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PREFACE

The challenge of comprehending and assessing governance systems, par-
ticularly in the context of agrarian governance, remains a prominent issue in
both academic and practical spheres. Nevertheless, there exists a significant
divergence in how governance is understood among scholars, practitioners,
and official documents. It can be associated with high-level management, go-
vernmental agencies, or even transcend government entities. Sometimes, it
is used interchangeably with the term "Management," while in other cases, it
encompasses various modes.

In this book endeavors to employ an interdisciplinary approach drawing
from the New Institutional Economics to establish a comprehensive fra-
mework for analyzing the agrarian governance system in Bulgaria. Drawing
on prior research and practical insights, it underscores the complexity of ag-
rarian governance, encompassing four principal components: the agrarian and
associated agents making management decisions, the rules and mechanisms
governing their behavior, the processes related to governing decisions, and the
resulting social order within the system.

Analyzing agrarian governance necessitates examining individual system
elements, various governance levels, and the primary functional areas of agra-
rian governance. Quantitative and qualitative institutional approaches are re-
commended for each area of analysis. When evaluating agrarian governance,
it is vital to consider the personal attributes of participating agents, the institu-
tional environment, transaction costs and benefits, the efficiency of alternative
governance structures, and the temporal dimension.

A preliminary assessment reveals that the governance of Bulgarian agri-
culture, within the context of the EU, stands at a moderate level. It excels in
equity, solidarity, and the functionality of the public sector. Conversely, it lags
behind in terms of the private sector's functionality and stakeholder involve-
ment. Further research in this nascent field is imperative to refine economic
analysis approaches and better understand this multifaceted category.

Incorporating the framework of New Institutional and Transaction Costs
Economics, in this book presents a practical method for evaluating the gover-



nance efficiency of Bulgarian farms, both as a whole and in terms of different
legal forms and operational scales. Governance efficiency is appraised using
micro-data collected from typical farms' managers. The "Nature of the prob-
lems in effective organization for major class farm transactions for securing
needed factors of production and marketing of output" serves as an indicator,
revealing that a substantial proportion of farms in the country operate with
low efficiency and are at risk of discontinuation. Major factors contributing to
inferior governance efficiency include deficiencies in labor supply, innovati-
on, know-how, and funding. Governance efficiency levels vary significantly
among farms of different legal forms and sizes, demonstrating a strong corre-
lation between governance efficiency, adaptability, and a range of internal and
external factors that could enhance holdings' competitiveness.

The assessment of farming enterprises' competitiveness has long been a
focal point for various stakeholders. Traditionally, competitiveness has been
evaluated based on technical and financial indicators, often overlooking go-
vernance aspects. In this book introduces a comprehensive multi-pillar fra-
mework to assess the competitiveness of Bulgarian farms of diverse legal ty-
pes, sizes, product specializations, and ecological/geographical locations. It
defines four pillars (economic efficiency, financial resources, adaptability, and
sustainability), each with specific criteria and indicators. The study concludes
that while the overall competitiveness of agricultural holdings in Bulgaria is
at a good level, there is considerable differentiation among farms with res-
pect to legal structure, size, specialization, and location. Weak adaptability
and economic efficiency are key factors limiting competitiveness, and without
intervention and support, a significant portion of Bulgarian farms may face
discontinuation.

Furthermore, the study explores the utilization of wastewater treatment
plant sludge in agriculture, recognizing the pivotal role played by the institu-
tional structure in shaping related activities. Over the past two decades, Bul-
garia has made significant progress in the agricultural use of sludge, driven by
improvements in the institutional framework. However, regional disparities
persist, necessitating further interdisciplinary research to identify limiting fa-
ctors. This research should involve collecting micro and macro data, devising
a new national strategy, and studying trends in other EU countries to enhance
the sector's development.

Lastly, in this book addresses the governance of agro-ecosystem services,



highlighting the lack of studies in Bulgaria on this crucial subject. It introduces
a holistic definition of governance and proposes a framework for identifying,
measuring, and assessing governance mechanisms and modes. The book iden-
tifies various ecosystem services provided by Bulgarian farms and the multip-
le governance modes applied. It demonstrates that managing agro-ecosystem
services entails increased production and transaction costs but offers socio-e-
conomic and environmental benefits. Factors stimulating producers' efforts
in protecting agro-ecosystem services include participation in public support
programs, access to advice and training, information availability, subsidies,
personal conviction, and integration with agricultural stakeholders.

In summary, these book collectively shed light on the complexity of go-
vernance in various aspects of Bulgarian agriculture, emphasizing the need
for further research and policy interventions to enhance the sector's efficiency,

competitiveness, and sustainability.

This book has been funded by the Bulgarian Science Fund, the project
“The Mechanisms and the Modes of Agrarian Governance in Bulgaria”, Cont-
ract Ne KI1-06-H56/5 from 11.11.2021.

Bacheyv, Ivanov, Kargi, Uckag
April, 2023
Sofia, Istanbul






Introduction

The problem of adequate understanding and evaluation of system of gover-
nance, and agrarian governance in particular, is among the most topical acade-
mic and practical (policies and business and farms strategies forwarded) tasks.
However, there is huge differences in understandings of the governance among
scholars, practitioners, and official and business documents. Sometimes it is
associated with the top management of a country, a company or organizati-
on; sometimes it is related to government agencies (public administration);
sometimes it encompasses the management outside and beyond government
entities; sometimes it is used as synonym of Management, in other instances
it is part of the Management of an organization, while in some case it is more

general than Management including a great variety of modes, etc.

The goal of the book is to adapt the interdisciplinary methodology of the
New Institutional Economics and to propose an adequate definition and fra-
mework for analyzing the system of agrarian governance in Bulgaria. Based
on a critical review of previous research and practical experience in this area,
it is underlined that agrarian governance is to be studied as a complex system,
including four principle components: agrarian and related agents involved in
making management decisions; rules, forms and mechanisms that govern the
behavior, activities and relationships of agrarian agents; processes and acti-
vities related to making governing decisions; a specific social order resulting

from the governing process and functioning of the system.

The analysis of agrarian governance should include the individual elements
for the system, different levels of governance, and the main functional areas
of agrarian governance, for each of which adequate quantitative or qualitative
methods of institutional approach are suggested. When evaluating the agrarian
governance system, the personal characteristics of the participating agents,
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the institutional environment, transaction costs and benefits, the comparative
efficiency of alternative governing structures, and the “time factor” must be

taken into account.

The initial holistic assessment found out that the Governance of Bulgarian
agriculture is at moderate level having in mind the EU perspective. The hig-
hest performance is attained under the principles of Equity and Solidarity and
the Good Working Public Sector while in terms of the Working Private Sector
and the Stakeholders Involvements it is the lowest. Further theoretical and em-
pirical research in this “new” field is needed to better understand this complex

category and refine approaches to its economic analysis.

Second section incorporates the New Institutional and Transaction Costs
Economics framework and suggests a practical approach for assessing the le-
vel and factors of governance efficiency of Bulgarian farms as a whole and of
different juridical types and operational sizes. The evaluation of governance
efficiency of the country’s farms is made on the basis of original micro-data
collected by the managers of typical farms. The “Nature of the problems in
effective organization for major class farm transactions for securing needed
factors of production and marketing of output” is used as an indicator for the
comparative efficiency and adaptability (equal, lower, or greater to another
farm/s or organisation/s depending on the extent of transacting difficulties) of
individual farms. The study has found that the governance efficiency of farms
is at a Good level but 60% of all farms in the county are with a Low efficiency
and will likely cease to exist in near future. Major factors for inferior gover-
nance efficiency of Bulgarian farms are unsatisfactory efficiency in Supply
of Necessary Labour, Innovations and Know-how, and Funding. There is a
huge variation in the level and factors of governance efficiency of farms with
different juridical types and sizes as well as in the share of farms with different
levels of efficiency in each particular group. Furthermore, a strong correlation
has been found between the level of governance efficiency and adaptability of
farms, and diverse critical internal and external market, technological, institu-
tional, personal, etc. factors that could feasibly increase the competitiveness of
holdings. The study has proved that there is a big discrepancy between the new
assessments of Governance efficiency with dominating traditional approaches
for farm efficiency assessments based on factors’ productivity. The study has
also found that there was an improvement in the overall governance efficiency

of Bulgarian farms compared to 2016. Nevertheless, the share of (good and
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high) efficient farms significantly declined during the same period. The sug-
gested approach has to be further improved, and widely and periodically app-
lied in economic analysis at various levels which require the systemic collec-
tion of a novel type of micro-data on farms governance and transaction costs.

The issues related to proper assessments of the competitiveness of farming
enterprises in general and of different type and locations has been among the
most topical for academicians, agro-business managers, interests-groups, ad-
ministrators, politicians, international organizations, and public at large. Farm
competitiveness has been usually assessed through traditional indicators of
technical and accountancy efficiency, the productivity of factors of producti-
on, the profitability of activity, the farms’ market position and shares, etc. A
systematic approach for defining competitiveness and formulating its pillars,
principles, criteria, and indicators has been rarely implemented, end the criti-
cal governance aspects have been largely ignored.

This book incorporates a holistic multipillars framework, and assesses the
levels of and correlations between the competitiveness of Bulgarian farms
of different juridical types, economic sizes, product specialization, and eco-
logical and geographical locations. For assessing the level of competitiveness
of farms, a system of 4 pillars (Economic efficiency, Financial endowment,
Adaptability and Sustainability), 4 criteria for each Pillar, and 17 particular
and 5 integral indicators are used.

The book has found out that the level of competitiveness of agricultural
holdings in the country is at a good level, but there is significant differentiation
in the level and factors of competitiveness of holdings with different juridical
types, sizes, product specialization, ecological and geographical location. The
low adaptive potential and economic efficiency to the greatest extent contribu-
te to lowering the competitiveness of Bulgarian agricultural producers. A large
share of farming enterprises has a low level of competitiveness, and if mea-
sures are not taken in a due time to improve governance and public support, a
large part of Bulgarian farms will cease to exist in the near future.

The suggested approach for assessing the competitiveness of farms should
be improved and applied more widely and periodically. The precision and rep-
resentativeness of the information used should also be increased by increasing
the number of farms surveyed, which requires close cooperation with other
interested parties, and improving the system for collecting agro-statistical in-
formation in the country and the EU.
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The issue of understanding, analyzing and assessing the governance of
ecosystem services in general, agro-ecosystem services in particular, is among
the most topical academic and practical (policies and business forwarded)
task. Despite of the growing importance and interests in that new area, in
Bulgaria, like in many other countries, there are few studies on the meaning,
content, measurement and assessment of the specific governance of agro-e-
cosystem services. This book tries to give answer to following academic and
practical (policies and business forwarded) questions: what is governance of
agro-ecosystem services, which are components of the governance system
of that important area, how to assess the governance of ecosystem services,
and how to improve the governance. It incorporates the interdisciplinary New
Institutional Economics framework and gives new insights on understanding,
scope, and assessment of the system of governance of ecosystem services as
well as outline the result of a large scale study on mechanisms, modes and
impacts of governance in Bulgarian farms. First, it suggests a holistic defi-
nition of the governance encompassing (1) the governing agents, and (2) the
available rules, mechanisms and modes for agents, and (3) the process of go-
verning, and (4) the outcome (specific order and efficiency) of governance.
Secondly, we presents a framework for identification, measurement and as-
sessment of the mechanisms and modes of governance, and associated factors,
costs and benefits for related agents. Third, it identifies the type, amount, and
importance of various ecosystem services maintained and “produced” by the
Bulgarian farms. Forth, it identifies and assess the mechanisms, modes, effi-
ciency and factors of governance of ecosystem services in Bulgarian agricul-
ture. The study has found out that a muluple private, market, and public forms
and mechanisms are used to govern agro-ecosystem services in Bulgaria. The
country’s farms provide a great number of essential ecosystem services among
which provisioning food and feed, and conservation of elements of the natural
environment prevail. A great variety of private, market, collective, public and
hybrid modes of governance of farm activity related to agro-ecosystem servi-
ces are applied. There is significant differentiation of employed managerial
forms depending on the type of ecosystem services and the specialization of
holdings. Furthermore, management of agro-ecosystem services is associated
with a considerable increase in production and transaction costs of participa-
ting farms as well as big socio-economic and environmental effects for farms
and other parties. The factors that mostly stimulate the activity of agricul-
tural producers for protection of (agro)ecosystems services are participation
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in public support programs, access to farmers’ advice, professional training,
available information, and innovation, received direct subsidies from EU and
national government, personal conviction and satisfaction, positive experience
of others, long-term and immediate benefits for the farm, and integration with
suppliers, buyers, and processors.

The process of turning wastewater treatment plants sludge from “waste
into good (product)” is conditioned by various social, economic, technologi-
cal, agronomic, personal, etc. factors, an important place among them is oc-
cupied by the institutional structure in which the related agents carry out the-
ir activities and relationships. Institutional Environment and Institutions of
Governance provide opportunities and set constraints for agents in the chain,
structure and determine their behavior and activity, and ultimately (pre)deter-
mine the effectiveness and the degree of use of sludge in agriculture. In this
study, the interdisciplinary methodology of the New Institutional Economics
is adapted and an analysis and assessment of the institutional structure of WTP

sludge utilization in Bulgarian agriculture is made.

The book found that over the last two decades, the institutional structure
(regulatory framework, public, private, market and hybrid forms) of sludge
utilization in Bulgarian agriculture has significantly improved. As a result, gre-
at progress has been observed in the agricultural use of sludge in the country.
At the same time, uneven and unsustainable development of this process was
found in the different regions of the country. Therefore, all factors limiting the
behavior of the associated agents and leading to these fluctuations in sludge
utilization are to be identified. In view of their relevance, interdisciplinary
studies and evaluations of the institutional structure and factors of sludge uti-
lization in agriculture have to be expanded and enriched. However, for this,
it is necessary to collect a new type of micro and macro information from all
interested parties, including through the official system of agro-statistics in the
country and the EU. In view of the leading role of public intervention in this
area, a new national strategy for the utilization of WTP sludge is to be develo-
ped, reflecting modern conditions and social priorities, and special measures
be taken to support the interested parties, including farmers with tools of CAP.
Trends in the development of the institutional structure and the utilization of
sludge in other EU countries have to be also studied in order to assess where
Bulgaria is and where efforts are to be focused in the future.






Section 1

What is Agrarian Governance and How to Evaluate it

1. Introduction

The term Agrarian Governance is widely used in official documents, mana-
gement practice, and in numerous academic publications around the globe and
Bulgaria (Ali, 2015; Backer, 2011; Bachev, 2010, 2014; Bayyurt et al., 2015;
Bevir, 2012; Bloor, 2022; Boevski, 2020; Braun & Birner, 2017; Carbone,
2017; Chakrabarti, 2021; Chhotray & Stoker, 2009; Darjaven Vestnik, 2021;
Dimitrov et al., 2014; Dixit, 2016; DFID, 2010; EC, 2019, 2021; Frija et al.,
2021; Freidberg, 2019; Fukuyama, 2016; Ganev et al., 2020; Georgiev, 2013;
German, 2018; Higgins & Lawrence, 2005; Herrfahrdth, 2006; Katsamunska,
2016 ; Kumar & Sharma, 2020; Ledger, 2016; Levi-Four, 2012; Muluneh,
2021; Morfi, 2020; OECD, 2015, 2019; Planas et al, 2022; Schwindenham-
mer, 2018; Rodorff et al., 2019; Shand, 2018; Terziev et al., 2018; Tleubayev
et al., 2021; Torres-Salcido & Sanz-Canada, 2018; Vymeétal, 2007; UN, 2015;
Weiss, 2000; World Bank, 2022). The significant academic, public and private
interest in the study of the governnace system is dictated by the fact that the
effectiveness of the specific governance system ultimately (pre)determines the
degree of achievement of the diverse goals and the type of socio-economic de-
velopment of a given country, industry, region, community, ecosystem, econo-
mic organization, etc. (Ostrom & Schliiter, 2007; Ostrom, 1999; North, 1990;
Williamson, 1998, 2005). The relevance of the problem is also strengthened
by the numerous examples of “failure” of the existing governance system on a
sectoral, national, and international scale, the major socio-economic and eco-
logical challenges and “crises” of various types, and the strong social “pressu-
re”” towards and drive by government, professional and business organizations

to “reform” and “modernize” the existing governing system.
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However, the experience of Bulgaria and many other countries shows that
this academic and social problem is far from being solved. One of the main re-
asons for this is that an adequate holistic approach to understanding, analyzing
and evaluating the governance system in general and in the agrarian sphere in
particular is not yet applied. The aim of the section is to adapt the interdiscip-
linary methodology of the New Institutional Economics (Coase, 1991, 1998;
Furubotn & Richter, 2005; Ostrom, 1990, 1998; Williamson, 1998, 2005;
North, 1990) and to propose an adequate definition and approach to analyze of
the system of agrarian governance in Bulgaria.

In the Bulgarian language, there are no suitable words to distinguish the ca-
tegories Governance from Management, and one word (ympasienue) is used
for both of them. This often causes confusion, even among experts in the field.
To avoid misunderstandings (increasingly often) the “Bulgarianized” English

term Governance is used in academic, managerial and everyday practice.

2. Content and Evolution of the Understanding of Agrarian Gover-
nance

The content of the Governance category is constantly expanding and enric-
hing, which is determined both by the development of theory and the evolution
of the forms used in practice, and the needs for evaluation and improvement.
In view of its significance, Governance represents a growing interest for in-
dependent study by scholars in multiple disciplines - political scientists, le-
gal scholars, sociologists, historians, economists, etc. In parallel, many new
(specialized) areas of scientific research and governance practices are being
identified and developed depending on the subject, functional area, level or
type of management: program governance, contract governance, supply chain
governance, environmental governance, agricultural sustainability governan-
ce, water, land and landscape governance, e-commerce governance, global
governance, etc. Individual researchers and disciplines typically apply their
own definitions of this key concept. Recent decades have seen borrowing and
mutual enrichment, and interdisciplinarity of approaches to understanding and

analyzing Governance from scientific disciplines and social practices.

The term Governance is derived from the Greek word kubernaein (“to ste-
er”) and is believed to be used as far back as Plato (Malapi-Nelson, 2017).

The term was later adopted from Latin, then from Old French, and from there
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into Medieval English, from where it gained worldwide distribution (Vymétal,
2007). In more recent history, this term was used in the sense of “the specific
activity of governing the country” (Tyndale & Frith, 1831), and as distinguis-
hed from individual governance and in relation to institutional structure, ori-
ginally used by Charles Plummer in The Governance of England (Wikipedia,
2023). After the modernization of the late 18th century, when the state became
decisive for solving complex socio-economic problems, the term Governance
acquired “political significance” (Vymétal, 2007). It becomes an expression of
government and state policy, reflecting its form and/or the effectiveness of the
intervention measures taken. This approach to understanding the category as-
sociates it solely associated with power and force, and with the government’s
activity of direct care, command and control “from above” through public

bureaucracy.

As aresult of the complexity of socio-economic processes and challenges,
the development of globalization, economic integration and democratization,
and the numerous “failures of the state” and the fundamental reformation of
the public sector, a new understanding of governance has been developing. In
this connection, the term New Governance arose, which refers to the changes
in the state that began in the 1980s (Britanica, 2023; Higgins & Lawrence,
2005 Planas et al., 2022; Trubek & Trubek, 2007). This “broader” understan-
ding is related to the transformation of “services” from public administration
to market, private, non-governmental and network structures, increasing the
role of outside and above state organizations and civil society, and (the need
for) cooperation and interaction of numerous public and private institutions

and organizations.

It is generally accepted that Governance is a general, complex, multiface-
ted concept that is difficult to define in a precise way (Ali 2015; Fukuyama,
2016; Higgins & Lawrence, 2005; Scmitter, 2018; Vymétal, 2007). Attempts
to define Governance can be grouped into several directions:

First, the traditional understanding of governance as agents (individuals,
agencies, organizations, etc.) who govern and/or participate in governance —
President, Parliament, etc. (Fukuyama, 2016). In a narrower understanding,
Governance is seen as a synonym for public administration, and in a broader
sense it includes non-sovereign and informal agents outside the state system -
international and non-governmental organizations, supra-national institutions
such as the European Union, etc. For example, in the popular New Gover-
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nance paradigm, the question of “Governance without Government” is posed,
which means the transfer of many traditional functions from the state to priva-
te and non-governmental organizations - provision of public goods, services,
regulations, control, (self) organization, etc. In this connection, the various
agents are also identified, defined as governing units that can govern - gover-
nment, formal organization, socio-political, or other informal group of people.
In traditional economics, for example, the main governing units that optimize
the allocation of resources in accordance with their interests are households
and firms.

Second, defining Governance as a process of governING. A large number
of authors accept that governance is the decision-making process and the pro-
cess by which decisions are implemented (or not implemented) in society or
in an organization (Ali, 2015; 1oG, 2003; Planas et al., 2022; UNDP, 1997,
Wolman et al., 2008). This “processual” understanding of Governance makes
a connection with traditional Management, which is essentially a purpose-
ful process of making managerial decisions at different levels of governance.
A large number of international organizations also define governance in this
way, mostly in relation to a given country, a certain industry, etc. — “gover-
nance consists of traditions and institutions through which power in a given
country is exercised” (World Bank, 1992, 2022).

Similarly, economic governance is defined as the processes that support
economic activity and economic transactions by protecting property righ-
ts, sanctioning contracts, and taking collective action to provide appropria-
te physical and organizational infrastructure (Dixit, 2016). In the traditional
economy, the market equilibrium is reached namely through a process of de-
centralized actions of the economic agents (individuals, firms, households)
governed by the “invisible hand of the market”. In the New Institutional Eco-
nomics, in addition to the “public” level Public Ordering) and market manage-
ment (Market ordering), an important component of the governing process is
also private ordering (Williamson, 2005).

Third, defining Governance as a means (precondition) and a set of rules,
means, methods, structures and mechanisms that govern people’s behavior,
activity and relationships (Furubotn & Richter, 2005; Scmitter, 2018; Vymétal,
2007; Williamson, 1996; 2005). “Governance has become a buzzword today
describing the whole set of approaches and techniques for improving coordi-
nation between different levels of society” (Vymeétal, 2007). Similarly, econo-
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mic governance refers to the policies and regulations that are put in place by
governments to manage the economy, including macroeconomic management
and microeconomic management (AAID, 2008). Economics is a science that
explains the “miracle” of how an order of maximization of private and agg-
regate product (welfare) is achieved by the actions of millions of individuals
who specialize and exchange the products of one or other operations. The
answers in Neoclassical Economics are that this is done (directed, coordina-
ted, incentivized, sanctioned) by the “invisible hand of the market” and/or the
“visible hand of the manager”. Rare cases of “market failure” are found, but

all of them are easily overcome with “state intervention”.

The Old Institutionalism puts on the agenda the important role of institu-
tions (introduced “from above” or evolved “from below”) to “correct” mar-
ket failures and govern the behavior of individuals. The classics of the New
Institutional Economics also consider Governance in this sense: “Governance
is the means by which to introduce order, thus mitigating conflicts and rea-
lizing mutual benefits” (Williamson, 2005, 2009). What is new here is that
the “strange world” without transaction costs is left, and the market, hybrids,
firms, and bureaus are considered as alternative structures and forms of go-
vernance of transactions (Coase, 1939, 1991, 1998; Williamson, 1996, 1999,
2005, 2009). Although they do not always mention this term, Coase, North,
and Ostrom also analyze certain rules, mechanisms, and forms (institutions,
structures, social arrangements, etc.) that govern the activities of individu-
al agents and ultimately predetermine economic development (Coase, 1937,
1960, 1991; North, 1990, 1991; Ostrom, 1990, 1999).

Fourth, Governance is seen as a specific social order and the result of pro-
cess of managment - “the state of being governed” and “getting work done
by mobilizing collective resources” (Dixitr 2016; Fukuyama, 2016; Scmit-
ter, 2018; Vymétal, 2007). Here it is presented rather as a general order and
framework that determines the conditions, harmony and overall effect of de-
centralized efforts - the management of the activities and relations of agents
pursuing their interests. Accordingly, in a given country, regions, industry, etc.
different types or models of governance may dominate - “Rule of Law”, “Rule
of Money”, “Rule of Force”, etc.

This understanding makes it possible to better distinguish specific gover-
nance systems in different countries, industries, eco-systems, organizations,
stages of development, etc. The same governance structures and models are
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known to have unequal results in different countries. Some researchers limit
governance only to the social and political order other than that of the state in
view of the “new” role of the market, network structures, non-state agents and
the informal sector (BRITANICA, 2023). The New Institutional Economics
analyzes a different kind of principled order — market, private, public, inter-

national, etc.

This understanding is largely related to the study of the “quality of mana-
gement” and the effort to improve the governance system, as “desired” states
such as “good”, “efficient”, “honest”, “sustainable”, “transparent”, “democ-
ratic” etc. becomes a criterion for its evaluation and a goal of development
(EC, 2018; UN, 2015). Much of the Good Governance literature focuses on
‘Governance as Implementation’, namely the government’s capacity to provi-
de basic public goods and services (Fukuyama, 2016; Osabohien et al., 2020;
Ronaghi et al., 2020). Increasingly, these characteristics are also applied to
assess governance in the private (corporate, agribusiness, etc.) and non-go-
vernmental sectors (Dimitrov et al., 2014; Aguilera & Cuervo-Cazurra, 2009;
Benz & Frey, 2005; OECD, 2015 ; Rodorff ef al., 2019; Sacconi, 2012; Sker-
man, 2016).

In that “normative” direction, the definitions of international, state, non-go-
vernmental and business organizations are also supplemented - for example,
the current definition of governance of the World Bank also includes “the pro-
cess by which governments are elected, controlled and replaced; the govern-
ment’s capacity to effectively formulate and implement rational policies; and
respect for citizens and the state of the institutions that govern their economic
and social relationships (World Bank, 2022). Governance Economics is preci-
sely an attempt to apply “the study of good order and working arrangements”,
which includes both - the spontaneous order of the market and the deliberate
order of a conscious, deliberate and purposeful kind (Williamson, 2005).

There are also many definitions that combine some of the characteristics
of governance described above (EC 2018; WB, 2023). It is rightly noted that
“Governance is not only a characteristic, but very often a system, with some
subjects, some processes, some prerequisites, causality and results” (Vymétal,
2007).

Approaches to defining Agrarian Governance, in the ever-growing litera-
ture in this field, are similar to those of Governance in general, following the
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common logic of development in this dynamic field. Some of the most in-dep-
th analyzes of the agrarian governance system do not even attempt to define
this category, which is taken for granted and widely known (James, Klein, &
Sykuta, 2011; Sykuta, 2010; Cook, 1995; Sykuta & Cook, 2001; Sykuta &
Parcell, 2003).

Agrarian Governance is the governance related to agricultural produc-
tion. Therefore, it is “easy” to define the object of this “sectoral”, along
with industry, transport, health care, etc., governance. It order to unders-
tand the essence of the Governance category, it is necessary to answer the
following questions: Who, Whom, What, Why, How, Where, When and for
How Much?

It is obvious that Governance is related to people and human society, for
without them there is only “natural governance” according to the laws of phy-
sics, biology, etc. In a hypothetical example of an individual farmer living alo-
ne on a remote island in the ocean, there is no governance, but simply “agrono-
mic and technological” management or Management of “(mutual) relations”
with nature. In modern agriculture, however, there are no such examples. Even
for a self-subsistent farmer, far from populated areas (a mountain, an island,
a desert oasis), there is some “external” control of activity and behavior'. For
example, there are “vested” and sanctioned property rights (for private pos-
session, usage, management, etc.) over agricultural land by the state, local

government or community.

In modern conditions, there are also a variety of mandatory state, European
Union, local community, etc. regulations on the manner of cultivation and use
of the land, standards for the protection of biodiversity and the environment,
etc. For example, the use of certain chemicals in agricultural production and
the production of cannabis in Bulgaria are prohibited and punishable; chan-
ging the use of agricultural land for non-agricultural purposes is inadmissible
and strictly regulated, etc. In addition, there are also informal obligations and
restrictions for the farmer to respect comfort of the population and guests of
the area, protection of air and water, joint use of private resources (for examp-

le, free access to the territory for tourists, hunters, scientists, etc.), order for

1 The activity and behavior of even the solitary Robinson Crusoe is “governed” by the native (Eng-
lish) ideology, beliefs, traditions and other “institutions” that he brought to the island and subsequ-
ently spread - Christianity, slavery, rights, etc.
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use of municipal lands, etc. With all these formal and informal rules and rest-
rictions (social governance system) the farmer (must) comply in order not to

be sanctioned by law enforcement or society.

The farmer, however, is not a passive “participant” in (object of) governan-
ce. He lobbies or engages in collective action with other agents in the political
process to get new rights, regulations, norms, government support and sub-
sidies, etc. that suit his beliefs or interests. In this way, he becomes an active
participant in the governance system of a given ecosystem, region, subsector,
or the country as a whole. This simple example already answers the questions
Who and Whom?

In another example, with a typical market-oriented farmer in a lowland
area, the presence and need for (a system of) governing relationships with ot-
her agents is much more obvious. For example, the farmer-entrepreneur must
manage his relationships with landowners, labor, suppliers of inputs and servi-
ces, credit, buyers of produce, etc. in order to effectively organize the produc-
tion and sale of produce. For the coordination of a large part of these relations,
various types of private contracts are used for supplying the necessary re-
sources and marketing the product - contracts for purchase, hiring, borrowing,
selling, provision of a loan, etc. In the conditions of developed markets, much
of the farmer’s activity and his relations with other agents is coordinated and
“managed by the invisible hand of the market” - the “movement” of (free)

market prices and market competition.

Along with this, there are also a variety of formal, informal and business
rules, regulations, norms, and standards that the farmer observes or complies
with - for product and service quality, specifics of technological operations,
labor and product safety rules, norms for the protection of natural environ-
ment and biodiversity, animal welfare standards, etc. In addition, the farmer
creates and/or joins different types of collective actions and organizations to
coordinate and govern more effectively his relationships with other agents
or authorities - registered agricultural holdings, companies, cooperatives,
associations, lobbying and interests groups. He also has his own or accepts
other beliefs, ideologies, views, norms, etc. — for example, for an ecologi-
cally sustainable farm, which also (self-)manage its behaviour, actions and

relationships.
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All these (management) structures, forms and mechanisms are an integral
part of the governance system of agrarian production at the modern stage of
development and should be analyzed. Moreover, the governance system in a
given country, sub-sector, region, supply chain, ecosystem or organization is
highly specific and dependent on multiple socio-economic, personal, natural,
etc. factors. It is well known that the Common (agricultural, economic, envi-
ronmental, etc.) policies of the European Union are applied in specific “Bul-
garian way” in the conditions of Bulgaria. Identifying and evaluating these

specific structures, forms, and mechanisms answers the What, Why, and How?

The process of agrarian governance takes place in different time periods
and spatial-territorial, organizational and hierarchical boundaries. Governance
analysis should always specify these dimensions and answer the Where and
When questions to be precise. In addition, the Economists ask another question
related to the analysis of agrarian governance, namely How much? Different
forms and structures of governance have different advantages, disadvantages
and costs for individual agents, the latter known as “transaction costs” (Coase,
1937, 1960; Williamson, 1996). Agrarian agents optimize not only producti-
on costs (related to production technology), but also transaction costs related
to governing relationships with other agents. Governing structures have an
important economic role - to rationalize, structure, and minimize the costs of
human relations (North, 1990; Williamson, 2000). The “discovery” of transa-
ction costs does not change, but only adds to the Economic science subject of

optimal allocation of limited resources.

Therefore, agrarian governance is to be studied as a complex system that
includes four principle components (Figure 1.1): (1) agrarian and related
agents involved in the governance decision-making; (2) rules, forms, and me-
chanisms that govern the behavior, activities, and relationships of agrarian
agents; (3) processes and activities related to making managerial decisions;
and (4) a specific social order resulting from the governing process and func-

tioning of the system.
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System of Social Governance

Means

Agents

Processes Orders

Figure 1.1. System of Agrarian Governance

Source: Authors.

The agrarian governance system is a part (subsystem) of the social gover-
nance system and other important governance subsystems such as economy,
primary industry, food, rural or urban areas, agro-ecosystem, tourism, energy,
etc. The impact of and relationships with other systems of society largely (pre)
determine the type of dominant system of agrarian governance and the “logic”
of its development. For its part, agrarian governance is a set of different gover-
nance subsystems, differentiated depending on the type of production (plant
breeding, animal breeding, fruit growing, agro-ecosystem services, etc.), the
type of resources (land, water, technology, lab The agrarian management sys-
tem is a part (subsystem) of the social management system and other impor-
tant management subsystems such as economy, primary industry, food, rural
or urban areas, agro-ecosystem, tourism, energy, etc. The impact of and rela-
tionships with other systems of society largely (pre)determine the type of do-
minant system of agrarian governance and the “logic” of its development. For
its part, agrarian management is a set of different management subsystems,
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differentiated depending on the type of production (plant breeding, animal
breeding, fruit growing, agro-ecosystem services, etc.), the type of resources
(land, water, technology, labor, finance, etc.), the functional area (inputs supp-
ly, innovation, marketing, risk management) etc. All of them should are to be
studied in order to identify their specificity and role for the development of
agrarian governance in general. Agrarian governance consists of (carried out
at) different levels (farm, collective organization, ecosystem, subsector, natio-
nal, transnational, European, global), which are to be analyzed in order to un-
derstand the functioning and development of agrarian governance in Bulgaria.

3. Framework for analyzing and assessing agrarian governance in
Bulgaria

In a traditional closed subsistence economy, transaction costs do not exist
because there is (almost) no division and specialization of labor, and therefore
no need for exchange (transactions) between agents. In modern agriculture,
however, agrarian agents specialize in certain productions and/or activities
and trade products or services, thereby increasing productivity many times
over (economies of scale and scope, and production costs, improving quality,

increasing production volume, etc.).

In an unrealistic world of “zero transaction costs”, the optimization of the
allocation and use of agrarian resources is achieved quickly and costlessly
according to the “marginal rule”. Here, there is only one mechanism (the mar-
ket and market competition) that effectively governs the individual and ove-
rall activities of agents. The farm, firm and household are studied as a “black
box” that adapts instantly and costlessly to market price dynamics. With zero
transaction costs, the form of governance has no economic significance, sin-
ce agricultural activity is equally well (most efficiently) coordinated through
the market (adaptation to changes in free market prices), and through mutual
private bargaining between agents (special contract), and through cooperation
(collective decision-making), and in an internal organization (direction by a
manager), and in a single national private or state hierarchy/company (Bacheyv,
2012).

In a real agrarian economy, however, there are significant costs associa-
ted with transactions between agents: for finding the best prices and markets,

paying commissions and fees, finding a reliable partner, negotiating terms of
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exchange, writing and registering contracts, controlling of opportunism before
signing and in the process of implementing agreements, adapting contracts
to changes in production and exchange conditions, dispute resolutions, inclu-
ding by hiring lawyers, arbitration, court, etc., failed deals, fraud, etc. Agrarian
agents also pay significant (transactional) costs for studying and implementing
formal regulations related to resource use, production, technology, trade, natu-
re conservation, etc. Farmers also have significant costs for formal registrati-
ons, certifications, licenses, applying for public support, paying fines, bribes,
etc. Many agrarian agents also have coalition costs (partnership, cooperative,
firm, corporation) related to the need for more efficient joint supply and use
of resources, marketing, protection from monopoly, lobbying for government
intervention in their favor, etc. The creation and development of these formal
and informal organizations is associated with significant costs of initiation, ne-
gotiation, formation, organizational enhancement, information, management
decision-making, controlling the opportunism of coalition members, reorga-
nization and closure, etc.

The positive transaction costs often limit efficient farm expansion to a si-
zes that allow exploitation of possible technological economies of scale and
scope. In other cases, high “external” transaction costs necessitate excessive
intra-firm integration to overcome serious transactional difficulties and/or ext-
ract additional transactional benefits. Very often, high transaction costs even
block an otherwise mutually beneficial exchange of resources, products and
services, and lead to low productivity and under-utilization of resources on an
enterprise and societal scale. Therefore, instead of “the first best”, in practice
we usually have “second best”, “third best”, etc. allocation of resources and

governance of aggregate agrarian activity.

Agrarian economy is a Transaction costs economy and the question is to
optimize the total production AND transaction costs of the farm. This is a
trade-off between transactional and production costs and benefits. Following
the logic of Coase, the farm integrates additional transactions, increases its
size and profits from internal integration of resources and activity, while the
transaction costs of this are less than or equal to the costs of organizing these
same transactions in the market or by another organization (Bachev, 2012).
Governance “matters” and “rational” agents select the most efficient form of
governance for each transaction among practically possible alternatives (Wil-
liamson, 2005). In the New Institutional Economy, the transaction and related
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costs are the “basic unit of economic analysis”, and the criterion for choosing
the most effective form of governance of agrarian transactions and activity
is the minimization of transaction costs and the maximization of transaction
benefits?.

Moreover, the “problem of social costs” that has troubled traditional eco-
nomists does not exist in a setting of zero transaction costs and well-defined
private property rights (Coase, 1960). The state of maximum efficiency is
always achieved regardless of the initial distribution of rights between indivi-
duals through cost-free private negotiations - “internalization of externalities”
without the need for state intervention. In a world of zero transaction costs,
the definition (redistribution) of new rights and rules by individuals, interest
groups, and society, and the effective sanctioning of these rights and rules,
would be also easy (costless). However, when transaction costs are signifi-
cant, the initial distribution of property rights among individuals and groups,
and their well-defined and sanctioned nature, are critical to overall efficiency
(Coase, 1960). For example, if the “right to a clean and preserved natural envi-
ronment” is not well defined and enforced, it creates great difficulties for effe-
ctive eco-management - costly disputes between polluters and affected agents;
significant environmental issues and challenges; disregarding the interests of
certain groups or generations, etc. (Bachev, 2020).

Imperfect institutional arrangement (undefined and/or poorly defined and
enforced by the state authority rights and obligations), creates additional tran-
saction costs for individuals and society, and leads to inefficient agrarian de-
velopment. In Bulgaria, for example, the restoration of private rights to agri-
cultural land after 1989 lasted more than 10 years, which greatly deformed the
development of agriculture during this period - lack of incentives, destruction
of assets, dominance of short-term leases, preference for annual crops, primi-
tive and unsustainable structures (farms for self-sufficiency or in the process
of privatization), degradation of agro-ecosystems, etc. There are numerous
examples of private rights not protected by the state even now, which lower
the efficiency and hinder the development of the sector - non-compliance with
the laws, ineffective legal protection, direct encroachment (theft) of agrarian
property, etc.

2 Eventually, the choice of governance form is predetermined by the logic of minimizing
not technological but transactional costs (Williamson, 2005).
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Therefore, institutions are an important means of (agrarian) governance
by creating a certain social order, structuring human relationships, increasing
predictability, reducing uncertainty, predetermining (increasing or decreasing)
the amount of transaction costs, and ultimately determining the possibilities,
type and extent of socio-economic development (North, 1990; Williamson,
2000). Given a certain institutional environment, the market often “fails” to
effectively govern agrarian activity and resources. However, this does not ne-
cessarily mean “state intervention”, as is the rule in Neoclassical Economics.
Agrarian agents develop a variety of private forms, mechanisms and “institu-
tions” to overcome market imperfections and to effectively govern their beha-
vior, activities and relationships. The correct approach in the New Institutional
Economics is to make effective choices between various alternative modes of
(market, private, and public) governance, all of which have their own disad-

vantages and costs.

The analysis of the country’s agrarian governance system is to include se-
veral stages. First, it is necessary to identify the various agents of agrarian
governance and the specific nature of their relationships, interests, goals, op-
portunities, power positions, dependencies, effects, conflicts, etc. The farm
entrepreneur or farmer is the main figure in agriculture who manages resour-
ces, technology and activity, and therefore the “first” component in the analy-

sis of agrarian governance (Figure 1.2).

Other agents also directly or “indirectly” participate in the governance
of the agrarian sphere by negotiating and/or imposing relevant conditions,
standards, norms, demand, etc. These are the owners of land, labor, materi-
al, financial, intellectual, etc. resources that are interested in their effective
agricultural use and preservation. Often, they participate in various coalitions
with the farmer entrepreneur (informal partnership associations, formal firms,
cooperatives, etc.) to realize more benefits. In turn, individual farmers form a
variety of professional (business, not-for-profit, etc.) organizations and collec-
tive actions (initiatives, professional standards, lobbying, etc.) to better realize
their goals and profit from joint activity.

This is the agriculture-related business (suppliers of materials, equipment,
finance and technology and/or buyers of agrarian products) and end users.
These agents impose socio-economic and environmental standards, specific

support and demand for farming activities and services. For example, a large
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number of large processors and food chains implement (voluntary and/or man-
datory) standards for “quality”, “eco-friendliness”, “fairness”, etc., which are
their initiatives, generally accepted industry “codes of conduct” or the result
of consumer pressure to “contribute” to socio-economic and environmental

sustainability.

International State Authority -

Figure 1.2. Agents of Agrarian Governance in Bulgaria

Source: Authors.

Next, it is the residents, visitors to rural areas, and the various interest
groups that “set” the conditions (pressure, demand) for environmentally
friendly, socially responsible and economically viable agrarian activity and
areas. Finally, it is the state and local government, international organizations,
etc. that support the agrarian sustainability initiatives of the various agents
and/or impose mandatory (social, economic, environmental, etc.) production
and consumption standards.

At this level of analysis, special attention is to be paid to the “personal”
characteristics of individual agents involved in governance, since transaction
costs have two “behavioral” origins - the bounded rationality and tendency of
individuals for opportunism (Williamson, 2005). Agrarian agents do not have
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all the information about the economic system (price differentiation, demand,
trade opportunities, development trends) because collecting and processing
such information is very expensive or impossible (multiple markets, future
events, partner’s intention to cheat etc.). In order to optimize decision-ma-
king, they incur costs to “increase their imperfect rationality” - data collection,

analysis, forecasting, training, consulting, etc.

Besides, agents are also “opportunistic”, and if there is an opportunity to
obtain additional benefit with impunity from using institutions, contracted
or market exchange, they are likely to take advantage. Agrarian agents are to
protect rights, investments and transactions from the risk of opportunism by:
ex-ante efforts to find a secure partner and design a form of effective partner
cooperation; and ex-post investments to prevent (by monitoring, controlling,
incentivizing cooperation) possible opportunism at the contract implemen-
tation stage (Williamson, 2005). The analysis has to distinguish the all pos-
sible types of opportunism: pre-contract (Adverse Selection), when a partner
takes advantage of the “information asymmetry” and negotiates better terms
of exchange; post-contractual (Moral Hazard), when a partner takes advanta-
ge of the impossibility of fully controlling his activity (by the other partner,
a third party) or receives a “legitimate benefit” from unexpected changes
in the terms of exchange (costs, prices, regulations); and “free riding” type
inherent in the evolution of larger organizations — since individual benefits
are not proportional to individual costs, there is a tendency for each to ex-
pect others to invest in organizational development and to benefit in case it

is successful.

It is also necessary to analyze other significant factors of individual agents
such as personal preferences, “discipline”, ideology, knowledge, capabilities,

propensity to take risks, reputation, trust, “contracting” power, etc.

Second, it is necessary to identify, distinguish, characterize and evaluate
the principal mechanisms and forms that govern the behavior and activities of

individual agents. These include (Figure 1.3):
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Socio-econamic
Pulblic development

Modes

Transaction
Costs

Market
Modes

Institutional Environment

AGRARIAN AND NON-AGRARIAN AGENTS
(preferences, interests, bounded rationality, opportunism)

Figure 1.3. System of Agrarian Governance
Source: Author.

* The institutional environment or the “rules of the game” - this is the
distribution of rights and obligations between individuals, groups and genera-
tions and the system for enforcement of these rights and rules (North, 1990;
Furubotn & Richter, 2005). The spectrum of rights may include tangible and
intangible assets, natural resources, activities, working conditions and wages,
social protection, clean nature, food and eco-security, intra- and inter-gene-
rational justice, etc. Sanctioning of rights and rules is carried out by the state
(administration, police, court, etc.), public pressure, trust, reputation, private
forms, or is self-sanctioned by the agents themselves.

Part of the rights and obligations are determined by formal laws, normative
documents, standards, court decisions, etc. There is usually strict government
regulation of ownership, use, trade, etc. of agricultural lands and other natu-
ral resources, mandatory standards for product safety and quality, working
conditions, protection of the natural environment, animal welfare, etc. There
are also important informal rules and rights established by tradition, culture,
religion, ideology, ethical and moral norms, etc., which are to be analyzed. In
Bulgaria, many of the formal rights and rules “do not work” well and the in-
formal “rules of the game” predetermine (“‘govern’) the behavior of agents in
society, and there is also a huge informal (“gray”, “black™) sector.
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Institutional development is initiated by public (state, community) autho-
rities, international politics (agreements, assistance, pressure) and private and
collective actions of individuals. Bulgaria’s membership in the European Union
is related to the adaptation of modern European legislation (Acquis Commu-
nautaire) and better enforcement (external monitoring and sanctions in case of
non-compliance by the Union). In the modern stage, many of the institutional
innovations are also the result of the pressure or initiatives of certain interest
groups — eco-associations, consumer organizations, etc. In the analysis, a qua-
litative characterization of the formal and informal institutional arrangement in
agriculture is to be made, the effectiveness of the system for its sanctioning is to
be assessed, and the incentives, limitations, costs and impact for a certain type
of behavior and actions of the various agents is to be specified.

Institutional “modernization” is a long historical process, and individual
components of the institutional environment have their own “logic” of deve-
lopment and life cycle lasting decades and centuries. In short periods of “nor-
mal” development, however, the institutional environment is usually “stable”
because individuals can have little influence on institutions and institutional
change. This is a major advantage because there is stable order and predicta-
bility, and therefore low transaction costs for agents. On the other hand, it is a
significant drawback in the case of poor institutional arrangements, when the
situation does not improve as “quickly” as the majority expects.

It is necessary to highlight and analyze the main elements of the institutio-
nal framework and their compliance with the European ones, take into account
informal rules and restrictions important for the sector, assess the aggregate
or (if possible) particular influence on the behavior, actions and relations of
the agents, and effect in terms of transaction costs, and highlight the driving
factors of institutional modernization (such as the Green Deal of European
Union, reforming CAP, etc.) during the period.

* Market forms or the “invisible hand of the market” - these are the various
decentralized initiatives governed by the movement of “free” market prices
and market competition: spotlight exchange of resources, products and servi-
ces, classic contract for purchase, rental or sale, trade with special high-qua-
lity, organic, etc. products and origins, agrarian and ecosystem services, etc.
Individual agents use (adapt to) markets, profiting from labor specialization
and mutually beneficial exchange (trade), while their voluntary decentralized
actions “direct” and “correct” the overall distribution of resources among dif-

ferent activities, sectors, regions, ecosystems, countries etc.
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However, there are many examples of lack of individual incentives, cho-
ice and/or unwanted exchange, and unsustainable development in the agrari-
an sector - missing markets, monopolistic or power relationships, positive or
negative externalities, disparity in income and working and living conditions
in rural and urban areas, etc. Therefore, the free market “fails” to effectively
govern the overall activity, exchange and investment in the agrarian sphere
and leads to low socio-economic and environmental sustainability. The analy-
sis is to establish whether markets for agrarian resources and products work
“well” (many sellers and buyers), ascertain the costs and benefits associated
with market forms for different agents, and identify cases of “market failure”

in contemporary conditions.

* Private and collective forms or “private or collective order” - these are
various private initiatives and special contractual and organizational forms:
long-term supply and marketing contracts, voluntary eco-actions, voluntary
or mandatory codes of conduct, coalition (family, company, corporate, etc.)
farms, partnerships, cooperatives and associations, trademarks, labels, etc.
Individual agents take advantage of economic, market, institutional, and ot-
her opportunities, and overcome institutional and market imperfections by
choosing or designing new (mutually) beneficial private forms and rules for
governing behavior, activity, and relationships. Private forms negotiate their
own rules or accept (enforce) an existing private or collective order, transfer
existing or grant new rights to the partner, and protect the absolute (provided
by the institutional environment) and contracted (given or exchanged by the
participants) rights of agents.

At the modern stage, much of the agrarian activity is governed by volun-
tary initiatives, through private negotiations, the “visible hand of the mana-
ger”, collective decision-making, or complex hierarchical internal manage-
ment structures. However, there are many examples of the “failure” of the
private sector to govern socially desirable activities - for example, preferred
eco-conservation, preservation of traditional family farms and productions,

preservation and renewal of rural areas, etc.

The analysis is to identify and evaluate the advantages and disadvantages
of the various private forms of governance dominant in Bulgarian agriculture
- main types of farms (individual, family, cooperative, firm, company, etc.),
special contractual forms (purchase, hiring of assets, borrowing, insurance,
sale, interlinked transactions, etc.), collective organizations outside the farm
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gates, etc. For some of the transaction costs of these forms, there is available
(statistical, reporting, etc.) or it is possible to collect reliable information from

farm managers.

However, for much of the transaction costs lack the necessary information
and it is necessary to apply qualitative Discrete Structural Analysis (William-
son, 2005) to determine the comparative efficiency of alternative governance
forms. This is done on the basis of determining the “critical dimensions” of
transactions?® - these are the factors that determine the changes of transaction
costs in the specific economic, institutional and natural environment. Since
transactions have different critical characteristics and the governance forms
have different comparative advantages it is to “align” transactions (which dif-
fer in their attributes) to governing structures (which differ in terms of costs
and competence) in a discriminating (mainly transaction cost-saving) way”
(Williamson, 2005). Depending on the combination of the specific characte-
ristics of each activity/transaction, different most effective modes of gover-
nance of this activity will be efficient — market, contract, internal, trilateral,
etc. (Figure 1.4).

Critical dimension of transactions
Appropriability
High Low
Generic modes
Asset Specificity
Low | High
Uncertainty
Low | High | Low | High
Frequency
High Low High Low High Low High Low
Free Market T T
Special contract T T
Internal Organisation T T
Third-party intervention & &
Public intervention &

Figure 1.4. Principal forms for governing agrarian transactions
Y - the most effective mode; &3 - a need for a third-party intervention

Source: Authors

3 frequency of transactions with the same partner, uncertainty associated with transac-
tions, specificity of assets to support a particular transaction (Williamson, 2005), and
appropriability of rights associated with transactions (Bachev, 2010) have been identi-
fied as four critical dimensions of (agrarian) transactions and activities.
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While examples of “good” institutional environment evolution are few (in
a small number of highly developed democracies with prospering populati-
ons), examples of “successful” modernizations in “institutions of governance”
are numerous (Williamson, 2000). In the specific institutional, market and na-
tural environment, agents usually choose or design the most efficient private
forms for governing their relationships and activities. Therefore, the identi-
fication of the dominant forms of private governance in the agrarian sphere
or its individual areas, gives a good idea of the (most) effective forms for the
specific stage of development.

* Public forms or “public order” - these are diverse public (community,
government, international) interventions in the market and private sector such
as: public recommendations, public regulations, public assistance, public taxa-
tion, public financing, public provision, public modernization of the instituti-
onal environment (rights and rules), etc. The role of public (local, national,
European, etc.) governance is growing along with the intensification of acti-
vity and the exchange, and mutual (inter)dependence of socio-economic and

environmental protection activities.

In some cases, it is possible that the effective governance of individual ac-
tivity and/or the organization of certain activities through market mechanisms
and/or through private negotiation may take a long period of time, be very
expensive, fail to reach the socially desired scale, or may not be possible to be
accomplished at all. Then centralized public intervention could reach the de-
sired state faster, with less cost and more efficiently. However, there are many
cases of poor public involvement (inaction, improper intervention, excessive
regulation, corruption), leading to significant problems for sustainable agrari-

an development in Bulgaria and around the world.

The analysis of the agrarian governance in the country is to establish whet-
her the “needs” for public intervention (the identified cases of market, private
and collective failure) are effectively filled with the necessary public interven-
tions, whether the most effective form of public intervention has been chosen
among (politically, administratively, financially, etc.) feasible alternatives, and
also to identify the cases of dominant public failures at the modern stage of
development of the sector.

* Hybrid forms — some combination of the above three, such as public-pri-

vate partnership, public licensing and inspection of private bio-farms, etc.
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In the long term, the specific system of governance of agrarian sector (pre)
determines the type and nature of socio-economic development (Figure 1.3).
Depending on the effectiveness of the established agrarian governance system,
individual farms, sub-sectors, regions, agro-ecosystems, and countries achieve
unequal results in socio-economic development, with various challenges in the
economic, social and ecological sustainability of individual farms, sub-sec-

tors, regions, ecosystems and agriculture in general.

Third, like any economic process, agrarian governance is a complex, mul-
ti-layered, polycentric and multi-dimensional process that takes place over
time and involves numerous agents who develop and use diverse forms and
mechanisms of governance. A detail analysis of this process is to be done in
relatively distinct governance subsystems - different levels (from farm level to
national and European), functional areas (supply of labor, land, capital, etc.),
farm types and organizations etc., establishing their specificity, needs and ef-

ficiency (Figure 1.5).

Global r

European Union

&
& Product and services utilization ond
A7 .
. marketi
Mational ﬂ? ™
‘56‘ Rizk mamagemeant
Subsector
Knowledge and inmovation
Technologies and methods
Region
External Services
Materiaols, equipment, biological inputs
Ecosystem
osy Labor
Lond and notural resources
Farm v

Time/Institutional Evolution

Figure 1.5. Framework for Analysis of the Agrarian Governance System
Source: Authors.

Particular attention is to be given to the identification and assessment of the

dominant (most frequently used) forms of governance in the main functional
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areas of different types of farms, and which are related to: supply and use of
labor, land and natural resources, services, material assets, equipment and bi-
ological inputs, knowledge and know-how, innovation, finance, insurance and
risk management, and realization (utilization, processing, marketing, etc.) of
agricultural products and services. In addition, the diverse “collective actions”
(organizations) in which farmers participate to induce private and/or public
intervention in the market and private sector in their own interest areto be anal-
yzed. In this way, all forms of internal and external economic integration in the
agrarian sphere will be identified, analyzed and evaluated. In addition, other
organizations in agrarian governance are to be analyzed - state, international,

non-governmental, etc.

It is necessary to take a snapshot (short video) in order to be able to tho-
roughly analyze the diverse structures and processes in agrarian governance
at the current stage. Where reliable information is available, comparisons is to
be also made with previous assessments of governance at the farm level to see
the dynamics during the period of the country’s integration into the European
Union and implementation of the Union’s Common Agricultural Policies.

The identification of applied and other realistically possible forms of go-
vernance of transactions in different types of farms is to be the subject of a
special micro-economic study. For this purpose, primary information is to be
collected from farm managers and farmer organizations (including through the
official agro-statistics) about the employed or preferred governing modes, fa-
ctors for managerial choice, costs related to the governance of the main types
of transactions, and the efficiency of governance of farming enterprise.

Fourth, the analysis of the agrarian governance system is to end with an
assessment of the (final) result of this process - the state of the system and
the final efficiency of the functioning of the agrarian system. If the welfare of
the farmers is growing and the shops are full, there is “agrarian governance”,
otherwise there is “no governance”. At this stage, depending on the scope of
the analysis, a variety of data characterizing various aspects of the state of the
agricultural sector and its subsystems are to be used - farm competitiveness,
product and productivity dynamics, quality of lands, agrarian ecosystems, etc.

However, this approach allows seeing only the aggregate “current” (static)
effect of diverse (governance) mechanisms and forms, and long-term (gover-

ning) processes and activities of numerous agents. An important methodological
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issue is taking into account the “time factor”, since many effects are the result(s)
of old governance system(s), while many new and promising forms have not
yet realized their potential effect(s)*. One of the directions for overcoming this
problem is an assessment of the level of agrarian sustainability, which by defi-
nition is “future-oriented” (Bachev, 2010). Another direction is an “immediate”
assessment of the compliance of the country’s agrarian governance system with
the principles of “good governance” - for example, those in the European Uni-
on’. A third approach seeks a solution in extending the period of analysis — for
example, the Programing Period for the implementation of the European Union
Common Agricultural Policy. None of these approaches, however, solves the
challenge arising from the time factor in the analysis of socio-economic proces-
ses. Agrarian governance is a multi-layered dynamic system, and any “one-si-
ded” assessment in “short” periods of analysis cannot claim to be inclusive.

4. Assessing the Quality of Agrarian Governance in Bulgaria

A “new” and constantly evolving concept of “Good Governance” has been
increasingly used in the last three decades by the international, public, non-go-
vernmental and business organizations (AAID, 2008; ACML. 2020; DFID,
2010; Council of Europe, 2022; IFAD, 1999; OECD, 2015; World Bank,
2022), and is been a topic of “hot” academic debates of scholars in politics,
economics, organization, development studies, international politics, behavio-
ral sciences, socio-legal studies, etc. (Aguilera & Cuervo-Cazurra, 2019; Alj,
2015; Andrews, 2008; Bayyurt, Serin, & Arikan, 2015; Cheshire, Higgins, &
Lawrence, 2007; Dasgupta & Roy, 2016; Fukuyama, 2016; Higgins & Law-
rence, 2005; Narzary, 2015; Riegner, 2012; Steffek & Wegmann, 2021; Tri-
pathi, 2017; Weiss, 2000). The critical role of the (good) governance in facing
important (economic, social, environmental, etc.) challenges and achieving
organizational, business, community, and social (including global) goals has
been well recognized by the scientists, decision-makers, and public at large
(Coase, 1991; Bayyurt, Serin, & Arikan, 2015; Ostrom, 2014; North, 1990;
Williamson, 2005). Subsequently, attempts have been multiplying to specify
and measure “how good or bad” that important factor of social development

4 Usually before any major crisis there is “normal governance”, and conversely, a quick
exit from the crisis requires “good governance”.

5 A holistic approach for a multi-criteria assessment of the compliance of agrarian gov-
ernance in Bulgaria to the principles of good governance in the European Union is
presented by Ivanov & Bachev (2023).
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is. Furthermore, there is increasing acceptance that the good governance is a
broader category than administration, business, economic, etc. efficiency, and
(besides the Government) it is to include multiple agents and (“universal”)
social, environmental, etc. dimensions and goals. Thus, good governance is
to be studied and assessed simultaneously as a means, a goal, and a result of
“sustainable” socio-economic development (Bachev, Ivanov, & Sarov, 2020).

The major principles of “good” governance were initially introduced by
the World Bank and become a benchmark related to “the manner in which
power is exercised in the management of a country’s economic and social
resources for development”. Since 1996 the Worldwide Governance Indica-
tors have been reported annually including six governance dimensions: Voi-
ce and Accountability, Political Stability and Absence of Violence/Terrorism,
Government Effectiveness, Regulatory Quality, Rule of Law, and Control of
Corruption (World Bank, 2022). In addition, principles of “good” Corporate
governance were introduced by OECD in 1999 including Discipline, Trans-
parency, Independence, Accountability, Responsibility, Fairness, and Social
Responsibility (OECD, 2015). Since its introduction, the content and prin-
ciples of good governance have been specified, enriched, and widely adopted
by international, governmental, business, non-governmental, and other orga-
nizations. In the EU a larger set of principles for good “regional” governan-
ce have been formulated, monitored, and enforced including Fair Conduct of
Elections, Representation and Participation, Responsiveness, Efficiency and
Effectiveness, Openness and Transparency, Rule of Law, Ethical conduct,
Competence and Capacity, Innovation and Openness to Change, Sustainabi-
lity and Long-term Orientation, Sound Financial Management, Human rights,
Cultural Diversity and Social Cohesion, Accountability (Council of Europe,
2022). Subsequently, many of these principles have been enshrined in national
laws and regulations and/or accepted as voluntary (organizational, business
etc.) standards for behavior in the Union and beyond.

Despite its widespread use still, there is no consensus about the content of
the good governance and a unified approach to its “measurement”. There have
been suggested and applied multiple methods for assessing the compliance with
the principles (standards, codes, characteristics, dimensions, best practices, etc.)
of good governance at global, regional, national, corporate, NGO, sectoral sca-
les, at different functional areas of activity (e.g. internet, R&D, environmental
management, etc.), and management of major resources (land, water, etc.) and
social challenges (e.g. climate change, biodiversity preservation, etc.). Applied



GOVERNANCE IN AGRICULTURAL MARKETS,
32 ORGANIZATIONS AND DEVELOPMENT

approaches for understanding and evaluating the system of governance mostly
depend on the objectives of involved organizations and/or incorporated “met-
hodological” frameworks. For instance, the assessments of the World Bank and
some international and national donor agencies focus predominately on the pub-
lic economic governance (extent of services provision, efficiency, corruption,
etc.) in beneficiary countries; the framework applied by the EU, OECD, UN,
and other organizations prioritize democracy, human rights, etc. aspects as well;
the corporate sector puts primary attention on the safeguarding the of sharehol-
ders and (increasingly) stakeholders and social interests, etc. Similarly, political
scientists and political economists are mostly interested in the “model” of go-
vernance and power relations, low scholars’ study mainly formal legal “order”,
economists primarily investigate the (program, investment, transaction, third-
party, etc.) costs and benefits, etc. The variation in the chosen “principles” and
employed indicators for evaluating the “goodness” of governance creates confu-
sion among different users and brings up criticism (Fukuyama, 2016). There is
also a big criticism on applying a “Nirvana” approach which compares the real
situation to some (Western, ideal, etc.) norms rather than to (an)other feasible
“social arrangement(s)” (governance alternatives) in the specific conditions of a
particular country, sector, region, agents, etc.

The holistic framework for assessing agrarian governance includes several
steps: defining the components of the agrarian governance system; formula-
ting the principles of good agrarian governance; specifying the assessment
aspects for each principle; identifying the best indicators for each aspect; se-
lecting the criteria and reference values for assessing the quality of agrarian
governance for each indicators; and deriving the good governance assessment
score (Ivanov & Bachev, 2022; Bachev and Ivanov, 2023).

Good Governance Principles are “universal” and relate to the best (desirable)
state of the individual components of the governance system and the system
as a whole. They are based on the widely accepted universal principle of good
governance formulated by the international organization (EU, UN, FAO, etc.)
and adapted to the specific conditions of agriculture. For instance, for the “spe-
cific” contemporary conditions of European Union (and Bulgarian) agriculture
11 (good governance) principles related to the individual component of agrarian
governance have been selected by a Panel of Experts — Good Legislation, Res-
pectful Informal Rules, Good Working Public Sector, Good Working Private
Sector, Good Working Markets, High Transparency, Good Involvement, High
Efficiency, Good Leadership, Equity and Solidarity, and High Synergy.
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Aspects are precise standards (“measurement approaches”) for each of
the Principles representing a resulting state of the evaluated system when the
relevant good governance Principle is realized. For contemporary Bulgarian
conditions for every Principle 17 specific Aspects with their desired positi-
on have been identified by Panel of Experts — Supportive administration, No
administrative deadweight, Efficient private sector, Accessible market, Fair
competition, Confident level of awareness, Participatory decision-making,
High return, Low transaction costs, High competency, Recognized promotion
model, Gender equity, Fair distribution, High GAV agriculture, Stable emp-

loyment, Competitive trade, and Resilient environment (Table 1.1).

Table 1.1. System of Principles, Aspcets, Indicators, and Criteria for As-

sessing the Quality of Governance of Bulgarian Agriculture

Principles Aspects Indicators Estimation Units
mode
Comprehensi- | Completeness of the Experts Ranking
ve legislation legislation (1) assessment |  score
Degree of implemen- .
Good tation and abide with | “XPeS | Ranking
Legislation Justified legislation (2)
enforcement Level of regulatlpn Experts Ranking
costs for get acquainted assessment | score
and to be enforced (3)
Level of trust between .
Mutual Trust | subjects in the agricul- Experts Ranking
assessment | score
Respectful ture (4)
Informal Conflict level and cont-
Rules Good Manner radiction state within Experts Ranking
agriculture community | assessment score
()
No administ- | Level of unlawful pay- .
rative deadwe- | ments and embezzle- Experts | Ranking
ight ment (6) assessment |  score
Satisfaction degree .
from administrative Experts | Ranking
Good Wor- services (7) assessment | score
king Public
Sector Level of governmental
Supportive spendl'ng for ggrwulfrural
administration public administrating RCA Percent
(agri-governmental ex- method
penditure unto total go-
vernmental spending) (8)
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Effectlveness of contra- Experts Ranking
cting among agents in assessment |  score
agriculture (9)
Equality in the opportu- .
Good Wor- nities for development Experts Ranking
king Priva- of different organizati- | assessment
Sector . . ons forms (10) seore
te Sec Efficient Priva- -
te Sector Propensity to external
contracting (contractual | RCA met- | Ranking
work to total output) hod score
an
Accessible Level of entry and exit | Experts Ranking
market market costs (12) assessment score
Good ang p & | assessment |  score
Working ging (13)
Market Fair competi- Degr.ee of market orien-
: tation (farm use and RCA met-
tion ) Share
farmhouse consumption hod
unto total output (14)
Information awareness
of stakeholders and Experts Ranking
agents in agriculture | assessment | score
as)
Costs level for informa- .
High tion access of stakehol- Experts Ranking
Transpa- ders and agents (16) assessment seore
P Confident level — . -
rency of awareness Decision-making trans- | Experts Ranking
parency extent (17) assessment score
Symmetric between
decisions taken and Experts | Ranking
public expectations in | assessment | score
agriculture (18)
Plurality l'evel in d601§1- Experts Ranking
on —making process in
. assessment | score
agriculture (19)
Level O.f unaccep t.able Experts Ranking
lobbying impairing
Good In- - . . assessment | score
Participatory third parties (20)
volvement -
decision-ma- Scope of farm access
kin i i
g to publlc; agrlculturgl RCA met-
support (% farms with hod Percent

direct payment/all far-
ms) (21)
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Total spending of means
and efforts for dealing

cient) (31)

with other economic Experts Ranking
.. . | assessment | score
agents and administrati-
High return on in agriculture (22)
High Effi- Price rewarding potenti-
. . RCA met-
ciency al (price index outputs/ hod Index
price input index) (23)
Level of transaction
Low transacti- | costs in the agriculture | RCA met- Share
on costs (total farm overhead hod
costs/total input) (24)
Level of achieving own
Recogm'zed advantage on the ex- Experts Ranking
promotion | pense of others through
. assessment | score
model legal and illegal means
(25)
Recoenized Correctness and decen-
gnt cy in the business rela- | Experts | Ranking
Good Lea- promotion ; . .
. tionships in agriculture | assessment score
dership model
(26)
High compe- Degree of competency Experts Ranking
tenc and expertise of agents assessment | score
y in agriculture (27)
High compe- Entrepreneurship gblhtles Experts Ranking
tenc and level of self-impro- assessment |  score
y vement of agents (28)
Ethnical, reli- | Level of discrimination .
. . . . Experts Ranking
gious and bi- | on the ethnical, religious
. . assessment | score
gotry equity | and bigotry causes (29)
Fairness in the remune-
. Fair ration of employees in RCA met-
Equity and e agriculture (compensa- Share
L7 distribution | . hod
Solidarity tion of employees/factor
income) (30)
Balance in the public
Fair distribu- | support distribution in | RCA met- | Coeffi-
tion agriculture (Gini coeffi- hod cient
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People engagement in
Stable employ- | agriculture (share of | RCA met-
ment population employed in hod
agriculture) (32)
Significance of agri-
High GAV culture in the economy | RCA met-
agriculture | (GAV of agriculture per hod
capita) (33)
Importance of agricultu-
Competitive | re in the trade (agricul- | RCA met-
trade ture export/agricultural hod
import) (34)
Contribution of agricul-
ture to climate change
Resilient envi- | mitigation (% of green- | RCA met-
ronment house gases from agri- hod
culture in total GHG)
35)

Soil protection and
control of nitrogen
pollution (quantity of
nitrogen fertilizers use)
(36)

Percent

Euro

Index
High Sy-
nergy

Percent

RCA met-
hod

Resilient envi-

ronment Kg per ha

Source: Bachev & Ivanov, 2023.

Good Governance Indicators are quantitative and qualitative variables of dif-
ferent types which can be assessed in the specific conditions of the evaluated
system allowing measurement of compliance with a particular Aspect. The set
of Indicators provides a comprehensive picture of the state of individual compo-
nents of agrarian governance and the system as a whole. For the selection of the
Governance Indicators a number of criteria, broadly applied in the sustainability
assessment literature and practices, were used: “Relevance”, “Discriminatory
power”, “Analytical soundness”, “Intelligibility and synonymity”, “Measurabi-
lity”, “Governance and policy relevance”, and “Practical applicability” (Bacheyv,
Ivanov, & Sarov, 2020). For the specific conditions of Bulgarian agriculture 36
indicators have been selected by the Panel of Experts (Table 1.1).

For assessing the particular goodness level, a system of specific Good Go-
vernance Criteria (best norms, range, standards, practices, etc.) for each Indi-
cator are used. They are based on modern scientific research, European Union
practices and standards, existing social contracts, etc. in the Bulgarian agricul-

ture or in the evaluated subsystem of country’s agriculture. Good Governance
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Criteria are the practically possible desired levels for each Indicator for the
specific conditions of the evaluated agro-system. They assist the assessment
of agrarian governance giving guidance for achieving (maintaining, impro-
ving) the best feasible standards for the particular components and the overall
agrarian governance. Depending on the extent of the Criteria achievement the
evaluated agro-system could be with a “good”, “satisfactory” or “bad” gover-
nance. For instance, a higher or similar to the EU level correspond to good

governance for a particular indicator, and vice versa.

Assessment and analysis of compliance to the principles of good agrarian
governance are done for each indicator. Very often individual Indicators for
each Aspect and/or different Aspect and Principles of governance with unequ-
al, and frequently with controversial levels. That requires a transformation into
a “unitless” Governance Index and integration of estimates. Diverse quantita-
tive and qualitative levels for each indicator are transformed into a Governan-

ce Index applying an appropriate scale for each Indicator.

Initial assessment of the governance of Bulgarian agriculture was done is the
end of 2022 using data from statistical and other official sources as well as as-
sessments of an 8-member Panel of Experts including leading scholars, and rep-
resentatives of governmental and farmers organizations. The difference between
used two types of indicators is the estimation modes, as the later ones is based
on scores of Experts from a 5-level ranking scale (Very low, Low, Middle, High
and Very high). The assessment score of each indicator is determined by the de-
sired state derived from the principle aspects and indicator criteria interpretation,
which means that in some cases, “Very low” is equivalent of 0, whereas in other
cases might refer to 1. For the remaining indicators of governance, the Relative
Comparison Assessment Method is employed (Ivanov, 2022). The statistically
generated data are from different databases on macro and farm level, including
Eurostat, FADN database averaging for 3-year period (2018-2020) whole ex-
perts’ judgments is done having in mind the recent years.

The common criteria used in this assessment is the average EU level and
the medium EU situation. which is applied to provide the measurability and
comparability of the assessment scores. The Good governance reference valu-
es are the practically observed indicators values on the counterpart EU average
indicators. The later assist the assessment of agrarian governance giving gu-
idance for achieving (maintaining, improving) the best feasible standards for
the particular components and the overall agrarian governance.
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The Integral Governance Index is computed through weighting Principal sco-
re assessment based on the principle number and component count. The Integral
Governance Index of Bulgarian agriculture is represented by a qualitative score,
which ranges from 0 to 1 that might be converted into qualitative assessment.
For the purpose of this research are formulated five categories that Governance
Index implies: “very good’, “good”, ‘moderate”, “satisfactory” and “bad” gover-
nance. These qualifications are linked to: Index range 0,81-1 for a “Very Good”
governance; Index range 0.56-0,80 for a “Good” governance; Index range 0,46-
0,55 for a “Moderate” governance; 0,21-0,45 for a “Satisfactory” governance
and Index range less than 0,20 — referring to ‘Bad or Unsatisfactory” agrarian
governance. The governance assessment is oriented to the EU level, and therefore
the Moderate rate is with a shorter range (plus or minus 0,05 deviation from the
“average” EU value), while the extreme (Very Good or Bad) levels are kept in
the normal 0.2 range in the 5 level Governance scale. Detailed explanation and
justification of applied approach is done by Ivanov & Bachev (2023).

Initial approbation of the suggested framework has found out that the In-
tegral Governance Index of Bulgarian agriculture is at moderate level having
in mind the EU perspective. The highest performance is attained under the
principles of Equity and Solidarity and the Good Working Public Sector while
in terms of the Working Private Sector and the Stakeholders Involvements it
is the lowest (Figure 1.6).

Good Legislation
1

High Synergy 08 Respectiul Informal Rules

6

Good Working Public

Equity and Solidarity Sector

Good Working Private

Good Leadership Sector

High Efficiency Good Working Market

Good Involvement High Transparency

Figure 1.6. Level of Good Governance of Bulgarian Agriculture for Major

Principles

Source: Authors’ calculations
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Analysis of individual indicators demonstrates that the strongest points of
agrarian governance system in the country at the present stage of development
are: Level of governmental spending for agricultural public administrating
(agri-governmental expenditure unto total governmental spending), People
engagement in agriculture (share of population employed in agriculture), Le-
vel of discrimination on the ethnical, religious and bigotry causes, Effecti-
veness of contracting among agents in agriculture, Importance of agriculture
in the trade (agriculture export unto agricultural import), Degree of market
orientation (farm use and farmhouse consumption unto total output), Comp-
leteness of the legislation, Level of regulation costs for get acquainted and
to be enforced, and Correctness and decency in the business relationships in

agriculture (Figure 1.7).
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Figure 1.7. Level of Good Governance of Bulgarian Agriculture for Indi-
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Source: Authors’ calculations

At the same time, the weakest point of the governance system of Bulgarian
agriculture are identified as: Propensity to external contracting (contractual
work to total output), Equality in the opportunities for development of dif-
ferent organizations forms, Satisfaction degree from administrative services,
Scope of farm access to public agricultural support (percent of farms with di-
rect payment unto all farms), Level of trust between subjects in the agriculture,
Symmetric between decisions taken and public expectations in agriculture,
and Degree of competency and expertise of agents in agriculture. In all these
directions the efforts of responsible officials, farm and agribusiness managers,
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professional organizations, and other stakeholders have to be directed thou-
gh policies instruments, administration reforms, improvement of private and
collective management, international assistance, etc. in order to improve the

governance of agrarian sector in the country.

5. Conclusion

In this section, we have tried to prove that agrarian governance is a comp-
lex system that includes agrarian and related agents involved in management
decision-making; rules, forms and mechanisms that govern the behavior, ac-
tivities and relationships of agrarian agents; processes and activities related
to making governance decisions; a specific social order resulting from the
governing process and functioning of the system. Adapting the methodology
of the New Institutional Economics allows to better understand, analyze and
evaluate this complex system and its individual components. The analysis is to
include the individual elements for the system, different levels of governance
and the main functional areas of the farming, for each of which appropriate

quantitative or qualitative methods of the institutional approach are to be used.

This study also demonstrated that the (quantitative) assessment of the go-
vernance system of Bulgarian agriculture and the level of its compliance to the
principles of “Good governance” is possible. The latter is a “work in progress”
and further refinements are necessary in terms of perfection of the hierarchical
system of governance principles, aspects and indicators, its broader applica-
tion into analysis of the governance system in major subsectors of Bulgarian
agriculture (crop, livestock, etc.) and international comparisons between EU
countries, as well as in appropriate data collection, including through official

agri-statistics system.

Systematic theoretical and empirical research in this “new” field should be
expanded to better understand this complex category and refine approaches to
its economic analysis. For a better distinction and a more complete definition,
a wider use of the term Governance in languages like Bulgarian (where there is
no specific term to distinguish it from Management) is necessary, as is already

the practice both in scientific circles and in colloquial speech.



Section 2

Governance Efficiency of Agricultural Farms

1. Introduction

In recent years there have been renewed academic, business, and policies
debated about the efficiency of farms and agrarian organizations, the “future
of agriculture”, and prospects and contribution of different farming structures
(Bachev, 2010a; Davidova & Thomson, 2014; FAO, 2021; Hoppe, 2021; Ja-
mes, Klein, & Sykuta, 2011; Massey, Sykuta, & Pierce, 2020; Sykuta & Cook,
2001). Numerous publications have appeared suggesting the “right” appro-
aches for defining and evaluating the economic efficiency of farms as well
as multiple assessments of efficiency levels in different countries, subsectors,
types of farming organizations, ecosystems, etc. (Abdulai & Huffman, 2000;
Asfaw, Geta, & Mitiku, 2019; Chetroiu & Calin, 2013; Combary, 2017; De-
bebe, Haji, Goshu, & Edriss, 2015; Gaviglio, et al., 2021; Gunes & Guldal,
2019; Guth & Smedzik-Ambrozy, 2020; Habtamu, Lien, & Hardaker, 2018;
Hakim, Haryanto, & Sari, 2021; Skarzynska, 2019; Tesema, 2021; Maurice,
Adamu, & Joseph, 2015; Masterson, 2007; Masuku & Belete, 2014; Okoruwa,
Akindeinde, & Salimonu, 2009).

Despite the progression of the theory of economic organizations in the last
decades (Bachev, 2004; Furuboth & Richter, 2000; Ciaian, Pokrivcak, & Dra-
bik, 2009; James, Klein, & Sykuta, 2011; Sykuta & Cook, 2001; Williamson,
1996), the farm predominately is studied as a “production structure” and its
efficiency is assessed through traditional indicators for “technical”, “produc-
tion”, “factors”, “resources”, “accountancy” etc. productivity. Significant fa-
ctors affecting a farm’s efficiency, such as transaction costs and capacity for
adaptation to the market, institutional, technological, and natural environment,

have been ignored in the economic analysis. Consequently, many “‘strange”
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phenomena associated with farming evolution around the globe stay unexp-
lained such as: why in a particular country, subsector, and region there is a
huge variation in the levels of “economic” efficiency of farms; why for a long
period of time there exist so many highly sustainable farms with “unsatisfa-
ctory” (low) productivity and efficiency; why farming adjustments is often
associated with the transfer of resources management to “less efficient” (low
productive) structures; why there are farms/firms and diverse agrarian organi-
zations at all. In Bulgaria for instance, there has been enormous differentiation
in the factor’s productivity of individual farms, and holdings of different sizes,
juridical types, product specialization, and geographical locations (Koteva,
2014; Kopeva & Ivanova, 2008; Zaimova, 2011). Furthermore, the ongoing
restructuring of farming structures has been associated with the rapid transfer
of resources management into larger agro-firms and cooperatives, and a signi-
ficant decrease in the number of farms - one quarter in 2007 compared to 2003,
and 73% by 2020 compared to 2007 (MAFF, 2021).

The interdisciplinary New Institutional Economics is a rapidly evolving
methodology, which allows better understanding and assessing the efficiency
of diverse forms of farms and agrarian organizations (Bachev, 2004; Furu-
both & Richter, 2000; Mugwagwa, Bijman, & Trienekens, 2020; Sykuta &
Cook, 2001; Valentinov & Curtiss, 2005; Williamson, 1996). It studies farms
(not only as a production but) as a governance structure — as a form for the
organization (governing) of agrarian transactions and minimization of transa-
ction costs. In the last decades, in Bulgaria (Bachev, 2004, 2006, 2009, 2010b,
2016; Bachev & Nanseki, 2008; Bachev & Terziev, 2017, 2018; Bachev &
Tsuji, 2001; Georgiev, & Roycheva, 2017; Radeva, 2017; Terziev, et al., 2018;
Terziyska, 2016) and internationally (Ciaian, Pokrivcak, & Drabik, 2009; De-
mir, 2016; Foster & Rosenzweig, 2022; Huy et al., 2016; Massey, Sykuta, &
Pierce, 2020; Mack et al., 2019; Mugwagwa, Bijman, & Trienekens, 2020;
Westerink et al., 2017) there have been multiple studies incorporating this no-
vel framework into the analysis of various governing structures in agriculture:
different type of contractual arrangements, forms of farming organizations,
modes of public intervention, farms sustainability and competitiveness, envi-
ronmental and risk management, etc. In the majority of cases, the research on
governance efficiency of farms is at a “theoretical” level, while few empirical
studies focus on “critical factors” of transaction costs or their past (historical)
rather than the current (and future) level. A well-known reason for that is the
lack of any statistical, accountancy, farming, etc. data on diverse transacti-
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on costs, and diverse modes of governance in individual farms. In addition,
most of the absolute and comparative transaction costs associated with farm
governance are not easily identified, measured, or separate from traditional
“production costs”.

This section incorporates the achievements of the New Institutional Eco-
nomics and suggests a practical approach for assessing the level and factors of
governance efficiency of Bulgarian farms as a whole and of different juridical
types and operational sizes.

2. Methodology
2.1. Theoretical background

The New Institutional Economics studies farms and other economic orga-
nizations in agriculture as governing structures, and modes for minimization
of production and transaction costs, and for maximization of production and
transaction benefits (Bachev, 2010a; Bashev, 2012). It turns individual transa-
ctions into a basic unit of economic analysis, identifies alternative modes for
governing transactions and activity (market, contract, internal, collective, hyb-
rid, etc.), and assesses the efficiency of alternative (discrete) governance stru-
ctures in a comparative (mainly transaction costs minimizing) way (Bacheyv,
2004; Williamson, 1996). What is more, it has been proved that the efficient
boundaries (size) of a firm (an agricultural farm) is eventually determined by
the transaction costs minimizing reasoning rather than technological (produ-
ction costs) factors (Williamson, 1996). In Bulgaria for instance, there is no
case of a minimum size of a farm that is (pre)determined by a technological
factor e.g. a particular technology, technological non-separability, etc. Even an
individual animal (e.g. a cow) could be managed by two or more independent
farms (firms) — one feeding it, another milking it, the third selling out the milk,
the fourth taking care of the cow’s health and product safety, fifth raising cal-
ves, etc., and all transactions between involved agents governed through the
market (contracts). Similarly, the domination of large complex, and diversified
structures (agri-corporations, holdings, cooperatives, etc.), some reaching tens
of thousands of ha, could be hardly explained by the technological need to
explore the economy of scale and/or scope (Bachev, 2006, 2010b).

Modern farming is associated with significant transaction costs — for fin-
ding needed land, labor, finance, etc. resources and securing effective supply
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(searching suppliers, negotiating prices and terms of purchase, rent, or hiring,
contracting, enforcement and disputing contractual terms, protection of pro-
perty, etc.), for coalition and managing relations with other agents (finding
best partners, building partnership, formal registrations, coordination, cont-
rolling opportunism, organizational development, etc.), for marketing of farm
products and services (finding best prices and buyers, negotiating, contrac-
ting, payments of fees and commissions, unused output, etc.), for adaptation
to constantly changing market, institutional, technological, and natural envi-
ronment (studying and compliance with environmental, quality, safety, etc.
standards, finding and introducing innovations, participation in public support
programs, payments of bribes and fees, etc.).

Following Coase’s transaction costs economizing logic, the farm is con-
sidered efficient if it governs all its transactions and activity in the most eco-
nomical (equally or more efficient) way compared to other feasible organiza-
tion(s) - another farm(s), organization(s), public, hybrid, etc. modes (Bacheyv,
2004; Bashev, 2012). On the other hand, the farm is inefficient if it is: (1) over-
sized and carries costlier compared to another organization transactions and
activity; or (2) undersized and it does not internalize highly efficient compared
to another farm(s) or organization(s) transactions and activity. For instance, if
a crop farmer purchased an expensive combine (low costs of funding through
state support program) but have a high cost to supply needed farmland, labor
force, and/or selling excessive capacity (providing harvesting service and ren-
ting out the combine) to optimize factors of production, it is inefficient, and
vice versa. In addition, if the farm adaptation potential to permanently chan-
ging market, institutional, technological, and natural environment are good,
its governance (and overall) efficiency is high. That is because it overcomes
easily (low or no transacting costs) existing and other possible (future) transa-
cting difficulties in resources supply and marketing exploring fully production
(technological) possibilities and moving to the most effective state (size ad-
justment, alternative governance, etc.) (Bashev, 2012; Bachev, 2018). Alterna-
tely, if the adaptability of a farm is low it is not able to reach the equal or more
effective state/size of (resources supply, internal organization, and marketing
of output) transacting compared to another farm(s) and organization(s). There-
fore, its governance efficiency and productivity of factors are low.

Farmers and other agents use a great variety of mechanisms and modes

for governing their relations, transactions, and activity — free market (market
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prices and market competition), contract, internal (private order), collective
action (cooperation), hybrid (e.g. involvement in the public program), etc. If
all functional areas of farm governance (all relevant transactions and activity)
are associated with equal or fewer costs compared to the external governance
(e.g. another farm or organization), then the analyzed farm is efficient. Alter-
natively, if some or all of the functional areas of farm governance command
higher costs compared to another form of governance (another farm or organi-

zation), then the analyzed farm is inefficient.

“Rational” agrarian agents (farm entrepreneurs, suppliers of resources and
services, buyers of farm produce, etc.) tend to organize their relations (transacti-
ons) and activity through the most efficient mode(s) of governance (Williamson,
1996; Bachev, 2010b). One extreme is when a farm entrepreneur specializes
only in the management of farm transactions and organizes external supply of all
needed agrarian resources, buys all needed production operations (technological
activities) as services, and markets the entire output through the free market. For
instance, the manager practices short-term rent of land, buys all cultivation ser-
vices (plowing, fertilizing, plant protection, risk insurance, harvesting, transpor-
tation, etc.), and (spotlight) sells output at the wholesale market.

Another extreme is the close subsistence holding when a farmer uses only
owned land, labor, savings, does all production operations, and consumes the
entire output. Between these two extremes there are a great variety of forms for
governing farm transactions, activities, and resources (farm sizes and types)
aiming to explore technological possibilities (economy of scale and scope,
minimize production costs), economize on (market, contract, internal, coaliti-
on, etc.) transaction costs, and maximize production and transacting benefits
(income, market positioning, overcoming unilateral dependency, etc.). The ef-
ficient size and type of a particular farm will be determined by the comparative
efficiency of the organization of agrarian transactions, activity, and resources
in that farm in comparison to the organization of the same transactions, acti-
vity, and resources in another farm(s) or organization(s). That is the situation
when all transactions and activity in the farm and the sector are carried out
with minimum total (transaction and production) costs. On the other hand, if
the farm organizes its transactions, activity, and resources at higher costs com-
pared to another farm(s) or organization(s), then there will be a potential to
increase efficiency through transferring certain transactions, activities, and re-

sources to external governance (another farm, organization, free market, etc.).
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Unfortunately, described “logic” of economic efficiency of farms is theo-
retically easily justified but still very difficult to operationalize and practically
applied. However, assessment “difficulties” associated with the transaction
costs and governing modes is no excuse to overlook these important features
(the essence) of farm efficiency. This study just suggests one of the possible

ways (approach) to start dealing with that important economic problem.

2.2. Method and data

In Bulgaria, like in other countries around the globe, there are no availab-
le statistical or other data about the structure and level of transaction costs
in agriculture, nor about most of the dominant modes for governing agrarian
transactions (formal land lease and sell contracts, and formal labor contra-
cts being an exception). Furthermore, there have been no successful attempts
for mass collection of such data and evaluating (measuring) and comparing
directly the total costs of each individual transaction of the farms and other
agrarian organizations. The latter is quite difficult, too costly, or most often
practically impossible - e.g. separation of the transaction from pure “producti-
on” costs, simultaneous and/or interlinked organization of transactions, etc.).
That is further complicated by the high specificity depending on: the skills
(ability) of individual farm managers, multiple and interlinked characters of
governance, the unique conditions of farm production, exchange, and external
environment, etc. The same is true for the adaptation capability of individual
farms and other agrarian organizations which assessment is still a great chal-
lenge for economists.

In this study, another approach for assessing the comparative transaction
costs of farms is suggested and experimented with. First, instead of evaluating
transaction costs of each individual transaction, the transaction costs of each
class of farming transactions are assessed — these are related to effective supp-
ly and management of needed resources (land, labor, inputs, finance, innovati-
on), and marketing of produce and services (Figure 2.1). It is well known that
even the founding fathers of the New Institutional Economics (Coase & Wil-
liamson, 1996) evaluated alternative governance structures not in terms of an
individual transaction but for a type of transactions (e.g. outside transactionS
are internalized into a firm if they are associated with high asset specificity,
frequency, and uncertainty (Williamson, 1996).
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The aggregate assessment of all classes of transactions is not a shortcoming
of the applied method since if the governance of a particular transaction fails
but it is effectively replaced by another mode(s) of governance (e.g. a market
mode such as a bank loan is replaced with an inputs supply interlinked with
crediting), the effective governance of a particular resource, activity, etc. is
secured and overall efficiency achieved. What is more, each class of transac-
tions of farms usually comprises of a certain type or few types of transacting
— e.g. a labor hire contract, a short-term lease for land, a marketing contract
with a processor or standard sells on wholesale market, etc. Consequently, if
the governance of all major functional areas of the farm (class of transactions
and activity) is effective, then both the overall transaction costs of the farm and
the “combination of factors of production” (production costs) are optimized,
and vice versa.

Natural environment

Governing structu

Technological

environment environment

Owmners of resources (land, labor, capital)

Institutional environment

Figure 2.1. Factors of Governance Efficiency of the Farm

Source: Authors

Second, on the basis of multiple case studies, in-depth interviews with farm
managers, and expert assessments, “the best” (easily understood, measured,
and representative) quasi indicators for governance efficiency of farm tran-
sactions have been selected — namely “problems for effective organization of
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needed class of transactions and activity”. For instance, serious difficulties say
in the supply of needed labor or marketing (shortage, high costs, lack of long-
term commitment, competition with other producers and/or import, etc.) of a
particular farm means that another farm(s)/firm(s) or organization (s) govern
more effectively available resources (labor, etc.) than the analyzed farm.

Here correlation with the farm comparative transaction costs, production
costs, and adaptation potential are significant. Thus, “measurement” problems
are overcome through the assessment of relative costs for the organization of a
particular class of transactions in the analyzed farm compared to other possible
organizations (e.g. another farm, another organization, free market, etc.). There
is no other agent (e.g. researcher, expert, etc.) but the manager of each farm who
knows well (easily specified through learning by doing) the particular producti-
on and exchange conditions of his/her holding, including the amount of required
outside exchanges, farm’s needs for governing relations (coalition, contracting,
etc.) with other agents, internal needs for the combination of factors of produc-
tion, the severity of problems in the governance of inputs supply, internal orga-
nization, and marketing, opportunities and restrictions for the farm development

from evolving market, institutional, natural, etc. environment.

Necessary microdata for the assessment of efficiency of Bulgarian farms is
collected through a large scale survey of farm managers carried out with the
assistance of the National Agricultural Advisory Service and the major pro-
ducers’ organizations in the fall of 2020 and involving 319 managers of “ty-
pical” farms of different types, production specializations, and geographical
locations. The surveyed farm accounts for 0.42% of the registered agricultural
producers in the country and their structure approximately corresponds to the
real structure of the farms in Bulgaria.

Individual farm managers were asked about the “Nature of the problems
in the effective organization” for every major class of farm transactions for
securing needed factors of production and realization of output, including the
“Effective supply of necessary for the farm land and natural resources”, “Ef-
fective supply of necessary for the farm labor force”, “Effective supply of
necessary for the farm materials, equipment, and biological resources”, “Ef-
fective supply of necessary for the farm funding/finance”, “Effective supply
of necessary for the farm services”, “Effective supply of necessary for the
farm innovations and know-how”, and “Effective marketing and utilization
of farm products and services”. The keywords here are effective and needed
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for the farm, which implies that both production and governance efficiency is
achieved — the necessary for the farm resources supplied, the combination of
the factors of production optimized (production costs minimized and output
maximized), all products utilized or sold, all possible adaptation made, associ-

ated transacting costs minimized and transacting benefits maximized.

The surveyed managers are asked to evaluate the extent of the problems for
the effective organization of each class of transactions in their particular farm as
“Significant”, “Normal” or “Insignificant”. The “Significant” problems in the
effective organization of a particular type of “necessary for the farm” transacti-
ons indicate that (a) the specific inputs supply, and/or combination of the factors
of production, and/or the marketing and utilization of output is not carried out or
governed at the effective scale (e.g. under or distracted supply of needed resour-
ces, not optimized factors of production and technology, unsold or unutilized
produce, etc.); and/or (b) it is organized more costly (inefficiently) comparing to
other possible organization (e.g. another farm or organization). In either case, it
means high transaction costs and low (non) efficient governance. Accordingly,
the “Normal” problems correspond to normal transaction costs and good gover-
nance efficiency, while the “Insignificant” problems are a quasi-indicator for the
low transaction costs and high governance efficiency.

Furthermore, the classification as Significant also indicates that the farm
adaptability is low since neither adequate adaptation has been made nor furt-
her adaptation is possible to achieve the state of farm efficiency. Consequ-
ently, the evaluated farm governance efficiency is considered to be low and it
will unlikely sustain in a long term independently from the registered actual
level of factors productivity in that holding (e.g. high, normal or low level of
“technical” productivity of labor, land, etc., “profitability” of costs and capital,
etc.). Such a farm does not have the adequate potential for adaptation to get
to the effective state of organization of (all of its) transactions exploring the
existing potential to increase efficiency and carry all transactions in the most
effective way (equal or better than other farm or organization). That farm is in-
capable to change the governing modes (e.g. direct marketing with long-term
sales or interlinked contract) or otherwise optimize transactions (for instance,
replacing one type of transaction and resource with another type like in the
case of labor with services or mechanization), or reduce farm size and the
overall size of governed transactions, activities and resources (e.g. stop using

services or certain inputs).
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Thus it is not efficient in governing transactions, activity, and resources,
and likely cease to exist in near future due to failure, takeover, merger, or
another type of organizational modernization (restructuring, changing into the
firm mode or corporation type, vertical integration, cooperation, etc.). Simi-
larly, “Normal” and “Insignificant” problems correspond to the good and high

governance efficiency of the farm.

Therefore, the assessment of governance efficiency of farms is made dire-
ctly without specifying highly diverse governing modes for every individual
transaction and type (class) of transactions in every particular farm, nor the

absolute level of transaction costs and farm’s adaptation potential.

Next, the qualitative assessments of the managers for the governance of a
major class of transactions were transformed into quantitative values, as the
Insignificant was assessed with 1, the Normal with 0.5, and the Significant
with 0. The latter quantification gives a precise idea about efficiency and its
levels distinguishes clearly the inefficient (0) from the good (0.5) and highly
(1) efficient governance.

For each of the agricultural holdings, an Integral Governance Efficiency
Index is calculated by multiplying the quantitative value for each type of tran-
saction. The Index of Governance Efficiency of farms as a whole and farms
of different types (specialization, location, etc.) were obtained as an arithme-
tic average from the individual indices of the constituent holdings. In order
to determine the level of Farm Governance (and the overall) Efficiency, the
following benchmarks were used: Low — 0 (one or more major classes of tran-
sactions are governed inefficiently), Good — bigger than 0 to 0.094 (less than
a half of all major class of farm transactions are with Insignificant problems),
and High - 0.095 to 1 (more than a half of all major class of farm transactions
are with Insignificant problems).

For assessing the Production Efficiency of individual holdings traditional
indicators for Labour Productivity and Profitability are used as levels close
to the average for the sector are classified as Good, while these significantly
above or below the average as High and Low accordingly.

The “Subjectivity” of farm managers’ first-hand assessments incorporated
in the suggested novel approach is not a big issue since: there is no other data
available or source more reliable; there is a big number of surveyed farms

which give quite a precise aggregate picture for the performance of farms
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as a whole and farms with different type and location. What is more, for the
evaluation of real-life efficiency the subjective assessments of farm managers
are useful since most of the factors of transaction costs, governance choice,
production output, etc. depend on the personal characteristics of the managers
such as stills, knowledge, experiences, perception, preferences, etc. (there are
good managers, and there are bad managers). Besides, it is important not to
“measure” precisely the level of transaction costs but to determine the level of
efficiency, identify critical factors compromising it, and suggest practical tools
for assisting farm management and public policies for improving the sustaina-
bility of farms of different type and location.

3. Levels of Governance Efficiency of Bulgarian Farms

This study has found that the Governance Efficiency of Bulgarian farms is
at a Good level (Figure 2.2). Nevertheless, the Integral Index of Governance
Efficiency of the sector is relatively low (0.017). The latter is a consequence of
the fact that only 32% of the Bulgarian farms are with a Good level of gover-
nance efficiency, and merely 5% with a High one (Figure 2.3). Just above 60%
of all the farms in the country are with unsatisfactory (Low) level of governan-
ce efficiency. Therefore, a significant part of the agricultural holdings in the
country will likely disappear shortly due to the low efficiency and adaptability.
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Figure 2.2. Level of Governance Efficiency of Farms of Different Juridical
Dypes and Sizes in Bulgaria

Source: Authors’ calculation



GOVERNANCE IN AGRICULTURAL MARKETS,
52| ORGANIZATIONS AND DEVELOPMENT

100%
90%

T0%

50%

30%

20%
10%

Governance Efficency Labor Produ ctivity Profitability

Hlow B Good MHigh

Figure 2.3. Share of Farms with Different Levels of Governance Efficien-
¢y, Labor Productivity and Profitability in Bulgaria

Source: Authors’ calculation

The discrepancy in the precision of the applied framework with the tra-
ditional “production function” approach and indicators for farm efficiency,
like Labour Productivity and Profitability, is quite big (Figure 2.3). The
latter assessment is very misleading and shows a substantial proportion of
farms with superior (Good or High) levels of efficiency — 78% and 75%
accordingly. Therefore, it does not give a good insight to decision-makers
about the real efficiency and sustainability of farms (particularly for the
those with good and low levels) and has to be used cautiously in the eco-

nomic analysis.

The major factors for the inferior overall governance efficiency of Bul-
garian farms are the Low levels of efficiency in the Supply of Necessary
Labour Force, the Supply of Necessary Innovations and Know-how, and the
Supply of Necessary Funding, prevailing for 30%, 27%, and 21% of all agri-
cultural holdings in the country (Figure 2.4). At the same time, the factors
mostly contributing to increasing the overall efficiency level are the Good
or High efficiency in the organization of the Supply of Necessary Services,
Land and Natural Resources, and Materials, Equipment, and Biological Re-

sources.



Hrabrin BACHEYV - Bozhidar IVANOV - Bilal KARGI - Bekir Cihan UCKAC |53

Marketing and utilisation of products and services
Supply of necessary innovations and know-how
Supply of necessary services
Supply of necessary funding
Supply of necessary materials, equipment and biological .

Supply of necessary labor force

Supply of necessary land and natural resources

[=1

0 20 30 40 50 60 70 B0 S50 100

mlow mGood mHigh

Figure 2.4. Share of Bulgarian Farms with Different Levels of Governance
Efficiency in Organisation of Major Transactions and Activity (Percent)

Source: Authors’ calculation

There is a great variation in the level of governance efficiency among the
farms with different juridical types and operational sizes (Figure 2.2). With the
highest governance efficiency are the Sole Traders and the enterprises with a
large size for the sector. At the same time, the level of governance efficiency
of the corporative and cooperative farms and “semi-market” (predominately
subsistence) holdings is lower than the sector’s average.

The share of all commercial farms with a low level of governance effi-
ciency is substantial with the exception of the Cooperatives among which all
are with good governance efficiency (Figure 2.5). Subsistence farms with low
and good governance efficiency levels are equally distributed. The biggest
number of farms with a high governance efficiency is among Sole Traders and
large-scale operators. These figures give new insights on the extent and dire-
ctions of likely prospects for the process of further restructuring of Bulgarian
farms and transfer of management of resources and activities from farms with
low efficiency (mostly small size and unregistered holdings) to more efficient
enterprises (mostly large-size business farms and cooperatives).
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Figure 2.5. Share of Farms of Different Juridical Types and Sizes with
Different Levels of Governance Efficiency in Bulgaria

Source: Authors’ calculation

This analysis let also identify specific factors responsible for the low go-
vernance efficiency of different type of Bulgarian farms (Figure 2.6). The
significant difficulties (the high transaction costs) in the supply of needed la-
bor, finance and innovation, and in the marketing of output, is critical for the
maintaining efficiency of a significant number of Physical Persons. For the
good proportion of the Sole Traders, the most important factors restricting
efficiency are the high transaction costs for the supply of needed land and
natural resources, funding, and innovations and know-how. For the majority
of corporations, the critical factors are an inefficiency in the supply of needed
labor force, materials, equipment, and biological resources, and financing. Si-
milarly, low efficiency in the supply of necessary labor is most important for
the small and middle-size holdings, the serious difficulties in the supply of
need finance for subsistence and small scale holdings, an insufficient supply
of innovations and know-how for the good number of smaller-scale operators,
and the marketing difficulties for a great segment of all size farms. All these
figures give some good insights on the critical factors restricting efficiency
and development (enlargement, modernization) of different types of Bulgarian
farms and are useful for designing management strategies and policies support
for different types of farming enterprises.
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Figure 2.6. Share of Bulgarian Farms of Different Juridical Types and Si-
zes with Significant Problems in Efficient Organisation of Major Transactions
and Activity (Percent)

Source: Authors’ calculation

4. Factors of Governance Efficiency of Bulgarian Farms

The study of governance efficiency of Bulgarian farms let identify the cri-
tical personal, market, institutional, technological, environmental, etc. factors
responsible for its state and evolution.

For the greatest majority of the managers of Bulgarian farms with a good
governance efficiency, there are a big variety of market, internal, external,
institutional, and personal factors contributing to the increasing their com-
petitiveness (Figure 2.7). These kinds of enterprises are with good efficiency
and adaptability and use (look for) all internal and external opportunities for
ameliorating their governance (and overall) efficiency to the highest level.

At the same time, for a few farms with a high governance efficiency, there
are significant internal and external factors for increasing their competitive-
ness. That is because they have already adapted to the most efficient state
exploring fully transacting and production possibilities, and there are no addi-
tional factors (potential) for increasing the status quo.

On the other hand, for the considerable farms with a low governance effi-
ciency the most critical factors for improving their inferior competitiveness le-
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vels are Available information, Access to knowledge, advice, and counseling,
Direct state subsidies received, and Participation in state support programs,
while their insufficient adaptability to Market conditions (supply and demand,
prices, competition) is important for the low governance efficiency level.
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Figure 2.7. Factors contributing the most to increasing the competitive-
ness of Bulgarian farms (percent)

Source: Authors’ calculation

Similarly, merely a few managers of farms with a high governance effi-
ciency indicate there are policy instruments that could further increase their
efficiency level (Figure 2.8). That is a result of the fact that all adaptation to
policies support and regulation has been effectively made and maximum effi-
ciency level successfully reached.
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Simultaneously, for a great portion of farms with a good governance ef-
ficiency, all policies instruments are important, since they are in the process
of adaptation and full exploration of institutional (support, regulatory, etc.)
possibilities for increasing efficacy.

On the other hand, according to the good portion of managers of farms with
a low governance efficiency only policy factors able to improve their inferior
competitiveness levels are Direct subsidies per unit of land area (Area based
payments), National payments (tops ups) for products, animals, etc., Professi-
onal training and advice, Support for Modernization of agricultural holdings,
and Support for small and medium farms.

All these critical factors have to be taken into account in the process of
modernization of public support policies for increasing the efficiency, sustai-
nability, and competitiveness of Bulgarian farms.

Lecal developrrant strateges

Renowation and d evek af set

Sarvices for the ural population

Promotion of kourism activties

Support for creation and developmaent of micro-.

Dibwercification with mon-agrioutbural sctivithes

Affcrestafion and restoration of fore st potenitial

Support for crganic Brming

Agri-emvirc I pay
Hatu ra 2 000 pay ts
o ll oo N non-mo =TT,
Pay it= for miaturall oo In maowntain area
Setting up producer ¢ O

Support for small and meed um farms

Aid ing walue to agrioutural and forestey produ as

B dernization of agriouural holdings

Supporting young farme ' farms

Praofes shonal training and advics

(GinEsE i [T et
Hartkonall payments for products, animals, eic.
Direct subsidies per unk land area

Man datory standands, nonms, rules, restriciion s

e

Stake and Europsan instruments

=]

o ® 30 a0 50 B0 7O B0 S0 100

H High EGood B Low
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Not surprisingly only a few farms with a high level of governance effi-
ciency are planning some size, organizational, technological, etc. changes in
the near future (Figure 2.9). That is a consequence of the fact that these types
of enterprises have reached a high-efficiency level optimizing production and
transaction factors, and need no further adaptation to improve their governan-

ce and overall efficiency.

On the other hand, most of the farms with a good level of governance
efficiency are planning certain size, organizational, technological, etc. ad-
justments and modernization in the near future. The efficiency and adap-
tation capability of that group of farms is good but still, there is some
room (potential) for increasing efficiency of production and/or transaction

factors.

In order to reach the high efficiency (equilibrium) state, the farm managers
are designing certain appropriate for their specific conditions changes in ope-
rational size, products structures, technologies, governance of relations with

other agents, etc.

Finally, only a few farms with a low level of governance efficiency are
planning some radical changes in organizational, production, technological,
etc. structure due to inferior efficiency and adaptability. Nevertheless, almost
one-third of farm managers are planning to expand farm size in the near future
trying to explore transacting and technological opportunities and improving

their governance (and overall) efficiency.
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Figure 2.9. Intentions of farm managers related to holdings development

in the near future (percent)

Source: Authors’ calculation

As far as the nature of the impact on farm efficiency and competitiveness

from the “introduction of the innovative business model of management” me-

rely 22% of Bulgarian farms expect a significant effect (Figure 2.10). What is

more, almost 23% of all farm managers are not able to assess the likely impact

of their holding from such organizational innovation.
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business model of management is introduced? (percent)

Source: Survey with farm managers

There is considerable differentiation in the perception of the farmers about
the opportunities from the introduction of innovative models of management
depending on the governance efficiency of their farms. Among farms with a
good governance efficiency, 84.5% believe that introducing an innovative bu-
siness model in the management will increase competitiveness Significantly.
It demonstrates that farms with good governance efficiency and adaptability
see a great potential to increase competitiveness and are capable to explore it.

At the same time, among farms with low and high governance efficiency,
the share of farms foreseeing a “significant” improvement in competitiveness
associated with the introduction of an innovative management model is rela-
tedly small — 14.8% and 1.6% accordingly. For the former group, the majo-
rity of farmers do not know or see the only limited possibility of improving
the governance (and overall) efficiency, because of the low farms’ capability
for effective adaptation to higher efficiency levels. For the latter group, all
feasible managerial innovations that could increase efficiency have been alre-
ady successfully introduced, all possible adaptation to explore economies on
production and transaction costs made, and there is no available innovation in

management that contributes to enhance (the high) efficiency.
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5. Evolution of the Governance Efficiency of Bulgarian Farms

There is no systemic and representative data for comparing the evolution
of governance efficiency of Bulgarian farms. However, there are comparable
2016 data for 190 “typical” farms collected to assess the Governance sustai-
nability of the country’s agricultural holdings (Bachev, 2018). For obvious re-
asons, the sample of surveyed farms is smaller and not identical, and a certain
(good) number of the interviewed 2016 holdings most likely were not existing
in 2020 (e.g. the low efficient and sustainable ones). Nevertheless, the applied
approach for the assessment of farm efficiency is the same, and the estimates
of its levels give some insights into the evolution of governance efficiency

during that period.

In 2016 the governance efficiency of Bulgarian farms was at a good level.
However, the Index of Farm Efficiency was much lower than the 2020 level
—namely 0.006 against the late one of 0.017. Thus there has been progressive
evolution (an increase) in the governance efficiency of Bulgarian farms, as a
result of effective adaptation and restructuring of holdings. That finding is in
line with the statistical data about the evolution of agricultural holdings in the
country during the same period (MAFF, 2021).

The share of low efficient farms in 2016 was much smaller than in 2020,
the portion of farms with good efficiency was significantly higher, while
those with superior efficiency were approximately similar (Figure 2.11). Du-
ring the analyzed period the share of farms with low efficiency rose almost
38%, while those with good and high efficiency declined by 37% and 8%
accordingly. Consequently, the share of efficient farms (with good and high
governance efficiency) was reduced by almost two-thirds. Therefore, there is
a deterioration of the governance efficiency of a large number of Bulgarian
farms due to the high transaction and production deficiency and low adap-
tability to rapidly changing market, institutional, technological and natural

environment.
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Figure 2.11. Share of Farms with Different Levels of Governance Efficien-
cy in Bulgaria in 2016 and 2020 (percent)

Source: Authors’ calculation

Presented attempt to assess the governance efficiency of Bulgarian far-
ms confirms some “well-known” things about the economic efficiency of the
country’s farms as well as shed new light on the most critical factors of “real”
efficiency and sustainability of analyzed individual farms, and farms of diffe-
rent type and locations. Particularly, it highlighted important prospects related
to the speed, factors, and direction of contemporary restructuring of farming
organizations in the country. This first-in-kind “quantitative” assessment of
the governance efficiency also has confirmed the results of previous qualitati-
ve analyses on the governance efficiency of the country’s agricultural holdings
in general and different types (Bachev, 2010b; Bachev, 2018; Bashev, 2012).
Lastly, this assessment has proved that the specific efficiency of an individual
farm is determined by a spectrum of specific (personal, production, organiza-
tional, management, market, ecological, etc.) factors resulting in big variation
in efficiency levels in each particular group (juridical type, size, specializati-
on, etc.), all of which have to be carefully identified and analyzed. Therefore,
“theoretical” approval or rejection of one or another mode or form of gover-
nance or farming organization is not justified.

This approach is just an attempt to assess “fully” the economic efficiency
of Bulgarian farms and has to be further tested and improved. In addition, the
comprehensive evaluation of the overall efficiency of farms of a different type
is to includes the social and environmental dimensions.
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6. Conclusion

This study has proved that the proper assessment of the economic effi-
ciency of the farm requires a new approach and analyzing it as one of the
alternative governance structures for agrarian transactions. Moreover, it has
demonstrated that it is possible to make a comprehensive quantitative assess-
ment of the level of governance efficiency of individual farms and farms of a
different types. Furthermore, the suggested approach let not only “measure”
the governance efficiency, but detect the critical micro-economic factors com-
promising it in different types of farms. Consequently, more realistic prospects
of (juridical, size, specialization, geographical, etc.) restructuring and further
development of Bulgarian farms have been presented. In addition, this appro-
ach could assist significantly improvement of farms’ management strategies
and public support interventions and has to supplement traditional analysis of
production efficiency of farms of a different type.

The study has found out the governance, and thus the overall, efficiency of
Bulgarian farms is at a good level with a significant variation in the efficiency
of farms of different juridical types, sizes, specializations, geographical and
ecological locations. The main factors leading to inferior governance efficien-
cy of Bulgarian farms are quite specific but mostly associated with the low
levels of efficiency for the organization of supply of necessary labor, innova-
tions and know-how, and funding. Furthermore, a considerable proportion of
the Bulgarian farms are with a low level of governance and overall efficiency,
and most likely will cease to exist in the near future. The result of that as-
sessment is different from dominating analysis in the area based solely on the
“production function” approach and traditional indicators for the productivity
of labor, land, and capital.

The presented and experimented “new” approach has to be further refined
and incorporated into the assessment process of the real economic efficiency
of the farms in general and of a different type. Such assessments, however,
require a novel type of farming micro-economic data currently unavailable
from traditional statistical and other sources. In the future, quantitative evalu-
ations have to supplement more broadly dominating qualitative assessments in
this important area, and use widely in academic studies and farm management
practices. Besides, the evaluations of farms governance efficiency have to be
made regularly to detect likely changes in the efficiency and longer-term dy-
namics. Hopefully, similar studies will appear in other countries as well and
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allow more precise estimates of the comparative economic efficiency of farms

on broader international scales.

Having in mind the big academic, policy, and farm management importan-
ce, the suggested framework has to be further improved and widely applied in
the economic analysis at various levels. Adequacy and representatives of these
kinds of assessments could be significantly improved, including internatio-
nally, if the “production-oriented” agro-statistical information system in the
country and EU, was greatly modernized and included data about modes and

factors of farming governance and transaction costs.



Section 3

Governance Dimensions of Farm Competitivenes

1. Introduction

The issues related to proper assessments of the competitiveness of agricul-
tural farms in general and of different type and locations has been among the
most topical for academicians, agro-business managers, interests-groups, ad-
ministrators, politicians, international organizations, and public at large (Fal-
ciola & Rollo, 2020; Dresch et al., 2018; Westeren, et al., 2020; Wisenthige
& Guoping, 2016). Furthermore, increasing the viability and competitiveness
of agriculture and farms has been also identified as one of the strategic policy
objectives of the EU in the current programming period of 2021-2027 CAP
implementation (EU, 2018).

In other countries there have been multiple publications on the competiti-
veness of farms of different sizes (Alam et al., 2020; Berti & Mulligan, 2016;
Latrufte, 2010, 2013; Lundy, ef al., 2010; Mmari, 2015; Ngenoh et al., 2019;
Ortowska, 2019), agricultural industries and subsectors (Alam et al., 2020; Ben-
son, 2007; FAO, 2010; Jansik & Irz, 2015; Kleinhanss, 2020; Marques et al.,
2011; Marques, 2015; Nivievskyi, et al., 2011; Ngenoh et al., 2019; Oktariani,
Daryanto, & Fahmi, 2016; Zigtara & Adamski, 2018), farming and agri-food-c-
hain systems (Marques, 2015; Ortowska, 2019), regions (Marques et al., 2011;
Nowak, 2016; Lundy, ef al., 2010; Ngenoh et al., 2019), organifactors for farm
competitiveness enhancments (Berti & Mulligan, 2016; Mmari, 2015; Ngenoh
et al., 2019; Oktariani, Daryanto, & Fahmi, 2016; OECD, 2011), etc. Likewise,
in Bulgaria, there have been numerous publications on levels and factors of farm
competitiveness (Andonov, 2013; Alexiev, 2012; Borisov, 2007; Bashev, 2010,
2011, 2017; Ivanov et al., 2020; Koteva & Bashev, 2010, 2021; Koteva, 2016;
Koteva et al., 2018; Slavova et al., 2011; Bachev, 2010).
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The competitiveness of farms is usually assessed through traditional in-
dicators of technical and accountancy efficiency, the productivity of fac-
tors of production, the profitability of activity, farms’ market position and
shares, etc. and predominately based on macro (aggregate) statistical data.
A systematic approach for defining competitiveness and formulating its pil-
lars, principles, criteria, and indicators has been rarely implemented. What
is more, the critical governance aspects of farm competitiveness, requiring
first-hand farm micro-data, have been largely ignored by most of the assess-

ment frameworks.

A novel comprehensive approach for assessing the competitiveness taking
into account production, financial and governance aspects of farms (“com-
petitive”) potential was suggested, operationalized, experimented and gradu-
ally improved in the last decade (bames u Koresa, 2021; bames X. u mp.,
2022; Koresa u bames, 2011; Koresa, 2016; Koresa u 1p.,2021; Bachev 2010;
Bachev, Ivanov, Sarov, 2020; Bachev & Koteva, 2021). In recent years, that
new approach has been applied for the assessment of competitiveness levels
of Bulgarian farms in general and farms with different specialization using
both macro (agro-statistical) and micro (survey) economic data (Kotesa,
AmnactacoBa-Yonesa, bamies, 2021; bames X. u ap., 2022; Bachev & Koteva,
2021). The later evaluations have shown similar results and found that the
overall competitiveness of Bulgarian farms is at a good level with great varia-
tions for holdings with different product specializations (Koresa, Anacracopa-
Yomnera, bames, 2021; Bachev & Koteva, 2021). Furthermore, a significant
share of all agricultural farms in the country are not competitive and most
likely cease to exist in the near future.

There are no comprehensive assessments of the competitiveness of Bul-
garian farms of different juridical types, economic sizes, and ecological and
geographical locations at the current stage of development and EU CAP
implementation. Neither there are studies for revealing the specific relations
between the legal, operational, specialization, and territorial dimensions of

farm competitiveness in the country.

The goal of this section is to fill the existing gap, incorporate a holistic
multipillars framework, and assess the levels of and correlations between the
competitiveness of Bulgarian farms of different juridical types, economic si-
zes, product specialization, and ecological and geographical locations.



Hrabrin BACHEYV - Bozhidar IVANOYV - Bilal KARGI - Bekir Cihan UCKAC |67

2. Methods and data

In this study a comprehensive and holistic framework for assessing the
competitiveness of Bulgarian farms is incorporated, presented and justified in
detail in previous publications (bames u ap., 2022; Bachev & Koteva, 2021).
According to the suggested more adequate understanding, the competitiveness
of a farm means the capability (governance and production potential) of an
agricultural holding to maintain sustainable competitive positions on (certain)
market(s), leading to high economic performance through continuous impro-
vement and adaptation to changing market, natural and institutional environ-
ment (Koresa u np., 2021).

The main “pillars” of farm competitiveness are Economic efficiency (Pro-
duction Pillar), Financial endowment (Financial Pillar), Adaptability and Sus-
tainability (Governance Pillar) (Figure 3.1). Subsequently, Good competiti-
veness refers to the state in which a farm (1) produces and sells its products
and services efficiently on the market, (2) manages its financing efficiently,
(3) is adaptable to the constantly evolving market, institutional and natural
environment, and (4) is sustainable in time. On the other hand, a low or lack
of competitiveness means that the farm has serious problems in efficient fi-
nancing, production and sale of products due to high production and/or tran-
saction costs, inability to adapt to evolving environmental conditions and/or
insufficient sustainability over time. For assessing the level of competitiveness
of Bulgarian farms, a system of 4 criteria for each Pillar and 17 particular and

5 integral indicators are used (Figure 3.1).
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Figure 3.1. Framework for Assessing Completeness of Bulgarian Farms

Source: Authors

The assessment of the competitiveness level of Bulgarian farms is based on
first-hand (survey) micro data collected in 2020 from the managers of 319 “ty-
pical” farms of different juridical types, economic sizes, production specializa-
tions, and ecological and geographical locations. The primary information was
collected by the National Agricultural Advisory Service and major Agricultural
Producers Organizations, and the structure of the surveyed farms approximately
corresponds to the real structure of the farms in the country. A summary of the
characteristics of surveyed agricultural holdings is presented in Table 3.1.
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Table 3.1. General characteristics of surveyed farms in Bulgaria (%)

Juridical type, Share in Ecological and Ge- | Share
Economic size total num- | ographical in total

ber, % region number, %
Physical Persons 94.30 Plain regions 58.31
Sole traders Mountainous and

Semi-mountainous

2.22 regions 21.94
Cooperatives With lands in protec-

0.63 ted areas 7.84
Corporations Northwest region of

2.22 country 17.87
Associations North-central region

0.63 of country 16.93
Mainly for subsistence North-East region of

6.49 country 16.61
Small size for the sector Southwestern region

61.69 of country 12.85
Average size for sector South-central region

29.87 of country 17.87
Big size for the sector South-East region of

1.95 country 17.87
Total number 319 100

Source: survey with agricultural producers, 2020.

During the survey, the farm managers were given possibilities to select
one of the three levels (Low, Good, or High), which most closely corresponds
to the condition of their holding for each indicator of the four competitive-
ness criteria. After that, the qualitative evaluations of the farm managers were
transformed into quantitative values, as the High levels were valued 1, the
Intermediate ones 0.5, and the Lows ones 0. Following that, for each of the
surveyed farms, an Integral Competitiveness Index is calculated for individual
criteria and as a whole, as arithmetic averages. The competitiveness indices of
the farms with different types (legal status, size, region, product specialization,
etc.) were calculated as an arithmetic average from the individual indices of
the constituent farms in a particular group. For assessing the overall level of
farm competitiveness, the following benchmarks, suggested by the leading
experts in the area, are applied: High competitiveness level 0.51-1, Good com-
petitiveness level 0.34-0.5, and Low competitiveness level 0-0.32.



GOVERNANCE IN AGRICULTURAL MARKETS,
70 | ORGANIZATIONS AND DEVELOPMENT

3. Level of competitiveness of farms of different juridical type

There is considerable variation in the level of competitiveness of agricul-
tural holdings of different legal types (Figure 3.2). With the highest competiti-
veness are cooperatives (0.64), and corporations and associations (0.53). The
level of competitiveness of sole traders is good (0.44) and above the industry
average (0.4). The lowest is the competitiveness of physical persons, which is
at a good level (0.39), but below the industry average. This means that the cur-
rent trend of transfer of agrarian resources and activity from the less competi-
tive farms of physical persons to cooperative, corporate and firm management
with higher competitive advantages will continue.
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Figure 3.2. Competitiveness of agricultural holdings of different types in
Bulgaria

Source: Authors’ calculations.

All of the surveyed cooperatives, corporations and associations have a
good or high level of competitiveness, including every cooperative farm (Fi-
gure 3.3). The share of sole trader with good and high competitiveness is also
significant. At the same time, almost 37% of all physical persons have low
competitiveness. Moreover, only 48.7% of physical persons have a level of
competitiveness above the national average, and almost one in two with com-
petitiveness below the average for the group of physical persons (Figure 3.4).
Along with this, the share of cooperatives, corporations and associations, and
sole traders with competitiveness above the idustry average is significant.
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Source: Authors’ calculations.

This means that a significant part of the farms of physical persons will
cease to exist in the near future, if measures are not taken in a due time to

increase competitiveness by improving the management and restructuring of
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farms, adequate state support, etc. as a result of weak competitive positions,
bankruptcies, transformation into companies and partnerships, acquisition by
more efficient structures, etc.

Two-thirds of corporations and associations also have below-average le-
vels of competitiveness for this group, indicating a need for modernization to
“align” with corporate governance and competition standards.

The analysis of the individual aspects of the competitiveness of farms with
different legal types shows that (relatively) low economic efficiency to the
greatest extent contributes to the deterioration of the competitiveness of phy-
sical persons and sole traders, the low financial security of physical persons,
the low sustainability of cooperatives, and the low adaptability of corporati-
ons and associations (Figure 3.5).At the same time, high economic efficiency
conditions the strong competitive positions of cooperatives, corporations and
associations, and the high sustainability of sole traders.
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Figure 3.5. Level of competitiveness of Bulgarian farms with different juri-
dical types and sizes according to basic competitiveness criteria

Source: Authors’ calculations.

Cooperative and corporate farms have the highest financial security and
potential for adaptation to changes in the market, institutional and natural en-
vironment, and cooperatives and sole traders have the highest sustainability.
Good sustainability also contributes to the greatest extent to maintaining the
competitiveness of physical persons in the country.
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Most of the indicators of competitiveness of the farms of physical persons
have values lower than the average for the country (Figure 3.6). In terms of
adaptability to the natural environment, supply of land and natural resources,
labor force, finance and services, the competitiveness of physical persons is
like the sectoral average. Only in terms of supply of materials and equipment,
these farms have competitive advantages compared to farms in the country.

Physical Persons Sole Traders
1 1
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Figure 3.6. Competitiveness indicators* of agricultural holdings of diffe-

rent juridical types in Bulgaria (ved line — average for agriculture)

* 1 — Labor Productivity; 2 -Land Productivity; 3 - Profitability; 4 - In-
come; 5 - Profitability of own capital; 6 — Liquidity; 7 - Financial autonomy;
8 - Adaptability to the market environment; 9 - Adaptability of the institutional
environment; 10 - Adaptability of the natural environment; 11 - Supply of land
and natural resources; 12 - Labor supply; 13 — Inputs supply; 14 — Finance
supply; 15 — Services supply; 16 — Innovations supply; 17 — Utilization and
marketing of produce and services

Source: Author‘s calculations.
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The competitiveness of sole traders is supported by (better) good liqui-
dity, profitability, and financial security, adaptability to the market and ins-
titutional environment, and advantages in terms of supply of services and
innovations, and in the realization of production and services. Moreover, in
terms of the supply of workforce and inputs, these holdings are superior to
other legal types. The main factors for lowering the competitiveness of sole
traders are relatively low productivity (0.25), productivity (0.36), financial
autonomy (0.29), potential for adaptation to the natural environment (0.29),
and weaker positions in supply of land and natural resources (0.4), and fi-
nance (0.43).

Cooperative farms have comparative competitive advantages over other
legal types in terms of levels of productivity, profitability, liquidity, financial
autonomy, adaptability to the market, institutional and natural environment, in
the supply of labor and finance, and in the realization of production and ser-
vices. Another significant part of the cooperatives’ competitiveness indicators
surpass the average for the country. To the greatest extent, greater problems
in supplying the necessary land and natural resources (0.5) and services (0.5)

contribute to lowering the competitiveness of cooperative farms.

Corporations and associations outperform other legal types with high le-
vels of labpr and land productivity, and advantages in terms of supply of land
and natural resource, and innovations. In addition, most of the remaining indi-
cators of competitiveness of these farms are above the average for the country.
Critical to maintaining the competitiveness of corporative farms are problems
in supplying the necessary labor (0.28), materials and equipment (0.33) and fi-
nance (0.39), as well as average levels of adaptability to changes in the natural
environment and efficiency in supplying the necessary services.

There is considerable variation in the competitiveness of farms depending
on their product specialization (Figure 3.7). Deviations from the average for
the legal type are largest for physical persons specialized in herbivores (-0.07),
sole traders specializing in mixed crop production (-0.16), and corporations
and associations specialized in herbivores (-0.15) and bees (+ 0.26). These
deviations are towards the average level for the sub-sector for physical persons
and corporations and associations specializing in herbivores. This shows that
the production specialization of this group of farms is a more important factor
for their competitiveness than their legal status.
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On the other hand, for sole traders specialized in mixed crop production
and for corporations and associations specializing in bees, the deviations are
in opposite directions from the average levels for the sub-sector. This shows
the additional comparative competitive advantages (of corporations and asso-
ciations) or comparative competitive disadvantages (of sole traders) in certain
sub-sectors of agriculture in the country — beekeeping and mixed crop produ-
ction, respectively.

Finally, farms of physical persons dominate in the major types of produ-
ction such as vegetables, flowers and mushrooms, herbivores, pigs, poultry
and rabbits, mixed crop production and mixed livestock production. In these
sub-sectors, the levels of competitiveness of physical persosns predetermine
the sub-sector level, while at the same time matching or being close to the
average for this legal type of holdings. This means that there is an “optimal”
(competitive) specialization for this type of farming organization and there is
practically no competition with other legal types in these industries.
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Figure 3.7. Competitiveness of agricultural holdings of different legal type

and specialization in Bulgaria

Source: Authors’ calculations.

It is to be expected that the restructuring of holdings of different legal type
will continue, through the concentration of resources in the most efficient
groups, diversification and/or change of specialization, transformation of the
legal type of the farms, etc.
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4. Level of competitiveness of farms of different sizes

There is also differentiation in the levels of competitiveness of farms of
different sizes (Figure 3.2). There is a strong positive correlation between the
size of the farm and its level of competitiveness. Farms with large sizes for the
industry have the highest competitiveness (0.58). The level of competitiveness
of medium-sized farms is good (0.42) and above the industry average. The
level of competitiveness of small farms and subsistence farms is below the
sector’s average (0.37 and 0.33, respectively). This shows that the previous
trend of transferring agrarian resources and activity from less competitive far-
ms with small sizes and a semi-market orientation to those with medium and
large sizes for the industry will be preserved.

All of the surveyed large-scale farms are highly competitive (Figure 3.3).
The share of highly competitive medium-sized farms is also big. Along with
this, however, a significant part of self-sufficiency farms and those with small
sizes for the industry are of low competitiveness - respectively 45% and 42.1%
of them. The share of medium-sized farms with an unsatisfactory level of
competitiveness is also not small.

All of the large farms and two-thirds of the medium-sized ones have com-
petitiveness levels above the industry average (Figure 3.4). Among self-suffi-
ciency farms and those of small size, the share of those with competitiveness
below the national average prevails. At the same time, however, the majority
of semi-market holdings and medium-sized farms have levels of competiti-
veness exceeding that of the respective group - 60% and 58.9%, respectively.
Among small and large-scale farms for the sector, the share of holdings with a
higher competitiveness than the average for the group is half.

All this means that the restructuring of farms of all sizes will continue
through the transfer of resources to more efficient structures in the relevant
group and/or in groups with bigger sizes, consolidation of farms, improve-
ment of management, suspension or reduction of activity, etc. Along with this,
however, there will continue to be a significant number of farms with good and
high competitiveness in farm groups of all sizes.

Low economic efficiency to the greatest extent contributes to the deterio-
ration of the competitiveness of semi-market farms and small farms, the low
financial security of all farms except the largest, and the lower sustainability
and adaptability of smaller farms (Figure 3.5). At the same time, high econo-
mic efficiency, financial security, adaptability and sustainability are the reason
for the strong competitive positions of large-scale farms.
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All indicators of competitiveness of large farms, with the exception of
supply of services, have values superior to the average for the country (Figure
3.8). The main areas that lower the (absolutely good) competitiveness of these
farms are relatively low productivity, financial security, adaptability to the na-
tural environment, and supply of labor and services.

The competitiveness of farms of average size for the industry is supported
by best-in-industry adaptability to the natural environment and efficiency in
the supply of services, and many other indicators superior to those of agricul-
ture as a whole. Main factors for lowering the competitiveness of medium-si-
zed farms are the lowest for the sector liquidity (0.1) and positions in terms of
labor supply (0.4).

Mainly for subsistence Small size for the sector

1
17 05
05

Figure 3.8. Competitiveness indicators* of agricultural holdings of diffe-

rent sizes in Bulgaria (red line — average for agriculture)

Source: Authors’ calculations.
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Small farms have comparative competitive advantages over industry ave-
rages only in terms of the supply of land and natural resources, labor, and
inputs. Many of the indicators of competitiveness of these farms are below
the average for the industry, and the most critical for the deterioration of their
competitive positions are low productivity (0.11), profitability (0.13), adapta-

bility to the natural environment (0.28), and financial security (0.3).

Most of the indicators of competitiveness of farms mainly for self-suf-
ficiency are below average and/or among the lowest for the sector. Only in
terms of adaptability to the natural environment and labor supply, this type
of farm has levels superior to the industry average. Particularly critical for
the competitiveness of these holdings are extremely low productivity (0.08),
profitability (0.06), financial security (0.13), liquidity (0.26), and productivity
(0.3).

There is considerable variation in the competitiveness of farms of diffe-
rent sizes depending on their product specialization (Figure 3.9). The level of
competitiveness of large farms exceeds the sub-sectoral level in all types of
specialization in which these farms operate. The situation is similar for most
categories of medium-sized farms. Therefore, there are clear competitive ad-
vantages arising from the larger scale of operation - economies of scale and
scope of production and transactional activity, potential for investment and

innovation, etc.

In most categories of small farms, the levels of competitiveness are close
to or coincide with the group and sub-sector averages. Exceptions are small
farms with mixed livestock and those keeping bees, where the minimum size

is a competitive advantage or disadvantage, respectively.
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Figure 3.9. Competitiveness of agricultural holdings of different sizes and
specialization in Bulgaria

Source: Authors’ calculations.

Subsistence farms have a lower level of competitiveness than the avera-
ge for the main sub-sectors and the farms with other sizes. The exception is
the semi-market farms in permanent crops and mixed crop production, which
have above average competitiveness for these sub-sectors and therefore com-
parative advantages over some groups of larger farms. Semi-market holdings
specializing in herbivores, pigs, poultry and rabbits, and mixed livestock have
strong competitive disadvantages compared to larger farms.

All these data show that the process of specialization and/or restructuring of
farms will continue, depending on the competitive advantages or disadvantages
caused by the respective size (small, medium, large) and nature (semi-market,
market) of the activity in productions of different types and combination.

In the case of farms of physical persons and corporations and associations,
there is a positive correlation between the level of competitiveness and the inc-
rease in the size of the activity (Figure 3.10). All of the surveyed sole traders
are in the group of small farms and have a level of competitiveness exceeding
both the average for this size group and the industry. The same applies to co-
operatives, all of which are in the medium-sized group. Therefore, an optimal
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size has been reached for realizing the maximum competitive positions of the-
se legal types of holdings. The situation is similar with corporations and asso-
ciations, which are divided into only two groups - small and medium in size.
The competitive advantages of this form of economic organization are fully
realized in small and/or medium sizes depending on production (specializati-
on, etc.), management (need to coalition of resources, etc.), or other reasons.
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Figure 3.10. Competitiveness of agricultural holdings of different sizes
and juridical type in Bulgaria

Source: Authors’ calculations.

5. Level of competitiveness of farms with different ecological locations

There are also differences in the competitiveness of agricultural holdings
in different ecological regions of the country (Figure 3.2). Farms in plain areas
are more competitive than those in mountainous and semi-mountainous areas
of the country. With the lowest absolute and comparative competitive posi-
tions are farms that operate with land in protected areas and territories. This
requires long-term public support for this category of holdings to maintain
their viability and the agricultural activity in such territories and zones.

The share of farms with good and high competitiveness in plains, and
in mountainous and semi-mountainous regions is almost the same — about
two-thirds of all farms (Figure 3.3). However, over 22% of all farms in pla-
in areas are highly competitive, while among those in mountainous and se-
mi-mountainous areas this share is significantly lower (14%). Nevertheless,
almost every third farm in these areas is of low competitiveness and threatened
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with extinction. Among farms with lands in protected areas and territories,
there are no farms with high competitiveness, and the share of those with low
competitive positions is almost 42%.

The share of farms with levels of competitiveness above the average for the
sector and for the group in mountainous and semi-mountainous areas is higher
than that of farms in plain areas (Figure 3.4). The highest is the segment of
farms with better competitor positions for the territorial-ecological group in
the protected zones and territories. In all ecological regions, however, there is
a significant share of farms with higher competitiveness than the industry ave-
rage and the group, and their activity is likely to be discontinued or transferred
to farms with better competitive positions in the respective region.

In all aspects of competitiveness, the farms in the plain regions of the
country are superior to those of the other ecological regions, and the most cri-
tical for their competitiveness is the low economic efficiency (Figure 3.11). In
the mountainous and semi-mountainous regions, the competitiveness of hol-
dings is similar to the average in the country in all aspects, as the most critical
factor here is also the low economic efficiency. Farms with lands in protected
zones and territories only have high values in terms of their sustainability, whi-
le according to the other criteria their competitiveness is at low levels.
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Figure 3.11. Level of competitiveness of agricultural holdings with diffe-
rent ecological and geographical locations according to main competitiveness
criteria in Bulgaria

Source: Authors’ calculations.
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All indicators of competitiveness of farms in the plain areas are equal
to or superior to the national average (Figure 3.12). To the greatest extent,
maintaining and increasing the competitiveness of these farms contribute
to high financial autonomy, efficiency in the supply of land and natural re-
sources, services and innovations, and in the realization of production and
services. The main areas that reduce the competitiveness of farms in plain
regions are low productivity (0.17), profitability (0.12), and financial secu-
rity (0.32).

Most indicators of the competitiveness of farms in the mountainous and
semi-mountainous regions are close to the average for the country. Most
important for the competitive positions of these farms are the high financial
autonomy, and efficiency in the supply of land and natural resources, work-
force, inputs, and services. Critical for the competitive positions of these
farms are their low productivity (0.17), profitability (0.19), and financial
security (0.3).

The majority of indicators for the competitiveness of farms with land in
protected zones and territories are below the average for the country. Excepti-
ons are low and equal to the industry profitability, and exceeding the national
average efficiency in the supply of land and natural resources, inputs, and
services. To the greatest extent, low levels of productivity (0.15), profitability
(0.31), income (0.19), financial security (0.23), liquidity (0.3), and adapta-
bility to the market (0.25) and the natural (0.29) environment contribute to

lowering the competitiveness of these farms.
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Figure 3.12. Competitiveness indicators* of agricultural holdings with

different ecological locations in Bulgaria (ved line — average for agriculture)

Source: Authors’ calculations.

There are differences in the levels of competitiveness of farms with different
specialization in individual ecological regions (Figure 3.13). Farms in the plains
demonstrate significant competitive advantages over the rest of the country in
field crops, perennials, mixed crop production, mixed livestock, mixed crop-li-
vestock, and bees. Farms in mountainous and semi-mountainous areas are the
most competitive among those specializing in vegetables, flowers and mushro-
oms, and those with lands in protected areas and territories in herbivores.

The level of competitiveness of specialized farms in plain areas excee-
ds that of other ecological areas in all areas except vegetables, flowers and
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mushrooms, and herbivores. Farms operating in protected areas and territories
have significant competitive disadvantages (much lower than sub-sectoral and
regional competitiveness) in a number of key areas such as vegetables, flowers
and mushrooms (0.24), perennial crops (0.3), pigs, poultry and rabbits (0.32),
and mixed crop-livestock farming (0.3). In this ecological region, there are no
holdings specialized in field crops due to low competitiveness, unacceptable
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Figure 3.13. Competitiveness of agricultural holdings in main ecological
regions with different specialization in Bulgaria

Source: Authors’ calculations.

In the plain regions, farms with any legal status have a higher competiti-
veness than the rest of the country’s regions, while preserving the differences
reviled for the individual legal types (Figure 3.14). Only physical persons and
corporations and associations operating in the protected zones and territories
have the lowest competitiveness. This shows that the specific ecological loca-
tion is an additional critical factor that benefits or impairs the competitiveness
of farms in the country.
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Figure 3.14. Competitiveness of agricultural holdings in main ecological
regions with different legal types and sizes in Bulgaria

Source: Authors’ calculations.

Semi-market farms located in protected areas and territories, and in moun-
tainous and semi-mountainous areas have significant competitive advantages
over those in plain areas (Figure 3.14). For all sizes of market farms, the plain
layout provides an opportunity to realize higher competitiveness. Due to nu-
merous restrictions and poor competitiveness, large-scale farms do not invest
and operate in protected areas and territories.

6. Level of competitiveness of farms located in individual agrarian re-
gions of the country

There are differences in the competitiveness of agricultural holdings in dif-
ferent agrarian regions of the country (Figure 3.2). The competitiveness of
farms in the North-West and North-East regions is higher than the national
average, while the farms in the North-Central Region, South-West, and Sout-
h-Central Regions are lower than the industry.

The share of farms with good and high competitiveness in the North-East
and South-East regions of the country is the largest - respectively every fifth
and every fourth of them (Figure 3.3). The North-East and South-West regions
have the smallest share of farms with low competitiveness. The largest number
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of low-competitive farms are located in the North Central region — over 44%
of the total number.

The largest number of farms with levels of competitiveness above the
national average are in the North-West region, followed by the North-East
and South-West regions (Figure 3.4). In all agrarian regions there is a signi-
ficant number of farms with higher competitiveness than the average for the
country and for the respective region. This means that the process of restruc-
turing farms in all regions will continue through the transfer of management
of activities and resources to farms from the same and/or other regions of
the country.

In the individual agrarian regions, there is a significant differentiation of
the levels according to the main criteria of competitiveness (Figure 3.11).
Farms in the North-West region have the highest financial security and hi-
gher than most of the other regions (equal to the South Central region) eco-
nomic efficiency. Farms in the North Central region have relatively high
values in terms of adaptability and sustainability. Farms in the North-East
region have the highest sustainability, but are with lower adaptability than
other regions.

Farms in the South-West region have relatively better levels of financial
security and adaptability, but with low sustainability for the sector. The farms
in the South Central region have comparatively the highest levels of economic
efficiency, but with lower levels than the other regions for the other competi-
tiveness criteria. And finally, farms in the South-East region have the highest
adaptability and close to the national average economic efficiency, financial

security and sustainability.

High productivity, profitability, liquidity, financial autonomy, efficiency in
the supply of land and natural resources, labor force, materials and equipment,
services and innovations contribute the most to maintaining and increasing
the competitiveness of farms in the North-West region (Figure 3.15). At the
same time, their low productivity (0.13) and income (0.21) are critical for the
competitiveness of farms in this region.
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Figure 3.15. Competitiveness indicators* of agricultural holdings located
in different regions in Bulgaria (ved line — average for agriculture)

Source: Authors’ calculations.
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Farms in the North Central region have good competitive positions in ter-
ms of productivity, adaptability to the institutional environment, and high ef-
ficiency in the supply of land and natural resources, inputs, and innovations.
Farms in this area, however, have very low indicators of productivity (0.08),
income (0.13), and labor supply problems (0.31).

Farms in the North-East region have higher than the national average liqu-
idity, financial autonomy, and efficiency in the supply of land and natural re-
sources, workforce, finance, services and innovations, and better positions in
the realization of production and services. Critical to the competitiveness of
these farms are low productivity (0.19), income (0.2), financial security (0.31),
and adaptability to the natural environment (0.26).

Farms located in the South-Western region of the country are superior to
others in terms of liquidity, financial autonomy, and efficiency in the supply
of land and natural resources, labor, and inputs. The most important areas that
lower the competitiveness of farms in this region are low productivity (0.2),
income (0.18), financial security (0.3), and efficiency in supplying innovati-
ons (0.3).

Most of the levels of indicators for the competitiveness of farms in the
South Central region are lower and similar to the average for the country, and
they have better meanings unity in terms of liquidity, efficiency in the supply
of inputs, productivity and profitability. The most important factors worsening
the competitiveness of farms in this area are low productivity (0.22), income
(0.25), financial security (0.31), and adaptability to changes in the natural en-

vironment (0.32).

Farms in the South-East region have better than the national average pro-
ductivity, profitability, income, financial security, adaptability to the market
and natural environment, efficiency in the supply of labor force and servi-
ces, and realization of production and services. Critical to improving the
competitiveness of these farms are an increase in their productivity (0.18),
income (0.2), financial security (0.32), and lower efficiency in supplying

innovations (0.36).

The detailed analysis of the relationships of the level of competitiveness
with the legal status, sizes, specialization and ecological location of the hol-
dings in the different agrarian regions of the country did not establish specifics
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different from those already established and described in the previous parts of
the section.

7. Factors determining the competitiveness of agricultural holdings of
different types

Significant factors for increasing competitiveness for all types of farms are:
market conditions (demand and supply, prices, competition), received direct
state subsidies, access to knowledge, consultations and advice, participation in
state support programs, available information, financial opportunities, and the
opportunities for benefits in the near future (Figure 3.16).

Furthermore, Opportunities for current benefits is a specific factor for the
competitiveness of the majority of corporations and associations, subsistence
farms and large-scale farms, and farms specializing in perennials, mixed crop-
ping and crop-livestock farming, while Opportunities for benefits in a distant
future for corporations and associations.

Private contracts and agreements are an important factor in the com-
petitiveness of a large part of sole traders and cooperatives, and small-si-
zed farms, while Available for implementing innovations for cooperatives,
commercial companies and associations, and for medium and large farms
in the sector.

The Existing problems and risks in the region and the country, and Regula-
tory documents, standards, norms, etc., the Control for compliance with laws,
standards and rules, the State control and sanctions, the State policy and the
Tax preferences are a critical factor for cooperatives, and the EU policies, and
the Registration and certification of products, services, etc. for cooperatives
and corporations and associations.
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Figure 3.16. Factors that contribute the most to increasing the competiti-

veness of agricultural holdings in Bulgaria® (%)

*1- Market conditions (demand and supply, prices, competition); 2 - The
opportunities for benefits for you at the present time; 3 - The possibilities of
benefits for you in the near future; 4- The possibilities of benefits for you in the
more distant future; 5- The immediate benefits for other persons and groups;
6 - The available information; 7 - Interest group initiatives and pressure; 8 -
The initiatives and pressure of the community in the area; 9 - Availability of
cooperation partners; 10 - Private contracts and agreements; 11 - The initiati-
ves of other farms; 12 - Your financial capabilities; 13 - Innovations available
for implementation; 14 - The existing problems and risks in the farm; 15 -
Existing problems and risks in the region; 16 - Existing problems and risks
in the country; 17 - Existing problems and risks on a global scale; 18 - The
integration with the supplier of the farm; 19 - The integration with the buyer
of the products; 20 - Your and employed workers professional training; 21 -
Access to knowledge, consultations and advice; 22 - Regulatory documents,
standards, norms, etc.; 23 - Received direct state subsidies; 24 - Participation
in state support programs; 25 - The existence of a long-term contract with a
state institution; 26 - Control of compliance with laws, standards and rules; 27
- State control and sanctions; 28 - State policy; 29 - The positive experience of
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other farms; 30 - EU policies; 31- Registration and certification for products,
services, etc.; 32 - The public recognition of your contribution; 33 - Tax prefe-
rences; 34 - Your personal conviction and satisfaction.

Source: survey with agricultural producers, 2020.

8. Conclusion

The multi-criteria assessment of the level of competitiveness of agricultu-
ral holdings in the country found that it is at a good level, but there is signifi-
cant differentiation in the level and factors of competitiveness of holdings with
different juridical types, sizes, product specialization, ecological and geograp-
hical location.

The low adaptive potential and economic efficiency to the greatest extent
contribute to lowering the competitiveness of Bulgarian agricultural produ-
cers. Especially critical for maintaining the competitive positions of farms are
the low productivity, income, financial security and adaptability to changes in
the natural environment, in which directions the public support of farms and
their management strategies for development should be directed.

A large ahare of farms of different types have a low level of competitive-
ness, and if measures are not taken in a due time to increase competitiveness
by improving the management and restructuring of farms, adequate state sup-
port, etc., a large part of Bulgarian farms will cease to exist in the near future.

The suggested and successfully tested approach for assessing the compe-
titiveness of farms should be improved and applied more widely and perio-
dically. The precision and representativeness of the information used should
also be increased by increasing the number of farms surveyed, which requires
close cooperation with producer organizations, national agricultural advisory
service, and other interested parties, and improving the system for collecting
agro-statistical information in the country and the EU.






Section 4

Governing of Agririan Ecosystem Services

1. Introduction

Ecosystem services are products and other benefits that humans receive
from natural ecosystems (MEA, 2005). That first comprehensive understan-
ding of ecosystem services is generally well accepted presently as well (Maes
et al., 2021). The agricultural ecosystems and their specific “agro-ecosystem”
services are widespread in Bulgaria, and worldwide (MAOC; EEA; FAO). Sin-
ce the introduction of this novel concept in the last years of the 20th century,
(agro) ecosystem services have been intensively promoted, studied, mapped,
evaluated, and managed (Adhikari et al. 2013; Allen et al. 2011; Boelee, 2013;
De Groot et al. 2002; EEA, 2015; FAOi 2016; Fremier et al., 2013; INRA,
2017; Gao et al., 2018; Garbach et al., 2014; Gemmill-Herren, 2018; Habib et
al., 2016; Kanianska, 2019; Lescourret et al., 2015; Laurans & Mermet, 2020;
Marta-Pedroso et al., 2018; MEA, 2005; Munang et al., 2013; Nunes ef al.,
2014; Novikova et al., 2017; Petteri et al., 2013; Power, 2010; Scholes et al.,
2013; Tsiafouli ef al., 2017; Van Oudenhoven, 2020; Wang et al., 2013; Wood
et.al., 2015; Zhan, 2015).

However, despite growing environmental issues, and increasing public and
private interests, the scientific studies in that new area are still a “work in
progress”. Research is commonly limited to a certain type of agro-ecosystem
services (e.g. plant pollination, biodiversity conservation), a particular ecosys-
tem (Stranja-Sakar mountain), a single aspect of the management (agronomic,
technological), a specific form of governance (public support scheme, organic
agriculture), a separate level of management (farming organization, geograp-
hical region), the specific type of costs and benefits (production, direct), etc.
Furthermore, the importance of effective management (“good” governance)
for conservation and sustainable provision of ecosystem services has been bro-
adly recognized by the academic community, policymakers, interest groups,
professional and business organizations, and the public at large (Bachev, 2018;
EEA, 2015; FAO, 2016; UN, 2018).
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In Bulgaria, research on economic and other issues related to agro-ecosys-
tem services are at the beginning stage and mostly at “conceptual and metho-
dological” level (Ka3akosa; Henxos; Hukonos; TonopoBa; Bachev; Grigorova
and Kazakova; MAOC; Hopnanos u np.; Yunes u 1p.). Besides, there very
few studies on dominating modes of governance at the current stage of deve-
lopment and fundamental transformation of EU CAP (bames; bamres u ap.
2020; Todorova, 2017).

This section tries to fill the huge research and practical (policies and bu-
siness) gap incorporating the interdisciplinary New Institutional Economics
and: (1) suggests a more adequate definition of the governance of ecosystem
services; (2) presents a holistic framework for identification, measurement
and assessment of the mechanisms and modes of governance; (3) identifies
the type, amount, and importance of various ecosystem services maintained
and “produced” by the Bulgarian farms; and (4) identifies and assesses mec-
hanisms, modes, efficiency and factors of diverse governance for ecosystem
services in Bulgarian agriculture.

2. Methodology and data

By definition “agrarian” ecosystems and “agrarian” ecosystem services are
those associated with the agricultural “production” - farming (Bachev, 2020).
The hierarchical system of agro-ecosystems includes multiple levels (farm plot/
section, area, micro-region, macro-region, etc.) while their (ecosystem) services
are commonly classified into different categories - provisional, economic, rec-
reational, aesthetic, cultural, educational, supporting, biodiversity conservation,
water purification and retention, flood and fire protection, climate regulation,
etc. (MEA, 2005; Maes et al., 2021). While there is a general consensus on the
meaning of agro-ecosystem services, still there is no broadly accepted view on
the understanding and content of their governance (Bachev, 2020).

The “governance” is a newly evolving popular concept for researchers, po-
licy-makers, corporate managers, interests’ groups, international organizations
and alike (Adhikari et al. 2013, Allen et al. 2011, Boelee 2013, EEA 2015, FAO
2016, Habib et al. 2016, Laurans & Mermet 2014, Lescourret et al. 2015, Tsia-
fouli et al. 2017, UN 2005, Van Oudenhoven 2020, Wang et al. 2013). However,
there is not a common understanding of the content and approach to study this
new phenomenon. It is either associated and/or identified with the governing
agents (individuals and bodies), or the type of Government (centralized, democ-
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ratic, etc.), or restricted public form(s) (domination of “rule of Law”, involve-
ments of civil society, etc.) or formal (corporate, cooperative, etc.) forms, or
certain social “tools” (public programs, contracts, etc.), or a particular type of (a
“good”, efficient, democratic, etc.) governance, a certain aspects (system, pro-
cess, outcome) of governance, or to diverse governing structures 9markets, hier-
hies, contracts), or extended to all rules, mechanisms and modes “managing”
human behavior and actions (institutions, market, private, etc.).

In this study, we incorporate interdisciplinary New Institutional Economics
framework (Bachev, 2009; Furuboth and Richter; Ostrom; North; Williamson)
and a broader view of the governance is taken. The governance is understood
holistically (Bachev, 2021) as:

(1) the governing agents; and

(2) the system of rules, mechanisms and forms put in place that “govern”
agents’ behavior, action and relations; and

(3) the “process of governing”; and
(4) the “outcome of the process” (the state of specific system of social order).

The governance system comprises of all formal and informal rules, mecha-
nisms and modes, and associated agents (individuals, organizations, agencies,
etc.). In the specific natural, market, institutional etc. environment individual
agents tend to select and use that form of governance that optimize their pro-
duction and transaction costs (Bachev, 2020). Nevertheless, the “outcome” of
that private and market governance is not always maximum volume of (agro)
ecosystem services — market, private, contracts, etc. failures are frequent and
often dominate. There is a strong need for public intervention in sustainable
production and maintenance of (agro)ecosystem services. However, public “fai-
lures” are also possible and often widespread. Detailed presentation of the New
Institutional Economics framework for studying and evaluating generic modes
of governance, and the comparative advantages and disadvantages of individual
forms used for ecosystem services management in Bulgarian agriculture is done
in other publications of the author (Bachev 2009a, 2009b, 2010, 2020).

The individual farm is the main organizational unit in agriculture that ma-
nages resources, technologies and activities, and produces a variety of produ-
cts, including the positive and negative services of agro-ecosystems (Bachev
2009, 2021). The governance of agro-ecosystem services is an integral part of
the management of agricultural farm, and the farm is the first (lowest) level



GOVERNANCE IN AGRICULTURAL MARKETS,
96 | ORGANIZATIONS AND DEVELOPMENT

for agro-ecosystem services governance (the farm borders rarely coincide with
the (agro) ecosystem boundaries). Thus, the system of governance of agro-e-
cosystem services always includes the farm as a key element (1st level) of
management of agro-ecosystems and their services (Figure 4.1).

Other agrarian and not agrarian agents (resource owners, inputs suppliers,
wholesale buyers and processors, interests’ groups, policymakers, local and
national authorities, residence and visitors of rural areas, final consumers, in-
ternational organizations, etc.) also take part in the management of agro-e-
cosystem services at farms, regional, sectoral, national and international levels
(Bachev 2020). Vertically, the governance of the agro-ecosystem services is
(has to be) done in multiple levels — sectoral, regional, national, European
Union, transnational, global. Unlike governance of “pure” agricultural activi-
ties (where “simple” private and market mechanisms work considerably well),
the effective governance of agro-ecosystem services activities often requires
complex, multilateral, and trilateral forms, and multi-level governance.

The system of governance of agro-ecosystem services includes several
principle mechanisms and forms that “manage” the behavior and activity of
individual agents and ultimately determine the level of agro-ecosystem servi-
ces (Figure 4.1):

(Agro) Ecosystems

e LT A e e SR

\INational level

Market modes

Institutional Environment

Figure 4.1. Levels and Modes of Governance of Agroecosystem Services

Source: Authors
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First, institutional environment (“rules of the game”) — that is the distri-
bution of rights and obligations between individuals, groups and generations,
and the system of enforcement of these rights and rules (Furuboth and Richter;
North). The spectrum of rights may include tangible and intangible assets,
natural resources, activities, clean nature, food and eco-security, internal and
inter-generational justice, etc. Enforcement of rights and rules is done by the
state, social pressure, trust, reputation, private forms, or self-sanctioned by
agents. Some of the rights and rules are determined by formal laws, regula-
tions, standards, court decisions, etc. There are also important informal rules
and rights established by tradition, culture, religion, ideology, ethical and mo-
ral norms, etc. Modern development is characterized by the constant expan-
sion of various eco-rights and obligations, including the granting of welfare
rights to animals, wild plants and animals, and to entire ecosystems.

Second, market forms (“the invisible hand of the market”) - a variety of
decentralized initiatives driven by the movement of “free” market prices and
market competition such as: spotlight exchange of eco-products and services,
classical contract for purchase, rent or sale, production and trade with special
high quality, organic, etc. products and origins, ecosystem services, etc.

Third, private forms (“private or collective order”) - various private ini-
tiatives and special contractual and organizational forms such as: long-term
eco-contracts, voluntary eco-actions, voluntary or mandatory codes of eco-be-
havior, partnerships, eco-cooperatives and associations, trademarks, labels,
etc.

Fourth, public forms (“public policy intervention™) - various public (com-
munity, state, international) involvments in the market and private sectors such
as: public recommendations, regulations, support, taxation, financing, provisi-

on, modernization of rights and rules, etc.

Fifth, hybrid forms - some combination of the above three, such as pub-
lic-private partnerships, public licensing and inspection of private bio-farms,
etc.

The efficiency of the individual forms of governance of agro-ecosystem
services of different types is quite different since they have unequal potential
to: provide adequate eco-information, induce positive eco-behavior, resolve
eco-conflicts and coordinate eco-activities of different participants, improve

environmental sustainability and reduce eco-risks, minimize overall eco-ma-
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nagement costs (for conservation, third party, transaction, etc.), for agents with
different preferences and opportunities, and in specific (socio-economic, natu-
ral) conditions of each eco-system, community, industry, region, and country.
Depending on the efficiency of the established system of governance of
agro-ecosystem services, individual farms, sub-sectors, regions and countries
achieve different results in the conservation, restoration and improvement of
ecosystems, and there is a different state of natural resources, level of eco-risks
and eco-costs related to the development of agricultural sector, and unequal
environmental sustainability of individual farms, sub-sectors, regions, agricul-
ture, and different countries.

Farmers use diverse mechanisms and modes to manage their activity and
relations with other agents (Bachev 2010, Williamson 1996): internal (dire-
ct production management, own conviction of farm manager/owner, building
reputation, etc.), market (free-market price movements, competition, etc.),
contract (special or interlinked contracts, etc.), collective (cooperation, joint
initiatives, etc.), public (public eco-contract, cross-compliance against EU
subsidization, etc.).

In Bulgaria, there are statistical and other data for the type of agro-ecosys-
tem service provided by farms and the specific forms of management applied
in agrarian sector. Therefore, a numebr of approaches have been used to iden-
tify the varieties of modes and mechanisms used to govern agro-ecosystem
services in the country — literature review, official reports of governmental and
non governmental organizations, expert assessments etc. In addition, a survey
with the managers of 324 “typical” farms of different legal type, size, produ-
ction specialization, and ecological and geographical location was conducted
in October 2020 with the assistance of National Agricultural Advisory Service
and major producers organizations in the country, to identify the structure of
ecosystem services “produced” and governing modes employed. Initially, a li-
terature review and widespread practices examination has been made to prepa-
re the list of diverse types of agro-ecosystem services maintained or provided
as well as major forms of governance used by the farms. The questionnaire
also gives an option to respondents to add specific services provided and ma-
nagerial forms practiced.

Surveyed farms account for almost 0,5% of all registered agricultural
producers in the country. The structure of studied holdings approximately
corresponds to the real structure of farms in Bulgaria. The classification of
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agricultural holdings has been done according to official classification in the
country and EU. The subsectors, regional, national, etc. summaries are arith-
metic averages of data provided by the individual farms belonging to respec-
tive agro-systems.

Since the individual farm is the basic unit of management of agrarian ac-
tivities and provision of agro-ecosystem services, the study has used only far-
ming data while the agroecosystem services at a higher lever have been evalu-
ated as sum of ecosystem services provided by the farms associated with the
relevant (agro)ecosystems. Consequently, there is an unavoidable error from
multiple accounting and/or calculated trade offs, synergies, complementari-
ties and controversies of analyzed agro-ecosystem services of different type.
Nevertheless, the assessments of the farm managers about type, amount, and
importance of agro-ecosystem services they maintain or produce give good
insights on the state and efficiency of agro-ecosystem services in the country.
The asymmetry of information is quite big in the area and farmers are among
the most informed actors about agricultural efforts and contribution toward
(agro)ecosystem services. However, the managers estimate also reflects the
“personal” (subjective) knowledge and perceptions of the farmers on agro-e-
cosystem services and their values, the efforts rather than the (entire) output
and impacts, etc. The objectivity of assessments would have enhanced during
the further studies in the area when farms representations will be increased
and assessments complemented (“corrected””) with estimates of stakeholders,
consumers, experts, etc. at different levels of governance.

3. Type and amount of ecosystem services of Bulgarian farms

The conducted survey allowed to make identification and detailed map of
the agro-ecosystem services of different types provided by agricultural produ-
cers, as well as to determine the structure and volume of the services of the
agro-ecosystems of various types. The share of farms involved in activities
related to the provision of agro-ecosystem service of a certain kind gives a
good idea of the volume of “produced” service of that type. The majority of
Bulgarian farms participate in the “Production of products (fruits, vegetables,
flowers, etc.) for direct human consumption”, which is one of the main “ser-
vices” of agro-ecosystems in the country (Figure 4.2). A significant part of the
farms also “Produce raw materials (fruits, milk, etc.) for the food industry”.
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Other “production” services in which a smaller part of the farms participate
are “Production of animal feed”, “Own processing of agricultural products”,
“Production of seeds, saplings, animals, etc. for farms”, and “Production of
raw materials for cosmetic, textile, energy, etc. industry”. Other “production”
services of agroecosystems, in which a relatively small part of agricultural
producers participate, are “Provision of services to other farms and agricul-
tural organizations”, “Provision of services to end users (riding, fruit picking,
etc.)”, “Provision of tourist and restaurant services”, and “Production of bio,
wind, solar, etc. energy”. Other important services of the agro-ecosystems, in
which “supply” a large part of the agricultural holdings participate, are “Hiring

workers”, and “Providing free access on the farm to outsiders”.

Relatively many of the farms are also involved in the protection and preser-
vation of technological, biological, cultural and other heritage - “Preservation
of traditional crops and plant varieties”, “Preservation of traditional species
and breeds of animals”, “Preservation of traditional methods, technologies
and crafts”, “Preservation of traditional products”, “Preservation of traditi-
onal services”, “Preservation of traditions and customs”, and “Preservation
of historical heritage”. A major part of agro-ecosystem services consists in
preserving, restoring and improving the elements of the natural environment
- soil, water, air, gene pool, landscape, plants and animals, etc. The activity of
a large part of the agricultural holdings is aimed at the production of this type
of agro-ecosystem services - “Disease control (measures)”, “Pest control (me-
asures)”, “Protection of natural biodiversity”, “Protection and improvement of
soil fertility”, “Protection from soil erosion”, “Protection and improvement of
soil purity”, “Protection of surface water”, “Protection of groundwater purity”,
“Fire protection (measures)”, and “Protection of plant and/or animal gene
pool”. A relatively smaller part of the farms are also included in “(Measures
for) water conservation and saving”, “(Measures for) regulation of the correct
outflow of water”, “Preservation of air quality”, “Preservation of traditional
scenery and landscape”, “Improvement (aesthetics, aroma, land use, etc.) of
scenery and landscape”, “(Measures for) regulation and improvement of the
microclimate”, “Flood protection (measures)”, and “Greenhouse gas emissi-
on reduction (measures)”, and “(Measures) for storm protection”. One of the
essential services of agro-ecosystems is the recovery and recycling of “waste”
from various activities in the sector and other industries. The main activity

of many farms in this regard is “Use of manure on the farm”, and to a lesser
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extent “Reuse and recycling of waste, composting, etc.”, and “Use of sludge
from water treatment on-farm”.

Agro-ecosystems also make a significant contribution to training farmers
and non-agricultural agents, conducting scientific experiments, demonstrating
innovation, and so on. In such educational, scientific and innovative services
participate a smaller part of the agricultural producers - “Training and advice
of other farmers”, “Training of students, consumers, etc.”, “Demonstration
of production, technologies, innovations, etc.” and “Conducting a scientific
experiment”. Agro-ecosystems also contribute to the “Protection and impro-
vement of non-agricultural (forest, lake, urban, etc.) ecosystems” with 4.32%
of farms in the country engaged in such efforts.

The extent of participation of supplying farms in the presevation or pro-
duction of agro-ecosystem services is not equal. For most agri-ecosystem ser-
vices, the holdings involved in the activities do so “To a large extent’ (Figu-
re 4.2). Therefore, “permanent” investments in agri-ecosystem services and
“specialization” in the provision of agro-ecosystem services of a certain type
to participating farms can be considered. In some agro-ecosystem services,
the share of farms involved to a large and small extent is equal - for example
in the use of manure on the farm, the provision of services to other farms
and agricultural organizations, (flood protection) measures, and the hiring of
workers. Therefore, a significant proportion of farms are either in the process
of initially “entering” (testing, studying, adapting, etc.) in the related agro-e-
cosystem services, or participate in this supply as ancillary or related to the
main activity. With regard to three main types of agro-subsistence services,
most of the farms involved in their supply do so to a small extent — on farm
using sludge from water treatment, training of students, consumers, etc., and
use and recycling of waste, composting, etc. This is a sign of either the initial
entry into or exit from this activity, or the inefficiency of its further expansion
(intensification) by practicing farms.

The unequal participation of farmers in the provision of agro-ecosystem
services of different types and unlike degrees of involvement in such activities
shows the need to take measures to improve, diversify and intensify this acti-
vity through training, information, exchange of experience, public incentives,
etc.
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Figure 4.2. Share of farms participating in and providing to a big extent

diverse ecosystem services in Bulgaria (percentages)

Source: Survey of agricultural producers, 2020

There are significant differences and deviations from the average level in
the participation of agricultural holdings in the preservation and supply of
agro-ecosystem services in the main geographical and agricultural regions, in
different subsectors, in farms of various sizes, and in diverse ecosystems of the
country. For instance, a good illustration of that variation is done in Figure 4.3

with a key agro-ecosystem services of Bulgarian farms such as “Conservation

of natural biodiversity” (Figure 4.3).
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Figure 4.3. Share of farms of different type and ecosystems that participate
in “Conservation of natural biodiversity” in total number of Bulgarian farms
and in different groups (percentages)

Source: Survey of agricultural producers, 2020

There are significant deviations from the average level in the participa-
tion of farms in the preservation and supply of agro-ecosystem services in
the main geographical and agricultural regions of the country. North-western
region surpasses the other regions in terms of share of farms contributing to
agro-ecosystem services for production of raw materials for the food industry
(17.5%), own processing of agricultural products (12.5%), provision of tourist
and restaurant services (2.5%), provision of services to end-users (5%), and
protection and improvement of soil fertility (22.5%). The North Central region
is a champion in terms of farm participation in the preservation of traditional
crops and plant varieties (16.7%), preservation of traditional methods, techno-
logies and crafts (10%), preservation of traditional products (10%), (measures
for) fire protection (13.3%) and protection of plant and /or animal gene pool
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(13.33%). The Northeast region is the largest supplier of the following agro-
ecosystem services - production of animal feed (15.8%), production of see-
ds, saplings, animals, etc. for farms (10.5%), production of raw materials for
cosmetics, etc. industries (15.8%), production of bio, wind, solar, etc. energy
(5.3%), (measures for) pest control (42.1%), (measures for) disease control
(47.4%), conducting a scientific experiment (5.3%), providing free access on
the farm to outsiders (15.8%) and hiring workers (21.1%).

Southwestern region has a leading position only in terms of three agro-e-
cosystem services - production of animal feed (13.3%), provision of services
to other farms and agricultural organizations (6.7%) and conservation of tra-
ditional species and breeds of animals (13.3%). South Central region is the
largest producer of many agro-ecosystem services - production of products for
direct use by human (82.3%), use of manure on the farm (23.5%), preservation
of traditional species and breeds of animals (14.7%), preservation of traditio-
nal methods, technologies and crafts (11.8%), preservation of traditional servi-
ces (14.7%), preservation of traditional scinery and landscape (11.8%), impro-
vement of scinery and landscape (8.8%), preservation of tradition and customs
(8.8%), training and advice of other farmers (11.8%), training of students, con-
sumers, etc. (8.8%), demonstration of productions, technologies, innovations,
etc. (2.9%), protection of natural biodiversity (26.5%), protection against soil
erosion (29.4%), protection and improvement of soil fertility (26.5%), prote-
ction and improvement of soil purity (20.6%), protection of purity of surfa-
ce waters (20.6%), protection of groundwater purity 17.6%, (measures for)
conservation and savings of water (14.7%), protection of air purity (11.8%),
(measures for) reduction of greenhouse gas emissions (8.8%), (measures for)
pest control (23.5%), (measures for) control of diseases (35.3%), (measures
for) regulation and improvement of the microclimate (11.76%), (measures for)
protection against storms (8.8%), use and recycling of waste, composting, etc.
(14.7%), conducting a scientific experiment (5.9%), protection of plant and /
or animal gene pool (11.8%), protection and improvement of non-agricultural
ecosystems (8.8%) and employment of workers (20.6%). Southeast region is
a leader in terms of production of products for direct human consumption
(66.7%), protection of natural biodiversity (29.2%), protection against soil
erosion (25%), (measures to) regulate the proper outflow of water (8.33 %)
and fire protection (measures) (12.5%).

The large specific ecosystems in the country also differ significantly in the
structure of the dominant agro-ecosystem services and in the share of the farms
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involved in their preservation and provision. For example, the agro-ecosys-
tem Western Stara Planina is a leader in the share of farms engaged in agro-e-
cosystem services related to the production of animal feed (11.5%), own pro-
cessing of agricultural products (15.4%), provision of services to other farms
and agricultural organizations (3.8%) and provision of services to end users
(7.7%). Another studied mountenous agro-ecosystem the Rhodope Mountains
is leading in the share of agricultural producers involved in the production of
products for direct human consumption (78.9%), production of raw materials
for the food industry (21.1%), use of manure on the farm (26.3%), preserva-
tion of traditional species and breeds of animals (10.5%), preservation of tra-
ditional methods, technologies and crafts (10.5%), preservation of traditional
services (21.1%), preservation of traditional scinery and landscape (10.5%),
improvement of scinery and landscape (5.3%), preservation of historical herita-
ge (5.3%), education of students, consumers, etc. (5.3%), protection of natural
biodiversity (26.3%), protection from soil erosion (31.6%), protection and im-
provement of soil fertility (26.3%), protection of air purity (10.5%), (measures
of) reduction of greenhouse gas emissions (5.3%), (measures for) regulation
and improvement of the microclimate (15.8%), use and recycling of waste,
composting, etc. (10.5%), protection of plant and /or animal gene pool (15.8%),
and protection and improvement of non-agricultural ecosystems (5.3%).

Agri-ecosystem Danube Plain occupies leading positions in terms of the
share of farms involved in the production of raw materials for the food in-
dustry (26.9%), provision of services to other farms and agricultural organi-
zations (3.8%), preservation of traditional crops and plant varieties (7.7%),
preservation of traditional species and breeds of animals (11.54%), preserva-
tion of traditional methods, technologies and crafts (11.5%), preservation of
traditional products (11.5%), preservation of traditions and customs (7.7%),
demonstration of productions, technologies, innovations, etc. (3.8%), protecti-
on and improvement of soil purity (19.2%), protection of groundwater purity
(23.1%), (measures for) storage and saving of water (15.4%), (measures for)
fire protection (15.4%), protection of plant and /or animal gene pool (15.4%),
free access on the farm to outsiders (19.2%) and hiring of workers (11.5%).

The agro-ecosystem of Dobrudja surpasses the others in terms of produ-
ction of seeds, saplings, animals, etc. for farms (5.5%), production of raw
materials for cosmetics and other industries (5.5%), flood protection (mea-
sures) (5.5%), fire protection (measures) (16.7%), pests control (measures)
(50%), (measures for) disease control (55.6%), conducting a scientific experi-
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ment (5.6%), free access on the farm to outsiders (16.7%) and protection and
improvement of non-agricultural ecosystems (5.6 %). The Thracian Lowland
agro-ecosystem is at the forefront in terms of the share of participating farms
in the production of products for direct human consumption (80%), on-farm
use of sludge from water treatment (4%), conservation of natural biodiversity
(28%), conservation of surface water purity (20%), storm protection (measu-
res) (4%) and employment of workers (12%).

Farmers in the principle ecosystems of the country are also involved to
varying degrees in the preservation and production of agro-ecosystem servi-
ces. Agro-ecosystems in a predominantly plain region of the country are lea-
ding in the number of participating farmers in terms of production of products
for direct human consumption (63.4%), provision of services to other farms /
agricultural organizations (4.2%), protection from soil erosion (15.5%), pro-
tection and improvement of soil fertility (18.3%), (measures for) pest control
(26.8%) and (measures for) disease control (30.9%). Agro-ecosystems in the
plain-mountenouse regions of the country outperform the rest in terms of the
share of farmers involved in the production of raw materials for cosmetics and
other industries (11.4%), preservation of traditional crops and plant varieties
(11.4%), preservation of traditional methods, technologies and crafts (11.4%),
protection of natural biodiversity (22.9%), pest control (measures) (25.7%)
and employment of workers (17.1%). Agro-ecosystems in mostly mountai-
nous regions of the country are in the best comparative position in terms of
the inclusion of farms for preservation of traditional methods, technologies
and crafts (11.5%), preservation of traditional services (15.4%), preservation
of tradition and customs (7.7%), preservation of historical heritage (3.8%),
education of students, consumers, etc. (7.7%), demonstration of productions,
technologies, innovations, etc. (7.7%), (measures for) conservation and savin-
gs of water (7.7%), (measures for) regulation and improvement of the microc-
limate (11.5%) and hiring of workers (15.4%).

The share of farms in agro-ecosystems in Protected areas and territories is
superior to other types of agro-ecosystems in terms of production of animal feed
(10.7%), production of seeds, saplings, animals and others. for farms (10.7%),
production of raw materials for the food industry (25%), provision of tourist and
restaurant services (3.6%), use of manure on the farm (21.4%), preservation of
traditional crops and plant varieties (25%), conservation of traditional species
and breeds of animals (10.7%), conservation of traditional scenery and lands-
cape (10.7%), conservation of natural biodiversity (32.1%), conservation of air
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purity (14.3%), (measures for) regulation and improvement of the microclimate
(10.7%) and protection of plant and/or animal gene pool (17.9%).

The agro-ecosystems in mountenouse regions with natural constraints oc-
cupy leading positions in the country in terms of the share of the participa-
ting farms in the production of many agro-ecosystem services - production of
products for direct human consumption (71.4%), production of animal feed
(10.7%), seed production, saplings, animals, etc. for farms (10.7%), produc-
tion of raw materials for the food industry (32.1%), own processing of agri-
cultural products (17.9%), provision of tourist and restaurant services (3.6%),
use of manure on the farm (25%), provision of services to end users (3.6%),
preservation of traditional crops and plant varieties (17.9%), preservation of
traditional species and breeds of animals (17.9%), preservation of traditional
methods, technologies and crafts (14.3%), preservation of traditional products
(17.9%), preservation of traditional scenery and landscape (10.7%), improve-
ment of scenery and landscape (10.7%), preservation of tradition and customs
(7.1%), training and advice of other farmers (10.7%), demonstration of pro-
duction, technology, innovation, etc. (7.1%), protection of natural biodiversity
(35.7%), protection against soil erosion (28.6%), protection and improvement
of soil fertility (32.1%), protection and improvement of soil purity (25%),
protection of purity of surface waters (21.4%), (measures for) regulation of
outflow of water (10.7%), protection of air purity (14.3%), (measures for) re-
duction of greenhouse gas emissions (10.7%), (measures for) protection from
storms (7.1%), conducting a scientific experiment (7.1%), and providing free
access on the farm to outsiders (17.8%).

On the other hand, farmers in ecosystems in non-mountainous regions
with natural constraints participate in the conservation and supply of a limi-
ted range of agro-ecosystem services, outperforming other agro-ecosystems
in some important areas such as conservation of natural biodiversity (28.6%),
protection and improvement of soil purity (28.6%), protection of the purity of
the groundwater (14.3%), (measures for) regulation of the proper outflow of
water (14.3%), (measures for) protection against floods (14.3%), (measures
for) protection against fires (14.3%), use and recycling of waste, composting,
etc. (14.3%) and protection and improvement of non-agricultural ecosystems
(14.3%). Significant differences in the preservation and provision of servi-
ces of different types in the main specific and principled ecosystems of the
country, and in different geographical and agricultural areas is a sign of dif-
ferent potential and “specialization” in supplying the main types of services
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from different agro-ecosystems in the country as well as of the uneven de-
velopment of this activity among the agricultural producers in the different
regions and ecosystems of the country.

The share of farms with different production specialization involved in the
preservation and supply of agro-ecosystem services gives a good idea of the
contribution of different types of production and specific agro-ecosystems to
agro-ecosystem services of different types. For example, agro-ecosystems with
field crops contribute to a relatively smaller number of agro-system services
compared to other production systems in the country. However, this specific
type of agro-ecosystem is superior to the others in two respects - in terms of
the share of farms involved in the production of animal feed (21.4%) and fire
protection (measures) (21.4%). The vegetables and mushrooms sector is leading
in the country in terms of the share of participating farms in the production of
products for direct human consumption (83.3%), on-farm use of sludge from
water treatment (5.5%), (measures of) storage and savings of water (11.1%),
pest control (measures) (38.9%) and disease control (measures) (44.4%).

The perennials sector provides a wide variety of agro-ecosystem servi-
ces, but surpasses the others only in the share of farms participating in the
provision of tourist and restaurant services (1.7%) and protection against
soil erosion (21.1%). The grazing animals sector occupies leading positions
in the country in terms of the share of farmers contributing to a number of
agro-ecosystem services - production of raw materials for the food industry
(45.4%), own processing of agricultural products (18.2%), use of manure on
the farm (18.2%), provision of services to end users (9.1%), conservation of
traditional species and breeds of animals (27.3%), conservation of traditio-
nal services (27.3%), protection of surface water purity (27.3%), protection
of purity of air (18.2%), (measures for) reduction of greenhouse gas emis-
sions (9.1%), use and recycling of waste, composting, etc. (18.2%), prote-
ction of plant and/or animal gene pool (27.3%), granting free access to the
territory of the farm to outsiders (18.2%) and protection and improvement
of non-agricultural ecosystems (27.3%). The specialized holdings in pigs,
poultry and rabbits contribute to a very limited number of agro-ecosystem
services, but in several respects occupy leading positions in the country whe-
re every third producer is involved in the protection and improvement of
soil purity, protection of groundwater purity, (measures for ) regulating the
proper flow of water, and hiring workers.
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The field crops sector surpasses the others only in terms of preservation
of traditional crops and plant varieties (9.1%), while those specialized in
mixed livestock for two types of agroecosystem services - providing ser-
vices to other farms and agricultural organizations (7.7%) and regulation
and improvement of the microclimate (15.4%). Specialized in mix crop and
livestock farms participate in the supply of a wide range of agro-ecosystem
services, as a relative number of participants occupy a leading position in the
production of seeds, saplings, animals, etc. for farms (14.8%), preservation
of traditional scinery and landscape (14.8%), improvement of scinery and
landscape (11.1%), preservation of historical heritage (7.4%), training and
advice of other farmers (14.8%), protection and improvement of soil ferti-
lity (25.9%), (measures for) storage and saving of water (11.1%), (measures
for) protection against storms (7.4%) and conducting a scientific experiment
(7.41%). Farms specializing in bee families are characterized by the hig-
hest share of participants in the production of raw materials for cosmetics
and other industries (10%), preservation of traditional species and breeds of
animals (30%), preservation of traditional methods, technologies and crafts
(40%), preservation of traditional products (20%), preservation of tradition
and customs (20%), demonstration of productions, technologies, innovati-
ons, etc. (10%) and conservation of natural biodiversity (30%). Significant
sectoral differences in the preservation and supply of services of different ty-
pes are a sign of both the different “specialization” in the supply of the main
types of services from farms with different specializations and the uneven
development of this activity. The later requires further research into the links
between specialization and agri-ecosystem services, as well as measures to
expand and diversify this activity across all farm groups.

4. Dominating mechanisms and modes of governance of agro-ecosys-
tem services in Bulgaria

Our study has found out that a great variety of market, private and colle-
ctive modes of governance have been used to govern ecosystem services in
Bulgarian agriculture (Table 4.1). Since there has been multiple “failures”
of market and private sectors to provide adequate agro-ecosystem services a
great number of modes of public interventions have been introduced — funda-
mental property rights modernization, public support, provision, regulation,
taxation etc. (Table 4.2).
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Individual governance forms have distinct advantages and disadvantages
for participating agents and for the overall supply of “needed” agro-ecosys-
tem services in the country. Detailed assessment of efficiency and potential of
dominating governance forms is presented in other publications of the author
(Bachev, 2009, 2020).

Table 4.1. Market, Private and Collective Modes of Governance of Agro-e-

cosystem Services in Bulgaria

Market forms

Voluntary Pri-
vate initiatives

Special Private
Contract

Special Private
Organization

Spotlight sales;
Classical contracts;

Eco-visits, hunting,
fishing, collecting
wild plants and
animals;

Organic products;
Special origins and
protected origins;

“Fair trade”
products; Farm-gate
Sale;

Own harvesting by
the client;

Farm eco-training;
Eco-tourism,
horseback riding,

fishing;

Eco-restaurants

Movements
for Sustainable
agriculture;

Voluntary “Codes
for eco-behavior”;

Voluntary
standards;

“Good will”;

Charity actions

Eco-contracts
and cooperative
agreements
between farmers
and interested
businesses or
communities
involving
payment for
ecosystem
services and
resulting in
production
methods
(improved
pasture
management,
reduced use of
agro-chemicals,
conservation

of wetlands),
limiting water
pollution,
protection
against floods
and fires, etc.;

Joint investment
in eco-projects
and ecosystem
services

Family farms;

Cooperative
farms;

Agro
companies;

Public farms;

Eco-
associations;

Eco-
cooperative;

Specialized
organization

for restoration,
maintenance and
improvement

of ecosystem
services;

Public-private
partnerships;

Protected
Trademarks,
Origins,
Products, etc.

Source: Authors
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Table 4.2. Forms of Public Interventions in Agro-ecosystem Services in Bulgaria

New Property | Public Regulations | Public Public Sup- | Public Provi-
Rights and Taxation port sion
Enforcement
Rights for Regulations for Tax Recom- Scientific
a clean and organic farming; preferences; | mendations, | research;
beautiful Regulations for information,
environment, g;%;?gs%izizsgomn' Eco-taxes demonstrati- | Market
biodiversity; Emissions and use, on emissions | ons; information;
Prlvattj rllghts quotas for products and products; | Direct A
g? ?a _ral, d and resources; payments; gro- )
tologica artl | | Regulations for the Fees for Subsidies for | Meteorological
env1ronm.en al | ihtroduction of alien | overpro- eco-actions forecasts;
resources, species, genetically duction of £ b
i dified crops; ol farms, bu- i
Collective moditie ps; manure: . Sanitary and
) e ’ sinesses and .
rights over Prohibition of cer- ... | veterinary
irrigation tain activities, use of Fees on communities; control,
waters, resources and tech- P Preferential | yaccinations
. | nology: manufac- o HOnS,
pastures, etc.; 24 . Credit; preventive
Private right Nutrition and pest turing or _ _
nvate nghts | management stan- export for Public measures;
for profit- dards; financing eco-contra-
oriented Regulations to prote- | innovation: cts; Public Agency
management | ot water from nitrate G ¢ | (Company)
of natural llution; overnmen ;
potiution; . for important
resources: R . Waste tax; procurement
) Regulations for bio- t d ecosystems;
Tradable diversity and lands- Farmland ¢ (“;la cr an
. . armland tax | other resour-
pollution cape m'fmagement, ' Applying the
quotas I%lcensmg g)r the use ces); “precautionary
ermits); of water and agro-e- Price and 1o
P ) ). cosystems; . principle”;
Private rights Rules and quotas for production
to intellectual | o oo oF sewage al_d for Orga- | Environmental
products, sludge; nic producti- | monitoring;
origins, Quality and safety on and speci-
(;;‘rotectlon) standards; al origins; Eco-forecasts;
0 ec.osy'stem Standards for good Financing of
sefwces, agricultural practices; eco-educa- Risk
'ng.hts for Compulsory eco-e- tion; Assessment
issuing eco- ducation; .
bonds, shares | Certification and Assistance
for farmers

in ownership;

Private
liability for
pollution;
Provide legal
personality
rights to a
part or entire
ecosystems

licensing;
Mandatory eco-la-
beling;
Identification of
threatened areas and
reserves;

Set-aside measures;

Inspections, fines,
termination of ac-
tivity

and environ-
mental asso-
ciations;
Collection
of fees to pay
for provision
of ecosystem
services

Source: Authors
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Our field survey has found that a large proportion of Bulgarian farms use
some specific mechanisms in making decisions about managing their activities
related to agroecosystem services (Figure 4.4). However, a different propor-
tion of farms apply specific mechanisms to manage the various aspects of the
activity related to the provision of agro-ecosystem services. In the Production
of products for direct consumption, all farms use some “special” forms. The
modes and efficiency of governance of this type of activity of Bulgarian farms
have been widely studied and presented in academic literature (Bachev, 2010,
2018). A relatively large part of the farms also uses specific mechanisms in the
management of Soil Protection, Water Protection, Biodiversity Protection, and
Landscape and Scenery Protection. Fewer farms use specific forms to manage
the supply of the other main types of agro-ecosystem services.

Use of manure, sludge, etc.

Preservation of traditions, customs, etc.
Preservation of breeds, varieties, products, etc.
Combating dimate change

Landscape and scenery protection

Biodiversity conservation

Water protection

Soil protection

Providing services

Production of animal feed

Production of raw materials for industry

Production of consumer products

o
]
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Figure 4.4. Share of farms using specific mechanisms for decision-making

of activity associated with agroecosystem services in Bulgaria (percentages)

Source: Survey of agricultural producers, 2020

The specific forms and mechanisms applied for the effective governance
of different types of agro-ecosystem services are quite different. For most far-
ms, independent internal (Independently by the farm) management is essential
for the supply of all major agroecosystem services (Figure 4.5). This form is
practiced by the vast majority of farms, in agro-ecosystem services with the
character of “local or public goods” (inability to sell and protect rights, high
specificity and uncertainty, low frequency of exchange with a particular user,
etc.) - Soil protection, Water protection, Biodiversity protection, Landscape
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and scenery protection, Climate change control, Preservation of breeds, varie-
ties, products, etc., and Use of manure, sludge, etc. This form is least used in
making management decisions concerning the production of raw materials for
industry, where there is a high dependency (specificity of the product, capa-
city, delivery time, location, etc.) of the particular buyer(s) and market(s) and
there is a need to use more effective forms of coordination and governance.

Collective decision-making with other farmers and agents is a form that
is applied by a significant part of the farms in relation to the Preservation of
traditions, customs, etc., and a large part of them in the Production of raw
materials for industry, Water protection, Biodiversity protection, Landscape
and Scenery protection, and Combating climate change. The collective form
for most of these services (with the character of “local or public goods”™) is
determined by the need for coordinated “collective action” (high dependen-
ce of assets and actions) to achieve a certain positive result. The collective
organization in the production of raw materials for the industry is most often
required by the need for a certain minimum volume and standardization for
efficient market or vertically integrated trade (achieving efficiency in whole-
sale trade, compliance with the requirements of processors for quality, volume
and frequency of supplies, etc.) or to oppose an existing (quasi)monopoly, etc.
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Preservation of breeds, varieties, products, etc.
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Biodiversity conservation

Water protection
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Figure 4.5. Mechanisms used in decision-making on farm activities related
to different types of agro-ecosystem services in Bulgaria

Source: Survey of agricultural producers, 2020
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Market mechanism and market prices and demand are exclusively and wi-
dely applied only to traditional (commercial) farming products and services -
mostly in the Production of raw materials for industry, Production of products
for direct consumption, and in less extent in Production of animal feed, and
Provision of services. As mass and standard products are traded, the market
works well and there is no need to use a more expensive special form to govern

the relationship between supplier and buyer.

A special private form - Contract with a private agent/s is used when it is
necessary to regulate in detail the relations of the parties due to high unilateral
or bilateral dependency of assets, high frequency of transactions between the
same agents, and uncertainty and risk of market trading (specification of the
product, delivery time, a form of payment, interlinked transactions, a guaran-
tee of trade between the parties, etc.). The contractual form is applied by every
tenth farm in the provision of services, and a large part of the farms in the
production of raw materials for industry, production of animal feed, and the
use of manure, sludge, etc.

Public intervention (support) is required when private and market forms
cannot fully govern the supply of certain agro-ecosystem services due to pub-
lic nature, low appropriability, high specificity and uncertainty, etc. Participa-
tion in a public program is a form that is applied most by farms in the Fight
against climate change, Landscape and scenery protection, and Preservation of
breeds, varieties, products, etc.

Depending on the specificity of production (and the production agro-e-
cosystem), farms with different specializations use to unlike extent specific
mechanisms for deciding on the activity related to agroecosystem services of
different types (Figure 4.6). The largest share of farms specialized in Field
crops use specific mechanisms in the production of raw materials for industry.
The most widespread special mechanisms for the production of animal feed
are practiced at Mixed crop-livestock holdings. Every third producer in Pigs,
Poultry and Rabbits applies similar mechanisms for (standard) services provi-
sion. A significant part of the specialized in Permanent crops, and Mix crops
need special management mechanisms for soil Protection. In water protection,
most of the holdings in Permanent crops, Mix crop-livestock, and Mix crops
adapt special forms.

Farms in Permanent crops, Mixed Livestock, and Mixed crop-livestock use
the most specific mechanisms for biodiversity conservation. One-third of the
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specialized holdings in Pigs, Poultry and Rabbits apply special forms for lan-
dscape and scenery protection. The largest part of the farms with Mix crops,
and Grazing livestock apply special management mechanisms in the fight aga-
inst climate change. For the preservation of breeds, varieties, products, etc.
and for the preservation of traditions, customs, etc. every third farm with pigs,
poultry and rabbits needs such mechanisms. The majority of those specialized
in Pigs, Poultry and Rabbits, and Mixed crops apply special mechanisms in
making management decisions for the use of manure, sludge, etc.

At the same time, however, there is a significant variation in the type of
specific mechanisms used to make management decisions by farms with dif-
ferent specializations. For example, for the Conservation of Natural Biodi-
versity, every third farm specializing in field crops applies Participation in a
public program. When managing the supply of the same ecosystem service,
two-thirds of the farms with bee colonies and one-third of those in Mixed
crops do it Collectively with other farms and agents. Similarly, when mana-
ging the fight against climate change, half of the Mixed Crop-Livestock hol-
dings do so Collectively with other farmers and agents, while one-fifth of the
farms specializing in Permanent crops use Participation in a public program.
For some agroecosystem services with a high (capacity, location, product, etc.)
specificity to a particular buyer(s) no (free)market forms (Soils protection,
Waters protection, Protection of biodiversity, Preservation of landscape and
scenery, Combating climate change, Preservation of breeds, varieties, produ-
cts, etc.) or public forms (Production of raw materials for industry, Production
of animal feed, and Services supply), or both market and trilateral with public
involvment forms (Preservation of traditions, customs, etc., and Use of manu-
re, sludge, etc.) develop. For the later mostly or exclusively private (internal,
contract, collective, etc.) modes are used by all types of farms to govern their
activity and relations associated with ecosystem services.

Our study has found no significant differences found in specific modes of
management of specific agro-ecosystem services applied by farms of diffe-
rent juridical types (Sole Trader, Cooperative, etc.), in different ecosystems
(mountainous, plain, etc.) and regions of the country. Thus differentiation of
the managerial modes mostly depends on the specificity of the agroecosystem
services and the subsector of agricultural production.
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Figure 4.6. Share of farms with different specialization, using specific me-
chanisms in decision-making on the activity related to agroecosystem services
in Bulgaria (percentages)

Source: Survey of agricultural producers, 2020

5. Private, collective and market modes

Most of the surveyed farms apply special private and market forms to go-
vern the supply of agro-ecosystem services. Over 17% of all farms are cer-
tified for organic production, and a small part combines mixed organic and
traditional production (Figure 4.7). Formal certification is associated with
additional costs for farmers (conversion period, certification, current control,
etc.) and consumers (premium to market price), but also brings significant
benefits for both parties. Farmers have a formal guarantee for the authenticity
of their products, receive a price bonus and public subsidies, develop a repu-
tation and market position for special and high-quality products. Consumers
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receive a guarantee of authenticity and low-cost acquisition of products related
to agri-ecosystem services. The process is controlled by an independent (third)
party, which increases trust and reduces transaction costs. This threelateral
market-oriented form will become even more important in the future given the
growing consumer demand in the country and on international markets, and
the further greening of the CAP in the next programming period and increa-
sing incentives to expand organic production in the EU.

With a plan for eco-brand, protected origin, etc.
With a bio-certification plan

Participates in a collective initiative

Member of a collective organization

Provides eco, cultural, etc. services

In the process of certification

'With a reputation for environmentally clean products

-
|
]
I
I
With naturally environmentally clean production |
|
With a collective trademark, protected origin, etc. [l
-

With own trademark, protected origin, etc.
Mixed organic and traditional production I
Certified for organic production |
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Figure 4.7. Share of farms applying diverse private, collective, and market

forms for the supply of agro-ecosystem services in Bulgaria (percentages)

Source: Survey of agricultural producers, 2020

Most of the agricultural holdings have a built Reputation for ecologically
clean products, or With naturally ecologically clean production. Informal
private and collective forms such as building a “good reputation” for spe-
cial quality, products, origins, etc., of certain farms, ecosystems and entire
regions are widespread in the country‘s agricultural practice. In the future,
they will continue to effectively manage the relationship between produ-
cers and consumers for the supply of agri-ecosystem services. Transaction
costs are low, as long-term “personal” relationships (“clientalization”, high
frequency) are developed for trading certain products, primarily in local and
regional markets, and opportunism is punished by the cessation of trade and
“bad” reputation.
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Due to high costs (registrations, control, etc.) and low returns, very few
farms apply other formal private or collective forms of agri-ecosystem servi-
ces management. A little over 5% are members of a collective organization,
a little over 1% are With own trademark, protected origin, etc., less than 1%
participate in a Collective Trademark, Protected Origin, etc., or in a Collective
Initiative. However, given the significant transactional benefits (sales to large
retail chains, exports, premiums, etc.), the number of farms investing in such
special private and market forms is gradually increasing. In the process of cer-
tification are 3% of all farms are, With a plan for bio-certification and With a

plan for eco-brand, protected origin, etc. almost 2%.

Nearly three-quarters of the surveyed farms reported that they participate
in some initiative for the protection of ecosystems and ecosystem services.
The majority of farms Implement own (private) initiative in this regard (Figure
4.8). Quite a part of the holdings Implements informal Initiatives of other far-
ms. Almost every tenth reports participating in a State initiative related to the
protection of ecosystems and ecosystem services. This hybrid (public-private,
trilateral) form is also usually associated with receiving certain subsidies or
other support in return for certain commitments for improved environmental
management. Just over 2% of farms Have a contract with the state to imple-

ment such an initiative.
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Figure 4.8. Share of farms participating in an initiative for the protection

of ecosystems and ecosystem services in Bulgaria (percentages)

Source: Survey of agricultural producers, 2020

A small share of farms participates in other private and collective formal
environmental management initiatives - Formal initiatives of other farms,
Initiative of a professional organization, Initiative of a non-governmental or-
ganization, Initiative of a cooperative of which they are members, and Inter-
national initiative. For a small part of the farms, the initiative is of (induced
by) Supplier of the farm or by Buyer, and even Have a contract with a private
organization for implementation of eco-initiative. All this shows that the effe-
ctive forms that farms and other stakeholders use to govern their relationships
and actions related to environmental protection and agri-ecosystem services
are diversifying.
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6. Providing outside access to the territory of the farm

Providing external access to the territory of agricultural holdings is a basic
form of supply and/or consumption of ecosystem services in agriculture. The
share of farms that provide access to outsiders on their territory varies depen-
ding on the agroecosystem services used (Figure 4.9). A significant part of the
farms allows External visits to the farm, and Collection of information from
individuals and institutions. Relatively smaller is the number of farms that
allow Passage through the farm. Every tenth farm allows Grazing of animals
of other individuals and farms, and Collection of unnecessary for the farm
harvest, including residues. Quite a few of the Bulgarian farms also provi-
de their territory for Scientific experiments and demonstrations, Tourism, and
Collection of wild plants and animals. To the least extent, the territory of the
farms is available for the Organization of private events (entertainment, etc.),
Hunting and fishing, and Organization of public events. An insignificant part
of the holdings also indicated Other reasons such as Veterinary services, and
Control bodies and experts.
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Veterinary services
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Scientific experiments and demonstrations

Collection of information from individuals and institutions

Passing through the farm
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Figure 4.9. Share of farms that provide external access to their territory

for using of various ecosystem services in Bulgaria (percentages)

Source: Survey of agricultural producers, 2020
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For the different types of external access on the territory of the farms, spe-
cific forms for governing the relationship of agents are practiced (Figure 4.10).
Free and unrestricted access is the dominant form of providing access to the
territory of the farm for grazing animals of individuals and other farms, Col-
lection of wild plants and animals, Tourism, Organizing private events, Orga-
nization of public events, Passage through the farm, Veterinary services, and
Control bodies and experts. This form is also practiced by a large number of
farms for the Collection of unnecessary harvest, residues, Collection of infor-
mation from individuals and institutions, Scientific experiments and demonst-
rations, Visits to the farm, and Hunting and fishing. All these agro-ecosystem
services are treated as public goods and their use and consumption are “ma-
naged” by providing free and unrestricted access by farm owners. Most of
these services are difficult to regulate or exchange as private goods due to high
uncertainty and enforcement costs.

Control bodies, experts

Veterinary services

Hunting and fishing E—

Scientific experiments and demonstrations [l ]
Collection of information from individuals and =

institutions

Visits to the farm [ ]

Passing through the farm [ |

Organizing public events | I

Organizing private events (entertainment, etc.) I I

Tourism | |

Collection of wild plants and animals [ |
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Figure 4.10. Type of external access to farm's territory for use of different

ecosystem services in Bulgaria

Source: Survey of agricultural producers, 2020
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In many cases the main form for providing access to the territory for the
farm is Free but regulated - for Collection of unnecessary crops, residues,
Visits to the farm, Collection of information from individuals and instituti-
ons, Scientific experiments and demonstrations, and Hunting and fishing. This
form is widely used by a large number of farms in allowing access to the
territory for Grazing animals of individuals and other farms, Collection of
wild plants and animals, Organization of private events, Organizing public
events, and Passing through the farm. The use and consumption of this type of
agro-ecosystem services are managed through a private form - regulation, and
they are provided free of charge by farm owners. The form of free provision is
determined either by the additional benefits received for the farmers (in case
of grazing animals of individuals and other farms, collection of unnecessary
crops, residues, collection of wild plants and animals, organization of priva-
te and public events, etc.), or from the high costs of enforcement - constant
control, penalties, disputing through a third party, etc. (in Passing through the
territory of the farm, Hunting and fishing, etc.). Here, regulation is needed to
plan and coordinate external access and/or limit consumption to maintain a

sustainable supply of agro-ecosystem services.

A portion of farms uses a market form of exchange against payment of a
price to provide external access to the territory of the farms. This form of sale
of services is practiced in grazing animals on individuals and other farms,
collection of unnecessary crops, residues, collection of wild plants and ani-
mals, tourism, organizing private events, organizing public events, passing
through the farm, visits to the farm, gathering information from individuals
and institutions, scientific experiments and demonstrations, and veterinary
Services. The market form is preferred because it governs well the supply of
“limited” agro-ecosystem services and relationships of counterparts. Market
trading is beneficial for both parties, who mutually profit from the transaction,
as the terms of exchange are easy for no or low-cost negotiation, control and
sanctioning. Here, the classic contract of “spotlike” exchange under standard
conditions applies, and payment is made on the spot or in advance to avoid any
possible opportunism.

Agricultural holdings with different specializations provide unequal exter-
nal access on the territory to farms for using different agro-ecosystem services
(Figure 4.11). To the greatest extent outside access to the territory of the farm
for grazing animals of individuals and other farms is provided by holdings
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specialized in Grazing livestock, and Mixed crop-livestock operations. For
Harvesting of unnecessary output, incl. Residues, most farms providing exter-
nal access to their territory are among specialized in field crops, and crop-li-
vestock. The largest share of mix crop-livestock farms allows the collection of
wild plants and animals and tourism in their territory. Specialized in grazing
livestock to the greatest extent provide external access on the territory of the-
ir farms for Organizing private events (entertainment, etc.), and Organizing
public events. Most farms that allow passage through the farm territory are
among those specialized in permanent crops, and grazing animals. Most visits
to the farm are allowed by farms specializing in grazing animals, and field
crops. The largest share of farms that allow the collection of information from
individuals and institutions are among those specializing in permanent crops,
and grazing animals, and for scientific experiments and demonstrations among
those specializing in grazing animals, and Bee families. Every tenth farm with
bee families also allows the use of its territory for hunting and fishing. There-
fore, in addition to the product specialization, there is a certain specialization
in the provision of agro-ecosystem services related to external access on the
territory of the farms.

Farms with different specializations use unequally different forms for en-
suring open access to the territory of farms for the use of agro-ecosystem ser-
vices. The preferred most efficient mode is (pre)determined by the specifics
of the production and the use of territory and/or the preferences of the owners/
managers of the individual farms and the external users of the related agro-e-
cosystem services. For example, for farms specialized in field crops, vegetab-
les and mushrooms, and mixed livestock, Free but regulated access is the only
form used for providing external access to the territory for grazing animals to
individuals and other farms. At the same time, most of the farms specializing
in permanent crops practice Free and Unrestricted Access, while the remai-
ning one-fifth apply for Paid access. Similarly, relations with clients associa-
ted with Harvesting unnecessary output, incl. residues on the territory of farms
specialized in Vegetables and Mushrooms, Grazing livestock and Mixed crops
are managed entirely on a contractual basis for payment. At the same time, for
all other groups of farms, the used form is either Free but regulated or Free and
unrestricted access.
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7. Efficiency and importance of farms’ ecosystem services provision

According to the majority of managers of the surveyed farms, their acti-
vity for the protection of ecosystems and their services is associated with an
Increase in the total production costs of the farm, Increase of the specialized
costs for nature protection, Increase of long-term investments, Increase of ma-
nagement costs and efforts, Growth of the costs of participation in state aid
programs, Increase in the costs of studying the regulations and standards, and
Increase in the costs of registrations, tests, certification, etc. (Figure 4.12).
Moreover, for the majority of farms this activity leads to a high increase in the
total production costs of the farm, the specialized costs for nature protection,
long-term investments, the costs for participation in state aid programs, and
the costs of registrations, tests, certification, etc. At the same time, for only a
small part of all farms, environmentally-friendly activity is associated with a
reduction in the various types of production and transaction costs.

At the same time, however, the vast majority of farms report that their
activities for the protection of ecosystems and their services are also associ-
ated with an Increasing the economic efficiency of the farm, Increasing the
ecological efficiency of the farm, Increasing the social efficiency of the farm,
Improved protection of ecosystems in the region, and Improved protection of
ecosystems in the country. At the same time, the majority of farms estima-
te that their environmentally friendly activity leads to a high increase in the
economic efficiency of the farm, the ecological efficiency of the farm, and
the protection of ecosystems in the region. None or very few of the surveyed
farms indicate that their activities for the protection of ecosystems and their
services are related to reducing the economic efficiency, environmental and
social efficiency of the farm, and the protection of ecosystems in the region
and the country. However, a significant share of farm managers believes that
their efforts and costs to protect ecosystems and ecosystem services do not
lead to changes in the social efficiency of the farm, and improved protection
of ecosystems in the country.

There is significant differentiation in the level of costs and efficiency of
farm activities related to the protection of ecosystems and ecosystem services
(Figure 4.13). A high increase in the total production costs of the farm was re-
ported by half of the farms specializing in field crops and mixed crop producti-
on, three-quarters of those in grazing animals, and all of those in bee colonies.
The share of farms with a high increase in these costs is the smallest among
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holdings specialized in vegetables and mushrooms (every third) and none in
pigs, poultry and rabbits. The largest share of farms with a high increase in
specialized costs for nature protection are among those specialized in field
crops, mixed crop production and crop and mix crop-livestock production, and
bee families. At the same time, relatively few mixed livestock farms reported
a high increase in this type of cost, and none among those specializing in gra-

zing animals and pigs, poultry and rabbits.

A high Increase in long-term investments for the protection of ecosystems
and ecosystem services is most typical for farms specializing in Vegetables
and mushrooms, Herbivores, Mixed crop production, Crop and livestock pro-
duction, and Bee families. The lowest share of farms with high costs of this
type is in Permanent crops, and in none of the surveyed farms in Pigs, poultry
and rabbits. High increases in management costs and efforts to protect ecosys-
tems and ecosystem services are recorded in most of the farms specializing in
Vegetables and Mushrooms and Herbivores, and Mixed crop production and
Bee Families. At the same time, relatively few of the farms in Perennials and
Mixed Livestock, and none of those in Pigs, Poultry and Rabbits reported a
high increase in these costs. For a high increase in the costs of private arran-
gements and contracts related to the protection of ecosystems and ecosystem
services, most farms report in Field Crops, and Bee Families, while in other
groups a small number or none of the holdings have growth in these costs. A
high increase in the costs of cooperation and association with others related to
the protection of ecosystems and ecosystem services is observed in all farms
specializing in beekeeping, while in other categories of farms this type of cost
is not typical.



Hrabrin BACHEYV - Bozhidar IVANOV - Bilal KARGI - Bekir Cihan UCKAC

[ 127

Improved protection of ecosystems in the country
Improved protection of ecosystems in the region
Increasing the social efficiency of farm

Increasing ecological efficiency of farm
Increasing economic efficiency of farm

Increase in costs for resolving disputes and conflicts

Increase in costs for registrations, tests, certification,
EtL.

Increase in costs for studying regulations and standards

Increass in costs for participation in public support
programs

Increass in costs for marketing product and senvices

Increase in costs for information, training and advice

Increase in costs for cooperation and assodation with
others

Increase in costs for private arrangements and contracts
Increase in managament costs and efforts

Increase in long-term investments

Increase in specislized costs for nature protection

Increase in total production costs of the farm

W High

| ]
(| 1
|
|
I
[ I
[ |
| u
I |
| 1
(| 1
[

| ]
| 1
(|
|
N
0 10 2 30 40 50 60 F0 B0 S0 10D

W Low Zery M Decrease

Figure 4.12. Costs and efficiency of the activity of farms for protection of
ecosystems and their services in Bulgaria (percentages)

Source: Survey of agricultural producers, 2020



GOVERNANCE IN AGRICULTURAL MARKETS,
128 | ORGANIZATIONS AND DEVELOPMENT

Beekeeping

Crop-livestock

Mix livestock

Mix crops

Pigs, poultry and rabbits

Grazing livestock

Permanent crops

Vegetables and mushrooms

i

Field crops

=]
=
=]
]
=]
w
=]
&
]
=]
@
=]
=~
[=]
&
=]
=]
=
=]

0

B Improved protection of ecosystems in the country

B Improved protection of ecosystems in the region
Increasing the social efficiency of farm

B Increasing ecological efficiency of farm

W Increasing economic efficiency of farm

M Increase in costs for resolving disputes and conflicts

B Increase in costs for registrations, tests, certification, etc.
Increase in costs for studying regulations and standards
Increase in costs for participation in public support programs

H Increase in costs for marketing product and services

M Increase in costs for information, training and advice

B Increase in costs for cooperation and association with others
Increase in costs for private arrangements and contracts

M Increase in management costs and efforts
Increase in long-term investments

Eincrease in specialized costs for nature protection

M Increase in total production costs of the farm

Figure 4.13. Share of farms with a high increase in costs and efficiency of
activity for the protection of e cosystems and their services in Bulgaria (per-

centages)

Source: Survey of agricultural producers, 2020



Hrabrin BACHEYV - Bozhidar IVANOYV - Bilal KARGI - Bekir Cihan UCKAC [ 129

The most numerous are the farms with high Increase in costs for informa-
tion, training and advice on ecosystem protection and ecosystem services in
those specialized in Mixed Crop Production, and Bee Families, and relatively
few in Field Crops, and none for Grazing animals, and Pigs, poultry and rab-
bits. The largest share of farms with a high increase in the cost of marketing
the product and services related to the protection of ecosystems and ecosystem
services is in those specializing in grazing animals and mixed crop production,
bee families, relatively few in field crops, and perennials, and none among
those in pigs, poultry and rabbits. Most of the farms report high growth in the
costs of participation in state aid programs related to the protection of ecosys-
tems and ecosystem services, among those specialized in field crops, vegetab-
les and mushrooms, mixed crop production, and mix crop-livestock. On the
other hand, relatively fewer farms reported similar growth among specialized
in perennials, and mixed livestock and none of those with grazing animals and
pigs, poultry and rabbits.

The high growth of expenditures for studying regulations and standards
related to the protection of ecosystems and ecosystem services was noted by
the largest number of farms with Mixed crop produces, and Crop-livestock
specialization. At the same time, a relatively small proportion of farms speci-
alizing in perennials, and none of those in grazing animals, pigs, poultry and
rabbits, mixed livestock and bee colonies reported a similar increase in this
type of expenditure. The high growth of expenditures for registrations, tests,
certification, etc. related to the protection of ecosystems and ecosystem servi-
ces is observed in most farms with Mixed Crop Production, Crop-Livestock
production, and Bee Families. This share is lowest on farms in field crops,
and on none of those in pigs, poultry and rabbits. High growth in the costs of
resolving disputes and conflicts related to the protection of ecosystems and
ecosystem services is reported by every fourth farm specializing in Vegetables
and Mushrooms and Mixed Livestock and every fifth of those in Bee colonies.
However, none of the other holdings reported a similar increase in this type of
expenditure.

High increase of the economic efficiency of the farm-related to the protec-
tion of ecosystems and ecosystem services is most noted in the farms specia-
lized in Field crops, Vegetables and mushrooms, Mixed crop production, Mix
crop-livestock production, and Bee families, and the least in those in Mixed
livestock, and Pigs, poultry and rabbits. A high increase of the ecological effi-
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ciency of the holdings’ activity for the protection of ecosystems and ecosystem
services is reported by all from Mixed crops farms, and the majority of those
with Grazing animals, and Crop and animal husbandry. The lowest share of
farms with similar growth is in those specialized in Mixed Livestock, and
Pigs, poultry and rabbits. High Increasing the social efficiency of the holdings’
activity for the protection of ecosystems and ecosystem services is registered
by every second farm specializing in Herbivores and Corp-livestock, a smaller
part of those in Perennial crops, and Mixed livestock, and from none of the

other categories of holdings.

High improved protection of ecosystems in the region, related to the acti-
vity of farms for protection of ecosystems and ecosystem services is achieved
mostly by the farms in Field crops, Vegetables and mushrooms, Mixed crop
growing, and Bee families, and relatively the least of those with Grazing ani-
mals, and Pigs, poultry and rabbits. High improved protection of ecosystems
in the country related to the activities of farms for protection of ecosystems
and ecosystem services is reported by all those specializing in Mixed crops
and Bee families, and most of those in Mix crop-animal husbandry. The share
of farms with a similar effect is the lowest in those specialized in field crops,
and perennials, and in none of them in grazing animals, pigs, poultry and rab-
bits, and mixed animal husbandry.

The vast majority of farm managers estimate that the effect of the ove-
rall activity of the farm is positive in terms of soils, biodiversity, landscape,
and economic development of the region (Figure 4.14). Also, the majority of
managers believe that the effect is positive in terms of Air, Surfacewaters,
Groundwaters, Climate, Traditional breeds, varieties, products, technologies,
and Social development of the region, as a relatively smaller part consider a
positive effect in terms of Local culture, traditions, customs, education. Howe-
ver, the share of managers who believe that the whole activity of their farm
is not associated with any effect on the individual elements of the ecosystem
- Soils, Air, Surfacewaters, Groundwaters, Biodiversity, Landscape, Climate,
Traditional breeds, varieties, products, technologies, Local culture, traditions,
customs, education, Economic development of the region, and Social develop-
ment of the region.
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Figure 4.14. Effect of farms’ overall activity on different elements of

ecosystems and their services in Bulgaria

Source: Survey of agricultural producers, 2020

In addition, a significant part of managers do not know the effect of the
overall activity of agriculture on various elements of the ecosystem - Soils,
Air, Surfacewaters, Groundwaters, Biodiversity, Landscape, Climate, Tradi-
tional breeds, varieties, products, technologies, Local culture, traditions, cus-
toms, educated, Economic development of the region, and Social development
of the region. The later requires both deepening and expanding independent
assessments of the effects of farming on the individual components of ecosys-
tems, and better informing farmers about their negative and /or positive cont-
ribution to environmental protection and ecosystem services.

Just over half of the surveyed managers assess the importance of their ac-
tivities for the protection of agro-ecosystems and agro-ecosystem services as
High for their farm, and 47% High for themselves (Figure 4.15). A signifi-
cant share of managers also believes that their activities for the protection of
agro-ecosystems and agro-ecosystem services are of high importance for the
region of their farm. There is also a significant number of managers who be-
lieve that this activity has a high environmental value, and value for future ge-
nerations. A relatively smaller part of the managers believes that such activity
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is of High importance for the community in the region, High market value,
and High economic value. At the same time, an insignificant share of mana-
gers is convinced that their activity for the protection of agro-ecosystems and
agro-ecosystem services has a High contract value, and a High social value or
is Without any value, as none of the respondents believes that this activity has
a High cultural value.

Without amy value
Value for future generations
High cultural value
High sodal value
High ecological value
High economic value
High contract value
High market value
High for community in the region
High for the region of farm

High fior your farm

High for yourself

=

10 20 30 40 50 60

Figure 4.15. Assessment of farm managers of the importance of their ac-
tivity for the protection of agro-ecosystems and agro-ecosystem services in

Bulgaria (percentages)

Source: Survey of agricultural producers, 2020

8. Factors in the governance of agro-ecosystem services

The survey allows us to identify personal, organizational, market, instituti-
onal and other factors that have the greatest impact on (and predetermine) the
activity of agricultural holdings for the conservation of agro-ecosystems and
agro-ecosystem services. According to the majority of surveyed managers,
the factors that strongly stimulate or limit the activity of farms related to the
preservation of agro-ecosystems are Market demand and prices, Market com-
petition, Opportunities to increase profits, Participation in state and European
support programs, Financial capabilities, Direct state and European subsidies
received, Personal conviction and satisfaction with this activity, Amount of
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direct costs for this activity, Access to farmers’ advice, Regulatory documents,
standards, norms, etc., and State Policy (Figure 4.16).
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Environmental problems and risks on your farm

Positive experience of other farms and organizations
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Figure 4.16. Factors that strongly stimulate or restrict the activity of farms

related to conservation of agro-ecosystems in Bulgaria (percentages)

Source: Survey of agricultural producers, 2020
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Figure 4.17. The extent to which farming activities related to the conserva-
tion of agroecosystems are stimulated or limited by various factors in Bulgaria
(percentages)

Source: Survey of agricultural producers, 2020
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The extent to which the activity for the protection of the agroecosystems
of the affected farms is stimulated or limited by different factors is not the
same. Factors that strongly stimulate the activity of the majority of agricultu-
ral producers for protection of agro-ecosystems and their services are: Mar-
ket demand and prices, Market competition, Opportunities to increase pro-
fits, Initiatives and pressure of the public and interest groups, The presence
of cooperation partners in this activity, Private contracts for the sale of related
products and services, Initiatives of other farms, Immediate benefits for the
farm in present and near future, Long-term benefits for the farm, Benefits for
others, Integration with the supplier of the farm, Integration with the buyer of
the production, Integration with processor, Available information and inno-
vation, Proffesional training of managers and employees, Access to farmers’
advices, Received direct state and European subsididies, Participation in state
and European support programs, Tax preferences, Existence of a long-term
contract with the state, Positive experience of other farms and organizations,
Policies of the European Union, Public recognition of contribution, and Perso-
nal conviction and satisfaction with this activity (Figure 4.17).

Factors that severely limit the activity of the majority of farms for the pro-
tection of agro-ecosystems and their services are the Amount of direct costs
for this activity, the Amount of costs for cooperation with other agents, Eco-
nomic efficiency of costs for this activity, Financial capabilities, Regulatory
documents, standards, norms, etc., State control and sanctions for compliance
with standards, norms, etc., Environmental problems and risks in the farm, and
Environmental problems and risks in the region. At the same time, the Amount
of information, training and consultation costs, and the State Policy are factors
that strongly stimulate the environmentally friendly activity of half of the sur-
veyed farms, and severely limit it for the other half. All these factors are to be
taken into account when improving public policies and forms of intervention

related to the governance of agro-ecosystems and their services.

9. Conclusion

It is well known that agricultural production makes a significant contribu-
tion to the conservation, restoration and enhancement of ecosystems and their
services, but also is associated with negative effect and their degradation and
demolition (“agricultural disservices”). Therefore, services related to agricul-
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tural production and agro-ecosystems are among the most intensively studied,
mapped, evaluated, regulated and stimulated. Our study has tried to fill the
gap and give initial insights on great variety of agricultural services and ther
importance for the farm, region, other ecosystems and agents in Bulgaria. At
the current stage of development country’s farms maintain or provide a great
number of essential ecosystem services among which provisioning food and
feed, and conservation of elements of the natural environment prevailing. Be-
sides, there are significant differences in the participation and contribution of
agricultural holdings in the protection and provision of agro-ecosystem servi-
ces in the various specific and principled ecosystems of the country, and major
subsectors of agricultural production. The later requires special measures to
improve, diversify and intensify this activity of farmers through training, in-
formation, exchange of experience, public incentives and support, etc.

The study has also found out that there is significant differentiation of emp-
loyed managerial forms depending on the type of ecosystem services and spe-
cialization of agricultural holdings. Management of agroecosystem services is
associated with a considerable increase in the production and transaction costs
of participating farms as well as big socio-economic and environmental effe-
cts for holdings and other parties. Factors that mostly stimulate the activity of
Bulgarian producers for protection of agro-ecosystems and their services are
participation in public support programs, access to farmers’ advice, professi-
onal training, available information and innovation, received direct subsidies,
personal conviction and satisfaction, positive experience of others, long-term
and immediate benefits for the farm, and integration with suppliers, buyers
and processors.

Suggested holistic and interdisciplinary framework for analyzing the stru-
cture and management of agro-ecosystem services is to be extended and im-
proved, and widely and periodically applied in the future. The latter requires
systematic in-depth multidisciplinary research in this new area, as well as col-
lection of original micro and macro-information on structure of agro-ecosystes
services, and forms, efficiency and factors of agroecosystem services mana-
gement by agents involved in (joint) production and management of agro-e-
cosystem services of a different type. The accuracy of analyzes is to be also
improved by increasing representativeness through enlarging the number of
surveyed farms and related agents, applying statistical methods, special “trai-
ning” of implementors and participants, etc. as well as improving the official
system for collecting agricultural, agro-economic and agri-environmental in-
formation in the country.



Section 5

Institutional structure of agrarian sludge utilization

1. Introduction

The process of turning wastewater treatment plants (WTP) sludge from
“waste into good (product)” is conditioned by various social, economic, tech-
nological, agronomic, personal, etc. factors (Bachev & Ivanov, 2021, 2022).
An important place in this complex of factors is occupied by the institutional
structure in which the various agents related to the process carry out their
activities and relationships. Institutional environment and institutions of go-
vernance provide opportunities and set constraints for agents, structure and
determine their behavior and activity, and ultimately (pre)determine the ef-
fectiveness of agro-eco-governance as a whole, and the effectiveness and the
degree of use of sludge in agriculture in particular (Bachev, 2020).

In this study, the interdisciplinary methodology of the New Institutional
Economics is adapted (Bachev, 2020, 2023; Furubotn & Richter, 2005; Willi-
amson, 2005) and an analysis and assessment of the institutional structure of
WTP sludge utilization in Bulgarian agriculture is made.

2. Research methodology

Institutions are generally defined as the ‘rules of the game’, including the
rights and obligations of individual agents, and the system of enforcement of
those rights and rules (North, 1991; Furubotn & Richter, 2005). Their analysis
covers the formal rights, restrictions and rules (regulated by various laws, re-
gulations, etc.) and the official bodies and mechanisms for controlling, enfor-
cing, disputing, etc. (government agencies, court, etc.). The analysis are to also
include the important informal rights, rules and norms (determined by society
and communities, ideology, tradition, etc.) and sanctioned through social pres-
sure and “punishment” or self-enforced by individuals.

In addition to the “externally” (socially) imposed rules of the game (Insti-
tutional Environment), which are beyond the control of individual agents, the-
re are also a variety of private, collective and hybrid institutions (Institutions
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of Governance) created by the agents themselves to manage their relationships
and activities — organizational and contractual forms, professional standards
and codes of conduct, etc. All of them are an important part of the institutional
structure and has to be identified and analyzed.

Institutions “govern” and structure human activity, behavior and relations-
hips in a certain (and predictable) way, creating a certain social order that
ultimately (pre)determines the type of agrarian development and the extent to
which socio-economic and environmental goals of sustainable development
are achieved (Bachev, 2020).

To analyze and evaluate the institutional structure of WTP sludge utiliza-
tion in Bulgarian agriculture, the methodological framework for studying the
system of agrarian governance, presented in detail in other publications of
the author (Bachev, 2020, 2023) is adapted. This approach is based on a more
complete consideration of socio-economic, organizational, production, agro-
nomic, technological, educational, informational, personal, etc. factors, and
the aggregate (production, transaction, third party, etc.) costs in the process of
WTP sludge utilization in agriculture.

The holistic analysis of the institutional structure of WTP sludge utilization

in agriculture includes the following elements (stages):

- Identifying the agents involved in the process and characterizing their
needs, interests, preferences, capabilities and constraints.

- Identifying the various mechanisms and forms that govern the activity
and behavior and relationships of agents (regulatory environment, public
programs, organizational forms, contractual agreements, informal institutions,
etc.), and assessing their potential, incentives, costs and constraints for sustai-
nable utilization of sewage sludge in agriculture.

- Assessment of the results of modernization of the specific institutional
structure of the WTP sludge utilization in agriculture and the (evolution of)

the impact on the behavior, activity and relationships of the interested agents.

- Identification of the existing problems and challenges in the utilization of
sewage sludge in agriculture (imperfections and “failures” in the institutional
structure), and the opportunities for improving the institutional structure in the
modern conditions of development of the sector. Justification of recommenda-
tions for the improvement of public policies and forms of intervention and of



Hrabrin BACHEYV - Bozhidar IVANOYV - Bilal KARGI - Bekir Cihan UCKAC [ 139

the management strategies of the interested agents to improve the efficiency
and the degree of agricultural utilization of sludge.

The study is based on a qualitative analysis of the specific regulatory fra-
mework and institutional structure associated with the utilization of sludge in
Bulgarian agriculture, and on the results of surveys conducted during 2020-
2023. with managers and experts of Wastewater Treatment Plants (WTP), repre-
sentatives of Regional Environment and Water Inspections (REWI), interested
parties, and farmers using and not using sludge in Sofia and Burgas regions.
Nearly half of the country’s total amount of sludge is formed in the two studied
regions (IEA, 2021). In addition, the WTPs in Sofia and Burgas are designated
as model (together with Blagoegrad and Veliko Tarnovo) in the National Stra-
tegic Plan for the Management of Sludge from Wastewater Treatment Plants in
Bulgaria for the period 2014-2020. (NSPMSWTPB, 2014). According to offi-
cial data, the largest share of the total sludge used in agriculture in the country
is utilized in the Sofia region, reaching 95% in 2021 (EEA, 2021). In the later
region eight farmers have been utilizing sludge from WPT in recent years and
indebt interviews were carried out with the most experienced among them.

To evaluate the specific institutional structure of WTP sludge utilization
in Bulgarian agriculture, a system of criteria is used to characterize the qu-
ality and costs of its principle components (Table 5.1). For example, when
analyzing the quality of the institutional environment, one should assess the
compliance of the country’s regulations with the EU legislation, the degree of
clarity and familiarity by the interested agents, the degree of actual implemen-
tation in “Bulgarian” conditions, the degree of stimulation and limitation of
the behavior and activity of interested agents, degree of support from existing
informal rules and institutions, “institutional” (for modernization and imple-
mentation of the regulatory framework), production, transactional, etc. costs
to the participating agents and society as a whole, and efficiency in terms of
potential created and utilization rate of the generated sludge in the country’s
agriculture. The evaluation of the forms of public interventions is to be based
on their compliance with the contemporary needs of the country (for example,
implementation of EU policies, correction of cases of market and private fai-
lures, etc.), aggregate (public, private and social) costs for their development
and implementation, and the aggregate (social, economic, environmental,
etc.) effects of the specific intervention. To evaluate market and private forms,
the following criteria have to be used: variety of modes, degree of competi-
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tion (many participants and forms), incentives and constraints for interested
agents, aggregate (production, transaction, third party, etc.) costs, and effec-
tiveness (socio-economic and environmental effects, potential, failures, etc.).

Table 5.1. Criteria for evaluating the institutional structure of WTP sludge
utilization in Bulgarian agriculture

Institutional Institutions of Governance
Environment Public Market Private
Compliance with EU leg- | Matching Incentives and | Variety of forms
islation intervention | constraints )
needs Incentives and
Clarity and comprehensi- Degree of constraints
bility Costs competition
Costs
Practical applicability Efficiency Costs
Benefits
Incentives and constraints Efficiency i
Efficiency
Supporting informal insti-
tutions
Costs
Efficiency

Source: Authors

3. Evolution of the institutional environment and public forms

Like other European and developed countries, effective waste management
in general, and sewage sludge management in particular, is an important ins-
titutional modernization in Bulgaria®. Important factors for these fundamental
changes in the country in the last two decades are the adaptation and imple-
mentation of the overall (including environmental, etc.) legislation of the EU,
the “introduction” of the concept (and ideology) of “(ecologically) sustainable
development™” and its institutionalization in official, professional and private
policies and behavior, and “proven” by science potential for sludge utilization
in agriculture, land reclamation, energy, etc. areas. As a result of this radical

6 The institutional environment for modern eco-governance in Bulgaria began to form
in the country’s pre-accession period to the EU and continues to improve as a result of
external (European control and sanctions for non-compliance) and internal (political,
interest groups, etc.) pressure and actions.



Hrabrin BACHEYV - Bozhidar IVANOV - Bilal KARGI - Bekir Cihan UCKAC | 141

development, in recent years there has been a significant increase in WTP slu-
dge in various regions of the country and the “necessity” of their utilization,
including as fertilizer (and soil improver) in agriculture (Bachev & Ivanov,
2021). In this sense, there is a challenge in Bulgaria and a “new” stage of insti-
tutional modernization is underway to “manage” the process of turning sludge
from waste into a good (product)’. Important driving forces of this process are
both the initiatives “from above” of the state (legislation, regulations, public
intervention, etc.) and decentralized private and collective actions “from be-
low” of interested businesses, farmers, interest groups, scientific organizati-
ons, local communities, etc.

The main agents and relationships in the modern institutional structure of
the WTP sludge utilization process in Bulgarian agriculture are presented in
Figure 5.1.

European and national legislation and regulations

Ministries of Agriculture, Environment, and Health

Accredited
laboratories

Educational
organizations

Regional farms Residents Interest
Land owners

and business and visitors groups

Efficiency and degree of utilization of sludge in agriculture

Figure 5.1. Institutional structure of the WTP sludge utilization process in
Bulgarian agriculture

Source: Authors.

7 Both “waste management (WTP sludge)” and “waste utilization management (WTP
sludge)” are part of a new scientific discipline and social practice - “circular economy
management”.
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The formal institutional environment includes the specific legislative and
regulatory provisions and the system for their enforcement, which regulate the
rights, ways, processes, and control of agricultural sludge utilization in Bulga-
ria. One of the most important factors for the effective utilization of sludge in
agriculture is the availability of modern legislation and regulations (Bashev &
Ivanov, 2021). It has to define the rights and obligations of the various agents
involved in the process (regulatory and control bodies, WTPs, farmers, labo-
ratories, etc.), standards for quality and safety of sediments, soil quality and
human and animal health, norms and limitations of application, etc. The ins-
titutional framework also includes a variety of state policies, programs, plans,
and incentive tools to achieve certain social goals regarding the utilization of
sludge in agriculture and other sectors of economy.

With well-defined “rules of the game” and adequate state intervention,
conditions will be created to induce the effective behavior of the main agents
and effective (and not only) utilization of sludge in agriculture (maximizing
positive effects and minimizing negative effects). Conversely, inefficient regu-
lation (for example, complex procedures and high costs of obtaining permits
for use by farms) there will be no the interest to participate in the process.

In the European Union, the formal institutional regulation of the utilizati-
on of WTP sludge in agriculture has a long history, established in 1986 with
the EEC Directive (Directive 86/278/EEC, 1986). The Directive encourages
the use of sludge in agriculture, only on the condition that it is used in areas
where it does not have a negative impact on the soil and agricultural products.
The main requirements in the Directive come down to compliance with limits
related to the content of heavy metals and biogenic elements in sediments and
soils, as well as restrictions on the annual norms of utilization of sludge on
agricultural lands. Mandatory treatment of sludge before its use for fertilizati-
on is also decreed.

In addition to this specific regulation, there is a huge legislation in the EU
related to the protection of the environment (water, air, biodiversity, climate,
comfort of the population, etc.), which is constantly being developed and refi-
ned for better conservation of natural resources and biodiversity, and protecti-
on of human, plant and animal health. A detailed presentation and analysis of
the evolution of European legislation and court decisions concerning the use
of sludge in general and in agriculture in particular is made in NSPUS (2014).
This constantly modernizing legislative framework regulates the behavior, ac-
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tivities and relationships of the diverse agents and stakeholders involved in the
WTP sludge utilization process in the sector.

Individual EU countries also have specific policies and different “social to-
lerances and restrictions” regarding the use of sludge in agriculture. New con-
cerns related to the spread of the Coronavirus-19, for example, have led some
countries such as France to regulate mandatory disinfection of sludge before
its use in agriculture (ANSES, 2020). As a result, the rate of sludge utilization
in agriculture in EU countries varies widely, from almost zero in Malta, Slove-
nia and Slovakia to 80% in Ireland (EU, 2016). There are no official statistics
on the number of agricultural holdings utilizing WTP sludge in Bulgaria, but
our study found that at the current stage, a small proportion of farms use WTP
sludge (Bachev et al,, 2021).

The requirements of the European Directive for the protection of the en-
vironment when using sewage sludge in agriculture have also been introdu-
ced into Bulgarian national legislation through a number of normative docu-
ments, the main one of which is the Ordinance on the procedure and method
for the utilization of sewage sludge through the use in agriculture (Regula-
tion, 2017). This document was originally adopted in 2004 (PMS No. 339
of 14.12.2004, promulgated, SG No. 112 of 23.12.2004), and a number of
progressive additions and changes to the regulations were made in 2011 (SG,
No. 29 0of 08.04.2011), 2016 (SG No. 63 of 12.08.2016) and 2017 (No. 55 of
07.07.2017).

The Ordinance determines the procedure and method for the utilization
of sludge from sewage treatment plants and wastewater treatment facilities
through their use in agriculture; the requirements for producers and users of
sludge intended for utilization in agriculture in a way that ensures that their
application will not have a harmful effect on the soil, vegetation, animals and
humans; the procedure for accounting for unitized sludge; the permit regime
for the use of sludge from the WTP; and methods for sampling and testing
sediments and soils (Ordinance, 2017).

According to the regulations, “users of sludge” can only be sole traders and
legal entities. The Ordinance does not allow the utilization of sludge on: mea-
dows, pastures or areas sown with fodder crops, when they are used for grazing
or the fodder is harvested within a period shorter than 45 days after the use of
the sludge; soils on which fruits and vegetables are grown, with the exception of
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fruit trees and vineyards; soils intended for the cultivation of fruit, vegetable and
other crops that are in direct contact with the soil and are consumed raw, for a
period of 10 months before and during harvesting; coastal floodplains, riverbeds
and protective dikes; zone I and zone II of the sanitary protection zones of the
water sources and facilities for drinking and domestic water supply and around
the water sources of mineral waters used for medicinal, prophylactic, drinking

and hygiene purposes; and in agricultural lands in protected areas.

The utilization of sludge in agriculture is allowed on the basis of a permit.
For the issuance of a permit, sludge users provide the Bulgarian Food Safety
Agency (BFSA) with information and results of analyzes of the soil from the
plots where the sludge will be used, about the soil characteristics: soil type,
bulk density, granulometric composition of the soil, and total soil porosity. The
taking of the samples and their subsequent testing is carried out by accredited
laboratories according to certain indicators. Soil testing is mandatory before
the initial utilization of the sludge, and after its use - every 5 years. The permit
contains: the quantities of sediments meeting the requirements for the MPC of
heavy metals in the sediments expressed in tons of dry matter, which can be
introduced annually into the soil per unit area; the location and size of the area
on which the sludge will be utilized. The permit is issued for a one-time import
of a certain amount of sediment for a specific area.

The bodies related to the implementation of the Ordinance and controlling
its implementation are a principle elements of the institutional structure. The
control over the implementation of the regulation is entrusted to the Minis-
ter of Agriculture, the Minister of Environment and Water, and the Minister
of Health according to their competences. In reality, these functions are per-
formed by the specialized agencies and divisions of these ministries, whose
functions are described in detail in the normative documents. Main among
these organizations are REWI and BAFS, which issue permits (licenses) and
control, respectively, the “production” and quality of sludge for agricultural
utilization (REWI) and the use of agricultural sludge (BAFS).

Normative requirements for the management of sewage sludge are also
contained in other official documents, the main part of which are related to
waste and water management legislation. Important elements of the instituti-
onal structure of the utilization of sludge in agriculture are: Ordinance No. 1
on the order and samples according to which information on waste activities
is provided, as well as the order for keeping public registers (Official Gazette
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No. 51 0f20.06 .2014, amended by SG No. 51 dated 19.06.2018, amended and
supplemented by SG No. 51 from 28.06.2019, amended and supplemented by
SG No. 30 from 31.03.2020); Ordinance No. 2 on waste classification (SG,
No. 66 of 8.08.2014, amended and supplemented, No. 32 of 21.04.2017, No.
46 0f 1.06.2018, No. 86 of 6.10 .2020); Law on Waste Management (Official
Gazette No. 53 of 13.07.2012, amended and supplemented by Official Ga-
zette No. 19 of 5.03.2021), Ordinance on Separate Collection of Bio-Waste
and Treatment of Biodegradable Waste (Official Gazette No. SG No. 47 of
05 June 2018), Law on Soils (SG No. 89/2007, last amended by SG No. 66
0f'26.07.2013), Law on Protection of Agricultural Lands (SG No. 35/1996) .,
last amended by SG No. 66 of 26.07.2013), Water Law (SG No. 67/1999, last
amended by SG No. 26 of 21.03.2014), Ordinance No. 6 on emission norms
for the permissible content of harmful and dangerous substances in wastewater
discharged into water bodies (SG No. 97/2000, last amended and supplemen-
ted by SG No. 24 of 23.03.2004), etc.

It can be concluded that Bulgaria has a modern legislative and regulatory
framework for the safe use of sludge in agriculture, which is based on modern
European standards. It creates a certain order and standards for the utilizati-
on of sludge from WTP in agriculture, determines licensing and controlling
bodies (REWI, BFSA, etc.), accredits laboratories for testing samples of sedi-
ments and soils, regulates and limits the use (permits for doses and areas) and
the users (sole traders and legal entities) of sludge from wastewater treatment
in agriculture.

In-depth scientific experiments, including in field production conditions,
of leading scientific institutes of the Agricultural Academy (SSA) like Soil
Institute “Pushkarov”, Bulgarian Academy of Sciences (Institute of Micro-
biology), and the Ministry of Health (National Center for Public Health and
Analyses), Agrarian and other universities have repeatedly proven the agrono-
mic and economic value and the ecological and medical safety of the utilizati-
on of sludge in agriculture (Marinova, 2008). However, in the period until the
adoption of modern regulations (up to 2005), there was practically no use of
sludge in Bulgarian agriculture (EEA, 2005). Therefore, the introduction and
implementation of modern legislation in the country is an important factor for
the induction and expansion of the process of sludge utilization in agriculture.

In 2006 already 22,520 tons of dry matter sludge is utilized in agriculture,
which represent the largest part of the total sediments formed in the country -
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61% (NSPUS, 2014). For the period 2004-2010 nearly half of the amount of
sludge generated in the country (49%) has already been utilized on land either
for reclamation or for agricultural areas (NSPUS, 2014). After the introducti-
on of the legislation, the share of sludge utilized in agriculture progressively
increased from 31% (for the period 2006-2010) to 36% (for the period 2011-
2015) and reached 48% for the last years (for the period 2016-2021) (EEA,
2004-2021).

In order to bring it into line with European standards after the country’s
accession to the EU, a National Strategic Plan for the management of sludge
from wastewater treatment plants in Bulgaria for the period 2014-2020 was
adopted. (NSPUS, 2014). This Plan envisages the recycling and material utili-
zation of 70% of the total generated sludge from the WTP by the end of 2020
and zero landfilling and non-targeted temporary storage of sludge by 2020.
For the implementation of the Plan’s objectives, a number of interventions are
undertaken at the national level: establishment of an institutional framework
for sustainable management of sludge (this includes an institutional structure
at the level of competent authorities, as well as agreements with farmers and
potential users of sludge); establishment of a legislative framework - regula-
tory provision by amending and supplementing normative documents in the
national legislation; providing a sufficient database for sludge management
planning using the chemical analyzes of sludge from all WTPs and from soil
carried out by accredited laboratories and managed by an independent orga-
nization; creation of a qualified system for utilization of sludge in agriculture
by 2015 in the context of the need to determine threshold utilization norms in
agriculture (3.5t per hectare per year, proposed as a maximum); drawing up a
professional profile and training program for workers in the WTP; creation of
a monitoring and control system (ISO 9001, EMAS, ISO 14001, ISO 18001),
etc.

In recent years, significant European and national funds have been invested
for the modernization of WTPs in the country. However, until now, CAP inst-
ruments and public funds have not been used to financially support the utiliza-
tion of sludge by agricultural producers and other agents (transport companies,
intermediaries, collective organizations, etc.) of this chain. The lack of social
recognition, integration into CAP and financing of this important ecosystem
service “waste utilization” is one of the reasons for the slow progress of WTP
sludge use in Bulgarian farms.
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In addition, institutional requirements and restrictions, and standards for
quality and safety of food and feed, protection of the natural environment and
biodiversity, animal welfare, etc. in the EU and Bulgaria are constantly deve-
loping and “tightening”, including the control for their strict compliance. This
modernization also affects the monitoring and control system, and is closely
“linked” to the support of farmers with the CAP tools - cross-compliance,
eco-payments, eco-contracts, overall “greening”, etc. At the same time, social
tolerance of farm sludge use in the country shows no trend of progress due to
actions of environmental interest groups, consumer organizations, affected or
at-risk businesses and local communities, etc. The dominant “outdated” treat-
ment of WTP sludge as waste and not product for subsequent effective use in
agriculture, in regulatory documents and by responsible public agencies and

those working in them, also contributes to this problem.

Moreover, the newly adopted Green Deal by the European Union in 2019
sets ambitious targets for reducing greenhouse gases, limiting the use of mi-
neral fertilizers and pesticides, and increasing the area of organic production
by 2030. (The European Green Deal, 2019). In the EU countries and in the go-
verning bodies of the Union, discussions still continue and the procedures for
the implementation of these goals are being developed by means of the CAP
instruments, the Strategic Development Plans until 2030, and other policies
and mechanisms. In this regard, there is considerable ambiguity and “institu-
tional uncertainty” on many issues concerning the achievement of European
and national targets, and in particular how the reduction will be distributed
between the individual member states of the union, sub-sectors of producti-
on, agrarian and agro-ecological regions and types of agricultural producers,
whether and how the general reduction will also include the use of manure and
sewage sludge, what resources will be directed to support critical areas and for
green transformation of industries, areas, activities, etc. The development of
incentives for agents in the chain and the degree of use of sludge in agriculture
in the coming years will largely depend on the solution of all these questions.

The main public agents in the institutional structure of sludge utilization in
the country are REWI, BAFS, laboratories for testing samples, scientific orga-
nizations, local government, etc. Their capacity for and effectiveness in imple-
menting the regulatory framework is an important factor in accelerating the pro-
cess of sludge utilization in agriculture. After the country’s accession to the EU,
the competence and degree of implementation and control of the procedures,



GOVERNANCE IN AGRICULTURAL MARKETS,
148 | ORGANIZATIONS AND DEVELOPMENT

standards and restrictions for the use of sludge in agriculture by the competent
state authorities has significantly improved, especially in the last few years. The
local authority has an active role in the overall activity in the area, and signifi-
cant differences are observed regarding the use of sludge in agriculture - from
complete denial (in the Black Sea coastal resort areas of the Burgas region) to
complete tolerance (in the Sofia region, where the agents in the process create

jobs, hire resources or provide services to the local population).

However, the administrative capacity of the responsible organizations in
different regions of the country is not the same and completely adequate, due
to insufficient personal and financial resources, experience, training and staff
turnover, frequent organizational and personnel changes, changing and even
absence of political support, etc. As a result, there is an uneven understanding
and application of the regulations by different individuals and organizations in
different public agencies and regions of the country.

In addition, these hierarchical type organizations demonstrate all the short-
comings of public bureaucracies such as: lack of interest, initiatives and orien-
tation to the real problems of practice, low adaptability, high costs and time
for making and implementing managerial decisions, etc. Moreover, in recent
years, the efficient utilization of sludge has not been among the many “major”
socio-economic and environmental problems and, therefore, of primary public
and political interest and priority. This made it much more difficult to improve
and implement the regulatory framework, and to improve public support th-
rough various programs, tools, public-private partnerships, etc.

In general, frequent changes (additions, amendments, etc.) in the regula-
tory framework create difficulties for study and implementation by both civil
servants and other interested parties (WTP, farmers, interest groups, etc.). Mo-
reover, the practical study, implementation, compliance and control of regula-
tory standards and restrictions is associated with significant personnel, capital
and running costs. Very few (large, financially and organizationally secured)
WTPs, transport companies, agricultural holdings and other businesses have
the capabilities (potential, expertise, finances, etc.) to adapt to modern man-
datory standards and requirements for modern transformation, transportation
and utilization of sludge.

Most of the public interventions (and forms) impose constraints and create
costs for the various agents along the chain, while public measures for direct
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(financial, logistical, etc.) support are negligible or absent. Moreover, a new
long-term state strategy for the current program period has not yet been de-
veloped and adopted reflecting new needs, contains and measures to overco-
me identified in the old strategy and newly emerged challenges, and adapting
likely scenarios for agricultural development and potential for the possible
utilization of sludge in agriculture and other sectors of the economy in the
medium term.

Another well-known fact is that during the years of the country’s members-
hip in the EU, there are many examples of incomplete, distorted and in a “Bul-
garian way” implementation of the common policies of the Union. Moreover,
there is no long-term and mass experience in the use of sludge in agriculture
in the country, and almost all agents are outside or at the beginning of the
“knowledge curve”. This leads to unconscious errors in implementation and/
or search for “effective” practical solutions outside the normative framework,
etc. In addition, many of the eco-activities and eco-standards in agriculture
and related fields are difficult to be effectively controlled by enforcing bodies,
due to high cost or practical impossibility (Bachev et al. 2021). This is related
to the well-known “massive” non-fulfillment of certain official eco-standards
and norms, etc. and the uneven application of the procedures in different re-
gions of the country, sub-sectors of agricultural production, agro-ecosystems,
and individual agents of the sludge utilization chain.

State regulatory and supervisory bodies are the main agents in the sys-
tem. They implement the provisions of the legislature and the policies that the
Government and the Parliament undertake. One can only assume that (like
other government structures) mistakes are likely to be made, due to lack of
experience in this “new” field, poor management, and incompetence of those
employed. In addition, corruption is possible, as is the practice in all cases
of issuing permits, control of certain practices and standards, etc. There are
probably also cases of overt or hidden “conflict of interest” of heads of these
units who are also interested parties. The same applies to some of the accredi-
ted laboratories, which perform important public functions, but are “small” in
number private structures aimed at profit or (divisions of) underfunded public
organizations, and their activity is not always in accordance with the regula-
tory framework (imprecise tests, buying and falsifying test results, etc.).

Apart from the regulating and controlling authorities, the main agents of
the system are WTPs, transport companies and farmers using sludge. The re-
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lations of WTPs, transport organizations and sludge utilization farms with the
state bodies are of “unilateral” dependence. Application is voluntary, but per-
mits are “granted”, and this involves lengthy procedures, time and labor costs,
sediment and soil samples testing costs, etc. In addition to permits, other para-
meters of the process are determined (restricted) - used technology, mandatory
standards, time periods, prices, etc.

Control over the implementation of (various aspects of) regulatory pro-
visions is divided between many structures in the system of the Ministry of
Agriculture, the Ministry of the Environment, the Ministry of Health, etc. This
complicates coordination between them, duplicates activity, and often creates
difficulties for other participants. At the same time, there is a situation of few
players, and the agents “know” each other well, which should facilitate relati-
onships in the interest of “common” efficiency. This situation often contribu-
tes to the easy development of “personal ties” and (private) “coalitions” that
are detrimental to the effective implementation of the regulatory framework.
A major problem identified by the current study is the slow issuance of new
permits by government authorities. In addition, the one-time licensing of main
agents in the chain (such as WTPs for sludge production, transport compa-
nies for sludge transportation, etc.) and the infrequent (often only on received
signals) control do not contribute to the effective maintenance of the quality
standards envisaged in the regulatory framework.

In addition, the high asymmetry of information between the interested
agents (the state, WTP, farmers, consumers, etc.) provides a great opportunity
and creates incentives for non-fulfillment (violation) of the requirements of
the regulatory framework, both by WTPs and by sludge-utilizing agricultu-
ral producers. So, for example, it is often practiced to provide farmers from
WTPs, transport, and bring to agricultural lands incompletely treated sludge,
apply higher than the allowed rates of sludge per unit of agricultural area, app-
ly sludge also on unauthorized agricultural plots, and/or sludge is not applied
in the prescribed manner (with simultaneous burial), etc. All this is associated
with a number of risks and negative effects in terms of the cleanliness of roads,
soil, water and air, the health of farm workers, consumers of the farm products,
etc.

The contradictions and conflicts of the interested agents (and the individu-
al, economic and social effects) in the process necessitates the development
of a special system for the management and control of sludge utilization in
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general and in agriculture in particular. This is associated with additional costs
for individual agents and society as a whole (taxpayers) - for maintaining state
bodies, for studying and complying with the regulatory framework, for taking
soil samples, for obtaining permits, for relations with state institutions, etc.
The introduction of a system of permits and control is also associated with the
development of “dependency relations”, as well as the possibility of unautho-
rized payments (and corruption) for quick and/or illegal obtaining of permits,
for understated or ineffective control of the implementation of legal norms and
restrictions, and as a result of insufficient or ineffective utilization of sludge in
agriculture. Our study also found that there are also “conflicts of interest” as

managers and experts of WTP are simultaneously interested farmers.

The degree of actual non-compliance with regulatory restrictions in the
country as a whole is difficult to assess, since the agents involved are not
interested in sharing this type of information, and the exact “measurement”
of this type of effects is impossible to carry out by third parties (researchers,
independent experts, etc.).

Scientific research in this “new” field has been episodic, underfunded, un-
representative, on a small-scale and merely on experimental plots, with “ideal”
instead of real samples, and without the involvement of sludge-producing and
transport organizations and sludge-using farms (high distrust, lack of interest,
reluctance to publish the results, etc.). Moreover, systematic inter- and mul-
ti-disciplinary research is rarely carried out, combining the efforts of experts
working in this field from different organizations (SSA, BAS, universities,
etc.) in order to completely evaluate the achievements and reveal the diverse
challenges.

An important factor for increasing the utilization of sludge in agriculture
is the availability of versatile, up-to-date and reliable information about the
opportunities, ways, conditions, effects, challenges and risks related to utili-
zation of sludge in agriculture. Adequate normative, scientific, experimental
and practical information is important not only for farmers, but also for all
other participants in this process — government bodies and employees, WTPs,
farmers, interested parties, end users and the general public.

This research found that such information in Bulgarian (only available to
the majority of agents) and about the specific conditions of the country and its
individual regions is very scarce and often contradictory. Very few publicati-
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ons are widely available, mostly in little read by farmers, business, the gene-
ral public, etc. academic publications that are mainly based on experimental
and laboratory experiments, most often presented in a foreign language. For
example, a Google search can turn up a small number of publications in re-
cent years by a limited number of authors. Episodic information may appear
in the media, mainly about regulatory documents or publications induced by

interested parties.

Moreover, comprehensive assessments of the real socio-economic and
co-effects of sludge utilization among farmers of different types, specializa-
tions and locations are virtually absent. Furthermore, the results of publis-
hed scientific, experimental and laboratory trials and tests are based on ideal
conditions (optimal agricultural techniques, correct fertilization rates, good
management, etc.), which differs significantly from real farm practice. So,
for example, the experiments are done with perfectly treated sludge, while in
practice the sludge is often delivered and imported in a state different from
the normative requirements — not treated or partially treated, with increased
humidity, etc.

The survey found that many farmers are partially aware of the possibility
of sludge utilization, but there is a strong lack of information about the neces-
sary conditions, potential effects, risks, costs, etc. The lack of adequate infor-
mation on these issues also negatively affects the attitudes of the population,
producers in the area, and intermediate and final buyers of the farm products.
The information deficit is most often “filled”” with false information about the
possible effects of agricultural utilization and resistance from both farmers and
other interested parties.

In some scientific institutes of the SSA and other institutions there are long-
term studies of the chemical-biological and agronomic effects of the use of
sludge in agriculture. However, the scope and nature of these studies do not
correspond to the modern needs of farmers and society. There are no interdis-
ciplinary studies devoted to this important problem. There is a lack of indepen-
dent tests and demonstrations, and promotion of practical sludge utilization in
experimental or farm settings, and specific guidelines for optimal application in
farms of different specialization, size, ecological and geographical location, etc.

The country still lacks reliable information on the quantity and quality of
the formed sediments and their utilization in agriculture. There are huge disc-
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repancies between the figures in different “official” sources and in general
inaccuracy in the actual and estimated data on the amounts of sludge genera-
ted, treated and utilized in Bulgaria (NSPUS, 2014). It is often even difficult to
use officially available information - for example, the 2017 and 2020 reports
of the EAA on sludge utilization are unavailable, many official documents
and assessments are not published, etc. With few exceptions (Ivanov et al.,
2021; 1AL, 2021; Marinova, 2008; Syarov, 2020; Ivanov & Bachev, 2021),
in-depth assessments and studies of the diverse benefits, effects and critical
factors of sludge utilization in agriculture are also missing. There are also no
assessments of alternative and hybrid forms of utilization of WTP sludge in
different conditions. It is well known, for example, that in the long-term other
alternatives for sludge utilization are to be sought, such as co-composting with
bio-waste, bioenergy production by self-incineration of sludge and additional
phosphorus use from the ash or directly during the liquid phase in GPSOV
(NSPUS, 2014).

Official estimates show that the utilization of sewage sludge in the non-fo-
od sector of agriculture will not have problems related to land shortages, even
in a scenario of significant reduction of sludge utilization rates per hectare
(NSPUS, 2014). However, there are no institutional guarantees that the same
lands will be used for the cultivation of non-food crops in the future, and
therefore no reliable assessments of the risk of permanent soil contamination.

All these information problems do not allow informed decisions to be
made by the different agents and at different levels of management, and cre-
ates mistrust and resistance to the expansion of the sludge utilization process
in agriculture and other sectors of the economy. The information vacuum of
public sector failure is often filled with incomplete, contradictory or unreliable
information in the media of various kinds from incompetent or private sour-

ces, and in private, group or corporate interest.

The utilization of sludge in agriculture is a complex and dynamic process
that also requires long-term specialized training and counseling of farmers.
Our research found that there is no specialized training and consultation de-
dicated to the utilization of sludge in agriculture in the country. For example,
there are no highly qualified experts and courses for long-term training and
counseling of interested farmers in the Agrarian and other universities, SSA
and National Agricultural Advisory Service. Some farmers also indicated that
they “don’t trust the native institutes” and therefore do not seek their services.
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All this greatly complicates the effective transition to the utilization of sludge
in agriculture.

Some of the farmers using sludge in agriculture conduct their own experi-
ments, find their own solutions and/or seek and find the necessary information
and training, including abroad. Some of them consult each other, exchanging
experience and useful information, or seek external advice from private con-
sultants, WTP experts, scientific workers, etc. At the same time, depending
on personal qualities (management experience, qualification, innovativeness,
etc.), self-learning or “learning through experience” requires different time
and gives different results for individual farmers, and in some cases can lead
to incorrect or inefficient use of sludge, and not infrequently even the refusal
to use sludge in farms.

However, our study found that most of the sludge-using farmers are relu-
ctant to share their experiences for various reasons — lack of time, reluctance
for publicity, company secrecy about yields and profits from competitors, etc.
An important reason for this is also that they do not want new farmers to
increase their interest in using sludge, as this will increase the demand in the
area, increase the “price” and reduce the “profitable” access to the limited
resource “sludge”. This further slows down the spread of this new practice in
the country.

4. Private initiatives and modes

Main private agents involved in the utilization of sludge in agriculture are
the organizations in the chain — WTPs (producing sludge), transport compa-
nies (transporting sludge from WTPs to farms) and agricultural producers
using sludge. In addition, landowners, farmers and businesses in the area, resi-
dents and visitors to the region, traders, processors, end users, interest groups,
etc., also occupy an important place in the institutional structure. (Figure 5.1).
An important component of the analysis of institutional structure is the inte-
rests and incentives of the agents involved and the nature of their relationships.

The relationship between WTPs and user farmers is contractual, based on
one-year or multi-year private agreements. Like all contracts, the parties are
“free” to specify (negotiate) the terms of exchange and terminate their relati-
onship in the absence of interest. In practice, however, there is a lack of a free
market (many participants) of sludge for utilization, dominated by regional
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monopolies in the production (WTP), and a small number of potential carriers
(for specialized transport) and end users - only farms with the status of sole
traders and legal entities (cooperatives, corporations, etc.). Moreover, each of
the participants in the chain has to be licensed by a competent state authority
to guarantee the public interest (obligatory permits for treatment, transport and
agricultural utilization of sludge).

Therefore, there is a typical hybrid organization with the participation of a
third party (the state) in licensing and controlling the transaction agents and a
number of technological characteristics (precisely defined areas and volume
of sludge application in the licensed farm) of the transactions. Moreover, many
of the characteristics that the product must meet and the method of its utiliza-
tion are (pre)determined by the regulations. By means of the private contract
between the WTP and the farmer, the “right to utilize treated waste - sludge
on areas cultivated by the farm authorized by a competent state body” is trans-
ferred. Very often, the right to agricultural utilization is provided “bundled”
with services from the WTP - for example, “arranging a permit for the use of
sludge”, transporting the sludge, and spreading the sludge on agricultural lan-
ds, etc.). Sludge is usually provided to the farmer free of charge, with the user
only paying the fuel costs for transportation and spreading (example in Sofia
region). The absence of price and payment for the sludge is an expression of
the mutual benefit of this non-commercial (non-monetary) exchange.

In principle, all WTPs should have an interest and developed strategies
for effective management, and in the modern stage for effective utilization
of sludge. When the amount of sludge formed is significant, this makes tech-
nologically modern and economically advantageous treatment possible and
opens up the possibility of alternative utilization (instead of landfilling and
incineration). The incentives for WTPs to provide sludge to farmers free of
charge are a strategy for long-term corporate development, public relations
(positive eco-image, lack of dissatisfaction from the local population), strong
public pressure, lack of landfill sites, and also significant savings on costs for
disposal, destruction, alternative use, payment of sanctions for violations of
the regulatory framework, etc.

The benefits for farmers utilizing sludge are multiple positive economic,
agronomic, production, ecological and other effects, presented in detail in ano-
ther publication of ours (Bashev and Ivanov, 2021). Our study found that all
sludge users are large producers who have a strong interest in minimizing
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the costs of chemical fertilization and have the capacity to bear the additio-
nal costs of “external” relationships with WTPs and government authorities,
experimentation, training, reorganization of the production process and ma-
nagement, risk taking and potential losses, etc. necessary for the agricultural
utilization of the sludge. The introduction of sediments into agricultural lands
requires a change in farming techniques, and a new better organization and
management of production, which is the reason why it is mainly undertaken
by innovative agricultural entrepreneurs.

Even when the transportation is carried out by a specialized (market) agent,
for example a transport company, this must necessarily be preceded by the li-
censing of the chain agents and the conclusion of a contract between the WTP
and the farm using the sludge. In this case, a price for the (transport) service
is negotiated, which is paid individually or jointly by the WTP and/or the far-
mer using the sludge. In view of the great potential for business expansion,
a transport company in the Burgas region has been making great efforts to
increase the agricultural utilization of WTP sludge, including by lobbying for
supporting agricultural producers through the CAP measures.

At first glance, there is a (quasi) monopoly situation in the contractual
relations between the WTP and the sludge utilization farms. However, our re-
search found that these relationships are of “mutual” (symmetric) dependency
- capacity, location, time, etc. due to high transportation costs and other restri-
ctions. The agricultural utilization of sludge in the country is at an initial stage,
and the assets of the WTP for treating the generated sludge and the resulting
“product” appear to be partially or completely highly bilaterally dependent on
the assets (agricultural lands with received permits) of the user farms in the
area. The degree of this dependence is determined by the amount of sludge for
“agricultural” utilization, and the (limited) number of permits for the use of
sludge on certain farmers’ land. There is often a strong bilateral dependency
between the production of sludge and its transport to the farm by specialized
transport. This is the reason why some large WTPs integrate these assets and
activities and realize economies on transport and transaction costs (as is the
case in Sofia region).

High symmetrical dependence is the basis for the development of long-
term relationships between the same partners. Our survey in the Sofia region
confirmed that most of the farms using sludge have been doing so for a long
period of time, reaching in some cases up to two decades. Long-term coope-
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ration between the same partners promotes good familiarity, development of
trust, willingness for cooperation, restriction of opportunism, sharing informa-
tion, and creation of mechanisms for coordination and conflict resolution, and
minimizing transaction costs. This further facilitates relationships, reduces as-

sociated costs, and increases the efficiency of sludge utilization in agriculture.

Along with the economic benefits for farms, sludge utilization comes with
additional costs for dealing with WTPs, regulatory bodies, soil sampling, etc.
For example, contracts between WTPs and farmers are not comprehensive,
require additional costs to coordinate and overcome potential conflicts, etc.
Imperfect contracts also allow for unilateral “violation” of the agreement by
the WTP at the expense of farmers - untimely delivery, supplying sludge in
different quantity and quality, temporary suspension of supply to appease
public discontent, etc. In addition, WTPs usually apply standard contracts not
adapted to the conditions of specific farms. This further increases the costs in
the sludge utilization process of adaptation, coordination between partners,
contestation, etc.

The widely applied practice of one-year land rent agreements of large far-
ms with numerous (hundreds and even thousands) of landowners also creates
an additional risk of losses (e.g. one-time long-term investments related to the
supply and use of sludge), in case of refusal to renew the rent-contract by of
the land owner on areas with sediments or permits, during the new agronomic
season (alternative use, sale, provision to another tenant, reluctance to deposit
sediments, etc.).

On the other hand, (profit-oriented) WTPs also seek to minimize their costs
for agricultural sludge utilization and prefer as counterparties large farms in
the vicinity of sludge landfills - savings in negotiation and relationship costs,
obtaining permits (no fees on the “paperwork’ and the wait is long), soil samp-
les, to transport sediments, etc. In all cases where the transaction costs for far-
mers and/or WTPs are very high, the agricultural utilization of sludge is redu-
ced or completely blocked, regardless of the potential (production, economic,
etc.) benefits for both parties. For example, the survey in the Burgas region
found that a large farmer who used sludge in the past stopped this activity due
to high costs for permits, soil samples and transport.

In the future, the effectiveness and incentives for the application of sludge
instead of mineral fertilizers in agriculture will depend strongly (in direct pro-
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portion) on the price dynamics of mineral fertilizers of different types (mainly
N and P, the substitute of which is sludge). In addition, interest in the use of
sludge may increase with mandatory or voluntary (against receipt of public
subsidies) restriction of the use of mineral fertilizers in certain regions, indust-
ries or farm types in the EU. An important limiting factor is the institutional
uncertainty related to the implementation of the Green Deal, the evolution of
public tolerance, and the development of markets and consumer attitudes.

Some WTPs plan to sell the sludge to interested farmers in the future, for
example in the Sofia region. In this way, sludge supply contracts will be com-
mercialized and converted into “product (sludge) purchase and sale” contracts,
with a price paid by the farmer or other intermediate wholesale buyer for the
transfer of the “right to utilize”.

However, many of the farmers surveyed felt that if the sludge was not pro-
vided for free but sold as a fertilizer product, this would further limit its agri-
cultural use. There is no market for a similar product in the country, and the
supply will be monopolistic (single supplier) in the relevant WTP areas. At the
same time, this product is not highly farm-specific, as there are many alternati-
ves among other (mineral, manure, etc.) fertilizers. Moreover, the competition
with and among the companies supplying mineral fertilizers is high, and usu-
ally mineral fertilizers are sold in a “package” with additional services (credit,
deferred payment, consulting, provision of seeds, etc.). Therefore, a strong de-
velopment of the “sludge market” and trading of sludge at high prices cannot
be expected in the coming years. Therefore, the increased and growing costs
for efficient utilization of sludge in general and in agriculture in particular will
continue to be mainly covered by WTPs (and respectively by water users) and/

or by public programs (respectively by European, national or local tax payers).

Other stakeholders (landowners, neighboring farms and businesses, local
population, interest groups, consumers, etc.) are also involved in “relations-
hips” with the WTP, sludge-using farmers and public authorities. However,
individual agents do not have the “power” to change the prevailing practices,
due to insignificant sizes of the (negative) effect on them, high individual costs
and possibilities for “free riding” (one invests costs and all benefit if action is
successful), difficulties for common “ collective actions” of agents with diver-
gent interests, power positions of and “dependence” on the large (producing,
transporting and using sludge) agents in the area, etc. Only when the effect is
highly negative and direct (for example, a strong smell during the delivery and
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spreading of sludge) are practically possible strong collective actions of the
population in the area, which often lead to the cessation of sludge supplies for
short periods of time (before their resumption after this).

Most often there is a psychological barrier, due to the “special nature” of
this fertilizer (soil improver), both in the farmers themselves and in the lan-
downers (leasing their land to a farm using the sludge), the residents of the
area, the local farming (livestock, organic or ecological agriculture, etc.) and
other interested businesses (tourism, etc.), interest groups (ecologists, health-
care, consumer protection, etc.) about the potential negative effects of using
sludge in agricultural lands on soil quality and biodiversity, and the health of
plants, animals and people. These informal rules of the game and how they
affect each of the stakeholders are to be thoroughly analyzed. In other EU
countries, for example (e.g. Northers France, Nederland, etc.), in areas with
highly developed animal husbandry and mass application of manure, there is
also a higher tolerance for the application of sludge in agriculture, both by
farmers and the general population.

The market and buyers are also not yet “open” to the broad application of
sludge in agriculture. Many wholesale buyers and end users question the sa-
fety of produce produced using sludge. This is often associated with reduced
selling prices of farm produce and high marketing costs (including fraudulent-
ly declaring the use of sludge). Last but not least, the farmers themselves and
other interested parties are concerned about the long-term effects of the use of
sludge on the natural environment - cleanliness and quality of soils and waters,
the trampling of agricultural lands, the protection of natural biodiversity, ma-
intaining the ecological sustainability of farms, etc.

Interested agents can and do participate in the modernization of national
and European policies, including in the field of WTP sludge utilization. Howe-
ver, the reverse impact of these elements of the institutional structure is highly
limited because the “political process” is slow, with different priorities, and
not always in the interest of overall efficiency. The same applies to the direct
impact of these agents on the development of product and resource markets
(fertilizers, agricultural land, etc.) and the natural environment due to lack of
complete information, complexity, high uncertainty, and the need for expensi-
ve and long-term collective actions of enormous proportions and scales.

According to official statistics, by 2020 one of the goals of the National
Strategic Plan for managing sludge from wastewater treatment plants in Bul-
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garia has been reached, as 70% of the total sludge generated from WTPs in
the country has been materially utilized (EEA, 2021). At the same time, the
realization of another important strategic goal “zero landfill and non-targeted
temporary storage of sludge” has been significantly delayed and is unlikely to
be reached in the coming years.

The impact of the institutional structure on the utilization of sludge in the
country’s agriculture is illustrated in Figure 5.2. The amount of WTP sludge
generated in the country increased progressively in the period 2006-2016, after
which it marked a significant decline. The share of utilized sludge in agricultu-
re in the country has fluctuated significantly since 2006 - from 20% (2007) to
58% (2018). Therefore, the institutional environment and governing instituti-
ons do not create favorable conditions for sustainable and growing utilization
of WTP sludge in Bulgarian agriculture. Moreover, the different regions of the
country do not have the same institutional efficiency, and the majority of the
sludges used in agriculture are in the Sofia region (EEA, 2006-2021). The po-
sitive experience of WTP and sludge-using farmers in the Sofia region have to
be thoroughly studied and replicated in other regions of the country. It is also
necessary to identify the main factors and their importance, which hinder the
development of this process in the other regions of the country.
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Figure 5.2. Evolution of the generated sludge from WTP in Bulgaria and

share of utilized sludge in Bulgarian agriculture

Source: EEA
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5. Conclusion

The utilization of sludge in general, and in agriculture in particular, is not
automatic, but a complex process that depends on many institutional, produ-
ction, economic, psychological, social, ecological, etc. factors. The specific
institutional structure of this process largely determines its effectiveness and
is to be thoroughly studied. This study is only the beginning of the necessary
systematic research in this new and important field.

The present study found that over the last two decades, the institutional
structure (regulatory framework, public, private, market and hybrid forms)
of sludge utilization in Bulgarian agriculture has significantly improved. As a
result, great progress has been observed in the agricultural use of sludge in the
country. At the same time, however, uneven and unsustainable development
of this process was found in the different regions of the country. Therefore,
all factors limiting the behavior of the associated agents and leading to these
fluctuations in sludge utilization are to be identified.

In view of their relevance, interdisciplinary studies and evaluations of the
institutional structure and factors of sludge utilization in agriculture have to be
expanded and enriched. However, for this, it is necessary to collect a new type
of micro and macro information from all interested parties, including through
the official system of agro-statistics in the country and the EU. In addition to
identifying the critical factors influencing the behavior of agents along the
chain, the degree of their significance is to be assessed and the existing failu-
res in the institutional arrangement and the incentive system be identified. On
this basis, detailed recommendations can be prepared for the improvement of
public policies and management strategies of WTPs and potential and slud-

ge-using agricultural producers to improve this process.

In view of the leading role of public intervention in this area, a new nati-
onal strategy for the utilization of WTP sludge is to be developed, reflecting
modern conditions and social priorities, and special measures be taken to sup-
port the interested parties, including farmers with tools of CAP. An example
in this regard is the inclusion of sludge in the official list of soil improvers, the
use of which to replace mineral fertilization on farms is subsidized during the
current program period.

Last but not least, trends in the development of the institutional structure
and the utilization of sludge in other EU countries have to be studied in order
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to assess where Bulgaria is and where efforts are to be focused in the future.
Every positive and negative experience in this regard has to be promoted in
a timely manner in order to support the making of management decisions at

different levels.



Conclusions

These studies collectively highlight the intricacies of governance in various
aspects of Bulgarian agriculture and underscore the need for further research
and policy interventions to enhance the sector’s efficiency, competitiveness,
and sustainability. Agrarian governance has been explored as a multifaceted
system encompassing key components: agrarian agents involved in decisi-
on-making, the rules and mechanisms governing their behavior, the processes
of governance decision-making, and the resulting social order. Employing the
New Institutional Economics methodology has provided valuable insights into
this complex system and its constituent parts.

The research has demonstrated the possibility of quantitatively assessing
the governance system of Bulgarian agriculture, aligning it with the principles
of “Good governance.” However, refinement of the governance principles and
their broader application in analyzing subsectors such as crop and livestock
farming, as well as international comparisons, is still a work in progress. This
approach highlights the need for comprehensive data collection through of-
ficial agricultural statistics to support further assessments and comparisons.

Moreover, these studies introduce a fresh perspective on assessing the
economic efficiency of farms by considering them as alternative governan-
ce structures for agrarian transactions. They offer a method for quantitatively
evaluating the governance efficiency of individual farms, revealing critical
micro-economic factors that impact efficiency across various farm types. The
findings indicate that while the overall governance efficiency of Bulgarian
farms is at a good level, there is substantial variation among different types,
sizes, specializations, and geographical locations. Factors such as labor supp-
ly, innovations, know-how, and funding play significant roles in determining
governance efficiency. A significant portion of farms operates at a low level of

governance and overall efficiency, raising concerns about their sustainability.

The research further delves into the multi-criteria assessment of the com-
petitiveness of agricultural holdings in Bulgaria. The findings indicate that
while competitiveness is generally at a good level, substantial differentiati-
on exists among holdings based on legal structure, size, specialization, and
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location. Key factors influencing competitiveness include adaptive potential,
economic efficiency, productivity, income, financial security, and adaptability
to environmental changes. Without timely intervention, many Bulgarian farms
may face an uncertain future.

Additionally, these studies explore the crucial role of agriculture in con-
serving and providing ecosystem services. They highlight the diversity of ser-
vices provided by Bulgarian farms, including food and feed provisioning and
environmental conservation. The participation and contribution of farms in
this regard vary depending on specific ecosystems and agricultural subsectors.
Encouragingly, the findings suggest avenues for improving and intensifying
farmers’ engagement in this essential activity through training, information

sharing, incentives, and support.

Lastly, the research addresses the utilization of sludge in agriculture, em-
phasizing the complexity of this process and its dependence on institutional,
economic, social, and ecological factors. It reveals significant improvements
in Bulgaria’s institutional structure for sludge utilization over the last two de-
cades, resulting in substantial progress in agricultural use. However, regional
disparities persist, necessitating further interdisciplinary research, data colle-
ction, and policy development. A new national strategy is recommended to
support stakeholders, including farmers, in optimizing sludge utilization.

In conclusion, these studies collectively advocate for a holistic and inter-
disciplinary approach to understanding and enhancing various aspects of Bul-
garian agriculture. They stress the importance of systematic research, comp-
rehensive data collection, and policy improvements to promote sustainability,
efficiency, competitiveness, and environmental conservation in the agricultu-
ral sector.

Further theoretical and empirical research and interdisciplinary cooperati-
on in this important area is needed to better understand the agrarian and overall
economic governance. The later requires more international comparative stu-
dies as well as collection of new type of micro and macro economic data for
agents, means, processes and outcome of governance, including through the
official national and EU statistics.
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