


The Effect of Non-Farm Income on
Investment in Bulgarian Family Farming

Abstract

This paper documents a relationship between non-farm income (primarily
earnings and pensions) and agricultural outlays in Bulgaria, using the 2003
Multitopic Household Survey. The outcomes analyzed are expenditures on
working capital (variable inputs such as feed, seed, and herbicides) and
investment in livestock. I find that while non-farm income has no significant
effect on the probability of purchasing variable inputs, it does have an effect on
the amount spent if positive, with an estimated elasticity of 0.14. Non-farm
income also has an effect on the number of households that purchase farm
animals, with an estimated elasticity of 0.35. The use of non-farm income for
farm investment is consistent with the presence of credit constraints, as is the
tact that less than one per cent of farmers report outstanding debts for
agricultural purposes. Yet it is also noted that many farm households take out
large unsecured loans for other purposes, suggesting that a lack of demand for
agricultural borrowing may also be part of the problem.
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2. Historical Background and Current Conditions

Meurs (2001), from which much of what follows is drawn, notes that prior to the Second
World War, virtually all Bulgarian households owned land, but farms were extremely small (69
per cent of all landholdings were under 5 hectares) and methods of farming were crude. Markets
for the private sale and rental of land existed, as did the practice of hiring labor, but these were
limited in scope. Agricultural cooperative organizations, however, were widespread,
incorporating about one-third of the economically active population. These provided credit,
primarily, but also supplies, distribution and processing services, and to a lesser extent, engaged
in cooperative production.

Under socialism, about 95% of arable land (not counting the ubiquitous small household
plots, which averaged 0.3 hectares) came under state control in the form of larger-scale,
mechanized agricultural collectives (as opposed to cooperatives); the private ownership of
agricultural machinery was largely eliminated. The small household plots, however, continued
to serve as important sources of food for household consumption, and still do. Despite reforms
in the 1970s and 1980s, production by family farmers for sale in the market remained extremely
limited, while production for own consumption remained the norm.

In 1991, the Ownership and Use of Farm Land Act required that state-held land be
returned to whoever owned it in 1944, or their heirs, a remarkable social fact in itself, and one
that lends a degree of exogeneity to the current distribution of land holdings. All those who
worked for the collectives were eligible to receive a share of the proceeds of their liquidation.
Agricultural equipment and fixed capital was sold, often to members of the former collective
who reorganized themselves as private cooperatives, in a return to the pre-war arrangement.
However, despite these cooperative efforts to maintain the viability of mechanized farming, and
although attempts were made to avoid recreating the scattered plots that characterized the pre-
war era, the immediate result of restructuring (combined with the elimination of subsidies to
agriculture, the loss of export markets, and a dramatic deterioration in the ratio of output prices
to input costs) has been the de-capitalization of agriculture, and a return to subsistence farming.
From 1991 to 2000, although agriculture’s share of GDP fell from 15 to 13 per cent, its share of
employment rose from 19 to 26 per cent, indicating a dramatic drop in labor productivity in

agriculture in relation to the rest of the economy. Over this period yields of cereals and



vegetables declined by about 60%, while output of meat, dairy and eggs fell by even more
(Roussenova and Nenkov 2001).

Although some consolidation of land holdings has since taken place, the median farm
household in the sample soon to be described owns just 0.5 hectares of land, and 99 per cent own
less than 10 hectares.” Virtually all commentators have noted that a middle class of more
prosperous private commercial farmers has yet to emerge, and continuing market failures in both
land and credit are often cited as causes. Roussenova and Nenkov explain that banks insist that
farmers borrow against their residential real estate, rather than their agricultural holdings, since
the markets for residential land are better developed, yet farmers are reluctant to do so. They
also argue that privatization led to increased risk-aversion among banks, as they sought to avoid
deterioration in their portfolios prior to their sale, and to avoid investing in activities in which
they had no prior experience, e.g. small private farms, whose finances neither they nor the
farmers could assess accurately. Legal reforms have also resulted in uncertainties regarding
creditors’ rights, and tighter prudential regulations have discouraged risky lending. Although
some of these problems have since been somewhat ameliorated, including by an expansion in the
government’s provision of credit to farmers, it is clear that most if not all of the limitations just

described were significant during 2003, when the survey data used here were collected.

? These figures, however, should understate the size of farms as operating units, since many households rent their
lands to cooperatives, which presumably consolidate them.
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