MPRA

Munich Personal RePEc Archive

Organisation of agrarian transactions in
transitional economies

Bachev, Hrabrin

Institute of Agricultural Economics, So a

1996

Online at https://mpra.ub.uni-muenchen.de/99499/
MPRA Paper No. 99499, posted 08 Apr 2020 12:36 UTC



S LB Bl o e s e el g R S L i R

. Redefining the Roles

. European Agriculture

A [ 4 Ry, Sl W o Camlthy e P e P AU E TN A AR S AT W T AR IR IPA g R AR
TS AT VI e S O T el - R i 0 N TR AL S S Gl TR TR

EDINBURGH 1996

European Association of Agricultural Economists

Edinburgh International Conference Centre

for

| Abstracts of
Contributed Papers

3.7 September 1996 |



“THEMEA -

- ECONOMIC TRANSITION AND MARKET INTEGRATION

.- Vo i 5 FoF s o fe e Y a
T bl T STt WY L mdardltis Lw s : : :

Evolution of Agricultural Market'Re'guIation_sin the Process of Integration of " o
Poland with the European Union N , 2

Orgamsatlon of Agrarlan Transactlons 1n- Transrtronal Economles £

# rlr l‘-A_'I'

RS

s~y : -
E ~.J:.’.\'L<.'_4 : r.'-'=.,r

The P'att'e’f‘ﬁ o’f Agrlcultural 'Pfdt’é’cﬁéh‘ifn’ ffenfrai 'E‘urope B

A f Woie if ! ) ‘ V — .
L'accord d'assocuatron et l agro Exportatlon Hongrorse Vers I UE leerahsatron '
Limitée et Effets Limités

rp. TRisgad @

L,

Spatral Integratlon in the European Umon Hog Sector a Co mteoratron Approach . 6.

T o -

e L=
- L] e - P4

When W111 European Agrlculture join the Common Market" Wheat Market

Segregation 1984-94 et esn S R TS TP S T

B4 g -

Promoting CEECs’ Agricultural Exports through Assocratlon Agreements with- . .
the EU: Why do they not work?

? e £ _,,v. B

(ke e LA YLy

Analy51s of the Lrthuaman Transmon in. Agnculture Trade and Trade Polrcv R

&
‘ 1 . . % g B

Market 25 3.'...-;-*.% r ompodd R MITor aerT LR oo 10

v DR weegn O Rad e Lo o v »
Agricultural Sector Refomr ih Croatla Background Obj ectives and Current
Situation e

RIS IR P PR 14 00 L SLAR S

AnTnvesUgatmn of Non-lmearlty in Error Correction Representations of - _—
AgrlculturaaneeTransmlssmn :' B e e . H . L e W

-
C -t . = -

» \ 5- N rey | ‘5 \ .
.7 '1:‘-".‘ #  eabrawd  ha .-,.;v/ LT .x;'f. N LY as o

ey - s N e . @ = L gl g & €%~ e e " 2is & iodch %

B Lo ,/ [ ;e . T 3 3 b L o

AT VNE S ¥ §d T 0 ot o it .
1 -

oty & o



ORGANISATION OF AGRARIAN TRANSACTIONS IN
TRANSITIONAL ECONOMIES

Hrabin Bachev,
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Kannondai Tsukuba, Bulgaria.
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Abstract

Basic principles of the Transaction Cost Economics have been incorporated to
the agrarian economy. Agrarian transactions have been put on the center of economic
analysis. Critical dimensions of agricultural transactions have been determined.
Structure of costs for alternative governance modes of transacting has been specified.
Microeconomic factors for institutional development in transitional Bulgarian
agriculture have been examined. Specific transitional agrarian structure has been
determined by high level of asset specificity, big uncertainty and less frequency of
transactions. Predominance of spot market transactions, big reliance on informal and
interlinked transacting, great extend of integrated modes, part time farming and
production cooperative phenomenon, block of credit and extension supply
transactions, and strong necessity for third part involvement have been explained from
transaction cost economizing perspectives. Effective boundaries of market and private
organizations of agrarian transactions have been determined, and framework for
Government intervention has been worked out.

Reésumeé

Les principes fondamentaux de 1’économie des charges de transactions ont
été incorporés a l'économie agricole. L’'objet de l’analyse économique a été
notamment ces transactions agricoles. Les facteurs critiques qui les déterminent y ont
été définis aussi bien. La structure des charges liées aux différents modeles de gestion
a été spécifiée. Les facteurs économiques du développement des institutions en
Bulgarie dans la période de transition ont été examinés. La structure des transactions
dans cette période se charactérise par la nature spécifique des investissements,
Uincertitude des transactions elles mémes et leur réalisation relativement rare. La
prédominance des transactions de marché occasionnelles, ’organisation a la base de
connaissances et liaisons informelles, les systémes considérablement intégrés, le
principe de travail aux fermes comme un engagement supplémentaire et [ 'énorme
demande d’intervention des tiers - dans ce cas I’Etat, ont é1é expliqués du point de
vue perspectives de réduction des charges de transaction. Les limites effectives de.
[’organisation des transaction agricoles et le cadre d’intervention de I’Etat sont aussi
bien définis.
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Hrabrin Bachey (Institute of Agricultural Icconomics, Sofia)

Introduction

. There have been unprecedented changes in institutional stucture of Eastern European
agtculture since 1989, Dillerent forms of ownership (private, organizational, public) have
come o existence, and new Kinds of property rights (on land, capital, intellectual products
cle) have been involved in market tansactions. The "tules of the game" have changed
dramatically and market coordination of cconomic activity has been introduced. From takers
ol developed from burcaucracy (and dropped from above) plan, individuals have been
turned in decision makers on their resources management. New kind of agents have been
Ivolved in all types of agratian transactions (from capital supply to international trade) and
number of cconomic pattners of exchange increascd thousands folds, Available continuum
of alternative governance modes for organization of agrarian transactions has become
broader - from spot matket, through short and long term contracts, to unified organizations
of different type. All this development has changed stiucture and intensity of agrarian
transactions in socicly, and altered both potential of transactions and costs for their
organization.

Restructuring of cconomic relationships in transitional agriculture has been connected
with low martket experience of agents, and high entreprencurial rents, and weak contract
enforcement system. It has brought into existence specilic for transitional conditions forms
for organization of transactions such as predominance of cash and carry deals, and big
reliance of personal but market relations. Character of costs for carry out transactions has
changed considerably: burcaucratic costs for developing and implementation of the Central
plan have given way to costs for ncgotiating, and for contract writing and enforcing.

Transforming of the former ownership structure has been only partly through market
channels and quite a big part of accumulated resources has been distributing though
nonmarket mechanisms. Special for transformation conditions forms for privatization of
agrarian asscts (c.g.Liquidation Councils) have been existing for a long time as forms for
organization of agrarian transactions as well. New kind of transaction costs associated with
identification and transferring of property rights has come to existence.

In transitional conditions market has failed to organize considerable part of capital
supply, extension supply, some part of input supply and marketing transactions in
agriculture. This has made nccessary substantial third part involvement in agranan
transactions through Government interventions, and foreign assistance programs elc.
Transitional institutional structure of the Eastern European agriculture has been quite

. different from the initial scenario of perfect working markets. Some social unrest has risen
and push to incffective forms of Government intervention (export ban, market control) or
favoring single forms for organization of agrarian transactions (production cooperatives).

The Transaction Cost Economics overcomes the old fashion "market versus
organization" approach, and considers market and hierarchy as altemat'i’ve f()rms"f()r
organization of transacting. It replaces the Neoclassical presumption about "costliness” of
cconomic Telationships and put the transaction as the basic unit of economic analysis.
Transaction Cost Economics studies cfficiency of altemative forms for organization of
transactions (price mechanisms, and private and public arrangements) in comparative
transacting cost minimizing way. It gives answers why there are so many organizations
with different type and size in market based agranan .e'conomy,_and why farmers groups,
cooperatives, joint ventures, alliances etc exist in transitional agriculture. This concept does
not view market failure for (some) agrarian transaction as absolute because other



governance organizations can substitute it. Structure of activities in agrarian area is defined
by prices in the market but also by two Way negotiations between partners by a}bitrati()n
through a third party or by authority in a hicrarchy. When 4] types’ of economic
organizations in private sector do not work there is need for public intervention if benefits
outfight the costs for its organization.

Much of social costs during transformation of the Eastern European agricultures have
transaction origin. The Transaction Cost Economics prospective allows us to examine
driving microeconomic factors for organizational modemization and to determine
boqndarics of available coordinating structures for transacting. In this way we can predict
whlph agrarian transactions will be organized by free market, which of them will be
vertically integrated through various contractual and organizational devices, and where
market and private initiative would fail. Thereby we will design appropriate agrarian policy
for Governmentat regulations, Government support, and (or) direct public involvements in
agrarian transactions.

The goal of this paper is to incorporate basic principles of the Transaction Costs
Economics to the agraran sphere of transitional economy and to examine structures for
organization of transactions in Bulgarian agriculture. It is not an easy job to apply the
Transaction Costs Economics principles to transitional agriculture. Firstly, this new
developing concept has not been completely implemented to agrarian sphere; second,
traditional accounting data are not suitable for analysis of transaction economizing and
much of official statistical data are not reljable; third, most of organizational forms have not
get to their mature stage in new environment and spectrum of factors for their development
is not readily observable; and forth, there have been many non economic factors for the
institutional innovations and interdisciplinary approach should be undertaken. Our intention
has been to reexamine factors for institutional development in transitional agriculture, to
determine potential and prospects of different organizations for agrarian transacting, and
ultimately to put public policy and business strategy formation in more realistic fundament.

Transaction Cost Economics of Agrarian Economy

Advantages of specialization of labor and exchange of its products have been well
known for more than 200 years. Importance of "indivisible hand of market" in coordinating
of economic activities has been among fundamentals of the modern political economy.
What has been a new insight in recent development of economic theory is the idea that
"there is costs of using the price mechanism". As Coase formulated it in 1937 "if
production is regulated by price movement, production could be carried out without any
organization, well might we ask: Why is there any organizations?" (Coase 1937, p.19).
Would not it be possible all transactions and coordination between factors of production to
be carried out by market? Why are there organizations for joint production, purchasing
inputs, marketing, processing, innovation? Why do farmers groups, cooperatives, joint
ventures, firms, corporations, strategic alliances, and other contractual arrangements exist
in agriculture? Why are technologically separable stages of business activities linked with
each other rather to all others (market)?

Answer of all those questions is that there are costs of using price system, and
economic agents set up different organizational and contractual devises to minimize on
transaction costs. In fact there is not one but a set of markets (local, regional, national,
"international), and there are costs to find best prices and partners for farm inputs and
outputs. Next, there are cost to get information about available technologies, inputs quality,
consumer preferences, as well as costs for promotion of new products. Third, there are
costs for negotiations, bargaining and writing contract for conditions of exchange, time of
delivery, specifications etc. Next, there are costs for monitoring compliance and enforcing
contract terms, and binding costs for secure partners commitment, and costs for adjustment
to consequences and for renegotiations, and costs for private or court dispute rqsolutlons.
Last, we should include all losscs of potential benefits because effective transactions delay
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or fail to occur as a result of high information costs or fair from opportunistic behavior,

Market is not an unique nor a perfect form for organization of cconomic (ransactions
and sometimes is more profitable to coordinate division of labor in an organization (under
"visible hand of manager"). When a hired labor moves from once farm plot to another this is
not because relative prices have changed but he has been ordered 1o do so. In this case a
farmer replaces a sct of martket transactions for scrvice (products) supply with a new fonn
for organization of previous transactions such as cmployment contract, As a result
coordination of economic activitics between two agents (contragent in former case and
employee in later) is done not by matket but in centialized manner (by authority).
Internalizing of transactions gives to the farmer an opportunity (o save repeated costs for
finding contractors (or suppliers), and for ncgotiations of conditions of exchange, and for
renegotiations during execution stage, and for third patt (c.g.court) dispute resolutions ete,
Benefit from this new way of transacting takes a form of governance rather than production
costs savings.

But we might ask: Why is not then all agricultural production carricd on by one big
company? Why are there individual farms and other organizations with different size? Why
is family farm the main organization in agriculture and its size is much smaller than
industrial companies? Why did historical altempt to develop agrarian cconomy without
market failed in Eastern Europe?

Answer is that advantages of intcrnal organization do not come without cost namely
transaction costs for coordination through hicrarchy. There are cost for determine potential
of available resources and technologies, and for developing the efficient plan. Sccond, there
are costs for monitoring implementation of the plan and for preventing labor shrinking,
Next, there are program adjustment costs along with current changes in conditions for
implementation of the plan. Forth, there are costs for motivation economic agents (o
provide information for improvement of plan efficicncy. Next, there arc costs for aligning
conflicts between different divisions and levels of hierarchy. Last, we are to include any
losses of efficiency as a result of communication and incentive disabilities which prevent
achievement of potential for development.

Thus while natural boundaries of internal organization are determined by technological
imperatives (like nonseparability, economy of scalc and scope), the cffcctive size of integral
mode depends on its potential to economize both on production and transaction costs. As
we look at historical development in the Eastern European agriculture we sce that
organizational size went far beyond the point of positive trade off between technological
economies of scale and scope (production costs), and burcaucratic costs for coordination
and motivation (transaction costs).

Market and hierarchy are not opposite but two extreme in the continuum of alternative
govemance modes for transacting which range from spot matket, through various
contractual arrangements, to unified integration (Williamson 1985 p.42). Whether a
transaction would be executed across market or whiting an organization depends on
differential transaction costs: a transaction will be carried out from an organization if the
costs are less than to carry the same transaction by market or in other organizations. So we
can explain all economic structures in agriculture and distribution of economic activitics
between different organizational forms on the base of comparative cfficicncy of those
transactional modes. Farmer can organize a transaction, say cultivation of land by tractor, in
quite different ways: he can buy a tractor (unified ownership), he may rent a tractor (rent

- contract), he can lease a tractor (interlinked contracts), he could buy cultivation service from
market (contract service), a few farmers may buy a tractor (joint ownership) but they use it
individually, farmer can joint the cooperative which provides cultivation scrvice (non for
profit organization), he may rent his land to a tractor owner and share the output (share
tenancy contract), farmer can hire a tractorist to cullivate his farm (ecmployment contract)
and he may sell cultivation service to market (profit making orgaunization).

Transaction Cost Economics overcomes zero transaction costs assumption of the
Neoclassical economy. It puts the "cots of running the economic system* along production
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