On the nature of Bulgarian subsistence

agriculture

Philip Kostov
Department of Agricultural and Food Economics, Quee
University Belfast, UK
John Lingard
Department of Agricultural Economics and Food Mérigs
University of Newcastle, UK

Acknowledgements

This research was undertaken with support fronEtm®pean Union’s Phare ACE Programme.
The content of the publication is the sole respalitsi of the authors and it in no way

represents the views of the Commission or its sesvi



Abstract

In most countries of Central and Eastern Europepitoeess of transition to market
economy resulted in an increasingly subsistence wyp agriculture. The extent of
subsistence farming varies from one country to lamtbut the phenomenon is
universally present. The very existence, yet expansf subsistence agriculture has
been perceived as a paradox. It is sufficient taimd that it simply does not fit the
definition of transition, which is viewed as a pess that has to bring about the market
into economy, the same market that went missinggriculture. The latter would
incline one to consider subsistence agriculture dsmporary phenomenon that will
perish as transition advances. The basic textb@okamic theory views subsistence
agriculture as implicitly irrational and contradng the sound economic logic and
principles. This is also the prevailing opinion thie nature of subsistence agriculture in
transition economies, as well as in general. Tlagep challenges this viewpoint and
argues that subsistence agriculture is not orgicéd consequence from the worsened
economic conditions at individual level, but it tooutes to the overall market stability.
Developing the argument with regard to Bulgariajolhis a country with a large share
of subsistence agriculture, as an illustrationdigmisses the claims that subsistence
causes waste of production resources and loss efalbwvelfare. Conversely, it is
demonstrates that subsistence agriculture incsdastd production and consumption.

JEL classification: D50, P20, Q11



Non-technical summary

In most countries of Central and Eastern Europepttoeess of transition to market
economy resulted in an increasingly subsistence P agriculture. The extent of
subsistence farming varies from one country to laemtbut the phenomenon is
universally present. The very existence, yet expansf subsistence agriculture has
been perceived as a paradox. It is sufficient taimd that it simply does not fit the
definition of transition, which is viewed as a pess that has to bring about the market
into economy, the same market that went missinggnculture. The latter would
incline one to consider subsistence agriculture dsmporary phenomenon that will
perish as transition advances. The basic textb@okamic theory views subsistence
agriculture as implicitly irrational and contradng the sound economic logic and
principles. This is also the prevailing opinion thie nature of subsistence agriculture in
transition economies, as well as in general. Tlagep challenges this viewpoint and
argues that subsistence agriculture is not ordycéd consequence from the worsened
economic conditions at individual level, but it t@outes to the overall market stability.
Developing the argument with regard to Bulgariajolths a country with a large share
of subsistence agriculture, as an illustrationdigmisses the claims that subsistence
causes waste of production resources and loss efalbwvelfare. Conversely, it is

demonstrates that subsistence agriculture incrdasts production and consumption.



I ntroduction

In most countries of Central and Eastern Europepttoeess of transition to market
economy resulted in an increasingly subsistence typ agriculture. The extent of
subsistence farming varies from one country to laemwtbut the phenomenon is
universally present. The very existence, yet expansf subsistence agriculture has
been perceived as a paradox. It is sufficient taimd that it simply does not fit the
definition of transition, which is viewed as a pess that has to bring about the market
into economy, the same market that went missinggriculture. The latter would
incline one to consider subsistence agriculturea dsmporary phenomenon that will
perish as transition advances. The basic textb@okamic theory views subsistence
agriculture as implicitly irrational and contrading the sound economic logic and
principles. This is also the prevailing opinion thie nature of subsistence agriculture in
transition economies, as well as in general. Tlagep challenges this viewpoint and
argues that subsistence agriculture is not ordycéd consequence from the worsened
economic conditions at individual level, but it ¢dloutes to the overall market stability.
Developing the argument with regard to Bulgariajolvhs a country with a large share
of subsistence agriculture, as an illustrationdigmisses the claims that subsistence
causes waste of production resources and loss efalbwvelfare. Conversely, it is
demonstrates that subsistence agriculture incsdastd production and consumption.

1. Efficiency

The lower technical efficiency of small scale sstence farms is sometimes interpreted
as economic inefficiency. This is however a dangerand misleading approach. The
historical tendency towards greater mechanisat@hsabstitution of capital for labour
in Western agriculture over the last century isnsas unqualified technical progress
synonymous with efficiency. Even the basic econa@xtbooks, however, say that the
substitution between factors of production is deleesh upon their relative prices. In
other words mechanisation is nothing more tharflaateon of the underlying increase
in real wages, that is in the relative price ofdab In a transition economy, one
consequence of the dramatic economic reforms is diaining price of labour.
Therefore efficiency should lead to a process bEstution of labour for capital and, in
terms of agriculture, to increased importance bbla intensive technologies such as
those employed in subsistence farming. One can Yaweuestion the extent to which
this regressive technical change is needed ana goreershooting” in the use of labour,
accept the "inefficiency" of subsistence productihich is more labour intensive and
smaller scale than in the commercial sector. Saichiew may be "tested" using
opportunity cost calculations and the "degree efficiency” can be estimated. It is



evident that such calculations should apply at #ggregate level, because it is
impossible to test for individual utility ordering§he latter means that for any type of
economic behaviour one can define a "utility fuoctithat has been maximised by this
behaviour. Only by trying to "objectivise" some iloily subjective notions such as
opportunity costs can such calculations be meanin@ut by doing so we lose the
original economic meaning of the opportunity camaept. To illustrate this let us look
at one characteristic of current subsistence fanmeBulgaria - they are aged persons.
Sarris et al. (1999) report an average age of @2syeThe "objectivised" opportunity
cost to labour employed in subsistence farming i@yan average wage, which can
then be used to "prove” that subsistence farmersnafficient and therefore irrational.
The subjective opportunity cost to a pensioner, \ats® can be considered the most
common type of subsistence farmer, is the incoraehh or she "sacrifices" to work on
the small farm. Bearing in mind the unlikely prosisefor such a person finding any
employment, one could say that in monetary ternasajportunity cost of his labour
employed in subsistence production is zero. Therotype of opportunity cost is the
sacrificed leisure. Given the income situation gbemsioner (the average pension in
Bulgaria in 1997 was equal to 25% of the averaggewthat is around $25 per month),
one can conclude that this opportunity cost is cemsurable to the previous one or in
other words virtually does not exist. If we furthessume that labour is the only
production input in this subsistence farm, therenagsway that production could be
inefficient in economic terms. The farm describeldove is however not some
hypothetical assumed farm, but the typical substgtefarm in Bulgaria. Therefore
subsistence farmers are economically rational affetiemt. The "objectivised"
opportunity cost calculations are misleading beeaifsthey "discover" inefficiency,
then this would suggest that these farmers adtanally, because they could be better
off. One can thus see the controversy: in a stnatithen none of them could have done
any better, there is still the possibility for théondo better as a whole.

3. Issubsistence a negative phenomenon?

The justification of subsistence farmers' ineffig therefore can only be done on the
basis of social welfare considerations. Lacking necoies of scale and employing
backwards technologies they are regarded as actestrand "threat" to agricultural
development (OECD, 1999). An important major rea$on such opinions is the
perceived technical inefficiency of subsistencedpiation which results in smaller total
agricultural production. This seems to justify oiaifor the social "unacceptability” of
subsistence agriculture, because it restricts algui@l production growth. Such a view
IS a myopic one. Contrary to this common belief avgue that subsistence maintains
and increases aggregate agricultural production.



We ask what are the net effects of the currentisli@bgricultural structure in Bulgaria.
At first sight it seems that subsistence decreagesultural production, because of its
lower technical efficiency and increased consummptid agricultural products. The
latter stems from the fact if one has to pay fopraduct, a person will normally
consume less, than compared to "free" subsistermmokiption, which grows in the back
yard. The point of departure for this argumennisinderstanding that the real dilemma
in subsistence agriculture is not what to prodibcg,given the production, what to sell
and what to consume (Kostov, 2000). This understgnis based on the opportunity
cost argument that demonstrates that genuine attees to small-scale agricultural
production, such as employment and leisure, arersly restricted.

Any effect, however, has to be estimated with régar a hypothetical benchmark
situation. It thus appears that the benchmark tsstndao which we are comparing is a
totally commercial agriculture. In other words wavh mentally substituted commercial
for the subsistence farms. This is the mental coasthat one would use to show the
inefficiency of subsistence, because it is betteage of agriculture. Is however this
image possible? Let us assume that we achievéoémshmark situation in which we
have magically transformed all subsistence intoroencial agriculture overnight. The
effect of this action would be an agricultural puotion surplus, resulting mainly from
the new "efficient” commercial farming and partlyedto the decreased consumption,
because of the now vanished subsistence. Thisudtgrial surplus can not be absorbed
by the domestic market, because of the lack otcefiié other economic variables such
as for example incomes, or, in other words, thditicmal ceteris paribus assumption. It
must therefore go to the foreign markets. Assunopgn and absorbing external
agricultural product markets is however an evenenim@roic assumption. The Bulgarian
market has experienced tomatoes production surgdusiuring 1998-2000 and the
increased tomato exports are yet to take place.sirhple and widespread assumption
that markets exist is largely unhelpful. This $éige question, what is the reasonable
benchmark situation against which the current affucal structure has to be
compared? The only mechanism that can eliminatestinglus is therefore price. The
prices for the products of present subsistenceatuwre have to fall. This would then
make it difficult for commercial farming and mangromercial farms would be forced
out of business. The main resource for agricultypedduction - land would be
abandoned. Thus commercial farms could not bebksttad in place of subsistence
ones if the latter were "inefficient".

The resulting situation is one of lower prices doder production compared to the
baseline situation. Unless we adopt a determiniggov of the economic changes,
which would have enormous problems in explainingvhend why subsistence was
possible in the first place, we can not be suretwiwauld happen with a subsistence-free
agriculture by which to compare the present situmatit is however clear that, within
such a comparison, subsistence is no longer amatiee to commercial farming but to
abandoned agricultural land. How then can one tlohksubsistence as restricting
agricultural production? The only requirement thialbsistence agriculture has to meet
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in order to increase aggregate agricultural pradnds to produce something, that is, to
exist.

The alternative non-agricultural land use cannainge the above argument. Non-
agricultural use of land is usually more advantageand is subject to licensing and
numerous other restrictions. Moreover it is indefmt from the agricultural conjecture
and will have similar effect on both dualistic amdtolly commercial agriculture.
Another conceivable alternative is the less intemsagricultural production in
commercial farming, which could in principle absosbme of the available free
agricultural land. Such possibility, however, cadicts the argument, because it would
drive total agriculture towards subsistence. livgrth noting that this is exactly the
process that took place during transition. Bulgasaall scale farmers, which we now
define as subsistence, were market oriented intrarsition period (Kostov and
Lingard, 2000, Mcintyre, 1988) as probably it wae ttase in the other Central and
Easter European countries (Kornai, 1992). Henceptaag the view that less intensive
land use can take place within the commercial segilb bring us back to the current
dualistic agricultural structure, which we usedagmint of departure.

Now we can turn to the question what would be thbsistence effects on total
consumption of agricultural products. One can Inepted to conclude that lower prices
could result in an increase in consumption, whilgreater than the loss experienced
due to the disappearance of subsistence. The eatkfreasing prices was however
just an element of an equilibrating process. Aftex price has declined, production
would be restricted which would lead to a pricer@ase, which would provoke the
emergence of new commercial farms on the basisefibandoned resources etc. For
analytical reasons we have used the "all commérscanario as a point of departure in
our construction of a subsistence free agricultlires has provided us with analytical
results but has ignored the path dependency andilative causation of economic
development. The point we want to make is thatrésellting market clearing price in
the subsistence-free case is far from obvious.ffer@int methodology, that regards the
changes in a dynamic framework as processes, rdtherfinal end-states is necessary
for this purpose. We can however analytically "me&e the external markets and
estimate consumption effects of subsistence inddse. Fixing external trade allows us
to exclude it from the analysis, which is a wellokm conventional economic
assumption. Without loss of generality we can abssionly the domestic market,
because the effects of external trade will be equdloth cases we are comparing.
Assuming further than the equilibrating process hiaished, that is the market has
cleared, we have domestic consumption equal to dengroduction, with appropriate
adjustments for foreign trade effects. Lower prdituncin the benchmark scenario,
therefore, means also lower consumption for aducal products. Hence the net
consumption effects of subsistence farming aretipesi

4. Subsistenceis good - how does this help us?
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Understanding the positive aggregate effects ofsistince on total agricultural
consumption and production explains another puzmleconsidering subsistence
farming. This is the question about agriculturainooercialisation. Although the typical
farm example presented earlier defines subsistasceon-contradictory to economic
rationality which can be justified within the sétitng economic behaviour (Simon,
1957), many neo-classically trained economistssinen the optimisation principle.
They say that if subsistence farmers adopt bettyztion technologies, available in
the commercial sector, they will improve their eéincy and therefore their incomes.
With better incomes there will be no need for ssiigsice type of behaviour which
means that subsistence behaviour is irrationak diksumes that this commercialisation
and the accompanying effects are feasible. Thait @ssumes the existence of the
"magic stick commercial farm scenario”, which wevéaalready rejected. In other
words this reasoning about the inefficiency of stlesce assumes that they can change,
but only by ignoring the restrictions that prevéms. Which more specifically are these
restrictions? Adam Smith stated that the size ofketais the main constraint to the
division of labour, which in his context was synargus with production efficiency.
One can extend this concept and incorporate ihdatinstitutional influences. To be
more precise, the size of market should not jussd®n as potential placements for a
given product, but as real possibilities. The psibilities are logically lower than the
potentials, because they reflect not only the gdnand abstract opportunities of the
ideal text book market, but the restricted and irfgm realisations in existing markets.
The difference between the abstract ideal markdtiensize and the size of the real
markets is determined by the influence of the egsinstitutional arrangements. The
most crucial of these effects is the ability of mamic agents to effectively co-operate
with each other. In a word of mistrust and imperfetormation, and, more importantly,
radical uncertainty, the optimal market size isalmavable even in principle.

Another virtue of this understanding of subsistepbenomenon is that it allows for
better formulation of policy objectives and implertegion of policies concerning this
sector. These policies have to be aimed at remawiagabove mentioned restrictions
rather than trying to directly improve technicdi@éncy.

5. On the likely commercialisation and its driving forces. policy
recommendations

It is clear that commercialisation is a desirallecpss, because of the related rise in
technical efficiency. Although efficiency is usyatlefined in terms of output per units
of input, and has meaning only if we assume thatimiaing production is a priority,
one can assume that in the case of likely agrillitommercialisation, it is positively
correlated to farming incomes.



If it is possible, commercialisation will improvéd situation for present subsistence
farmers. Policies therefore should attempt to m#ke possible. Policies towards
subsistence agriculture should use of factors tHatermine the process of
commercialisation, that is the process oppositin¢éoone that gave birth to subsistence
in transition economies. The latter is a complexiésthat needs thorough investigation.
We use the results of such an analysis presentébstov (2002) and develop our
policy suggestions from these.

5.1. Income policies.

Income is a major determinant of subsistence fagmiindefines the domestic demand
for food products which allows a greater part ¢ ghroduction to be marketed when
income and therefore food demand increase. Addiliprimproved income enables
disengagement from subsistence production in @te employment opportunities.
One can see that these are two different inteffiwata of income. The former is
concerned with the general income level and thesefeflects the overall economic
development, while the latter is rather more specift refers to the income
opportunities available to subsistence farmerstand is related to rural development.
There is no need to design specific policies ailesubsistence agriculture in relation
to the overall economic development which is deemepdority in every country. In the
case of the rural development however, much cadope to create the pre-conditions
for agricultural commercialisation. The collapse tbke non-agricultural sources of
income in rural areas were largely responsible ther current agricultural situation
(Kostov, 1995). Rural employment schemes can thexecontribute to reversing the
process. These policies will not directly lead tteehnically more efficient agriculture,
but will facilitate the exit of some subsistenceniars and reduce the significance of
agriculture as a social buffer that ensures empéntnand some income. The greater
merit of such policies will however be their cohtrtion to a more predictable
agricultural situation. By creating alternative omte sources they enable the
opportunity cost logic, that we have criticised,b® applied to agriculture. The exit
from agriculture may be full or partial. In thedircase, this will create an additional
market for food products, which some could berfeditn. In the second case production
surplus will be reduced because of the reducedtsffiut into small scale production.
This again means an additional market, becausedhisction will be reflected in the
market served by the farmers who have partiallyeexiThis would be itself an impetus
for improving production efficiency.

5.2. External markets



The next important determinant of subsistence fiagns the size of the foreign market.
A more detailed conceptualisation is provided irstée (2000, 2001) and Kostov and
Lingard (2000). Foreign markets impact on the itiaohally exported products of

subsistence agriculture, although indirect impatiough substitution effects are
possible even for non-exportable products. Bulgaretraditional agricultural exporter
and for the main products of subsistence, vegetaliteeign markets have a major
impact. Improved external market access and creatm promotion of new markets,
may give immediate results. In terms of subsisteheg only require a part of the own
consumption to be reallocated for sale. That is dbemercialisation effect, at least
initially will be immediate. Kostov and Lingard (@R) provide a classification of

Bulgarian subsistence agriculture into productseaimprimarily at self-sufficiency and

mainly market oriented products. It can be noted the latter group covers exactly the
traditionally exported products. This is one of thasons for the likely immediate effect
of export opportunities on subsistence productiexport stimulating policies should

pay attention to the infrastructure needed. It e tinappropriate institutional

infrastructure that does not allow for export reedtion of vegetable production.

Foreign market influence is a logical outcome @& #xtended interpretation of the size
of the market effect.

5.3. Capital accumulation

The third factor that influences agricultural cormonisation is the process of capital
accumulation. Extending production, which is a ®mugence of agricultural

commercialisation, is not possible unless there ameditions for accumulating the
specific capital needed for this expansion. Addiibto the possibility for capital

accumulation, it is necessary for it to be vestediiconcrete form as a teleological
sequence. Nonetheless, we will hereafter concentmatthe fist aspect of the question
only.

While some capital goods such as buildings haveettproduced" in agriculture, others
may be bought. In case of purchase of assetsramsform money, which can be
regarded as a universal or financial form of caitie» some specific capital. That is we
have a substitution of one form of capital for d®otform of capital. Similarly the
"production” of capital goods and the use of loenpurchase assets can be regarded as
intertemporal capital substitution. In the casaisihg bank credits this can be justified
by the requirements for collateral. The asset ihdtought now against the amount of
the credit is "substituted" for the collateral bt tterm of the credit. The process of
capital accumulation therefore requires the initapital that has to be currently or
temporarily substituted. There are two sources dapital accumulation: financial
resources and owned specific assets. The avatjabilfinancial resources is dependent
upon the sales of production and other incomesrefbiee income supporting policies
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can contribute to the process of capital accunanaflhe assets that can be transformed
into desirable specific capital goods via product@r when used as collateral are of
greater importance. Subsistence farmers largely sach assets except for land. The
use of land as collateral is however problematicddpends on the profitability of
agricultural production and, in countries like Bal@, it will take a time before banks
agree to consider land as appropriate collateraiciwthey presently avoid. There are
other assets the main use of which is outside @atpire, but which are accepted as
collateral such as a house. Two main factors infteethe decision to "transfer" assets
from other activities. The first is the expecteaffiability of agricultural production.
The second is the situation in the domain of maie of this asset. If the opportunity
loss related to the eventual impossibility to remothis asset is sufficiently large, this
may deter the decision to "transfer" it. Thereftne area of main use of the asset
should be relatively stable. With regard to the asewn house as collateral, the main
use of this asset is for accommodation. If thera sufficient and supply of affordable
rented accommodation, then it is more likely thare avould decide to use it as
collateral than if there is a shortage of accomrtiodaor uncertainty about the rents of
accommodations. In other words the decision tn4f&x" an asset to agriculture would
depend on its opportunity cost in the area of ismuse and the balance of advantages
(likely profit) and disadvantages (risk and uncettg in its destination (in this case
agriculture). Such calculations, however, have a#etinto account institutional
constraints. If for example having your own homecidturally a high individual
priority, then the threats of losing it may be eyaated, and only highly profitable
projects may be backed up by using homes as ewllatPolicies have to be designed
such that they should decrease the risks and antgrfacing agricultural production
on the one hand and create a more stable situatiareas of the main use of the assets
used in the process of capital accumulation. Maegognise this as a process of
institutionalisation and improving the infrastruetu The policy for providing state
guarantees on credits for agricultural producersnsexample of state policy that
ensures the process of higher capital accumulatiorterms of current subsistence
agriculture however, the transformation is likedylte a long and difficult process. The
banks prefer to deal with bigger farms, because dbcreases their relative transaction
costs. Therefore a policy towards creation of Irbemking structures may be helpful.
The latter however have to implemented in a situnaiin which there are conditions for
agricultural commercialisation. Otherwise as Mish@®97) points out small-scale
farmers are likely to use the available credit ueses mainly to finance their short term
cash flows.

6. Conclusion

The widespread existence and endurance of subsestamd semi-subsistence
agriculture in countries in transition has beerefingd a problem by many analysts of
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transition. Such recognition often lacks sufficiemderstanding of what it represents
and how it may modify economic policies. The pesitimpacts that subsistence
farming exercises on total food production and ocomstion are important for better
understanding its role in the economy. Only by aeamg the illusion that subsistence
is abnormal and a strange phenomenon can we uaddrathy it has persisted for so
many years. This paradoxical conclusion is usd@ul understanding economic
processes in general. Our argument may seem ilbde neo-classically trained
economists, because of the comparative staticsababomic orthodoxy postulates,
without paying attention to the feasibility of tkempared states. This stereotype may
be useful in a slowly changing environment, buieirms of transition economies, which
are marked by dynamic changes, this view is incigffit. What is needed is an
understanding of the economy as a process, rdthera sequence of end states. Our
discussion may not have utilised such an apprdadghye have outlined the need for it.
Comparative statics have to be replaced by a tlybrquiocess view of the changes, a
view that considers their flow in real time. Th®lplems of subsistence agriculture are
beyond the scope of agricultural and food sectdlss does not mean that nothing
specific can be done in relation to subsistencaifay and we have to wait for general
economic development to work it out. Understandiihg processes that govern the
underlying dynamics can help formulate policies edmat facilitating agricultural
commercialisation. We have outlined above the gdrdasign of such policy measures.
The issue requires more detailed investigation.
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