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Abstract

The last two years (before the war started) was totally dominated by the pandemic. A new virus,
no drugs, no treatment, no knowledge on proper administrative measures, various controversial opin-
ions. The result — high level of uncertainty. It was a unique economic situation. Only one factor —
uncertainty changed, other remained relatively stable. Something like Economics in a lab. At that
time, we started our study on business reactions in high uncertainty. Here we present some results
for farming sector. Especially in a case of farmers used mainly personal form of agrarian exchange.
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Introduction

In recent years, we have been conducting research on a particular group of farm-
ers that we called Alternative (Terziev, Radeva, 2016). We defined their economic
nature (Terziev, Radeva, 2018) and described their preferred governance modes
(Terziev, Zhou, Terziyska and Zhang, 2018). Here, for a better understanding of the
text below, we will indicate the business characteristics of these farmers again. They
(Terziev, Radeva, 2018):

e are farmers, not followers of modern life style ideas;

are producers, not just nature keepers and beauty makers;
are market players, not big but not self-sufficient;
prefer personal instead of impersonal exchange;
try to develop exclusive personally designed connection to their clients;
use intensively unformal institutions — trust and confidence at first place;
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e do not believe in government support programs.

Our research over the past three years has pointed to uncertainty as a major prob-

lem for these farmers in times of crisis, in this case a pandemic:
e for achieving resilience (Terziev, Bachev, 2021);
e for increasing competitiveness (Terziev, 2022).

Our research so far on the competitiveness of alternative farmers concluded with
the following (ibid.): Clearly, some farms have advantages over others. Here we
call them prosperous, which is another way of indicating their high competitive-
ness. The factors behind their success are varied. We will continue and deepen our
research. However, several conclusions can be formulated today:

e competitiveness is related to transactional innovation;

e organizational ones are easier and faster than institutional ones;

e uncertainty, in the current situation, is the same for everyone and does not
depend on the level of competitiveness;

e with high uncertainty, traditional informal institutions are the preferred
means of dealing with emerging problems.

Moving forward, the goals of this paper are:

e to clarify, more thoroughly, from a theoretical point of view, the role of un-
certainty in personal exchange;

e to present and try to explain the reactions of Bulgarian alternative farmers
in a situation of high uncertainty.

Personal exchange in economic theory

In 1776 Adam Smith wrote: In civilized society [one] stands at all times in need
of the co-operation and assistance of great multitudes, while his whole life is scarce
sufficient to gain the friendship of a few persons (Smith, 1776, Book 1, Ch. 1, L. ii,
p22). Thus began the tradition of economic science being exclusively interested in
the impersonal, anonymous exchange and ignoring that between just of few persons.
For traditional economic theory (the neoclassical school), exchange is an automatic,
guaranteed-to-happen process (supply and demand always meet somewhere). To-
wards the middle of the last century, ideas began to appear and develop, describing
the exchange as a personal act (therefore — difficult, expensive and often not hap-
pening). Such are the views on the existence of transaction cost, bounded rational-
ity, asymmetric distribution of information, behavioral characteristics of economic
agents, and others. Gradually, they were all united by the school of New Institu-
tional Economics (NIE) into a comprehensive model for economic analysis. In our
research we use the achievements of this school?*.

24 Sociology was the first to leave the world of impersonal exchange (Social Exchange Theory).
It was followed by a number of economic schools and theories — Experimental Economics, Business
Culture, Law and Economics, and etc.
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The distinction between personal and impersonal exchange is of essential theo-
retical and methodological importance (North, 1990). Personal is driven by infor-
mal institutions — confidence, trust, behavioral codes. Formal institutions underlie
impersonal exchange — legislation, regulation, organizations. That is why the re-
search approach in both cases is different.

The economic situation in the last almost three years has been unique. For im-
personal exchange, nothing changed — supply chains were not interrupted, big stores
were open, inflation and unemployment were low, incomes were stable?’, i.e. sup-
ply and demand were not significantly negatively affected by the pandemic.

The picture was different with the personal exchange. Unpredictable and of ar-
bitrary duration travel bans and restrictions on the operation of markets and small
shops were imposed. A fear of personal contacts appeared. Namely, alternative
farmers rely on them — for their supply transactions (labor, seeds, various adding)
as well as for their output (marketing) transactions (Terziev, 2022). Thus uncer-
tainty settled into the world of agrarian personal exchange.

Business decisions in crisis

Crises are a constant companion of economic development. That is why eco-
nomic theory has been dealing with them for a long time. The reasons for their
appearance and their course, as well as the reactions and actions of economic agents
in such a situation, have been studied. In the agricultural sector, well known deci-
sions are:

e public private partnership (Marbaniang at all, 2020) — work in public parks
and gardens (Build-operate-transfer), cleaning and maintenance of the street
and road network (Operational/service management contracts), food supply
to municipal organizations (Joint ventures), organized markets (Space and
facilities leasing), ecosystem services (Build-operate-own) and disaster re-
lief (Informal public-private co-operation);

e polycentric governance initiatives (Ostrom, 2010) — safety food movements,
agri-technologies innovations, nature-based educations, agri tourism;

e Community (Complementary) Currency. This is mechanism in which indi-
viduals (mainly), businesses (sometime) and local authorities (rarer) volun-
tary create and use self-established and self-regulated currency in order to
isolate themselves from downturns of general economy (Gomez, 2010). It
was an exotic idea for a long period of time but today we fount such schemes
in more than sixty countries. They are popular and effective namely in rural
areas;

%5 All this has changed dramatically in recent months. But the reason is different, not the pan-
demic.
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e other (popular not only in agriculture) — organizational (mergers and alli-
ances), contractual (various type of contracts), social (festivals, fairs,

holydays), and etc.

Missing formal agri-governance innovations

All of respondents in our study declared that the last two years have been
difficult — broken contacts, decreased number of customers visits, downward
income. But our investigation during 2022 year (including an intensive field
study) did not find even one case of business decisions of the types mentioned
above with Bulgarian alternative farmers relying on personal exchange. Inter-
esting were they answers (Table 1) on the question Why you do not apply ...
(business forms mentioned above)?

Table 1. Reasons to not apply various business forms

Business forms Main reasons to not apply % of all respondents
Public private partnership (vari- | Complicated procedures 100
ous type) High cost 80
No guarantees for success 50
Corruption 70
Dislike of this form 90
Polycentric governance initia- | Broken contacts 60
tives (various types) Lack of partners 80
Low personal initiative 60
Community Currency No knowledge 100
No partners 100
Organizational No experience 50
Lack of partners 80
Contractual Negative experience 80
Dislike of this form 80
Social Interrupted initiatives 70
Low results 90

Source: authors investigation.

It is obvious that in the situation of high uncertainty Bulgarian alternative farm-

1S arc:

e not able — complicated procedures, high cost, lack of partners and

knowledge;

e not ready — corruption, broken contacts, no or negative experience;

e unwilling — dislike this form, low personal initiative, to apply such business
decisions. It does not mean that they are passive. Just the opposite — all of
them (100%) declare their strong efforts for using of various modes to
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govern their transactions, but only of market type. They try to renew their
former business contacts and establish new, to participate in e-commers and
distance delivery, to develop direct marketing and etc.

Economic reasoning

Our study was carried out based on Discrete Structural Analysis (DSA) which is
the main NIE methodological approach. Emphasizing exchange as a personal act,
DSA points to uncertainty as its main critical dimension, along with asset specificity
and frequency (Williamson, 1996). These three factors act together with a few oth-
ers and define a proper mode for various transactions. But each of them has its own
separate way of influence. Generally speaking, uncertainty (no or low ability to
predict the future) excludes contractual forms (developing good enough contracts
is impossible). Two are the possible directions for searching of effective organiza-
tion of transactions — market or internal organization. In this logic:

e the fact that Bulgarian alternative farmers in situation of high uncertainty
intensively use market mode is understandable. Even the market is not per-
fect it gives the farmers a chance to sell their products and to save on trans-
action cost. Some help is needed of course — strong personal contact, posi-
tive reputation, good references;

e more hardly to explain is the refusal of organizational modernization. A part
of relationships of these farmers are business-to-client and there is no sense
of any integration (division of labor is more effective). For the other (busi-
ness-to-business) the reason has to be search in psychological direction.
Bulgarian alternative farmers (as the most of Bulgarian people) are individ-
ualistic. They do not like and have no experience in collective action and
cooperation.

Conclusion

There is a widespread perception of personal exchange as a long-gone stage in
the economic development of human society. But recent years (decades in devel-
oped countries) show a different picture. More and more people prefer a personal
exchange when it comes to food, prestigious restaurants list the names of the sup-
pliers on their menus, large retail chains describe in details the producers they work
with in their brochures, and etc. Of course, modern personal exchange is not the
same as it was centuries ago. But it is always distinct from anonymous, impersonal
exchange.

Studying the work of people who actually apply it is the best approach to under-
standing it and creating mechanisms to support it. This type of research is not easy.
Farmers hardly agree to discuss their business activities in detail. But there is no
other way in order to see the real picture, not to transfer automatically models from
other countries and economic situations. We were surprised to see rejected some of
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our expectations from the previous stages of our project — organizational moderni-
zation for example.
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