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Summary: The paper focuses on analyzing 
the free-riding problems in the contemporary 
agricultural coopera ves on the basis of the 
Neo-ins tu onal economics. The results of 
analysis of the func oning mechanisms of 21 
agricultural coopera ves in Plovdiv region, 
allow reaching the conclusion that these 
organiza on forms do not use the advantages 
of clearly defi ned and diff eren ated proper  
rights. It has been found that that free-rider 
problem appears sharply in rela on with the 
policy of coopera ves in defi ni on of the 
proper  rights.
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Introduction

T
he opera on of contemporary Bulgarian 
agricultural coopera ves is a ended 
with a number of problems, which 

cast doubt on the expecta ons for these 
structures’ survival and further development. 
The possibili es for overcoming some of the 
main problems of the coopera ves can be 
explored and analyzed through applying the 
principles of “methodological individualism” 
accepted in the neo-ins tu onal economic 
theory.

This paper focuses on inves ga ng the 
func oning mechanism of the contemporary 
Bulgarian agricultural coopera ves, par cularly 
in reference to the free-riding problem.

Theoretical fundamentals 

of the free-riding problem

C
ook (1995, p. 1156) suggests that the main 
coopera ve problems can be reduced to: a 

free-rider problem, horizon problem, portfolio 
problem, control problem and the infl uence 
costs problem.

According to Borgen (2002, 2004), Fert 
and Szab (2002), Szab (2002), etc., the 
opera on problems of agricultural coopera ves 
can be summarized into two major groups: 
problems connected with the investments 
and ones concerning the decision-making 
process. The authors regard the free rider, 
horizon and portfolio problems as belonging 
to the group of the investment problems, and 
the monitoring, follow-up and infl uence cost 
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problems as ones referring to the process of 
decision-making.

Even though the diff eren a on of coopera ve 
problems varies considerably among the 
diff erent authors, it might be said that the 
covered ma er is almost iden cal. The key 
problems in the coopera ves include the free 
rider, horizon, portfolio, control problem 
(covering monitoring, follow-up and decision-
making), and the problem of infl uence cost. 
The eff ects of the existence of these problems, 
however, fi nd expression in two main 
direc ons: the inclina on of members to invest 
in the coopera ve and their par cipa on in 
the decision-making process. That is why, the 
above-cited authors are jus fi ed to classify the 
problems into: problems having eff ect on the 
investments and ones infl uencing the process 
of decision-making.

Free riding appears as one of the main 
problems in all classifi ca ons and its eff ect is 
expressed in lack of will among the members 
to invest in the coopera ves. The problem 
arises when the proper  rights are non-
tradable, insecure and undefi ned. It appears 
as a result of the possibili  of some individuals 
who have not taken equal part in the crea on 
of the coopera ve’s profi t to benefi t from it, 
in spite of whether or not they are coopera ve 
members.

Cook (1995, p. 1156) points out, that a 
 pical free rider problem is observed in the 
case when present members or non-members 
incur expenses for providing of certain good 
or service. However, the unclearly defi ned and 
exercised proper  rights do not allow making 
the best use of the created good or limi ng 
the access of those who have not par cipated 
in its crea on.

A free rider problem of more complex  pe 
(or within membership free rider problem) 

appears, when considering the problem of 
common proper . Gaining of consump on and 
dividend rights from new members, equal with 
those of the old members, as well as the right 
of equal payments per a unit of consump on 
raises an integra on confl ict among the 
groups within the coopera ve. This network 
of equally shared rights, along with an absent 
market where to set a price of the dividend 
rights, refl ec ng the accumulated and current 
equivalents of future profi ts, makes lower the 
level of return for the exis ng members and 
causes their lack of incen ve to invest in the 
coopera ve.

The empirical study of the func oning 
mechanisms of 21 agricultural produc on 
coopera ves in the Plovdiv region performed 
as a part of a large-scale research (Popova, 
2006), has demonstrated the extreme 
acuteness of the problem of undiff eren ated 
rights. The study has also shown that “free 
riding” is wide spread and exerts its nega ve 
eff ect on the investment ac vi  of the 
present and probable members and thus 
restric ng the possibili es for development of 
the organiza onal form.

Analysis of the possibilities 

for free riding in the agricultural 

cooperatives

T
he major goods, the coopera ves in 
Bulgaria create for their members and 

that could be object of free riding, can be 
reduced to dividends for the labor, capital and 
land inputs and the price of the off ered by the 
coopera ves services.

There exist two payment systems for labor 
applied in the contemporary agricultural 
coopera ves, i.e. fi xed (per  me), and piece-
work payment. As can be seen from the study, 
nowhere in the inves gated coopera ves 
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there are any exis ng and applied mechanisms 
for diff eren ated payment among members 
and nonmembers. The annual remunera on 
of full- me labor varies between 2160-4200 
levs depending on the occupied posi on and 
fi nancial state of the coopera ve. The average 
per a year remunera on for all inves gated 
objects amounts to nearly 2700 levs, which 
is slightly above the sector’s average (about 
2431 levs for 2003 according to data of the 
Na onal Ins tute of Sta s cs). The absence 
of diff eren ated approaches in determining 
payment of members and nonmembers can be 
explained to some extent with the insignifi cant 
share of nonmembers, which is less that 10 % 
of that of full- me members, according to 
data provided by the coopera ves. Yet, this 
policy has destruc ve eff ect on the members, 
what is more it does not confi ne only to the 
labor factor, as can be seen from the next 
parts of the paper.

The lack of interrela on between the fi nal 
economic results from the coopera ves’ 
ac vi  on one hand, and the diff eren a on 
in remunera on of members and nonmembers 
on the other hand, deprives the working 
coopera ve members of incen ves to put in 
more intensive and qualita ve labor in their 
professional obliga ons, as compared with 
nonmembers. Therefore, the undiff eren ated 
rights in labor remunera on lead to restric ng 
the investment of addi onal  me and eff orts 
on behalf of the working members. Thus, the 
coopera ve loses one of its main advantages, 
the theorists a ribute it: the capaci  of 
organiza on to s mulate a highly intensive 
and high-quali  input of labor on part of 
its members, which logically aff ects the fi nal 
economic results of its ac vi .

It may be noticed that since the employed 
workers are predominantly members, the 
payment of labor is assigned to support 
their best possible standard of living. 

However, as owners of the organization, the 
members would have to be concerned about 
its successful operation and respectively 
to exhibit consciousness and self-control 
in doing their working duties, which by 
economic logics should lead to their better 
remuneration. Consideration of both effects 
in the formation of labor remuneration in 
the agricultural cooperatives explains the 
higher average rate of wages there, as 
compared to the sector’s average, within the 
financial capacity of the different cooperative 
structures. Applying of identical approach in 
determining the nonmembers’ remuneration 
however, indicates that the organization takes 
due care of them as it does for its members, 
which is to say that the nonmembers derive 
direct benefits from the lack of differentiated 
approach in assigning of remuneration without 
having any objective reasons for that. In this 
respect, free riding can be ascribed also to 
the members, because the above analysis 
showed that they lack incentive and hence do 
not put in more intensive or more qualitative 
labor, notwithstanding this is how they are 
expected to behave and which behavior is 
in the root of the economic grounds for the 
payment rate.

The dividend for the land used by the 
coopera ve has a form of rent payment to its 
owners. Since by virtue of the law, the land 
rela ons between landowners, members or 
nonmembers on one part and the coopera ve 
on the other part are nego ated through 
special contracts for leasehold, rent, common 
cul va on or using of produc on services, 
there is no economic reason for diff eren a ng 
the rent rate on the basis of whether or not the 
individual landowner is coopera ve member. 
There are however, many other characteris cs 
of the landed proper , which directly concern 
the economic results of the coopera ve’s 
ac vi  and should therefore have eff ect on 
the mechanisms of determina on of the rent 
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payment rate. Both key characteris cs in this 
case are the quali  of diff erent land parcels 
and their spa al fragmenta on.

The inves ga on carried out among the 
agricultural coopera ves in Plovdiv region 
demonstrated that the approaches used in 
determina on of rent payments are slightly 
more fl exible than those applied in the labor 
remunera on.  The inquired coopera ves se le 
the problem with the spa al land fragmenta on 
in a similar way and the applied approach is 
characterized with signifi cant subjec vism in 
making the decisions. No one of the inquired 
coopera ves applies a diff eren ated approach 
in determina on of the rent payment, 
when the leasehold land is remote from 
the major tracts of land for cul va on. The 
economic effi  ciency of coopera ve ac vi  in 
this respect is maintained through refusal of 
cul va ng small size and rather remote lands, 
without exis ng of any diff eren ated formal 
criteria for maximal admissible remoteness or 
minimal admissible size. Decisions are taken 
subjec vely in judgment of the coopera ve’s 
administra ve body and individually for each 
par cular case. There exist at least two 
problems in the applied approach, which have 
a nega ve impact on the overall condi ons for 
the coopera ve func oning and hence on the 
fi nal economic results of its ac vi .

First, the lack of economically grounded 
limits as basis of the decisions for accep ng 
or rejec ng of given land proper , and for 
the size of acceptable rent for these lands, 
raises a risk for making wrong management 
decisions. These may be acceptance for 
cul va on of lands, which do not worth the 
required expenses or rejec on of lands, the 
cul va on of which would bring in addi onal 
incomes in the organiza on. The fi rst kind 
wrong management decision creates direct 
possibili  for free riding on behalf of the 
landowner, whereas the second one deprives 

both the landowner and the coopera ve from 
reaching posi ve eff ects of the land use.

The unclear criteria applied in accep ng or 
rejec ng of a certain land parcel for cul va on 
by the coopera ve may also cause sense of 
injus ce and injury for some members at the 
expense of others. This may lead to appearance 
of heterogenei  and opportunis c behavior, 
which to impede the opera on of coopera ve 
mainly through complica ng the processes of 
decision making at all management levels.

The diff eren a on of rent payments 
according to the quali  of land entered 
in the coopera ve, also does not fi nd wide 
applica on even though being easier to 
organize and apply as compared to one based 
on the spa al fragmenta on (Figure 1). It can 
be seen from the study that just about 9.52 % 
of the inquired agricultural coopera ves apply 
diff eren ated approach in rent determina on 
depending on the land category, as lands 
being divided into two groups: 1) up to 
6 th category inclusive, the rent valua on 
of which fi gures out at nearly 70 kg/dka of 
wheat and 2) lower-quali  lands valuated 
at about 50 kg/dka of wheat. The rent rate 
in the rest coopera ves is equal for all lands 
and varies between 30-70 kg/dka of wheat 
depending on the possibili es of coopera ve. 
4.76% of the inquired coopera ves indicate 
that their common prac ce is the members 
to pay the cost price and to receive the 
average yield for 50 % of the land they 
enter the coopera ve, and for the rest to 
receive rent. In this case however, leading 
are also the average quan  es, without doing 
diff eren a on according to the land quali . 
In addi on to the rent paid in the form of 
grain or its money equivalence, the prac ce 
of 33.33 % of the coopera ves includes the 
landowners to receive some food products, 
such as sunfl ower oil, rice and fl our (about 1-2 
kg/dka). This policy however, does not change 
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the ra o between the coopera ves applying 
diff eren ated and not diff eren ated approach 
in determining the rate of rent payments (1:9 
approximately), because the mechanism of 
alloca on of goods and services is the same as 
that of the grain alloca on.

It should be no ced that all of the inquired 
coopera ves, which have perennial plants 
indicate, that they apply a diff eren ated 
approach for the lands under orchards and 
vineyards, when they se le the payments to 
the landowners and these payments are of 
a higher rate (within 100-150 kg/dka grain 
commonly). Even if the coopera ves include 
this policy towards rent diff eren a on, the 
economic meaning of these payments is 
radically diff erent. Here fi nds applica on the 
theore cal diff erence between the no on 
“rent” and the no on “lease” considered as 
forms of payment. The received by the owners 
of perennial plants grain quan   of 100-150 
kg/dka, is in fact a lease form payment, which 
consists of at least two elements: payment 
for the ownership of land (i.e. rent payment) 
and payment for the capital placed at disposal 
of the coopera ve as diff erent long-term 
assets (perennial crops, irriga on equipments, 
suppor ng facili es, etc.) situated upon the 
land. In this sense, the diff erent payment 
rate in the case of lands under perennial 
crops cannot be considered a mechanism for 
diff eren a ng the proper  rights related to 
land and is not reckoned in determining the 

shares of coopera ves applying or not applying 
diff eren a on of rent.

The eff ect of the predomina ng lack of 
such diff eren a on regarding the free riding 
problem, and the coopera ves’ func oning 
can be assessed as nega ve. The absence 
of mechanisms for diff eren a on of rent 
according to the land quali  results in fl owing 
out incomes from owners of highly produc ve 
lands to owners of low-produc ve ones. On 
one hand, this provides condi ons for free 
riding on behalf of owners of less produc ve 
lands, and on the other hand – creates 
mo va on for more profi table economic 
realiza on of the high-quali  lands. This gives 
reason to expect that in the long run, and in 
the case of enough alterna ves for realiza on, 
mainly lands of lower quali  will remain or 
will be entered in the coopera ve, which will 
exercise its nega ve eff ect on the economic 
results and stabili  of the organiza on form. 
Yet, the undiff eren ated land proper  rights 
in the Bulgarian agricultural coopera ves bring 
forth prerequisites for investment insuffi  ciency 
regarding the high-quali  lands in the 
coopera ve.

 Theore cally, the problem of free riding 
referring to the dividends on capital, appears 
from the equal right of dividend in the case of 
members with diff erent membership dura on. 
In the condi ons of Bulgaria, however, 
this appearance of the free rider problem 

Figure 1. Share of cooperatives applying differentiated approach in determining of rent payments
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has compara vely limited eff ect on the 
coopera ves’ func oning. The reasons for this 
are rooted in the fact that the members have 
joined the coopera ve compara vely at the 
same  me, as well as in the lacking prac ce of 
paying such dividend there (Figure 2). It can 
be seen from the study, that 4.76 % of the 
inquired coopera ves have paid dividend on the 
capital during the fi rst several years a er their 
establishment, and later with worsening the 
fi nancial and economic results of their ac vi , 
this prac ce has ceased to exist. At this stage, 
about 81 % of the coopera ves do not pay 
dividends at all, 9.52 % of them pay regularly 
such dividend and s ll 9.52 % pay dividend, 
only when the organiza on is in posi on to do 
this (once at two-three years on the average). 
Not paying the dividend automa cally rejects 
the possibili  as for grounded deriving of 
benefi t, as well as for free riding. A free rider 
problem resul ng from the policy of se ing 
dividend on capital, is not observed even 
in the few coopera ves, paying such form, 
because it is insignifi cant and hence does not 
create incen ves for opportunis c behavior. 

Data obtained from the analysis show, that 
the dividend paid on capital is about 10 %, 
and the average annual amounts allo ed for 
this item in the agricultural coopera ves vary 
within 9000-10000 levs.

Some presidents of coopera ves have shared 
the view that the capital contribu on to 
providing of ini al necessary equipment of the 
organiza on has been considerably important 
in the period of its establishment, however 
its role now is not so signifi cant as in the very 
beginning. As confi rma on of this view, we 
can indicate the minimum amount of capital 
installments in the coopera ves – 33 % of 
them have no such minimum set, and in the rest 
67 %, the exis ng minimum limita ons are: 
10 levs in 17 % of the inquired coopera ves, 
30 levs also in 17 % of them and 50 levs in 
the rest 33 %. 

Looking again at the theore cal treatments 
of problem, it may be no ced that the study 
showed a lack of mechanisms for diff eren a ng 
of dividend on the capital in all inves gated 

Figure 2. Share of cooperatives paying dividend on the capital
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objects. This carries poten al risk for future 
appearance of free riding, even in case the 
coopera ves stabilize their paying of dividends 
on the capital.

The implemented policy toward par cipa on 
with capital in the coopera ves, has nega ve 
eff ect on the organiza on form’s func oning 
both in theore cal and prac cal aspect, since 
there are no any exis ng mo ves neither for 
the present nor for the poten al members to 
strengthen their investment ac vi  regarding 
the share par cipa on in the coopera ve. 
The result of this is that the agricultural 
coopera ves in Bulgaria undergo a chronic 
insuffi  ciency of own capital, which aff ects their 
compe  ve power and capaci  to survive.

The appearance of free riding problem is 
substantially stronger in connection with the 
cooperatives’ pricing policy applied in offering 
services for members and nonmembers. 
The investigation showed that 57.14 % of 
the inquired cooperatives perform mainly 
mechanized and agro-chemical services. 
36.36 % of them indicate that they perform 

services only as an exception and these 
services provide them less than 2 % of their 
incomes. The rest 63.64 % of the cooperatives 
performing services generate averagely 
10.01 % of their incomes from this activity. 
It was found, that the conclusion of formal 
contract for performing of services is rather an 
exception, and is applied mainly in the case of 
big clients or corporate bodies though most 
services are being performed to nonmembers. 
The payment of services is done by norms, 
as just 16,67 % of the inquired cooperatives 
indicate that they have differentiated 
prices for members and nonmembers. None 
of the investigated cooperatives applies 
differentiation concerning the old and new 
members or remoteness of the cultivated 
parcels (Figure 3).

The lack of diff eren ated prices for members 
and nonmembers in more than 83 % of the 
agricultural coopera ves causes the incomes to 
fl ow out from members toward nonmembers, 
which is a  pical case of free riding on behalf 
of the nonmembers. On one hand, the 
diminishing level of return for the coopera ve 

Figure 3. Share of cooperatives applying differentiated prices for the performed services
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members weakens their mo va on to invest 
in the coopera ve. On the other hand, the 
right of equalized payments per a unit of 
service for members with diff erent dura on of 
membership raises integra on confl icts among 
the groups in the coopera ves. The reason 
why the old members may have the sense of 
injured interests maybe lies in the coopera ves’ 
procedure to pay limited dividend on the 
capital in order to strengthen the common 
funds of the organiza on. This means that 
the old members are being deprived of the 
full size of benefi ts created by their capital, 
to provide the coopera ve with the needed 
assets, whereas the equal prices of services 
allow the new members to benefi t from 
goods, to the crea on of which they have not 
contributed at all.

The importance of this problem is par ally 
reduced in the Bulgarian agricultural 
coopera ves, because the majori  of 
members have entered the coopera ve almost 
together, and the present trends are rather 
in direc on of their decreasing. The more 
restricted appearance of the internal for the 

coopera ve free riding problem is confi rmed 
by the members’ opinion on this ques on, 
presented in the inves ga on: 67.57 % of 
them think that the equal prices and equal 
rights of dividends are fair decision; 10.81 % 
fi nd that the new members should have got 
more restricted rights and 21.62 % of the 
members share the view that such limited 
rights should be in force only for a strictly 
regulated  me period. The data obtained show 
that less than 33% of the inquired members 
see a problem in the undiff eren ated prices 
and dividends on the capital and these are 
mainly representa ves of groups of younger 
people. The opinion of these young coopera ve 
members can be explained with their be er 
and quick understanding of the ac ve market 
principles in economy, compared with the 
older members, rather than with their having 
of some sense of injury.

Notwithstanding the lower signifi cance of the 
considered within membership problem, the 
importance of one with lacking diff eren a on 
in prices of services, par cularly between 
members and non-members with resul ng 

Figure 4. Share of incomes from services in the total income of cooperatives Conclusion
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free riding on behalf of nonmembers, should 
not be underes mated. The studied dynamics 
of incomes from services shows a tendency of 
increasing of their share in the coopera ve’s 
total incomes (Figure 4). Therefore, it might 
be expected that con nuing to follow the 
present policy regarding the prices of services, 
will deepen the considered problems and 
increase the nega ve eff ect on the mo va on 
for par cipa on and investment in the 
coopera ve ac vi .

The analysis of free rider problem in the 
Bulgarian agricultural coopera ves indicated 
existence of lacking diff eren a on in the 
economic realiza on of the labor and capital 
factors, and diff eren a on concerning the land 
and prices of services applied in only a limited 
number of farms. This sets precondi ons for 
input of lowly intensive and of poor quali  
labor, for gradually to form a coopera ve 
land fund of low-quali  lands, and for lack 
of incen ves for capital par cipa on and 
fl owing out of incomes from members toward 
nonmembers. Following of this leveling policy 
exerts a nega ve eff ect on the inclina on of 
members to extend their par cipa on in the 
coopera ves and thus crea ng precondi ons 
for appearance of capital inadequacy and 
investment insuffi  ciency in the organiza ons.

In conclusion, it may be no ced that the free 
riding problem appears sharply in rela on 
with the coopera ve policy in defi ning the 
proper  rights regarding the labor, land and 
prices of services and is compara vely reduced 
regarding the capital. The problem and its 
nega ve eff ects may be overcome through 
clearly defi ned and diff eren ated proper  
rights in the coopera ves, which will increase 
the organiza on form’s sustainabili  in the 
agricultural sector of the country.

Reference

Попова, Б., 2006, “Земеделските коо-1. 
перации в България в периода на присъе-
диняване  м Европейския съюз (развитие, 
приспособяване, преобразуване), Дисерта-
ция за присъждане на образователна и на-
учна степен “Доктор”, УНСС, С., стр. 223 
(Popova, B., 2006, “Agricultural Coopera ves 
in Bulgaria in the Period of Accession to the EU 
(development, adapta on, transforma on)”, 
A Disserta on work for conferring a PhD, 
UNWE, Sofi a, pp. 223.

Borgen, S.O., 2002, “Agency Problems in 2. 
Norwegian Agricultural Coopera ves”, Working 
Paper 3, Norwegian Agricultural Economics 
Research Ins tute, pp. 20.

Borgen, S.O., 2004, “Rethinking Incen ve 3. 
Problems in Coopera ve Organiza ons”, 
Journal of Socio-Economics, 33, pp. 383-393.

Cook, M., 1995, “The Future of U.S. 4. 
Agricultural Coopera ves: A Neo-Ins tu onal 
Approach”, American Journal of Agricultural 
Economics 77, pp. 1153-1159.

Fertö, I., Szabó G. G., 2002, “Ver cal 5. 
Coordina on in Transi on Agriculture: A 
Hungarian Coopera ve Case Study”, Discussion 
Paper New Series 2002/10, Ins tute of 
Economics, Hungarian Academy of Science, 
Budapest, Nov. 2002, pp. 24.

Szabó, G., 2002, “New Ins tu onal 6. 
Economics and Agricultural Coopera ves: A 
Hungarian Case Study”, ICA Interna onal 
Research Conference: “Local Socie  & Global 
Economy: The Role of Coopera ves” Karafolas 
S., Spear R. and Stryjan J. editors, Naoussa, 
Greece, May 2002, pp. 357-379.   


