farms, agricultural production cooperatives reappeared
in Bulgaria whereas in Lithuania they did not play a role in the development of agricul-
tural and cooperative structures.

Two cooperatives were analysed in Bulgaria (Boevsky et al., 2012):

� ‘NIVA-93’: an agricultural production cooperative cultivating 2,850 ha, divided over
the following activities: 200 ha barley, 400 ha sunflower, 300 ha rape, 400 ha corn,
150 ha coriander, 100 ha fennel, 50 ha maize, 130 ha apricots, 20 ha plums, 10 ha
peaches, 10 ha cherry, 500 bee families, 250 cows and 745 sheep.

� ‘EDINSTVO’: an agricultural production cooperative cultivating 3150 ha, of which
1000 ha wheat, 300 ha barley, 900 ha sunflower, 100 ha lucerne, 300 ha rape, 300
ha corn, 50 ha oats, 50 ha triticale, 150 ha forage maize, 35 ha (water) melons, and
745 sheep and 250 cows.

In Bulgaria, the agricultural production cooperatives can be considered as lead-
ing economic organizers in the region. They rent land from many owners, organize
land consolidation and provide services for small farmers, such as machinery, storage,
transportation and access to markets. They engage in crafting local institutions and
contribute to a large extent to local organization of farm production.

Why the two agricultural production cooperatives studied in Bulgaria engage so
intensively in rural development, can be explained by mainly two factors (Boevsky
et al., 2012). On the one hand, agriculture in Bulgaria played the role of a ‘model
child’ in implementing Soviet structures, in particular the ‘agro-industrial complexes’.
It was typical for this type of agricultural organization that they provided diverse rural
functions. On the other hand, the two agricultural production cooperatives described in
the case studies are located in very poor regions where many people rely on employment
in the cooperative, cultivating their small plots or even receiving support from the
cooperative for securing their livelihoods. For the locals, employment depends on the
viability of the agricultural production cooperatives, and many of them would have to
migrate if the cooperative would no longer exist, leaving behind the elder generation.

Furthermore, municipalities are very weak and not able to maintain basic infras-
tructure and public services. In this situation, roads, street lightening, kindergartens,
community centres, parks, green zones and sports facilities are maintained by the co-
operatives, although this is not in the immediate profit maximizing interest of the
firm. The bakery and canteen of the agricultural production cooperatives provide in-
expensive food. Especially for the poor and aging population the cooperatives serve as
a kind of safety net. This is contrasting the results gained in Lithuania, Slovakia and
other countries where such non-profit social activities were excluded. As regards public
policies that play a role for the viability of agricultural production cooperatives, direct
payments (which are part of the Common Agricultural Policy of the EU) proved to be
important (Boevsky et al., 2012). The same was true for the SAPARD programme in
the pre-accession period and measures to replace old agricultural machinery (EU mea-
sure 121 and 123) introduced after Bulgaria became an EU member state. The support
measures enabled the cooperative leaders to modernize the equipment and machin-
ery and, in this way, have not only stabilized the structure of agricultural production
cooperatives but also the villages’ economy and the safety net for the poor and elderly
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people. It is important to note that direct payments play a crucial role for the sustain-
ability of such agricultural production cooperatives, which would otherwise be likely to
disappear and to be replaced by investor-owned companies. These would not assume the
functions of social security, rural development, private and public services and infras-
tructure maintenance (Boevsky et al., 2012).

In other words, particularly in poor and less developed regions of the EU, important
impacts of direct payments that go beyond the boundaries of the individual farm are
relevant. Admittedly, part of the direct payments may flow to absentee landowners,
but this share could be overestimated. Absentee landowners often do not participate in
the decisions of the cooperative and, therefore, may be easily excluded from receiving
economic surplus. The most important conclusion from the Bulgarian cases is that the
agricultural production cooperatives have developed a special type of ‘ownership’ of the
villages in terms of providing infrastructure, services, rural development aid and a safety
net for the poor. Levels and roles of political governance and economic governance have
turned upside down, as political and administrative governance that is usually expected
to act at a higher level than the local economy is instead, to a large extent, nested in the
firms’ governance. This seems to be a survival strategy for the rural society.

In contrast to the Bulgarian transformation process in agriculture, the structural
and organizational changes of agriculture in East Germany showed less friction. Land
restitution was limited as only collectivized land was returned to the original owners
and nationalized land was not, but it was leased to the existing farms and step by step
sold in a long process organized by the German Land Utilisation and Administration
Company BVVG (Hagedorn, 1997; Beckmann and Hagedorn, 1997). Moreover, transition
of agriculture in East Germany was facilitated by government programmes, such as
early retirement schemes, direct payments and investment and modernization policies.
In addition to these national measures, early access of East Germany to the European
Union enabled East German agriculture to profit from favourable support measures,
but was also earlier exposed to more intense market competition.

Transformation of the former collective farms into the present agricultural produc-
tion cooperatives (preferred to other legal forms of production organization by roughly
half of the collectives) has faced some crucial conditions: securing land tenure in a situa-
tion when land has to be rented from many land owners (including members of the coop-
eratives) requires particular strategies and skills of cooperative management (Boevsky
et al., 2012). In particular, in a situation of increasing competition for scarce land that
was even reinforced by the bioenergy policy of the German government (mushrooming
of biogas plants due to the incentives from the feed-in law), agricultural land becomes
scarcer and more expensive. Another characteristic of the development of the cooper-
atives in East Germany is the rapid reduction in the number of employees required,
because the farms were modernized and production programmes simplified. Laying off
employees (who are often also members) may be risky for the production cooperative
as these may withdraw their land and lease it to other farms. An economic strategy
towards multi-functional agricultural cooperatives may be considered more sustainable
as it avoids such risky decisions, because the level of employment can be maintained
and new profit centres could be discovered.

Our case study research focussed on two East German cooperatives (Hanisch and
Sagebiel, 2012):
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� ‘Agrargenossenschaft Hessen e.G.’: an agricultural production cooperative cultivat-
ing 1,960 ha of land: 1,191 ha wheat, 265 rape, 255 ha barley, 131 sugar beets and
12 ha corn.

� ‘Landwirtschaftliches Unternehmen Tangeln e.G.’: an agricultural production co-
operative having 505 ha, thereof 139 ha grassland; much of the land is leased out,
the remaining area is used for 153 cows and 170 head of other cattle.

The two agricultural cooperatives analysed in East Germany have followed dif-
ferent strategies to escape from the ‘trap’ mentioned above. Option 1 is to maintain
members’ employment and security of tenure by providing Raiffeisen-warehouse type of
services, such as filling stations, repair workshops, and storage. Option 2 is producing
energy from biogas, photovoltaic cells and wind turbines in order to organize a bioenergy
village which includes both the provision of electricity and heating. The difference in
strategies compared to the Bulgarian agricultural production cooperatives can easily be
seen. Whereas the latter engage in the production of local public goods to secure the
survival of the rural society, the first extend their production of private goods to survive
as individual firms.

Community services are only offered under remuneration (similar to the cases
analysed in Slovakia and Lithuania). However, considerable donations from one of the
agricultural production cooperatives could be observed. Together with its employees the
cooperative engaged in the restoration of the local castle. The main motivation behind
this was to improve the reputation of agriculture in the region and, in this way, build a
more favourable social context (Boevsky et al., 2012).

The East German agricultural production cooperatives can be interpreted as ex-
amples of institutional and organization learning for shifting towards a multi-functional
cooperative. This is driven by the objective to ensure sustainability by maintaining the
level of employment and long-term access to land. A number of activities that could
not survive on its own are merged into a joint organization that economizes on trans-
action costs and uses economies of scope. In other words, links to two important local
factor markets, labour and land, became part of the cooperatives’ governance concept.
As this strategy can contribute to keeping economic activities in rural areas, which were
threatened by becoming more and more ‘empty’, the question arises whether political
support for such strategies of cooperatives could be a reasonable contribution to rural
development.

4 Conclusions

With regard to the development of cooperatives, countries in Western and Eastern
Europe are poles apart. In Western European cooperatives, adjusting internal gover-
nance to the increasing size and internationalization of cooperatives are issues at stake.
In the CEECs, overcoming the communist legacy, convincing members by building trust,
coping with fundamental collective action problems, location in poor vulnerable regions
resemble early stages of cooperative movement. Any design of EU policies for farmers’
cooperatives or producer groups should take into account such basic differences. Often
the assumption prevails that problems of cooperatives are ‘basically equal’ in CEECs,
because the latter are part of the post-socialist transition. However, reality holds a
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different story. The issues are diverse and contrasting due to differences in historical
background, pre-collectivization land reforms, post-collectivization transformation laws,
cooperative traditions and its collective memory, policy streams and the social and cul-
tural context (Hagedorn, 1998). However, all cases have in common the impact of the
communist legacy and lack of trust.

Thus, the economic necessity for cooperation, like farmer livelihoods and farm
viability, is certainly a necessary condition for the establishment of a cooperative. How-
ever, this is not a sufficient condition. Trust and social capital are some of the important
prerequisites for paving the way towards a sustainable cooperative. This cannot be
achieved just by fiat. It requires, first of all, a constructive discourse and communication
that takes the problems and ideas of members into account as well as provides advice
and services. Moreover, as seen in the Lithuanian case, practical examples, and not ab-
stract notions, draw members towards cooperative participation. Leaders having strong
reputation, adequate education, professional training and those that are willing to spend
time in communication and deliberation processes together with their group members
are likely to be more successful. Adequate salary is required to be able to recruit such
leaders and managers as emphasized in the Polish, Lithuanian and Hungarian cases.
Leaders and managers with such capacities will then be able to cope with opportunism of
members, such as non-compliance with delivery obligations, thus preventing collective
action failure in practice. Such leaders may be the scarcest factor for a new cooperative
movement in post-communist societies – and elsewhere.

Developing cooperatives and producer groups for market development, stabiliza-
tion of prices and improving other marketing conditions appears to be very relevant. In
short, the contribution of cooperatives to the social and economic construction of food
chains in the CEECs should not be underestimated. All case studies show this, although
revealed by different aspects and issues: monopsonistic markets and international com-
petition in Poland and Hungary, difficult access to the dairy market (including organic)
and milk processing in Lithuania, providing market access to smallholders in Slovakia
and Bulgaria, entering the farm and energy supply markets by East German agricul-
tural production cooperatives, and establishing links to the land and labour markets
both in Bulgaria in East Germany. Not only crafting institutions in detail, but also
providing the budgetary preconditions for investments needed to build vertical integra-
tion represent major tasks in this area. Although many scholars like to emphasize that
cooperatives, being based on self-organization, should develop independent from exter-
nal hierarchies, these findings reveal that there is a strong role for a facilitating state.
The Lithuanian case study surprisingly showed that the cooperative leaders did not use
policy measures but built the group by strengthening the cooperative’s own forces. In
contrast, the Slovakian cooperatives implement a variety of policy measures. In Poland
and Hungary, policy support for emerging cooperatives was highly appreciated, and a
strong pledge was made for extending the measures by including investment support
and balancing budgets for achieving a longer term financial strategy, thereby enabling
vertical integration. The Bulgarian case study emphasized the crucial role direct pay-
ments play for the rural society. The East German case study suggests introducing
support measures for those going towards a multi-functional rural cooperative. In the
East German case study, evidence was also provided of the strong incentives deriving
from the German bioenergy policy.
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Policies aiming at the individual cooperative or producer group are certainly rea-
sonable, but the case study results also raise the question whether complementary poli-
cies going beyond this focus may appear equally important when considering the special
context of post-socialist cooperatives and producer groups. This refers to advisory ser-
vices and training activities. Nearly all national experts emphasized the importance
of knowledge and skills. Building a knowledge system for the community involved in
agricultural cooperation is a demanding task. Assistance from, and exchange with, the
cooperative systems in other EU countries could certainly help, provided that such ar-
rangements would be carefully chosen. It is important to be aware that this cannot
be achieved only by involving academic or government experts. An appropriate policy
concept should also engage practitioners from cooperatives and producer groups and
different sectors of agriculture and horticulture. This requires well-organized processes
of knowledge generation and communication. In other words, just occasional visits and
courses might not be sufficient. Instead, well-designed partnerships maybe an effective,
although demanding, setting where experts and practitioners engage in long-term ex-
change and processes of mutual learning and carefully craft elements of the educational
and advisory system.
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SZABÓ G. G., (2012b): Support for Farmers’ Cooperatives; Country Report Hungary.
Wageningen: Wageningen UR.

THEESFELD I. and BOEVSKY I. (2005): ‘Reviving pre-socialist cooperative traditions:
the case of water syndicates in Bulgaria’, Sociologia Ruralis, 45(3): 171–186.

VALENTINOV V. (2007): ‘Why are cooperatives important in agriculture? An or-
ganizational economics perspective’, Journal of Institutional Economics 3: 55–69.
doi:10.1017/S1744137406000555.

VIDICKIENE D. and GEDMINAITE-RAUDONE Z. (2012a): Support for Farmers’ Co-
operatives; Case Study Report: The Role of Post-socialist Cooperatives in Rural Com-
munities in Lithuania. Wageningen: Wageningen UR.

VIDICKIENE D. and GEDMINAITE-RAUDONE ZIVILE. (2012b): Support for Farmers’
Cooperatives; Country Report Lithuania. Wageningen: Wageningen UR.
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New and Old Challenges to Governing Common-Pool Resources

When either of us has given a presentation related to the analysis of
common-pool resources or common-property institutions, someone in 
the audience has frequently remarked: “Why are you wasting your time
with the study of small, unimportant, local resources and outdated 
institutions? Don’t you know that local resources are boring? Common-
property institutions are a thing of the past. Common-property institu-
tions will wither away within the next few decades.” (The estimated time
for the demise of common-property institutions varies from five to twenty-
five years.) The basic message of the challenger is that common-pool
resources are insignificant in modern times and that common-property
institutions are not worth studying because they will not survive.

On the other hand, it is certainly the case that common-pool resources
will continue to be a core type of resource of major theoretical and policy
significance for as long as humans continue to rely on water, air, and the
atmosphere. It is a myth that common-pool resources are all small. In
addition to the prototypic local resources, the oceans, the gene pool, and
the atmosphere are all common-pool resources. No one-to-one relation-
ship exists, of course, between any kind of good or resource and the type
of institutions that are used to govern and manage that resource. Thus,
common-pool resources might continue for a very long time and be gov-
erned entirely by national governments or private property—an unlikely,
but possible, future world. Will common-property institutions survive
into the next century?

Our answer is yes! Further, in addition to existing, robust common-
property institutions, new forms of common property are frequently
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created. The modern corporation, for example, is viewed by some as 
the epitome of private property. A publicly held corporation, however,
is more properly thought of as common property than as strictly private
property. A large number of shareholders, managers, employees, and
customers hold identifiable rights in the corporation, but no one person
or family holds all of the relevant property rights. To make decisions
related to the allocation of resources from a corporation treasury, 
multiple institutional arrangements must be evoked for each and every
kind of decision. No single decision maker can make all of these deci-
sions based entirely on his or her own preferences or values. The impact
of decisions made by one set of actors affects all of the others who have
an economic interest in the profitability of the corporation or an inter-
est in the environmental impacts of the production processes adopted by
the corporation.

In addition to the modern corporation, many urban families now live
in condominiums—a combination of private and common property—as
well as owning rights to use a vacation residence with ten or twenty other
families. The number of common-property institutions appears to be
growing rather than diminishing over time.

On the resource side, we are also creating new common-pool
resources. The Internet and the multiplicity of servers providing access-
ing to Web sites exhibit characteristics of a common-pool resource. It 
is difficult to prevent users from accessing a Web site, and too large a
number of users at a given time can result in collapse of the server. Dif-
ficulties that the Federal Aviation Administration is facing in designing
a system for allocating landing slots for airplanes at U.S. airports illus-
trate how challenging it is to allocate a common-pool resource when the
demand for the resource grossly exceeds supply. These are only a few of
the modern common-pool resources with many difficult and unresolved
governance structures. Studying institutions regulating long-standing
common-pool resources at various scales can provide important lessons
for governing these new common-pool resources.

This volume can be thought of as a long answer to those who 
think common-pool resources involve only small-scale, insignificant,
local resources or that common-property institutions are a thing of the
past. It had its origin in a large international conference for the Inter-
national Association for the Study of Common Property (IASCP) held in
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Bloomington, Indiana, on May 31–June 4, 2000. The conference focused
on new commons and on new challenges to traditional commons.

The chapters in this volume contribute in particular to our under-
standing of the issues involved in answering the following questions: 
(1) What contemporary developments challenge traditional common-
property institutions, and how are these institutions adapting? (2) 
How is the ever-increasing scale of human interactions affecting the gov-
ernance of larger-scale common-pool resources? and (3) What progress
is being made in the design of institutions that “privatize” some rights
that individuals have to the use of a common-pool resource? Though all
the chapters provide a theoretical background for the analyses they
present, they all investigate a common-pool resource governance
problem from the real world and examine challenges that resource 
users face in governing their common-pool resources and how they adapt
to them.

An important challenge in governing common-pool resources lies in
the fact that stocks and flows of these resources are often difficult to
define with great precision. These resources can be fugitive (e.g., fisheries
and wildlife) and often cannot be stored. They are often used at differ-
ent geographic scales, and these uses are often in conflict: local forest
users accrue benefits when the forest is used for timber production, for
example, whereas global users of forests benefit from standing trees as
they sequester a major global pollutant (Young 1999). Further, the use
of common-pool resources often presents negative externalities to those
who do not necessarily benefit from such use. For example, harvesting
timber may lead to the deterioration of water quality downstream from
the location where the timber is harvested (Bruce 1999). The chapters 
in part II of this volume address the challenges of governing complex,
larger-scale common-pool resources, which requires a shift from 
strategies for single-species resource governance to those more suited 
to multiple-species, habitat, and multiple-use common-pool resource 
governance.

Most traditional common-pool resources have already been governed
by one regime or another. These regimes have performed with various
levels of success. The challenge in managing such resources is to devise
more effective institutions when the remnants of the previous regimes
are still present. For example, many policymakers have acted in 
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accordance with the assertion of policy analysts that two alternative
“solutions” exist to the presumed ever-present “tragedy of the com-
mons”: common-pool resources, according to these analysts, were either
to be privatized or to be appropriated by the national government and
managed by a governmental agency. After decades of poor management
and deterioration of common-pool resources, regimes developed in
accordance with this dichotomous thinking are being changed. The 
challenge now is to devise institutions that reallocate the common-pool
resource in the presence of political action by those who would lose in
the process of reallocation. Chapters in part III of this volume analyze
various difficulties of devising private rights to access and withdrawal
from fisheries and to the depositing of pollutants in the air.

Protecting a common-pool resource from overuse requires that users
or external authorities create rules that regulate its use. Devising such
rules requires the joint effort of a large proportion of the resource users.
Given that it is costly and that all resource users will benefit from new
rules protecting the resource, creating such rules itself requires that the
users overcome collective-action dilemmas. Groups with longer tradi-
tions of mutual trust and close-knit communities that enable resource
users to reciprocate in behavior are more likely than other groups to
succeed in devising and sustaining successful institutions (Lam 1998).

Common-pool resources and their users are not only found in isolated
communities lacking connections to the external world. On the contrary,
today most users of common-pool resources interact with other people
in an institutional environment that is external to the one regulating the
common-pool resource and imposes constraints on the regime govern-
ing it. They are forced to seek external legal authorities to protect the
institutions governing the common-pool resource. An external political
process determines how much support such users will receive from 
their national government in enforcing a self-organized regime. This is
particularly important when “outsiders” begin to use a common-pool
resource illegally or would like to gain access to it. The challenges 
of developing this social capital and mobilizing it to affect the external
regulatory environment are addressed by the chapters in part IV.

The questions raised in the preceding paragraphs are addressed in 
this volume from the perspectives of multiple disciplines. One task of
this first chapter is therefore to provide a common vocabulary for the
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enterprise. Consequently, in the next section of the chapter, we will be
addressing the following issues: What are the core meanings of terms
such as “common-pool resources” and “common-property institutions”?
Further, individual authors will be examining some relationships and 
not others. In doing so, they gain analytical strength by focusing on a
limited set of questions. But given the multiplicity of factors that affect
the patterns of resource use, their analyses focus only on a part of these
more complex patterns. To orient the reader to the larger picture, we
therefore develop, in the chapter’s third section, an analytical frame-
work that enables us to see a broader view of the complex set of rela-
tionships that affects the use of common-pool resources. In the closing
section, we provide a brief introduction to the individual chapters in the
volume.

Toward a Common Vocabulary

Considerable confusion exists in the literature about terms such as
“common-pool resources,” “common-property institutions,” “the com-
mons,” and “commoners,” as well as many terms related to these. If
scholars from multiple disciplines are going to collaborate with one
another, it is essential that they develop an analytical approach to their
topic and a technical vocabulary. In this volume, when we refer to a
resource as a common-pool resource, we mean by this that the resource
shares two characteristics with other resources. The first shared charac-
teristic, subtractability or rivalness, has to do with the idea that what
one person harvests from or deposits in a resource subtracts from the
ability of others to do the same. The tons of fish or acre-feet of water
withdrawn from a particular water resource by one user are no longer
available to others using the same resource. The absorptive capacity of
an airshed or watershed is reduced each time a user emits pollutants 
into the air or water. It is this characteristic that can lead to the overuse,
congestion, or even destruction of a common-pool resource (Ostrom,
Gardner, and Walker 1994).

The second shared characteristic relates to the cost of excluding poten-
tial beneficiaries from access to the resource. Common-pool resources
and public goods share a similar problem in that potential beneficiaries
of each face the temptation to be a free rider. They may be able to gain
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benefits without contributing to the costs of providing, maintaining, 
and regulating the resource involved. The institutions that individuals
craft to govern any common-pool resource must therefore deal with the
threats of overuse and of free riding. With well-designed institutions, it
is possible to implement ways of excluding potential users from any
common-pool or public resource. (It is much easier, of course, to design
such institutions with respect to wheat and rice than to the oceans 
or the atmosphere—or even a local watercourse.) Mechanisms of 
exclusion do not come without a cost, however, and regimes for gover-
nance of common-pool resources must all deal with these costs in some
fashion.

In addition to having these two shared attributes, common-pool
resources differ from one another in regard to a wide variety of other
attributes, such as their size, whether the valued units produced by the
resource are mobile like water or wildlife or stable like a forest stand,
whether these units are stored, and how variable their production over
time and space is (Schlager, Blomquist, and Tang 1994). Thus, any analy-
sis of common-pool problems needs to focus both on the commonalities
and on the differences among common-pool resources.

Institutions that are crafted in efforts to increase the efficiency and 
sustainability of resource use over time can be thought of as the “dos
and don’ts” commonly understood in regard to the entry, harvesting, 
and management of a resource and how individuals acquire or transfer
rights to use a resource (Bromley et al. 1992; Schlager and Ostrom 1992;
McCay and Acheson 1987). Three broad forms of ownership can govern
a common-pool resource: government, private, or common-property
ownership. Many variants of these three broad types of ownership
regimes exist. Further, there is no consistent evidence that any one 
of these regimes is best suited for all types of common-pool resources
(Ostrom, Dietz et al. 2002), even though considerable debate about 
the relative advantages of one regime or the other exists in the academic
literature.

One frequently recommended solution to the tragedy of the commons
is to privatize the resource. Even though a common-property regime 
also is a form of private property, “privatization” usually refers to the
case in which the rights to a resource are allocated to individuals rather
than groups and individuals are free to sell these rights to others. Priva-
tization is, however, hardly ever complete; individual users or firms are
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not assigned all rights, but only the right to access and use the resource
and to transfer their right to another party (Cole 1999). Many common-
pool resources have been privatized, some more successfully than others.
The challenge in privatization of common-pool resources is to devise an
institutional design that ensures sustainability and efficiency in manag-
ing resources with specific characteristics in a given external legal 
and regulatory environment. We cannot simply transfer an institutional
design that worked well for managing one type of common-pool resource
in one region of the world to another type of resource in another region
and expect to repeat the success. For example, private individual trans-
ferable rights may work efficiently to reduce air pollution in the United
States, but this solution may not work efficiently for other resources in
other countries with political and institutional environments that differ
from that in the United States.

Many common-pool resources exhibit high uncertainty in the flow of
their stocks and in the effects that resource withdrawals have on resource
stocks. For example, estimating the current stock of fish in a particular
fishery is always an uncertain task (Wilson 2002). Further, estimating 
the effect of the withdrawal of a given quantity of fish on fish stocks is
an even more uncertain task given that many other factors that are
exogenous to policy design affect the stocks (e.g., weather and pres-
ence/absence of predators). If policymakers specify a total allowable
catch—allocated as individual fishing quotas among fishermen—in an
effort to ensure the sustainable use of the fishery, they may succeed in
accomplishing this objective or they may not. Successful implementation
of such a scheme requires that the total allowable catch, and thus the
individual fishing quotas, be reestimated over time. Such policy flexibil-
ity, however, reduces the security of rights allocated to individual users.
Some institutions are more capable of handling these types of uncertainty
than others (Rose 2002). The pertinent question, then, is how to devise
institutions that allow for the necessary flexibility without reducing the
individual’s incentives for resource stewardship. Let us now embed that
question in a broader framework.

Analytical Framework

Resource use depends on multiple groups of factors. Linkages among
these factors and common-pool resource use are presented in figure 1.1
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(see also Thomson 1992; Oakerson 1992). Contributions of this volume
to this framework are depicted with double lines. The external economic
environment affects users’ preferences and assets. Two external markets
are especially important in this regard: markets for goods and services
originating from the common-pool resource and markets providing 
alternative sources of income to resource users (Jodha 1985). Political
and legal environments affect the institutions that govern common-pool
resource use. Actors in the external legal environment can devise insti-
tutions governing common-pool resources, assign legitimacy to common-
pool resource users that enables them to devise their own institutions
and implement them successfully, and define how various institutional
levels interact. The external political environment, with its processes 
of selecting the political party in power, affects the policies selected and
devised in the legal environment. Technology affects the institutions 
governing common-pool resource use indirectly, by providing methods
for monitoring such use, as well as directly, by providing the means
employed in common-pool resource use and extraction.

Characteristics specific to a particular common-pool resource and its
users affect institutions governing the use of that resource. The more
uniform, simple, and small-scale the resource is, the easier it is to design
institutions governing it and to prevent its overuse and deterioration. By
the same token, complex resources with interactive use and negative
externalities are especially difficult to manage. Chapters in part II of 
this volume examine how the latter characteristics affect institutions 
governing the resource use. Characteristics of individual common-pool
resource users, such as their preferences and assets, and characteristics
of the group (group cohesion, trust, homogeneity, size) affect institutions
governing the resource. Common-pool resource use is then affected by
the institutions governing it and the available technology. The previous
linkages have been analyzed in the common-pool resource literature (see, 
e.g., Bromley et al. 1992; McCay and Acheson 1987; Gibson, McKean,
and Ostrom 2000).

In addition to these linkages, there are others that are not widely 
examined in the existing literature on common-pool resources and are
the focus of parts III and IV of this volume. Institutional design is usually
conceptualized as a function of multiple factors including characteristics
of resource users. Chapters in part III of this volume examine, however,
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how the characteristics of resource users can, in turn, be affected by the
chosen institutional design. In particular, they examine how a selection
of a particular institutional design, such as private transferable rights to
use a resource, motivates some resource users to cooperate in efforts to
prevent overuse of the resource, whereas other users opt not to partici-
pate in these efforts. Further, these chapters examine how adopting of
private transferable rights affects the initial resource users as individuals
and as groups. Chapters in part IV of this volume challenge an analyti-
cal approach in the common-pool resource literature that treats external
political environment as exogenous to local common-pool resource gov-
ernance. They indicate how common-pool resource users can bring their
social capital to bear to affect the external political and legal environ-
ments in addition to affecting resource use. We now turn to a detailed
discussion of the framework presented in figure 1.1.

Characteristics of a Common-Pool Resource and Their Effect on
Institutional Design
Research in the last two decades has explored which characteristics of
the biophysical world (i.e., of the common-pool resource) are conducive
to establishing and sustaining institutions that prevent overuse and dete-
rioration of common-pool resources. Key variables have been identified
that, holding all other factors constant, promote successful common-
pool resource management (McCay and Acheson 1987; E. Ostrom 1990,
2001). The relationships between these variables and management out-
comes, however, are not deterministic. Some characteristics have a
stronger effect on some rules and a weaker effect on others (Ostrom,
Gardner, and Walker 1994). Multiple institutions have been designed
that overcome some difficulties conditioned by the physical world
(Dolšak 2000). Further, in the complex world of natural common-pool
resources, it is a challenge to apply an analytical approach of varying
one variable (i.e., the resource characteristics) while holding others con-
stant. However, the following characteristics of common-pool resources
have been identified as conducive to successful governance of such
resources: small size, stable and well-delineated resource boundaries, 
relatively small negative externalities resulting from resource use, ability
of resource users to monitor resource stocks and flows, moderate level
of resource use (i.e., the extent of the resource use is significant so that
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the resource stocks do not seem abundant, yet the resource is not over-
used beyond the point at which it is still possible to prevent its deterio-
ration), and well-understood (by the users) dynamics of the resource.

Common-pool resources of smaller size are considered by many schol-
ars to be more conducive to the establishment and maintenance of insti-
tutions for managing the resource successfully (see discussion in Baland
and Platteau 1996). At this point, however, we do not have a good def-
inition of the size of a common-pool resource. Researchers usually group
common-pool resources into local, regional, and global resources. Also,
it is not clear how the size itself affects institutional design. Rather, size
may interact with other variables. Smaller common-pool resources are
easier to monitor (Tucker 2000). Stocks of small resources can usually
be monitored by relatively simple methods with high reliability. Small
common-pool resources usually have fewer users, in which case the mon-
itoring of resource flows is simpler and the effects each unit of resource
flow has on resource stocks and levels of compliance with the resource
use limits are easier to measure than for large common-pool resources.
On the other hand, stocks and flows from large-scale common-pool
resources, such as those on regional or global scale, require more sophis-
ticated measurement techniques.

Even though it is more difficult to design and enforce institutions to
manage regional and global resources, several have been successfully
managed and protected (Young 1994). Devising and implementing these
institutions requires the effort of a larger group of resource users and
more sophisticated technologies than those required for resources on a
smaller scale. This calls for devising institutions at various levels of
spatial aggregation and linking them (McGinnis and Ostrom 1996). The
question then arises as to what we give up by devising institutions at any
given level. Alternatively, how do we link various levels so that we
combine advantages of institutions at various levels (Young 2002; Berkes
2002)?

Common-pool resources with well-delineated and stable boundaries
are found to be more conducive to the emergence and sustenance of insti-
tutions for their management than those that do not have such bound-
aries. If boundaries of a particular resource are well understood and do
not change over time, then it is easier to determine the users of the
resource and the extent of their resource withdrawal. On the other hand,
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if the resource generates units that move substantial distances—such as
migrating fish—the number of users of the resource drastically increases,
making it more difficult to create and maintain institutions to prevent
overuse of the resource.

Relatively simple common-pool resources with a limited extent of 
negative externalities are easier to manage than those that are part of a
complex, interactive system of resources. The more complex the system
of resources, the more difficult it is for resource users to agree on rules
addressing these externalities. In any analysis of externalities, however,
we need to define carefully the type of externality we are examining, as
different types of externalities require different rules. Use of a common-
pool resource by one user creates externalities for other users of that
resource. (For example, in fisheries, withdrawals by one user create neg-
ative externalities for other users.) Withdrawing one unit of a resource
reduces the number of resource units available to other resource users,
thereby increasing the costs of withdrawal. Further, if the resource
exhibits heterogeneity in spatial resource distribution (more-productive
versus less-productive fishing spots, for example), resource users must
devise rules that assign access to particularly productive spots. If the 
technology of resource withdrawal exhibits heterogeneity (for example,
trawlers versus smaller boats, use of dynamite versus nets, etc.), then the
use of one technology imposes negative externalities on users of other
technologies. Again, rules must be devised that address these different
types of externalities (Ostrom, Gardner, and Walker 1994).

When a common-pool resource is part of a complex system, and the
information on the interactions among resources in the system becomes
available only over time, with a continuous use of these resources, 
then more complex institutions that manage the interconnected system
resources must be devised. For example, the harvest level of one fish
species may be affected by levels of harvest of other species (reducing 
the number of predator species may increase the stock of a given species;
reducing the amount of species that constitute an important link in the
food chain of a given species may reduce the stocks of that species).
Further, the level of fish stocks may be affected by the quality of the
water in which they live, which is a function of the use of water as a
pollution sink (Olsen and Shortle 1996). In this case, we need to devise
institutions regulating multiple species or even ecosystems. This may 
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significantly increase the number of resource users that have to be 
regulated, as well as their heterogeneity. In chapter 3, Hanna examines
how these challenges are addressed in the new regulations for fisheries
in the United States.

A further difficulty in measuring resource stocks and flows is exhib-
ited in resources that have nonuniform pattern of effects of flows on the
stocks. For example, a unit of deposited air pollutant in one area may
have more detrimental effects on stocks of a particular resource than a
unit deposited in other areas. Research on using the atmosphere as a sink
for air pollutants suggests this is a major problem in devising rules for
maintaining air quality, especially for pollutants that remain in close
proximity to the emission point, for example, nitrous oxides or lead
(Tietenberg 1974, 1980, 1990; Hahn and Hester 1989). Empirical analy-
ses comparing management of various common-pool resources suggest,
however, that the problems of nonuniformity of resource use can be 
significantly reduced by choosing an appropriate institutional design.
Examples include introducing exchange ratios for the use of air as a 
pollution sink at various localities or choosing to regulate the product
causing the air pollution (e.g., gasoline) rather than air-polluting 
activities (e.g., driving) (Dolšak 2000).

Common-pool resources with a moderate to heavy level of resource
use are more likely to be regulated in an attempt to prevent overuse than
resources that are either highly abundant or so near destruction that no
institutional design regulating their use is likely to bring about a signif-
icant improvement (Ostrom 2001). There are some resources, however,
that have been regulated only as they approached serious deterioration
or extinction. This predominantly holds true for resources with a very
large number of users with very heterogeneous interests in resource
preservation. Such resources include the ozone layer and endangered
species.

Common-pool resources whose stocks are time dependent are even
more difficult to manage than those that exhibit no time dependence.
Experimental research (Herr, Gardner, and Walker 1997) has examined
emergence and performance of institutions to manage time-independent
and time-dependent common-pool resources in a laboratory. Results in
the laboratory indicate a much more pessimistic picture for management
of time-dependent than of time-independent resources; the former were
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destroyed in as few as four repetitions of an experiment. Empirical
research suggests that users of renewable resources pay close attention
to the withdrawal rate and replacement rate. They are less likely to devise
institutions to manage common-pool resources if they estimate that the
replacement rate grossly exceeds the withdrawal rate, or if they estimate
that the withdrawal rate exceeds the replacement rate by so much that
the common-pool resource is close to destruction already.

The relationship between the replacement rate and withdrawal rate for
a particular resource may change over time because of many factors.
Replacement rates may change as a result of factors that are beyond the
effects of policy design, and it is possible that these changes may go un-
observed for some time before the common-pool resource users become
alarmed. Further, technological development can increase withdrawal
rates and alter the status of some resources from renewable to non-
renewable. Examples of such developments are depletion of the ozone
layer and global warming (Young 1993).

Several new, man-made common-pool resources fall into the category
of instantly renewable. These include the electromagnetic spectrum, 
airplane landing slots, and the Internet. An important characteristic of 
these systems is that overuse of them has little impact over time once the
overuse ends. The problem is one of crowding, rather than degrading 
the characteristics of the system itself. Just as it appears that nonrenew-
able resources generate different indicators of their condition to users
than do those that are renewable over a moderate timeframe, it is likely
that instantly renewable resources also provide different indicators. 
For example, systems of instantly renewable resources are by definition
forgiving, in that they instantly reward changes in user behavior. Because
there is little danger of overshooting and collapse, there may be more
willingness on the part of those responsible for governing such systems
to experiment with novel approaches to their management, because 
the costs of institutional mistakes are small. On the other hand, since the
consequences of poorly designed and enforced institutions are reversible,
there is less incentive to take any serious action with respect to 
governance of such resources.

Empirical research also suggests that common-pool resources with
stocks whose dynamics are well understood are more conducive to 
the creation and maintenance of institutions to manage them (Ostrom
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2001). Theoretical analyses yield similar findings (Olsen and Shortle
1996; Pindyck 1984, 1991). To be able to devise successful rules for 
regulating stocks and flows of a common-pool resource, resource 
managers have to understand the variables that affect the stocks of 
a common-pool resource over time, especially variables that can be 
manipulated by institutional design.

If benefits of using a common-pool resource accrue to users at multi-
ple levels, users of the resource have to devise institutions at all these
multiple levels and link them. Berkes (2002) and Young (2002) suggest
that, rather than those that select one given level at which a common-
pool resource with users at multiple levels will be governed, institutional
designs developed at interconnected multiple levels work better. The dif-
ficulty arises when users of a common-pool resource at various levels are
in conflict. This issue is addressed by Geores (chapter 4) and Singleton
(1998).

Characteristics of Common-Pool Resource Appropriators
Research in the past twenty years has substantially increased our under-
standing of the effect of the number of resource appropriators and their
heterogeneity on the performance of institutions for managing common-
pool resources. Users who trust each other are more likely to restrain
their use of the common-pool resource and comply with agreed-upon
limits of resource use. Further, users who are connected by multiple issues
and over a longer period of time can use issue linkages and reciprocity
to induce cooperation. Building social capital, however, requires time and
resources. In chapter 9, Anderson, Locker, and Nugent study how finan-
cial capital can be used to build social capital (as defined by Putnam
[2000] and conceptualized as a public good) and prevent resource dete-
rioration. A different concept of social capital is employed in chapter 10
by Birner and Wittmer. They develop their notion of social capital based
on the work of Bourdieu (1992), who defines social capital as a private
resource resulting from the individual’s position in a network.

External Economic Environment
It would be outdated to view common-pool resources and the com-
munities using them as isolated and autarchic. On the contrary, many
common-pool resource users rely on external markets both for their
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alternative sources of income and for a market in which they can sell
products originating from use of the resource as well. These linkages
affect the extent of the common-pool resource use.

The common-pool resource literature illustrates that access to a
market and commercialization of the commons does not have a uniform
effect across resources studied. On the one hand, commercialization is
seen as destroying the social fabric of communities, replacing traditional
principles of cooperation with those of competition and causing resource
deterioration (Sengupta 1995; Long et al. 1999; McCay and Jentoft
1998). Commercialization and access to markets shifts cultivation 
from traditional species to cash crops. Commercialization also increases
income differentiation in communities. Households without sufficient
labor to produce cash crops are left behind. Such a shift does not occur
in communities without access to a market (Long et al. 1999).

On the other hand, commercialization is seen as protecting the
commons by generating sufficient financial resources for investments in
resource regeneration, technology advancements, and, thereby, institu-
tional sustenance (Morrow and Watts Hull 1996; Ascher 1995). Access
to markets requires, however, that community members (or a trusted
council) be trained to understand the dynamics of market economies so
that they are not cheated.

Economic globalization provides opportunities for users of local
common-pool resources to access larger markets in which they can sell
goods or services originating from the use of those resources. In an envi-
ronment that supports cash crop cultivation, taking advantage of these
opportunities may result in common-pool resource deterioration and
even destruction. The leveling of forests to make way for coffee planta-
tions offers an example of such deterioration and destruction (South-
worth and Tucker 2001). Increased economic globalization, however,
when linked to “global environmental values” (Wapner 1995), may 
actually protect local common-pool resources. Globalization of envi-
ronmental concerns may result in increased demand for local resource
preservation, financed by individuals or businesses in foreign countries.
Consumers in developed countries may be willing to pay a premium for
products that are harvested and/or produced in a sustainable manner.
Local agencies may then be established in developing countries to issue
certificates for sustainable forest products (Viana et al. 1996; O’Hara 
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et al. 1994). This increases the benefits of sustainable common-pool
resource management that accrue for local common-pool resource users.
Further, debt-for-nature swaps may provide financial resources at a
country level that may be linked to resource preservation.

Globalization and access to markets with a high demand for protec-
tion may actually protect common-pool resources in countries with a
lower ability to postpone current resource use with the goal of protec-
tion (Shultz and Holbrook 1999). It is obvious, then, that we cannot
discuss one single way in which commercialization affects resource 
use; rather, we need to study a number of factors affecting this outcome
and, potentially, to suggest how commercialization can be used to 
the advantage of maintenance of common-pool resources.

Globalization also means that international donor agencies become
involved in developing countries’ resource use. Therefore, we can 
no longer discuss self-sufficient, isolated communities with respect to
common-pool resources. Common-property regimes in developing coun-
tries can benefit from funds available from national and international
donor agencies. In some cases, common-property regimes are even initi-
ated by these donors. This brings into the equation a set of important
new actors and dynamics that all pose challenges for the governance of
common-pool resources. In particular, external funders follow different
time frames and usually operate on a much shorter cycle than is required
for the adaptive development of successful institutions (Morrow and
Watts Hull 1996). When common-property regimes are initiated with
external donors’ funding, a danger exists that the devised rules will not
correspond to the social customs, norms, and value orientations of those
on whom they are imposed. Further, the user community may not be
given authority to change the rules governing the resource; rather, this
authority may be vested in the donor or national government of the
country hosting the project. International donors prefer engaging in 
projects with national governments rather than with the recipient com-
munity (Ostrom, Gibson et al. 2002). The branch of the national 
government overseeing the project may not view it as legitimate and
deserving of funds and may impede the project and even appropriate 
the funds made available for one project to other projects that it finds
to be of higher importance (Martens et al. 2002). On the other hand,
the involvement of powerful international donors may bring legitimacy
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to communities that would otherwise, because of the local power struc-
ture, not be given the authority to govern the resource (Ascher 1995).
Further, the financial capital made available by external donors may
affect the social fabric of the communities (Anderson, Locker, and
Nugent, chapter 9).

External Legal Environment
The external legal environment devises institutions for governing
common-pool resources and/or gives legitimacy to users to enable them
to devise their own institutions and implement them successfully. When
both external regulatory agencies and resource users create and enforce
rules regulating a resource, conflict may erupt among competing rule
systems that can potentially bring ruin to the resource, as presented in
chapter 2 by Acheson and Brewer.

Regardless of who governs a particular common-pool resource, it is
essential to regulate access to the resources and to enforce the rules for-
mulated to govern its use. Many national agencies that govern common-
pool resources lack sufficient resources to enforce entry rules; a de jure
state-owned resource turns into a de facto open-access resource. Such an
inability to manage resources successfully, along with pressures of inter-
national donor agencies, has motivated many national governments to
transfer governance of common-pool resources to communities in or
nearby these resources (Agrawal and Ostrom 2001).

Processes of devolution of governance pose a special challenge to users
and to resource preservation. If devolution of authority over a common-
pool resource results in withdrawal of governmental resources that were
previously available for financing works to maintain the resources, the
community may fail to manage the resource successfully. Community
members, who are used to receiving these services free from the govern-
ment, may lack access to credit from other sources and may not be able
to pay for maintenance works or access to new technologies (Long et al.
1999). It is therefore important that communities given governance
authority over common-pool resources gain access to external funding
(Mahamane et al. 1995). Chapter 9 by Anderson, Locker, and Nugent
addresses how external funding can be used for building not only physi-
cal capital but also social capital. Further, devolution of authority for
governing common-pool resources to communities will not necessarily
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result in resource protection if there are markets for cash crops whose
harvest would result in deterioration (cutting timber) or even in destruc-
tion (converting forest into coffee plantations) of the resources entrusted
to the communities and the cash obtained through the raising and 
marketing of those crops proves too tempting.

Institutional Design
The ability of common-pool resource appropriators to communicate,
devise rules for appropriating the resource, and penalize rule-breaching
behavior is considered to be an essential element of successful institu-
tions for common-pool resource management. Designing institutions 
for managing a common-pool resource (i.e., designing rules regulating
resource allocation, monitoring, and enforcement) is a costly effort.
Resource users will devise new institutions for managing that resource
or change existing rules governing its use when the perceived benefits of
the change in the rules exceed the costs associated with creating the rules
and with the change of the resource use pattern. Previous sections of this
chapter have reviewed which characteristics of the resource and its users
are more conducive to the creation of new rules that prevent overuse and
deterioration of the resource. These characteristics enter the calculus of
resource users when they are deciding whether or not to change resource
use rules. Creation, monitoring, and enforcement of rules, however,
involves an aspect of providing a public good. Even those who might be
interested in designing new rules may decide to free ride on the efforts
of others (Ostrom 2001).

This economic motivation for changing the rules governing use of a
resource is, however, not always sufficient to bring about such a change.
Some users of a common-pool resource who are highly motivated to
change the rules governing its use may not have the authority to do so,
as defined by the external environmental regulatory environment and the
constitutional-choice rules of the institutions regulating the resource.
Even if they have the authority to change the rules, they may not be able
to place the discussion on an agenda of a legislative body with the
authority to modify rules. And, even if the discussion of the change of
rules is placed on the agenda, the voting rules used in that body may
prevent the proposed change of the rules from being accepted at the
group level.
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Given the large variation in common-pool resources, their patterns of
use, and their users, researchers agree that no single institutional design
can be devised that will work in all of the many different common-pool
resource situations. Researchers also agree, however, that we can discuss
a set of general principles that increase performance of an institutional
design (E. Ostrom 1990; Tucker 1999; Bardhan 1999):

1. Rules are devised and managed by resource users.
2. Compliance with rules is easy to monitor.
3. Rules are enforceable.
4. Sanctions are graduated.
5. Adjudication is available at low cost.
6. Monitors and other officials are accountable to users.
7. Institutions to regulate a given common-pool resource may need to
be devised at multiple levels.
8. Procedures exist for revising rules.

In the following paragraphs, we analyze the importance of some of these
design principles that are addressed by chapters in this volume.

When rules are devised and managed by resource users, they will better
reflect the characteristics of the resource, and the users will be more
familiar with the rules and thereby less likely to fail to comply with them
(Acheson and Brewer, chapter 2). Resource users may be authorized to
devise rules at several levels. First, rules at the so-called constitutional-
choice level (V. Ostrom 1990, 1997) are those that pertain to formula-
tion, governance, and modification of the regime. If users of the resource
have the authority to define these rules, these users control whose
resource use is limited and define the broad characteristics of the insti-
tutional design. At the second level, users of the resource can be 
authorized to devise only the so-called collective-choice level rules, 
those pertaining to policymaking processes and resource management.
Resource users may, however, have authority only at a third level, to
devise the so-called operational-choice level rules. These are the rules that
pertain to appropriation, monitoring, and enforcement.

Compliance with rules that are easy to monitor and enforce increases
the environmental effectiveness of institutional designs. Monitoring of
rules and sanctioning of those who break them, however, are similar 
to providing public goods. One theory would predict that rational indi-
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viduals would free ride and not contribute resources to ensure moni-
toring and sanctioning. Experimental results suggest, however, that
resource users are often willing to invest resources to ensure monitoring
and sanctioning (Ostrom, Gardner, and Walker 1994; Fehr and Gächter
2000).

Resources of large size, resources that exhibit high complexity, and
resources whose use results in extensive negative externalities may
require that institutions be devised at multiple levels that are connected
(McGinnis and Ostrom 1996). Linking institutions vertically can result
in tensions between benefits and costs of institutional arrangements 
at various levels. These tensions depend on the characteristics of the
resource (the more heterogeneous the resource, that is, providing a
variety of benefits to a number of users at different costs, the higher 
the tensions) and on characteristics of the resource users (higher levels
of institutions governing the resource tend to satisfy economically and
politically powerful actors).

When benefits of common-pool resource use accrue to users at differ-
ent levels (local, national, regional, global), institutions are likely to be
developed at these various levels to govern the resource (Young 2002).
The question, then, becomes how these institutions are to be linked. Such
linkages can be loose or strong, hierarchical or decentralized. The choice
of the type of linkage will depend on (1) the nature of the common-pool
resource, (2) the flow of information across levels, and (3) the power of
individual levels.

The nature of a good can be conceptualized in terms of two charac-
teristics: homogeneity and the extent of negative externalities caused by
the use of the good. If a common-pool resource has very similar char-
acteristics across all levels of resource use, then institutions can be devel-
oped at a high level that effectively govern the use of the resource. If the
use of a common-pool resource results in negative externalities, there are
two solutions. The first is that those who cause negative externalities and
those who bear them can negotiate the acceptable level of such exter-
nalities (Coase 1960). This is the only possible solution when it comes
to international common-pool resources, as no international hierarchi-
cal institution exists that would be able to impose and enforce an insti-
tutional design. This solution, however, is accompanied by very high
transaction costs.
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A second solution is to develop hierarchical institutions at a higher
level of resource use that regulate such common-pool resources (as in the
case of regional air pollution in the United States). If the flow of infor-
mation across levels of resource use is efficient, hierarchical linkages
among levels may be more efficient than strictly decentralized linkages
(Hausken 1995). Whether a hierarchical linkage will actually be estab-
lished, however, will depend on the relationship of powers of actors at
different levels of a hierarchy. If the actors at the lower levels are more
powerful than actors at the higher levels, a hierarchical system may not
be designed, even though it would be more efficient than a large number
of local institutions.

With increased connectedness of resource users in many spheres of
their lives, such as natural environment and economic activity, institu-
tions at various levels of resource use need to be nested. The question
then arises as to whether increased connectedness requires unified 
institutional designs for governing common-pool resources across entire
regions. Effective institutions for managing such resources are designed
to take natural environments into account. If we then have environ-
mental differences among subregions, we would expect to see differences
in institutional designs in these subregions (Low et al. 2002). It is impor-
tant, however, to design linkages across subregions that allow for effec-
tive communication among decision makers and coordination of adopted
institutions.

When preferences as to how a common-pool resource is to be used
differ across levels, institutions have to be designed to resolve such con-
flicts. In the case of hierarchical linkages among levels, resource users at
the higher levels may be able to impose rules regulating resource users
at lower levels. In the case of weak and decentralized linkages, on the
other hand, resource users at higher levels may not be able to dictate a
particular resource use schedule. Rather, they may offer to cover a part
of the costs of changing the institutions governing the use of the resource.
The question then arises as to what proportion of these costs the higher-
level organizations should cover. International environmental organiza-
tions, such as Global Environmental Facility, have developed a principle
of additionality to help in determining how these costs should be appor-
tioned among the levels. Under this principle, an international organi-
zation covers any costs of changing institutions governing common-pool
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resource use at a lower level beyond what brings benefits to that lower
level. In theory, this principle makes sense, but it is extremely difficult to
operationalize it in reality.

Procedures for revising rules allow for a trial-and-error, incremental
process to devising institutions for governing common-pool resources.
This is especially important in the case of resources whose stocks and
flows we cannot measure with high reliability, whose dynamics we do
not yet understand, whose dynamics depend on factors that are beyond
what institutional design can affect, or whose resource use patterns
quickly adapt to changes in demand for the resource or in technologies
used in resource appropriation. As Farrell and Morgan (chapter 7) illus-
trate for the global atmosphere, these procedures are not linear; changes
in the incentives of various actors over time can result in major changes
in governance institutions.

Privatization as a solution for preventing the overuse of common-
pool resources has been recommended since the mid-1950s. Some 
mid-twentieth-century analysts suggested it as a solution to the limited 
effectiveness of governmental command-and-control instruments in
managing common-pool resources (Gordon 1954; Dales 1968), others
as a solution for preventing overuse of resources that were in open access
(Hardin 1968). Tradable permits have also been suggested as a solution
to reduce overexploitation of common-pool resources (Dales 1968;
Crocker 1966; Montgomery 1972). When property rights are well-
defined and easily enforced, markets efficiently determine what and how
much is produced (based on the market prices), how it is most efficiently
produced (based on the relationships between marginal productivity of
inputs and their prices), how it is distributed (depending on individuals’
income and preferences), and how consumption is allocated over time
(based on differences in individuals’ discount rates). In addition to static
economic cost-efficiency, tradable permits also have dynamic advantages
over command-and-control instruments (Jaffe and Stavins 1995).

Theoretical advantages of private tradable permits to use a common-
pool resource may not often be fully realized because of characteristics
of the common-pool resource and limitations of markets in these permits.
Not all common-pool resources, for example, are easily amenable to the
design of private transferable rights. It is difficult to design tradable
permits for very complex systems with high variability in time and 
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interconnectedness in space (such as ground-level ozone pollution).
Assuring sustainable use of a common-pool resource in the presence 
of high uncertainty over time requires that permit rights be redefined as
new information becomes available. This decreases the security of such
rights and reduces economic motivation for investing in them, thereby
reducing the effectiveness of any institutional design that depends on
such rights. Common-pool resources with spatial negative externalities
require that spatial extent of the rights be limited. This reduces the size
of the market for these rights and again decreases the economic effec-
tiveness of tradable permits based on these rights. This is an important
challenge in designing a tradable permit system. Chapter 7 by Farrell and
Morgan examines these issues in greater detail.

Allocating tradable permits to use a common-pool resource also has
important social consequences. First, allocating these rights to existing
users of a particular common-pool resource at no charge and making
new users purchase the rights creates barriers to new users’ benefiting
from the resource. It is possible to design a system that treats both exist-
ing and new resource users equally. The political feasibility of such a
system, however, would critically depend on the relative political power
of the two groups of users. Second, trading these permits enables those
who place the highest value on the resource to purchase the rights to use
the resource (provided, of course, that they can afford to make the pur-
chase). This way, the market theoretically ensures that the common-pool
resource is used by those who value it most. One unwanted outcome of
this process, however, is that users who place lower valuation on the
resource lose their rights to use the resource. If these users have no alter-
native sources of income, losing the rights to use the resource can result
in loss of means to provide for survival. For some common-pool
resources, tradable permit systems have been shown to lead to a con-
centration of permits in the hands of large corporations, with small users
losing access to common-pool resources. These issues are examined in
greater detail in chapter 5 by Yandle and Dewees (on fisheries in New
Zealand) and chapter 6 by Eythórsson (on fisheries in Iceland).

Technological Development
Technological development may or may not degrade a common-pool
resource (Meyer and Turner 1990). This dichotomy can be explained by
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examining the level of technical development pertinent to each particu-
lar case. Initially, in the agrarian-based economies, population pressures
and technology development resulted in land change that caused a loss
of forest cover, depletion of species, soil erosion, degradation, and carbon
emissions from land change. Advanced industrial economies, however,
may have decreased the pressures on the commons by providing more
efficient ways of using them because of the technological development.

Further, technological development enables us to monitor common-
pool resource use more effectively and at lower costs. Use of citizens
band communication equipment in fisheries has enabled fishermen to
share information about cost-breaching behavior observed in the field.
New emissions-monitoring equipment installed in smokestacks of 
electric utilities and improved computer communication and processing
ability has enabled the U.S. Environmental Protection Agency to engage
in continuous monitoring not only of the quantity of air emissions from
these smokestacks, but also of the number of emissions permits that each
power plant was issued, has purchased, or has sold.

The Volume and Its Organization

This volume analyzes new challenges that owners, managers, policy-
makers, and analysts face in managing natural commons, such as forests,
water resources, and fisheries. It also examines challenges in managing
commons caused by new findings about physical characteristics, about
complexity and interconnectedness, about new institutional arrange-
ments at both the micro (privatization) and the macro levels (economic
and political changes in countries and regions), and about the role of
culture and social capital in sustainable management of the commons.
Practical applications of the issues raised are discussed in light of empiri-
cal analyses of various commons, and suggestions for sustainable man-
agement are presented.

Part II, “Managing Species, Habitats, and Landscapes at Multiple
Scales,” examines specific issues that arise when a common-pool resource
has a high level of interconnectedness with other resources, its bound-
aries are difficult to define and protect, and it provides services at various
levels and on various scales. Chapter 2 by Acheson and Brewer reviews
the traditional and well-functioning territoriality system in the Maine
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lobster fishery and examines institutional changes that have resulted
from an increased demand for the resource. Chapter 3 by Hanna reviews
the key uncertainties in the transition of U.S. marine fisheries regulation
from a single-species approach to one aimed at protection of the ecosys-
tem. It addresses scientific uncertainties, the changing expectations of the
public, the distribution of authority and rights, the role of institutional
and ecological scale, and the role of technology as both a promoter and
inhibitor of conservative use. Chapter 4 by Geores analyzes the issues
related to selection of resource scale, as this is not merely an ecological
or biological question, but also a political one and one pertaining to
resource management. Depending on the scale considered, an analyst and
a manager may or may not observe all processes affecting a common-
pool resource, representation of spatial patterns of such processes will
differ, and the methods required to observe the causal processes among
the factors affecting the resource may differ.

Part III, “Privatization,” examines how common-pool resources can
be successfully privatized. Chapter 5 by Yandle and Dewees reviews the
implementation of individual transferable quotas (ITQs) in fisheries in
New Zealand over the span of a decade. The implementation of these
quotas resulted in economic conflicts among the major stakeholders,
such as fishermen, vessel owners, processors and marketing units,
workers in those facilities, and fishing communities. There is a broad
consensus, however, that the country’s fishing industry is “better off”
since the system has been implemented. Chapter 6 by Eythórsson
addresses the survival of the ITQ system in Iceland, where most of the
public supports the ITQ system, but there is individual disagreement
about the principles for allocating these quotas. Chapter 7 by Farrell and
Morgan examines privatization of the atmosphere as a sink for certain
air pollutants (sulfur dioxide and nitrous oxides). Use of the atmosphere
as a pollution sink can result in levels of atmospheric quality that differ
significantly across large spatial areas. This upwind versus downwind sit-
uation may create important barriers to successful markets for emissions
rights. Chapter 7 therefore focuses on the ways the spatially differenti-
ated effects of emissions have been addressed in the U.S. air pollution
emission markets.

The chapters in part IV, “Financial, Social, and Political Capital: 
Managing Common-Pool Resources and Shaping the Macropolitical and
Macroeconomic Environment,” examine the challenges of building and
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mobilizing social capital. Chapter 8 by Lindayati reviews changes in the
external political environment in Indonesia and links them to the extent
of political autonomy local forest users can regain. Increased democra-
tization of the state creates options for resource users to mobilize their
capital and use the pressure of international donor organizations to force
changes in governance of local forests. These demands for changes,
however, do not easily transfer into devolution of power. Their success
is fairly limited: communities are given only a limited power to manage
the forests that they used to govern entirely.

Chapter 9 by Anderson, Locker, and Nugent examines the role of
social capital as a set of social networks and its importance for common-
pool resource management. The authors develop a framework to analyze
conditions under which microcredit may be available to individuals to
build physical, human, and social capital and to prevent resource over-
exploitation. They illustrate the use of the theoretical framework in their
analysis of microcredit schemes in Vietnam. Chapter 10 by Birner and
Wittmer examines the question of when social capital, conceptualized as
a set of both horizontal and vertical networks, can be translated into the
ability to affect political outcomes (political capital), such as common-
pool resource preservation. Structural parameters of social and political
systems determine which type of social capital actors can accumulate and
to what extent they can transform this into political capital. A case study
of vibrant forestry communities in northern Thailand relates how these
communities converted their social capital into political capital to oppose
a proposed national forestry bill supported by powerful economic actors
and the forestry ministry.

As Dolšak, Brondizio, Carlsson, Cash, Gibson, Hoffmann, Knox,
Meinzen-Dick, and Ostrom discuss in chapter 11 in the concluding part
V, social and financial capital do not necessarily lead to better resource
preservation. Further research needs to focus on operationalizing social
capital and its links to resource management in comparative empirical
studies.
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Introduction: An Overview of the
Knowledge Commons

Charlotte Hess and Elinor Ostrom 

Two monks were arguing about a flag. One said, “The flag is moving.” The other
said, “The wind is moving.” The sixth patriarch, Zeno, happened to be passing
by. He told them, “Not the wind, not the flag; mind is moving.”

—Douglas R. Hofstadter, Gödel, Escher, Bach

The Purpose of This Book

This book is intended as an introduction to a new way of looking at knowl-
edge as a shared resource, a complex ecosystem that is a commons—a
resource shared by a group of people that is subject to social dilemmas.
The traditional study of knowledge is subdivided into epistemic areas of
interests. Law professors argue the legal aspects of knowledge in regard to
intellectual property rights. Economists consider efficiency and transac-
tion costs of information. Philosophers grapple with epistemology. Librar-
ians and information scientists deal with the collection, classification,
organization, and enduring access of published information. Sociologists
examine behaviors of virtual communities. Physical scientists study
natural laws. Every discipline, of course, has a claim on knowledge; this is
the common output of all academic endeavors. The focus here is to explore
the puzzles and issues that all forms of knowledge share, particularly in
the digital age. The intention is to illustrate the analytical benefits of apply-
ing a multitiered approach that burrows deeply into the knowledge-
commons ecosystem, drawing from several different disciplines.

Brief History of the Study of the Knowledge Commons

The exploration of information and knowledge as commons is still in its
early infancy. Nevertheless, the connection between “information” in its



various forms and “commons” in its various forms has caught the atten-
tion of a wide range of scholars, artists, and activists. The “information-
commons” movement emerged with striking suddenness. Before 1995,
few thinkers saw the connection. It was around that time that we began
to see a new usage of the concept of the “commons.” There appears to
have been a spontaneous explosion of “ah ha” moments when multiple
users on the Internet one day sat up, probably in frustration, and said,
“Hey! This is a shared resource!” People started to notice behaviors and
conditions on the web—congestion, free riding, conflict, overuse, and
“pollution”—that had long been identified with other types of commons.
They began to notice that this new conduit of distributing information
was neither a private nor strictly a public resource.

An increasing number of scholars found that the concept of the
“commons”1 helped them to conceptualize new dilemmas they were
observing with the rise of distributed, digital information. In the mid-
1990s, articles suddenly started appearing in various disciplines address-
ing some aspect of this new knowledge commons. Some information
scientists made inroads in new areas of virtual communities and
commons (Rheingold 1993; Brin 1995; Hess 1995; Kollock and Smith
1996). Others explored commons dilemmas on the web, such as con-
gestion and free riding (Huberman and Lukose 1997; Gupta et al. 1997).
The largest wave of “new-commons” exploration appeared in the legal
reviews. Commons became a buzzword for digital information, which
was being enclosed, commodified, and overpatented.2 Whether labeled
the “digital,” “electronic,” “information,” “virtual,” “communication,”
“intellectual,” “Internet,” or “technological” commons, all these con-
cepts address the new shared territory of global distributed information.

Study of Traditional Commons

For us, the analysis of knowledge as a commons has its roots in the
broad, interdisciplinary study of shared natural resources, such as water
resources, forests, fisheries, and wildlife. Commons is a general term that
refers to a resource shared by a group of people. In a commons, the
resource can be small and serve a tiny group (the family refrigerator), it
can be community-level (sidewalks, playgrounds, libraries, and so on),
or it can extend to international and global levels (deep seas, the atmos-
phere, the Internet, and scientific knowledge). The commons can be well
bounded (a community park or library); transboundary (the Danube
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River, migrating wildlife, the Internet); or without clear boundaries
(knowledge, the ozone layer).

Commons analysts have often found it necessary to differentiate
between a commons as a resource or resource system and a commons as
a property-rights regime. Shared resource systems—called common-pool
resources—are types of economic goods, independent of particular prop-
erty rights. Common property on the other hand is a legal regime—a
jointly owned legal set of rights (Bromley 1986; Ciriacy-Wantrup and
Bishop 1975). Throughout this book, the more general term commons
is preferred in order to describe the complexity and variability of knowl-
edge and information as resources. Knowledge commons can consist of
multiple types of goods and regimes and still have many characteristics
of a commons.

Potential problems in the use, governance, and sustainability of a
commons can be caused by some characteristic human behaviors that
lead to social dilemmas such as competition for use, free riding, and over-
harvesting. Typical threats to knowledge commons are commodification
or enclosure, pollution and degradation, and nonsustainability.

These issues may not necessarily carry over from the physical envi-
ronment to the realm of the knowledge commons. There is a continual
challenge to identify the similarities between knowledge commons and
traditional commons, such as forests or fisheries, all the while exploring
the ways knowledge as a resource is fundamentally different from
natural-resource commons.

With “subtractive” resources such as fisheries, for instance, one
person’s use reduces the benefits available to another. High sub-
tractability is usually a key characteristic of common-pool resources.
Most types of knowledge have, on the other hand, traditionally been
relatively nonsubtractive. In fact, the more people who share useful
knowledge, the greater the common good. Consideration of knowledge
as a commons, therefore, suggests that the unifying thread in all
commons resources is that they are jointly used, managed by groups of
varying sizes and interests.

Self-organized commons require strong collective-action and self-
governing mechanisms, as well as a high degree of social capital on the
part of the stakeholders. Collective action arises “when the efforts of two
or more individuals are needed to accomplish an outcome” (Sandler
1992, 1). Another important aspect of collective action is that it is vol-
untary on the part of each individual (Meinzen-Dick, Di Gregorio, and
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McCarthy 2004). Self-governance requires collective action combined
with “knowledge and will on the one hand, and supporting and consis-
tent institutional arrangements on the other hand.”3 Social capital refers
to the aggregate value of social networks (i.e., who people know), and
the inclinations that arise from these networks for people to do things
for each other (i.e., the norms of reciprocity) (Putnam 2000). Through-
out this book we will see these three elements—collective action, self-
governance, and social capital—frequently in play.

Since the mid-1980s and the formation of the International Associa-
tion for the Study of Common Property,4 a large number of international,
interdisciplinary studies have focused on various types of commons
resources. More and more researchers began to realize that combining
disciplines and pooling knowledge was the only way to arrive at deeper
understandings of effective commons management. One well-known
fisheries researcher illustrates the urgent need for a multidisciplinary
approach in the introduction to her 1989 edited volume:

[The authors] share a belief that we can no longer afford to tackle these
intractable problems in isolation from one another. All efforts are needed. All
examples add something to our understanding. The making of this book had
already stimulated unusual collaboration in research and our hope is that it will
further the process of bringing about better communication across disciplines
and between theoreticians and practitioners. (Pinkerton 1989)

To be able to understand the complex processes at work in a commons
such as a fishery, researchers over the past twenty years5 have demon-
strated the necessity of examining the biological, economic, political, and
social elements involved that lead to the success or failure of the resource
system.

While the bulk of commons research has been aimed at natural-
resource commons, particularly forests and land, fisheries, and water
resources, attention to human-made resources has increased dramatically
since 1995. Whether the focus is traditional or new, however, the essen-
tial questions for any commons analysis are inevitably about equity, 
efficiency, and sustainability. Equity refers to issues of just or equal
appropriation from, and contribution to, the maintenance of a resource.
Efficiency deals with optimal production, management, and use of the
resource. Sustainability looks at outcomes over the long term. Many
studies hone in on issues of property-rights regimes and the various chal-
lenges of common property. Indeed, the important distinctions between
the terms “common property” and “common-pool resource” grew out
of this scholarship.
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One of the truly important findings in the traditional commons
research was the identification of design principles of robust, long-
enduring, common-pool resource institutions (Ostrom 1990, 90–102).
These principles are

• Clearly defined boundaries should be in place.
• Rules in use are well matched to local needs and conditions.
• Individuals affected by these rules can usually participate in modifying
the rules.
• The right of community members to devise their own rules is respected
by external authorities.
• A system for self-monitoring members’ behavior has been established.
• A graduated system of sanctions is available.
• Community members have access to low-cost conflict-resolution 
mechanisms.
• Nested enterprises—that is, appropriation, provision, monitoring and
sanctioning, conflict resolution, and other governance activities—are
organized in a nested structure with multiple layers of activities.

These principles were discovered after conducting a large set of empir-
ical studies on common-pool resource governance. One of the central
findings was that an extremely rich variety of specific rules were used in
systems sustainable over a long time period. No single set of specific
rules, on the other hand, had a clear association with success. Only after
grappling with this wide diversity of robust systems was it possible to
identify general principles that tended to underlie the robust institutions.
The eight factors identified were those found to exist in most robust 
institutions—but they were absent in failed systems. These principles
have inspired hundreds of studies. And they are, indeed, helpful as a pos-
sible place to start an investigation. But they are in no way prescriptive—
nor are they models. Rather, they are insightful findings in the analysis
of small, homogeneous systems. Whether they apply to the study of large
and complex systems like the knowledge commons is a question for
further research.

Knowledge as a Resource

Knowledge in this book refers to all intelligible ideas, information, 
and data in whatever form in which it is expressed or obtained. Our
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thinking is in line with that of Davenport and Prusak (1998, 6), who
write that “knowledge derives from information as information derives
from data.” Machlup (1983, 641) introduced this division of data-
information-knowledge, with data being raw bits of information, infor-
mation being organized data in context, and knowledge being the
assimilation of the information and understanding of how to use it.
Knowledge as employed in this book refers to all types of understand-
ing gained through experience or study,6 whether indigenous, scientific,
scholarly, or otherwise nonacademic. It also includes creative works,
such as music and the visual and theatrical arts. Some view knowledge
as polemical, in that it has “dual functions”—as a commodity and as a
constitutive force of society (Reichman and Franklin 1999; Braman
1989). This dual functionality as a human need and an economic good
immediately suggests the complex nature of this resource. Acquiring and
discovering knowledge is both a social process and a deeply personal
process (Polanyi 1958).

Further, knowledge is cumulative. With ideas the cumulative effect is
a public good, so long as people have access to the vast storehouse, but
access and preservation were serious problems long before the advent of
digital technologies. An infinite amount of knowledge is waiting to be
unearthed. The discovery of future knowledge is a common good and a
treasure we owe to future generations. The challenge of today’s genera-
tion is to keep the pathways to discovery open.

Ensuring access to knowledge is made easier by examining the nature
of knowledge and identifying the ways in which it is a commons. This
approach is in contrast to the standard economics literature. In that lit-
erature, knowledge has often been used as the classic example of a pure
public good—a good available to all and where one person’s use does
not subtract from another’s use. In the classic treatment of public goods,
Paul A. Samuelson (1954, 387–389) classified all of the goods that might
be used by humans as either pure private or pure public. Samuelson and
others, including Musgrave (1959), placed all the emphasis on exclusion.
Goods where individuals could be excluded from use were considered
private goods. When economists first dealt with these issues, they focused
on the impossibility of exclusion, but they later moved toward a classi-
fication based on the high cost of exclusion. Goods were then treated as
if there were only one dimension. It was not until scholars developed a
twofold classification of goods (V. Ostrom and E. Ostrom 1977) that a
second attribute of goods was fully acknowledged. The new schema
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introduced subtractability (sometimes referred to as rivalry), where one
person’s use subtracted from the available goods for others, as an equally
important determinant of the nature of a good. This led to a two-
dimensional classification of goods (see figure 1.1).

Knowledge, in its intangible form, fell into the category of a public
good since it was difficult to exclude people from knowledge once
someone had made a discovery. One person’s use of knowledge (such as
Einstein’s theory of relativity) did not subtract from another person’s
capacity to use it. This example refers to the ideas, thoughts, and wisdom
found in the reading of a book—not to the book itself, which would be
classified as a private good.

Throughout this book, we use the terms knowledge commons and
information commons interchangeably. While some chapters focus
specifically on scholarly and scientific communication, the issues dis-
cussed have crucial relevance that extend far beyond the ivory tower.
Some aspect of knowledge in digital form is the primary focus of all the
chapters, primarily because the technologies that allow global, interop-
erable distribution of information have most dramatically changed the
structure of knowledge as a resource. One of the critical factors of digital
knowledge is the “hyperchange”7 of technologies and social networks
that affects every aspect of how knowledge is managed and governed,
including how it is generated, stored, and preserved.

The growing number of studies regarding various approaches to the
knowledge commons indicates the complexity and interdisciplinary
nature of these resources. Some knowledge commons reside at the local
level, others at the global level or somewhere in between. There are
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clearly multiple uses and competing interests in these commons. Corpo-
rations have supported increased patents and copyright terms, while
many scientists, scholars, and practitioners take actions to ensure free
access to information. Universities find themselves on both sides of the
commons fence, increasing their number of patents and relying more and
more on corporate funding of research, while at the same time encour-
aging open access and establishing digital repositories for their faculty’s
research products.

Most of the problems and dilemmas discussed in this book have arisen
since the invention of new digital technologies. The introduction of new
technologies can play a huge role in the robustness or vulnerability of a
commons. New technologies can enable the capture of what were once
free and open public goods. This has been the case with the development
of most “global commons,” such as the deep seas, the atmosphere, the
electromagnetic spectrum, and space, for example. This ability to capture
the previously uncapturable creates a fundamental change in the nature
of the resource, with the resource being converted from a nonrivalrous,
nonexclusionary public good into a common-pool resource that needs 
to be managed, monitored, and protected, to ensure sustainability and
preservation.

The Tragicomedy of the Commons

The analysis of any type of commons must involve the rules, decisions,
and behaviors people make in groups in relation to their shared resource.
Economist Mancur Olson’s influential The Logic of Collective Action
(1965) is still being read by students today as a basic introduction to the
challenges of human organization. Collective action, voluntary groups
working to achieve a shared goal, is a key ingredient in understanding
commons. Olson laid the groundwork for the study of incentives for
people to contribute to a joint endeavor and outlined the basic problem
of free riding, where one reaps benefits from the commons without con-
tributing to its maintenance.

The impetus for countless studies has been the model of “The Tragedy
of the Commons” (Hardin 1968). Biologist Garrett Hardin created a
memorable metaphor for overpopulation, where herdsmen sharing a
common pasture put as many cattle as possible out to graze, acting in
their own self-interest. The tragedy is expressed in Hardin’s (1968, 1244)
famous lines: “Ruin is the destination toward which all men rush, each
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pursuing his own best interest in a society that believes in the freedom
of the commons. Freedom in a commons brings ruin to all.” This is one
of the most often cited and influential articles in the social sciences and
is still taught in large numbers of university courses worldwide.

Hardin’s vivid narrative contains a number of contentions that
commons scholars have repeatedly found to be mistaken: (1) he was
actually discussing open access rather than managed commons; (2) he
assumed little or no communication; (3) he postulated that people act
only in their immediate self-interest (rather than assuming that some
individuals take joint benefits into account, at least to some extent); (4)
he offered only two solutions to correct the tragedy—privatization or
government intervention. Whether studying California groundwater
basins, North Atlantic fisheries, African community forests, or Nepalese
irrigation systems, scientific case studies frequently seem to answer: Au
contraire, Monsieur Hardin! There may be situations where this model
can be applied, but many groups can effectively manage and sustain
common resources if they have suitable conditions, such as appropriate
rules, good conflict-resolution mechanisms, and well-defined group
boundaries.8

A knowledge-commons variation of the tragedy of the commons that
has become quite popular in the law literature is the concept of the anti-
commons. The term was originally applied to extreme regulatory regimes
in real property.9 Adapted by Michael Heller in 1998,10 the tragedy of
the anticommons in the knowledge arena lies in the potential underuse
of scarce scientific resources caused by excessive intellectual property
rights and overpatenting in biomedical research.

Another frequently used model in commons analysis is the prisoner’s
dilemma (PD), developed in the early days of game theory in 1950 by
mathematician A. W. Tucker at Stanford (Cunningham 1967, 11). The
original narrative of the two-person, noncooperative, non-zero-sum
game concerns two criminals who are interviewed separately about a
crime. Each is given a strong incentive by the prosecutor to inform
against the other. The prisoner’s dilemma has remained popular perhaps
because it is one of the simplest formal games to understand and can
quickly illustrate the problems of collective action and irrational group
behavior when trust and reciprocity have little opportunity to develop
and be expressed.

All of these models—collective inaction, tragedy of the commons, and
the PD game—can be useful in helping to conceptualize some of the
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incentives in simple situations involving various forms of knowledge
commons. The problem with them is that they have been overused as
realistic models of much more complex and dynamic situations. They
are frequently put forth as explaining why participants are “trapped” in
perverse incentives and cannot themselves find ways of increasing trust,
developing norms of reciprocity, or crafting new rules. Yet they are cer-
tainly not predictive of all situations involving a commons dilemma or
any of the specific pet solutions offered to solve these problems. As 
study after study demonstrates, there is no one solution to all commons
dilemmas.

Two Intellectual Histories

Curiously, most of the interdisciplinary work on the knowledge
commons to date is not an outgrowth of the natural-resource commons
literature (although the tragedy of the commons still “plays” at all the
knowledge-commons theaters). Rather, it is rooted in two distinct intel-
lectual histories: the history of enclosure and the history of openness and
inclusiveness—that is, democracy and freedom.

Historically in Europe, “commons” were shared agricultural fields,
grazing lands, and forests that were, over a period of 500 years, enclosed,
with communal rights being withdrawn, by landowners and the state.
The narrative of enclosure is one of privatization, the haves versus the
have-nots, the elite versus the masses. This is the story of Boyle’s (2003)
“Second Enclosure Movement,” featuring the enclosure of the “intangi-
ble commons of the mind,” through rapidly expanding intellectual prop-
erty rights. The occurrence of enclosure is an important rallying cry on
the part of legal scholars, librarians, scientists, and, really, anyone who
is alert to the increasing occurrence of privatization, commodification,
and withdrawal of information that used to be accessible, or that will
never be available in our lifetimes.

This trend of enclosure is based on the ability of new technologies to
“capture” resources that were previously unowned, unmanaged, and
thus, unprotected. This is the case with outer space, with the electro-
magnetic spectrum, and with knowledge and information. The case of
distributed digital technologies is particularly complex and problematic,
as many stakeholders seek to renegotiate their interests in the new digital
environment. Currently there are a vast array of enclosure threats to
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information and knowledge—including computer code as law (Lessig
1999) and new intellectual property legislation (DMCA, TRIPS, the
Copyright Term Extension Act, the Patriot Act, and so on)—that under-
mine free access to public, scientific, and government information.11

Historically in the United States, commons has most often referred to
shared spaces that allow for free speech and the democratic process, most
notably the New England town commons. This is the focus of Benkler’s
(2004) “commons-based production.”12 It is the narrative of digital inter-
operability, open science, collaboratories and scholarly networks, vol-
untary associations, and collective action. The U.S.-type commons
underscores the importance of shared spaces and shared knowledge in
fostering viable democratic societies. Libraries, as Kranich (2004) has
pointed out, have been the quintessential strongholds of democracy. Tra-
ditionally, libraries have been the “protected areas” of the knowledge
commons and librarians are the stewards. This narrative calls forth the
urgency for all information users and providers to become stewards of
the global digital commons.

Clarifying Confusion Surrounding the Knowledge Commons

Two common sources of confusion in the knowledge-commons litera-
ture require clarification. First, open access to information is a horse of
a much different color than open access to land or water. In the latter
case, open access can mean a free-for-all, as in Hardin’s grazing lands,
leading to overconsumption and depletion. With distributed knowledge
and information the resource is usually nonrivalrous. As Suber points
out in this book, open access in the information ecosystem means free
and unfettered access, without costs or permissions. Authors who choose
to make their works available for free may still retain their copyrights.
In this instance, instead of having negative effects, open access of infor-
mation provides a universal public good: the more quality information,
the greater the public good.

Second, the knowledge commons is not synonymous with open access,
although the content and the community network of the open-access
movement, as Suber and Ghosh discuss in their chapters, are types of
commons. Forgive us for repeating that a commons is a shared resource
that is vulnerable to social dilemmas. Outcomes of the interactions 
of people and resources can be positive or negative or somewhere in
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between. Frequently, within the intellectual arena, the concept of the
commons is a battle cry for free speech, universal open access, and self-
governance, as a 2004 conference session illustrated:

With the Internet nurturing the sharing spirit inherent in man, commons has
taken on a new meaning. Free software proved spectacularly that the commons
is a viable alternative to commodification. The term Digital Commons is widely
used but only loosely defined, ranging from jointly owned intellectual property
to public property and the public domain. Still, it has an obvious evocative
power, and the potential to reconceptualize our knowledge environment and 
to unite those fighting for its freedom. (Program abstract for “The Future of 
the Digital Commons,” at the 2004 WOS3 Conference, http://wizards-of-os
.org/index.php?id=1551)

This use of the word commons is not infrequent. It can be constructive
and often provides the impetus to collective action around the commons.
But a commons is not value laden—its outcome can be good or bad, sus-
tainable or not—which is why we need understanding and clarity, skilled
decision-making abilities, and cooperative management strategies in
order to ensure durable, robust systems.

The Knowledge Ecosystem, Collective Action, and Self-Governance:
An Overview of the Chapters in This Book

The rapidly expanding world of distributed digital information has infi-
nite possibilities as well as incalculable threats and pitfalls. The parallel,
yet contradictory trends, where, on the one hand, there is unprecedented
access to information through the Internet but where, on the other, there
are ever-greater restrictions on access through intellectual property leg-
islation, overpatenting, licensing, overpricing, withdrawal, and lack of
preservation, indicate the deep and perplexing characteristics of this
resource.

Knowledge, which can seem so ubiquitous in digital form, is, in reality,
more vulnerable than ever before. When hard-copy journals, for
instance, were sold to libraries and individuals, the decentralization of
multiple copies made the works robust. When journals are in digital form
and licensed to libraries or individuals, the works are centralized and
vulnerable to the whims or happenstance of the publisher. Users who
rely on certain journals being indexed in LexisNexis or other large index-
ing services, are frustrated to find one day that those journals were
dropped and will no longer be indexed. A vast amount of government
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information that used to be freely available online was withdrawn after
9/11 and not replaced. Or, cyberterrorists are too often able to infect or
damage a system or steal confidential information.

On the other hand, collective-action initiatives, such as open access,
and Free/Libre and Open Source Software development, are ensuring
much greater accessibility and robustness of digital resources. Many
questions exist as to how to develop future initiatives that will increase
the security of digital knowledge while not blocking access to those who
would benefit greatly from its use. Several of these issues are addressed
in the chapters to follow in this book.

The book is divided into three parts. Part I, “Studying the Knowledge
Commons,” focuses on new ways to conceptualize and analyze knowl-
edge as a complex, global, shared resource. In chapter 2, David Bollier
reflects on the evolution of the meaning of the commons from a concept
describing some historical developments to its current applications to the
realm of knowledge. Although Garrett Hardin’s essay brought new atten-
tion to the idea of the commons, its misconceptions tended to discredit
the commons as an effective instrument of community governance. After
all, if a “tragedy” of the commons is inevitable, why study it? However,
in the mid-1980s, the flaws in this analysis were explored and scholarly
interest in the commons began to take root. Interest in the commons
grew further in the mid-1990s as the Internet engendered new types of
social communities and communication in an entirely new public sphere,
cyberspace. Yet even with these developments, the concept of the
commons remains novel and alien to many people. Mindful of this
history, Bollier helps readers develop new cognitive maps that enable
them to visualize the knowledge commons in a new light. He points out
the massive shift in our daily life that has resulted from being online,
and how the radical changes in social and economic aspects of knowl-
edge production have generated new problems unforeseen only a few
decades ago. Now, instead of being worried about the absence of clearly
defined property rights, serious thinkers are equally concerned with the
imposition of private control over knowledge that many argue should be
in the public domain. The challenge is how to blend systems of rules and
norms related to this new commons to guarantee general access to the
knowledge that empowers humans while ensuring recognition and
support for those who create knowledge in its various forms.

In the third chapter, Elinor Ostrom and Charlotte Hess present the
Institutional Analysis and Development (IAD) framework that has been
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developed over several decades by colleagues at the Workshop in Polit-
ical Theory and Policy Analysis at Indiana University. The IAD frame-
work originally emerged from our extensive research on urban public
goods, including policing and education (see McGinnis 1999 for an
overview, and Ostrom 2005 for an extensive exposition). It was most
fully developed as we and our colleagues struggled with an understand-
ing of complex linked social-ecological systems; we were trying to under-
stand how diverse rules affect the likelihood of sustaining or destroying
common-pool resources, including groundwater basins, irrigation
systems, grazing systems, and forests. We think the framework will now
be of value in understanding knowledge as a commons—in regard to
both the public-good aspects of this commons and the common-pool
resource aspects. Our goal is to make the framework as accessible as pos-
sible in order to heighten interest and facilitate further applications. As
an illustration, the framework is loosely applied to the action arena of
building a university repository, a locally produced, globally harvested
complex commons.

Part II of the book, “Protecting the Knowledge Commons,” contains
contributions from several well-known authors concerning the problem
of safeguarding the knowledge commons. These chapters draw from the
tradition of guarding against enclosure of the commons. In chapter 4,
Nancy Kranich looks at different types of enclosures of knowledge
commons. She gives a broad review of the role of research libraries in
protecting knowledge, as well as making it available to citizens, as cor-
nerstones of democracy in the contemporary world. Kranich provides
historical background to the current enclosures facing research libraries,
including those caused by the skyrocketing costs of journals. To a large
extent, the current budget crises are an inadvertent consequence of schol-
arly societies turning the publishing of their journals over to private firms
in the 1980s in order to gain high-quality printed journals at a lower
cost to the academic editors and universities involved. The cost of jour-
nals has risen more than three times the increase in the consumer price
index since 1986! This has had further ramifications for the publication
of books and the availability of printed scholarly communications, espe-
cially those located in universities facing stringent budgetary pressures.
These developments, as well as amendments to copyright laws, increased
government secrecy, and other enclosures, contextualize Kranich’s
reviews of contemporary efforts to utilize new technologies and new legal
concepts to reclaim scientific and intellectual assets through diverse open-
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access initiatives. She also suggests ways to advance the theory and prac-
tice of sustainable knowledge commons.

James Boyle is a well-known and articulate spokesperson for the pro-
tection of the intellectual public domain. In chapter 5, he brings together
two seemingly disparate thoughts. Drawing from the work of sociolo-
gist Robert Merton, he discusses the possible impact of fencing off schol-
arship from the general public. He postulates that greater access to
cultural and scientific materials by individuals and groups outside the
academy might have a remarkable impact on scholarship, culture, and
possibly even science. He urges that the knowledge commons not be
restricted to the scholarly community. Boyle also writes about the fencing
off of ideas through copyright and licensing restrictions. He poses some
interesting questions. Would the original author of a very successful
series of books—he uses J. K. Rowling’s Harry Potter books as an
example—really be concerned that copyright protected her work for
seventy years after her death rather than merely fifty years? Yes, if a cor-
poration held the rights, they would be concerned to gain protection for
as long as a government was willing to assign it. Those extra years,
however, have nothing to do with creating an incentive to put in the
hours of work needed to produce good books, pathbreaking research,
or enticing music. At a substantial cost to the public, those extra years
of protection generate profit to those who did not make the original
investment in producing creative work. The chapter illustrates that
knowledge is the domain of the public and that as much of it as possi-
ble needs to be freely available.

In chapter 6, Donald Waters takes on the difficult problem of safe-
guarding and preserving the knowledge commons by focusing in on the
links that are preserved versus the links that disappear. In traditional
publication, scholars use footnotes to link their statements to the author-
itative source for their statement. As more and more scholars link their
work to the web pages of other scholars, the problem of preserving the
digital information becomes ever-more critical, especially when the
average life expectancy of a web page is only a few months! Preserving
electronic scholarly journals becomes a key challenge for the scientific
community, given the number of citations that are currently made to
what might become an ephemeral source in the future. While books and
journals were never published in huge quantities in prior eras, libraries
looked upon their role as one of preserving these precious resources for
future ages. Waters points to the problem of free riding in creating and
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managing archival records. Without good archives, the scientific com-
munication of today may be lost to the scholars of tomorrow. Waters
lays out the key features that are needed to achieve the preservation of
electronic knowledge in regard to legal protection, business models, and
incentives to achieve this.

Part III, “Building New Knowledge Commons,” draws from the intel-
lectual history of collective action, the free exchange of ideas, and col-
laboration in the interest of the common good. In chapter 7, Peter Suber
makes an eloquent and convincing argument for the advantages of
making research and publications available online through open access.
Every author has the ability to participate in building one of the richest
knowledge commons by contributing peer-reviewed journal articles and
their preprints, the primary literature of science. Suber concretely lays
out the steps needed to understand and to participate in the open-access
(OA) movement. He discusses the peculiarities of royalty-free literature,
the conditions and incentives that lead authors to consent to OA, and
some obstacles to an OA commons that have the flavor of a tragedy of
the commons. Importantly, he discusses different funding models, since,
while the user has free access, the producer faces the costs of peer review,
manuscript preparation, and online dissemination, and sometimes also
the costs of digitizing, copyediting, and long-term preservation. He
points out the difference between open-access repositories that do not
attempt to provide peer review and open-access journals that continue
the important task of peer review of scholarly communication. The long-
term existence of broadcast television and radio, which provide free
access to users, makes Suber confident that long-term digital publishing
in an open-access forum is financially feasible. It does, however, require
considerable entrepreneurship in today’s transition from entirely printed
materials to a combination of print and electronic publication. Suber
then provides a good analysis of the various categories of intellectual
property. He concludes by outlining the variety of tragedies of the open-
access commons that universities, publishers, scholars, and the public
will need to overcome.

In chapter 8, Shubha Ghosh weaves a compelling case for under-
standing the role of intellectual property rights in building the knowl-
edge commons. Focusing specifically on patents and copyrights, he
examines a number of pat concepts or solutions and shows that they are
not so pat. We are led through the arguments of intellectual property as
constrictive, as facilitative, and as irrelevant and shown that there is a
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logic to all three of these positions. Ghosh then refocuses the argument
from one about intellectual property as an end to one of intellectual
property as a means in which it can be used as a tool in constructing the
information commons. He proposes three guiding principles that can be
utilized to inform intellectual property policy and to effectively design
the commons: imitation, exchange, and governance. Ghosh explores
important puzzles involving the separation of the market and the state,
showing that these are not reasonably separated.

In chapter 9, Peter Levine demonstrates how a knowledge commons
can be used effectively to stimulate students and citizens more generally
to engage in research of public value, using as well as contributing to the
knowledge commons. He draws on his own experience with the Prince
George’s Information Commons in Maryland near the University of
Maryland. Levine makes a useful distinction between a libertarian
commons and an associational commons. A libertarian commons is one
that anyone can access if they choose. Associational commons are open
to their own members but may be not be open to the public at large.
Before the digital age, paper libraries were shared by associations of indi-
viduals living in communities. Levine argues that commons need pro-
tection by groups interested in their production, care, and maintenance.
Thus, he argues that associational commons will be an important part
of the democratic use of knowledge commons in the future. He describes
the effort by the University of Maryland to develop an effective associ-
ational commons for students and citizens living in Prince George’s
County. By producing knowledge for the commons, students learn about
public issues in a way they would not do otherwise. Levine then urges
other scholars to develop associational commons of this type as a way
of producing important contemporary knowledge, and as a way of train-
ing students about their own communities as well as how to produce
and evaluate knowledge about communities.

In chapter 10, Charles Schweik argues that the collaborative princi-
ples around Free/Libre and Open Source Software (FOSS) development
projects could potentially be applied to develop new knowledge
commons in science. To make this point, Schweik first applies the insti-
tutional analysis and development framework summarized in chapter 3
to analyze the various action situations involved in the open-source soft-
ware commons. He then links the various action situations faced by par-
ticipants in the biophysical world, the relevant communities, and the
rules-in-use affecting the action situations involved in producing and 
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protecting software. Schweik provides a good historical overview of the
effort to develop open-source software licensing agreements and of how
these kinds of information-protection and information-production
arrangements have blossomed. He then extends the analysis to include
a broader array of artifacts beyond that of software to discuss the general
problem of licensing scientific digital content. Readers who are unfamil-
iar with the development of open-source software will find this chapter
a particularly useful history and summary of developments.

Wendy Pradt Lougee focuses chapter 11 on the profound changes occur-
ring in the world of scholarly communication. Her discussion of the
commons explores the increasingly collaborative communities within aca-
demia. Whereas university libraries used to be a separate domain from the
rest of the academy, the boundaries for producing and disseminating
scholarly information, as well as those surrounding the stakeholders
involved in the process, have become quite blurred. In the scholarly-
communication realm, the focus today is on process rather than 
product. Lougee looks at the traditional methods of scholarly 
communication and demonstrates the diversity of norms among academic
disciplines. Those differences are evidenced in how particular disciplines
have adapted to the digital environment, as well as in how libraries have
evolved from being archives or stewards of information goods to being
collaborators and potentially catalysts within interest-based communities.

Chapter 12 provides a perfect example of the blurring of the bound-
aries and stakeholders in the knowledge commons. Economists James C.
Cox and J. Todd Swarthout describe a digital library that they, as a teach-
ing facility, built independently of the university’s library. At center stage
is EconPort, an open-access, open-source digital library for students and
researchers in experimental microeconomics—in essence, a new knowl-
edge commons. Cox and Swarthout describe the content of EconPort and
the educational philosophy that underlies its creation. From an econo-
mist’s perspective, they present a marvelous case study of the incentives,
risks, and possible negative externalities of creating and maintaining a
locally based, discipline-focused digital library and experimental labora-
tory. They also discuss issues of preservation of such an individualized
resource.

Where This Book Leads Us

In this book we are plowing a new field and, perhaps, sowing some seeds.
Our hope is that the chapters herein will serve as guideposts for further
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research. The book brings together scholars from diverse disciplines, out-
lines some critical issues within the new types of commons, and presents
an analytical tool that helps elucidate the complexities of the rapidly
changing environments in the world of knowledge and information.

We hope the readers of this book take away a strong sense that there
are indeed analytical commonalities underlying many problems of deep
concern today. How do we build effective forms of collective action and
self-organizing, self-governing initiatives? How do we break free from
path-dependent and limiting systems and creatively design new systems
that tap into the limitless capabilities of digital information technologies?
How do we effectively safeguard all that is of value in the maintenance
and preservation of the cultural and scientific record? Given such a new
cornucopia of digital information, how do we assess priorities? How do
we evaluate how we are doing? How do we monitor our progress? 
Who should govern the Internet? How are equity and fairness achieved?
How do we protect the interests and creative freedom of authors while
also ensuring wide access to new knowledge and information? How are
universities going to cover the costs of purchasing journals that are 
skyrocketing in price? How will the rise of digital repositories affect 
academic publishers? How are scholarly products that are repro-
duced digitally going to be preserved for the centuries to come? 
What are appropriate and effective business models for knowledge 
preservation?

All of the questions above relate to ongoing challenges in organizing
effective institutional arrangements to enhance the production, access,
use, and preservation of diverse knowledge commons. This is a fasci-
nating era in which to participate in these interesting questions and to
develop better analytical and empirical tools with which to craft answers.

Notes

1. Commons is an awkward word in the English language. The same word is
used for both the singular and plural forms.

2. For example, see Reese 1995; Aoki 1998; Cohen 1998; Benkler 1998; also
Hess and Ostrom 2003.

3. See Wagner 2005, 176, referring to Vincent Ostrom’s concept of self-
governance.

4. See http://www.iascp.org. This association changed its name to the Interna-
tional Association for the Study of the Commons in June 2006.

5. For a history of modern commons research, see Hess 2000, 2003.
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6. Adapted from the American Heritage Dictionary of the English Language
(1969).

7. Barrett (1998, 288) defines hyperchange as “a combination of linear, expo-
nential, discontinuous, and chaotic change.”

8. Feeny et al. 1990; Andelson 1991; Hanna, Folke, and Mäler 1996; Bromley
et al. 1992. See also The Comprehensive Bibliography of the Commons at
http://dlc.dlib.indiana.edu/cpr/index.php.

9. The original concept was developed by Frank Michelman in “Ethics, Eco-
nomics, and the Law of Property” (1982).

10. Heller 1998; see also Heller and Eisenberg 1998.

11. A great deal has been written on various types of information enclosures
(see Benkler 1999; Boyle 2003; Bollier 2004; Lange 2003; Lessig 2001; Shiva
2002; David 2000).

12. Benkler (2004, 1110) writes that “production is ‘commons-based’ when no
one uses exclusive rights to organize effort or capture its value, and when coop-
eration is achieved through social mechanisms other than price signals or man-
agerial directions.”
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ABSTRACT: The concepts of sustainable development and social economy are cur-
rently undergoing a process of convergence, determined by the extension of the concept of
sustainability and the role of social enterprise. In a context in which the primary focus of
management literature, especially of North American origin, concerns the concept and
practices of social entrepreneurship, this paper explores the experiences of European
social enterprises and in particular of Italian social cooperatives. Social cooperatives
are experimenting with initiatives capable of responding to the emergence of new needs
and changes in society in a sustainable way. Based on an analysis of the experience of
various social cooperatives operating in the field of renewable energy sources, tourism,
and the use of assets confiscated from the Mafia, this paper aims to highlight how so-
cial enterprise manages to create contexts of sustainable development, thereby building
interorganizational and intersectoral collaborative networks aimed at the activation
of new paths for local development. This represents evidence of the specific nature of
the social enterprise, which is able to establish a number of coordination mechanisms.
It creates new businesses with public and private, and profit and non-profit partners,
with the aim of achieving a stated goal, or enters into contractual arrangements, in
order to establish business partnerships and build entire local manufacturing supply
chains. In this way social enterprise promotes interaction between resources of a public,
market and community nature.

Keywords: Social economy, social enterprise, social cooperative, sustainability, innovation, Italy

JEL classification: L31, P13, Q56

1 Introduction

The concepts of social economy and sustainability represent distinct areas of inquiry
that have, in recent years, seen a progressive convergence, for two main reasons. Firstly,
there has been a broadening of the concept of sustainability, from a strictly environ-
mental definition, to the current inclusion of several aspects of development, as well as
economic and social dimensions (Kates et al. 2005; Mebratu 1998). Pursuing strategies
and conditions for sustainable development therefore involves dealing with changes
in society, in extremely broad terms, which involve different and strongly interrelated
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aspects of a complex and multidimensional nature (Hopwood et al. 2005; Giddings et al.
2002). Secondly, the social economy and, in particular, the organizations that play
an entrepreneurial role within it, that is social enterprise, appear to be increasingly
involved as the protagonists of these changing dynamics. Social enterprises, such as
democratic organizations that pursue exclusively social aims, place the welfare of entire
communities and specific territories at the centre of their actions and business activity,
producing goods and services that respond to emerging needs (Defourny 2001). Indeed,
as Monzon and Chaves affirm (2008), ‘( . . . ) the Social Economy has not only asserted
its ability to make an effective contribution to resolving new social problems, it has also
strengthened its position as a necessary institution for stable and sustainable economic
growth ( . . . )’. Therefore, the ability to address and provide solutions to emerging
needs is one of the main prerogatives of the social economy and, specifically, the social
enterprise. In particular, it appears from the economic and management literature
that, from an international comparative perspective, social enterprises mainly operate
in the provision of welfare services (Kerlin 2013; Bacq and Janssen 2011; Defourny and
Nyssens 2010a). However, due to the emergence of new needs, such as environmental
protection, the creation of new jobs for young people and the regeneration of social
ties in local communities, projects and activities aimed at sustainable development
are being considered with increasing frequency, and taking on the role of innovation
strategies for the social enterprise (Ridley-Duff et al. 2016; Cameron 2009).

This paper contributes to this branch of studies with the aim of understanding
how social enterprises are able to generate innovations aimed at sustainability, and
define the specific modalities through which initiatives that respond to the emergence of
new needs and changes in society are designed, tested and implemented in a sustainable
way. In more analytical terms, the specific research questions which the work attempts
to answer are the following: what are the antecedents, the strategic decisions, and
the organizational structures through which social enterprises undertake paths of
environmental, social and economic sustainability? And what are the consequences
that such innovative behaviour generates for social enterprises themselves in terms of
the resources and competences acquired?

In order to pursue this knowledge objective, the paper is organized as follows.
Firstly, a review of the relevant literature is presented, with the aim of identifying the
main relationships between the concepts of sustainability and social enterprise. Follow-
ing this, after a description of the methodology employed, the experiences of a number of
social enterprises, and in particular Italian social cooperatives, that have implemented
innovative projects involving sustainability are reported. This leads to a discussion of
the results, the interpretation of the innovative behaviour of social enterprises, and the
identification of the main implications. Finally, the main evidence that emerges on the
relationship between social enterprises and sustainable development is presented.

2 Literature review

2.1 Main research fields

In the economic and managerial literature, the relationship between the
concepts of social economy and sustainable development clearly represents a
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new field of investigation. In particular, the majority of theoretical and empiri-
cal contributions on this issue refer not so much to the specific concepts of the
social economy or social enterprise, as much as to the broader and, in some re-
spects, more complex concept of social entrepreneurship (Choi and Majumdar
2014; Mair and Marti 2006; Nicholls 2006). It may therefore be appropriate to
begin by attempting to identify the main aspects that the various studies share in
common.

Firstly, an element that emerges from the various theoretical formulations
and investigations conducted is the nature of the actors that adopt behaviour and
pursue strategies in pursuit of sustainable development. In the cases described,
the nature of these actors appears quite heterogeneous. As affirmed by Seelos and
Mair (2004), they are individual entrepreneurs that ‘find new and efficient ways
to create products, services or structures that either directly cater to, or enable
others to cater to, social needs that must be satisfied in order to achieve sustainable
development’. Therefore it makes little difference if these actors, in conducting their
activities, are motivated and encouraged by the possibility of making a profit. The
most relevant aspect is the ability to generate significant social value (Seelos and
Mair 2004). This line of study also includes the contribution of Kury (2012) who,
considering the classification proposed by Peredo and McLean (2006), distinguishes
the different means by which social entrepreneurship pursues sustainable develop-
ment strategies, taking on the role of promoter and activator of pathways of social
change.

Secondly, a further element that characterizes the relationship between social
entrepreneurship and sustainability is identified in the nature of the problems that
are addressed and, consequently, the social and geographical contexts in which social
entrepreneurship initiatives are launched and conducted. Generally, the concept of
sustainable development is involved at a time when the intention is to resolve issues
which take on a broad and deep scope, such as the fight against poverty, health
protection for entire populations, the reduction of social inequality, or the economic
development of entire local communities. It is for this reason that a large part of the
studies on the relationship between social entrepreneurship and sustainability describe
the experience of initiatives in developing countries, where such issues are more likely
to be deeply rooted and widespread (Haugh and Talwar 2016; Tobias et al. 2013; Pless
and Appel 2012; Sodhi and Tang 2011).

A final aspect that emerges from the literature is related to the governance of
these initiatives which is, increasingly, based on the ability of social entrepreneurship
to create new business models designed to combat and resolve economic and social
issues (Holt and Littlewood 2015; Yunus et al. 2010; Seelos and Mair 2007). This
involves the planning and implementation of new interorganizational architecture,
by means of which collaboration with individuals and institutions of different kinds,
public and private, profit and non-profit, is encouraged and fostered (Austin et al. 2006;
Mair and Marti 2006), in order to launch new initiatives capable of generating high
economic and social value (and, in certain circumstances, leading to the establishment
of new research trajectories, as in the case of the Bottom of the Pyramid approach,
Hahn and Gold 2014; Sinkovics et al. 2014; London et al. 2010; Prahalad and Hart
2002).
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2.2 The role of social enterprise

In this scenario, the role of the social economy and, in particular, that of the social
enterprise could be enhanced, from both a conceptual point of view, and in terms of the
experiences carried out in the creation of the current welfare systems.

In conceptual terms, it can be said that the essence of the social enterprise is
the pursuit of conditions of environmental, social and economic sustainability. This
consideration stems from the EMES1 approach of social enterprise which puts forward
either an ‘ideal type’ or a definition for social enterprise (Defourny 2001). This ideal type
outlines the economic and social dimensions of social enterprise and, arguably, does
not place sufficient emphasis upon environmental aspects, which are noteworthy. The
environmental dimension is theoretically underpinned, instead, by the work of Karl
Polanyi according to which the affirmation of the self-regulating market (laissez-faire)
would result in the destruction of social and cultural relations, and the devastation of
the natural environment. As stated by this author: ‘a market economy must comprise all
elements of industry, including labor, land, and money ( . . . ). But labor and land are no
other than the human beings themselves of which every society consists and the natural
surroundings in which it exists. To include them in the market mechanism means to
subordinate the substance of society itself to the laws of the market’ (Polanyi 2001,
pp. 74–75). For this reason, these elements are defined as fictitious commodities: ‘None
of them is produced for sale. The commodity description of labor, land, and money is
entirely fictitious’ (Polanyi 2001, p. 76). Relating to environmental sustainability, as also
shown by other studies (Meyer 2005; Low 2002), the effects of the self-regulating market
would be very damaging: ‘Nature would be reduced to its elements, neighborhoods and
landscapes defiled, rivers polluted, military safety jeopardized, the power to produce
food and raw materials destroyed’ (Polanyi 2001, p. 76). Hence, in the approach taken by
Polanyi, the economic system is only a part of the larger social system, and is regulated
not only by the market, but also by two other principles: that of redistribution, relating
to the transfer of goods in the context of a community that is mediated and governed
by a central authority, and that therefore assumes a political character, and that of
reciprocity, with reference to the transfer of goods that takes place based on conditions of
status and relationships between individuals, and therefore follows the social norms and
cultural values of a given society. It is the joint action of these three mechanisms, and not
the market alone, which allows for the attainment of conditions of economic, social and
environmental well-being. The social enterprise, as claimed by Defourny and Nyssens
(2006), assumes this prerogative: ‘we argue that social enterprises combine the economic
principles of market, redistribution and reciprocity and hybridize these three types of
economic exchange so that they work together rather than in isolation from each other’.
In other words, the social enterprise, in addition to operating on the market, is also able
to facilitate the activation of relations of reciprocity, given its multi-stakeholder nature
(Borzaga and Depedri 2015), and to carry out a redistribution of resources, allowing
access to certain fundamental rights to a greater number of people (Hudon and Périlleux

1 EMES stands for ‘EMergence des Entreprises Sociales en Europe’ which is the title in
French of a research project on social enterprise carried out from 1996 through 2000 by a network
of universities, research centres and individual researchers. At the end of this project, as high-
lighted by Defourny and Nyssens (2012), ‘the acronym EMES was subsequently retained when
the network decided to become a formal international scientific association’.
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2014). Thus, social entrepreneurship initiatives, as highlighted above, seek to mitigate,
sometimes radically, the negative effects of liberalism, while operating within the same
context and the same theoretical paradigm – that of the free market (Mair 2010). Social
enterprise, instead, is based and inspired on various and broader principles, represent-
ing a different conceptual construction (Gibson-Graham and Cameron 2007). It therefore
appears clear that the social enterprise’s ability to generate a positive social impact and
to promote conditions of collective well-being must involve not only the economic and
social dimensions, as set out in the literature, but also the environmental dimension.
As several studies have found, the social economy in general, and social enterprises in
particular (in the form of cooperatives, community businesses or other organizational so-
lutions), are able to operate in different areas of involvement, from the creation of organic
products, or resulting from short supply chains (Cameron 2009), to the management
of renewable energy sources (Huybrechts and Mertens 2014). This ensures a balanced
use of natural resources and greater equity in manufacturing transformation processes
and service delivery, therefore presenting, as stated by Cameron and Hicks (2014), ‘the
potential to transform ways of living and working and generate different socioeconomic
futures’.

In terms of experience, it is traditionally held that social enterprises tend to es-
tablish collaborative relationships with public administrations (Defourny and Nyssens
2010b; Vaillancourt 2009; Brandsen and Pestoff 2006). This specific configuration of
interorganizational relationships, widespread in the welfare system in particular, is the
result of innovation processes that have often been promoted and initiated by the same
social enterprises which have constituted a strong drive to change public policy, and still
continue to contribute to the introduction and development of new services (Defourny
and Nyssens 2010a). The innovative capacity of social enterprises has developed
further, however, and this organizational structure has also been demonstrated in the
ability to pursue sustainable development paths together with, and in favour of, entire
local communities. This change is taking place not only in the redefinition of the models
of governance of welfare services (Fazzi 2012) but also, and above all, in the introduction
of new areas of intervention and the adoption of new practices and adequate systems of
community involvement (Huybrechts and Mertens 2014; Mori 2014; Seyfang and
Haxeltine 2012).

Given this high level of behavioural variety (Borzaga and Fazzi 2011), it may
therefore be presumed that social enterprises are characterized by concepts, planning
and competences aimed at sustainable development and social change, that are mani-
fested with the identification of new market opportunities, the formulation of opportune
strategic choices, and the adoption of appropriate organizational configurations. For this
reason, the study of how the social enterprise operates, in the context of sustainability,
and its contribution to the creation of economic and social value, has become a new and
stimulating field of inquiry.

3 Methodology

With regard to the theoretical context and research objectives outlined above,
qualitative empirical research was conducted on the experiences of a number of social
cooperatives in Italy (which represent the most widespread form of social enterprise in
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this country). In particular, in order to choose the methodological approach to follow,
three separate orders of reflection can be developed.

The first of these concerns the geographical context in question, namely the
opportunity to consider initiatives that have been implemented in a specific country,
in this case Italy. The suitability of such a choice is derived from the long tradition and
wide distribution of social enterprises in this country (Mancino and Thomas 2005). The
first experiences of social enterprises in Italy date back to the late 1970s. The early
1990s saw a dedicated social cooperation law passed in Italy, regarding the principal
type of social enterprise, which provides social assistance services and integrates
disadvantaged people in the workforce (Thomas 2004; Borzaga and Santuari 2001).
Furthermore, Italy continues to represent a particularly dynamic context, a workshop
for experimentation with innovative practices. In view of the reduction of public
resources allocated to welfare services, and an increase in the level of competitiveness
in the market, some social cooperatives have begun to follow differentiated paths of
innovation, involving entry into new fields of intervention, significant investment, and
new partnerships with entities of various kinds, such as public, private, profit and
non-profit organizations (Fazzi 2012; Borzaga and Fazzi 2011).

For these reasons, the second reflection refers to the research method adopted.
Given the specific knowledge aim of this paper, the preferred method of analysis is that
of the case study, the favoured approach when knowledge of a given phenomenon and
the ability to provide an adequate explanation appear limited (Eisenhardt 1989). The
methodology of the case study has allowed for the analysis, with respect to this paper,
of the behaviour of firms in a real environment, taking advantage of every possible
dimension (Yin 2013) and, at the same time, made it possible to address research
questions related to the determinants (the reason why) and methods (how) through
which the organizations in question were able to follow new paths of development
(Gibbert and Ruigrok 2010). In addition, it should be noted that the research was
conducted over a multi-year period, from 2013 until 2015, with the aim of identifying
and understanding all the changes that took place in the individual organizations.

Finally, the third methodological consideration concerns the selection of the
case studies. These are three pioneering experiences, as they are forerunners of the
innovation pathways of social cooperation in Italy, in terms of both their sector of
activity and course of action.

The first initiative is represented by the ABN Consortium, an aggregation of
42 social and non-social cooperatives across various Italian regions within which
work approximately 2,500 persons including 570 disadvantaged. The relevance of this
case comes from the fact that the ABN Consortium was the first experience of social
cooperation in Italy in the field of renewable energy sources. Historically, in Italy the
cooperative movement had a long tradition in the management of energy infrastructure,
such as water and electricity networks, and the organizational form usually used was
the community cooperative (Mori 2014). Instead, the ABN Consortium shows how even
social cooperatives are able to operate in this industry, by pursuing, in addition to the
well-being of communities, further purposes, such as the employment of disadvantaged
people. Since the late 1990s, the ABN Consortium therefore started to operate in the
field of renewable energy sources, initially using the technology of solar thermal and
subsequently that of photovoltaics. On the basis of skills acquired over the years, this
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enterprise developed the ‘1,000 Solar Roofs’ project, which was the first widespread
promotion of photovoltaic panels in Italy.

The second initiative considered is Le Mat, a franchising system involving social
enterprises in the tourism sector in Italy and Sweden. The case of Le Mat takes on
extreme relevance for several reasons. First, it represents the first initiative in Italy
of social enterprises operating in the tourism sector. Over the years, it has continued
to remain the main experience at the national level and one of the most important in
Europe, to the extent of drawing the attention of the international press as a model of
social enterprise to follow (Jones 2011). An additional specificity comes from the fact that
the social dimension of tourism is not related to the demand side, namely the nature and
the needs of particular types of beneficiaries, but to the supply side as tourism services
are organized and delivered by enterprises which employ disadvantaged persons.
Finally, it is an innovative model of aggregation, organization and management of the
enterprise network, based on the franchising system, in which all players involved
share the same principles, quality standards and management models. Indeed, Le Mat
was one of the founding organizations of the European Social Franchising Network,
and is recognized among social innovation experiences by the European Commission.

Finally, the last case is the Associazione Libera, an organization that was
established based on the commitment and struggle of civil society against the Mafia.
Associazione Libera designed and developed the Libera Terra project, an initiative that
unites ten social cooperatives in the south of Italy which operate in the agricultural
and agribusiness sectors, and has been entrusted with the management of land and
property confiscated from the Mafia. Also in this case, the relevance of the experience
appears high. First of all, both the social problem addressed (the presence of the Mafia
in certain territories) and the aim of the initiative (the restoration of legality conditions
in entire local communities), can be considered specific and innovative. This case also
represents a demonstration of the capabilities of social economy, in its advocacy and
entrepreneurial dimensions (associations and social enterprises), to address deep-rooted
social problems in an alternative way and to propose new models of economic and social
development. Finally, the Libera Terra project can be considered innovative because of
its high symbolic value at national level over the years, representing effective strategies
of civil society to combat the Mafia and one of the main promoters of social and cultural
change of the whole country.

Each of these initiatives has clear innovative connotations, in that they are
capable of developing new businesses, and pursuing strategies that are characterized
by a high level of environmental, social and economic sustainability.

Based on this background, and from a strictly operational standpoint, the research
was planned and conducted in two distinct phases.

The first involved the collection of documentary sources such as sectoral reports,
presentations, business documents, and articles in newspapers and specialized national
and international economic magazines, in order to reconstruct the general profile of the
enterprises. In total 184 documents were collected and studied. In particular, these doc-
uments were reclassified on the basis of two different dimensions: the first was related
to the subject taking specific initiatives (consortia and individual social cooperatives be-
longing to one of the considered aggregation and for which information was available);
the second was related to the period in which these initiatives were implemented. In this
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way, the information given in these documents were extracted and placed in terms of con-
tent and in chronological order, so as to achieve a mapping of the initiatives undertaken.

Following this preparatory step of gathering and processing material from sec-
ondary sources, the second phase involved the acquisition of information directly from
the enterprises themselves. On the basis of a semi-structured questionnaire, 12 inter-
views were carried out (four with the ABN Consortium, five with Le Mat and three with
the Agency Cooperare con Libera Terra) for an overall duration of 11 hours. Selected
and interviewed people had to have two characteristics: on the one hand, they had to
perform management functions within enterprises and, on the other hand, they had to
have significant temporal experience, in order to describe the different events that they
had experienced over time. The obtained interviews were fully transcribed and a quali-
tative analysis of the text was carried out through the careful reading of each interview,
their breakdown into similar issues and the identification and understanding of the rela-
tionships among different concepts. These activities allowed for the characteristics and
determinants of the development paths taken in each case to be outlined and specified.

4 Research results

4.1 The ‘1,000 Solar Roofs’ project

The ‘1,000 Solar Roofs’ project, which began in 2009, represents a community-type
initiative, in that it provides for the construction of numerous small photovoltaic sys-
tems capable of generating 3KWp, installed on the roofs of individuals from the same
community, so that each family can take advantage of free electricity for 20 years, with
an initial expenditure of just €700. This outcome is attributable to the relationships that
developed between the various parties involved in the initiative. In brief, a for-profit
company was initially established, involving the ABN Consortium, which aggregated a
number of organizations, of different types with various purposes: the regional finan-
cial company and the national company that manages the mutual fund for cooperative
promotion, which provides financial guarantees; a regional utility operating in the elec-
tricity sector, which provides expertise and performs administrative activities; and a
technology provider represented, in the initial stage of the project, by a Chinese multi-
national company specializing in the production and supply of photovoltaic panels. In
terms of activity, individual contracts are entered into, by which each family that joins
the project makes the roof of their house available, in exchange for free electric power for
20 years, while the for-profit organization agrees to install and test the system, and carry
out regular maintenance activity for a period of 20 years. Through the activities of the
ABN Consortium and associated social cooperatives, investment is rewarded with public
incentives issued by the State that play a central role, as they represent the only source
of income for the project, together with the revenue from the sale of energy produced
in excess of the requirements of the families. The ‘1,000 Solar Roofs’ project is orga-
nized, therefore, as a highly innovative initiative that redefines property rights, from a
community perspective, with the aim of the creation of greater shared social value:

There are many ways to provide a welfare service. One of them is to go to the
public and take over the management of the service. An alternative is to go to the

© 2017 The Authors
Annals of Public and Cooperative Economics © 2017 CIRIEC



SUSTAINABLE INNOVATION OF SOCIAL ENTERPRISE 241

users who do not have the possibility to access this service, put them in charge of
the problem, and find a common solution together with them. This for us is the
meaning of the social enterprise, to take charge of situations, problems and people,
rather than perform a service. (Interview with Roberto Leonardi, former President
of the ABN Consortium)

Indeed, according to the consortium managers, all parties involved in the
implementation of the project could arguably obtain significant benefits:

(a) citizens, in addition to obtaining electrical energy and the maintenance of in-
stallations for free for a period of 20 years, can overcome all barriers, be they
technical (locating a supplier who has the right skills for the design, construction,
installation and the maintenance of the systems), bureaucratic (authorization re-
quests and administration involving local and national authorities), and financial
(obtaining bank loans), that hinder access to renewable energy, and that had
previously impaired the spread of photovoltaic panels;

(b) social cooperatives can perform their institutional function and job placements
for the disadvantaged in technically qualified activities, and achieve a strategic
repositioning in innovative sectors with high added value; in the case of the
ABN Consortium this led to the establishment of three functional sub-groups,
in the areas of engineering, procurement and finance, which perform activities
such as the architectural and engineering design of installations, the production
of technical manuals, industrial plans and financial feasibility studies, and the
management of public authorization systems;

(c) the multinational company manages to put a large number of photovoltaic panels
on the market, benefiting from the fiduciary relationship that the ABN Consor-
tium establishes and maintains with local communities, with results superior to
independent initiatives and autonomous trade;

(d) public utilities can achieve an expansion of their portfolio of services, which de-
termines both an increase in turnover, and a strengthening of the relationship
with users in the territory;

(e) all partners the project may seek remuneration for investments made through
the distribution of the profits from the for-profit company.

We identified the mutual relationships and we tried to give them an economic
function. With this project we have demonstrated that reciprocity has an economic
value, and that the mission of a social enterprise in the local area is to create shared
values with citizens from an entrepreneurial viewpoint. (Interview with Roberto
Bonifazi, R&D manager at the ABN Consortium)

Six years on from its implementation, the results of the project are as follows: 1,500
photovoltaic panels have been installed, with a total capacity of 4.5 MW, and an annual
production of 5,500,000 kWh. This has resulted in a reduction of CO2 emissions of 9,000
kg per day, and the creation of over 50 jobs. The ‘1,000 Solar Roofs’ project therefore
represents the result of a process of development and the affirmation of the logic, spirit
and vision that underlies the nature and action of the social enterprise. Through the ac-
tivation of a network based on reciprocity, in which for-profit and nonprofit actors, both
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public and private, operate together, it is possible to create shared value for the entire
community through what has been called a power station spread across the territory:

We have understood that through these relationships, involving those who are
weak in the territory and the community, we have managed to articulate a thought
that often manages to bring people together, to produce ideas and opportunities
that can be productive and succeed on the market. (Consorzio ABN, Executive
Summary 2013–2015).

4.2 Le Mat Social Franchising

The Le Mat initiative has its origins in Trieste, where a social cooperative, Il Posto
delle Fragole, managed by a group of people with experience in fields of social exclusion,
drug addiction and mental illness, decided to take over and renovate a guesthouse, mak-
ing it a three-star hotel and creating job placements for the disadvantaged. The Hotel
Triton, which opened in 1991, represents a pioneering experience in the management of
a hospitality business by a social cooperative that provides employment opportunities.

The extremely positive results achieved determined the decision to embark on a
new growth path that would allow for the replication of the experience in other places
with the same methods. This opportunity was launched through participation in a
European project as part of the EQUAL Community Initiative Programme:

1, 2, 3 . . . . many cozy hotels, a different chain, managed by social entrepreneurs,
a franchise to replicate the best experiences of social cooperatives. From disadvan-
taged to hoteliers, to create open places that welcome the traveler and also to create
decent work and professionalism for those who must fight exclusion from the labor
market: this is in summary the goals of our project. (Le Idee vincenti, report of the
project Decent Work Through Social Economy 2005)

As part of this project, a detailed manual was prepared with advice for the start-up
phase and management of accommodation facilities. This constitutes a methodology
intended to facilitate the replication of the entrepreneurial initiatives. The franchising
also involved the organizational formula capable of guaranteeing the aggregation and
dissemination of practices and experiences of social enterprise. In another step, the
brand Le Mat was created, which provides for the sharing of fundamental values, those
of acceptance and inclusion, high-quality standards in terms of service, and a constant
drive towards local development.

The experience of this project did not remain isolated, and in order to ensure
the follow-up to the initiative, the Le Mat consortium was established in 2007, as an
agency for the development of the social franchise system that now operates throughout
Italy and abroad, with the objective to manage all aspects of the brand, the teaching
of management methods and the construction of local entrepreneurial networks. In
particular, the main functions carried out by the Le Mat consortium encompass, on the
one hand, the protection and promotion of the brand, through significant investment in
communication activities (website and blog management, presence on social networks,
development of the graphic profile of the brand, and management and public relations)
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and, on the other hand, the continuous expansion and strengthening of the network of
affiliates, carried out through the activity of accompanying aspiring franchisees through
the process of affiliation, and periodic monitoring of the quality standards established
with individual social entrepreneurs:

This control process, not only by us, but also by the traveler, represents the recogni-
tion of the activity performed for a disadvantaged person. The result may be positive
or negative but, in any case, it has to be there. Only in this way the circle is closed,
and the two production cycles (with regard to tourism activities and the work place-
ment) improved. In a nutshell, only in this way the concept of empowerment becomes
effective. (Interview with Renate Goergen, Le Mat brand and affiliation manager)

The brand, therefore, provides companies with a strong identifying element, as it
represents the tangible aspect of belonging to a network constituted and based on the
value of inclusion. In addition, it also identifies the enterprise to external parties in a di-
rect and immediate manner, and manages to create a differentiation effect with regard to
other competing businesses. Furthermore, the brand guarantees the quality standard of
the services provided which is derived, in turn, from close adherence to manuals specifi-
cally designed for the start up and implementation of tourism and hospitality activities:

For us the brand represents an identification of values. To be part of Le Mat, every
social entrepreneur must run their business in accordance with a set approach,
regardless of the type of structure involved. Every social enterprise also has to
be an integral part of its territory and exploit its own network of relationships.
Therefore, behind this brand there are values and behaviours that allow us to offer
a new and original service. That is why, in the confusion that exists today about the
concepts of social, responsible, and sustainable tourism, when asked who we are,
we simply reply that we are Le Mat. (Interview with Costanza Fanelli, President
of the Le Mat Consortium)

The Le Mat affiliates are, therefore, social enterprises operating in the market like
any other competitor, even of a for-profit nature. Furthermore, the individual Le Mat
structures act as local development agents. Each associated individual is able to orga-
nize its own accommodation, as it is an integral and active part of a determined territory
that, in turn, is an essential component of the entire hospitality system. Job opportuni-
ties are created for disadvantaged people, along with a collaborative network of subjects
who work together for the recovery of local traditions and the regeneration of the en-
trepreneurial fabric. In northern Italy, for example, the social cooperative Cadore which
was responsible for clearing forest and silvopastoral roads, and the recovery and recon-
struction of dry stone walls, terracing and other artifacts of the local tradition, decided to
enter the tourism sector, in order to raise awareness of these activities and transfer this
knowledge to a widening number of interested parties. Similarly, in the south of Italy, the
social cooperative San Lorenzo was able to proceed with the restructuring of the indus-
trial plant of a multinational company, creating a bio-district for the production of build-
ing materials (bricks, plaster, raw earth mortar, panels and wool mattresses) which,
using locally produced materials from short supply chains, guarantees notable energy
savings with a limited environmental impact. Therefore, for the Le Mat system, each
company operates actively within its own context, building relationships, and enhancing
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the qualities and vocations of its territory, making it an integral part of the tourism offer.
It is for this reason that Le Mat social enterprises can be considered not only promoters of
the territory, but genuine creators of the landscape and actuators of local development:

Inns, places of rest, of welcome, places to discover other types of creativity; we have
different typologies, locations, histories, and even levels of comfort and service, but
we have a common project: the traveler has to be comfortable, but we also want those
who are working to be happy, and this will give added value to the territory which
we are linked to by our plans for change. (Le Mat, Manifesto Qualità)

4.3 The Libera Terra project

In the wake of the Mafia killings of 1992, and the subsequent reaction of civil
society, the Libera Association was founded in 1995 with the aim of supporting the fight
against organized crime and the promotion of the rule of law and justice. The first initia-
tive that the association embarked on involved the collection of a million signatures, lead-
ing to the enactment of a law in 1996 that permits the reuse of assets confiscated from the
Mafia for social purposes by non-profit organizations (associations, social cooperatives
and other actors). As a result, at the end of 2001, a public–private partnership in Sicily
between local authorities and the Libera Association saw the birth of the first social coop-
erative to offer employment opportunities for disadvantaged people, the Placido Rizzotto
cooperative, consisting of 15 young people carrying out agricultural activity on land con-
fiscated from the Mafia. However, in 2002, after several months of activity, a number of
difficulties came to light. Firstly, some manufacturing problems were overcome with the
signing of cooperation agreements with local food businesses, which transformed the raw
materials of the cooperative into finished products. Secondly, problems of a commercial
nature arose, relating to the distribution of products on the market. This led the Libera
association to launch the brand Libera Terra, which encompasses and conveys the ethi-
cal and social value of the project and the quality of the products on offer. And it was at
this moment that the role and contribution of the cooperative system became fundamen-
tal, with the decision to distribute Libera Terra branded products through the National
Consumer Cooperative. The choice of the largest national operator of large-scale distri-
bution was a political decision in line with the ideals that inspired the project. For this
reason, such a decision is not simply an unconditional acceptance of the supplier. It rep-
resents, rather, an incentive for growth as, against an undertaking for the distribution of
products, the consumer cooperative requires that certain quality standards be reached,
and provides all the tools necessary to increase the skills and professionalism of social
cooperatives, thus enhancing both the quality of the products and company management:

There is a forward-looking action on the part of the cooperative system, which
means that such products must arrive on the shelf. This belief leads to a process of
collaboration. On the one hand, the largest system of consumer cooperatives in Italy
decided to include these products in its range. On the other, the entire cooperative
system is committed to creating the necessary conditions, so that these young
people can develop their skills and their professionalism, in order to align the social
quality of the products with the organoleptic and, at the same time, improve the
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planning of their activities and their overall level of business efficiency. (Interview
with Simone Fabbri, former coordinator of the Agency Cooperare con Libera Terra)

Based on this relationship, the number of social cooperatives increased over the
years and, within the national cooperative system, two actions were undertaken. Firstly,
in 2006, the agency ‘Cooperare con Libera Terra’ was founded, in order to provide support
services and professional advice to social cooperatives, improving skills of a technical (in
the areas of agronomy, wine, etc.) and managerial nature (in the fields of strategic plan-
ning, marketing, administration, finance, etc.). Subsequently, the Consortium Libera
Terra Mediterraneo was established in 2008, with the participation of all social Libera
Terra cooperatives and other important actors (including the Slow Food Association
and the Ethical Bank). This consortium monitors the quality and production volumes of
processing and manufacturing firms, and coordinates the commercial activities of social
cooperatives (market identification, demand forecasting and production planning). It has
managed to implement, over time, a strategy of multi-channel distribution (with entry
into other retail and distribution structures, fair trade shops and Horeca channels):

The aim is to establish social enterprises which can be durable and autonomous in
their choices, able to give work to several persons and based on income rather than
on any form of charity. In this respect, we tried to build the highest possible quality
for the consumer. For us this means producing the best raw material, together with
the best manufacturer present in the territory, care of the packaging and attention
to internal planning, so that everything is managed efficiently and there is a fair
exchange with the consumer. (Interview with Simone Fabbri, former coordinator of
the Agency Cooperare con Libera Terra)

This organizational structure has seen a number of achievements: an increase
in the hectares of land managed by social cooperatives, the number of municipalities
where use is made of confiscated property (from 26 in 2011 to 41 in 2013); an increase
in employees and turnover (over €5.8 million in 2013), and the progressive management
of local agribusinesses, which has allowed for the launch of more than 70 traditional
products. Almost 15 years on from the experience of the first Libera Terra social cooper-
ative, the project has generated significant positive effects for the territories which host
the individual initiatives. Working relationships have been established with local farms
that, respecting contractually established quality standards, entrust their products to
social cooperatives, obtaining a price higher than the market average. In this way the
social cooperatives of Libera Terra have become a driving force for local development.

When the Placido Rizzotto cooperative had to thresh wheat for the first time, no one
could be found who was willing to do it. Local authorities intervened and requisi-
tioned the thresher to the first farmer to hand, and he was able to thresh the grain.
Today, in those same areas, cooperatives have become points of reference. Farmers
who do not come to thresh the grain are a thing of the past. Now, by contrast, there
are farmers and companies that would like to work with the Libera Terra cooper-
atives. We have opened up to transfers of grain from a number of local producers
who are required to meet the high quality specified in the agreements, and for that
we pay more than others. Therefore, lawfulness is worth it, and this triggers a
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virtuous circle that generates significant effects in local communities. (interview
with Simone Fabbri, former coordinator of the Agency Cooperare con Libera Terra)

5 Discussion of the results

The case studies set out above are evidence of how social enterprises are able to
follow paths of innovation aimed at sustainability, and as a result generate important
social changes. From a joint reading and cross-reading of these experiences, it is possible
to identify the processes, implemented in phases, through which social enterprises
generate innovation and contexts of sustainability (the content of these steps, with
reference to the experience of the companies considered, is summarized in Table 1).

5.1 The identification of new needs and the involvement of citizens

The first phase of this process consists of the identification of the needs of
individuals and communities. From these circumstances there emerges the ability of
the social enterprise to identify and relate to new requirements, or requirements that
are not attributable to traditional categories of welfare, but are, by contrast, new needs,
or traditional needs that are expressed and experienced by users who are not usually
beneficiaries of social services.

Some features of these needs render their satisfaction particularly complex, and
make the enterprise’s social action distinctive. Firstly, the requirements that need
to be met could be extremely broad (such as recovering local traditions, reducing
unemployment in declining industrial areas, or restoring lawful conditions to entire
territories) or may not represent a business opportunity for other organizations, as
their satisfaction would result in the generation of high costs, above all transaction
costs (given the extent of the relationships that must be activated with the community)
or reduced revenues (given the local scale of the initiatives). Secondly, they have a
multidimensional nature, with implications and effects that are not only economic,
but also social and environmental. Finally, the satisfaction of these needs takes
place through the building of a continuous dialogue with local communities, with the
organization of paths of involvement and participation for people living in the area,
and the activation of mechanisms of reciprocity and redistribution beyond that of the
market. For these reasons, the identification of needs cannot in itself be considered
sufficient to qualify the innovative approach of the social enterprise. In order for
commercial activity to address such requirements it is necessary that these needs be
transformed into effective demand. In other words, as occurs in the second phase, the
action of the social enterprise must aim to identify and break down the barriers that
prevent potential beneficiaries from making use of products and services.

5.2 Interorganizational relationships and development of new competences

Social enterprises have demonstrated the ability to overcome such barri-
ers, through the construction of networks aimed at creating new and adequate supply
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Table 1 – The social enterprise and the process of innovation for sustainability

Phases of the innovation
process ABN Consortium Le Mat Libera Terra

1. Identification of new
needs of individuals
and communities

Reduction of the price of
electricity (households)
and environmental
protection (community).

Tourism experiences in
non-traditional locations
and destinations
(travellers) and local
economic development
(community).

Demand for
environmentally and
socially sustainable
products (consumer)
and liberation from the
Mafia (community).

2. Identification of the
barriers to demand
(barriers for
beneficiaries)

Need for extensive
investment of financial
resources, lack of
competences for
technological
assessment and
administrative
management of the
systems.

Little knowledge of tourist
destinations and initial
mistrust of
accommodation
facilities.

Poor product quality and
difficulty of access to the
channels of large scale
retail distribution.

3. Identification of
partners and creation
of networks

For-profit company owned
by the parties involved in
the project.

Integration of new
technological expertise
for the design and
operation of photovoltaic
systems.

Investment for the
construction of
photovoltaic systems.

Social franchise network.
Integration of new

competencies for
architectural and
landscape design and
marketing (branding
and communication).

New investment for the
opening or renovation
of facilities.

Collaboration with the
National Consumer
Cooperative.

Integration of new
expertise in production
(agriculture and
winemaking) and trade
marketing.

Investment for the
activation of new
agricultural and
agri-food facilities.

4. Activation of the
network and
transformation of
needs into effective
demand

Activation of photovoltaic
systems.

Evaluation by consumers
of the performance of
the solar power system
and the assistance /
maintenance service.

Launch and management
of tourism activities

Evaluation by travellers of
the quality of service
provided by the
individual
accommodation
facilities.

Sale of agricultural food
products.

Evaluation by consumers
of the characteristics
and quality level of
agricultural food
products.

5. Achievement of results
and redistribution of
benefits

Reduction of the cost of
access to renewable
energy (€700initial
investment), reduction in
CO2 emissions of 9,000
kg a day, and more than
50 jobs created.

Increase in the number of
accommodation
facilities aggregated in
the social franchising
system, and start-up of
new projects for the
promotion of local
traditions and
regeneration of the local
commercial context.

Increase in the number of
hectares of land and the
number of municipalities
that are home to
confiscated assets,
development of new
local agricultural activity,
and the launch of over
70 traditional products.

systems. This represents the third and, presumably, most complex phase of the process,
in which the social enterprise most clearly expresses its specific nature. This stage sees
the beginning of the search for new competences intended to satisfy new needs and
overcome the related barriers. Firms do not always have the capability to deliver new
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services independently and, for this reason, may choose the creation of appropriate
inter-organizational architectures with other parties, which possess the capabilities
and instruments necessary to establish an innovative project (Montgomery et al. 2012).
However, these inter-organizational and cross-sectorial dynamics generate significant
effects, even for the social enterprise itself, causing a metamorphosis. This is not merely
a change which manifests itself in the nature of the relationships and types of partners,
compared with the traditional paradigm of dependence on the decisions and resources
of the public administration (Borzaga and Fazzi 2011; Defourny and Nyssens 2010b),
but is also, and above all, an evolution of the identity of the social enterprise itself. At
least three distinct aspects of this change can be delineated.

Firstly, there emerges the need to develop a new set of specialized competences
aimed at the operation of the network. While in the past the professional skills required
were predominantly of a socio-sanitary nature, with a focus on the characteristics of the
services provided, today social enterprises must acquire competences which are com-
pletely new (technological, marketing, etc.) and instrumental for the establishment of,
and participation in, the network, developing a patrimony of network-specific intangibles
(Dyer and Singh 1998). From a management perspective, it is through these dynamic
capabilities (Teece et al. 1997; Dierickx and Cool 1989) that the company is able to acti-
vate a processes of acquiring new knowledge that, grafted onto the previously held core
competencies (Hamel and Prahalad 1990), can generate new and specific competitive ad-
vantages and lead to the activation of new development paths (Helfat and Peteraf 2003).

Secondly, the creation of networks and entry into new areas of intervention
involves the introduction of an adequate investment of capital. While in the past the
activities of social enterprises in the field of social services were predominantly labour
intensive by nature, processes of innovation and entry into new areas of intervention
require an appropriate propensity to invest. In some cases, this is determined by the
scale of the initiatives, that appears to be higher, while in other cases, even if the scale
of operations remains the same, it is the nature of the new activities which requires
significant investments, supported by an adequate financial ecosystem, namely banking
institutions that offer assistance, advice and credit granting activities for non-profit
organizations, in an exclusive and specialized manner.

Finally, in relation to the nature of the subjects with which relations are
established, the empirical evidence suggests that not only is it possible to establish
collaborative relationships with public institutions and for-profit enterprises (Arenas
et al. 2013; Harrisson et al. 2012; Sakarya et al. 2012), but also to establish new entities,
for the implementation of more complex and financially challenging projects, which
guarantee the partners involved a return on their investments (Kistruck and Beamish
2010). In any case, the purpose of the network is profoundly determined by the social
enterprise, and appears to assume a leading role with respect to the instrument used
and to the institutional nature of the parties involved.

This leads to the fourth stage of the process, the activation of the network and
the transformation of the new need into effective demand. When the network becomes
operational, it reveals another source of competitive advantage for the social enterprise,
regarding the ability to establish and consolidate relationships with local communities,
to aggregate not only other companies and institutions, from an inter-organizational
standpoint, but also the end users of the service, in a bond strongly centred on
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relationships of a fiduciary nature (Sharir and Lerner 2006; Vidal 2006; Pollit 2002).
This characteristic essentially stems from the concept of trust and is considered a prerog-
ative of social enterprises and third sector organizations in general (Hansmann 1986). A
similar sense of trust is configured ex ante with respect to the relationship that the social
enterprise establishes with its users. This is a type of ‘reputational trust’ which can be
traced back to the nature and institutional model of the social enterprise and, at the be-
ginning of the relationship, drives the user to interact with the company for the supply of
a specific service. However, when the relationship between the company and the end user
develops, it can be presumed that this introduces new and diverse assessment criteria for
the service provided. A subjective requirement is not sufficient in itself, as the decision
making process of the user/consumer also involves objective factors relating to the tech-
nical characteristics of the offer. In these circumstances it is possible to consider that the
reputational trust that social enterprises hold ex ante must necessarily be confirmed and
strengthened by a new form of trust that matures ex post in the context of this relation-
ship. This is the context in which the previously established technical competences come
into play. In other words, in order that social enterprises can contribute to the activation
of the network, and therefore promote not only the development, but also the diffusion
of innovation, it is necessary that a type of ‘professional trust’ is established with their
users/beneficiaries, which is based on technical competences, and not on reputational
profiles alone. Indeed, at the moment when the purchase is made there is, in fact, an
evaluation of the qualitative characteristics of the product and service that may induce
the consumer to repeat the purchase. In the event of a positive evaluation, it is evident
that the basis of the relationship undergoes a transformation, as reputational trust is
enhanced by professional trust. That, in summary, is the ability of the social enterprise
to achieve a proposal of sustainability, a supply system capable of combining intrinsic
value (the quality characteristics of the product/service) and social value (the social goals
of the initiative). In this sense, the social enterprise becomes a hub among networks:
the supply side, with the establishment and activation of inter-organizational and inter-
sectoral networks, and the demand side, with the establishment of a variety of reciprocal
relationships, that represent not a cost but an asset for the company, a patrimony that
is difficult to quantify, but can nevertheless generate economic and social value.

5.3 The benefits for local communities

The final phase of the process of innovation involves the achievement of results
and the redistribution of benefits. If the possibility to obtain positive economic results
is the natural outcome of business activities, it is the allocation of these results that
reveals another specific characteristic of the social enterprise. The redistribution of ben-
efits should not be strictly interpreted as a restriction on the distribution of profits and
their reinvestment in business activities. In this context the term takes on a different
meaning: reinvesting economic resources within the community framework, in order
to encourage the launch of further local development projects. The most evident man-
ifestation of this phenomenon is the founding of what is defined in academic literature
as a community enterprise (Somerville and McElwee 2011; Haugh 2007; Peredo and
Chrisman 2006; Malo and Vézina 2004). Naturally, the establishment of a community
enterprise, directly owned by the people in a specific regional and social context, and
which generates projects and benefits in favour of a particular region, or resolves a
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specific social problem, might represent a hypothetical point of arrival. The sense that
this approach takes in the cases under study is that of local development, the ability of
the social enterprise to activate social dynamics of sustainable growth. This means that
the social enterprise generates positive spillover and externalities, involving a progres-
sively wider group of actors in the surrounding area in its initiatives, outlining new tra-
jectories for local development, and becoming a veritable engine of sustainable growth,
in environmental, economic and social terms. The main theoretical consequence that
results from such a vision is a notable discontinuity with the traditional concept of the so-
cial enterprise. Indeed, while continuing to activate similar dynamics of innovation, the
social enterprise can no longer be considered only indirectly capable of fostering local de-
velopment through work placements for the disadvantaged, or the delivery of particular
social assistance services, exclusively in the context of welfare provision. In this context,
the social enterprise determines local development in direct terms, carrying out activities
that may trigger new logics of change, thus becoming a driving force for sustainable local
development.

5.4 Limitations of the research and challenges facing social enterprises

This study, although based on an interpretative key to the paths taken by some
social enterprises in Italy towards economic, social and environmental sustainability,
shows some limitations.

The first limit certainly consists of the geographical area as the research refers
only to the Italian setting. Even if Italy is an important context in terms of social
enterprise development, as already mentioned above, focusing the research on a single
national area is a limit because it excludes the possibility of making a comparison with
experiences coming from other countries, from which aspects not highlighted by this
research could emerge. Therefore, in order to overcome this limit, an international
comparison might be useful and constitute a further and future research scope.

The second limitation is the type of enterprises considered which are social
cooperatives employing disadvantaged people and which represent only a part of social
enterprises in Italy. Even if other models of governance, such as social enterprises
organized as capital companies, are not particularly widespread on the national scene,
it would be possible first to check the existence of other forms of enterprise and then
make a comparison among the different governance models, verifying the existence of
possible similarities and differences. That would be a different research field which
could lead, however, to the emergence of new and additional considerations.

Finally, the last limitation of the study is the nature of the research, based on the
experience of some enterprises and not on the overall dynamics of their sectors. The
study assumes an exploratory nature and considers the cases of pioneering enterprises
which faced particular social issues by adopting a sustainability approach. From this
point of view, it would be appropriate to extend the scope of investigation and also
verify the effects that the activities of these enterprises had on their sectors. They may
have contributed to modify the contextual conditions that currently might be different
than in the past, when the individual initiatives started. It would be also possible
to find if there were other subsequent initiatives by followers or if the affirmation of
these leading firms paradoxically represented a barrier to entry for other enterprises
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addressing the same social problems. From an analysis of the individual sectors could
emerge empirical evidence representing, also in this case, a further research field.

These limitations are placed in a context in which the strategies of social
enterprises engaged in the pursuit of paths of sustainable development not only present
opportunities and advantages, but also some challenges arising both from the specific
characteristics of individual entrepreneurial situations and the features of national
context.

A first challenge involves the fact that social cooperatives share the vision and
purpose that characterize initiatives similar to those that have been outlined. In this
case, these are barriers of a cultural nature, as some enterprises may not be able
to interpret their role as potential agents of development: on the one hand, there
is a persistent tendency to focus efforts on the institutional activities, such as the
employment of disadvantaged people, with little attention paid to the entrepreneurial
dimension; on the other hand, there is the difficulty of integrating and establishing
partnerships with other local subjects, which is crucial to the success of these projects
of economic, social and environmental change.

A second challenge, closely linked to the previous one, is of a technical nature,
and is attributable to the ability to acquire new specialist skills. In the described expe-
riences, many enterprises have undertaken this process of change with positive results,
which has also happened thanks to the involvement, support, and assistance activities
of other parties. In many other situations, however, the difficulties associated with the
activation of these dynamics of change continue to generate situations of organizational
inertia.

A third challenge involves the absence of adequate public policies. In some case
(as in the field of renewable energy sources), the only forms of existing incentive, which
had allowed the growth in demand, have been eliminated, while in other cases (such
as the reuse of assets confiscated from the Mafia), complex regulations and long and
cumbersome administrative processes can cause the slowdown of initiatives (resulting
in the current legislative review of the whole regulation).

6 Conclusions

This paper has sought to identify and interpret the ways in which social enter-
prises are currently operating to create contexts of sustainable development. In the
Italian experience, despite a common orientation that sees social cooperatives, as the
most widespread model of social enterprise, engaged mainly in the provision of welfare,
in a close working relationship with public institutions (according to Istat – the national
statistical institute – in 2011, 72.2 per cent of the revenue of social cooperatives is of
public origin), a wide variety of innovative practices also exist.

This paper has attempted to explore this new dimension, trying to identify on
the one hand the conditions, the strategic decisions and the organizational structures
that social cooperatives take on in design, experimentation and diffusion of innovative
projects aiming to deal with societal challenges in a sustainable way, and on the other
hand, the consequences that such innovative behaviour generates for social enterprises
in terms of the resources and competences acquired.
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In relation to the first aspect, Italian social cooperatives moved on from a
consolidated view of subordination to the public administration and managed to enter
new areas of intervention, by creating innovative business models, based on the
establishment of collaborative networks of an interorganizational and intersectoral
nature. In this way, they have been able to enter and effectively supervise new markets
characterized by private demand, to pursue their institutional missions (such as the
employment of disadvantaged groups) and become enablers of new dynamics of local
development.

In relation to the second aspect, these innovation strategies have also resulted in
changes to the traditional set of competences of social cooperatives. In addition to social
expertise previously held, these enterprises integrated new type of specialist technical
skills related to the sector in which they decided to operate, enhancing their ability to
access resources in the context of sustainable development.

And it is precisely the ability to operate not only on the market but, above
all, to create and establish, in line with the Polanyi approach, ties of reciprocity and
redistribution that have an economic, social and environmental value, which can be
identified as the role of the social enterprise: a company whose function is to establish
a plurality of coordination mechanisms capable of fostering the interaction between
different resources of a public, market, and community nature.
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MALO M. C. and VÉZINA M., 2004, ‘Governance and management of collective
user-based enterprises: Value-creation strategies and organizational configurations’,
Annals of Public and Cooperative Economics, 75, 113–137.

MANCINO A. and THOMAS A., 2005, ‘An Italian pattern of social enterprise. The social
cooperative’, Nonprofit Management and Leadership, 15, 357–369.

MEBRATU D., 1998, ‘Sustainability and sustainable development: Historical and
conceptual review’, Environmental Impact Assessment Review, 18, 493–520.

MEYER J. M., 2005, ‘Global liberalism, environmentalism and the changing boundaries
of the political: Karl Polanyi’s insights’, in J. PAAVOLA and I. LOWE (eds.), Environ-
mental Values in a Globalising World. Nature, Justice and Governance, Routledge,
New York, pp. 83–101.

MONTGOMERY A. W., DACIN P. A. and DACIN M. T., 2012, ‘Collective social
entrepreneurship: Collaboratively shaping social good’, Journal of Business Ethics,
111, 375–388.

MONZON J. L. and CHAVES R., 2008, ‘The European social economy: Concept and
dimension of the third sector’, Annals of Public an Cooperative Economics, 79, 549–
577.

MORI P. A., 2014, ‘Community and cooperation: The evolution of cooperatives towards
new models of citizens’ democratic participation in public service provision’, Annals of
Public and Cooperative Economics, 85, 327–352.

NICHOLLS A. (ed.), 2006, Social Entrepreneurship, New Models of Sustainable Social
Change, Oxford University Press, Oxford.

PEREDO A. M. and CHRISMAN J. J., 2006, ‘Toward a theory of community-based
enterprise’, Academy of Management Review, 31, 309–328.

PEREDO A. M. and MCLEAN M., 2006, ‘Social entrepreneurship: A critical review of
the concept’, Journal of World Business, 41, 56–65.

PLESS N. M. and APPEL J., 2012, ‘In pursuit of dignity and social justice: changing lives
through 100% inclusion – how Gram Vikas fosters sustainable rural development’,
Journal of Business Ethics, 111, 389–411.

POLANYI K., 2001, The Great Transformation. The Political and Economic Origins of
Our Time, Beacon Press, Boston, second edition (originally published 1944, Farrar
and Rinehart, New York).

POLLITT M., 2002, ‘The economics of trust, norms and networks’, Business Ethics: A
European Review, 11, 119–128.

PRAHALAD C. K. and HART S. L., 2002, ‘The fortune at the bottom of the pyramid’,
Strategy Business, 26, 54–67.

RIDLEY-DUFF R., SEANOR P. and BULL M., 2016, ‘Leadership, social and eco-
entrepreneurship’, in R. RIDLEY-DUFF and M. BULL. (eds.), Understanding Social
Enterprise. Theory and Practice, Sage, London, pp. 203–224.

© 2017 The Authors
Annals of Public and Cooperative Economics © 2017 CIRIEC



256 ANTONIO PICCIOTTI
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Abstract
The paper intends to get into Brazil’s National anti-Aids Program’s “black

box” and unveil the elements that drive its dynamics. The focus is on the main
choices that have governed the Program’s preparation, the obstacles it has faced
and how it has overcome them. By doing so, the paper also identifies some
remaining limitations that may undermine the program’s long-term sustainability
in its current form. The paper specifically highlights the contradiction that
exists between a public health goal of ensuring the lowest possible prices of
ARVs for a maximum number of patients, and the way the means used to achieve
this goal have made it harder to implement autonomous and competitive local
production, notably in the field of active principles. The paper concludes with
the key elements provided by the Brazilian experience for the debate on TRIPS.

Résumé
L’article se propose de pénétrer dans la « boîte noire » du programme de

santé publique brésilien d’accès universel et gratuit aux traitements ARVs.
Il met en évidence les grands choix qui ont rendu possible ce programme et
les principes sur lesquels il est construit. Au-delà de ses remarquables
succès, est mise en évidence une fragilité du programme qui tient au fait que
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les politiques mises en œuvre pour assurer l’approvisionnement à bas coûts
en ARVs (exigé par le caractère « universel » des soins dispensés), ont rendu
difficile l’émergence d’une offre locale compétitive de principes actifs. L’article
propose enfin quelques conclusions susceptibles d’enrichir le débat actuel
sur les ADPIC (accords sur les aspects des droits de propriété intellectuelle
qui touchent au commerce).

Introduction
At an international level, Brazil’s National anti-Aids Program stands out as

a unique experience. Guaranteeing free and universal access to HIV/AIDS
care for all HIV-infected patients, it currently provides antiretroviral treat-
ments (ART) to about 125,000 persons, by far the highest number of ART-
treated patients in a developing country. Moreover, with its resolute focus on
the local production of generic drugs, Brazilian policy has played a key role
internationally by contributing to a sharp decrease in the source prices of the
antiretroviral drugs (ARVs) being patented by multinational companies.

To understand better the reasons for this success, we present the main
findings of an investigation aimed at analysing the strategies of the main
actors involved in establishing and developing this policy1. Our research is
mainly based on a series of field investigations and on interviews with
Brazilian public institutions, including the Health Ministry’s National
DST/AIDS Coordination, the National Agency for Health Monitoring, the
National Intellectual Property Institute, patient associations and Brazilian
NGOs, as well as private Brazilian companies and public laboratories involved
in ARV production. In addition, multinational firms importing ARVs into
Brazil were also interviewed.

The goal of the present research project has been to get into the program’s
“black box” and unveil the elements that drive its dynamics. By presenting
the conditions and constraints surrounding the program’s implementation and
development, we focus on the main choices and principles that have governed
its preparation, the obstacles it has faced and how it has overcome them. By
so doing, we will also identify some remaining limitations and weaknesses
that may undermine the program’s long-term sustainability in its current
form. We will specifically look at the contradiction that exists between a
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1. The present paper is based on an ongoing research project, managed under the Scientific
Direction of B. Coriat, and sponsored by the ANRS. The authors wish to thank the ANRS
warmly for its generous and efficient support at all stages of the research.
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public health goal of ensuring the lowest possible prices for a maximum number
of patients, and the way that the means used to achieve this goal have made it
harder to implement autonomous and competitive local production, notably in
the field of active principles.

Our conclusion will contain a few key lessons from the Brazilian experience.
In our opinion, these lessons extend far beyond the Brazilian case alone. Just
eight years after the adoption of the World Trade Organisation agreement on
Trade Related Aspects of Intellectual Property Rights (TRIPS), what we can
learn from the Brazilian practices will provide food for thought for all actors
engaged in the battle against this pandemic.

i
the policy of “universal and free access”

to arvs and its significance

In 1996 the Brazilian government, in a decision that would be crucial for
the country (and on a wider level, for the “political economy” of access to
HIV/AIDS drugs in developing countries), committed itself to the principle
that its anti-AIDS public healthcare access program should become universal
and free for all eligible patients.

This portentous choice was not made in just one day. To measure its
impact, it must be remembered that just nine years before, in 1987, when the
first effective ARV drug for treating HIV infection (Zidovudine [AZT]) was
introduced in Brazil, only a small minority of patients could afford to buy
imported AZT. The situation started to change in 1988 when non-governmental
organizations (NGOs) and other organized pressure groups pushed the
Ministry of Health2 to introduce guidelines for Zidovudine use in HIV/AIDS
treatment, establishing that such treatment could only be carried out in medical
centers that had been accredited by the Ministry of Health (MoH). Through
the public health system (SUS)3, the MoH began to provide medicine for
treating opportunistic infections (OIs) suffered by patients living with
HIV/AIDS. In 1991 came the first deliveries of AZT through the public health
system. However, before early 1990, there were many interruptions in this
distribution of AZT and drugs for HIV-related OIs. Many factors contributed
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2. Decree n. 483 (published at DOU de 8/23/1988).
3. Sistema Único de Saúde (SUS).
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to this situation: the impecunious state of the municipal and state public
health systems4; the high cost of AZT, concomitant with high inflation rates
existing in Brazil through the early 1990s; and above all, the high import
costs charged by multinational drug manufacturers5.

In 1996, through federal Law 9.3136, the Government decided to guarantee
free and universal access to all HIV/AIDS treatments within the SUS, not
only to OI drugs but also to the ARV drugs that are such a crucial part of the
Highly Active Antiretroviral Therapies (HAART), whose effectiveness was
just starting to be demonstrated in developed countries7. With this new law, a
large-scale public treatment access policy began to take shape in Brazil. Its
main impetus was the drive to set up a strategy for reducing drug prices
(especially for ARVs).

ii
the policy of arv procurement at low price

Once the commitment was made to deliver free care to patients, the key
issue for Brazilian health authorities became the procurement of cheap ARV
drugs. In itself, designing or implementing a policy for the procurement of
low-price ARV drugs was no mean feat, given that the pharmaceutical indus-
try had been operating under the protection of a strong intellectual property
regime ever since the 1994 enactment of TRIPS [2], [3]. Moreover, since
1993 public procurement in Brazil has come under the auspices of a law
requiring the organisation of international calls for tender. This created an
environment that was highly unfavourable to the development of a local product
offer. Vying with international traders operating on behalf of major non-
Brazilian exporters (notably Indian and Chinese companies, frequently the
large multinational pharmaceutical companies’ main suppliers of active prin-
ciples), it was highly unlikely that the much smaller local firms, which often
lacked the strengths of the foreign firms (i.e. economies of scale and powerful
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4. The decentralization of the public budget in Brazil for Municipalities began only in 1988
with the new Federal Constitution. Thus the organization of public health services was very
incipient and precarious in the first half of the 90s.

5. For more details of this dimension of the Program see [1].
6. Law 9.313 (regulated by Decree 2.334/96).
7. It can be noted that the MoH bears the costs of ARV procurement and distribution while

States and Municipalities share the costs of procuring medicine for opportunistic diseases.
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networks), could put in a successful bid. These two series of constraints
delineated the institutional framework within which the program would have
to be developed, as we will describe below.

The  Brazilian Patent laws and their implications
From 1971 to 1996 Brazilian law did not recognise any type of patents for

pharmaceutical products or processes. Indeed, these provisions were perfectly
consistent with the World Intellectual Property Organisation (WIPO) treaties
that were in force at the time, and which guaranteed less developed countries
the right to set up intellectual property rights (IPRs) regimes enabling a rapid
and inexpensive local diffusion of developed country technologies [4], [5],
[6]. The 1971 Patent Law suspended patent rights for pharmaceutical processes
and reaffirmed that no patents would be granted for those pharmaceutical
products that had been established since an earlier law of 1945. In May 1996,
however, a new Patent Law was approved reintroducing the recognition of
patents for pharmaceutical processes or products in order to comply with the
TRIPS agreement. It is important to note that this change in the Brazilian
legislation is largely due to US economic and political pressure to comply
with TRIPS before the 2005 legal deadline. In addition, the new Brazilian
Patent Law introduced a retroactive deposit application, the so-called “pipeline”
protection. This powerful measure allows patents that are valid abroad or
pending in Brazil to be applied, provided that the product was not being
marketed anywhere when the Law was passed, and that third parties in the
country had already prepared the exploitation of said patent claim [7].

The impact of the premature enforcement of the Brazilian Patent Law on
the MoH procurement strategy for ARVs is reflected in the fact that only
those molecules that had gone into circulation before 1996 (and which were
not included in the “pipeline” protection) could be copied. The patent situation
that emerged is presented in Table 1 below.
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Out of the medicines currently being provided by the Brazilian Ministry of
Health, four have had their patents granted by the National Industrial
Property Institute8 (Abacavir, Nelfinavir mesylate, Amprenavir, Lopinavir
+ Ritonavir) and two have a patent pending (Ritonavir and Efavirenz). The
other 10 ARVs included in the program are not covered by patents (Zidovudine,
Lamivudine, Zidovudine + Lamivudine, Didanosine, Estavudine, Nevirapine,
Delavirdine mesylate, Saquinavir mesylate and Indinavir sulfate). It can also
be observed from Table 1 that there are two patents pending related to
Lamivudine and its association with Zidovudine. Nevertheless, these patents
refer to formulae, and not to molecules. As will be discussed below, the esta-
blishment of patent protection has had some very significant consequences
for the ARV price reduction strategies of the Brazilian public health authorities.

However, it must be noted that, in accordance with TRIPS, the new
Brazilian Patent Law allows for compulsory licensing in the case of “national
emergency” (Art.71) and if the patent holders “practice abuse of economic
power”, which, according to the Law, explicitly means that there is no local
production for three years after the patent has been issued9 (Art.68).

As many authors have pointed out, compulsory licensing may appear as a
key tool of public heath policy in developing countries [8-10]. Nevertheless,
due to the lack of consensus at the World Trade Organization (WTO) nego-
tiations, developing countries have only made limited use of compulsory
licensing, as TRIPS requires compulsory licensees to restrict the “predominant
part” of their production to the domestic market. This means that TRIPS
dramatically limits the export (or import) of drugs made under compulsory
licensing arrangements. As a result, access to low-price medicines is restricted
in developing countries which lack sufficient local manufacturing capacity to
produce drugs under compulsory license.

As will be discussed later, even in the case of Brazil where a real technological
capacity to produce drugs exists, there remains a great deal of uncertainty
about the effective use of compulsory licensing in the near future.

Economics of AIDS and Access to HIV/AIDS Care…116

8. The Brazilian Agency in charge of delivering patents.
9. It is important to note that at the end of the 90s, the USA asked a WTO panel to judge the

Brazilian Patent Law’s non-compliance with TRIPS. US representatives intended to exclude
art.68 from the Brazilian Patent Law, arguing that this article was contrary to TRIPS principles
of non-discrimination between local production and imports and also that compulsory licenses
would discriminate against North American patent holders in Brazil, companies whose products
are imported from their parent company but not produced locally. For more on this topic see
for example [11,12]. Although the US government finally withdrew its complaint, Brazil is still
on the so-called “Special 301 Watch list”.
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Norms for public procurement: the  Call for Tender Law
The other major institutional constraint which the health authorities have had

to contend with relates to a provision in the 1988 Constitution. In an attempt to
clean up the administration’s behaviour and fight against “corruption”, this
Constitution stated that the government’s procurement of goods and services
had to comply with the principles of legality, impartiality and transparency. As
time went by (with the passing of a Law in 1993 and a Constitutional
Amendment in 1995), provisions maintaining some form of protection for
national products were eliminated and companies suffered from increased
foreign competition. As we will show, competition became much fiercer
between 1993 and 1995. Whereas the 1993 Law generalising the obligation to
proceed via calls for tender still contained a number of stipulations that were
beneficial to Brazilian companies or to firms with operations located in Brazil,
the same no longer applied after the 1995 Constitutional Amendment, which
introduced principles of competition that were much more rigid than before.

According to the 1993 Law, States and Municipalities – even if they had to
comply with the requirement of passing through call for tenders – could
create their own norms. In this framework, a call for tender is defined as an
administrative act and must therefore:

i) be public and standardized;
ii) follow a price registration system;
iii) be based on the prices currently being practiced within public administration

bodies;
iv) specify the goods to be acquired without explicitly referring to particular

brands (art.4).
In addition, the successful bid should be decided upon under conditions of

fair competition and be based on the following criteria:
i) goods produced or services supplied by domestic companies;
ii) produced in the country;
iii) goods produced or services provided by companies established in

Brazil (art.3).
In other words, article 3 clearly announces the criterion of “national prefe-

rence”. Finally, the Law foresees exceptions which define cases where there is
no need to invite for tenders, namely:

i) when the Government must intervene to regulate prices or normalize
provision;

Intellectual Property Rights… 117
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ii) when proposals present prices that are clearly higher than those being
observed in the domestic market, or are not compatible with those fixed by
competent official bodies;

iii) when the contract is between public administration bodies once the
price is compatible with those observed in the national market (art.24). In
addition, there is no need to invite for tenders if goods or services (irrespective
of the brands) can be provided by a single company, as long as that company
can prove that it has exclusive rights to them (art.25).

In addition, there is no need to call for tenders:
i) in emergency situations justifying this non-obligation;
ii) if there is a justifiable reason to choose a single supplier;
iii) if there is any reason relating to pricing (art.26).
As we can see, the 1993 Law opened up several possibilities that could be

beneficial to national firms or to companies running local operations.
However, in the wake of the WTO agreements and as part of a new economic

policy aimed at putting national firms under serious competitive pressure to
force them to modernise, this “national preference” was revoked by a 1995
Constitutional amendment that forced Brazilian firms to compete with foreign
companies. At the same time, and again as a result of the WTO agreements,
customs tariffs on pharmaceutical products and fine chemicals (the main
components in active principles) dropped sharply, on average from 65% to 20%.

As we will show by examining the local supply of HIV/AIDS drugs, this
major constraint significantly restricts the ability of locally established firms
to take part in the program or use it to strengthen their own position.

Local capabilities and supply of ARVs
To understand clearly the prevailing situation in the Brazilian ARV market,

some details should be given about local regulations and about the types of
actors operating in this market.

First, to have the right to commercialise drug products in Brazil, it is
necessary to register with the National Agency for Health Monitoring
(ANVISA). This registration, however, does not require the applicant firms to
be engaged in local production. Secondly, registration criteria and conditions
vary depending on whether an “Innovator Drug Product” (or “Reference
Drug Product”), a “Similar Drug Product” or a “Generic Drug” is involved.
Like most legislation in the Western world, according to Brazilian law an

Economics of AIDS and Access to HIV/AIDS Care…118
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“innovator drug product” is defined as “a drug product presenting in its com-
position at least one active drug that has already been covered by a patent
(even if that patent has expired) that was taken out by the company respon-
sible for its development and innovation in the market of its country of origin.
If the innovator drug product is available on the national market, it is generally
considered to be the drug product of reference” [13]. On the other hand,
unlike legislation in the Western world, Brazilian law authorizes the marketing
of two types of reference product copies: “similar drug products” and “generic
drug products”. Under Brazilian legislation a “similar drug product” is “a drug
containing the same or more active principles, presenting the same concentration,
dosage, means of administration, posology and therapeutic indication. Moreover,
it has to be equivalent to the drug product registered at the ANVISA. It may
only differ with regard to its size and shape, period of validity, packaging,
labeling, excipients and vehicles”.

Regarding “generic drug products”, these are “drug products similar to a
product of reference or to an innovator drug, and which are meant to be inter-
changeable with the said product. They are generally produced after the
patent’s expiration or after a rejection of the patent protection or of any other
rights of exclusiveness”. In other words, unlike similar drug products, registering
generic drugs requires bioequivalency and bioavailability testing.

It should be specified that the distinction between “similar” and “generic
drug products” was introduced in 1996 with the enactment of the law on
generic medicine. Until that point, Brazilian regulations had not required any
bioequivalency testing, nor had they envisaged any special status for the
products being tested. Lastly, it should be noted that the Brazilian health
authorities were planning to get rid of regulations on similar products in the
medium term, in order to promote the development of a market for generic
medicine.
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Table : Private companies and public laboratories
with ANVISA registered ARVs as of December 

Source: www.anvisa.gov.br

Regarding the state of HIV/AIDS drugs in December 2002, according to
ANVISA’s electronic data base, thirty-one private companies (domestic and
multinational) have registered ARVs in Brazil (Table 2).

Locally-owned companies Multinational Companies Public Laboratories 

Cristália Merck Sharp & Dohme 
Fundação para  

o Remédio Popular (FURP) 

Eurofarma Boehringer Ingelheim 
Instituto de Tecnologia em 

Fármacos (Far-Manguinhos) 

Laob Roche 
Laboratório Farmacêutico da 

Marinha (LFM) 

Microbiológica Abbott 
Laboratório Químico 

Farmacêutico da Aeronáutica 
(LQFA) 

Sanval Bristol Meyers Squibb Instituto Vital Brazil (IVB) 

Lab. Bioquimico Prodotti 
Fundação Ezequiel Dias 

(FUNED) 

Itafarma – Imp. Exp. Pharmacia 
Laboratório Industrial 

Farmacêutico de Alagoas 
(LIFAL) 

Cazi Química IB Farma (acquired by the 
Apotex – Canada) 

Lab. Farm. do Estado de 
Pernambuco S/A (LAFEPE) 

Ativus Ranbaxy 
Indústria Química do Estado 

de Goiás S/A (IQUEGO) 

Neo-Química Glaxo Wellcome (GSK)  

Greenpharma Química 
e Pharmaceutica Merck S.A. (AG)  

União Química AstraZeneca  

EMS-SIGMA PHARMA   

Biolab Sanus   

Teuto   

Sintofarma   

UCI Farma–Indústria 
Farmacêutica Ltda.   

Virtus 
Blausiegel   

AB Farmoquimica   
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It should be noted that these are firms and ARVs whose distribution within
Brazil has been authorised by the ANVISA. This does not necessarily mean
that they have actually been distributed, since marketing is a matter of corpo-
rate policy. We are therefore faced with a complex situation. On the one
hand, some multinational corporations holding patents of ARVs supply the
market through imports. On the other hand, other foreign companies such as
Ranbaxy, nineteen locally-owned private firms and nine public laboratories
hold off-patent ARVs that have been registered at ANVISA10. It is noteworthy
that despite the 1996 Brazilian Generic law, generic ARVs, as such, are
almost non-existent on the local market. In fact, most off-patent ARVs are not
registered as “generics” but as “similars”. For the moment, only one private
Brazilian company (AB Farmoquimica) and an Indian firm (Ranbaxy) have
obtained a generic status for some of their products11. According to Brazilian
firms that have been interviewed, the costs involved in registering generic
medicines, together with frequent changes in public policy procurement (see
below), make it too costly and risky to produce officially registered generic
ARVs12.

Focusing now on Brazil’s national product offer, it can be argued that with
nineteen local private firms and nine public laboratories involved in the pro-
duction of ARVs, Brazil has considerable production capability for these
drugs. Nevertheless, this capability does not involve the entire production
process. Strongly specialized in active principle formulae – due to a historical
policy of actively building up strong capabilities within this field in public
laboratory networks - the Brazilian industry lacks the synthetics capabilities
that would enable it to undertake industrial production of intermediates and
raw materials.
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10. These are ARVs in circulation before the 1996 law, or where the foreign patent holders
had not initiated a patent registration procedure in Brazil.

11. Nevirapine for the Brazilian firm. Indinavir sulfate; Estavudine; Zidovudine + Lamivudine;
Neviparine,  Lamivudine for Ranbaxy.

12. The Brazilian standards for bioequivalency tests are similar to the FDA’s. Nevertheless,
the difficulties in obtaining the required availability levels established by the Brazilian standards
do not mean that the medicine is not good or safe. It is believed that ANVISA has adopted such
high generics standards so as to be able to guarantee the effective implementation of this segment,
seeing as physicians were once very skeptical about prescribing generics, doubting their
efficiency in comparison with reference medicines (for more on this topic see [14]).
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The local development of ARV production capacities
– chemical synthetics as a missing link

During the 70s and 80s, Brazil implemented an active import substitution
policy aimed at enhancing both industrial capacities and technological capa-
bilities in the pharmaceutical sector, including production of intermediates
and active principles. Policy at the time included the development of an upstream
petrochemical industry, on which the production of medicines is dependent.
The production of basic fine chemical raw materials originates from the
petroleum refining process through which naphtha is obtained, which will
later be used for producing active principles (APIs) and medicines. In the 80s,
with the creation of the public company Nordeste Química S.A. (Norquisa),
the government began to plan investments in the production of synthetic
intermediates as a downstream diversification for the petrochemical industry
which was then facing declining internal demand. Significant among those
initiatives was the creation of Carbonor for the production of salicylic acetyl.

Another key stimulus for the development of technological capabilities in
the pharmaceutical sector was the suspension of IPRs covering pharmaceuti-
cal processes and products, in the wake of the aforementioned 1971 Law.
This law, which suspended all forms of intellectual property rights relating to
pharmaceutical products, made it possible (via “copying” and imitation
effects) to engage in large-scale experimentation without any legal restriction,
thus allowing a number of firms and laboratories to acquire synthetic capabi-
lity formulae through reverse engineering. Another important initiative was
the creation in 1976 of a company for technological development, named
Companhia de Desenvolvimento Tecnológico (CODETEC). CODETEC
involved a partnership between academic researchers and technicians from
the Industrial Technology Department of the Ministry of Industry and Trade.
Its main contribution was the development of diverse active principle produc-
tion processes that were ultimately transferred to the private sector. Overall,
these measures allowed Brazil to acquire during the 80s an adequate scientific,
technological and industrial capacity for producing medicine.

Nevertheless, in the 90s, following trade liberalization and greater exposure
to international competition, the country lost much of its industrial capability
to produce synthetic intermediates and raw materials, falling far behind its
Asian competitors in terms of marketing and price competitiveness. In parti-
cular, the sudden reduction of import tariffs, from 60% to 20% on average,
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and the removal of non-tariff barriers created new challenges for the local
production of fine chemicals. Privatization of petrochemical raw material
firms reinforced the phasing out of the production of synthetics intermediates.
In the first half of the 90s, 1,700 production lines of synthetic intermediates
were shut down. Firms that remained in the market moved to less competitive
areas, subsequently concentrating their production on low added value com-
modities. In the vast majority of cases, projects implemented in the 80s could
not compete in scale and technology with imported drugs distributed locally
by specialized international traders. This situation explains why the vast
majority of the 400 or so Brazilian pharmaceutical firms have only mastered
those active principles and intermediates formulae that have been supplied by
other companies, generally through imports. Of the 19 domestic companies
with ANVISA-registered ARVs, only 15 master the formulae for these drugs.
Public laboratories also followed this trend by focusing on existing production
capacities through imports of active principles.

Developmental potential for the future
Nevertheless, eight companies produce pharmaceutical active principles

locally in Brazil (Labogen, Cristália, Microbiológica, Laob, Nortec, Formil,
Quiral and Globe/Sanofi). Among these eight companies, five have industrial
and technological synthetic ARV capabilities (Labogen, Cristália, Microbiológica,
Laob, and Nortec). Amongst these five, three (Laob, Cristália and Microbiológica)
can be considered as integrated firms (from synthetic APIs to formulae),
whilst Nortec and Labogen focus on synthetics alone. In the early 90s,
Microbiológica, a spin-off firm from the Federal University of Rio de Janeiro,
developed the first local industrial ARV production line. It was successful in
reverse engineering for AZT, but for economic reasons it gave up production
in 2000, redirecting its strategy towards the search for new molecules for
other diseases such as hepatitis C. Two other locally-owned firms – Laob and
Cristália – have the technological capabilities to fulfill every step of the pro-
duction process, from synthetics to formulae. However, Laob is currently
changing its focus from ARVs to the production of anti-neoplasms. Only
Cristália is still investing in ARV production and continues to be involved in
a partnership with the public laboratory Far-Manguinhos, seeking new anti-
HIV molecules and trying to improve the formulae for existing molecules.
Nevertheless, Cristália does possess a diversified product line. The firm
manufactures different kinds of active principles and finished products,
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including some for anesthetics, pain management, psychiatry and hospital
infection control. This diversification is a competitive advantage that has
allowed the company to remain within the ARV sector.

Labogen is an example of a firm that is only involved in the production of
active principles. It has a competitive disadvantage compared with the integrated
companies, since most of the active principles used for pharmaceutical produc-
tion in Brazil continue to be imported. There are considerable advantages
associated with downstream integration in the pharmaceutical sector, due to
the fact that a larger share of added value is appropriated through the marketing
of finished products. Labogen was created in 1995 as a spin-off from the
University of Campinas. Soon after its creation, the company entered the ARV
segment as a result of the launching of the National AIDS ARV procurement
program. It now produces active principles for eight ARVs and other active
principles with lower added value. The company dominates the entire synthetics
process and its industrial plant is ISO 9002 certified. Labogen has also enhanced
quality control procedures in order to reduce synthetics process costs.
However, when forced to compete with the product ranges being offered by
the large international traders (firms sourcing specifically from Indian and
Chinese active principles producers), Labogen’s poor economies of scale
mean that only a limited number of their tenders have been accepted by the
Brazilian public laboratories. This situation has endangered Labogen’s very
existence in the market segment of active principles for ARVs.

iv
patents and price controls:
efficiency and limitations

of the brazilian procurement policy

Controlling prices via central purchasing and mobilizing local capacities
constitute the main driving force behind governmental strategies for cutting
ARV prices. The main success of the Brazilian MoH has been to obtain a
lowering of prices on non-patented and locally-produced ARVs (-75.2% on
average (1996-2001), [15]). This unprecedented fall in ARV prices is
mainly due to the role of public laboratories in local production. Mobi-
lisation of these laboratories’ resources by the authorities has created an
unprecedented situation characterised by a veritable breakthrough in procu-
rement organisation.
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As mentioned above, nine public laboratories are currently involved in the
production of non-patented ARVs (Table 2). These are: LAFEPE, the first
public laboratory to launch ARV production when it began manufacturing
AZTs in 1994; the state-run Institute Far-Manguinhos, currently the main
public ARV-producing laboratory; Fundação para o Remédio Popular
(FURP); Fundação Ezequiel Dias (FUNED); Instituto Vital Brazil (IVB);
Indústria Química de Goiás (IQUEGO); Laboratório Farmacêutico de Alagoas
(LIFAL); Laboratório Farmacêutico da Marinha (LFM); and Laboratório
Químico Farmacêutico da Aeronáutica (LQFA).

Since they do not come under the aegis of the law on tendering and
because they operate through contracts with the MoH, these laboratories have
in fact become the main suppliers of non-patented ARVs for the public program.
That being so, local private sector input would appear to be little more than a
supplement to public production. Both the discontinuing of tendering and the
small quantities on auction attest to the fact that the authorities have scarcely
made any use of the private sector (or, at a wider level, of local supplies of syn-
thesized products). Fine chemical and pharmaceutical firms have therefore
been unable to use the ARV public program as leverage in revitalising and
developing their skills through investments in new equipment and techno-
logy. As shown in Table 3, the quantities of ARV involved in calls for tender
have been much smaller than public sector supplies. In fact, in some years,
certain ARVs have been supplied through public production alone. In addi-
tion, this limited reliance on supply from the private sector does not reflect
any greater price competitiveness in the public sector, as the prices achieved
via the call for tender procedures have usually been identical or lower than
those agreed in contractual deals with public laboratories. Moreover, close
examination of the different calls for tender reveal that: 

i) no foreign generic seems to have won a bid up until now;
ii) some calls for tender have been won by multinationals who sell their

patented products at highly discounted prices (for a comprehensive discussion
on the issue of pricing, see [16]).
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Going back to the Brazilian suppliers, it is noteworthy that whilst existing
private ARV production capacities have been achieved in response to the
establishment of a Brazilian program for the public procurement of these
drugs, it can also be argued that by favoring public labs the current policy has
not been able to create incentives to induce private companies to invest more
in their manufacturing capacities. This may create an obstacle to the sustaina-
bility of the Aids Program, especially as public labs are confronted with a
major problem: their access to imported active principles involves participation
in calls for tender.

API Calls for tender:
a market dominated by Chinese and Indian suppliers

Active principles account for 90% of ARV production costs. This means
that further efforts to cut ARV prices should focus on manufacturing active
principles, hence on controlling their production processes. As previously
mentioned, a few private Brazilian companies have the requisite skills for this
production, but the public laboratories, specialised as they are in formulae,
are forced, in order to manufacture their finished product, to turn to third
party API producers. In the absence of any public competence in this domain,
relying on calls for tender from the private sector is the only way for
Brazilian public laboratories to procure APIs for their production needs. Until
now, the call for tender procedure has made it possible to acquire cheap
active principles from foreign sources, but it also raises two key issues:

i) quality control on imported APIs;
ii) more fundamentally, the public ARV production sector’s dependency

on Asian active principle producers.

Since the 1993 Law and the 1995 Constitutional Amendment, tendering
processes cannot be based on “technical and price” or just “technical” moda-
lities, but must be given to the offer with the lowest price. Although public
laboratories can establish technical requirements for tendering, these cannot a
priori be considered to be eliminatory criteria. Samples cannot be used as an
eliminatory criterion since there is no guarantee a priori that the samples cor-
respond to the production batch that is to be delivered. Nevertheless, if the
successful tenderer sends a product that does not correspond to the technical
specifications, the public laboratory has two alternatives: to negotiate a new
batch (whose acceptance will also depend upon its compliance with technical

Intellectual Property Rights… 127

Orsi.qxd  25/06/2003  11:22  Page 127



specifications) or to cancel the call for tenders in question and invite new tenders.
Before inviting new tenders, the laboratory can also ask the company which
came second in the previous tender if it can supply the requisite medicines at
the previously accepted price. However, in most cases, this firm cannot lower
its price and there is a need to open a new call for tenders.

Although there is a learning curve from the experience of such tendering
processes, and even though it is possible to know which suppliers possess the
actual technical conditions that will allow them to deliver active principles
with the technical specifications, this cannot also be used as a priori elimina-
tory criteria. Thus if a company that has proved itself incapable of supplying
quality active principles submits the lowest offer, then the public laboratory is
still obliged to accept it. Amongst the many implications of such a problem,
there is the delay in the public laboratories’ commitment to the previously
established MoH demand13.

Non-compliance with technical specifications occurs mainly in inputs
acquired from Chinese and Indian laboratories. The reason is that ANVISA
only requires foreign laboratories to respect basic storage and distribution
conditions. There is no need to inspect the industrial plants from which the
active principles are being imported. This is a de facto advantage that the
Law bestows upon imported products, since ANVISA’s demands on local
manufacturers entail additional costs compared to Indian and Chinese sup-
pliers. It is therefore no surprise that Asian suppliers are currently dominating
the Brazilian active principles public market. Represented locally by traders,
Indian and Chinese firms account for 90% of all tender submissions and the
prices they are able to offer leave little room for Brazilian companies in their
domestic active principles market. Despite the participation of Brazilian firms
in these calls for tender, in most cases they are unable to compete with
Chinese and India laboratories. According to Brazilian firms, this situation
has created little incentive to continue to operate in the active principles market,
and some of them are considering withdrawing from the ARV segment.
Microbiologica for example, once the first local firm able to synthesize AZT
(and for many years the only firm to provide the MoH with that drug) was
forced to leave the market, due to the lower prices being offered by foreign
competitors. This trend may progressively lead to a situation in which the
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13. Another problem relating to the tendering process is that the time between the announced
result of the “call for tender” and the required delivery date is too short. Domestic private
companies do not have enough time to plan the production process and buy the required inputs.
Consequently they need to keep expensive stocks without any sales guarantee.
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AIDS Program is entirely dependent on imports – and it could also result in
the phasing out of private laboratories’ production of active principles. The
negative effect of interrupting local production would be the loss of existing
technological capabilities, hence of a key element for making the threat of
compulsory licenses credible, and thus obtaining significant price reductions
of ARVs that are still under patent.

The politics of lowering prices on patented ARV: how to maintain
a credible threat through the use of compulsory licenses

Multinational firms currently account for nearly two-thirds of all Brazilian
Government ARV procurement. Moreover, spending on imported ARVs that
are still under patent represents around 62% of the total ARV procurement
budget. In addition, imports are likely to grow rapidly in the future, with a
new generation of on-patent drugs coming on line. As such, the threat posed
to foreign firms by the use of compulsory licensing in local production
constitutes a key issue in controlling the future costs involved in providing
ARVs that are still under patent. In Brazil the government has recently adopted
this strategy in its negotiations with multinational firms, trying to get them to
lower their prices. Given the public Far-Manguinhos laboratory’s ability to
establish cost-based reference prices, this strategy was used in 2001 to negotiate
reduced prices for Nelfinavir and Efavirenz. After Brazil threatened to break
the patent and produce the drug itself, the patent holders agreed to price cuts
of 40% for Nelfinavir and 59% for Efavirenz [15].

Nevertheless, despite these first successful results, the Brazilian strategy is
a temporary window of opportunity that might be closed in the near future
once the TRIPS agreement has been fully complied with by the main Asian
(Chinese and Indian) suppliers of active principles.

In fact, by 2005 India will have to comply with the new international law
being set up under TRIPS; and China, which has already started to front-run
the implementation of TRIPS (revising its 1992 Patent Law in 2001), is
already subject to certain regulations prohibiting copying and/or exporting
some of the products for which a Chinese patent already exists. Hence the
risk for Brazil is that its cheap active principles suppliers will dry up before it
can develop local capabilities in this domain. Furthermore, as soon as it is no
longer in a position to ensure local ARV production using imported APIs,
Brazil could lose its ability to negotiate the price of new treatments with
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multinational patent-owners via the only tool designed towards this end, i.e.
the threat of compulsory licensing.

v
conclusion:

final assessment and a few policy implications

The Brazilian ARV Program offers some important lessons for other deve-
loping countries aiming to control the AIDS epidemic.

1. As mentioned above (and demonstrated in greater detail in the chapter
by Teixera et al.[13], part i), it has unquestionably been highly successful as a
public health program.

2. To highlight the key factors underlying the spectacular success of this
public healthcare program, it must be stressed that the main driving force for
the AIDS program’s expansion of access to ARVs has been the reduction in
drug prices. The lesson taught by the Brazilian example is that acquiring tech-
nological capabilities in ARV formulae is essential for increasing the bargai-
ning power of the national public authorities with patent holders. Once public
laboratories began their own production of off-patent ARVs (and started to
supply these drugs at much lower prices than those of the multinational
firms), ARV prices fell dramatically in Brazil, which contributed to price
decreases in other markets throughout the developing world. With respect to
patented ARVs, threatening patent holders with compulsory licensing and
demonstrating the technical ability to develop ARVs locally has been the key
to obtaining this drastic reduction in drug prices. In addition to ensuring cuts
in patented drug prices, local formula capabilities have also contributed to a
decrease in the prices of off-patent ARVs.

3. At a more theoretical level, the Brazilian experience also provides us
with a few key elements for the debate over TRIPS. Since its adoption, the
agreement’s supporters and opponents have argued bitterly over the subse-
quent tightening of IPR laws. These discussions have specifically revolved
around the impact of TRIPS on the countries of the South, which have been
forced to align themselves with prevailing protection standards in the world’s
most developed countries (in R&D terms). TRIPS supporters have argued
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that by introducing tighter regimes, the countries of the South will attract
multinationals, whilst creating an incentive for local firms to invest in R&D,
since they can be sure that their discoveries will be protected (for a detailed
and critical analysis of these arguments, see [17]). The evidence, after some
20 years of fight against the AIDS pandemic, has led to outcomes that seem
totally different from the ones predicted by the proponents of strong protection.
This is because the multinational companies, sitting on their monopolies and
protected by international law, have not at all delocalised their activities to
the South. On the contrary, after the clauses that used to be beneficial to the
locally established firms were suspended, certain multinational companies
began to abandon some of their facilities in the South, regrouping their world-
wide manufacturing units in an attempt to achieve economies of scale [7],
[17]. Furthermore, even before generics began to be produced and distributed
locally, multinational drugs manufacturers did anything but lower their
prices. In other words, they perpetuated a situation in which access to treatment
remained totally out of reach for patients in the South. Lastly, local firms, the
vast majority of whom lack sufficient R&D capabilities, have tended to
regress rather than progress. As for the fine chemicals firms that used to produce
active principles, Brazil witnessed a mass destruction of its stock of manufac-
turing facilities once the free-trade agreements that were signed in 1994 came
into effect (remember that TRIPS are only one aspect of the general agreements
signed under the WTO framework).

In addition, it was only once the Brazilian authorities made a commitment
to local production that the multinational firms, for once under considerable
pressure, began to lower prices visibly. In other words, aside from its remar-
kable effects in terms of Public Health, one of the main achievements of the
Brazilian program is that it provided unambiguous elements for dealing with
key issues in the country’s political economy.

4. For all of these reasons, the ensuing phase (the 2001 Doha Declaration)
has been crucial, with WTO members now openly admitting that it is essential
that countries facing epidemic threats be able to use compulsory licenses of
patented drugs. Depending on whether this statement of intent is followed by
tangible after-effects and enacted in law, the circumstances surrounding the
continuation of the battle against this epidemic could vary greatly14. The United
States’ recent opposition (the U.S. is the only country to refuse a compromise
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text accepted by the 143 other countries represented in Geneva) was a disastrous
signal for the wealthy nations to send to the countries of the South. In any
event, and even if “South-South” exports of ARVs and other active principles
are finally authorised (something that was refused in Geneva in 2002), the
Brazilian experience clearly shows that the use of a “compulsory licensing”
clause (or the credible threat to use it) constitutes a key strategic tool for
achieving the significantly lower prices of drugs that are needed to fight
the epidemic.

5. However, in spite of its evident merits, the Brazilian program, when
seen from the point of view of its long term sustainability, draws attention to
some of its inherent limitations. These mainly stem from the fact that the pro-
gram was implemented and developed without sufficient attention having
been given to the development of local industrial and scientific API capabilities.
Most of the fine chemical production capacity built up in the 70s and 80s was
dismantled after market liberalization in the 90s. The shutting down of 1,700
production units of intermediates increased the dependence on imports. In
this context, the ARV Program revealed that the preference for acquiring
drugs from public laboratories might have detrimental impacts on the existing
technological capabilities of locally-owned private companies. In fact, regar-
ding the short-term public health goal of guaranteeing the lowest possible
price for ARVs in order to maximize the number of ART-treated patients,
public laboratories hold the lion’s share of public demand. This policy has
discouraged local production of active principles and local private involvement
in ARV formulae. The larger share of private supply of active principles for
public laboratories is now being dominated by trading firms representing
Indian and Chinese pharmaceutical laboratories. This situation is further
narrowing the limited space for Brazilian private domestic firms to participate
in the supply of ARVs. Squeezed between Indian and Chinese active principles
suppliers, multinationals and public local laboratories specialized in the
development of finished medicines, private domestic firms are withdrawing
from the ARV market segment. This situation poses future challenges for
Brazil: how to guarantee the quality and low price of imported active principles
and how to maintain the sustainability of their ARV procurement program in
the light of a potential trend towards increasing API prices.

The complete enforcement of patent rights in India and China after 2005
may undermine the Brazilian government’s ability to negotiate prices with
multinationals. Without an alternative cheap source of active principles, the
credibility of the compulsory license as a threat will be limited.
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As such, what appears to be essential is that the new policies be designed
in such a way as to maintain an AIDS program at affordable costs and encourage
the development of technological capabilities in local firms, based on the
production of intermediate inputs. This would seem to be all the more necessary
insofar as, even if the Doha negotiation did open the door to the advent of a
generics industry in the countries of the South (facilitating export in case of a
national emergency), the Brazilian industry’s real ability to compete with
foreign generics firms will be a crucial factor in the price of the ARVs that
the public program will be distributing.
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I. Introduction 
 
 Open Source Software, which burst on the innovation scene in the mid-1990s, is 
produced in a completely different way than other commercial products. Workers are usually 
unpaid; management and direction are limited; and legal restrictions on using the product are 
modest (Lerner and Tirole, 2004).  The open source style of development has various features, 
but it generally involves software developers making their source code available free-of-charge 
to end users and improvers, sometimes subject to license restrictions such as GPL and BSD.2 
Developers often work on the code provided by others.  
 
 The open source movement is a substantial phenomenon.  LINUX runs on 29 million 
machines (LinuxCounterSite 2005) and Apache runs on 70 million servers (Netcraft 2005). 
Despite this demonstrated success, survey evidence indicates that the nature of open source 
activities is changing rapidly (Comino et al., 2005). For example, the survey data of Ghosh et al. 
(2002) show that there is a secular shift from “hobbyist” contributions to “commercial” 
contributions.  It is still unclear to what extent open source will supplant proprietary methods for 
software development, let alone branch out into other information goods such as pharmaceuticals 
or geographic data.  In this essay, we provide a snapshot of the emerging open source 
phenomenon, and a discussion of how scholars have tried to make sense of it.  
  

There are several natural questions to ask about the phenomenon.  Among them, 
 

• How do open source methods provide sufficient incentive to invest in software, given that 
users do not pay innovators?  

• What is it about computer software, if anything, that calls for a new invention paradigm? 
Which other inventive activities share these features? 

• Does the efficacy of open source depend on licenses (e.g. BSD, GPL) and, indirectly, the 
underlying availability of intellectual property protection?  

• Does the market need a coordination mechanism to collectively choose open source over 
more traditional ways of exploiting intellectual property, and does it always do so when 
open source is the better choice? 

• In what circumstances does open source work better than traditional intellectual property 
incentives or other funding schemes, such as public sponsorship? 

 
In section II we lay out the various arguments for why open source works as an incentive 

scheme, and compare it to more traditional uses of intellectual property.  In section III we focus 
on how open source collaborations are organized.  In section IV we turn to some of the 
observable welfare consequences of organizing R&D in this fashion, and in Section V we 
discuss some of the gaps in what is known about it, and its potential to organize invention in 
other arenas. 

                                                 
2 The General Purpose License is a “viral” license that obligates a further developer of the innovation to make it 
available under the same license.  In general, there are no restrictions on use or an obligation to pay, but in some 
versions there is an obligation for attribution. The Berkeley Software Distribution license originated through UNIX 
development at the University of California, Berkeley and is not viral.  It requires users to give attribution credit to 
the University but does not prohibit commercial use or development.  For a more complete history, see, for example, 
Weber (2004) and von Hippel (2005). 
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II. Incentives for R&D 
 

Not all R&D environments call for the same incentive structure.  For example, R&D 
environments differ in the extent to which ideas for investments are scarce or common 
knowledge, the extent to which disclosure of progress is inevitable or important, the extent to 
which innovation proceeds cumulatively through the efforts of many contributors, and the extent 
to which natural restrictions on entry protect innovators. 

 
The open source movement emerged to support an industrial product (software) for 

which disclosure of code is particularly useful, but not required by intellectual property law. 
Copyrights for software can be registered without fully revealing the source code, and source 
code is typically not included in software patents.3  Source code is typically not disclosed in 
either regime.   

 
Of course, code can be released under license, but here the nature of the innovative 

environment matters.  If “ideas are scarce” in the sense that each idea for an improvement occurs 
to a single, random person (Scotchmer 2004, chapter 2), and ideas depend on prior disclosure, 
then traditional protection through patents and copyrights may cripple inventive activity. This is 
because rightsholders do not know whom to license and disclose. In the open source regime, full 
disclosure is automatic, and thus encourages new ideas and re-use of the code by developers who 
cannot be identified in advance.  The surprise is that this can be done while still preserving 
incentives.  In this section we explore those incentives, but first compare open source with the 
more traditional way of exploiting intellectual property. 

 
Open source communities have been well studied with survey instruments.  When asked 

their motives, survey respondents cite all of the incentives listed below: own use benefits, 
complementarity with proprietary products sold in the market, signaling, education, and social 
psychological motives such as altruism or simple enjoyment.  In terms of the technical problems 
that contributors seek to address, Ghosh et al. (2002) report that 39.8% are trying to improve the 
products of other developers. Fewer are trying to realize a good product idea (27%), or trying to 
solve a problem that could not be solved by proprietary software (29.6%).  Among contributors 
at SourceForge, the top three reasons for participating in open source communities include “work 
functionality” (33.8%) and “non-work functionality” (29.7%).4  (Lakhani and Wolf, 2005). 

 
To control for the possibility that these responses are sensitive to the number and 

phrasing of the questions, Lakhani and Wolf (2005) use factor analysis to group the responses 
into four classes: Workers who are primarily motivated by education/intellectual stimulation 
(“Learning and Fun” - 29%), by non-work user needs (“Hobbyists” - 27%), by work-related user 
needs (“Professionals” - 25%) and by feelings of obligation/community (“Community Believers” 
- 19%).  Significantly, the two user needs categories comprise about one-half of all respondents.   

 

                                                 
3  See Lemley et al. 2002 at 204-205 (for patents), Samuelson (1984) and U.S. Copyright Circular 61 (for 
copyrights). 
4By way of comparison, “own use” responses lag behind “intellectually stimulating” (44.9%) but are well ahead of 
“Beat Proprietary Software” (11.9%).  (Lakhani and Wolf, 2005, Lakhani et al., 2002). 
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Surveys of the embedded-LINUX community find that most hardware firms release code 
in order to continue receiving similar donations from others (61.4%), benefit from other 
participants’ efforts to find and fix bugs (59.9%), to be known as a good player in the open 
source community (58.9%) and because they hope that others will develop their code further 
(57.7%).  Employees working for software companies report broadly similar motives except that 
they tend to place slightly more emphasis on marketing (e.g., signaling and reputation).  This 
effect is larger for small, young companies than for older and more established firms.  (Henkel, 
2005b). 
 
A. Intellectual Property and Open Source 

 
Because the key feature of open source is that the knowledge (software) is put in the 

public domain, open source would not perform well as an incentive mechanism in the usual 
innovation environment where the objective is to prevent imitation. To the contrary, the point of 
putting the knowledge in the public domain is to encourage imitation. As we will see in this 
section, open source works in environments where the knowledge created (a) is complementary 
to some other good whose profitability is immune to imitation, such as human capital or another 
proprietary product, or (b) where the motives to invent are intrinsic and have nothing to do with 
appropriating value.5   

 
We begin our discussion by comparing open source and the ordinary use of intellectual 

property in the two environments where open source is mainly used: where innovations are 
complementary and where innovation is cumulative.   

 
Following Scotchmer (2004), we distinguish between having ideas, which are random 

and costless, and creating innovations, which require investment.  Let the idea of firm i be 
summarized by an indicator of its commercial value and its private cost, (vi,ci). We describe 
complementarity by the following profit function, for each firm i, where n is the total number of 
contributions to the open source project, and f is positive, increasing and bounded: 

 
 vi f(n) - ci 

 
Complementarity produces a type of network effect: Contributors prefer to contribute to 

open source projects with many participants.  Even though each developer’s code is freely usable 
by others, the commercial value vi is assumed to survive.  The commercial value must therefore 
be due to some other proprietary product that embeds the software and not directly to the 
software itself. 

  
To compare open source with patents, assume that if firms keep their contributions 

proprietary, they cross-license symmetrically at some price ℓ. Then with n contributors, each 
firm earns licensing revenue (n-1)ℓ.  However, each firm also has licensing obligations in 

                                                 
5 For discussion of how economists have treated the design of intellectual property in regard to these issues, see 
Scotchmer (2004).  For a broader set of references that also includes legal scholarship, see Menell and Scotchmer 
(forthcoming). 
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amount (n-1)ℓ, so there is no net burden due to licensing.  GPL leads to the same end without 
imposing the license fees ℓ and without the burden of negotiating. 

 
Notice, however, that participating in such a scheme might not be the best thing from 

either a private or social point of view if most of the users are not developers so that the open 
source community confers benefits on nonreciprocating third parties. If such use constitutes the 
bulk of the social benefits, and if development costs are relatively high, a better incentive scheme 
would involve royalties. Royalties from third parties may be necessary to cover costs. 

 
Now suppose that the software contributions are cumulative.  For example, suppose that a 

set of proprietary products embed a common software product, such as an operating system, 
which can be improved sequentially by other developers who find bugs or see opportunities for 
improvement. Suppose further that each improvement increases the quality of the embedded 
software and that ideas for improvement occur randomly to members of the community to whom 
the product has been disclosed.  

 
In the cumulative context, traditional IP has the same problem as with complements.  If 

ideas for improvement are scarce, so that a potential improver cannot be identified in advance, 
then licensing on a one-by-one basis to disclose the prior code will not work very well. Further, 
if each member makes the same number of contributions as every other, at least in expectation, 
then their expected receipts and payouts from licensing will be equal for each contributor, and 
equivalent to making no payments at all under a GPL scheme.  

 
However, the cumulative context is where we see that a GPL license may be useful.  A 

GPL system locks the proprietors into a royalty-free exchange of knowledge. Unlike the case of 
complements, knowledge exchange is not symmetric because later developers can free ride on 
earlier ones, but not vice versa. Absent GPL, a developer might be tempted to free ride on earlier 
developers and make his code proprietary so he can impose royalties on later developers. With 
GPL, he can only revert to royalties by building his code from the ground up.  This may be more 
costly than using prior code and accepting the GPL.  
 
 Because the whole point of making code open is to encourage imitation and use, the code 
itself will not be a profit center for its developer. In the remainder of this section, we discuss why 
open source works as an incentive system, namely, that the benefits come from own use, other 
products sold in the market, signaling, and education.  We also discuss social psychology 
motives that claim to transcend traditional economic incentives.  Despite broad similarities, these 
incentives lead to different behaviors and welfare implications.   
 
B. Own Use  
 
 User innovation has been documented as far back as Victorian times.6  By the late 
twentieth century it was ubiquitous:  Examples include everything from machine tools to 

                                                 
6 The practice of creating new information for one’s own use is as old as mankind.  Scholars have long argued that 
the apparent perfection of European folklore reflects accumulated interactions (and incremental improvements) of 
storytellers and audiences.  See, e.g, Bettelheim (1976).  The high ranking of Homer’s Iliad and Odyssey among 
Western “great books” is an obvious example. 
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windsurfing (Von Hippel, 2004,  Harhoff et al., 2003,  Lerner and Tirole, 2002a). The modern 
open source movement extends this user innovation model to software. (Raymond 1999). The 
Apache web server collaboration provides a leading example.  
 

Writing code for own use is not entirely about volunteer labor. Eighty-six percent of 
contributors who participate in open source projects for work reasons are paid for at least some 
of their work.  Not surprisingly, paid contributors spent almost twice as much time as volunteers 
– 10.3 hours compared to 5.7 hours (Lakhani and Wolf, 2005).  Corporations that employ own 
use strategies to make or improve products that will be sold to mass market products can afford 
to bear more cost than individuals. At the same time, own use includes substantial non-
commercial activity. Lakhani and Wolf (2005) report that 27% of SourceForge contributors write 
code for “non-work needs.”  Since 10.9% of all SourceForge listings involve games (Comino et 
al., 2005), “hobbyist” motives are apparently important.   

 
Own-use incentives may lead to under-provision of code, since the investing party does 

not appropriate the benefits conferred on third parties. While reciprocity within the open source 
community may avoid duplication, it does not solve this basic deficiency in incentives.  This is 
also true in the simple model of complementarity that we started with, where every contributor is 
concerned with own use.  The user will not invest if his ci is larger than his own benefit vif(n), 
even if the cost is smaller than the social benefit [f(n)-f(n-1)]Σj vj. 
 
C. Complementary Goods and Services 
 
 We have already stressed that open source incentives will not work if the open source 
software must itself be a profit center. This is because imitation is its very life blood. Instead, the 
open source activity must be complementary with something that remains proprietary.  
 

West and Gallagher (2004) refer to open source as “pooled R&D.”  In particular, 
companies share code to test software, fix bugs, and to get improvements, feedback, and 
extensions (Rossi and Bonaccorsi, 2003, 2005), all of which they would otherwise have to do 
independently with substantial duplicated costs.  Contributors can afford to cooperate in this way 
because the open source software is bundled into different goods and services that are mostly 
nonrival in the market and allow individual contributors to appropriate benefits.  Typical 
complements include proprietary operating systems; proprietary applications programs; 
hardware; documentation; distribution through trusted and convenient brand name channels; 
bundling open source software into convenient, ready-to-use packages; tech support and 
warranties; custom software services; consulting, education and training; remote services; 
complete data solutions; making applications more reliable for particular applications or 
libraries; and organizing fairs and conferences (West and Gallagher, 2004, O’Mahoney, 2003, 
Varian and Shapiro, 2003, Dahlander, 2004, Ghosh et al., 2002, Harhoff et al., 2003, Henkel, 
2005b, Hawkins, 2002, West, 2003, Raymond 1999).  Complements are particularly important 
for server software, desktop/client software, enterprise solutions, IT consulting, IT services, and 
the embedded software used in appliances like DVDs and cell phones (Ghosh et al., 2002). 
 

Commercial firms are less likely to participate in open source development where 
competition among them is significant (von Hippel, 2002, Harhoff et al., 2003). Harhoff et al. 
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(2003) present a model with two users who practice in-house innovation, and are imperfect 
competitors selling products that are enhanced by the open source product.7  Even though each 
firm’s rival would benefit from a disclosure of its code, the firm may nevertheless disclose it in 
the hope that a third-party manufacturer will develop the disclosed product still further. Harhoff 
et al. find that, if competition and technology spillovers are both high, and the cost of adopting 
the manufacturer’s improvement is high, there is an equilibrium in which neither rival discloses.  
However, if the cost of adopting the manufacturer’s improvement is less than its benefits, there is 
also an equilibrium where both disclose, provided competition and spillovers are low enough.   
 
 Henkel (2005a) explores a model in which two firms each need two distinct technologies 
to manufacture their products.  If firms cannot share information, each must invest in both 
technologies.  This raises entry costs and makes monopoly more likely.  If they choose open 
source, there are Nash equilibria where each firm specializes in one technology and obtains the 
other through free riding. Henkel finds that firms with similar technology needs disclose even 
where competition is strong.  However, firms may or may not share information where their 
needs are different.  Henkel finds equilibria in which both firms disclose. Each user performs 
whatever R&D generates the most value for itself and free-rides otherwise.  In this game, 
heterogeneous needs suppress the temptation to free ride but still produce useful technology 
spillovers for the entire industry.8  
 
 Models with competition require two strong assumptions.  First, each game assumes 
payoffs in which the parties can earn (and split) non-zero economic profits.  Rivals are protected 
against competition and entry by some unspecified means. The key issue of open source – 
appropriability – is introduced as an assumed parameter. Second, the models assume that parties 
cannot negotiate licenses with one another.  In our view, this makes any comparison with 
intellectual property suspect, since licensing would would also allow the firms to avoid 
duplication. The authors argue that their licensing assumption is justified by high transactions 
costs, the legal difficulty of patenting minor (but cumulatively important) innovations, and the 
alleged weakness of patents and trade secrets (Harhoff et al., 2003, Henkel, 2005a, Von Hippel, 
2002).9   
 

Empirical studies of the “embedded LINUX” used in proprietary electronic devices like 
DVDs and cell phones (Henkel, 2005b) provides a market example in which firms can decide 
between keeping code proprietary and mutual disclosure.  In this case, loopholes in the GPL 
license that give manufacturers the power to keep certain classes of code confidential if they 
want to.10  Despite this, roughly half of all industry members (49%) participate in at least limited 

                                                 
7 Harhoff et al. claim that this symmetric duopoly analysis remains qualitatively correct for moderately large or 
asymmetric oligopolies. 
8 Henkel analogizes this result to a juke box, in which multiple patrons with heterogenous tastes produce a stream of 
music that benefits everyone. 
9 We note that evidence showing that most licenses earn modest royalties is equally consistent with the proposition 
that licensing is efficient. 
10 The reason for the loophole is that GPL says that customers are entitled to source code, but confers no broader 
right on the general public.  In the case of embedded LINUX, the customers tend to be a small number of device 
manufacturers who have good reason to keep their software secret.  Other tactics for evading GPL disclosure 
requirements include releasing drivers as loadable binary modules rather than source code (done at least sometimes 
by 53.1% of industry respondents); tying revealed software to secret or copyrighted code; releasing code after a 
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sharing, and this fraction is growing.  In general, firms with strong complements tend to release 
code more readily.  For example, 34.5% of hardware companies release code but only 28.6% of 
software houses do.  More surprisingly, small firms reveal substantially more code than large 
ones.  Henkel (2005b) argues that these firms would prefer to develop code in-house, but lack the 
resources to do so.  Small companies frequently rely on open source communities to fix bugs and 
improve software (Rossi and Bonaccorsi, 2005). 
 
D. Signaling 
 

Open source software grew out of an academic environment in which researchers write 
articles to improve their career prospects.  There is extensive anecdotal evidence that high-profile 
open source programmers can trade on their reputations to gain job offers, shares in commercial 
companies, and possibly gain access to venture capital (Lerner and Tirole, 2002a, Raymond 
1999, Kogut and Metiu, 2000). Hann et al (2004) argue that star programmers are an order of 
magnitude more productive than their peers, so there is much to signal. Roberts et al. (2006)’s 
study of the Apache collaboration shows that signaling benefits grow stronger as workers rise in 
rank.   

 
A key feature of traditional patent or copyright incentives is that the private value of the 

right increases with the social value of the contribution.  Hence, the prospect of winning an 
intellectual property right creates a screening mechanism. When a potential inventor has an idea 
for an innovation, he will compare its cost to a correlate of its social value before deciding to 
invest.  

 
With signaling incentives, the benefits of the R&D investment are still correlated with the 

social value of the investment, but less so.   Instead of investing in the products with most 
consumer value, contributors will choose projects that showcase their technical virtuosity (Lerner 
and Tirole, 2002a).  Signaling incentives therefore explain why open source projects tend to 
involve server operating systems, programming languages, and other applications aimed at 
sophisticated users (Schmidt and Schnitzer, 2002). Osterloh (2002) argues on this basis that open 
source collaborations listen to their smartest users while, for example, Microsoft listens to the 
dumbest. Similarly, Kollock (1999) argues that, as a consequence of signaling, mass market 
software tends to be under-served, and that open source software ignores “duller, more complex, 
but no less useful public goods.”  Signaling is also weak for such useful tasks as reporting bugs, 
submitting comments, suggesting new functionality, preparing documentation, building easy-to-
use interfaces, providing technical support, ensuring backwards compatibility, and writing 
programs for utilitarian tasks like power management or wizards  (Rossi, 2004,  Osterloh and 
Rota, 2004, Schmidt and Schnitzer, 2002).  Empirically, the sole Apache rank open to bug 
hunters has no measurable impact on salary (Hann et al., 2004). 

 
 Signaling is not confined to individuals.  Case studies and survey evidence show that 
computer companies also participate in open source in order to build reputation, although the 
number of such companies seems to be small (Dahlander, 2004,  Ghosh et al., 2002). The Henkel 
and Tins (2004) study of embedded LINUX finds that 45.4% of manufacturing companies 
                                                                                                                                                             
delay of up to 18 months (35.7% of firms); and re-designing software architecture so that functions are moved to the 
(proprietary) application layer (Henkel (2005b). 
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disclose code in order to add to technical reputation, and 32.6% disclose to get on mailing lists as 
a form of marketing. 
 
 As in other incentive mechanisms, signaling can create agency problems, such as hiding 
errors or claiming credit for the work of others.  Johnson (2004) argues that open source peer 
reviewers may collude to hide flaws in each others’ code.  The only empirical evidence of 
agency problems we have found is due to Gandal and Ferschtman (2005), who point out that 
signaling incentives are likely to be more significant for licenses such as GPL that ban 
commercialization than for those such as BSD that allow it.  They find that SourceForge 
contributors submit 2.9 times more lines of code to BSD-type licenses than to GPL-type licenses, 
and interpret this data as evidence that signaling incentives become less important once 
contributors deliver enough code to obtain formal credit. 

 
Signaling incentives can also have an impact on code architecture.  Schmidt and 

Schnitzer (2002) speculate that increased modularity makes individual contributions more 
visible.11  Assuming that modularity does promote signaling, Weber (2000) argues that open 
source members may engage in “strategic forking” to become a leader, i.e. unnecessarily 
splitting a collaboration.  Dalle and David (2003) similarly hypothesize that programmers gain 
more reputation by launching new code than by contributing to an existing project; by working 
on early releases rather than later ones; and by working on frequently called modules (e.g. 
kernels) instead of applications. Dalle and David point out, somewhat optimistically, that these 
effects can be beneficial if, for example, working on new modules is socially more valuable than 
extending existing ones.   

 
There is extensive evidence that signaling works.  Programmers often receive job offers, 

stock, and other benefits (Lerner and Tirole, 2002a).  Many programmers reportedly believe that 
being a member of the LINUX community “commands a $10,000 premium on annual wages.” 
(Kogut and Meitu, 2000).   Statistical studies by Hann et al. (2004) confirm that each promotion 
above the lowest rank boosts Apache programmer salaries by 13.3 to 29.3%.  Similarly, surveys 
by Bonnacorsi and Rossi (2003, 2005) and Henkel (2005b) confirm that many commercial firms 
use open source collaborations to find new workers.12  Finally, Lakhani and Wolf (2005) and 
Lakhani et al. (2002) use factor analysis on their survey to sort respondents into four groups, 
including “professionals” (25%) who are motivated by signaling (“gaining status”) as well as 
solving work needs.  This group is only slightly smaller than their largest group (29%), “learning 
and fun.”   

 
It is harder to know how powerful the signaling incentive is.  Lakhani and Wolf (2005) 

compare reported incentives against the number of hours worked each week, and find that 
signaling (“reputation”) has only about one-third as much impact as the most powerful predictor, 
creativity.   However, this average figure probably obscures the importance of signaling within 
specific projects.  For example, Roberts et al. (2006) find that high status Apache volunteers 
contribute more code than other members.  

                                                 
11 Baldwin and Clark (2003) disagree, arguing that large numbers of modules dilute the superiority of any one 
contribution. 
12 This pattern is not universal.  Henkel and Tins (2004) report that only 11.5% of hardware manufacturers 
participate in embedded LINUX in order to find potential employees.   
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E. Education 
 
 Due to its emphasis on peer review, open source provides a particularly good vehicle for 
education (Lakhani and Wolf, 2005).  Education incentives are closely aligned with signaling, 
but focus on objective skills rather than the perceptions of others.  For this reason, they avoid the 
free-rider and agency problems referred to above.  Education incentives explain why surveys 
routinely find roughly one-fifth of all open source volunteers are students.13 
 
 Education also looms large in the how collaborators report their own motives. In the 
survey of Lakhani and Wolf (2005), improving skill (41.3%) is the second most common 
incentive reported by open source volunteers, behind intellectual stimulation (44.9%).  Other 
responses are markedly less important.  In the survey of Ghosh et al. (2002), 70.5% of 
respondents report that they are motivated by learning new skills and 67.2% are motivated by 
sharing knowledge and skills. These are by far the most commonly cited incentives.14  In the 
factor analysis of Lakhani and Wolf (2005) and Lakhani et al. (2002), the largest group is 
“learning and fun” at 29%.   
 
F. Achieving Network Externalities and Denying Them to Others 
 
 Achieving a favorable market position through network externalities is one of the most 
important strategic goals for companies in the New Economy. Schmidt and Schnitzer (2002) 
argue that the importance of network effects and switching costs “is largely independent of 
whether the software is proprietary or open source.”  Strategies for solidifying a market position 
can be loosely grouped into four categories. 
 
 Achieving Common Standards.  Adopting a single, industry-wide open source standard 
for software fosters a common pool of skilled workers, reduces costs associated with 
unnecessary versioning, increases the total number of programmers submitting bug reports and 
extensions, and avoids transactions costs associated with intellectual property such as “patent 
thickets” and “anticommons” (Rossi and Bonaccorsi, 2005, Lerner and Tirole, 2004, Ghosh et 
al., 2002, Rossi, 2004).  Such benefits are particularly attractive for competitively supplied code 
that is likely to earn low profit margins in any case (West and O’Mahoney, 2005).  
 
 Market Penetration.  Releasing code in an open source format facilitates customer 
acceptance by (a) making it impossible for manufacturers to raise prices at a later date, (b) 

                                                 
13 Lakhani and Wolf (2005) report 19.5% of all open source collaborators are students.  Hertel et al., (2003) report a 
23% figure while Ghosh et al., (2002) report 21%.. 
14 Henkel and Tins (2004) report similar results for the embedded LINUX industry.  Among developers who work 
for software companies, the most commonly reported motivations are getting better personal skills (66.7%), 
recognition (60%), feedback to boost performance in their current job (56.9%) and demonstrating their skills to 
future employers (41.7%).  Results for developers working for hardware companies are broadly similar.  Not 
surprisingly, education and signaling incentives are even more important for contributors who work for universities, 
non-profits, and hobbyists.  The most common survey responses for this group include obtaining feedback to 
improve personal skills (75.0%), improving technical reputation (53.6%), and demonstrating skills to future 
employers (50.0%).  
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creating a community of developers who will continue to support the code even if the original 
author abandons it, and (c) releasing information about APIs that dramatically reduces consumer 
switching costs if companies fail to deliver on their promises (Varian and Shapiro, 2003, 
Raymond, 1999). 
 
 Influencing Standards.  Manufacturers often join open source collaborations in order to 
steer code in directions that favor their own technology.  If first mover advantages are strong, 
companies may even race to reveal code in order to preempt alternatives and gain a permanent 
advantage (von Hippel, 2002, Harhoff et al., 2003, Varian and Shapiro, 2003, West and 
Gallagher, 2004).  The effect of these dynamics is ambiguous.  For every company that hopes to 
influence code, others may fear that the open source collaboration will be hijacked so that it no 
longer supports their needs (Ghosh et al., 2002, Lerner and Tirole, 2002b).   Such fears may 
persuade would-be participants that it is better not to support a project in the first place.  
Alternatively, companies may decide that joining open source collaborations is the best way to 
detect and prevent hijacking.   
 
 Blocking Market Dominance By Others.  Finally, companies may support open source as 
a counterweight to dominant proprietary standards such as Windows (Kogut and Metiu, 2000).  
Individuals may similarly decide that open source is the best way to prevent large corporations 
from controlling the tools on which their livelihoods depend. O’Mahoney (2003) says, 
“Informants spoke of their contributions as investment in their future tools: they are creating 
code that they will never have to pay someone to use again.”  Kogut and Meitu (2000) report that 
LINUX contributors are frequently motivated by “a common fear of Microsoft.” 
 

Is any of this important? Henkel and Tins (2004) report that only 30% of manufacturers 
in the embedded LINUX industry reveal their code in hopes of making it an industry standard.  
 
G. Social Psychology   
 
 So far, we have concentrated on monetizable rewards.  But everyday experience confirms 
that charitable voluntarism can also be a significant force.  Experimental economics routinely 
finds that people contribute more to the provision of public goods than self-interest alone can 
explain (Kogut and Metiu, 2001).  In some cases, voluntarism may also offer practical 
advantages.  For example, blood from volunteer donors contains fewer contaminants (e.g. 
hepatitis) than blood purchased on the open market.  (Titmus, 1972). 
 
 Social psychology is the natural lens to look at non-monetizable incentives.  Following 
Lakhani and Wolf (2005) we distinguish between extrinsic motives (i.e. doing an activity for 
some separable consequence) and intrinsic motives based on enjoyment or a sense of obligation 
or community (Lakhani and Wolf, 2005,  Osterloh et al., 2003a).  Extrinsic motivations include 
the desire for reputation within the open source community, “ego boost,” “feelings of personal 
efficacy” or other similar incentives (Weber, 2000, 2004, Raymond 1999).  By contrast, intrinsic 
motivations do not require an audience.  They include creative pleasure, sometimes characterized 
by a “flow state” in which the individual loses track of time (Lakhani and Wolf, 2005), the desire 
to be part of a team (Roberts, et al., 2004), the ability to express creativity, and experiencing 
satisfaction and accomplishment (Benkler, 2002, Roberts et al., 2006).  Intrinsic motivations also 
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include altruistic incentives, identifying with a particular group, or ideological opposition to 
proprietary software and software makers15  (Rossi and Bonaccorsi, 2005,  Hertel et al., 2003,  
Osterloh et al., 2003b,  Kollock, 1999). 
 

In choosing projects, extrinsic motivations may lead volunteers to take account of the 
social benefits they confer, but intrinsic motivations do not. Volunteers will join projects that 
place a premium on creativity rather than algorithmic solutions; are neither too easy nor too 
difficult; are challenging, fun, and simple to learn; and are interesting, fast-moving and even 
glamorous (Dahlander and Magnusson, 2005,  Kollock, 1999).   Social psychology incentives 
may also be unusually strong for groups such as teenagers (Benkler, 2002).  This may explain 
why open source contributors are overwhelmingly young, male, and single (Ghosh et al., 2002, 
Lakhani and Wolf 2005).  Henkel and Tins (2004) and Hertel et al, (2003) report, respectively, 
that open source contributors are 98% and 96% male. 

 
Commentators claim that social psychology incentives work best when contributors are 

only asked to contribute small amounts to the public good (Osterloh and Rota, 2004, Osterloh et 
al., 2003b, Baldwin and Clark, 2003).  Nevertheless, even weak incentives can sometimes be 
important.  For example, Baldwin and Clark (2003) argue that the decision to reveal previously-
written code is a Prisoners Dilemma game.  Here, intrinsic motivation may provide sufficient 
reward to cover the small (but non-trivial) cost of communication.16  Similarly, Weber (2000) 
argues that shared culture and norms help to suppress open source forking.  Even weak norms 
may be amplified if network externalities favor a single dominant standard.  This can happen if 
the average programmer favors strong economies of scale, dislikes porting to multiple versions, 
and wants to minimize conflict (Lerner and Tirole, 2002a).   

 
The significance of social psychological incentives can also change over the life of a 

project.  Osterloh and Rota (2004) and Franck and Jungwirth (2002) argue that social 
psychological incentives are most significant for young projects where monetary or reputation 
incentives are comparatively weak.  On the other side, Lerner and Tirole (2002a) argue that 
visibility of early contributions encourages reputation-seekers to join at an early stage.  
Conversely, social psychology incentives are expected to weaken as the original volunteers lose 
energy or mature projects become less fast-paced and interesting (Lerner and Tirole, 2002b,  
Dahlander and Magnusson, 2005).  Social psychology motives may also be less important for 
company-sponsored projects, which usually start with a large mass of mature code that offers 
little sense of ownership or creative excitement (West and O’Mahoney, 2005).  Finally, 

                                                 
15 The most famous suggestion for obligation/community incentive is due to Raymond (1999), who argued that open 
source was driven by a post-modern“gift culture” in which social status is determined “not by what you control but 
by what you give away.”  This view represents an elaboration of an older anthropology literature in which gift 
giving creates the “compulsion to return a gift,” confers status and power on the giver, fosters kinship-like relations 
in which each person “takes what they need and gives what they can”; and encourages gift recipients to praise the 
giver and feel solidarity with the community (Zeitlyn, 2003,  Bergquist and Ljungberg, 2001).   One problem with 
Raymond (1999)’s original formulation argument is that it claimed that gift culture was characteristic of a post-
scarcity society.  As Weber points out, this argument ignores the fact that “time and brainspace of smart, creative 
people are not abundant” (Weber, 2004, 2000).   
16 Other incentives, including signaling, may also play a role.  Alternatively, Baldwin and Clark (2003) argue that 
open source projects may resemble multistage games without a definite time horizon.  This would obviate the 
problems associated with one-shot Prisoners Dilemma games. 
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ideologically-motivated volunteers may decide that the best way to accomplish their goals is to 
start as many new collaborations as possible.  If so, their best strategy may be to leave projects as 
soon as signaling or monetary incentives kick in (Franck and Jungwirth, 2002). 
 
 A virtue of enjoyment as an incentive is that free riding does not destroy it, at least in 
principle (von Hippel, 2002).  Open source collaborations based on social psychology incentives 
therefore escape the “game of chicken” dynamics that cause delay under other incentives.  Bitzer 
et al. (2004) explore games in which developers gain utility from a combination of conventional 
own-use incentives and two social psychology incentives (fun and pleasure from giving gifts).  
They find that if the value of social psychology incentives exceeds expected costs, open source 
members start to produce code immediately.  The situation is different, however, if volunteers 
need both types of incentives to cover costs.  In this new equilibrium, one member develops code 
immediately while the others wait.  Bitzer et al. also explore an extended model in which agents 
have a finite life because they expect to change jobs and/or see their human capital become 
obsolete.  In this richer model, whichever agent expects to receive open source payoffs for the 
longest time realizes that she cannot win a waiting game and starts to write code immediately.  
Based on this analysis, Bitzer et al. argue that real-world open source development should be 
swift.  They also predict that open source members will often be unusually talented and well-
educated, place unusual emphasis on own-use, gift, and play, be patient (have a low discount rate 
for future benefits) and also young (hence, have long time horizons).  
 

Many observers claim that external incentives can crowd out intrinsic ones, particularly 
when the new mechanisms are accompanied by monitoring, control, or time pressure (Osterloh 
and Rota, 2004, Osterloh et al., 2003b).  For now, there is little empirical evidence of this.  
Lakhani and Wolf (2005) report that mixing salary with creativity and political goals does not 
reduce work effort.   
 
 Social psychology theorists also predict that intrinsic incentives will decline if there is a 
widespread perception that third parties are profiting from the community’s efforts.  Such 
perceptions are said to make otherwise willing volunteers feel exploited (Osterloh et al., 2003b, 
Kollock, 1999).  Once again, empirical evidence is limited.  Putative cures for crowding out 
include demonstrating that rules exist and are enforced through social pressure; demonstrated 
transparency and procedural fairness; encouraging self governance and allowing volunteers to 
choose their own projects; promoting group identity; providing clearly articulated goals; and 
making sure that contributions are visible so that members know their contributions are being 
reciprocated (Osterloh et al., 2003b, O’Mahoney, 2003, Kogut and Metiu 2001, Kollock, 1999).  
One problem with these suggestions is that they are more or less identical to the 
recommendations that one would expect from an analysis of games based on “own use” or 
“signaling” rewards.  It would be interesting to know whether social psychology literature 
implies any distinctive predictions.17 
 

Survey responses suggest that different social psychology incentives have wildly 
different strengths.  For example, Lakhani and Wolf (2005) and Lakhani et al (2002) find that 
that intellectual stimulation is the most commonly cited incentive (44.9%) among Sourceforge 
developers.  However, other social psychology incentives appear to be less substantial.  These 
                                                 
17 Licenses that block commercialization are also said to be part of this strategy. See Section IV, below.   
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include believing that code should be open (33.1%), feeling an obligation to repay the 
community (28.6%), and deriving enjoyment from a team enterprise (20.3%).  Finally, 
ideological motives are extremely weak.  Only a handful of respondents (11.3%) report that they 
participate in open source code in order to beat proprietary software and only half of these 
(5.4%) feel so strongly that they would “never” participate in a closed source project.  Ghosh et 
al. (2002) similarly find that social psychology motivations tend to be reported less often than 
own use, education, or signaling.  They find that the most common social psychology motives 
include participating in a “new form of cooperation” (37.2%), participating in the open source 
scene (35.5%), believing that software should not be a proprietary good (37.9%), and limiting the 
power of large software companies (28.9%).  
 
 The problem with such self-reported responses is that they may convey politically correct 
opinions more than actual incentives.18  When survey data are combined with information on 
work effort, intrinsic motives decline sharply in importance.  For example, Roberts et al. (2006) 
find that intrinsic motivations are a statistically insignificant predictor of how much software 
Apache volunteers contribute.  Similarly, Hertel et al. (2003) find that social psychology 
incentives and identification with the Linux community are poor predictors of how many hours 
members will work. On the other hand, Lakhani and Wolf (2005) report that a personal sense of 
creativity has the largest impact on hours worked per week.  They find that this impact is twice 
as large as enjoyment or receiving a salary and three times larger than reputation incentives.19 
 
 Referring again to the cluster analysis of Lakhani and Wolf (2005), the smallest of the 
four clusters (19%) consists of respondents who are primarily motivated by obligation or 
community-based intrinsic motivations.  Within this group, large majorities report that open 
source is their most creative experience (61%) and that they lose track of time (i.e. experience 
“flow states”) while programming (73%).  Similar majorities either strongly (42%) or somewhat 
agreed (41%) that the hacker community provided their primary sense of identity. 
 
III. Stability and Organizational Issues 
 
A. Who contributes, and how much? 
 
 The amount of effort expended by open source volunteers varies widely from individual 
to individual.  Open source projects typically begin with a single programmer making a large 
investment. (Raymond, 1999). Even after additional volunteers join the collaboration, much of 
the work continues to be done by small minorities.  Ghosh et al. (2002) report that 10% of 
Sourceforge developers create 74% of code.  Similarly, Mockus et al. (2002) tell us that 15 core 
developers provide 83% of all Apache contributions while Von Krogh et al. (2003) report that 

                                                 
18The appeal of “politically correct” responses is particularly evident for embedded LINUX.  Despite obvious 
business motivations, Henkel and Tins (2004) report that more than 90% of the developers claim to be motivated by 
a desire to give code back to the community. This was true whether the developers worked for hardware companies 
(93%), software companies (91.7%) or non-profits and universities (92.6%).   
19Social psychology motivations seem to have little effect on corporate behavior.  A survey of 146 Italian open 
source companies found that ideological statements had no measurable effect in predicting whether a company 
would contribute to open source programs.  The authors conclude that corporations express such sentiments in order 
to please developers (Rossi and Bonaccorsi 2005). 
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about one percent of Freenet’s members account for fifty percent of all developer e-mails.20  This 
disproportionate reliance on small minorities is particularly evident for new code.  Bergquist and 
Ljungberg (2001) report that almost all new functionality is provided by small groups while Von 
Krogh et al. (2003) report that 13% of Freenet developers provide 53% of all new Freenet code.  
In open source tech support, 2% of tech support providers supplied 50% of all answers (Lakhani 
and Von Hippel, 2000). 
 

Small contributors are nevertheless important.  This is particularly true for bug 
reporting.21 In many open source collaborations, these functions are almost entirely performed by 
volunteers (Bergquist and Ljungberg, 2001).  Mockus et al. (2002) estimate that 87% of the 
Apache members who reported bugs submitted just one report. Hann et al. (2004) report that 
many Apache volunteers who report bugs have just one encounter with the project. While less 
glamorous than creating new code, these activities may be more valuable than creating code in 
the first place.  According to Bessen (2004), testing, debugging, and maintenance account for 
82% of software costs.22 
 
 Finally, firms face special obstacles in trying to convince open source volunteers to form 
communities around their products.  In particular, firms must persuade volunteers that the code 
has value as an open source project and is not simply being abandoned because it is technically 
flawed or losing market share. (West and Gallagher, 2004, Lerner and Tirole, 2002b).  Perhaps 
the best way for companies to demonstrate that the code has promise is to make high-profile 
investments in building an open source collaboration.  This can be done by supplying personnel, 
offering infrastructure like user tool kits, providing awards and other recognition mechanisms for 
contributors, bundling open source code with company products, and providing coordination 
functions like recruiting potential contributors, integrating their efforts, building on-line forums 
and mailing lists, and developing governance structures (Kogut and Meitu, 2000, West, 2003, 
West and Gallagher, 2004, West and O’Mahoney, 2005). 
 
B. Who Pays? 

 
 The next big question is who pays for open source.   Firms participate in open source 
communities almost as much as individuals do. Roughly half of all open source workers are 
directly or indirectly supported by corporations.23  Ghosh et al (2002) report that 54% of 
respondents were paid for open source work; Lakhani and Wolf (2005) report that 55% of 
respondents contributed code during work hours; and Hertel et al (2003) report that 43% of 
LINUX kernel developers sometimes or always receive salary for their work.   
 

                                                 
20 The small size of core groups may be enforced by technology.  Mockus et al. (2002) argue that cores larger than 
12 to 15 members find it almost impossible to coordinate their actions.  Once this point is reached, the number of 
incompatibilities generated by new software quickly becomes unmanageable. 
21Bug patching represents an intermediate case:  The number of people who fix bugs is an order of magnitude larger 
than those who write new code but an order of magnitude smaller than those who merely report bugs (Mockus et al., 
2002, Kogut and Metiu, 2001). 
22Kogut and Metiu (2001) similarly report that maintenance activities account for 50 to 80% of all software costs.  
See also Raymond (1999). 
23 Approximately one-third (32%) of the world’s 25 largest software companies engage in significant open source 
activities.  IBM reputedly spent $1 billion on open source projects in 2001 (Ghosh et al., 2002).  
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Such data probably understate the importance of corporate support, since other survey 
data suggest that paid open source contributors work more hours, are older and more educated, 
and devote more time to communication and coordination activities.  In the data of Lakhani and 
Wolf (2005), paid workers spend roughly twice as much time on open source projects as unpaid 
ones. Similarly, Roberts et al. (2006) show that salary is an important predictor of effort.  Similar 
arguments can be found in Ghosh et al. (2002) and Kogut and Meitu (2000). 
 
C. Why Licenses? 
 
 Most open source communities assume that restrictive licenses like GPL are beneficial or 
at least unavoidable.  However, the need for licenses is not entirely obvious nor, assuming that 
licenses are needed, is it clear which restrictions are necessary or desirable.24  From a welfare 
standpoint, the best way to ensure use and re-use of software would be to place it in the public 
domain without any license at all.  This strategy would also be simpler to implement than the 
elaborate licenses that open source actually uses.  This section describes five possible reasons 
why open source licenses might, after all, be necessary.  Intriguingly, most can be satisfied with 
licenses that are significantly less restrictive than GPL. 
 
 Symbolism.   Dahlander and Magnusson (2005) argue that licenses are sometimes chosen 
for symbolic reasons.  Presumably, the need for symbolism is linked to social psychology 
incentives that would erode in the presence of private gain, Lakhani and Wolf (2005), or the 
absence of rules enforcing reciprocity. Kollock (1999).  By now, there is reason to be skeptical 
of these explanations.  For example, Kogut and Metiu (2001) argued five years ago that the 
comparatively restrictive Apache license posed a threat to the “generalized reciprocity that 
characterizes the community culture.” Despite this, Apache has thrived.  
 
 Lerner and Tirole (2002b) present a more nuanced argument based on the hypothesis that 
social psychology incentives and GPL licenses only become necessary when alternative 
incentives (e.g., ego gratification, signaling, and own-use) are weak.  This hypothesis may 
explain why GPL-style licenses are much less prevalent among projects aimed at developers and 
system administrators than for games and other applications aimed at end-users.  Similarly, the 
symbolic use of licenses may be particularly tempting when open source collaborations with 
corporate partners place social psychology incentives under threat.  Many commentators argue 
that ideologically motivated licenses and norms pose formidable barriers for most firms (West, 
2003, Dahlander and Magnusson, 2005,  Bonnacorsi and Rossi, 2003,  Dahlander, 2004).  That 
said, the experience of Red Hat and several other companies shows that GPL licenses do not 
pose insurmountable barriers to business. (Weber 2004, Osterloh et al., 2002). 
 
 Protecting Complementary Investments.  We stressed above that incentives for 
participation arise partly through proprietary complements, whether human capital or 
commercial products. The license may be integral to this, for example by preventing users from 

                                                 
24 Like most standards, choice of license exhibits strong network effects.  open source collaborations that adopt 
widespread preexisting licenses face fewer legal impediments to sharing and merging code.  They also save the 
substantial costs associate with writing and learning a new license (Lerner and Tirole, 2002b).  The fact that three-
fourths (72%) of all SourceForge collaborations use GPL suggests that network effects are substantial.  In this view, 
the dominance of GPL is little more than an historical accident – neither inevitable nor optimal. 
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removing an author’s name (Franck and Jungwirth, 2002). Licenses can also shield programmers 
from potential liability (Bonaccorsi and Rossi, 2003, Gomulkiewicz, 1999).  
 

Preventing Forking and Hijacking.  GPL-style blanket prohibitions on commercialization 
can keep open source collaborations from forking or being diverted in unintended directions 
(“hijacking”).  However, this problem can also be addressed by alternative and less intrusive 
measures such as giving a trusted leader the exclusive right to decide which changes and 
extensions become part of the official code (Bonaccorsi and Rossi, 2003, O’Mahoney, 2003), 
social pressure (“flaming” and “shunning”) (Raymond, 1999), trademark (O’Mahoney, 2003), 
and the use of charisma or astute political skills (Weber, 2000 and Raymond, 1999).  
Furthermore, it is unclear how much danger forking poses in any case.  Despite several historical 
examples (see Varian and Shapiro 2003 and Lerner and Tirole, 2002a), only 11.6% of embedded 
LINUX respondents see forking as a threat (Henkel and Tins, 2004). Even if no special steps are 
taken, Weber (2000) argues that network effects tend to suppress forking in any case.25   

 
LINUX provides an instructive example of how measures short of GPL-style prohibitions 

can be used to prevent forking. Although leaders decide which code carries the trademarked 
LINUX name, users remain free to develop unbranded versions.  From the point of view of 
consumer sovereignty, this may be better than to prohibit forking altogether. 

 
 Ideology.  Franck and Jungwirth (2002) argue that licenses reassure activists that their 
donated labor will not be diverted to commercial ventures that enrich open source leaders.26  
More broadly, activists may adopt GPL-style licenses in order to force programmers to choose 
between writing non-commercial extensions of code and no code at all.  Such tactics presumably 
increase open source software production while reducing the total stock of open plus-proprietary 
extensions in the market.   

 
 Stabilizing Open Source Against IP Incentives.  We argue above that, absent GPL, an 
opportunistic developer will be tempted to free ride on earlier developers and make his code 
proprietary so he can impose royalties on later ones.  This argument for why GPL may be 
necessary in the cumulative context is similar to an argument of Hall (2004) and Gamberdella 
and Hall (2005).  They point out that a community member who “cheats” by making his code 
proprietary gets a discrete jump in income, but only reduces the community’s output of publicly 
available by an infinitesimal amount.  This leads to a Prisoner’s Dilemma in which each 
community member might choose proprietary rights even though they would prefer a collective 
strategy that preserved open source. The game can be stabilized if actors are required to make 
decisions within large, organized groups.  Norms, deference to lead researchers, and GPL-style 
licenses all serve this function. The net result is to stabilize open source so that proprietary code 
is no longer an “absorbing state.” 
 
 

                                                 
25Weber argues that forkers necessarily forfeit the benefits of a large community.  Thus, they cannot offer followers 
a built-in audience needed to support signaling incentives or generate bug reports.  Community members may also 
resist forking on the theory that it opens the door to further splintering and balkanization.   
26Franck and Jungwirth further analogize GPL’s restrictions to the “non-distribution” clauses that prevent traditional 
charities from diverting surpluses to managers or outsiders.  
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D. Why Leadership?   
 

Open source communities are often romanticized as collections of atomistic volunteers 
who self-organize in minimally hierarchical environments.  At the same time, open source 
leaders like Linus Torvalds have cult status. Clearly, self-organization has its limits. In general, 
open source collaborations rely on leadership to solve a variety of information, agency, and 
coordination functions.  

 
Information problems are particularly important in the early stages of open source 

collaborations, when would-be contributors must decide whether the proposed project is feasible, 
interesting, and potentially useful.  The easiest way for leaders to demonstrate these qualities is 
to provide working software, even if it is incomplete and flawed (Lerner and Tirole, 2002a).27  
Survey respondents report that the most important leadership functions are providing an initial 
code base (48.6%), writing code (34.3%) and creating a promise/vision (32.3%) (Lakhani et al., 
2002).  After an open source collaboration has been established, information problems change.  
However, there must still be a procedure to decide which contributions should be included in 
new releases.  Trusted leaders play a key role in this process (Lerner and Tirole, 2002a).  
 
 Leadership also mitigates agency problems.  For example, corporations can commit to 
keep code in the public domain or to highlight individual contributions by surrendering control to 
outside leaders (Lerner and Tirole, 2004).  Following Max Weber, successful leaders must 
persuade volunteers that their objectives are congruent and not polluted by ego, commercial 
incentives, or biases (Weber, 2000).   
 
 Finally, leadership accomplishes a variety of coordination functions.  For example, 
leaders let volunteers know which projects are worth supporting and, conversely, which 
constitute forking or abandonment.  More generally, someone must make basic architecture 
choices (e.g. modularity) and coordinate work by volunteers.  These functions mitigate the 
delays and inefficiencies that arise when volunteers interact through decentralized games. (Kogut 
and Meitu, 2000, Lerner and Tirole, 2002a).   
 
E. Network Effects 

 
 Proprietary software creates significant network externalities, and it is hard to see why 
open source software would be any different. (Schmidt and Schnitzer, 2002). For example, there 
is anecdotal evidence that small declines in the popularity of open source projects can snowball 
into collapse (Lerner and Tirole, 2002a). 
 
 There are several reasons to believe that open source collaborations should exhibit 
significant network effects.  First, Weber (2000) argues that large open source communities have 
an intrinsic advantage over small ones, since they are more likely to include “outliers who have a 
high level of interest and surplus resources of time and mindspace.”  These outliers may reflect 
variance within a single population of contributors or else the presence of distinct sub-

                                                 
27 Leadership is especially important where the open source collaboration is built around donated corporate 
software.  Open source volunteers frequently interpret the corporation’s decision to forego intellectual property 
rights as evidence that the code is worthless (Lerner and Tirole, 2002b). 
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populations within a given open source collaboration.28  Second, open source projects need a 
critical mass of participants.  If a competing proprietary system siphons off volunteers and ideas, 
open source becomes less exciting (Lerner and Tirole, 2002a).  Third, some important open 
source incentives (e.g. ego gratification, signaling) scale with the size of the audience (Lerner 
and Tirole, 2002a).  Finally, bug identification and bug fixing also scale with the number of 
users. 
 
 With network externalities, it is natural to expect multiple equilibria and/or a winner-
take-all dynamic (Lerner and Tirole, 2002a, Weber, 2000).  Surveys of open source projects are 
consistent with this intuition.  Healy and Schussman (2003) observe, “It seems clear that for 
every successful open source project there are thousands of unsuccessful ones.”29  Indeed, most 
open source projects are very small scale.  Ghosh et al. (2002) find that 29% of projects have just 
one author, only 45% had more than two, and only one percent had more than fifty.30  Similarly, 
most open source projects never produce much code.31  Healy and Schussman comment that 
“Raymond’s image of the bazaar does not capture the fact that the typical project has one 
developer, no discussion or bug reports, and is not downloaded by anyone.”  In this environment, 
agonizing about the choice of license or modular architecture is largely symbolic.  Project 
success may depend on accident as much as quality. 
 
IV. Efficiency Implications  
 
 As pointed out above, the open source mechanism does not include a means to 
appropriate benefits conferred on third parties. We would therefore expect underprovision. Other 
incentives not based on appropriability (e.g., signaling and education) mitigate this problem but 
also pose a risk of over-provision.  In this section we discuss some of those issues, and take the 
opportunity to contrast the inefficiencies of open source against the inefficiencies incurred by the 
more ordinary use of intellectual property.   
 
A. Disclosure of Code 

 
As we have discussed above, a failing of proprietary software is that proprietors almost 

never make their source code available to users.  Open code enhances welfare in several respects.  
It is easier to adapt and reuse, and therefore may retain its value rather than becoming obsolete 
(Raymond, 1999).  It facilitates finding, diagnosing and fixing bugs (Schmidt and Schnitzer, 
2002).  And it reduces entry costs for firms that supply customization and support services, 
increasing the likelihood that such services will be competitively supplied (Hawkins, 2002). 

                                                 
28One frequently overlooked cost factor is competing uses of the worker time.  Hertel et al. (2003) report that 
“tolerance for time losses” is an important predictor of effort.  
29Provocatively, Madey et al. (2005) find a power law distribution for the number of developers involved in open 
source projects.  The reasons for this distribution are obscure. 
30See also, Comino et al. (2005), reporting that 80% of SourceForge projects have at most two developers. Ninety-
nine percent of projects have 16 or fewer developers. Healy and Schussman (2003) report that the median number of 
developers in SourceForge databases is one and that projects in the 95th percentile have only five active developers. 
Ghosh and Prakash (2000) report that 76% of all projects in their survey have just one author and only 2% have 
more than five. 
31According to Comino et al. (2005), 80% of SourceForge projects show no activity since registration. Healy and 
Schussman (2003) find little or no programming activity in more than half of all SourceForge projects. 
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But if these advantages are so substantial, why doesn’t the proprietary software industry 

exploit them for profit? Although formal intellectual property protection does not require 
disclosure, neither does it prevent it.  Given better enforcement (stronger protection), proprietary 
firms might decide that the protection against copying that comes from keeping the code closed 
is no longer necessary. From this standpoint, the failings of the proprietary software industry 
arise from the weakness of intellectual property, not from its strength.32  In fact, proprietary firms 
already share source code to some extent. Examples include giving developer toolkits to 
licensees (Bessen, 2004), sharing source code with selected developers (Microsoft’s “Shared 
Source Initiative”), and promoting code-reuse inside Microsoft itself (Lerner and Tirole, 2002a).   

 
B. Meeting Users’ Needs 
  
 We distinguish here between the incentive to meet the needs of users, and the ability to 
do so.  Obviously own-use incentives are directed to the user’s needs, even if not to the needs of 
third parties. However, a programmer’s incentive to signal his proficiency, or to become a better 
programmer, or to participate in a community of altruistic providers, may not be. Since those 
incentives are not based on appropriating value from users, there is no need for the innovative 
activity to track user needs particularly closely. 
 

Lakhani and Wolf (2005) tell us that about 58% of all volunteers are IT professionals. 
Despite their proficiency at writing code, there is no obvious reason they would do mundane 
tasks useful to third parties like testing for usability (Lakhani and Wolf, 2005), learning 
unfamiliar programming languages and architectures (Kogut and Meitu, 2000, Von Krogh et al., 
2003), deciphering complex commercial code (West and O’Mahoney, 2005), or meeting the 
needs of highly specialized audiences such as lawyers or accountants (Schmidt and Schnitzer, 
2002). Skilled programmers get most benefit from creating tools for other IT professionals.  See 
West (2003), discussing Internet service providers, Johnson (2002), arguing that open source 
produces more utilities than end user applications, and Comino et al. (2005), reporting that two-
thirds of all SourceForge projects involve software languages, systems, internet code, 
communications and multimedia tools, or scientific software. 
 

However, there is a countervailing argument, namely, that open source communities have 
closer contact with their users than owners of proprietary software, and therefore have a better 
ability to meet their needs (von Hippel, 2002, Henkel and von Hippel, 2005). Mockus et al. 
(2002) point out that programmers in large proprietary software projects frequently do not know 
the domain for which they are writing.  User feedback is particularly valuable where consumer 
needs cannot be reduced to a few simple criteria of merit (von Hippel, 2005, Kogut and Metiu, 
2000).  Such information is even more valuable if workers are “lead users” who understand 
needs, risks, and eventual market size before manufacturers do. In this view, open source allows 

                                                 
32 This can be overstated.  If intellectual property overrewards proprietary software, then it creates deadweight loss 
that would better be avoided. 
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user-developers to play a larger role in developing and extending the products they use (Varian 
and Shapiro, 2003, Kogut and Metiu, 2000).33 

 
C. Deadweight Loss and Pricing 

 
Proprietary prices are generally above competitive levels.  The proprietary price reduces 

consumption of the patented good and causes users to shift their use to less preferred substitutes. 
Proprietary pricing can also lead to costly R&D to invent around patents, and may reduce the 
incentive for second-generation innovators either directly through royalties or indirectly by 
forcing them to invent around.  (Henkel and von Hippel, 2005).  Open source avoids these 
problems by dispensing with intellectual property.  Of course, that leaves the puzzle of where the 
developers get their rewards, which has been the subject of most of this essay. 

 
D. Training and Using Programmers 
 

Proprietary software firms find it hard to observe the competence of a programmer, and 
therefore cannot tailor wages to programmers’ marginal productivities (Johnson, 2004, Gaudeul, 
2004).34  We therefore expect inferior programmers to self-select into private sector jobs that 
offer a high average wage. Once hired, low quality programmers also have various incentives to 
hide errors.  If they report bugs, they will likely be asked to fix them35  (Johnson, 2004).  If 
programmers collude in not reporting each other’s failings, firms will find it hard to know 
whether they have good code (few bugs).  This undercuts the value of peer review (Johnson, 
2004).   

 
Proprietary firms may be forced into suboptimal architectures to control the agency 

problems.  For example, they may substitute top-down supervision for a more stimulating 
environment in which programmers can devise their own projects and work in parallel on many 
projects, recognizing that many should fail (Kogut and Metiu, 2000).  A management-intensive 
way of organizing the development effort reduces worker satisfaction as well as worker 
effectiveness, and firms must offer a wage premium to overcome it.  By contrast, open source 
programmers can join whichever projects fit their personal interests (Mockus et al. 2002; Rossi 
et al, 2004).  Most open source incentives tie rewards to the actor’s own efforts, and therefore 
avoid the management problems we have identified for proprietary firms.36  Other things equal, 
we expect talented programmers to self-select away from the private sector and into open 
source.37 
                                                 
33 Proprietary firms try to replicate these advantages by using in-house developer networks to appraise and debug 
software (Kogut and Metiu, 2001).  Microsoft’s Shared Source Initiative similarly lets select customers view, 
customize and patch an open version of Windows (Lerner and Tirole, 2004). 
34 Gaudeul (2004) also suggests alternative reasons why wages could be higher than marginal product.  These 
include legal costs associated with enforcing intellectual property, organizational costs associated with setting up 
and managing a firm, and compensation for restricting the developer’s choice of projects. 
35 This result requires the admittedly “strong assumption” that contracts are written in a way that pays programmers 
a flat wage no matter how many tasks are discovered and assigned ex post (Johnson, 2004). 
36 This is clearly not true to the extent that corporations pay employees to work on a particular project.  Even here, 
however, open source may have significant advantages to the extent that paid workers also have non-cash incentives 
and/or must interact with members who have such incentives. 
37 We note that this effect is not unique to open source.  Proprietary firms frequently reduce agency problems by 
adopting incentives – notably prizes and patents – that tie worker rewards to measurable results. 
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Mockus et al. (2002) and Rossi et al. (2004) take this argument one step further by 

arguing that talented programmers also self-select into whichever open source project promises 
to make the best use of their skills.  Perhaps the clearest articulation is due to Benkler (2002), 
who argues that open source selects “the best person to produce a specific component of a 
project, all abilities and availabilities to work on the specific module within a specific time frame 
considered” (emphasis original).  Such claims are almost certainly overstated.  While there are 
surely selection effects, there is no obvious way to aggregate information in order to match 
programmers efficiently with projects. The same difficulty arises for patents and prizes 
(Scotchmer 2004, chapter 2).   

 
We can ask the same question for labor practices as we asked for disclosure of source 

code: If open source practices are best, why don’t proprietary firms emulate them?  The answer, 
at least to some extent, is that they do. First, some proprietary firms deliberately foster reputation 
incentives by attaching programmers’ names to code. Compared to open source, however, the 
results are ambiguous.  On the one hand, giving credit attracts and elicits more effort from 
talented workers.  On the other, the strategy increases the risk that star employees will be hired 
away by competitors. (Lerner and Tirole, 2002a, von Hippel, 2002).  Second, many firms try to 
create work environments that respect motives like reciprocity, altruism and being “part of a 
team.” (Lerner and Tirole, 2002a). Finally, some firms have experimented with decentralization.  
Microsoft’s efforts to have employees challenge each other’s ideas are one step in this direction 
(Kogut and Meitu, 2000). 

 
So far we have treated programmers’ self-selection decisions as immutable.  This is 

reasonable for incentives based on complementary goods and services, since programmers who 
join open source communities in order to build their own businesses will presumably stay there.  
On the other hand, reputation and signaling incentives are meaningless unless programmers 
eventually return to the private sector.  In practice, reviewing code is expensive, and firms prefer 
to use open source hierarchies and ranking systems as a proxy for quality (Lerner and Tirole, 
2002).  Weber (2000) argues that open source rankings are inherently trustworthy because 
programmers know that the best way to build reputation is to work with high quality 
collaborators and exclude everyone else.  
 
E. Free Riding 
 

If ideas are not scarce – that is, if any good idea is likely to be had and implemented by 
someone else – it is tempting to let someone else bear the development cost.  In this 
environment, open source programmers who are otherwise willing to write code may wait in 
hopes that someone else will do the job first. (Raymond, 1999). Users of code who do not 
contribute are free riders. 

 
The ability to free ride can reduce welfare. Scholars have used game theory to explore 

these results.  In general they find equilibria with pure strategies in which some developers invest 
and others free ride, and other equilibria with mixed strategies in which each developer works 
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with some probability and development sometimes fails.38 Communities that play mixed 
strategies will deliver code more slowly or less reliably than proprietary software companies do. 
(Johnson, 2002, Baldwin and Clark, 2003, Bitzer et al., 2004).   

 
Patent incentives have the opposite problem. Much of the literature on patent incentives 

is concerned with racing, given that only the winner will have rights.  Depending on the 
commercial value of the patent, racing may lead to too much investment. (See Scotchmer (2004), 
chapter 4, for an overview). 

 
G. Modularity and the organization of the research effort 

 
The degree to which software is modularized affects its suitability for the open source 

style of development.  This suggests that leaders can make open source collaborations stronger 
by designing more modular architectures.  For example, Benkler (2002) claims that modularity 
(“granularity”) is the key to making open source projects viable. His conjecture is supported by 
survey data suggesting that own-use programmers spend relatively few hours on open source, 
and tend to lose interest as soon as their own narrow needs are addressed (Roberts et al., 2006).  

 
Johnson (2002) makes a more systematic investigation of the role of modularity in open 

source.  He considers a game in which each developer can choose to create one module based on 
his own individual ratio of personal benefit to cost. In this model, each developer invests if the 
added probability of success provided by his own investment, weighted by his personal valuation 
of the module, outweighs his own personal cost. The probability that at least one member 
succeeds depends on the number of members who decide to invest.  Johnson finds that adding a 
programmer to the pool, with randomly drawn cost and benefit for each module, typically 
increases the likelihood that the code will be supplied. Assuming that the ratio of personal 
benefit to cost is bounded, he finds that the total number of volunteers who write code in any 
particular period approaches a limit as their numbers increase. Conversely, free-riding increases.  
Johnson shows that the total investment is smaller (produces less software) than the effort needed 
to maximize social value in expectation.  Intuitively this result follows from the fact that each 
programmer’s decision to contribute depends only on her own personal benefits, and does not 
reflect spillovers to other users.   

 
Johnson also investigates how variance in (personal) benefit/cost ratios affect the 

optimality of open source compared to single-source development. Suppose that each of k 
modules is necessary for completion of the whole.  If a single programmer must create the entire 
project, the code will not be written unless the ratio of total benefit to total cost over all k 
modules is greater than one for at least one developer. Apply the same test on a module-by-
module basis. In this case, the maximum benefit/cost ratio could be greater than one for each 
module separately even though the maximum ratio of the totals was less than one and vice versa. 
For this reason, a modularized project can succeed where a non-modularized project fails.  
Nevertheless, Johnson argues that the success rate of modular projects grows with the number of 
developers because programmers can self-select into working on the modules for which they are 

                                                 
38 Open source members clearly understand this logic.  Hertel et al. (2003) find that Linux kernel members work 
harder when they believe that their contributions are “highly important” to further progress. 
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most proficient.  The main drawback is that the project may founder if costs are badly distributed 
among modules. 

 
Baldwin and Clark (2003) explore how modularization fares when different programmers 

can communicate to avoid redundant work. Since workers share costs, a collective effort with 
adequate communication is always preferable to coding in isolation.  Free riding may increase, 
however, if communications are so slow that programmers cannot monitor which modules have 
been already written or if the number of developers exceeds the number of modules.39 Even in 
this environment, increasing the number of modules reduces free-riding.  Similarly, systems with 
large potential payoffs will normally attract more workers per module provided that there is 
enough randomness in outcomes and if costs are small enough.40  Developers may intentionally 
duplicate each other’s efforts in order to obtain a higher best outcome.  

 
The degree to which programmers can coordinate their efforts, either to avoid duplication 

or to reinforce efforts to achieve particularly valuable modules, depends on how isolated they 
are.  Ghosh et al. (2002) report that 17.4% of open source developers have no regular contact 
with the rest of the community and 67.9% had regular contact with less than five other members.  
Only 17.3% had regular contact with more than ten other members.  In principle, better and more 
frequent communication could improve the performance.  Corporate support, where it exists, 
may help fill this gap by supporting the “professional elite” who maintain regular contact with 50 
or more developers.  Ghosh et al. (2002). 
 
V. Open Source and Proprietary Software   
 
 Open source limits the market power of proprietary code by providing competition and 
the threat of entry (Henkel and von Hippel, 2005,  Bessen, 2004).   There are two possible 
scenarios in which this can happen.  First, open source and proprietary code can compete head-
to-head within a single market.  Second, they can occupy separate niche markets.  Commentators 
have explored both scenarios. 
 
A. Competition between open source and proprietary software 
 
 One explanation for why proprietary software can survive in competition with open 
source products is that users prefer it, either because it is better code or because it is user 
friendly.   Another reason might be that proprietary software becomes entrenched by network 
effects (Casadesus and Ghemawat, forthcoming). 
 
 We have already uncovered several reasons why proprietary firms might have a quality 
advantage.  First, open source incentives probably capture less social value than the patent 
monopoly does, so that certain projects will not be developed in that community (Schmidt and 
Schnitzer, 2002).  Second, if open source relies on signaling incentives, and a programmer 
receives no benefit from the unglamorous task of making the code user friendly, no one will 
bother. Third, we have seen that open source contributors may delay writing or improving code 

                                                 
39 This may be a realistic concern for very large projects like LINUX or Apache. The problem is mitigated if most 
members are paid to participate by small group of employers. 
40 See also, Johnson (2002). 
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in hopes that others will step in instead.  Since corporations suffer the opposite coordination 
problem – they want to be first to market with a good product – we expect them to act faster 
whenever it is profitable to write good code.    
 
 There is some evidence that commercial code has a quality edge over open source, at 
least for some users.  Consulting studies report that the up-front costs of purchasing Windows are 
approximately offset by lower system and administrator costs compared to LINUX.  For now, it 
is unclear whether the cancellation is exact.  Varian and Shapiro (2003) suggest that the lifecycle 
costs of owning LINUX may be 10 to 15% cheaper than Windows, but remark that this 
difference is not “striking.”  We remark, though, that such studies face serious methodological 
challenges including a) difficulties in comparing non-comparable software, b) poor metrics for 
reliability and quality, c) sensitivity to IT wages, and d) limited information about how much 
additional IT effort is needed to support LINUX compared to Windows. (Metagroup, 2005,  
Cybersource, 2004,  Robert Frances Group, 2002). 
 
 Mustonen (2003) uses a quality differentiation model to show that low quality open 
source can sometimes coexist with high quality proprietary products.  The model assumes that 
both the programmer and user markets are segmented.  Mustonen finds that high quality 
programmers self-select into the open source community where they are better rewarded for their 
skills even though the proprietary sector continues to produce superior products by hiring large 
numbers of low quality programmers. He also assumes that users with high demand are willing 
to pay a high price for superior software. Provided that consumers can install software at low 
cost, Mustonen finds an equilibrium in which consumers who place a low valuation on software 
always choose open source over proprietary code and the proprietors set prices based on demand 
from high valuation consumers.  If installation costs are high, Mustonen finds that proprietary 
software dominates for large markets that value high-quality software.  Conversely, proprietary 
firms tend to abandon markets that are small or which place a low value on quality.41 
 
 Kuan (2001) presents a model where proprietary companies offer different versions of 
their software to high- and low-quality consumers.  Absent perfect price discrimination, she finds 
that low value consumers always switch to open source.  However, the willingness of high value 
consumers and consumer/programmers to switch to open source is less clear, depending on how 
many such individuals exist.  In general, Kuan finds that the analysis is “very undetermined.” 
 
 Casadesus and Ghemawat (2006) construct a dynamic model of entrenchment through 
network effects in which a proprietary product and open source product coexist.  Starting from a 
situation where the proprietary product has a network advantage over the (intrinsically similar) 
open source product, they ask whether the open source product can supplant it.  Although the 
price of the proprietary product will be higher in each period, the proprietor will choose the path 
of prices so as to maintain a market advantage through the network advantage.  Unless network 
effects are weak, proprietors never lower prices enough to drive out the open source product 
entirely. Open source and proprietary products therefore coexist forever.   
 

                                                 
41 Bessen (2004) similarly predicts that open source may crowd out proprietary software in cases where markets are 
small or only modest effort is needed to develop an initial product.  Where markets grow rapidly, open source may 
use this advantage in small markets to gain a first-mover advantage over proprietary competitors. 
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B. Market Segmentation 
 
 Even if open source and proprietary code do not compete directly, they may serve 
different niche markets.  Bessen (2004) notes that packaged software like Microsoft Windows 
accounts for only about 30% of all software spending. The remainder is customized software 
created by users, often in open source communities.  However, creating customized software 
products is expensive.  Bessen argues that, because it is difficult to write an enforceable contract 
for customized software in advance, proprietary firms must negotiate a price after the software 
package is created.  But with a single customer, the customer will have a lot of bargaining power 
(Aghion and Tirole, 1994). Anticipating this, the proprietary firm will be loathe to invest and 
would-be customers will be forced to assemble the software from open source modules. Bessen 
argues that users who place a low value on quality or have highly unique needs will choose open 
source.  Users whose needs can be satisfied with simpler applications will continue to use 
proprietary products.  
 
 Gaudeul (2004) explores how market segmentation can arise from developers’ profit-
maximizing choices about how best to exploit their code.  The developer’s first choice is to 
copyright the software and hire developers to implement it, collecting proprietary profit. This 
option will not be attractive, though, if wages are too high. The innovator’s second choice is to 
obtain development efforts at zero cost by choosing a GPL license.  However, GPL strategies are 
only feasible if the project has sufficient value for the open source community to participate. The 
innovator’s only other choice is to purchase development efforts on the open market.  This can 
be done by offering developers a BSD license.  Gaudeul argues that GPL is usually worse from a 
welfare point of view, since software is developed with lower probability than it would be in a 
proprietary regime where corporations do all work immediately or a BSD regime in which 
programmers race for proprietary rights.  However, these differences will likely be minor where 
development costs are small; furthermore, there may be cases in which rising costs reduce the 
value of proprietary software faster than they undermine GPL incentives.  If so, GPL may 
sometimes generate more social welfare than copyright incentives “for medium level[s] of 
c[ost].”42 
 
VI. Limitations and Extensions  
 
A. Limits to open source Software 
 

Open source incentives do not perform all tasks equally well. For this reason, otherwise 
useful projects can be limited by open source’s weakness in supplying specific components such 
as documentation or tech support. Henkel and Tins (2004) report that lack of documentation is 
the most commonly reported obstacle (57.5%) to embedded LINUX.43 Gamberdella and Hall 
(2005) similarly argue that open source incentives are poorly suited to downstream tasks like 
                                                 
42 Gaudeul recognizes that his two-stage model is relatively simple.  He adds that more complex models would 
include wasteful duplication due to racing; GPL developers’ ability to earn income by selling complements; and the 
possible advantages of GPL in multi-stage games where developers continue to add new ideas over time. 
43Open source sometimes works surprisingly well despite seemingly implausible incentives.  For example, Lakhani 
and Von Hippel (2000) report that open source volunteers sometimes provide tech support in order to gain 
information about bugs. Weber (2000) argues that open source collaborations can accomplish even mundane tasks if 
a handful of members have unusual preferences. 
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assembling knowledge into unified, user-friendly formats. GPL licenses may be 
counterproductive in this situation if they displace intellectual property rights needed to extract 
full value from society’s investment in knowledge. 

 
 Many commentators assume that open source networks are larger than corresponding 
corporations and, for that reason, draw on more widely scattered ideas and expertise (Gamerdella 
and Hall, 2005,  Benkler, 2002,  Kogut and Metiu, 2001).44  Wide dissemination is said to be 
particularly important in fast changing or complex products (Dahlender, 2004).  As we have 
seen, however, most open source collaborations are far smaller than corporations.  Arguments 
based on the superior ability of open source to elicit knowledge should therefore be viewed with 
caution except, perhaps, in the case of Open Science. 
 
 Finally, we have seen that open source works best for modularized software.  However, it 
is not clear whether the number of modules is a free parameter.  Lerner and Tirole (2002a) 
speculate that the ability to break projects into modules may be a technical accident peculiar to 
UNIX that will likely fade as open source moves to other languages.  Modularity may also be 
limited by the ability of a small central group to screen submissions for quality and consistency.  
 
B. Beyond Software: Drug Discovery, Geographic Information Systems, and Wikipedia  
 
 Unlike previous eras, 20th Century R&D specialized in delivering complex systems that 
required more man-years of effort than a human lifespan could supply.  Examples included 
airplanes, automobiles, rockets and spacecraft, automobiles, pharmaceuticals, silicon chips, and, 
most recently large computer programs.  Prior to open source, all such projects relied on 
organizing large numbers of contract researchers within rigid, top-down hierarchies.  From 
Moscow to Los Angeles, the scene was strikingly similar:  Hundreds and even thousands of 
engineers sitting at drafting tables or, more recently, computer terminals.  One of the most 
striking aspects of LINUX is that it is possible to organize at least one form of complex 
invention – large operating systems – a different way.  It is therefore tempting to ask whether the 
open source model can be extended to other information goods.  Because of their high 
information content, the most natural technologies are on-line reference works (e.g. Wikipedia) 
drug discovery and geographic information systems. 
 
 The Internet hosts innumerable blogs and wikis where volunteers collect and process 
information for a wider audience. There are also more structured sites that invite members to 
perform defined tasks like counting Martian craters, ranking the most interesting news stories, 
and even writing encyclopedia entries. (Von Hippel, 2005, Benkler 2002).  In many ways, these 
projects resemble and extend an earlier tradition of large nuclear and particle physics databases 
that have relied on worldwide networks of volunteer editors since the 1940s. (Maurer, 2003). 
Like those earlier “big science” projects, the quality of at least some on-line resources seems to 
be high.  Recent peer review tests of the Wikipedia on-line encyclopedia suggests that its 
accuracy is comparable to its most prestigious IP-supported counterpart, Encyclopedia 
Britannica. Giles (2005). In some ways, blogs and wikis may actually be a more favorable 
environment than software for open source since each article can be written and enjoyed as a 
                                                 
44 This is related to our argument above that disclosure shakes loose the “scarce ideas” that might otherwise remain 
untapped.   
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free-standing “module.”  The ability of authors to derive value is largely independent of how 
well their article interacts with other modules or, indeed, whether other articles are written at all.  
This is very different from open source, in which volunteers cannot derive value unless they are 
eventually able to combine their parts to create a single, unified product. 
 
 Drug discovery and geographic information systems are much closer to the software 
model. Weber (2004, 2000) and Burk (2002) suggest that deciphering and annotating the genome 
might be organized as an open source project.  More recent observers have usually been 
skeptical.  Lerner and Tirole (2004) suggest that many biotechnology tasks cannot be broken up 
into modules and, in any case, are expensive.  Furthermore, there may not be enough 
“sophisticated users who can customize the molecules to their own needs” (Lerner and Tirole, 
2004).  Similarly, Kogut and Metiu (2001) assert that “A molecule … is not modular” because 
“changing atoms drastically alters its pharmaceutical properties.”45  
 
 Maurer (2006) argues that these objections assume that drug discovery is an indivisible 
black box.  In fact, there are approximately one dozen distinct subtasks between basic science 
and the delivery of a completed drug.  Proprietary companies routinely break the black box apart 
by offering different incentives for each specific substep.  Examples include buying and selling 
drug ideas (“external innovation”), offering prizes for recalcitrant chemical engineering 
problems, and outsourcing pre-clinical and clinical trials to outside entities.  There is no obvious 
reason why open source collaborations could not similarly perform one or more substeps.  
Scholars have suggested open source collaborations for a wide variety of tasks including basic 
science, using database (bioinformatics) tools to find the gene sequence “targets” that code for 
disease, computational design of drugs for specific targets, in vitro chemistry and biology 
experiments designed to validate proposed targets and drugs, and clinical trials (Maurer, 2006, 
Maurer et al., 2004, Benkler, 2002, Von Hippel, personal communication).  While convincing 
examples of open source biology do not yet exist,46 it is reasonable to think that incentives based 
on education, signaling, and ideology should appeal to biologists just as much as they do for 
computer scientists.   
 

The deeper question is whether open source biology can coexist with the powerful 
incentives offered by conventional patents (Cohen, 2005).  One solution is to create open source 
biology collaborations in fields where patent incentives are weak, for example tropical disease 
research (Maurer et al., 2004).  More speculatively, much of the risk and expense associated with 
clinical phase trials involves documentation costs that pharmaceutical companies incur to 
convince a skeptical FDA that their data is unbiased.  This problem is aggravated by outsourcing, 
which gives contract researchers obvious incentives to suppress and even falsify data to keep test 
programs alive.  As noted by Titmus (1972), non-market solutions avoid these problems by 
relying on volunteers who have nothing to gain by lying.  Since most open source incentives 
                                                 
45The existence of “me-too” drugs, in which drug companies change existing patented compounds just enough to 
avoid patent infringement suggests that molecules may be more “modular” than Kogut and Metiu suspect. 
46 Commentators sometimes argue that bioinformatics software projects and/or science collaborations that adopt 
open source-like licensing terms deserve the label “Open Source Biology.”  (Rai, 2005, Boettinger and Burk 2004 
(describing HapMap license).  The former are indistinguishable from other types of software while the latter 
invariably turn out to be grant-supported collaborations that have adopted open source-like licenses.  Whether such 
collaborations should be called “open source” is, of course, a matter of semantics.  Suffice to say, they do not seem 
fundamentally different from traditional big science projects dating back to the 1930s. 
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similarly suppress agency problems, conventional pharmaceutical companies might decide that 
funding OS clinical trials was a more cost-effective way to convince FDA that their drugs were 
effective than conventional contract research.  In this case, patent incentives would reinforce OS 
biology instead of competing with it. 
 
 Finally, Geographic Information Systems (GIS) present a second industry where open 
source methods may be acquiring a foothold.  Like biology, the technology is highly 
computerized and depends on users to notice and correct errors.  Some government consortia 
already style themselves “open source GIS” and invite users to submit reports when mapping 
data turns out to be inaccurate (National Research Council, 2004).  In theory, proprietary firms 
could similarly encourage users to report errors.  Open source GIS may, however, have an 
inherent advantage in fostering social psychology incentives (e.g. altruism) among users.  
 
 How much further can the open source model be extended?  Our discussion suggests 
several factors.  First, where contributors make complementary contributions for their own uses, 
open source projects are more likely to go forward when each contributor’s individual cost is 
small.  This suggests that projects with large, costly, and indivisible modules are disfavored.  
Examples include projects where volunteers would have to build physical prototypes or conduct 
physical experiments.  Second, we hypothesize that most workers in most industries find 
incentives like ideology, education, and signaling much weaker than IP rewards.  If contributors 
turn to traditional IP instead of open source, open source collaborations may never acquire the 
critical mass of workers they need to get started.  Instead, we expect open source projects to arise 
in markets where traditional IP incentives are weak.47  Weaknesses of traditional IP incentives 
may occur because users are poor (e.g. users of drugs for neglected diseases), because extreme 
ease of copying undercuts the value of formal IP rights (e.g., software, data), or because 
licensing is impractical due to market imperfections like high transactions costs or the presence 
of “experience goods”.  Finally, we have seen that public domain sharing of innovation makes 
sense for cumulative innovation environments in which “ideas are scarce,” so that the owners 
and would-be improvers of IP cannot readily find each other.  In such systems, GPL-style open 
source stabilizes the public domain by preventing improvers from taking ideas private.  The 
phenomenon will normally be more important for high risk, cutting-edge research (e.g. early 
stage drug discovery) that puts a high value on clever new ideas compared to well-understood 
fields where successful development is more or less assured once funds are invested (e.g. 
automobiles). 
 
VI. Conclusion 
 
 Open source comprises not one but an entire suite of incentives.  In general, each has 
separate and distinct welfare implications.  Furthermore, the importance of, say, “signaling” or 
“own-use” incentives varies significantly across and even within projects.  While generalizations 
are difficult, most open source incentives reduce agency problems and deadweight loss 
compared to patents, and accelerate discovery through automatic disclosure.  Against these 
virtues, open source incentives often lead to an under-supply of goods relative to the patent 

                                                 
47 In principle, policymakers can encourage open source by reducing IP benefits.  They should not, however, abolish 
IP entirely.  Given that open source incentives tend to undersupply goods they should not replace IP, although they 
can certainly supplement it. 
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system.  Open source may also be less responsive to certain users, especially when those users 
are non-programmers. 
 
 Because of undersupply, open source can only be a partial solution:  It is not viable, and 
cannot operate in every environment where patent incentives do.  Where it works, however, it is 
often superior. 
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ABSTRACT: The emerging field of common good socio-economics is promising not
only for the preservation of common natural resources but also for common goods cre-
ated by people through collective action, the importance of which has been emphasized
by the recent financial and economic crisis. Based on the case of cooperative finance,
this paper’s outcomes are twofold. First, it shows that while the boundaries between
the nature and property regime of goods may be relatively clear for natural common
goods, they appear much more interlinked for human-made goods, where commons
are embedded in intergenerational reciprocity. Second, it demonstrates that financial
cooperatives can be understood as human-made commons and proposes a new way of
thinking about public policies to design adequate legislation to protect these commons
from isomorphism, privatization and destruction.

Keywords: Common, Financial cooperative, Property regime, Demutualization

1 Introduction

The world currently faces three major crises: a financial crisis with dramatic conse-
quences for the real economy, an environmental crisis resulting from the overexploita-
tion of natural resources and a social crisis with a general increase in inequalities. These
crises call for a shift toward more sustainable ways of producing and consuming. The
emerging field of common good appears auspicious as regards the preservation of the
common natural goods vital to humanity, such as air, water and food, as well as goods
created by people through collective action. As such, a new generation of commons has
to be defined and recognized. This paper argues that the common framework can be a
fruitful avenue for thinking about the nature and place of financial cooperatives in the
financial sector.

In the context of the Great Financial Crisis of 2007–2009, there has been a revival
of interest in financial cooperatives, which tend to play a positive role in the banking
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sector. In particular, contributing to institutional diversity, the presence of cooperative
institutions, which focus more on retail banking and take lower risks, increases systemic
stability (Groeneveld and de Vries 2009; Ayadi et al. 2010; Ferri et al. 2014).

Financial cooperatives are financial institutions whose members are both the
clients and the owners of the organization (Hansmann 1996). These institutions are
based on an intergenerational endowment, as current members have to pass on to future
generations the accumulated commonly owned wealth inherited from past generations
(Fonteyne 2007). They are one of the earliest and most widespread forms of alternative
financial institution across the world (Banerjee et al. 1994). In December 2014, they
served around 298 million members in 120 countries (WOCCU 2014; EACB 2014).1

However, many financial cooperatives suffer from isomorphism, facing pressures
to adopt hybrid models combining cooperative and traditional shareholder features
(Kalmi 2014). In some countries, these organizations have even experienced major
phases of demutualization.2 Although some authors have explored the economic mo-
tivations of hybridization and demutualization strategies (Valnek 1999; Mayers and
Smith 2002; Chaddad and Cook 2004a; Ory and Lemzeri 2012; Jain et al. 2015), few of
them address their impact on intergenerational endowment and the destruction of the
common wealth (Fonteyne 2007; Davis 2014).

Mobilizing the common theory, this paper proposes to contribute to filling this
gap. More precisely, it investigates what can be learned from this flourishing theory to
better understand the nature of the intergenerational endowment central to financial
cooperatives and to design adequate public policies to protect this endowment in order to
preserve institutional diversity in the banking sector. Referring to the common theory,
this paper argues that financial cooperatives can be conceptualized as human-made
common goods if their governance system fulfills certain conditions. As defended by
Dardot and Laval (2014), we propose that human-made commons can be created by the
praxis of collective governance and the self-organized institutional system supporting
those practices. Mobilizing the approach developed by Ostrom (1990, 2010), we also
support that it is possible to identify the common resource system at the heart of human-
made commons and the resource units generated by this system.

This paper’s contributions are twofold. First, it contributes to the cooperative
finance literature since it demonstrates that financial cooperatives can be understood as
human-made commons, making possible a new way of thinking about public policies to

1 These figures are a combination of statistics from the World Council of Credit Unions
(WOCCU) and the European Association of Co-operative Banks (EACB). In December 2014,
WOCCU reported that financial cooperatives served around 217 million members in 105 coun-
tries. These statistics include various developing countries, English-speaking countries and East
European countries, but on the whole exclude West European countries (WOCCU 2015). As such,
to these figures we have added those from the EACB, which reports statistics on the cooperative
banks of 20 EU Member States with a total of 81,154,253 members. We paid great attention to
avoiding overlaps, which explains why the final reported figures in the main text do not correspond
exactly to the sum of the two sources of statistics.
2 Demutualization occurs when cooperative financial institutions are converted into stock
companies, through the sale of 100% of the shares to depositors and insiders as part of an initial
public offer.
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design and justify adequate and innovative mechanisms, rules and legislation to protect
these commons from isomorphism, privatization and destruction.

Second, based on the example of cooperative finance, it also contributes to the
common theory literature. In particular, it shows that while the boundaries between the
nature of the good and its property regime may be relatively distinct for natural com-
mon goods, they appear much more blurred for human-made common goods, where the
common-property regime and the institutional design of collective governance actually
create the commons embedded in intergenerational reciprocity.

The rest of the paper is structured as follows. Section 2 develops the theory of the
commons that will be used as an analytical framework. This theory is based on three
main concepts, and explains two central approaches, which combine these three concepts
in different ways. Section 3 presents the specificities of financial cooperatives – a unique
type of financial institution – and overviews their place in the banking landscape. Then
on the basis of the common theory, Section 4 demonstrates how financial cooperatives
can be understood as a common and identifies the common resource system at the heart
of these organizations. Section 5 examines the risks of tragedy faced by these commons,
Section 6 formulates proposals for protecting them, and Section 7 concludes.

2 The analytical framework: The theory of the commons

The commons arose in Europe in the 12th and 13th centuries. At that time, pres-
sure was being placed on the land through competing practices stemming from popula-
tion growth. Part of the land was established as ‘commons’, being jointly managed by
communities (De Moor 2011). Over time, the term has been extended to designate other
natural common-pool resources.

Today, the common good can been seen as a catch-all concept, expressing a
range of expectations running counter to the current wave of privatization and mar-
ketization (Bollier 2014). Scientific contributions are emerging from different back-
grounds and perspectives. Rather than forming an integrated body, today’s conceptions
of commons form a cluster of theories in which different schools of thought can be
identified.

In this paper, we propose to develop three main concepts that are at the core of
the debate on the commons: the nature of common goods, the common-property regime
and the collective institutional design. We then distinguish between two approaches,
that we call the essentialist and the constructivist approach, which will help us in our
demonstration.

2.1 Three main concepts

The first concept is the nature of the common good. Samuelson (1954) and Musgrave
(1959) were the first economists to classify goods. They make the distinction between
two main types of goods using respectively the criterion of rivalry (what the individual
consumes, no-one else can consume) and the criterion of excludability (any individual
can be excluded from consuming the good). Combining those two criteria, pure private
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goods – such as a jacket or a sandwich – are both excludable and rivalrous. Public goods,
on the other hand, are both non-excludable (those who have not paid for a good cannot
be kept from consuming it) and non-rivalrous (the individual consumption of a good
does not limit its consumption by others), such as public lighting or a lighthouse. In
the 1960s, Buchanan (1965) identified a third type of goods, club goods, as excludable
and non-rivalrous. In this case, members of a small group, which can easily exclude
new entrants, can simultaneously enjoy or consume a club good without reducing the
consumption of the other members of the group. A theatre play is a typical example of
club goods.

In 1977, Vincent Ostrom and Elinor Ostrom (1977) suggested three modifications
to this classification. First, they replaced the term ‘rivalry of consumption’ with ‘sub-
tractability of use’. Then, rather than proposing a binary vision of these properties, they
conceptualized them in terms of intensity. Finally, they added a fourth type of good called
‘common-pool resources’ (CPRs), which share the attribute of subtractability with pri-
vate goods and the difficulty of exclusion with public goods (Ostrom 2003). CPRs include
groundwater basins, irrigation systems, fishing grounds and forests. More specifically,
Elinor Ostrom defines CPRs as ‘resource systems’ generating ‘resource units’ (Ostrom
1990). The resource system is a stock variable that under favorable conditions is able to
produce a maximum quantity of a flow variable without harming the stock or the resource
system itself. The resource unit is the flow variable that individuals appropriate or
use.

Typically, the resource system is ‘sufficiently large as to make it costly (but not im-
possible) to exclude potential beneficiaries from obtaining benefits from its use’ (Ostrom
1990: 30). Therefore, the resource system is subject to joint use or joint appropriation,
while resource units are rivalrous (subtractable). Improvements to the system are si-
multaneously available to all appropriators (resource users), whereas one unit can only
be appropriated by one appropriator. As such, a resource system is sustainable over
time as long as either the average rate of withdrawal of resource units is lower than
the average rate of replenishment, or the average rate of investment is higher than the
average rate of degeneration of the resource system.

Consequently, the system is subject to a social dilemma. Individuals may be
tempted to follow individual strategies detrimental to the group, with each appropriator
likely to appropriate as many resource units as possible and to free-ride participation
in investment. Common resources are highly subject to overuse or underinvestment,
which can lead to their destruction, as predicted by Hardin (1968) in his well-known
paper The Tragedy of the Commons. Hardin recommends full privatization or nation-
alization of common goods, but empirical analyses have shown that appropriators can
choose a third solution: retaining the resource as common property and letting the users
create their own system of governance to ensure the sustainable management of the
resource system. Actually, Ostrom has shown that, in various situations, the collective
property regime can be a more efficient way of governing common goods than privatizing
or letting the government own the resource.

However, Ostrom formed this conclusion based on the study of typical natural
common-pool resources such as forests, fishing grounds or grazing areas, which are
highly specific goods. At the end of her life, Ostrom however broadened the scope of
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her analysis, for example considering knowledge as a common.3 We suggest that many
‘human-made’ common resource systems can actually be identified. Indeed, common
good theories focus today on a broad set of goods, which can be seen as shared resources,
material and immaterial resources, but all being to some extent in open and shared
access (Coriat 2015).

The second main concept is the common-property regime and the definition of prop-
erty as a bundle of rights. Ownership is generally defined in terms of the joint possession
of two types of formal rights: the rights to control and the rights to residual earnings
(Hansmann 1996). The residual character refers to rights not previously assigned in
a contract. Thus, residual earnings consist of the financial surpluses once all financial
commitments have been honoured. The rights to residual control consist of the rights to
control that have not been assigned by law or contract to other stakeholders (in partic-
ular the managers of the enterprise) and may be limited to the right to elect the board
of directors and a restricted range of decisions such as transferring the enterprise to a
third party or dissolving it.

Drawing on theorists who define property as a ‘bundle of rights’ that are divisible,
separable and alienable – see esp. Commons (1924) and Alchian and Demsetz (1973) –
Ostrom and her colleagues (Schlager and Ostrom 1992; Ostrom 2010) stress the sepa-
rability of the right to have access to a resource, the right to appropriate the products of
the resource, the right to manage the resource, the right to determine who will have an
access right and how that right may be transferred, and finally, the right to sell these
last two rights. The first two rights and the last one are akin to residual earnings and
the others to the right to residual control (Nyssens and Petrella 2015). According to
Ostrom, property regimes are plural because these rights are independent and can be
combined in different ways.

Classical theory states that without the alienation right property is not well-
defined and leads to inefficiency (Alchian and Demsetz 1972; Jensen and Meckling
1976; Hart 1989). Ostrom strongly criticizes this view and stresses that when the four
other rights are well-defined, the alienation right is not necessary to a clear and efficient
property system (Schlager and Ostrom 1992).

Although she demonstrates that, in many cases, with an appropriate institutional
design, local communities can successfully govern common-pool resources without an
alienation right, she goes beyond the analysis of property regimes to analyze the institu-
tional work of the appropriators (Nyssens and Petrella 2015). Indeed, the third principal
concept is the collective institutional design. This analysis relates to the ‘instituting’
capacity of organizations, i.e. their ability to collectively produce rules of decision and
operation. Involving the actors in the institutional arrangements that they have created
is primordial, especially in the mechanisms for monitoring the application of the rules,
the aim being to prevent opportunistic behavior. Based on the analysis of hundreds
of cases of common-pool resources management around the world, the meta-analysis
conducted by Ostrom and her colleagues identified eight design principles shared by all
successful institutional systems for the collective governance of commons (Poteete et al.

3 More recently, some authors have analyzed knowledge, as well as other immaterial re-
sources such as culture and education, as common goods (Boyle 2003; Hess and Ostrom 2003,
2007).
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Figure 1 – The essentialist approach.

1968; Ostrom 1990). We will take a closer look at these principles in the following
sections.

2.2 Two main approaches

Two main approaches can be identified that harness these three concepts – the
nature of good, the ownership regime and the institutional design – in a different way. We
refer to them respectively as the essentialist approach and the constructivist approach.

Represented in Figure 1, the essentialist approach postulates that a good is char-
acterized by intrinsic attributes. The economists who categorize goods share this point
of view. Samuelson and Musgrave’s objective was to identify when the market will suc-
ceed and when it will fail to provide goods. In particular, they argue that public goods
are dependent on market failures and call upon State intervention (public property
regime or at least public regulation), whereas private goods, which are rivalrous and
excludable, can be efficiently provided by the market under a private property regime.
More recently, a number of authors have discussed the private provision of public goods,
showing that no automatic relationship exists between the nature of goods and property
regimes (Bergstrom et al. 1986; Bagnoli and Lipman 1989; Bagnoli and Mckee 1991;
Allouch 2015). Even if these authors stress the importance of making a distinction be-
tween the nature of goods and the ownership regime used to govern them, they still
consider that the nature of the goods can influence the adequate property regime that
should be set up as well as the institutional design.4

This approach has the virtue of analyzing closely the characteristics of the goods
and their internal logic, such as the internal rate of regeneration of a common resource
system or the difficulty of excluding potential beneficiaries. But it tends to ignore the
evolutionary aspect of the attributes of goods and the impact of social norms and insti-
tutional arrangements on those attributes, and thus on the nature of goods.

Represented in Figure 2, the constructivist approach considers that the nature of
goods cannot be separated from their property regime and the governing institutional
design. Authors highlight the evolutionary dimension of the attributes of goods that can
change with technology, growing scarcity, or even institutional design (Harribey 2011).

4 For example, it is commonly considered that goods sharing private-good characteristics are
more efficiently governed under a private ownership regime and organized though the market as
an institutional design (set of rules).
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Figure 2 – The constructivist approach.

Public goods, for example, can become common-pool resources when they are depleting,
such as air or food (De Moor 2011; Vivero Pol 2013). New technologies can alter the
cost of exclusion of goods. For example, information that used to be largely ‘free’ is now
increasingly being privatized, monitored, encrypted and restricted (Hess and Ostrom
2007).

This literature focuses on social norms, practices and power relationships (Har-
ribey 2011). Scholars argue that institutions for collective governance create the com-
mons, and not the other way round. Dardot and Laval (2014) even stress that it is
preferable to use the term ‘commons’ instead of ‘common goods’, since the common di-
mension is not associated with a good but rather the behavior of the users. “Each common
has to be instituted by a practice, which, by defining operating rules, opens a new space.
This instituting dynamic has to be maintained after the act of creation of the common,
thanks to a practice authorizing the modification of the rules it has itself established.
We call such a practice the instituting praxis (Translated from Dardot and Laval 2014,
p. 581).5

Consequently, Dardot and Laval consider the common as an institutional construc-
tion. The attention is placed on the relationship between the collective and a physical
good and not the physical good in itself. Applied for example to a fishing ground collec-
tively governed by a group of people, this approach would not consider the fishing ground
as a common in itself, but the common would be the fishing ground as being collectively
governed by the collective (Laval and Dardot 2015, p. 2). As such, their concept of the
commons breaks with subject-object polarity.

This approach also stresses the importance of power relationships. For example,
Dardot and Laval explain that the large-scale enclosure movement of common lands
in 18th century Britain was not driven by a sudden awareness that land could be
more efficiently managed if enclosed, but by a change of power relationships in the
countryside. They also consider the common as a political principle, which stipulates
that everyone should take part in the deliberation, the judgment and the decision to
determine collectively what is right or fair (Laval and Dardot 2015).

A major limit of this approach is that it does not analyze the good as such beyond
the institutional design. Once the institution for collective action weakens or even dis-
appears, de facto the common also disappears, since the relationship linking the good

5 The praxis is a concept developed by Aristotle referring to a conscious action or practice as
an end in itself involving the agents’ self-determination.
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with the collective vanishes. However, the good still exists and the risk of the tragedy
described by Hardin is reinforced.

The two approaches, essentialist and constructivist, highlight different aspects of
the commons and can be seen as complementary. Ostrom is at the crossroad of these
two approaches. She refers to the intrinsic nature of goods, but her work mainly focuses
on the institutional design favoring the successful self-governance of common goods by
local communities. A central conclusion of her works with regard to economic theory
is the importance of letting the actors discuss among themselves to draw up their own
rules (Ostrom 2003, 2010). For an agreement to be sustainable and engender trust and
reciprocity among members, institutional design principles must be collectively defined
and applied by the members themselves, taking account of the local conditions and the
long-term preservation of the resource (Ostrom 1990).

In the following sections, we first present the specificities of financial coopera-
tives. Then, we mobilize the three concepts at the core of the common debate and refer
to the essentialist and constructivist approaches to demonstrate that those financial
institutions can be understood as a common.

3 Financial cooperatives a unique financial institution

Financial cooperatives were developed in the 19th century to serve people lacking
access to the financial services offered by the traditional banking sector. The early
German financial cooperatives are among the most well-known and studied, with the
Raiffeisen models having been replicated in several countries. By 1910, Germany was
home to 17,620 such institutions serving 3,619,000 members (Guinnane 2002). Authors
have investigated their role as a market failure solution (Banerjee et al. 1994; Périlleux
et al. 2016). Contrary to commercial financial institutions, they were able to gather the
necessary information on the borrowers.

Nowadays, in many European countries, financial cooperatives have become large
cooperative banks and managed to keep significant market shares of the banking sector.
The market shares of these banks as a total percentage of assets currently stand at 38.3
per cent in France, 27.4 per cent in the Netherlands, 19.2 per cent in Italy and 13 per cent
in Germany (Ayadi et al. 2010). In Canada, Desjardins is the largest cooperative bank,
serving more than seven million clients. In the USA, credit unions are still very present
(Mook et al. 2015). These institutions are generally smaller, based on a common bond
shared by all their members and, in a sense, closer to the early financial cooperatives
than large cooperative banks (Frame et al. 2002).

Although they do not represent a homogeneous group, financial cooperatives are
characterized by a unique ownership structure being owned by their member-clients.
Unlike shareholder financial institutions, their remit is not to maximize profits but to
provide the best services to their members and the local communities in which they
are located (Forker et al. 2014; Périlleux et al. 2016). Members’ shares are not mar-
ketable and their remuneration is limited. The governance of financial cooperatives is
also democratic since voting right does not depend on the number of shares owned,
but typically follows the ‘one member, one vote’ rule (Kalmi et al. 2014). Local finan-
cial cooperatives are generally well embedded in their territory, providing loans to the
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local population. They are generally part of an integrated network with vertical and
horizontal cooperation (Desrochers and Fischer 2005; Ory and Lemzeri 2012).

Several authors have investigated the cost and benefit of cooperative ownership
in the banking industry. Hansmann (1996) argues that the cost of decision-making is
increased due to the high number of voters and lack of efficient management control.
The main criticism generally levelled at financial cooperatives is the absence of market
discipline, which is considered as a powerful governance mechanism that guards against
inefficiency. However, tradable shares also create pressure to engage in short-term
risky activity (Mäkinen and Jones 2015). Recent studies show that the performance
and efficiency of financial cooperatives tend to be at least as good as those of private
commercial banks (Ayadi et al. 2010). Focusing on the German banking sector, Altunbas
et al. (2001) show that cooperative banks benefit from a slight cost and profit advantage
over private commercial banks. Using a panel database of 181 large banks from 15
European countries, Iannotta et al. (2007) confirm that cooperative banks are more cost-
efficient, although private commercial banks are more profitable. Cooperative banks also
have better loan quality and lower asset risk. Lastly, using the largest European banks
database (521 European banks from 1994 to 2010), Mäkinen and Jones (2015) found
that cooperative banks were about 3 percentage points more efficient than commercial
and savings banks. The authors also find a lower variance in the inefficiency score for
cooperative banks.

In addition, as they take on lower risk and contribute to banking sector diversity,
financial cooperatives tend to reduce systemic risk (Groeneveld and de Vries 2009; Ayadi
et al. 2010; Liikanen et al. 2012). They are also more engaged in retail-business and
relationship-lending. As shown by Ferri et al. (2014), this enables European cooperative
banks to smooth their lending cycle to a greater extent than shareholder-banks and
contribute to reducing credit supply volatility.

Although they tend to generate substantial positive externalities and welfare ben-
efits, these institutions are subject to institutional isomorphism, facing external and
internal pressures to adopt hybrid models, including listed vehicles, inspired by the
mainstream commercial banking model. In particular, legislation is generally designed
to fit the dominant model and can create unexpected additional costs for alternative
financial institutions (EACB 2015). As an example, Ferri and Pesce (2012) and Jones
and Kalmi (2012) argue that the new European banking legislation creates distortions
that may push alternative banking institutions, such as cooperative and savings banks,
into business models outside their nature.

In some countries, financial cooperatives have even experienced major phases of
demutualization. In the 1990s, 10 out of 89 British mutual building societies (financial
cooperatives mainly providing mortgage loans) were converted into private shareholder
banks. The institutions in question were among the biggest mutual building societies,
accounting for 70% of the total assets of the subsector (Michie and Llewellyn 2010).
Meanwhile, in the USA, 1,830 mutual thrifts were converted into stock thrifts between
1975 and 2004 (Wilcox 2006).

The case in Belgium is also illustrative of this demutualization trend. Belgium
used to have an important cooperative banking sector, but in the 1990s, Belgian co-
operative banks began to adopt hybrid cooperative/shareholder approaches involving
mergers, acquisitions and restructurings. Ultimately, the main cooperative banks were
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either converted into holding companies or disappeared (Defourny et al. 2002). A ma-
jor argument in favor of the introduction of shareholders was the access to additional
capital. But in such situations, what happens with the accumulated commonly owned
wealth, which should have been passed on to future generations? Recognizing financial
cooperatives as human-made commons could contribute to the design of adequate legis-
lation to prevent a “tragedy of the commons” and the expropriation of future generations
through hybridization and demutualization. To demonstrate that financial cooperatives
can be understood as a common, we mobilize the Common Theory.

4 Empirical demonstration

Referring to the constructivist approach, we first explain how early financial co-
operatives developed sustainable institutional arrangements meeting the eight design
principles identified by Ostrom as common to all successful institutions for the col-
lective governance of the commons. Consistent with this approach, we suggest that
these design principles supported by a common property regime create a common re-
source system. We then harness the essentialist approach to identify the exact nature
of the common resource system and the resource units it generates. We argue that,
ultimately, this system exists by itself, with its own materiality, and may result in
tragedy when the common property regime and collective design principles tend to
disappear.

4.1 The institutional design: Early financial cooperatives as a common emerging from
the praxis

Financial cooperatives were created by local communities and villagers to answer
an unmet need: the access to credit and saving. The organizations were born from
collective praxis as local communities created institutional arrangements to sustain
their collective action. Referring to the German Raiffeisen model, let us look one by one
at the design principles identified by Ostrom to see how they are fulfilled. Interestingly,
Hudon and Meyer (2016) have shown that these design principles are also applicable in
today’s collectively-governed microfinance institutions.

The first design principle is the presence of clear boundaries. Legitimate users
of the resource system have to be clearly identified. The small size of early German
financial cooperatives and their strong embeddedness in the local environment favored
strong appropriation by the local population. In particular, the cooperatives had the
right to accept or reject new members and in most cases only villagers were members
(Guinnane 2003).

The second design principle is the appropriateness of rules in use to local needs
and conditions and the proportionality between the distribution of costs and the dis-
tribution of benefits. Each local cooperative could define its internal rules according to
the local environment and the members’ activities. For example, the characteristics of
the products, such as the interest rates and maximum size of loans, differed from one
cooperative to the next, being adapted to members’ needs and preferences. The demo-
cratic governance of these organizations ensured the appropriateness of the rules, since
members could express their needs.
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The collective choice arrangement is the third design principle. It stipulates: ‘Most
individuals affected by a resource regime are authorized to participate in making and
modifying its rules’ (Ostrom 2010, p. 13). In early financial cooperatives, at the general
assembly members elected their representatives to the governance bodies under the one
member-one vote rule. Guinnane (2003, p. 242) explains: ‘Membership in the cooperative
was not automatic, but once accepted into the cooperative all members could participate
on an equal basis in elections for management positions and on the important policy
issues put to a general vote.’ The general assembly also established the bylaws and
approved any changes to them (corresponding to the constitutional rules). However, the
attendance of the members was highly variable and sometimes relatively low, equivalent
to one-half of the total membership (Guinnane 2003).

The fourth design principle is members’ access to low-cost conflict resolution mech-
anisms. Governance bodies were able to solve conflicts among members and conflicts
with the treasurer. Regional organizations also ensured an additional control and could
play a buffer role. Since they were neighbors, members could easily monitor each other
(Banerjee et al. 1994; Armendáriz and Morduch 2010). Financial cooperatives benefited
from the high social capital characterizing the small villages in the German countryside
and the reputations of the members were built through day-to-day interactions. Fur-
thermore, thanks to their strong social and economic relationship, members were also
able to practice cheap and efficient sanctions, such as exclusion from local business and
social activities (Guinnane 2001). Consequently, financial cooperatives used to meet the
fifth and sixth design principles identified by Ostrom: the establishment of a system of
mutual monitoring of member behavior and a system of effective sanctions to sanction
opportunistic behavior.

The seventh design principle stresses the need for the recognition by an external
authority of a community’s rights to organize itself the management of the common.
Financial cooperatives were recognized by the external public authorities and fought
for adequate legislation. The first Reich cooperative law passed in 1889 represented a
historical turning point for German financial cooperatives, as it allowed cooperatives
to be members of a cooperative central union on a limited liability basis. The law also
obliged financial cooperatives to be audited twice a year. By doing so, it favored the
development of regional central unions and auditing organizations (Guinnane 2002).
Lastly, financial cooperatives were organized in networks linked through those two types
of regional organizations (Guinnane 2003; Kotz and Nagel 2002). This corresponds to
the last design principle, whereby ‘among long-enduring self-governed regimes, smaller-
scale organizations tend to be nested in ever larger organizations’ (Ostrom 2010, p. 13).
These institutional principles were supported by a common property regime.

4.2 The property regime

Indeed, financial cooperatives like any cooperative are characterized by a common-
property regime. First, the property rights originate among members (the unit appro-
priators) (Schlager and Ostrom, 1992). The members have the right of residual control,
which corresponds to the management and exclusion rights in Table 1. Second, there is
no right of residual earning. Dividends on social shares are generally capped, and there
are no alienation rights, since members cannot sell their shares in a market. Referring
again to Table 1, it is a collective proprietorship rather than a collective ownership.
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Table 1 – The five main rights composing property

Owner Proprietor Authorized Claimant Authorized User Authorized Entrant

Access X X X X X
Withdrawal X X X X
Management X X X
Exclusion X X
Alienation X

Source: E. Ostrom and Schlager (1996: 133).

Since members’ shares cannot be sold and have a constant value, members do not own
the total value of their financial cooperative, contrary to shareholders, whose stocks’
value should theoretically correspond to all the actualized future benefits generated by
an organization.

As supported by Dardot and Laval (2014), we argue that the collective praxis of
developing institutional principles for collective action supported by a common property
regime actually created the common resource system at the heart of financial coopera-
tives. But to what exactly does that resource system correspond?

4.3 The nature of the resource system: an identification via the essentialist approach

To answer that question, we will refer to the essentialist approach and identify the
common resource system and the units – characterized by ‘subtractability of use’ – gen-
erated by the system. In particular, we identify the general reserve as the accumulated
collectively owned retained earnings and all the material inputs and immaterial inputs
(such as accumulated knowledge) that make the economic activity possible as the com-
mon resource system at the heart of financial cooperatives, except individual members’
shares, which remain private property. Every member has access to the resource system
and benefit from its improvement since they can ask for credits. So the resource system
is common to all members. This resource system is thus a stock inherited from past gen-
erations and to be passed on to future generations, thus creating an intergenerational
endowment (Fonteyne 2007). Units of credits associated with a level of risk generated
by the loan granted may be considered as the resource units. These units are rivalrous,
since a loan amount provided to one member cannot be offered to another member at
the same time and the reserve can only support a limited level of risk.

This common resources system used to be protected by the collective institutional
design characterizing the early financial cooperatives. But what happens to this re-
source system when the initial institutional design principles tend to weaken, or even
more radically, when the property regime changes? If the management of a cooperative
is taken over by shareholders, the nature of the cooperative changes. In the demutual-
ization process, the current member cohort and other initial investors capture the value
passed down by the previous generations and thus take it away from future generations,
effectively destroying the common-pool resource.

Consequently, the nature of the good is closely linked with its property regime and
institutional design. This calls into question the classic distinction made between the
nature of the good and the property regime. The boundaries between the nature of the
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good and the property regime may be relatively clear for natural common goods, but for
human-made ones, consistent with Dardot and Laval’s thesis, one can argue that the
common-property regime and the institutional design of collective governance actually
create the commons, embedded in intergenerational reciprocity. The current member
cohort reciprocates to future cohorts what they receive from previous cohorts.

But while early financial cooperatives, highly embedded in their locality, respected
the eight design principles identified by Ostrom as common to all successful institutions
for the collective governance of common-pool resources, nowadays large cooperative
banks, serving thousands of clients located in different areas, no longer have clear
boundaries; their ownership is extremely diluted and their members no longer control
and sanction each other.

Moreover, external pressures, such as increasing competition and regulatory
frameworks taking the mainstream model as a reference, have also pushed coopera-
tive banks to adopt isomorphism dynamics (Chaddad and Cook 2004a; Kalmi 2014). In
particular, cooperative banks have developed hybrid products such as preferred stock
and non-voting common stock to attract additional capital in order to finance their
growth and reach the critical mass required to compete with large commercial banks,
with their economies of scale and too-big-to-fail stature. The common is still present at
this point, but the risk of tragedy increases and the propensity for intergenerational
reciprocity is strongly reduced.

5 The tragedy of the common resource system at the heart of financial
cooperatives

We identify three major types of tragedy leading to the partial or total destruction
of the common resource system at the heart of the financial cooperative: the expense
preferences of managers, radical demutualization and the hybridization process.

The expense preferences and inefficiency of managers are the most common criti-
cisms levelled at cooperatives in general and financial cooperatives in particular (Hans-
mann 1996; Hart and Moore 1996). Interestingly, financial cooperatives avoid the owner-
depositor agency issues, but they have more difficulties in aligning the interests of
members and managers. First, in large cooperatives, members’ preferences are likely
to be more heterogeneous (Hart and Moore 1996). Second, the remit of cooperatives is
to respond to their members’ needs and maximize their satisfaction, making it more
complicated to define clear-cut indicators of manager performance and design incen-
tive mechanisms based on those indicators, contrary to commercial banks which can use
stock-related compensation mechanisms (Wilcox 2006). Lastly, and perhaps most impor-
tantly, in large financial cooperatives, members have much less control over and involve-
ment in the governance of the organization, due to the lack of human capital generated
by the increasing complexity of products and management (Fonteyne 2007; Cornforth
2004), but especially due to free-riding behavior as predicted by Olson (1971) for very
large groups.6 Large financial cooperatives are thus exposed to the entrenchment and

6 Agency costs generated by ownership dispersion can occur in any firm with highly diluted
ownership. Cooperatives however are especially exposed to this issue since their ownership cannot
be more dispersed with the one-member one-vote rule.
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expense preferences of managers, and to the growth pressure driven by empire-building
on the part of these last (Périlleux et al. 2012). This represents a partial destruction
of the common resource system at the heart of financial cooperatives, since a part of
the resources is diverted from the cooperative’s objective and captured by the managers
(through increasing wages and perks such as big cars and luxurious offices) instead of
being passed on to future generations of members.

The second and most radical tragedy is ‘pure demutualization’, as witnessed in
the Anglo-Saxon economy. Davis (2007, 2014) stresses that the demutualization process
can be driven by two main forces: efficiency and expropriation, that he formulates as two
hypotheses which are not mutually exclusive. One major motivation for demutualization
is the access to external capital to finance growth (Viswanathan 2006). We will not
discuss here the potential efficiency gains from demutualization, which have been largely
debated in the literature. Instead, we will focus on the wealth transfer and social costs
for society as a whole it generates.

Three main wealth transfers can be identified. The first occurs among current
members. Davis (2007) explains that it is very difficult to analyze how much each mem-
ber has contributed to the accumulated wealth. In the demutualization process, wealth
distribution is unlikely to correspond to each member’s contribution. Based on differ-
ent underlying conceptions, the legislation dealing with demutualization varies greatly
from one country to another. Some laws favor depositors, shares being distributed pro-
portionally to savings, whereas others support the equal treatment of each member
(Wilcox 2006).

For example, before 1974 in the USA, when a mutual thrift was converted
into a stock thrift, shares of the retained earnings or an equivalent value in cash
were distributed to members in pro rata to their deposits. Since 1974, members have
no longer received stocks, but instead have rights to buy stocks on a priority basis
(Wilcox 2006). Empirical studies have however shown that the transfer is likely to
be in favor of ‘well-informed insiders’, managers and directors of the financial coop-
eratives who typically buy a large proportion of shares (Wilcox 2006). In contrast,
Dalmaz (2002) explains that in Great Britain, members of the converted mutual build-
ing societies have benefited from substantial gains receiving stocks of the converted
institution.

The second type of wealth transfer occurs between members and other initial
investors if the demutualization is followed by an initial public offer (IPO), which is
generally the case. Empirical studies have shown that IPOs are generally underpriced
and initial investors are likely to make capital gains (Ritter and Welch 2002). This
phenomenon is even more marked for IPOs of converted mutual institutions depriving
the converted institutions of the additional funds they would have attracted with a
higher offer price (Viswanathan 2006). Instead, these funds are captured by the initial
investors (Cagle and Porter 1997; Viswanathan 2006).

The third form of wealth transfer is an intergenerational transfer, whereby what
future members would have benefitted from in the absence of demutualization is passed
on to current members and initial investors, who actually steal the wealth built up by the
previous generation. ‘Demutualization involves revoking the implicit inter-generational
contract to the benefit of current members and the detriment of potential future mem-
bers.’ (Davis 2014).
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Mergers and hybridization processes represent the third type of tragedy. Merging
can actually be another way of demutualizing. According to Davis (2014), demutualiza-
tion through mergers tends to avoid an excessive transfer from members to outsiders,
since merged units tend to be more accurately valued. But this is not always the case.
In 1998, 350 former members of CERA complained to the Brussels Commercial Court
that they considered themselves wronged by the merger process (Dalmaz 2002). CERA
used to be one of the largest Belgian cooperative banks. During the 19th century, small
financial cooperatives in the Flemish countryside were created based on the German
Raiffeisen model and grouped under a central union called CERA. In the 1990s, CERA
merged with Dutch Kredietbank and ABB Insurance to create the private bank KBC
(Defourny et al. 2002). Transferring all its operational banking activities to KBC, CERA
become a cooperative holding. CERA’s former members no longer have a real impact
on the group’s strategic decisions. The Commercial Court sentenced CERA Holding to
compensate those members wronged by the merging process.

The hybridization process also generates wealth transfers leading to a partial
private appropriation of the common. In European countries such as France and Italy,
the law forbids any distribution of the retained earnings to members in the event of
liquidation and demutualization. Instead, the gains generated by demutualization must
be transferred to another cooperative or a national solidarity fund, consistent with the
asset lock principle7 (Mottet 2002; Chaddad and Cook 2004b; Borzaga et al. 2010).
However, part of the portfolio of a financial cooperative can still be transferred to a
listed subsidiary, which belongs to the same cooperative holding (Mottet 2002). For
example, the Banque Populaire and the Caisse d’Epargne groups have a listed subsidiary
called Natixis, whereas the apex entity of Crédit Agricole is partly listed with private
stockholders owning 46% of the apex’s capital (Ory and Lemzeri 2012). In this case,
part of the surplus that would have been allocated to the indivisible reserve is used to
remunerate private stockholders. Ory and Lemzeri (2012) explain that ‘[the control is]
biased more and more towards the top of the organizational pyramid and to stockholders
(the new stakeholders coming from the existence of listed vehicles)’. Carow et al. (2004)
reveal the same risk in the case of US mutual holding companies. This corresponds to a
partial privatization of the commonly owned wealth.

6 Towards the protection of the common resource system at the heart of
cooperative finance

This empirical demonstration has shown how financial cooperatives could be un-
derstood as a common resource system and highlighted the tragedy-of-the-commons
risks currently faced by these organizations. To avoid such tragedies, adequate legisla-
tion could be developed.

One major legislative mechanism that can be used to protect the common is the
asset lock principle. This principle stipulates that the resources accumulated by previous
generations must remain within the cooperative movement. It determines, in a way, the
common nature of cooperatives and strongly reduces incentives to demutualize. This

7 The asset lock is a legal clause that prevents the assets of a company (income or capital)
from being used for private gain rather than the stated purposes of the organization.
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principle is applied in European countries, such as France and Italy, but on a relatively
flexible basis, since it does not forbid merger and hybridization processes, which also
partly destroy the common at the heart of cooperative finance.

A second proposal for protecting the common is to follow more closely the insti-
tutional principles that largely supported early cooperatives, and which are similar to
those identified by Ostrom as common to all successful institutional systems for the
collective governance of common-pool resources. In particular, the ‘common bond’ prin-
ciple could be used to specify clear boundaries, limiting the size of the organization and
fostering the identification of members with the organization. This principle stipulates
that all members have to share one common characteristic, such as living in the same
area (geographical bond) or sharing the same professional activity (occupational bond)
(Frame et al. 2002; Forker et al. 2014). It can be seen as an expression of Ostrom’s first
principle.

Defourny (2001) shows that the history of the social economy in general, which
includes cooperatives, teaches us that it is indeed driven by a ‘condition of identity’ in
which members are unified by a collective identity. This is clearly demonstrated in the
pioneering 19th century financial cooperatives created by local communities sharing the
same religious, municipal and professional identity.8 Today that collective identity has,
on the whole, waned in financial cooperatives, which have tens if not hundreds of thou-
sands of co-operators, while the clientele has diversified enormously and increasingly
includes non-members.

However, it would appear that today’s new wave of social economy ‘is no longer an
expression of strong collective identities but, rather, one of “partial” group awareness’
(Defourny 2001). As part of new initiatives in social finance, members are brought
together by a common awareness of the need for ethical or responsible finance in a
context of deep-seated economic and financial crisis. Seeking for social, ecological and
ethical outcomes instead of profit maximization, social banks represent a new generation
of cooperative banks, most of them having adopted this specific ownership regime (Kalmi
2014). The ‘communities’, constituted by members joining social banks and having a
strong vision, could provide the social fabric for this new wave of cooperative finance.

Favoring the ‘closed membership’ dimension of financial cooperatives is another
policy in line with Ostrom’s principles. Contrary to open-membership cooperatives,
closed-membership cooperatives can only work with members. This means that all users
can take part in the collective governance of the organization, reducing the risk of dom-
ination by small groups and increasing the involvement of members. It also reduces
growth opportunities, though limited growth could be seen as consistent with the model
and the safeguarding of the common resource system. Small size and common bonds
can be combined with economies of scale and risk diversification through decentralized
networking structures ensuring significant autonomy for local financial cooperatives
(Périlleux 2013).

A third proposal would be to use ethics to protect against the isomorphism
and expropriation of the common resource system. In social finance, for example,

8 In Belgium, Flemish financial cooperatives grouped small farmers, who spoke only Flem-
ish, seeking to improve their living conditions and simultaneously assert their identity in an
environment dominated by a French-speaking bourgeoisie and nobility.

© 2017 The Authors
Annals of Public and Cooperative Economics © 2017 CIRIEC



UNDERSTANDING COOPERATIVE FINANCE AS A NEW COMMON 171

cooperatives have ethical committees and analyze the financial solvability as well as
the social outcome of a project before financing it (Cornée and Szafarz 2014). Many
of them also try to stimulate the participation of members using digital resources, in-
cluding the Internet. As such, these institutions may be better qualified to ensure the
participation of members in governance mechanisms than traditional financial coopera-
tives. But social banks are still in the early stages of their development, so only history
will be able to confirm this hypothesis.

More generally, it could be argued that favorable public policies can be justified by
the positive externalities of financial cooperatives, with the recent financial crisis having
revealed the positive contribution of financial cooperatives to the stability of the banking
sector (Ayadi et al. 2010; Ferri et al. 2014). In this respect, they tend to contribute to a
global public good.

Indeed, Stiglitz (2006) supports that global economic stability can be considered
as a public good, since neighboring countries tend to benefit from the economic stability
of a country. By extension, global financial stability could also be considered as a global
public good. As Hellmann et al. (2000: 147) highlight, ‘banking crises are important not
just because of the devastation that they bring to one particular sector of the economy,
but because typically the shock waves affect the entire economy’.

Commercial banks tend to take too much risk from a societal point of view (Hell-
mann et al. 2000; Miles et al. 2013). In particular, with their ‘too big to fail’ stature, large
banks know they will be bailed out if they should come under financial distress. This
generates a moral hazard pushing them to take higher risk. In contrast, financial coop-
eratives, focusing on retail banking, avoiding too much pressure from stockholders, and
committed to the cooperative ethos, tend to take lower risk and contribute to financial
stability. Since this contribution to this global public good is not an explicit objective of
those institutions but an externality, they can also be considered as quasi-public goods.

7 Conclusion

The emerging field of common good socio-economics is promising for the preser-
vation of natural as well as human-made common goods, which are under increasingly
damaging pressure as part of the current three-fold crisis. The 2007–2009 financial cri-
sis has destructive economic and social consequences. A number of authors have shown
the positive impact of institutional diversity on the stability of the financial system
(Ayadi 2010; Ferri et al. 2014). While not representing a homogeneous group, financial
cooperatives tend to finance the local economy and their business involves fewer risks
than that of mainstream financial institutions. However, they are under internal and
external pressure to engage in hybridization and isomorphic processes, which pose a
serious threat to their cooperative identity.

Using the common theory and referring to two main approaches identified in the
literature – the essentialist and constructivist approaches – this paper demonstrates how
financial cooperatives can be understood as a common. We support that the collective
institutional design developed by early financial cooperatives has created a common
resource system belonging to the community. Individual members do not own the total
value of their financial cooperative and are required to pass it on to future generations.
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172 ANAÏS PÉRILLEUX AND MARTHE NYSSENS

Consequently, we argue that once the common resource system is created, it exists by
itself, with its own materiality, and the decline of collective institutional design threatens
its survival.

This has two important implications. First of all, it shows that while the bound-
aries between the nature of goods and the property regime are relatively clear for nat-
ural common goods, they are much less distinct for human-made goods. Second, it has
implications for public policy. Considering financial cooperatives as a common can help
to design adequate legislation. In particular, a strict asset lock principle can reduce
incentives for isomorphism and demutualization. The common-bond and closed-
membership principles can also help to increase member involvement in governance
and limit excessive growth. Lastly, the ethical dimension can also serve to protect the
common resource system at the heart of financial cooperatives. And since they act as a
quasi-public good, we could further argue that cooperative banks with positive external-
ities deserve a supportive legislation.

These policies represent some examples, whose impact has to be further inves-
tigated, but which open a new research avenue. Identifying human-made commons is
crucial to developing an adequate environment for protecting them from destructive
pressures. This paper is one step in that direction, proposing an innovative way of
looking at financial cooperatives. Finally, this paper focuses on financial institutions.
But the common theory could also be harnessed to consider mechanisms ensuring the
sustainability of any type of cooperative.
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Chapter 4 
 

Options for economic instruments for water management in Georgia

This chapter analyses the options for reform of existing and introduction of new 
economic instruments for water management in Georgia. The analysis is organised 
according to whether the economic instruments are justified by the User Pays, 
Polluter Pays, Beneficiary Pays Principles, or as the creation of Pro-Environmental 
Incentives.

The chapter discusses transboundary water issues which have major impacts on 
the political and economic relations between Georgia and its neighbouring states, 
specifically Azerbaijan and Armenia. This is due to their upstream/downstream 
geographical status, and their sharing of river basins and water bodies with common 
problems. Using economic instruments for water management in a transboundary 
context has specific challenges, additional to those arising in the national realm.
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4.1. “User pays” principle

This section discusses water supply and sanitation tariffs, irrigation charges, an 
abstraction charge for the use of raw water, and – as a variant of the latter – charges for the 
non-consumptive use of water.

4.1.1. User charges for water and sanitation services
Over the last decade Georgia has taken major steps to introduce policies and 

institutions aimed to improve cost recovery in urban water supply, sanitation and sewerage. 
The majority of municipalities are now served by one of two large utilities, one of which 
is in private ownership. A minority of towns in the Adjara Autonomous Region are served 
by other, smaller, utilities.

The tariff methodology adopted by the regulator GNERC requires “full cost recovery”, 
where costs are defined as the expenses of operation, maintenance, rehabilitation and 
development plus a normal rate of profit. These costs include both water supply and 
wastewater collection and treatment. Metering of households has made substantial progress.

Much, however, remains to be done, and reforms are incomplete. The main problems 
are the following:

• The overall level of tariffs is still too low for cost-recovery, necessitating continuing 
public subsidies to the utilities and starving them of financial resources to upgrade 
and develop their infrastructure. 1

• Water and sanitation bills represent, on average, only 0.4% of household spending, 
well short of the 2.5% which has been recommended as an appropriate threshold. 
This indicates scope for raising average tariffs, and providing support to the 
poorest and most vulnerable consumers, either through the national social security 
system or through an appropriate household tariff structure.

• To pay for the necessary expansion of wastewater treatment, still in its infancy in 
Georgia, an increased level of the wastewater component in tariffs is inevitable.

• The degree of cross-subsidy in the water tariff from non-residential to residential 
users seems excessive by international norms and could produce undesirable 
distortions. 2

• The majority of the population are still unmetered and lack a clear incentive to use 
water efficiently.

4.1.2. Irrigation water supply charges
Irrigated agriculture in Georgia has had a chequered and turbulent history in recent 

decades, and reforms to irrigation charges need to be part of wider programmes for the 
development and reform of this sector. Such programmes are under way with support from 
the World Bank, IFAD, EU, Netherlands and USAID.

The share of agriculture in GDP fell from 25% in 1999 to 8% in 2012, against a 
background of the Russian ban on Georgian wine and mineral water, and the appreciation of 
the local exchange rate. In the 1990s public services and infrastructure crucial for agriculture, 
including irrigation, collapsed. Sectoral reforms initiated in 2006 proved to be ineffective.
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The failure of the model consisting of 4 limited companies serving a large number 
of AAs can be ascribed to several factors. There was insufficient public investment in 
the improvement of infrastructure in order to restore good services. Water charges were 
raised before service delivery was improved – charges were raised by a factor of 12 at a 
time when the condition of infrastructure and water supply remained very poor. Also, the 
organisation of the client based collapsed with the demise of the AAs. The combined effect 
of these factors was that in 2008 only 16% of fees due were being collected from farmers.

As part of its Socioeconomic Development Strategy for 2020 the Government is 
committed to rebuild institutional support and financing for irrigation, with strong support 
from international donors and development finance institutions. In this context, improved 
cost recovery from farmers for their irrigation services is a realistic prospect in the medium 
and long term.

However, all international experience with irrigation tariff reform points to the 
essential link between farmers’ willingness (and ability) to pay for water, and the quality 
of service received. Until the latter shows tangible improvements, serious cost recovery 
is unlikely. In this context, the Georgian Amelioration Company reports that all major 
irrigation channels have been rehabilitated, and its longer term aim is to increase it 
irrigated area to 278 000 ha.

The main conclusions of the analysis in section   are as follows:

• Irrigation tariffs have not changed since 2007. Their current level (GEL 75 per ha) 
do not recover the cost of supply. Moreover, the collection rate is low. In 2013 the 
Government provided a subsidy of GEL 8 million (EUR 3.5 million) to the Company 
to cover its operating costs.

• The supply of water to farmers is unmetered, and the tariff does not reflect the type 
of crop nor the number of times water is supplied throughout the year. This has led 
to the excessive use of water and the diversion of water to adjacent plots that are 
not registered in the system. Farmers have no incentive to introduce more water-
efficient production methods.

There is no official tariff-setting methodology for irrigation that could form the basis 
of economic cost-recovery. To address these problems the State Audit Service in 2014 
recommended that the Government develops a new irrigation water supply tariff structure 
which will provide for efficient water use and promote the development of a modern 
irrigation system.

4.1.3. Abstraction charge
Georgia has an official schedule of charges for the abstraction of water from both 

groundwater and surface water sources. However, since these only apply to “licensed” 
entities, and since surface water use does not require a licence, there is effectively no 
charge on the abstraction of surface water.

Compliance with the EU’s Water Framework Directive would require the use of 
abstraction charges for both groundwater and surface water. This would entail the 
introduction of a licensing regime for surface water abstraction – a measure recommended 
in the latest Environmental Performance Review of Georgia by the UNECE and included 
in the new (2014) draft Georgian legislation shortly to come before Parliament.

Water abstraction charges have several functions. They create an incentive for water 
abstractors to minimise their drawings of water, reduce its waste and loss in transit, and pass on 
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these charges to the final users who, in turn, have an incentive to economise on consumption. 
Abstraction charges signal the real resource cost 3 of the water. Abstraction charges are also 
a source of financial cost recovery, enabling funds to be raised either for water resources 
management and other environmental improvements, or for general public expenditure.

Reforming the system for regulating water abstraction in Georgia would require 
making a number of choices, and taking complementary actions in a number of domains. 
Relevant international practice, and experience, of the use of abstraction charges is 
reviewed in Annex B. In the light of this, the following points, amongst others, would need 
to be considered:

Creation of licensing system for both surface and ground water abstraction
Operating an effective Abstraction Charge would require the introduction of a licensing 

regime for the abstraction of surface water to complement the existing one for groundwater. 
This has been envisaged in the draft Law of Georgia on Water Resources Management 
(2014). This would entail revision of the Law on Licence and Permits of 2005. Creating the 
necessary licensing regime would have implications for staffing and funding of the relevant 
section of the Ministry of Environment.

Development of capacity for administering a licensing and charging regime
Regular assessments would be required of the status of the different river catchments 

and other main hydrological regions of Georgia (including groundwater aquifers) to establish 
their hydrological status and potential for water abstraction. It is clear that Georgia’s river 
and lake basins differ in their water problems and priorities, and the abstraction licences and 
charges would need to reflect these local factors. In this context, it is relevant to note that 
the 2014 draft Law on Water Resources Management now being considered by the Georgian 
Government includes a provision (Article 26) on assessment of the status of the different 
river basins and the development of river basin management plans. This will directly support 
the development of capacity for administering a licensing and charging regime.

Scope of regulatory regime – minimum levels of abstraction
Fixing a minimum level of abstraction, below which an Abstraction Licence would not 

be required. This is a matter for local judgement about water availability, the population of 
major abstractors, the administrative feasibility of dealing with many small applicants, etc. 
(For information, the threshold used in England and Wales is 20 m3/day). The threshold being 
proposed in the draft 2014 Water Resources Management Law in Georgia is 50 m3/day.

Criteria for issue of licences
These could include: hydrological and ecological status of region, impact on other 

abstractors, social and economic benefits expected, etc.

Sectors to be covered
These would normally include water for municipal and household use, agriculture, 

industry, hydropower, thermal power and industrial cooling, amongst other purposes. It 
would be desirable for licensing and charging to apply to all major actual and potential 
sectors abstracting water. The various kinds of consumptive and non-consumptive use could 
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be allowed for in the charge structure, based on local evidence and judgements. Withdrawals 
for hydropower are likely to increase in future along certain stretches of river, and it would 
be important to have a regulatory control over these, likewise for cooling water for thermal 
power and industry. Large scale irrigation and livestock farming should also be included 
since these are sizeable consumptive water users despite their losses and run-off. 4 The special 
case of non-consumptive use charges for hydropower is dealt with below in more detail.

Criteria for setting the level of Abstraction Charge (AC)
The basic choice to be made is whether the charge should be set at a level that would 

have a real impact on water withdrawals, or whether its main purpose is to raise revenues to 
cover the cost of administering the licensing regime. Most countries incline towards having 
a cost-recovering approach. Few (Denmark being one) have used ACs purposefully to create 
incentives for efficient water use. In this context, the maximum incentive effect would 
come from using volumetric charging based on metered withdrawals. Using charges based 
on licensed amounts provides only a partial incentive. Countries that do aim to use ACs as 
incentives need to make provision for use of any “excess” proceeds from this charge, over 
and above what is needed for the costs of administering the licensing and charging regime.

Fixing the level of the AC
As noted above, this depends on how far the charge is used as an incentive, rather 

than to defray costs. The current nominal charge in Georgia for both surface water and 
groundwater abstraction for municipal and rural water supply is EUR 0.00004/m3, or 
effectively zero. This is a small fraction (by several orders of magnitude) of the lowest 
groundwater rate in Poland, and of the minimum standard rates in England and Wales, 
Netherlands and Denmark. For reference, the current nominal abstraction charge in 
Georgia of EUR 0.00004/m3, if added to the current tariff for metered household water and 
sewerage in Tbilisi (EUR 0.20/m3) would raise the final tariff by c. 0.02%. If, on the other 
hand, the level of the AC were fixed at Netherlands levels, this would entail more than 
doubling the household water tariff in Tbilisi. 5

In Georgian circumstances, a pragmatic first step would be to conduct a study of the 
costs of water resources management, at present and in future. These would include costs that 
are not currently being funded, but which are entailed for the sustainable development and 
management of national water resources. The study should also include the extra costs implied 
by the adoption of new measures considered in this report as part of Georgia’s EU Accession 
process. If it were considered appropriate for the proposed Abstraction Charge to help fund 
these costs, then this would set a baseline for the level of the charge. If it were decided to use 
the AC actively to influence abstractors’ behaviour, a higher rate of charge should be fixed.

Box 4.1. Reform of abstraction charges in Armenia

Currently, abstraction charges are based on actual water use. Managing this system and 
monitoring water use is administratively burdensome and costly. It also distorts the allocation 
of water between users in water-stressed areas, because there is no penalty on users “hoarding” 
licences, which they may not fully use, and which block their use by other potential abstractors. 
It is argued that changing the basis of abstraction charges from actual use to permitted use 
would be easier and cheaper to administer and would allow abstraction to be based on need 
rather than historic entitlement.
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Enforcement
The current level of fines and penalties would need to be reviewed in the context 

of creating an effective abstraction licensing and charging regime. In 2014 there were 
484 cases of freshwater offences, with an average fine per case of GEL 349 or EUR 145. 
In 2015 these figures were, respectively, 289 and GEL 422 or EUR 176. These levels of 
fine are unlikely to provide sufficient deterrent. Consideration would need to be given to 
strengthen enforcement, and to include financial penalties that reflect the cost to society of 
restoring any damage done to water resources or to other water users.

Application of the proceeds of fines, penalties and AC
This depends partly on the objectives of the AC. If its aim is solely to recover the cost 

of administering the abstraction licence fee, it would be appropriate for the proceeds to be 
returned to the administration budget of the Ministry of Environmental Protection. If the 
AC is allowed to generate a surplus, this could either be returned to the central Ministry of 
Finance, or earmarked for spending on water resources management or other environmental 
purposes. It could also be fed into an Environmental Fund. It is relevant to note that in 
Australia, the Capital Territory (where Canberra is located) adds a water abstraction charge 
to municipal water tariffs. The proceeds are paid by the water utility to the state government 
for general expenditure purposes, and identified separately in water bills.

4.1.4. Charges for the non-consumptive use of water
Although the charge for non-consumptive water withdrawal is a category of abstraction 

charge, in the current context it is sufficiently important to be considered as an instrument 
in its own right.

Under the current regime in Georgia, abstractors of water for hydropower generation, 
or for cooling purposes in thermal power generation and industrial processes, pay little or 
nothing for their use of the water. According to the current schedule of fees, the abstraction 
of water from Caspian Sea Basin rivers, lakes and other reservoirs for thermal power cooling 

For a shift to the use of permitted quantities to have these benefits, the permits would need 
to be for relatively short duration, and the charges would need to be high enough to “bite”. Both 
factors would in theory make the allocation of abstraction licences a more realistic fit to likely 
demand. Otherwise, abstractors would have incentives to take out licences for long periods in 
excess of what they really needed, in order to cover themselves against all eventualities, and 
possibly to thwart rival users.

The use of permitted amounts as the basis for charging could bring undesirable effects of 
its own. Once a permit were awarded, and paid for, the holder would have an incentive to fully 
utilise it: there would be no penalty on increased usage, however wasteful, up to the permitted 
amounts. Compared with the current regime, the shift to permitted amounts as the basis for 
charging could result in increased abstraction in water-stressed districts.

Source: OECD EAP Task Force, 2016, Reforming economic instruments for water management in EECCA 
countries: Policy Perspectives, https://issuu.com/oecd.publishing/docs/policy_perspective_economic_
instrum.

Box 4.1. Reform of abstraction charges in Armenia  (continued)
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and irrigation pays only 1% of the base fee, namely EUR 0.00004/m3. Water abstracted for 
hydropower is even smaller, at 0.01% of the base fees, amounting to EUR 0.0000002/m3 and 
EUR 0.0000004/m3 in the Black Sea and Caspian Sea basins, respectively.

In reality, even water user activities classed as “non-consumptive” impose costs on 
other potential water users, which should be reflected in the abstraction charge they pay 
(OECD, 2012b). All hydropower schemes, for instance, disrupt river regimes, to different 
degrees and in different ways. Projects involving water storage interrupt the downstream 
flow, and the timing and location of releases may be inconvenient for other riparians. 
Annual evaporation from reservoirs typically amounts to several percentage points of the 
stored water volume, and larger rates in warm climates. Run-of-river hydropower schemes 
tend to be less disrupting, but even they can involve diversions which affect other water 
users (OECD EAP Task Force, 2012b). The same is true for withdrawals for cooling in 
thermal power and industrial plants, where volumes of water are typically very large, and 
with the added impact caused by the release of water at higher temperatures into recipient 
water bodies (World Bank, 2014).

Irrigation has a much bigger impact on other riparians through the high proportion of 
water lost to evapo-transpiration, 6 and the release of effluent contaminated by agrochemicals 
and salt into public water bodies. There is no justification for the current practice in Georgia 
of treating the abstraction of irrigation water on the same footing as thermal power 
cooling for the purpose of levying abstraction charges. It may be significant that in the 
UK, which has a cooler summer than Georgia and therefore less evapotranspiration, the 
Abstraction Charge for certain types of agriculture (spray and trickle irrigation, and water 
for horticulture) incurs a higher charge than that for any other purposes, due to its high “loss 
factor” (Winpenny, 1998).

In conclusion, the Abstraction Charge, whether for ground- or surface-water, should 
more truly reflect the impact of the withdrawal of water for irrigation, hydropower and 
cooling for thermal power generation and industrial uses, on other water users (Pegram and 
Schreiner, 2009). The rates should bear some relation to typical consumptive losses, and 
should be at a level high enough to register with abstractors when they consider how much 
water to withdraw. This conclusion is timely given the active consideration being given to 
the development of a series of hydropower projects in Georgia.

“Water royalties” on non-consumptive water abstraction for hydropower
The use of water for the generation of energy through hydropower creates an economic 

rent for hydropower companies, analogous to the exploitation of oil and natural gas. Part 
of the economic benefit that arises can be tapped by society through an abstraction charge 
which in this case is akin to a royalty payment for the use of the water. In principle, the 
level of royalty charge could be varied according to the location, timing and seasonality 
of withdrawal, and whether the projects are of the stored or run-of-river variety, in order 
to reflect the opportunity costs of abstractions on other water users, including impacts on 
river basin ecology and hydrology (OECD, 1997).

A number of countries (Brazil, Cameroon, several in the EECCA 7 region, and 
elsewhere, discussed in Annex B) levy a charge for water used for hydro-power production. 
Such charges are either based on the water that runs through the turbines or on the amount 
of electricity produced (SIWI, 2016).
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4.2. “Polluter pays” principle

The measures discussed in this section are the pollution tax, a product tax levied on 
polluting agrochemicals, tradable pollution permits, the active use of fines and enforcement 
of environmental regulations.

4.2.1. Pollution tax on discharges into public water bodies
The Polluter Pays Principle is a basic tenet of EU environmental policy and enshrined 

in the EU’s Water Framework Directive. Many countries in the EU, OECD and elsewhere 
implement different versions of a water pollution tax (see Annex B for further description) 
(Entec, 2010). These taxes are partly intended to discourage pollution, and partly to raise 
revenues. In a number of countries the revenues raised by pollution taxes are directly 
earmarked for the finance of Environmental Funds, used to promote investment in water-
efficient and pollution-reducing projects.

Georgia abolished its Pollution Tax in 2005. At present “There are no economic 
instruments applied for stimulating reduction of wastewater discharges from industrial, 
agricultural and municipal sectors”. This section explores the feasibility of re-introducing 
a Pollution Tax in Georgia, similar to those now used in Armenia, Azerbaijan and many 
other EU and OECD countries. The public acceptability of such a tax might be improved 
if its proceeds were earmarked for the funding of a new Environmental Fund, which is 
a fairly common practice in other countries (FitchRating, 2003; OECD/PHARE, 1998). 
However, in this report the two instruments, Pollution Tax and Environmental Funds, are 
treated separately.

Quite apart from the requirement of compliance with the EU Water Framework 
Directive, there is a strong economic case for the use of a Pollution Tax to discourage the 
contamination of public water bodies. If a tax can be levied proportional to the amount of 
pollution emitted, the polluter (business, utility, household) has an incentive to reduce that 
pollution. If the pollution tax is high enough, the polluter will cease polluting emissions 
completely (or, in the case of a company, cease trading). The response of the polluter to a 
pollution charge will depend on the cost, or inconvenience, of making the effort to reduce 
pollution. Where this is very high, the polluter may prefer to carry on polluting, and pay the 
tax. If, on the other hand, the tax is greater than the cost of pollution abatement, the polluter 
has an incentive to take abatement action (ACTeon, 2010).

The Netherlands has made active use of a Pollution Charge at a level having a serious 
influence on polluters’ behaviour. The Pollution Charge introduced in 1970 had, by 1990, 
led to a reduction of 50% in total organic emissions, and of 75% in industrial organic 
emissions (OECD, 2016).

Very high pollution charges will eventually shrink the revenues from this source as 
polluters take action to abate their emissions, or are driven out of business. Many countries 
rely on the revenues from pollution charges to fund environmental policy, regulation and 
enforcement. Hence in most cases the level of pollution taxes are fixed as a compromise 
between creating some incentives, and raising sufficient revenues. 8

The following are some of the major choices involved in using pollution charges. 9

• Sources and sectors. In principle the tax should cover all the major sources of water 
pollution in Georgia – municipal water and sewerage utilities, landfills and other 
sources of solid waste, mines, industrial processes, hotels, individual farmers and 
irrigation concerns, etc. In practice, some of these are difficult to monitor and enforce 
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– e.g. non-point source pollution from farming or other diffuse sources of pollution. 
Large identifiable polluters such as water utilities, large industrial companies and 
mines are obvious starting points. It may be more expedient to deal with agricultural 
pollution through taxes on specific products used as inputs (FAO, 2007).

• Pollutants and specific tax base. A number of OECD countries schedule a list of 
pollutants targeted, and charge per kg of pollutant. Armenia lists 19 water polluting 
substances, with a specific tax rate per kg for each. Others target a few major 
pollutants, such as the nitrate, phosphate or organic content of wastewater. (It is 
usual to ban outright the release of particularly noxious substances such as mercury).

• Use of the proceeds of the pollution tax. The two broad choices can be considered. 
First, to return the proceeds to the central tax authorities for use on general public 
expenditure. Second, to earmark the proceeds for specific purposes, such as 
local environmental programmes or provisioning an Environmental Fund. Many 
Ministries of Finance or central Treasuries oppose the earmarking of tax proceeds 
for specific purposes on the grounds that they complicate the task of national fiscal 
management. Others take a pragmatic view that the application of proceeds to 
popular local purposes can defuse opposition to the introduction of a new tax of 
this nature. The case for earmarking proceeds of the pollution tax to funding a new 
Environmental Fund in Georgia is made separately.

4.2.2. Product tax levied on agricultural chemicals and lubricants causing 
non-point source pollution

In many countries there is widespread pollution of surface and groundwater bodies 
from discharge of fertilizer, pesticide and other agrochemicals. However, such diffuse 
(“non-point source”) pollution is difficult to monitor and control directly, where it results 
from the activities of many farmers dispersed over a large area of the country (Nath, 1998).

In these circumstances one solution would be to levy a tax on the import, production 
or sale of the agrochemical products mainly responsible for this pollution. The assumption 
would be that the use of the product is a proxy of pollution caused by its uncontrolled 
discharge into water bodies. If the price elasticity of demand 10 for the product is sufficient, 
a tax should induce less consumption and more careful use, leading to lower discharges 
of waste elements into the environment. Farmers would have an incentive to switch to 
alternative methods of fertilising crops and controlling pests, such as organic cultivation 
methods or Integrated Pest Control, entailing lower water pollution. 11 In circumstances 
where the prices of agrochemicals were subsidised, the removal of the subsidy would have 
an equivalent effect to an increase in tax on these products (OECD, 2012b).

While the above is a fair description of the situation in many countries, it is not obvious 
that this is a general and widespread problem in Georgia, and therefore the case for a 
product tax is weakened. According to the UNECE’s latest Environmental Review (2016) 
“The main problems related to agriculture are linked to the unsustainable use of water for 
irrigation, with losses exceeding 50%, and diffuse pollution caused by the drainage of the 
land. There are no contamination problems with phosphates and pesticides.” However, 
contamination from nitrogenous compounds is present in some cases.

On balance, and taking into account the political and administrative challenges of 
introducing a new tax, this measure is not taken forward for more detailed evaluation in 
Chapter 5., though it should be kept in consideration for when more urgent water management 
problems have been addressed.
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4.2.3. Creation of tradeable pollution permits
An alternative to the use of pollution taxes is the creation of a “market” for pollution 

permits, which polluters can buy and sell amongst themselves. Its aim would be to 
concentrate the abatement of pollution amongst those parties (firms, utilities) that can 
do so at the least cost to themselves and society. This solution may be appropriate for a 
specific bounded water body such as a lake or reservoir, where there are a limited number 
of identified polluters (typically industrial companies, wastewater utilities or mines) whose 
discharges have a clearly identifiable impact on surface water quality.

In a pollution trading regime, environmental regulators set an upper limit on the total 
amount of acceptable pollution in the water from specific polluting substances, and regularly 
monitor the presence of these substances in the water. Polluting agents (firms, utilities, etc.) 
would receive licences to emit a stated amount of pollutant, which could be based on their 
current or historic levels. Polluters would be allowed to buy and sell these licences. The total 
volume of licences could be reduced over time with the aim of reducing overall pollution.

In theory, firms that could abate their water pollution easily and at lower cost would be 
able to sell part of their licence to other firms, for whom abatement would be more costly. The 
latter would save money by buying licences rather than undertaking abatement themselves. In 
time, the desired amount of pollution abatement would gravitate towards “efficient” polluters, 
at a lower cost to society compared to the situation where every firm was obliged to abate, 
whatever the cost. All firms would have an economic incentive to reduce pollution, but each 
would have a choice about how to do this, and over which time scale.

A limited number of water pollution markets have developed, in the USA, Canada, 
Australia and New Zealand (ADB, 2016). Such schemes have been slow to emerge elsewhere, 
and several have been problematic and little-used, for several reasons.

• There is a need for good and regularly updated information about the pollutant level 
in the water bodies concerned, and regular monitoring of the polluting behaviour of 
individual polluters in the trading scheme, and their compliance with licences held. 
This calls for regular and thorough monitoring and regulation.

• Changes in the ownership of licences may lead to unwelcome changes in the 
pattern of pollution – e.g. in the location and timing of polluting discharges into the 
water body, producing “hot spots”. In their attempt to control such eventualities the 
regulatory authorities risk adding to the bureaucratic complexity, and the costs of 
participation, in the schemes.

• Polluters may be reluctant to trade licences, especially where they are in competition 
with each other, trying to preserve a market share in the sector, or unwilling to share 
information with the regulator or other polluters. Some licence holders may wish to 
hold onto their licences to preserve a monopoly position against new competition. 
Some polluters, e.g. publicly owned utilities or state enterprises, are simply not 
motivated to achieve relatively minor cost savings by entry into such trading schemes.

The relatively little successful water pollution trading schemes have the following 
features:

• binding limits on pollution levels in the waters concerned
• sufficiently large differences in pollution control/abatement costs between the main 

polluters
• clear rules for trading that are not too complex, onerous or costly for participants
• a credible and trustworthy institution for organising the trades.
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In conclusion, water pollution markets are most appropriate at a local scale, with well-
defined hydrological boundaries. They are likely to be most successful in situations where 
there is already a well-developed system for water pollution control, and where the issue is 
to make this more cost effective for all parties involved (OECD EAP Task Force, 2012b).
These conditions are not currently present in Georgia, and it would seem premature to 
consider market mechanisms in advance of the creation of the more basic institutions and 
instruments necessary for pollution control.

Due to the abovementioned factors, this measure is not taken forward for more detailed 
evaluation in Chapter 5.

4.2.4. Larger fines and more stringent enforcement
As described in Chapter 4, the current regime of fines for non-compliance with 

national legislation to protect water resources has very little effect on the behaviour of 
polluters. There needs to be a two-fold approach to compliance – raising fines to levels 
where they “bite”, and enforcing compliance more rigorously.

The level of fines and the degree of enforcement are complementary. Raising fines alone 
will have little effect if polluters know there is a very small chance of their being caught and 
fined. Likewise, improved efforts at enforcement will have little impact if the penalties (fines) 
are insignificant. Potential polluters are very likely to take a “probabilistic” approach to 
fines – judging the likelihood of being caught against the size of the likely fine to arrive at an 
“expected value” of the fine, which is likely to be very much lower than even the low nominal 
rate of such penalties (Verbruggen, 1998). On this scenario, the potential fine can be regarded 
as a cost of doing business, i.e. as an economic instrument, rather than a penal measure.

It is important for all major polluters to be included in the scope of the pollution penal 
system, whether private or public. Much of the worst water pollution in Georgia is caused 
by publicly-owned water and wastewater utilities, and it is essential for the credibility of 
legislation that it is applied even-handedly to public as well as private offenders.

In principle, fines should not only reflect a penalty for non-compliance but also the 
cost of environmental restoration (e.g. clean-up costs) where these are greater than the 
fine itself. As described in Chapter 3., there is already a system of liability payments 
in the form of environmental damage compensation. This needs to be toughened and 
anomalies removed. At the present time, much of the cost of environmental restitution 
following pollution falls on the Georgian state, where this exceeds the proceeds of fines 
on the polluting agent. With the strengthening of environmental liability, more of these 
costs would transfer to the polluter. The latter could seek insurance against these costs. In 
a well-functioning market, the premiums charged the insured party would reflect the scale 
and probability of its pollution risk (see Box 4.2).

Box 4.2. Environmental liability payments and insurance schemes in 
Central Asia

All Central Asian countries have established systems of environmental liability or damage 
compensation payments which are complementary, or work in parallel, to the system of 
pollution charges and natural resource payments. Polluters and users of water resources can 
become liable for damages to the environment from accidental discharges or non-compliance 
with licence and permit requirements. Elaborate rules exist for determining the size of damage 
compensation payments. Tajikistan uses a complex Soviet-era methodology for assessing 
environmental damage and levying liability payments for the violation of water legislation.
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4.3. “Beneficiary pays” principle

The measures considered in this section are a surcharge tax on bills of hotels and 
tourism establishments, schemes of Payments for Ecosystem Services, and cost- and 
benefit-sharing in transboundary projects.

4.3.1. Surcharge tax on hotel bills, tourism facilities and charges for entry into 
national parks

Much of Georgia’s tourism and hospitality business depends on the country’s magnificent 
natural environment. A number of these facilities feature the use of spa water and mineral 
springs. It is reasonable for the cost of maintaining and enhancing this environment, 
including catchment protection and other aspects of water resources management, should be 
shared with businesses directly benefiting from these activities, and passed on to consumers 
of their services. Proceeds of this surcharge could accrue to national or local programmes for 
environmental protection and water resource management.

Any new tax, or amendment to an existing one, would be subject to the Georgian 
Constitution and National Tax Code, and require parliamentary approval, which would be 
an obstacle. This might be avoided by using instead a levy charged on entry to national 
parks and nature reserves, the proceeds of which would accrue to the specific parks and 
reserves in question. The largest of these are Borjomi-Kharagauli, Mtirala, Algeti, Kolkheti, 
Kazbegi,Tbilisi, Tusheti, Machakhela, Lagodekhi and Vashlovani. Some of these have visitor 
centres, guest houses and official rangers and guides, whereas in others arrangements are 

Theoretically, liability for environmental damage or clean-up costs may lead to the creation 
of a market for environmental insurance. In a well-functioning market, insurance premiums 
would be expected to reflect the probable damage or clean-up costs and the likelihood that 
the damage will occur. This would create pro-environmental incentives for polluters, who 
would enjoy lower premiums for industrial processes with a lower risk of pollution or accident. 
However, it is probably unrealistic to expect such an insurance market to develop in the short 
or medium term in countries such as Tajikistan and Kyrgyzstan where the evolution of a well-
functioning market economy with efficient financial markets is a matter for the longer term.

In Kazakhstan, a civil liability insurance system has been established for the imposition 
of damages arising from accidental environmental contamination. This is a compulsory 
environmental insurance scheme for companies performing “ecologically dangerous” types 
of economic activities. It applies to types of environmentally risky activities determined by 
national environmental legislation. The insurance system is regulated by the Law of the Republic 
of Kazakhstan on “Compulsory Ecology Insurance” adopted in 2005. Insurance payments are 
required from legal or natural persons, to reimburse for damage inflicted to life, health, property 
of third parties and/or the environment resulting from accidental pollution. Nine insurance 
companies were involved in environmental insurance activities by 2009 and the insurance market 
is in the process of development.

Source: OECD EAP Task Force (2012b), Improving the use of economic instruments for water resource 
management in Kyrgyzstan: the case of Lake Issyk-Kul Basin, https://www.oecd.org/env/outreach/2013_
Kyrgyz%20report%20on%20Eis%20for%20WRM%20Eng%20Web.pdf.

Box 4.2. Environmental liability payments and insurance schemes in Central Asia  
(continued)
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more informal. A number require active management to control deforestation, soil erosion 
and other forms of land degradation.

The option taken forward for evaluation in Chapter 5. is raising charges for entry into 
National Parks and Protected Areas, with concessional rates for deserving groups and a 
differential rate for nationals and foreign visitors. Proceeds from these charges would be 
returned to the organisation responsible for operating and maintaining the facility.

4.3.2. Payments for Ecosystem Services (PES)
In many countries the prime aim of PES schemes is the preservation of ecosystems 

and biodiversity. This report focuses on the related issue of how PES can contribute to the 
strengthening and financing of water resource management.

PES schemes involve payments to the managers of land or other natural resources 
in exchange for the provision of specified ecosystem services (or actions anticipated to 
deliver these services) over and above what would otherwise be provided in the absence of 
payment. Payments are made by the beneficiaries of the services in question, for example, 
individuals, communities, businesses or governments acting on behalf of various parties 
(Department for Environment Food & Rural Affairs, 2013).

In recognition of the importance of schemes specifically to preserve watersheds, a sub-
set of PES has arisen – Payments for Watershed Services (PWS). 12

Land degradation, soil erosion, loss of forest cover and non-point source pollution from 
crop and livestock farming in upland catchments are liable to cause flooding and siltation 
downstream, as well as the contamination of water sources. The aim of PES and PWS 
schemes is, amongst other things, to help preserve upland catchments by giving incentives for 
local land owners and land users to convert to more sustainable land use practices, paid for by 
the downstream water users that stand to gain from these changes. These downstream water 
users may include hydropower producers, industries, municipalities, tourism businesses, 
or others. In countries where the preservation of ecosystems and biodiversity is the prime 
motive for PES, “users” would also comprise public agencies, NGOs and international 
environmental networks (Forest Trends, 2008).

PES schemes are currently being piloted in Georgia, as well as Armenia and 
Azerbaijan, through the Regional Environment Centre (REC). 13 These schemes involve 
the improvement of agricultural techniques, the introduction of agro-forestry and agro-
biodiversity conservation, the collection and processing of medicinal plants, wild fruits 
and non-timber resources, the creation of sustainable hunting areas, and the establishment 
of aquaculture.

There is growing international experience with PES – in 2010 there were 300 or more 
schemes of this kind worldwide. Among the better known are those involving water 
utilities protecting the quality of water in their catchments (New york/Catskills, Wessex 
Water, England), water bottling businesses protecting groundwater aquifers (Vittel, 
France), hydropower companies conserving their watersheds to reduce erosion and siltation 
(Costa Rica) and municipalities seeking to reduce the risk of flash flooding through land 
management and woodland creation in their vicinities (Pickering, England).

PES principles lie behind the growing number of Water Funds set up in Latin America 
to finance watershed conservation and other aspects of WRM. These schemes may be on 
a voluntary basis or they may have statutory basis, but all involve payments by water users 
which are channelled to farmers and other landowners and users in compensation for the 
latters’ conservation work of various kinds.
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There are various “How To” guidebooks on the creation and operation of PES. Some 
key principles for the successful launch of PES/PWS schemes are:

• Voluntary: parties should enter the PES on a voluntary basis.
• Beneficiary pays: these could include individuals, communities, businesses or 

governments. These are the “buyers” of ecosystem/watershed services.
• Credibility: buyers will need to have confidence that the actions they are paying for 

will actually happen, and that they are likely to produce the intended results. This 
may require the involvement of an independent monitor (e.g. a university or NGO).

• Direct payment: payments made directly to the providers of the ecosystem services 
(the “sellers”).

• Additionality: the actions that are the subject of the PES should be genuinely new, 
rather than existing or planned actions repackaged as new for the sake of the PES 
payments.

• Conditionality: payments should depend on agreed actions being performed by 
the “sellers”. It is more realistic to base the PES on the implementation of specific 
measures, rather than the achievement of environmental outcomes – which would 
normally take longer, and which are likely to depend on other, extraneous, factors.

• Sustainability: PES actions should be planned and implemented according to a 
sufficiently long time horizon, and not be easily reversible.

• Avoidance of “leakage”: actions agreed in a PES should not be at the expense of 
measures happening, or likely to happen, elsewhere (e.g. shifting tree planting to 
the PES zone rather than somewhere else previously planned).

• Acceptable transactions cost: creating a PES could be complicated and time-
consuming. Success is more likely if the agreement is between a small number of 
parties, or if the stakeholders are represented by collective bodies (e.g. farmers’ 
associations).

In the Georgian context, the feasibility of PES/PWS schemes would be improved by 
choosing situations with a limited number of stakeholders, either on the “buying” or “selling” 
side, or both. As noted above, this might entail working through collective associations of the 
interested parties. In the first instance, a PES would have better prospects of success if it were 
voluntary, and tried initially on a pilot basis.

The following situations could be ripe for further study:

• Hydropower producers taking action to protect their watersheds in order to 
preserve inflows and to reduce siltation in reservoirs and damage to turbines.

• Similar actions by water utilities to protect both the quantity and quality of their 
raw water.

• Actions by major water-using businesses (e.g. water-bottling plants) to ensure 
continued access to water of the desired quantity and quality.

• In areas of touristic interest, action by hotels and other tourism establishments to 
protect and enhance their local landscapes.

• Environmental NGOs funding their operations through voluntary contributions 
from communities and businesses.

These and other ideas are further developed in Box 4.3.
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4.3.3. Transboundary cost- and benefit-sharing projects

Transboundary water issues have major impacts on the political and economic relations 
between Georgia and its neighbouring states, specifically Azerbaijan and Armenia. This 
is due to their upstream/downstream geographical status, and their sharing of river basins 
and water bodies with common problems.

These transboundary water issues include:

1. Downstream water pollution from Georgian WWTPs sited close to the border. 
Specifically, untreated and partly-treated wastewater effluent from the Georgian 
Gardabani WWTP is a serious source of pollution in the Kura River downstream 
in Azerbaijan, which flows into Mingecevir Reservoir.

2. Non-point source pollution from farming and pollution from residential areas in 
Georgia contaminates Lake Jandari, a water body shared by the two countries 
and used for fishing and for the abstraction of irrigation water. According to an 

Box 4.3. Payments for ecosystem services in Georgia

In the absence of a specific regulatory framework there is no mechanism in Georgia for 
mandatory involvement of beneficiaries of ecosystem services in PES schemes. Therefore, 
engagement of ecosystem service users in PES schemes can be voluntary only depending solely 
on the environmental and social responsibility of the beneficiaries and their willingness to pay 
for improved management of Protected Areas (Pas) or improving the livelihoods of local people 
living in and around them.

In the Ajara PAs there is a potential to create PES schemes, on a voluntary base, private or 
municipal users (e.g. hydropower companies, water utilities) of watershed/hydrological services 
provided by the target PAs. For instance, Batumi Water Utility (BWU) uses water resources 
originating in Mtirala National Park to supply drinking water to its clients including about 
124 000 residents of Batumi, commercial and other organisations. Theoretically, it may be 
possible to engage this organisation and the Batumi Municipality voluntarily in a PES scheme. 
In this scheme BWU would pay a part of its income to Mtirala National Park for improving 
the management of the protected areas, specifically for the management of watershed services. 
However, engagement of the BWU and Batumi Municipality in the PES scheme will depend on 
the financial health of the BWU and its attitude to corporate social responsibility.

Another target group for involvement in PES scheme is that of power companies with 
hydropower plants located downstream of rivers originating in the target PAs. Examples include 
the Kintrishi and Khelvachauri Hydro Power Plants (HPP), the construction of which is ongoing 
in the downstream reaches of the Kintrishi and Machakhela rivers. The functioning of these 
hydro power plants depends crucially on the hydrological services/water flows in the Kintrishi 
PAs and Machakhela Nationsal Park. Companies involved in the development of the HPPs may 
be willing to pay for improved management of the protected areas to ensure stabile water flow 
for the hydro power plants.

Note: Options for Generating Sustainable Revenues for Target Protected Areas in Ajara. Prepared for the 
UNDP/GEF Project Expansion and Improved Management Effectiveness of the Ajara Region’s Protected 
Areas.

Source: OECD EAP Task Force (2012a), Strengthening the Economic and Financial Dimension of 
Integrated Resources Management in Armenia, Azerbaijan and Geirgia, www.oecd.org/env/outreach/
EAP(2012)10_Report%20on%20Kura%20basin_ENG.pdf.
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agreement in 1993 14 Georgia has to provide a minimum volume of water flowing 
into the Lake for irrigation in Azerbaijan and preservation of the ecological status 
of the lake.

3. The Kura River Basin on both sides of the border is subject to frequent flooding 
related to poor water management (catchment degradation, deforestation, soil 
erosion, waste dumping, sedimentation, etc.) both in Georgia and Azerbaijan.

4. Unregulated abstraction of water for irrigation has led to periodically low river and 
lake levels in both countries. Water levels in the shared Lake Jandari have recently 
been declining.

Using economic instruments for water management in a transboundary context has 
specific challenges, additional to those arising in the national realm. From Georgia’s point 
of view as an upstream 15 riparian, the following complications arise:

• Investments and/or policy measures may incur costs that exceed the expected 
benefits, where the latter accrue to the downstream country.

• The benefits of investments and policies, though real, may not arise in monetary 
form, hence financial recuperation is not possible (e.g. restoration of ecological 
status, recreational benefits).

• Benefits may be joint, but may disproportionately favour one party (e.g. reduced 
flood risk throughout a river basin, lower river and lake pollution, restoration of 
lake levels).

• Joint benefits are likely to require co-ordinated actions by both parties to be 
effective or to produce optimal results (e.g. action to reduce pollution).

Georgia and Azerbaijan have signed the “Agreement on Cooperation in the Protection 
of the Environment between the Government of the Republic of Azerbaijan and the 
Government of Georgia” in 1997, which includes some aspects of the use of water in the 
Kura River and Jandari Lake. Different policy solutions are appropriate to meet these 
challenges. The key factors in each case are:

• the size of the costs and benefits of action versus inaction, for each country

• benefits of joint or co-ordinated action, compared with independent actions

• the comparative costs of actions in the respective countries

• the existence of feasible methods of compensation, from the other country partner, 
or from international sources.

The key issue for Georgia is what instruments would make transboundary water 
management economically and financially viable, in view of the factors set out above. In 
case, Georgia would bear the direct cost of upgrading the WWTP in question, though the 
benefits of lower water pollution would accrue largely to Azerbaijan. This suggests there 
is scope for a deal between the two countries, which could involve political, economic or 
financial concessions from Azerbaijan to Georgia. The transaction could be facilitated by 
external donors (e.g. EU grants or a concessional loan from an IFI for the WWTP upgrade).

In cases the costs of inaction currently fall on both countries, both of which would 
stand to benefit from the active use of economic instruments in Georgia to curb pollution 
(e.g. pollution tax, product tax on agricultural chemicals, fines, etc.) and to improve water 
resources management in order to limit over-abstraction and flooding. In the case of Lake 
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Jandari, a shared water body, both countries would need to take remedial action, which 
should be co-ordinated in order to have maximum effect.

The likelihood of joint benefits does not, of course, guarantee co-operation. It is 
practically inevitable that there would be some asymmetry in the balance of costs and 
benefits between the two countries, with one bearing a disproportionate share of costs 
relative to benefits. In the extreme case, one country could become a “free-rider”, and the 
other party would have to decide whether there would still be a case for acting alone. There 
is still some scope for deals between the two countries, not necessarily restricted to water 
but including all aspects of river basin management (including hydropower and forestry, 
for example).

In the scenario sketched above, the “deal” eventually struck would also need to take 
account of the comparative costs falling on the respective parties in implementing the 
actions. Such costs would include costs of mitigating pollution by industrial, mining and 
agricultural water users, the costs of introducing water-efficient processes in these sectors, 
and the affordability of tariffs and charges for all water users. The economically efficient 
solution would be for the country partner with the lower costs to bear the brunt of these 
measures, with financial compensation from the other party. A water or pollution market 
would achieve this result, but neither seems feasible in present circumstances. In practice 
the comparative costs and feasibility of actions would need to be taken into account as part 
of the bilateral deal between the countries concerned.

Recent analyses of transboundary water management in Georgia and Azerbaijan 
have focussed on flooding in the Kura Basin and reducing pollution in the Kura River 
downstream of the Gardabani WWTP (OECD EAP Task Force, 2012a).Specifically, the 
following options are proposed for further examination:

• joint funding of the Gardabani WWTP upgrade

• a form of PES in which the downstream riparian would compensate the upstream 
riparian for the costs of flood prevention and pollution control

• joint finance of a flood early-warning system for the Kura River Basin.

A precondition for any actions of this kind would be support for capacity building and 
data collection and analysis relating to the hydrology of the rivers and lakes concerned. 
In particular, the credibility of any new policy action will rest on the quality of relevant 
hydrological data, which is currently inadequate.

4.4. Pro-environmental incentives

The two measures discussed here are the creation of Environmental Funds and the 
award of tax concessions and subsidies for water saving and recycling technologies.

4.4.1. Environmental funds for subsidising water resource management and 
water-friendly investment

Globally there are many funds for the promotion and financing of environmental 
causes, including the protection and enhancement of vulnerable catchments, wetlands 
and other habitats. These funds show great variety in their size, ownership and purposes. 
Some are national and public, some are private and philanthropic, some are sponsored by 
international institutions, many are hybrids of all these.
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The EAP Task Force of the OECD has promoted the use of environmental funds in 
transitional economies. A number of EU Member States have national public environmental 
funds (e.g. the Polish Ecofund, the Czech State Environmental Fund). Others benefit from 
access to funds sponsored by international networks and donor agencies (e.g. the Caucasus 
Protected Area Fund, supported by WWF and the German Government). A Sourcebook of 
21 of these funds in Central and Eastern Europe and the New Independent States documents 
the experience and the pros and cons of this instrument.

Many Environmental Funds involve earmarking the proceeds of pollution taxes for 
programmes of environmental protection, restitution or beneficiation. Earmarking is not 
universally popular amongst fiscal policymakers. It complicates the task of allocating 
public expenditure, and can lead to institutional “lock-in” and the inefficient use of 
resources. In OECD Member States it is not seen as a “first best” policy.

Nevertheless, earmarking fiscal receipts for Environmental Funds is acceptable as a 
“second best” solution in economies in transition to market-oriented regimes with major 
environmental problems to address. Subsidies can be justified under the Polluter Pays Principle 
if they are well-targeted, limited in size and duration, and do not introduce significant 
distortions in markets, nor involve sizeable externalities. The St Petersburg Guidelines have 
been drawn up as a guide to good practice in this area (see Box 4.4) (OECD, 1999).

Box 4.4. Main conclusions of the St. Petersburg guidelines on Environmental 
Funds (EFs)

• To avoid or minimise the long-term economic inefficiencies inherent in earmarking of 
funds, expenditure should be targeted to environmental priorities and projects with large 
environmental benefits relative to their costs.

• EFs should play a catalytic role in financing environmental improvements and support, not 
compete with, emerging capital markets.

• EFs should reinforce other environmental policy instruments.

• EFs should develop an overall financing strategy, follow clear procedures for selecting 
projects in order to ensure cost-effective use of resources, adopt effective monitoring and 
evaluation practices, and make effective use of internal and external expertise to enhance 
administrative efficiency.

• EFs should leverage increased private sector resources and capital market financing for 
environmental investments.

• In designing and evaluating fund revenue mechanisms, environmental authorities should 
ensure environmental effectiveness, economic and administrative efficiency, equity and 
acceptability.

• EFs should ensure transparency and be accountable to government, parliaments, and the 
public for their actions.

Source: OECD (1999), Sourcebook on environmental funds in economies in transition, https://www.oecd.
org/environment/outreach/Sourcebook%20on%20environmental%20funds%20in%20economies%20
in%20transition_EN_complete.pdf.
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Public EFs, as well as their private philanthropic counterparts, need to have a degree of 
operational and financial autonomy from their parent departments. Compared with reliance 
on public budgets, specialised funds have several advantages as tools of environmental 
policy:

• With a degree of independence from national budgetary processes, they can commit 
to multi-year planning and funding.

• They can blend funds from various sources (e.g. national budgets, earmarked tax 
revenues, international grants and soft loans, local philanthropy, sales of products 
and services).

• National public contributions can leverage sums from other sources, including 
international grants and loans (e.g. on a 50:50 basis).

• The fund can develop expertise and advocacy skills, useful in the promotion and 
funding of water resource management.

A number of funds rely on earmarking the proceeds of national environmental taxes. 
This can be helpful in gaining support for the use of abstraction, pollution and other taxes, 
since the use of the revenues for environmental purposes is transparent. However, this 
could make funding uncertain and unreliable, since tax proceeds will vary – hence the 
benefit of seeking a diversity of funding sources.

In summary, a good case can be made for using environmental funds to finance future 
water resource management in Georgia, supplementing existing sources of money for this 
purpose. These funds could be newly created, or involve public contributions to existing 
funds (e.g. the Caucasus Nature Fund), including those sponsored by international networks 
and donors. Consideration should be given to earmarking the proceeds of abstraction and 
pollution taxes and product taxes on polluting substances for use in environmental funds, 
though this issue is not inherent in creating EFs.

4.4.2. Tax concession on water-saving and recycling technologies
In theory, practices that promote good water management could be subsidised either 

directly through cash payments, or through the relief of indirect tax on the items concerned 
or concessions on direct taxation of income due to these practices. Examples would be 
companies’ use of processes and technologies that recycle water or use it more efficiently, 
households that convert to water-efficient devices (toilets, washing machines, etc) or 
farmers introducing more water-efficient irrigation practices.

While the use of pro-environmental subsidies is sound in principle, and has been 
successfully used in some countries, there are difficulties in promoting this instrument in 
Georgia at present. One obvious objection would be its fiscal cost – unlike other instruments 
which would raise revenue, subsidies and tax concessions would have a negative impact 
on fiscal revenues. There would also be the risk of tax concessions being exploited as tax 
loopholes by businesses and individuals trying to reduce their tax liabilities. The definitions 
of eligible equipment and practices would need to be carefully and tightly drawn. It may 
be significant that there is little or no experience in the use of pro-environmental tax 
allowances in EECCA countries.

For all these reasons this potential economic instrument will not be taken forward for 
more detailed evaluation in the following chapter.
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Notes

1. The current funding status of GWP, a private company, is unclear, though long term cost 
recovery is clearly a necessary part of its business model.

2. E.g. larger commercial users could boycott public supplies and develop their own sources, to 
the detriment of tariff revenues.

3. Including its “opportunity cost”, namely the economic opportunities lost elsewhere by other 
potential uses through the abstraction of the water in question, at that specific time and 
location. This includes opportunities lost for its future use.

4. Paradoxically, the more “efficient” irrigation techniques, such as spray and trickle methods, 
tend to be those with the highest rate of consumptive use of water through evapo-transpiration, 
whereas “less efficient” processes return more water for its potential use by others.

5. The Netherlands groundwater abstraction charge is assumed to be EUR 0.182/m³, added to the 
2010 Tbilisi household metered tariff of EUR 0.12/m³.

6. Evaporation from open water and soil, and transpiration from plants and weeds.

7. Eastern Europe, Caucasus and Central Asia.

8. The economically optimal level of a pollution charge (the so-called Pigovian tax, after the 
British economist Arthur Pigou) is that which is set at the level where the marginal cost of 
abatement incurred by the polluter coincides with the marginal cost of pollution experienced 
by society. At this level, an “optimal” level of pollution is produced. This is at the point where 
the combined cost of abatement – incurred by polluters – and environmental damage – incurred 
by society – is minimised. In practice, neither of these cost curves is known with any precision.

9. Pollution taxes should be differentiated from user charges made for wastewater treatment 
services. The latter are imposed on wastewater emissions by industrial and other large water 
users who discharge into public sewers and who pay the utility according to the volume and 
strength of pollutants present in their wastewater. The charge reflects the cost to the utility of 
treating these pollutants. In contrast, a pollution tax applies to discharges into public water 
bodies such as rivers, lakes and groundwater.

10. A measure of the responsiveness of the demand for a product to changes in its price.

11. Product taxes on agrochemicals would not address the problem of liquid animal waste (slurry) 
which is a major water pollutant in many areas.

12. Currently being piloted in the USA by the World Resources Institute.

13. REC Caucasus, “Mainstreaming the Payments for Ecosystem Services for Green Growth in 
South Caucasus”.

14. Between the State Committee of Irrigation and Water Economy of the Azerbaijan Republic and 
the Department of Management of Melioration Systems of Georgia.

15. With the exception of the Debed River, which arises in Armenia and for which Georgia is a 
downstream riparian affected by water pollution caused by mining on the Armenian side.
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EU enlargement has spread peace and prosperity, but it has now stalled. The EU should keep the door 
open, and prepare countries for coming inside.

The European Union’s enlargement after the Cold War is one of its most successful projects. It has helped 
to preserve stability in a region that experienced more than its share of conflict in the previous century, 
and it has brought prosperity to millions who had suffered decades of privation under communism.

The treaty on European Union says that the right to apply for membership is open to any European state 
which respects the EU’s values and is committed to promoting them. But is that still true in practice? 
The EU is now at various stages of the accession process with six countries in the Western Balkans, plus 
Turkey; and Georgia, Moldova and Ukraine also aspire to join the Union. But few if any of the existing 
member-states are enthusiastic champions of any of these countries. Britain was once the leading 
proponent of expanding the EU, but the Brexit referendum has made the British government both less 
enthusiastic and less influential in the enlargement debate.

Since becoming European Commission President in 2014, Jean-Claude Juncker has consistently said that 
there would be no further enlargement during his term of office. In his ‘State of the EU’ speech to the 
European Parliament on September 13th, he again argued that no candidate was yet ready. He ruled out 
membership for Turkey for the foreseeable future, arguing that it was taking “giant strides away from the 
European Union” in relation to the rule of law, justice and fundamental rights. But he also stated firmly 
that the EU would in future have more than 27 members. French President Emmanuel Macron, in his 
‘Initiative for Europe’ speech on September 26th, suggested that the countries of the Western Balkans 
could join the EU in some years, once the Union had been substantially reformed. He also acknowledged 
the strategic value of preventing them from aligning themselves instead with Russia, Turkey or other 
authoritarian powers.

EU enlargement: Door half open or door half shut?  
by Ian Bond
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The statements of Juncker and Macron emphasise that any further enlargement is at best some years 
away. This pause gives the EU and the states that aspire to membership a chance to consider what sort 
of relations they would like and could realistically aspire to in future. Obstacles to membership include 
lack of economic and political convergence between the EU and aspiring members, and lack of support 
for enlargement in existing member-states. If full membership of the EU is indeed far off, hard or even 
impossible to achieve in the foreseeable future, now may be the time to look for other ways to promote 
stability and prosperity in neighbouring European countries. Turkey poses a particular problem because 
of its growing authoritarianism and because so few EU member-states regard it as truly European.

In theory, both the countries of the Western Balkans (whether they have started accession negotiations 
or not), Turkey, and the three Eastern Partnership countries with association agreements with the 
EU should be converging with the EU. They should be adopting the acquis communautaire – the 
accumulated body of EU law – in relevant areas, meeting European standards, and becoming richer in 
the process.

In relation to the economy, there is some progress in narrowing the gaps, but it is very slow. Chart 1 
shows that since 2000 gross domestic product (GDP) per capita in both the countries that have acceded 
to the EU and those behind them in the queue has got closer to the EU average. But of the non-members, 
only Turkey has a higher GDP per capita than the poorest existing members (Bulgaria and Romania); and 
of the remaining applicants and potential applicants, all but Montenegro have GDP per capita below 20 
per cent of the EU average. Two, Moldova and Ukraine, are below 10 per cent of the EU average.
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Chart 1: GDP per capita in new member-states, applicants and potential applicants 
as a percentage of GDP per capita in EU as a whole, 2000-2016

Source: World Bank national accounts data, and OECD National Accounts data �les.
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EU reports on the progress that countries are making in adopting EU rules and standards paint a mixed 
picture, and sometimes seem to overplay their achievements. The 2016 report by the Commission 
on Turkey’s accession process for example stated that “Turkey reached some level of preparation to 
implement the acquis and the European standards” in relation to the judiciary and fundamental rights – 
even though the authorities detained more than 40,000 people, including around 150 journalists, in the 
wake of a failed coup attempt in July of that year.

One point on which the Commission and other sources of information agree, however, is that corruption 
is a serious problem across the potential future member-states. Georgia, which is judged to be the least 
corrupt of the group, is in equal 44th place on Transparency International’s ‘Corruption Perceptions 
Index’. next comes Montenegro (64th equal), Serbia (72nd equal) and Turkey (75th equal – the same as 
the worst of the current member-states, Bulgaria). The remaining countries stretch all the way down to 
Moldova (123rd equal) and Ukraine (131st equal). In many cases the problems are getting worse, not 
better. Only Albania, Georgia and Kosovo were judged less corrupt in 2016 than in 2015. Macedonia 
fell from 66th place to 90th place – though the Commission’s report on the accession process does not 
reflect this deteriorating situation.

Public opinion across the EU is highly susceptible to scare stories about migration and about possible 
terrorist infiltration of the EU across porous borders. Governments and the Commission will struggle to 
persuade voters that they will benefit, even in the long term, from giving EU membership to relatively 
poor countries with high levels of corruption. The netherlands provided a warning in 2016 of what 
might lie ahead: even the (false) suggestion that the association agreement with Ukraine might lead to 
eventual membership was enough to mobilise Dutch voters to block its ratification in a referendum. Any 
accession treaty would probably suffer the same fate in the current political climate.

Rebuilding support for enlargement will be a very long process. Support for the post-Cold War 
enlargement was in part emotional: as the countries of Central Europe transitioned from communism 
to democracy, there was a widespread sense that joining the EU represented a sort of homecoming for 
them. The then Czech President, Vaclav Havel, expressed this in a speech to the European Parliament in 
1994, telling MEPs: “Europe was divided artificially, by force, and for that very reason its division had to 
collapse sooner or later”. nowhere in the EU is there a similar feeling about the countries of the Western 
Balkans or Eastern Europe, still less Turkey. And Western European criticism of the state of human 
rights and governance in Hungary and Poland (in particular) even hints at some regret at the results of 
previous enlargements.

With populism on the rise in many parts of the EU, many mainstream politicians are wary of arguing 
in favour of enlargement. neither Juncker nor Macron made an especially enthusiastic case for taking 
in new members. If enlargement is ever to start again, the EU will have to show that it can maintain 
control over migration (for example through extended transition periods before full freedom of 
movement); retain leverage in case of backsliding on the rule of law or human rights; and avoid 
making EU decision-making more cumbersome (in that respect, Macron’s proposal for a smaller 
Commission makes sense).

But EU leaders also need to start appealing to voters’ sense of justice, making the case that it is only 
right that countries that genuinely espouse European values, sometimes at great risk (as in Georgia and 
Ukraine) should have the right to join the EU when they meet the requirements for doing so. And they 
should not neglect practical benefits of enlargement either: as EU membership made new members 
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richer, it would increase their propensity to consume goods and services from other member-states.
The EU also needs to encourage and help its neighbours to build up their resilience in the face of internal 
and external threats. In the Western Balkans, that means more engagement by the Commission, the 
European External Action Service and national leaders to show that the EU still sees the countries of 
the region as future members. Macron’s warning about the efforts of Russia and Turkey to lure these 
countries away from Europe was well founded; the EU needs to make sure that populations there realise 
how much the EU contributes to their security and prosperity, and how little Moscow and Ankara have 
to offer by comparison. And it needs to work on exposing and preventing corruption in the aspiring 
members – including tackling money-laundering through the financial systems of EU member-states.

For Eastern Partnership countries, EU Commission officials already worry about the risk that countries 
like Georgia and Ukraine may rest on their laurels now that their association agreements with the EU 
have entered into force. The EU must continue to stress the economic and political benefits of fully 
implementing the association agreements, and creating a better environment for European investors. 
It can do more to support implementation of the agreements, including helping its partners to develop 
and carry out cross-government programmes to fulfil all the agreements’ requirements, and putting 
more advisers into ministries and agencies.

Ideally, the Union would also agree to offer Eastern Partners a long-term membership perspective, 
once they meet all the requirements. So far, however, that has been much too bold a step for most 
member-states. By grabbing territory in Georgia, Moldova and Ukraine, Russia has made it both 
politically unattractive and practically complicated for the EU to offer any of them membership. no-one 
wants to replicate the problems caused by the fact that the government of Cyprus does not control all of 
its territory. At the very least, the EU should find ways to increase political contacts with its three partners, 
to reassure them that they are still on Europe’s radar; and if possible it should find a way to repeat the 
statement in the Foreign Affairs Council conclusions of March 2014 that the association agreement “does 
not constitute the final goal in EU-Ukraine cooperation” and extend it also to Georgia and Moldova.

More practically, the EU should start thinking about its future relations with these countries, once they 
have implemented their association agreements. If, as seems likely, existing member-states will still 
be reluctant to start formal accession negotiations, the EU should consider whether it could further 
open its markets to goods and services from the three countries. It should also consider offering some 
limited right to work to their citizens, as it did in the ‘Europe agreements’ signed with the Central 
European countries in the 1990s. It could increase technical assistance. In effect, it might think of creating 
something like the European Economic Area, but adapted to help a much poorer group of countries 
integrate with the EU. Over time, as they continued to adopt more of the acquis and become more 
prosperous, public opinion in the rest of the EU might become less hostile to their eventual membership, 
especially if the EU put in place safeguards against failure to continue reforms as it did in Bulgaria and 
Romania, as part of the conditions for their accession.

That leaves Turkey. For reasons of security and because of its role in stemming the flow of migrants from 
the Middle East to the EU, few member-states want to put a stop formally to accession negotiations. 
Some in Brussels suspect that Turkish President Recep Tayyip Erdoğan would like to goad the EU into 
doing so, forcing the Union to take the blame. But with Turkey’s swing away from the EU and towards 
authoritarianism, its human rights problems, and its apparent willingness to challenge EU influence in 
the Balkans, there is also no possibility of moving forward. For now, the EU seems to have little choice 
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but to keep the door ajar and hope for better days. It can at least say to Ankara that Turkey is not being 
discriminated against: for now, no-one else is getting in either.

Ian Bond is director of foreign policy at the Centre for European Reform.
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