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Abstract

Formal village organizaions (VO) can be classified into market-oriented (MO) and community-
orierted (CO) orgarizations, with the former aimedat raising memtersGincomesard the latter at
the provision of local public goods. This paper invedigatesthe role of community conservatism
in opposing ecaomic differertiation and, therely, constraining the emergnce, configuration,
and activitiesof MOs in Weg Africa. To do this, we develop a model where we show that, if
these conservative forcesare importart, MOs needto be larger than would otherwise be optimal
in order to gain accegahility and emerge. This, in turn, has an impact on their governance
structure, asthe needed extra membersdemand a more participatory decision-making process in
orderto secue the delivery of club goods, constraining the exercise of leadership. With very high
resstance to ecanomic differertiation, no MO can emeage. Using a dataset of 646 VOs in
Burkina Fa®, we idertify a sharp contrad in initial size and governance structure between the
first MO to emerge in a village and subsequent MOs. This is consistert with the reaults of the
model assuming that first MOs encounter strong opposition to their emergence, while the social
ernvironmert is more tolerart for subsequert MOs..
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I. Introduction

In Weg Africancountries village-level organizaions' (VOs) have the potertial of being
an importart instrumert to deliver local public goods and to support market-oriented income-
gereraing acivities Yet, degite the rapd developmert of thes organizaions over the pag two
decadts and the growing interes of developmert agercies in working with them (see Uphoff
(1993); Cdlion and Rondot (1998)), their contributions to village-level poverty reduction seems
to have beenmoded. This is evidert in Burkina Fa®, where 91% of the rural households have
acces to at leas one village-level orgarizaion and 57% are actual members of such VOs, but
only 32% have received individual berefits from one orgarizaion and, when they do, thes

berefits areusually quite small (Bernard et al. (2007)).

Seweral factors may explain the apparertly limited role of VOs in improving rural
incomes The gereraly low level of finarcial resources availabe to these organizaions, aswell
as the lack of complemenary public goods and institutions, are certainly major constraints to
their succes.? However, the role of social pressuresin the rural communitieswhereV Os operae
also need to be considered In mary African rural communities ecaiomic differertiation is
perceved asathreatto the tradtional social structure and to the solidarity system. Consequertly,
these communitiestend to erforce strict red stributive pracices, wherely errichedindividuals are
socially compelled to share with the reg of the community not only their good fortunesbut also
the differentiated product of their hard work (see Platteau(2000); Platteauand Abraham (2002);
and Fiske (1991) and Englebert (1996) for Burkina Faso in particular). In this paper, we show that
community conservatism may have two consequenceson VOs: (i) it may prevent organizaions
with direct income-gererating potertial from emeaging becawse of the expeced ecaomic
differentiation of their memkersfrom the reg of the community, and (ii) even whenthey marage
to emerg, these organzations may still be constrained in selecing memters, choosing a
goverrarnce structure, and having to engage in the provision of club goods for their membersin

orderto secure social accepahility.

The governarce structure of VOs canrange from situations whereall decisions aretaken

by the leackrs to situations where they are made via an extersively participatory proces. In what

"We define village organizations (VOS) as village-level groups of individuals that are formally organized
with legal status. This distinguishes them from the multiplicity of traditional village institutions that do not
have legal status.

?In Burkina Faso, the PNGT (Programme National de Gestion des Terroirs) aims at relaxing these types of
congtraints by providing funding for public goods in rural areas using a Community Driven Development
approach in which VOs are important partners.
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follows, we refer to the former asleadership-based governance and to the latter asparticipation-
based governance. The literatre on VOs recognizesthe role of govermance structure in affecing
the performance of the organizaions. Some auhors conterd that leackrdhip leads to better
ecaomic outcomes(eg. Terdler (1983), Bianchi (2002)). The argumert is that leackrs provide
techical expertise, drive, and continuity, while too much direct participation by inexperienced
membersmay impair the orgarizaionOsamacity to pursue high-income strateges Other authors,
by contrad, argue that participative goverrance is a mears of erhancing the sustainahility and
effectiveness of the organization asit helps better adust decisions to |ocal conditions and customs
(Atwood and Baviskar (1987)). In the case of public goods, it leads to the provision of goods that
are more dedrable to a larger share of members (Foster and Roserzweig (2001)). In addition,
mary developmert agercies consider participative goverrance asvaluabe in itself to empower

members?®

One way of recaciling these divergent views on the bes governarce structure is to
recggnize the existence of two kinds of village organizaions. (i) community-orierted
organizatons (COs) which are aimed at the provision of public goods, and (ii) market-orierted
organizatons (MOs) which are aimed at income generaion for their members (see Uphoff
(1993), Diagne ard Peghe (1995), and Cdllion and Rondot (1998) for similar distinctions). In
accadance with this dichotomy, one would expect to find more leackrship-based governance in

MOs and more participation-basedgovernarcein COs.

We argue, however, that leaderdhip-based governance may be strongly constrained in
M Os that face community redstanceto economic diff erertiation. To show this, we build asimple
model where we assume that emerging MOs, becatse they are expected to induce ecaiomic
differentiation betweentheir memkbersand the reg of the community, are perceved asthreats to
reproduction of the tradtional social structure and the solidarity system. As a reault, the size of
the emerdgng MO is partly determined by the necesity of counteractng redstanceto its existence
from the reg of the community: by incorporating a suffi ciert critical mass of villagers evenif not
ertreprereuwial, who will share in the benrefits created by the organizaton. This, in turn,
influencesthe M OsOgovernance structure, asthe included non-ertreprereurial membersrequire a
more participative type of governance? The model predcts that, in an ervironmert with high

resstanceto ecanomic differertiation, one should initidly find relatively larger MOs, governedin

3 See Mansuri and Rao (2004) for a comprehensive survey of Community Driven Development approaches
in which empowerment through member participation is seen as central.

“See Acemoglu and Robinson (2001) for an in depth explanation of this argument applied to country-level
democratization processes.
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a more participative mode, and delivering club goods in addition to supporting ertreprereurial
initiatives If community conservatism is too strong, no MO will be able to emerg in the village.
Where community conservatism is weak, ecanomic differertiation is les of a problem, ard

emeging MOs canbe smaller and the leadership mode of governance candominate.

Our empirical specffication follows directy from the model. Using a survey of 646 VOs
in Burkina Fa that we callected in 2002-2003, we find pred cted relationships betweenstrength
of social homogenreity (which we take asa proxy for social pressure), membersip size, form of
goverrarce, and type of acivitiesin the emergng MOs consistert with regmel for the first MOs
and consistert with regme D for the subsequert MOs.  The reallts are robust to several
ecanometic specificatons. This is consistert with the idea that community conservatism is
particularly strong agpinst differertiaion when the issue comes about for the first time in a

community, but more tolerart whenother memberswant to creae subsequert MOs.

II. The defense of the solidarity system in African villages

In this section, we give evidence on the prevalence of a solidarity systemin Africanrural
communities and on community conservatism in redsting ecanomic differertiation that could
undermine solidarity. Mutual insurance mechanisms in tradtional societies have long been
studied by ecanomists (Scdt (1976)). The main finding is that, in environmerts characerized by
high risk and insurance market failures community institutions often provide memlerswith ways
of allocaing risk efficiertly. These mechansms can take various forms such as gift exchange,
reciprocal credt, land loans, and labor assistance (Fafchamps (1992)). Empirical studies have
shown that risk-sharing doesexist, eventhough it falls far short from achieving Pareb effi ciency
(seein particular Townsend (1994), Udry (1994) and Ravallion and Chaudhuri (1997)).

Studies of Africanvillage communities however, show that sharing tends to go beyond
the exercise of mutual insurance ard that arti-differentiation redstributive pracicescanhappen
at the cost of an ex-post aggregate welfare loss for the community (Platteau (1996)). The most
common example of such pracices is found in the Oexended familyO solidarity network in
Africa Hoff and Sen(2005) develop a model showing how redstribution within such networksis
often imposed on the better-off members and may have adverse effects on the efficiercy of
market interacions. In this case, a kin group takes collecive action to block exit by some
members even though the group as a whole would gain from their migration if they would
continue to contribute to the solidarity system. Because there is no guararntee that they will,
community conservatism opposes their taking advartage of such new opportunitiesin order to
prevert the solidarity system from being wealered by their departure. In contexts where arti-
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differentiation presuresarevery strong, redstribution canevenaim at acheving relative equality
acress memkbers of a community. For Fiske (1991), aralyzing Mossi communities in Burkina
Fa?®, the goal of Oeen matchingO supports the continuous exchange of weath. This is also
observed by Englebert (1996) who reports that QVlossi society bans individual accumulation that
could differertiate one Mossi from another. Thisis also supported by the absence of much visible

stratification in Mossi villagesO

Platteau (2000) gives a comprehersive explanation of community conservatism in
opposing ecanomic differertiation in tradtional African communities His argumert relies on
three characteristics of these communities First, tradtional rural communities are characterized
by severe exposure to income risks due to a high degee of dependence on nature in their
productive activities With low levels of accumulation of liquid assets, this impliesthe needfor
mutual insurance to secure subsistence at all times Secand, historically tradtional communities
have typically lacked sciertific knowledge about the determinants of succesful outcomes
Individual succes was attributed to luck rather than to hard work, and luck should naturally be
shared amang community memkers Moreover, the one who was repeatdy more succesful
when the others were less so could be blamedof maripulating supernatural forces Facing this
risk, only sharing could be used to appea® jeabus feelings. Although the relationship between
effort and output is likely better undergood in these communities today, sharing practices are
reproduced over time and often assisted by beliefs in magc and potertial calls on witchcraft.
Finally, even though rural African communities are usually small and characerized by highly
persnalized relationships, where all memters constartly observe each otherbehavior, the
erforcemert of sharing remains problematc. In this context, succesful accunulation by a few
gereraesfear among the othersthat, if left free to choose, those with high reaizedincomeswill
defect on their solidarity obligations, leavng the reg of the group worse-off. Because the
ecaomic differertiation of a few individuals may undermine the community's overal social
cohedveress and threaenthe reproduction of the solidarity network, such accumulative behavior
is repressed within the community. Economic differentiation is also redsted asit may challenge

the social hierarchy of the community.

Thes redstributive practicescan gererate strong disincertivesto effort and invesment,
and therely constrain income gereration by ertrepreneus ard lower average income in the
community. This can result in what Bowles (2006) has called Onstitutional poverty trapsOand

Kuran (1988) Octlecive conservatismO This pracice is similar to the redstance to trade

® In Burkina Faso, the Mossi represent more than 45% of the population.
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liberaization aralyzed by Fernandez and Rodrik (1991) when there is uncertainty about the
idertity of losersand winners and no credble commitmert that compersations will be paid, in
spite of net social gains. The daily pracice of community conservatism is embedded in cultural
beliefs (Greif (1994)) and in idertity mechanisms (Akerlof and Krarton (2000)) that only allow
for a slow ard often discontinuous evolution of norms In this context, only a coalition of a
suffi ciert critical mas may have the bargaining power to undertake the change (Akerlof (1976),
Platteau(2000), Barrett (2005)).

Extersive fieldwork undertaken for this project supports the proposition that MOs
provoke redstance from villagers We often observed negative feelings of non-memberstowards
M Os with exclusive benefits, whose members are consideredas Omn-team playersOby the reg of
the community. Communities use ostracization and even threat of witchcraft agpinst these
individuals. We observed a cag where the emergence of afirst organzaion ledto such clashes
amag community members that the community split into two neighborhoods. One leackr that
atemped and failed to start an organization complained that he could not assembe enough
participarts asvillage elders put pressure on potertial younger membersnot to participate. We
also encountereda number of M O-type organizations with a two-tier type of membersip, where
only a subset of memters were effectively actve in the organizaion, whereasthe remaining
members although participating in meetngs, did not inved in the organizaion. Basd on the
literaure and on our own village case studies done for this project, we are quite confidert that
community redstanceto ecanomic differertiation is animportart factor in constraining individual

and group ertrepreneurship in mary Africanvillages
III. Data and Measures

3.1. The data

The information used in this paper comes from a survey of 260 villages conducted in
Burkina Fa® in 2002-2003. It includes basc characteristics of the villages and a cersus of all
organizatons that have existed at some point during the previous 20-year period. Information on
eachvillage organization, whether active or inactve, was collected from a group interview with
the organization bureauand rark and file members It includesthe history, acivities governrance
structure, ard exterral links of each organizaion. The samgde desgn included six geographical

stratato be represertative of the agro-ecdogical conditions of Burkina Fa. In eachstratum, four
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departmerts® were randomly selected, within which villages were also randomly chosen. All
de<riptive statistics and edimatons presrnted in this paper take into accaint samgding weights.

All stardard errors are correctedfor cluster (department) and strata effects.

We obtained rainfall data from the Direcborate of Meteorology in Burkina Fa, covering
160 stations over the years 1961-1995.” Although ceriain stations were missing a number of data
points, we were able to retrieve monthly rainfall values for over 20 consecuive years of
observations for 96 stations. These time series of rainfall observations were used to construct an
indicabr of rainfall predctahlity, as desribed in paragaph 3.4. The stations were then
geographically matched to our samgde villages Note, however, that geographic coordinates are
missing for 34 (13%) of the villagesin our samgde, with the reault that the samde is reducedfor

all egimaions thatinclude rainfall data.

3.2. Community-oriented and market-oriented organizations: a typology

The survey encountered 646 VOs in the regons surveyed As shown in Table 1, presernce
of village organizatons is widepreadasan edimated 90% of Burkina Fa villageshave at leas
one VO. From the history of their activities organizations were classified as COs if they had
never engaged in market-orierted activities and as MOs if they had COs are more everly
distributed acress villagesasthereis one in 75% of the villageswhile thereis anMO in only 60%
of the villages In the total population of VOs, an egimatd 61% are COs and 39% MOs (Tabe
2).

The social actvities undertaken by COs include cultivation of a collectve field or
maragemert of a cereal bark for solidarity purposes maragement of the ervironmen and
clearing of the village, construction of stone bunds for rainwater infiltration, sports and social
activities and potabe water maragemert. The main acivities undertaken by MOs include
support to processing and marketing, to livegock breedng and animal husbandry, to horticulture
and irrigated agiculture, and to cotton production. Notalde is that 69% of the MOs have also

undertaken social acivitiesof public good or club good type.
3.3. Indicators of governance structure

We use a principal component approachto construct synthetic measires of governance

®In Burkina Faso, the department is the smallest administrative unit above the village. On average in the
surveyed zones, each department is composed of about 30 villages.

" These data were organized into a large geo-referenced database compiling seven different sources of
information. We are grateful to Stephan Dercon and David Bigman for the use of these data.
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structure acoss organizaions. We use eight organizaional features that correpond to the
orgarizatonsOby-laws and are thus taken to reman unchanged over time. Table 3 reports the
loadings on the first two principal componert vectors. The first five variades which are closely
related to the role of leackrship in the decision-making process, have high loadngs on the first
principal componert. The secand componert is mainly represerting the lag threevariabes and is
more closely related to the formal governance rules within the organizaion. Overal, these two
vecors have clear interpretations. The first component measires the role of leadership in the
decision-making process, while the secand mostly refersto the existence of formal rulesin the

organizaton.

3.4. Indicators of community pressure

We use two separak classesof indicatbrs to characierize community resstance to social

differentiation: social homogeneity and exposure to ervironmertal risk.

Both the literaure review and field work done for village ca® studies suggedg that
community conservatism is associated with social homogenreity, while community liberaism is
associated with what the Burkinabe call Oscial mixingOwhen a village is composed of several
competing social groups. Following the work of McCarthy, Dutilly-DianZ,and Drabo (2002) and
of Englebert (1996) for Burkina Fa®, we measure social homogereity using a spatial

concertration indicabr in the [0,1] interval, definedas

1— number of neighborhoods in the village
population of the village
The use of neighborhoods is justified by the fact that large villages with multiple ethnic
or clankinship groups terd to split in neighborhoods along these lines® The direct use of an
ethnic fragmertation index, on the other hand, would be diffi cult, because there is a very large
number of ethno-linguistic groups in Burkina Fa®, but mary are sub-groups, ofteninclusive of
others ard the social distance amang differert ethnic groups variesconsiderably.” By using the

spatial concertration indicabrs, we letthe villagersthemselvestell us about social divisions.

8 Neighborhoods are defined as either “quartier” or “hameau”. They regroup a number of households that
are not necessarily linked by family bondage (although they may share a common great-great grandfather)
but often belong to the same caste or clan.

°® Ethnic fragmentation captures the probability that two randomly drawn individual within a given
population belong to the same ethnic group. These measures usually rely on a Herfindhal type indicator. It
is estimated that up to 60 different languages exist in Burkina Faso. But, certain ethnic groups may consider
particular groups as GousinsOin contrast to others seen as hon-related.O
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We use rainfall indicabrs to capture the communityOsexposure to ervironmertal risk and
herce its need for sharing norms.® Such indicabrs are extersively used in the developmert
literaure, essertially as a source of exogenous variation to identify parameers in household
models (e.g., Duflo and Udry (2001) in Cote dOlwire and Fafchamps (1993) in Burkina Fa®) as
well asin cross-country egimatons (Miguel et al. (2004)). In most of these studies rainfall data
are used to identify short-term exogenous income shocks in poor ervironmerts dominated by
rain-fed agiculture. Herewe take a differert approachin that we seekto capure not so much the
variation in rainfall patterns, but the extert to which farmers can effectively predct the coming

rainfall patterns.

Famersin Burkina Fas use a wide variety of instruments to forecas the upcoming rainy
sea®n, ranging from observing the timing of natural phenomera (blooming of certain trees wind
force and direction, temperaure, efc.), to the appeaance of certain star constellations, and to
mystic knowledge (see Roncali and Kirshen (2001) for an in-depth de<cription). Among the
various agect of the rainfall patern forecasing the effective start of the sea®n is amag the
most importart asfarmersmay wage seedif plarting timeis not appropriate.

For eachrainfall station and for each year™ the variable start desgnatesthe first month
when rainfall was greaer than 50mm per square meter, while the variable end idertifiesthe lag
month of the rainy sea®n. For each station, we then calculate the R? correponding to the

following regression, wheret indicaestheyearand e isaneror term:

3 3
start, = 2 Bstart,_; + Z y.end,_, + 0t +¢,.

i=l1 i=l1

The obtained R? is therefae a measire of the predctability of the start of the rainy sea®n
basedon previous yearspatterns. We thengererat avillage-level value asa weighted average of
the station values with weights inversly proportional to the distance betweenthe village ard the

stations.!?

IV. Four regularities in search of an interpretation
De<riptive statistics display four regularitiesthat will help us construct aninterpretation

of the emergence, configuration, and activitiesof MOs.

1A similar argument is found in Thompson and Wilson (1994) who show that common property regimes
are often associated with rainfall variability at the local level.

1 Only stations with more than 20 consecutive years of complete information were considered.

2 This interpolation method, called Inverse Distance Weighting, is often used to simulate weather data for
crop modeling and risk assessment (e.g., Jones and Thornton (1993)).

9 4/18/09



Initial menbership sizeis larger in first MOs. We distinguish in Table 2 the first MO to
emege in a village from the subsequert ones The information coversall the organizaions in
existerce at some point between 1982 and 2002, including those that no longer undertake any
activity. We observe that, on average, first MOs are, at their incegtion, 32% larger than non-first

ones

Leadership is associated with performance of MOs and ruleswith performance of COs.
Table 4 reports on the association between a performarce indicaor and the two indicatbors of
goverrarce structure constructed above: leackrship and rules The performarce indicabor is a
dummy variabe indicating if the organizaion is acive (in the serse of having a projec? at the
time of the survey. We perform logit regessions, controlling for age of the orgarization, an
importart determinant of the level of actvity. Reported reaults show that rules are positively
associated with acivity in COs, but not leacership (col.1); that for MOs in gereral, neither rules
nor leackrship are associated with performance (cal. 2); but that, for the non-first MOs (cal. 4),
both rules and leacership are associated with performarce. The size of the margnal effects
indicates a stronger relationship between rules and performarce in COs than in MOs, and a
stronger link between leacership and performarce than betweenrules and performarce for non-
first MOs.

Leadership decreases with size in first MOs. Data on the goverrarce structure of
organizatons show animportart level of participation in most decisions. For example, decisions
on the allocaton of berefits are taken by members (as opposed to the presdert) in more than
86% of the organizations; thereis an elected execuive committeein 58% of the organzaions
and a control commission in 59%. However, the importance of leacdership vs. participation in
goverrance varies both with the type of VO and with the size of the organizaion. To illustrate
this, we report in Figure 1 the non-parametic edimations of the relationship betweeninitial size
of the organization and leackrship measired by the first principal component index in Tabe 3.
Stardard theary tells us that leacership should increag with the size of the organization to
facilitate decision-making (eg., Staatz, 1987). This is indeedwhat we observe in non-first MOs.
However, we observe the remarkable regularity that this relationship is, to the contrary, negative

for first MOs. Leackrship isunrelatedto sizein COs.

At the begnning of their existerce, first MOs are more engaged in social activitiesthan
are non-first MOs. Tabe 2 shows that the first MOs engage in more social activitiesand in less
market-orierted acfvities comparedto non-first MOs during their first two yearsof existerce.

This difference can be madce conditional on the social context: high veraus low social
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homogereity, or Oscial mixingO,with a split at the median We seein Table 5 that, where there
is high social homogereity, first MOs engace significantly more in the delivery of public goods,
using cultivation of a collectve field as an indicabr of public good.® When contraging who
capuresthe berefits of this acfvity, we seethat first MOs have a greaer number of cadllecive
fields with berefits redricted to members (32%) comparedto non-first MOs (12%). This public
good is hencein the nature of a club good. These club goods arenot being deliveredby MOs in
contexts where there is low social homogenreity. In the interpretation that follows, high social

homogereity isusedasanindicabr of strong community pressuresto defend sharing practices

Thes reqularities together with field observations noted above, sugges the following

interpretation on the emergence of MOs in a context of social conservatism.

First, where resstarnce to ecanomic differertiation is strong, first MOs are forced to
incorporate additional memkbers (Omn-differertiatorsO)and make them share into benefits. As a
consequerce, they tend to be larger than subsequent MOs that are less subjecied to thes

pressures

Secad, leadership matersin that it is being associated with better performarce in non-

first MOs.

Third, the pressure to incorporate additional members in order to defeat community
conservatism affects the existence and leadership structure of first MOs. MOs that emerge with
incorporation of non-differertiators have a governance structure tilted toward participation as

opposedto leacership.

Fourth, first MOs are more engagedin club goods delivery thannon-first MOs in order to

satisfy the demands of their constituency of non-differentiators.

V. An endogenous governance model

In this secton, we present a model of endogenous governarnce in market-orierted,
village-level orgarizations. Certral to the model is the communityOsresstance to ecaomic
differentiation described above. As a reallt, any group of individuals interded on
Odffferertiatingd must face the costs associated with the reg of the communityOsdiscontert
(sharing of berefits, witchcraft, etc.). Following Platteau (2000), we asume that these costs

decrease with the number of individuals warting to differertiate. In the absence of coordination,

13 Cultivation of a collective field is a convenient indicator of public or club good provision given the
relatively large number of organizations engaged in this practice.
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itislikely that no potertial OdfferertiatorOwill risk the consequencesof private accumulation.

As put by Platteau(2000, p.216), Ob break through, he (here the differertiator) needs the
protecion afforded by the deviant actions of a sufficiert number of other innovators in his
locality. Rising ecanomic opportunitieswill not sufficeto gererate dynamic ertreprereus in the
absence of a critical mass of cultural energiesharnessed towards countering social resstanceto

self-seeking accumul ation behavior.0*

In this context, MOs can provide the necesary coordination device. However, the
number of differertiators in an MO may not be sufficient to overcane the community's
regstarce. In this case, the organizaton need to include a number of Omn-differertiatorsOto
enarge its rarks and overcome community resstance. Thes extra members will use their
bargaining power to impose a more participative form of govermance on the orgarizaion. In fact,
we make the important assumption that, although participation helps reveal the preferencesof all
members non-diff erertiators derive more berefits from a participative decision-making proces
than differertiators do. This comes from the different objecives of the two groups.
Differertiators are usually ertreprereus in a same sector of ecanomic acivity who organize to
improve their business operaions (e.g., producersof a specific product like cotton who cooperate
to buy inputs or to market their products). By contrag, non-differertiators who participate in the
MO are community members who agreeto support the differertiators provided some resources
from the group arealso spent on a variety of club goods for the memters of the organizaion or
even public goods for the whole village. It follows that the former are more homogenous in their
demarnts on the organizaion thanthe latter, who may requeg provision of anheterogeneaus club
good that can only be properly defined and obtained through their participation in decision-

making.’

We formalize a normaive model of the optimal size, composition, and governance of an
MO. This is done from the point of view of the organizaton itself as an ertity. The model
disregards heterogeneity amang diff erentiators that would explain which potertial differertiators
would join the group and which would be excluded It also nedects the issue of the emergence of
several organizations in the village when the number of potertial differertiators exceeds the

optimal group size, and the ersuing issue of finding astade equilibrium of sub-coalitions.

1 A similar argument can be found in Barrett (2005)

> This does not imply that differentiators are either more or less heterogeneous than non-differentiators
along other dimensions. In this model, we ignore this potential within group heterogeneity to focus on the
contrast between differentiators and non-differentiators in terms of their objectives for the MO.
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5.1. The set up

Let 7¢ be the total number of potertial differertiators in a community of population 7

ard n? (n" Sﬁd) the number of differertiators that are actually members of the MO in its

optimal composition and size. Thes differertiators are the core of the organization ard, for the

purpose of our model, decide on whether to incorporate non-differertiators or not in the

organzaton. Derote by n” (0! n !l n ﬁ") the number of non-differerntiators that are

incorporatedin the MO. The size of the orgarization isthus n = n +n” .

We describe the aggrecate welfare generaked by the organization with four terms two benefit
terms-- the ecanomic surplus and a gereral utility derived from the organizaionOsacivities --,
and two costs temms -- the internal maragemert cost and the social redstance imposed by the
community. Differertiators and non-differertiators contribute agymmetically to the orgarization

and perceive diff erertly the berefits provided by the organizaton.

e Economic surplus B: Differertiators alone contribute to the gereraton of the aggregate

d

ecaomic surplus B(nd,XB) which is an increasng function of »¢ and where Xx® are

positive shiftersof opportunity for ecanomic acivity (e.g., good acces to market).

e Managemert cost C. For maragemert costs, we keepwith standard assumptions in making
them increasng in the size of the group and decreasng in the strength of leadership in the

orgarizaton. Let Le[0,1] be a leadrship indicabr that charactrizes the governarce

structure of the organizaion. When L =1, all decisions aretaken by the leacer; when L =0,

all decisions are taken by the memkers and governance is most participative. Mamgemert

costs are C(n,L,XC), where X¢ are positive shifters of maragement cost such as social
heteragereity. '

o \Welfare from group activitiesU: A third elemern is the welfare derived from the actvities
undertaken by the group. As mertioned above, there are berefits from participative
goverrance with regect to the choice of thes activities and non-differertiators attribute
more value to participative governance thandifferertiators. Without going into the specffi city

of the mectanisms of choice, we characterize the reaulting welfare with a utility function

U(L, xY )g(np/n) thatis directy definedin termsof the governance structure and the group

16 Adding the heterogeneity variable n°/n would enrich the specification without changing any of the
qualitative results and the expression that we will be taking to the data.
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composition. U (L, xY ) is the berefits from participative governarnce, as perceived by the
differertiators; it is a decreasng function in leadership L. xV are positive shifters of the
utility for participative governance. The multiplicatve term g(np/n), increasng in its
arqumert, represerts the weight of non-differertiators in increasng the orgarizaionOs

preference for participative governance, with g(O) =1 for normalization.

e Social cost on differertiating group S. The fourth term is the social cost imposed by the

community on the group that atemps to differertiate by forming an organzaion. Let

S(n, XS) represert this cost whichis adecreagng function of the size of the group, where x*

arepositive shiftersof social redstanceto differertiation. They include facbors that reflectthe
needfor solidarity (eg., riskiness of the ervironmert) aswell asahility of the community to

exercise pressure (e.g., social homogenreity of its population).’’
Using all four componerts, aggregate welfarefrom the point of view of the organizationis:
W =B(n’,x")+U(L.X")g(n? [n)t C(n,L.X )1 S(n.X°).
However, aggregate welfare perceived by the differertiators who value les the
participative process in decision-making is:
W =B(n!, X" )+ U(L,X")=C(n,L,X) =5 (n,X5).
The differentiators choose whether to incorporate or not non-differertiators, knowing

that, if they do, the latter will participate in the decision regardng the orgarizaionOssize,

composition, and governarnce. Thisisformalizedas

n}zﬂlXWd :B(nd,XB)+U(L,XU)—C(n,L,XC)—S(n,XS)

where 17 =1(np >O)
st (n!,n”,L) = argmax W = B(n’, X®)+U(L, XV )g(n" /n)~ C (n,L,X )= 5 (n, X°).

Comparing the welfare of differertiators according to the 17 decision rule shows the

contribution of non-differertiators and why differertiators may or may not wart to incorporate

"Miguel and Gugerty (2004) show how social heterogeneity reduces the capacity of Kenyan communities
to exert social pressures on peers who do not contribute to local public goods.
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any of them. By their sheer number, non-differertiators contribute to ea® the social pressure of
the community that camot easly oppose the formation of an organizaion that incorporates a
large number of its population. On the other hand, increasng the size of the organization makes
more difficult and costly to coordinate and marage it. In addition, as non-differertiators are
incorporated in the orgarizaton, they increag the orgarizaionOsprefererce for a participative

form of governarcerelative to the diff erertiatorsCown prefererce,

5.2. Solution

The solution to this model is found by backward induction, solving first for the optimal
group size, composition, and governarce in each of two possible regmes with and without
incorporation of non-differertiators, and then choosing the regme that gives the maxmum

welfareto the differentiators.

Regime D: Differentiators only

In this regme, non-differertiators are not invited to join the MO. The differentiators
choose the size of the group and the leadership level that maximize the welfare of the

organizaton:

r;lyaLdo - B(n,XB)+U(L,XU)—S(n,XS)—C(n,L,XC)

st.n<n?.
Under stardard assumptions for the secand order conditions,*® and assuming for now
interior solutions, the optimallevels n* and L* aresolutionsto the first order conditions:

W _ ou(L.x") ) ac(n.L.X°)

- 1
oL oL oL 0 (1a)

awd B(nx") as(nx°) ac(nLx)

_ - = 1b
on on on on 0 (16)
which canbe writtenasa systemof equations:
U =L(n", %% x") (2a)

¥ W is quasi-concave in n and L, U;, —-C;, <0, B,,-C,,—S,, <0, and C,, not too large so that
(ULL_CLL)(Bnn_Cnn_Snn)_Cr%LZO'
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n"=n(L", X% X% x°). (2b)

Substituting (2a) for L in (2b) givesthe reduced form expression for the optimal group

size:
n = f(xV. X" x5, x€). 3)

The system of equations (2a ard 3) givesthe thearetical support for two stage egimaton

of the relationship (2a) between optimal governance and group size, with x? and Xx° as

instrumerts for group size.

Comparative static reallts for the relationship (2a) are obtained by total differertiation of

(1a) withregectto L and »n*:
2?0 (L, x") . 9°C(n, L, x°) o 9°C(n, L, x°)

d
e a2 aon "

evaluatedat L = " and n=n". With the left hand side expression negative, from the secand order
conditions, ard the right hand side negative by assumption, this expression shows an expected

positive relationship betweenthe optimal leadership level ard size of the group.

Similarly, total differertiation of (1a) with repectto L* and either X or XY gives

BZU(L, XU) 82C(n, L Xc) 82C(n, L XC)
az  oI? =" xC ax
BZU(L;XU) ) azC(n,I;, XC) e 82U(L’fy)dxlf
oL oL JdLoX

evaluated at L=L" and n=n". This indicakes that if Xx¢ contributes not only to increae

maragemert costs, but also to increa® (decrease) the bereficial effect of leadership, the optimal

level of leadership L will be increasng (deaeasng) in X© . Similarly, if xY contributes to

reduce (increa®) the negative effect of leadership on the public goods activities thenthe optimal

level of leadership L will be increasng (decreasng) in XY .

Finally, differertiation of (1b) with repectto x®, x5, or x° shows that ! W9/in

increags with x% if x® contributes positively to the margnal contribution of differertiators
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(i.e. azB(n,XB)/anE)XB >0 which is likely), increases with x5 if group size decrea®s the
regponsiveress of social pressure to non-differertiating pressure x5 (i.e, a2s(n,x5)/anaxs <0),

but decreases with x¢ if X¢ increags the sersitivity of maragemert cost to group size

(azc(n,XC )/8naXC >0). This suggeds that corner solutions, obtained if awd/an|n=ﬁd >0, are

more likely to occur in contexts that are favoralle to economic activities( x? large), experience

regstance from the community (X high), and when maregemeri costs arelow ( X¢ low).

Regime I: Incorporation of non-differentiators

In this regme, an optimal number of non-differertiators is incorporated The size of the
group, its composition, and itslevel of participation in the governancestructure aredetermined by
the group itself accarding to the following max mizaton program:

max W :B(nd,XB)+U(L,XU)g(np/n)—S(n,XS)—C(n,L,XC)

n,n,L

with n = n? +n?

d

n

nd

d

IA

n
S.t.

IA

n<n

Assuming an interior solution for the leackrship level and that availahlity of non-

differertiators is not binding, the optimal levels »™ and L™ are solution to:

- = —_— =0
oL oL n oL

ow U(LxY) [,,p] oc (n,L, X°)
_ P R Pt
aw aB(n” . x")

-1
= +U(L,XU) —>0
on’ on? & n

(4)
g—VZ(nd—ﬁd)=O, nd <n?
n
d 9S(n,x5) oC(n,L,XC
oo
aa—V:(n—nd)=0,n—nd20.

If we asumethat aB(n",XB)/an" > U(L, XU)g’(l/n) (i.e, that the margnal differertiator
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makes a greater welfare contribution than the margnal non-differertiator), then »¢ =7?.%° In
other words, in this regme I, all potertial differertiators are memkers of the group and non-
differentiators are only included if the optimal group size is greaer than the number of potertial

differentiators in the community.

Under these conditions and stardard assumptions for the secand order conditions, the
system canbe simplified and re-writtento determine the optimal total group size and the optimal

leackrdhip level as

ow U(L.xY) [n_ﬁdj ac (n,L,X°)
_ ¢ _
n

w T - -0 (5a)
oW o\ i as(n,XS) 8C(n,L,Xc)

9y, xV) e - - =0. 5b
on ( )g n2 on on )

Thisleads to a system of equations:

L** - L (l’l**, XC, XU,ﬁd) (6a)

n* = n(L xY, x5, x€, ﬁ") . (6b)

Substituting (6a) for L' in (6b) givesthe reducedform expression for the optimal group

size:
= £(XY,xC,x5,q). ©)

The system of equations (6a) and (7) gives the thearetical support for two stage

edimaton of the relationship between governance and the optimal group size, with x° as

instrumerts for group size.

Comparative static reaults on the relationship between optimal size and governarce are

obtained by total differentiation of (5a) with reectto L™ and »™:

#)2 XV 12¢(n. 1, x°)& # xY) -a 12¢(nL.x)&
%gl U!(;X )g" ' C(TLEX )Edl;?gg lU(!LLX )g)’;—z+| C(!IZ!LnX )édn

% 1t means that the group has not been high-jacked by the non-differentiators. This will happen when the
economic contribution of the differentiators is large and/or non-differentiators and differentiators don't
differ too much in the preference for participative governance.

% Wisquasi-concavein nand L.
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evaluatedat L=L" ard n=n"".

The left hand side is negative from the second order conditions. The right hard side has
two componerts, a positive termrelated to the greater value givento participative governarce as
the number of non-differertiators incorporated in the group increags and a negative termrelated
to the increasng marmagemert cost reaulting from increagd group size. If this expression is
dominated by the maragemeri cost componert, the relationship betweenleadership and size, at
the equilibrium, is positive, asin regme D. Howevwer, if non-differertiators attach much more

value to participation than differertiators do (i.e, g’ is large), then the equilibrium relationship

betweengroup size and leadership is negative.

Total differertiaion of (5a) w.rt. L*and either 7%, XY, orX¢ shows that L™ will
increag with the number of diff erertiators while its relationship to XV and X isthe same asin

the otherregme.

Choice of regime

Diff erertiators choose the regme that givesthem the higheg welfare providedit is positive,

of course. Four cagesneedto be distinguished

e |If the optimal size of the group in regme D, »", is not feasbhle (i.e, Wd(n*,L*)<0),

differentiators have no choice but to consider including some non-differertiators in the

organizaton.

e If the optimal size of the group in regme D is lower than 7¢ and feasble, the welfare of

differentiators will be higher without including any non-differertiators in their organization.

e If the optimal size of the group in regme D is given by the corner solution »*=n¢,

differentiators needto compare their welfareunder the two regmes

The optimal size and participation under the two regmes provide the following welfare to

differentiators:

Regime D: W* = B(7, X" )+U (L', xV)-5(a*. x%)-c(a.". X )

Regime . W =B(7’, X" )+ U (L™, xV )-8 (7’ + 0" x5 )= C (7’ +n"", L7, X )

with n”** =n™ =79 and L' > L.

In regme |, differertiators have to bear with less leacership than they would optimally wart

and are burdered with greater managemert costs. The gain to themis the reduction of the costs
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linked to social presures Therdore, the differertiators will only choose regme | if the social

pressuresare sufficiertly importart ( X5 large) and managemen cost are not too high.

e Finally, if the optimal solution under regme | is not feashle (i.e, W(n**,L**)<0 ), there

camot exist any differertiating organizaion in the community. This cas is more likely to
happen when community pressuresareimportart (X° large) and the level of local ecanomic

opportunitiesisrelatively low ( X? low)

V1. Econometric model

6.1. Alternative regime: contrasting first MOs to non-first MOs

We concluded from the model that incorporation of non-differertiators would be optimal
in a context of strong social redstarce to differertiation. Heterogereity in the intersity of

community conservatism exists acrass communitiesdue to differencesin the needfor risk sharing

ard ahility of the community to impose social pressure dedgnated by X° in the model. A
probally even sharper contrag exists over time within a community, wherehy social pressure is
very strong to redst the first cas of differertiation, i.e., attempt at emergence of a first MO, but
weaker for any subsequert attempgt. The argumert is that emergence of the first MO represens a
major institutional change in a community as it implies that non-differertiating norms will no
longer be credbly erforced® We use this ideato idertify regme: we hypothesze that the first
MO enrcounters strong redstance in emergng and therefae optimally chooses to incorporate
some non-differertiators, thus belonging to regme I; while subsequent MOs areless constrained
by the community and canbe organizedamang differentiators only, thus belonging to regme D.%
If this hypothedsis correct, we expectto find a positive relationship betweensize and leadership

in non-first MOs, but a negative relationship in the sample of first MOs.

% To see this, let n' be the number of individuals participating in the first MO and N the total size of the
community. The first set of differentiators face pressures X*' = f(N! n‘) , with f”>0 . The second MO

to emerge, however, will face aweaker level of pressures: X*° = f(N—n1 —nz).

2 Because the membership coverage of organizations is still very low, and nothing prevents anyone from
belonging to several organizations, we ignore the possibility that MOs could enter into competition for
members, and hence assume that the subsequent MOs can choose their optimal size, composition, and
governance. One step into the direction of endogenizing the formation of groups is taken by Arcand and
Fafchamps (2007), but they do not address the decision on size and governance which is the main concern
of our paper.
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Anocther intereding counterfacual that we will exploit to check the validity of the
previous hypothess is the contraged structure of first COs, organizations whose main objectis
the provision of public goods. Since they do not reault in ecanomic differertiation, they are not
constrained by community conservatism. Becawe of the diverdty of public goods that these
organizatons deliver, participative governarce is predominant and should remain importart at
any size. We thus expect to observe a weak although potertially positive, relationship between

group size (atthe time of formaton of the organizaton) and leadership.

6.2. The empirical relationship between group size and governance
The emgirical relationships that we edimat derive from equations (2a) and (6a) above

for the non-first and first MOs, regecively. Specificaion of indicabrs that charactrize the

different shiftersand the total number of differertiators 7¢ is asfollows:

7?1 The main determinart of the potertial number of differertiators in a community is

the ecanomic opportunity for market-orierted acivities i.e., the x? indicabrs.

Xx%: We charactrize opportunities for market-orierted actvities by market acces,
measired as the travel time from the village to the closed city of 5000 inhakitarts or more
(remoteness variale). This variabe was constructed from a road map, accounting for differertial

road quality.?

xY: Utility derived from participative goverrnarce varies with ethnic characeristics as

some ethnic groups tradtionally value consersus building more than others For this reasn,

dummiesfor the main ethnicitiesof the village are introducedin edimations involving XY .

X% : We assume that social regstance to differertiation is more importart when the need
for solidarity is greaer -- i.e, in more risky environmerts charactrized by lower rainfall
predctahlity-- and when the capacity of the community to erforce the non-differertiation norm

is stronger -- i.e., when charactrized by greatr social homogereity (asdefinedin section 3.4).

X©: Beyond group size and leackrship, maragemert costs are usually associated with
heteragereity of the memkers of a group. This, however, is largely endogenous, and thus camot
be usedin anemgrical amalysis, unless one would explicitly deal with the enrdogenreity problem.
Moreover, while we observe the current composition of the group, we do not have informaton on

the memtkers of the group at the time of its formation. This elemen will therefae remain omitted

% Standard speeds used in similar GIS work for Africa are 50 km/h for primary roads, 35 km/h for
secondary roads, and 25 km/h for tertiary roads.
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in the empirical analysis.

7. Finally, we use departmert fixed effects to control for general agro-ecological ard

developmertal conditions, which may have direct influence on the type of govermance in the

organizaton.

A linearapproximation of the structural relationship (2a) and (6a) betweenleacership ard

group sizeinfirst and non-first MOs from village v in departmert ¢ iswrittenasfollows:
First MO: Le =o' +B'ne+ X&'+ X\o' + 7} + &l (8)
Non-first MO: 2. =a® + B%n,, + XU¢* +12 + €2, (9)

where L,. istheleadership indicabr, n,, theinitial group size(atformaion), ard ¢, unobserved
heteragereity. The superscripts 1 and 2 stand for first and non-first MOs, regecively. If our
classificaion of MOs into first and non-first does reflect the intersity of social pressure, our

theary predcts /! to be negativeand 2 to be positive.

The first stage edimaton for the endogenous group size n,. is derived from the reduced
form expression (equations (3) and (7)) for the two catgoriesof MOs:

o n S qn B..n U n n n
n,=0"+X, 6" +X, y"+X, 8" +7. +¢&

C ve 1

(10)

where X3 represerts the two social redstance indicatbrs, i.e., rainfall predctakility and social

homogereity in the village. The market opportunity variable X” stands for itself in the regme D
ecquation (3) and asdeterminart of 7¢ inthe regmel equation (7). Our hypotheds thatfirst MOs
are constrained by social pressures while it is less so for subsequent MOs can be verified from
this equation, in which we expect §" to be positive for first MOs and smaller or equal to zerofor

non-first MOs.

According to the model, if community pressures are very importart, no organizaion of
size smaller than or equal to the whole village will be alle to emege in the community. To teg
this, we edimate the following Tobit model, where the size of the first organizaion in villages
without any organizaion is cersoredto thevillage size:

n.=a"+ X58" + XBy" + XV + 1" + £,

(11)

n,. = n,. if n,. <n, 0 otherwise.
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where X? stands asdeterminart of 7.

Similar egimations canbe performed on the sub-samgesof first COs. In these caes we
do not expectto find any significart relationship betweenthe social pressure variadesand group

size.

VII. Empirical analysis: Social pressures, membership size, and governance structure

In this secion, we verify that the implications of the model developedin Secton V under
regme | apply to first MOs and under regme D to non-first MOs. We first idertify the negative
correlation between size and leadership in the first MOs ard contrad it with the resaults obtained
in first COs and non-first MOs. We then edimate the demard for a first MO to deliver social

sernviceshy contrag to demards on non-first MOs.

In the odd columns of Talle 6, we report the OLS edimatesof the relationship between
initial size and leackrship. In Parel A, coumn 1 corregponds to equation (8) for first MOs ard
column 3 to equation (9) for non-first MOs. Reallts show a negative partial correlation between
size and leackrship amang the first MOs, and a positive relationship amaig non-first MOs.
Robustness checks consist in verifying that the obtained coefficierts on size are not due to the
imposed thearetical structure of equations (8) and (9) for first and non-first MOs, regecively.
This is verified by using equation (9) for the first MOs ard (8) for the non-first MOs in Parel B.
As a further robustness check, we find in Parel C that the initial size is not correlated with

leacershipin first COs, using either equation (8) or (9).

Although these reallts are consistert with the theary outlined in the previous sections,
alternative explanations may be devised for the observed phenomeron. In particular, one may
arque that external agents (government, NGOs, donors efc) favor inclusive organzaions
governed on a participatory bads. Under the assumption that such parinerstend to support MO-
type rather than CO-type organizations, ard first MOs rather than subsequert ones the observed
relationship could be driven by extermal partners rather than community pressures per se. We
therefae use the thearetical model dewveloped above to justify a two-stage leas sguares
edimation wherethe size of the organization is instrumerted by social homogenreity and rainfall
predctahlity and by remdeness. The validity of the instrumerts is based on the argumert that it
is unlikely that rainfall predctahility and social homogereity would have a differertiated
influence on the governarnce structure of first MOs, non-first MOs, and first COs through other
mechanismsthanthe size of the organizaion.
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In Tade 7, we present the edimated coefficierts of the reduced form egimaton of the
initial size of the organizaion de<ribedin equation (7) for first MOs and (3) for non-first MOs,
with the emgrical specificaion in equation (10). Results show that more social homogereity is
associated with larger initial sizein first MOs (cadl. 1). The size of this effect is importart: a one
stardard deviation increag in the level of social homogereity is associated with a 20% increag
in the size of the first MO. By contrag, for non-first MOs, the coefficient on social homogenreity
is smal and not statistically significart (cal. 3). Again, we use the sub-sample of first COs asa

robustness check, showing that neither social homogereity nor rainfall predctahility is correlated
with their initial size (cdl. 5). Overal, R* statisticsaswell aspartal F-tegs onthe X* (in cal. 1)

and on X° ard X? (in col. 3) variabesshow them asreasonably strong potertial instrumerts for
the IV egdimations preentedin Tale 6. We interpret the contraged effects of social homogenreity
as consistert with the role of social presure desribed in the theary. Another chamel of
tramsmission from riskiness of the environment and remdeness to group size could be the nature
of their activities Controlling for acivities in columns 2 and 4 of Tale 7, improvesthe fit of the
egimations without affecing the relationship of interes betweensocial homogenreity and group
size.Since the choice of activity istruly anendogenous decision of the group, we use the reduced
form edimatons of columns 1 and 3 asfirst stage for the IV egimations of Tale 6. Similarly for
the interpretation of the role of social homogereity, one could argue that it can reduce the
trarmsacions costsinvolvedin setting up anorgarizaton, thus allowing it to be larger. This effect,

however, would have no rea®n to be different for MOs and COs, or across M Os.

In evencolumns of Tabe 6, we use the reallts of Table 7 asthe first stage in atwo-stage

leas squares egimation of the relationship betweensize ard leadership. In Parel A, column 2
corresponds to equation (8) using X° asinstrumerts for the size of the orgarizaton, and column

4 to equation (9), using X5 and X® for instrumerts. The edimated coeffi cierts give strong
support to our hypothess, in thatinitial size hassignificart negative impact on leacership in first
MOs, whereasthe opposite is true for non-first MOs. We note that, as compared to the OLS
reallts, the point etimatsarelarger in absolute value. In the lag row of Parel A, we report p-
values for a Hausman (1978) overidertification tes, accading to which we camot reject joint
exogereity of our instrumerts. Again, we presern in Parels B and C robustness checks for thes

reallts. In particular, we show in Parel C thatsizeis still not a significart correlate of governance
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structure in first COs.*. Estimations of reduced form models for leacership (not reported in
tableg show a strong and significart negative correlation of social homogereity with leacership
for the first MO (coefficiert of -8.1 [st. error 3.6]), but a small and non-significart effect for non-
first MOs and first COs (-2.2[4.3] and 3.2[3.7], regpectively).

Thes edimaions areall done with cross-secion data and hence may suffer biasesfrom
unobserved village characeristics. However, the main point hereis to contrag first and non-first
MOs from the samevillages And for an omitted varialde biasto produce a negative correlation
between group size and leackrship among first MOs and a positive correlation amang non-first
MOs, it would have to be the cas that this variade has an opposite correlation with the size or

the governarncein the two groups of MOs. This seemsaremaote risk.

According to model predctions, when community pressures are too importart, only
organizaions greaer than the village size can form. In this cas, one will observe no
organization. In keepng close to the theay, we egimat in Tabde 8 a village-level Tobit
relationship between initial memlership size of an organizaion and community pressures
Absence of any organizaion corregonds to a right-censored observation where the optimal size
of the organization is larger than the village. The 71 right-cersored observations correspond to
villageswithout any MO-type organizaton by 2002. Column (1) reports the egimated margnal
effects of social heterogereity and rainfall predictakility on the size of the first MO in the village
correponding to equation (11). Reaults show that social homogereity is positively associated

with theinitial sizeof afirst MO. Thisis not the casefor first COs.

Finally, we look at the impact that social pressures may have on the activities of afirst
MO. Incorporation of additional membersin regonse to these presureswould induce not only a
move away from leadership asa form of governance, but also to the delivery of club goods to
reward the non-ertrepreneurial membkers The club good of relevance is mainternance of a
cadlecivefield by the MO to the berefit of all memkers. In Tabe 9, we seethatfirst MOs terd to
engage in the mamgemert of a cadllecive field for the specffic berefit of their members more
than their non-first counterparts (column 1), but that this prevails only in villages with a high
level of social homogenreity (column 2). No such relationship is found when we consider
cdlecive fields for all community members This supports the proposition that the social

activitiesof first MOs are of a club good nature.

% |dentical estimations were also performed on all COs, with similar results. Estimations on a reduced
sample not including the exceptionally large organizations show that outliers are not the driving force of
these results.
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In conclusion, the emgrical reaults show that social homogereity constrains the size,
goverrarce structure, and acivities of MOs. More specificaly, higher social homogenreity
induces a larger size, a more participative type of governance, and more provision of public
goods in first MOs but not in subsequert MOs, nor in COs. We interpret this as coming from
strong social redstance to differertiation pushing the first emergng MO to incorporate non-
differertiators for berefit sharing. Once a first MO has emerged social redstarce to
differertiation decreass Subsequert MOs canhave a smaller size,can choose a leacership-type
goverrance in regponse to membership size, and can dewote themselves to supporting the

ertreprereuwrial actvitiesof their memkbers doing away with arole in the provision of club goods.

VIII. Conclusion

In this paper, we analyzed the emergerce, size, governarce structure, and actvities of
village organizatons, contraging market-orierted orgarizatons (MOs) and community-oriented
organizatons (COs), in a context where MOs are percelved asthreatning the reproduction of the
communityOs tradtional social structure and solidarity system by inducing ecaomic

differentiation betweentheir membersard the reg of the community.

We built a model that shows that, in an environmert where there are strong pressures
against ecanomic differertiation, the size of an MO to emerge is party determined by the
necesity to incorporate a sufficiertly large number of participarts to counteractthe resstance to
differentiation from the reg of the village. This, in turn, influences the MO's governarnce
structure, as the organizaion is pressured to include less ertreprereurial memtlers for whom
participation is conditional on intra-organizaional redistribution under the form of club goods
and, hence, on a more participative form of governance. Where thes pressures are weak, the
emeging organizaions canbe smaller, the leacership mode candominate, and the orgarization

canconcertrate on the delivery of income-gererating servicesfor its members

Based on our field experience, we hypothesze that the first MO to emerge in a village
encounters strong redstance, while subsequent MOs are not subject to thes conservative
presures We verify the corregponding model predctions using data from 646 village-level
organizatons in Burkina Fa®. We find support for the importart role of social homogenreity in

constraining first MOs, but not subsequent MOs.
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and below the estimated regression functions calculated from 50 bootstraps
of each local regression.

Figure 1. Leadership and size of the organization
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Table 1. Existence of MO-type and CO-type organizations, by village

% of villages with
% of all villages  at least one VO

There is at least one VO in the village 90
There is at least one MO in the village 60 66
There is at least one CO in the village 75 83

Percentages in the population of villages, computed using sampling weights.

Table 2. Structure and activities of village organizations

Difference: First Non-first Difference:
MO CcO p-value MO MO p-value
Activities ever undertaken Activities started in the first 2 years
Social activities
Collective field or cereal bank for solidarity purpose 59.5 72.3 61 47.5
Manage the environment and clean village 14.9 26.0 15.3 11.1
Construct stone bunds 3.7 8.1 5.4 1.3
Social activities 2.9 3.5 1.8 39
Water management 3.9 2.7 4.3 2
Market-oriented activities
Processing and marketing 37.1 0.0 33.7 35.7
Livestock breeding and animal husbandry 29.0 0.0 27.7 24
Horticulture and irrigation 24.6 0.0 21.2 27.6
Cotton 12.1 0.0 11.1 10.3
Had led a community-oriented activity (%) 69.4 100 71.8 56 0.01
Initial size 59.5 44.6 0.15 66.7 50.4 0.02
% of village organizations (in the population of VOs) 38.8 61.2 56.0 44.0
Number of observations 318 328 197 121

Percentages in the population of organizations, computed using sampling weights.

Table 3. Indicators of governance structure in village organizations

Principal component scores

Leadership Rules
Decisions on benefit allocation taken by president only 0.46 0.11
Decisions on spending taken by president only 0.55 0.15
Decisions on the start of a new activity taken by president only 0.52 0.10
Within the committee, decisions taken by president only 0.28 0.00
Within the general assembly, decisions taken by president only 0.31 0.04
Committee (including the president) put into place by elections -0.13 0.72
Committee (including the president) put into place for a given time -0.08 0.42
There is at least one control commision in the organization -0.15 0.50

Observations weighted by sampling weights.
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Table 4. Governance structure and performance, logit estimation

Dependent variable: Mean CO MO First MO  Non-first MO
Active at time of survey (st. dev.) (1) (2) 3) 4)
Leadership 0.16 -0.008 0.067 0.104 0.025
(0.23) (-0.08) (1.04) (0.96) 4.71)**
Rules 0.58 0.152 0.030 0.041 0.007
0.27) (3.58)** (1.55) (1.09) (4.46)**
Age of organization in 2002 yes yes yes yes
Number of observations 298 318 197 121

Reported: marginal effects at the mean of the independent variables. t-statistics for the underlying parameter in
parentheses. * significant at 5%; ** significant at 1%
Observations weighted by sampling weights. Standard errors corrected for cluster and strata effects.

Table 5. MOs and local public goods:
Percent of MOs that have had a collective field within the first two yea

High social homogeneity Low social homogeneity
First MO  Non-first Difference: First MO  Non-first  Difference:
MO p-value MO p-value
Collective field:
General 62.7 44.8 0.10 57.6 49.6 0.48
With benefits for the community 22.5 21.8 0.95 28.2 38.6 0.38
With benefits for the members 32.0 12.4 0.00 8.3 9.9 0.78

Observations weighted by sampling weights.
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Table 6. Initial size and leadership: Structural model estimations and robustness checks

Dependent variable: leadership

First MOs Non-first MOs
Panel A. Structural model Equation (8) Equation (9)
OLS v OLS v
@ (2 3) )
Initial size (log) (n) -0.044 -0.114 0.101 0.149
[0.012]** [0.049]* [0.028]** [0.065]*
Remoteness (X®) yes yes
Village size yes yes yes yes
Main ethnicity dummies (X") yes yes yes yes
Department fixed effects yes yes yes yes
Number of observations 175 175 121 107
R-squared 0.23 0.17 0.41 0.39
OID test (Hausman 1978): p-value 0.77 0.50
First MOs Non-first MOs
Panel B. Robustness checks Equation (9) Equation (8)
OLS 1V OLS 1V
@ (2 3) “)
Initial size (log) (n) -0.028 -0.147 0.098 0.036
[0.007]%** [0.063]* [0.025]** [0.059]
Remoteness (X*) yes yes
Village size yes yes yes yes
Main ethnicity dummies (X") yes yes yes yes
Department fixed effects yes yes yes yes
Number of observations 197 175 107 107
R-squared 0.16 0.08 0.41 0.38
Equation (9) Equation (8)
Panel C. Counterfactual: first COs OLS v OLS v
€)) 2 (€) )
Initial size (log) (n) 0.04 -0.02 0.02 0.03
[0.026] [0.063] [0.014] [0.155]
Remoteness (X®) yes yes
Village size yes yes yes yes
Main ethnicity dummies (X") yes yes yes yes
Department fixed effects yes yes yes yes
Number of observations 205 168 168 168
R-squared 0.21 0.31 0.34 0.34

Leadership: mean = 0.156, std. dev. = 0.235. Log initial size: mean = 3.55, std. dev. = 0.80.

Remoteness is measured as the traveling time to the closest city of 5,000 or more inhabitants.
Standard errors in brackets. * signif at 5%, ** signif at 1%.
Observations weighted by sampling weights, std. errors corrected for cluster and strata effects.

Instruments: in equation (8) = social homogeneity and rainfall predictability; in equation (9) = social homogeneity,
rainfall predictability and remoteness.
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Table 7. Community pressures and initial size of the organizations (first stage)

Dependent variable: Mean First MOs Non-first MOs First COs
Initial size (log) (st. dev.) 1) 2) 3) “ 5)
Social homogeneity (X°) 0.995 68.3 59.7 7.6 22.4 20.5
(0.003) [14.6]** [11.2]** [15.5] [8.61]* [26.3]
Rainfall predictability (X°) 0.312 -3.1 0.9 12.0 8.2 -2.9
(0.078) [2.5] [1.73] [5.6] [4.0] [4.5]
Remoteness (X®) 1.796 0.15 0.23 1.00 0.60 -0.37
(1.363) [0.10] [0.12] [0.38]* [0.26]* [0.14]*
(Remoteness)” (X®) -0.02 -0.02 -0.13 -0.07 0.04
[0.01]* [0.01] [0.05]* [0.03]* [0.01]**
Activities undertaken by
organization in first two years yes yes
Village size yes yes yes yes yes
Main ethnicity dummies (X") yes yes yes yes yes
Department fixed effects yes yes yes yes yes
Number of observations 175 175 107 107 168
R-squared 0.25 0.50 0.37 0.51 0.26
Partial F-test on X° variables: p-value 0.001 0.71
Partial F-test on X® and X" variables: p-value 0.006 0.07
Log initial size: mean = 3.6, std. dev. =0.86
Remoteness is measured as the traveling time to the closest city of 5,000 or more inhabitants.
Standard errors in brackets. * signif at 5%, ** signif at 1%.
Observations weighted by sampling weights. Standard errors corrected for cluster and strata effects.
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Table 8. Initial size of the organization: Reduced form Tobit estimations

First MOs First COs
Dependent variable: Initial size (log) (D 2)
Social homogeneity (X°) 65.6 6.12
[12.0]#%** [23.2]
Rainfall predictability (X®) -3.28 -0.87
[2.24] [3.47]
Remoteness (X®) -0.02 -0.34
[0.128] [0.224]
(Remoteness)* (X*) -0.01 0.036
[0.015] [0.019]*
Village size yes yes
Main ethnicity dummies yes yes
Department fixed effects yes ves
Number of observations 224 224
Right-censored observations 71 74

Remoteness is measured as the traveling time to the closest city of 5,000 or more inhabitants.
Standard errors in brackets. * signif at 5%, ** signif at 1%.

Observations weighted by sampling weights. Standard errors corrected for cluster and strata

effects.

Table 9. Provision of club goods by MOs, OLS estimation

Dependent variable:
MO has undertaken a collective field activity

for its members in the first two years (1) 2)
First MO 0.129 -0.029
[0.041]* [0.080]
Social homogeneity high' 0.221 0.038
[0.127] [0.191]
Social homogeneity high x First MO 0.299
[0.120]*
Rainfall predictability yes yes
Remoteness yes yes
Village size yes yes
Main ethnicity dummies (X") yes yes
Department fixed effects yes yes
Number of observations 282 282
R-squared 0.17 0.20

'High homogeneity is for homogeneity above the median value in the sample.
Standard errors in brackets. * signif at 5%, ** signif at 1%.
Observations weighted by sampling weights. Std. errors corrected for cluster and strata
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