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1. Introduction

One of the "hot" topics in economics over the lastade was the transition of the
former socialist countries in Central and Easteuroe from centrally planned to
market economies. Economic transition represemsjar challenge for economists of
different backgrounds and beliefs. Its dynamics haen far from smooth and has
presented numerous puzzles and surprises. Oneop@raldoutcome of the economic
reforms is the emergence of subsistence agricultu@l countries in transition. The
expansion of subsistence was initially treated ssngorary "side" effect of transition
and was not paid full attention. Its endurance isaonsiderable size however, have
now forced its recognition as a major problem tacadtural development, and it has
been described as an externality and an impori@amieb to "efficiency" in agriculture
(OECD, 1999, Sarris et al., 1999). It is not ohjexdf this paper to present overview of
these practices, but some FAO (1999) survey datdubgaria present a strikingly clear
picture of the problem: 77.2% of individual farné8% of small co-operatives and 40%
of small private farms do not sell any production.

The view that subsistence is an outcome of the em&d economic situation began to
prevail (Tho Seeth et al., 1998; Caskie, 2000). s&i#énce farming in transition

economies has been defined by some authors (Kasit\Lingard, 2000, Kostov 2001)

as rational economic behaviour with respect toviadial utility functions, and also at

the aggregate economic level.

This paradox is enhanced by recognition that thallsseale farming that gave rise to
current subsistence agriculture was market oriemtelkle pre-transition period (Kornai,

1992). Kostov (2001) presents a detailed analyiste country in transition, Bulgaria,

arguing that subsistence farmers are predominantiyket oriented nowadays. One
could ask how it became possible that the reforrmglwwere designed to create a
market failed to do so and thus contributed todseommercialisation of agriculture.

Even the ternsubsistenc®r peasantagriculture adds to the confusion. It is a familia
problem in developing economies. The comparisorwdet LDCs and transition
economies however, is rather arbitrary and maymigeading. In the former,
subsistence is a characteristic of underdevelopmdmite in transition economies the
policy emphasis on industrial development in pesition years (Kornai, 1980) gives
different dimensions to the subsistence problemis Tihdustrialisation created a
radically different rurality in the present tramsit economies. The collapse of the
excessive industrial capacities at the beginning trahsition is one reason for
subsistence expansion (Kostov, 1995). Hence, then@henon of subsistence in
transition economies is not directly comparabléiiat in developing countries.

Views about advantages of the market over centeaning are rooted in the Austrian
standpoint dating to the famous debate on the Issic@lculation of the 1920s and
1930s. Another paradox is that these views arenddidvanced from neo-classically
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inclined economists. Is it necessary to rememberttie predominant opinion was that
the "socialists”, represented by Abba Lerner anck©kange have won the debate. The
"models" of Vilfredo Pareto (1966), which prove tilihe results of centrally planned
and market economies can be identical and the, rodttised by Marxists, words of
Paul Samuelson that "under perfect competition w@rkcan rent capital goods or
capitalists can rent workers" (Samuelson, 19723p.2are illustrations of this. The
ideas of Hayek (1935) about market co-ordinationdispersed knowledge and the
market process view of Mises have been largelyentgdl by the mainstream, although
they are used to “justify" the logic of economiarisition. The approach is still
dominated by the static timeless neo-classical atetltogy. This methodology
encounters huge problems in dealing with transitidransition is an essentially
dynamic process of dramatic economic changes wtachnot be satisfactory handled
within the static framework of neo-classicism. Thainstream approach is pretty much
a "magic wand" methodology. One postulates théairaind the final state and they are
then compared to deduce "dynamic" effects. Littieerdion is paid to the way the
system under analysis passes along the route fiiial ito final state. It simply moves
there. It is, therefore, hardly surprising that lsug point of view has immense
difficulties in coping with subsistence agricultuleis conceded that this movement can
be regarded as consisting of several stages, vanecgenerally viewed in a similar way.
Since the end states of all these stages shoukdim@oeasingly similar to the point of
arrival, subsistence agriculture does not fit ithtis neat picture.

One of the features that distinguishes Austriamenucs from the economic orthodoxy
is the view of the economy as a process rather ¢haollection of end states. This
property can be exploited in the case of subsistaggeiculture in transition economies.
While in developing countries subsistence can lgarged as "given" and static, in
CEECs subsistence agriculture has been createthdyransition process. This makes
the process view a natural and reliable tool inyemag this phenomenon.

2. Institutional framework of transition

It is well recognised that institutional constrainare important determinants of
economic processes. Transition from centrally pd@hto market economy means a
change in the institutions underlying economic \agti Institutional foundations of
these two economic systems are clearly incompa#ibte no market logic could apply
until institutional changes have taken place. Taigef requires time. The nature of
institutions indicates the importance of time. Begng with the famous dictum of
Menger about the role of money and the dominamustrian tradition view on the
spontaneous and unintended emergence of many ampa@tonomic institutions, one
can understand that institutional development reguime.



Transition can be expressed as a process of clgapgdninstitutions and creating new
ones. The incompatibility of many of the institutgoof the centrally planned economies
with the market principles, simply means that chiaggthe old institutions would
involve their destruction. Destruction is easy canagl to creation, and the gap in the
speed of these two processes creates numerougmsbl

Institutions are interpreted as a social cryswis of rule-following behaviour
(Hayek, 1973). They represent the "rules" thatividdals follow to cope with
uncertainty (O' Driscoll and Rizzo, 1996). They &aan information role, providing
rules and routines that are proved to work in gisgmations. Faced with uncertainty of
the future individuals confine their behaviour wiitithese rules. This helps them to
predict individual behaviour and to achieve a tgrat co-ordination”, a notion which
better reflects economic realities than the moneilfar one of equilibrium. We do not
"know" the future, but we can "imagine" it, or aabt its typical features. The
institutions represent at the aggregate level timeahs of orientation" (Lachmann,
1971) and their change impacts on the behavio@cohomic agents. As Hayek points
out, institutions represent a stock of social @pithe radical removal of established
institutions in the initial stages of transitionethfore represents a waste of social
capital, which would have serious consequencestlier further development of
transition economies. Instability is the logicalneequence and visible result of the
destruction of the old institutions. Rules of bebayv, prescribed by the institutions
destroyed during transition now cease to work. sThcreases uncertainty. The process
of institutional change necessarily brings insibilin the observed economic
behaviour, thus creating instability at the aggtedevel. There are two main sources
of this instability. The first is the impossibility follow the rules of thumb prescribed
by the destroyed institutions. This is often ddsmii as a "vacuum" created by the
destruction of the old structures and the lacke# mnes. The second, arguably more
important, source of instability is related to thiormational role of institutions. Hayek
(1973) argues that patterns of routine behavioamstier information. Except for the
restrictions that they impose on individual behavjoinstitutions are considered to
convey knowledge. Therefore rules of thumb candgamded as workable adaptations
to the environment. The nature of transition changee environment. This is the
essence of transition - to replace the centralmenby a new market environment.
Therefore even if the old institutions are still place, the routines of action they
prescribe will convey erroneous information whiokreases the instability. In a normal
market economy, any increase in uncertainty woiNe gse to counteracting process
aimed at creating patterns of institutionally sared behaviour that would reduce the
uncertainty. In the market process uncertainty ¢en endogenously created by
entrepreneurial discovery and later offset by appate changes in institutions. This
reflects both the evolving and unintended charagtenstitutions and their role in the
knowledge process. We use the word "discovery" laracterise entrepreneurial
activity. It emphasises the view of the market apracess of acquiring knowledge
(entrepreneurship) and stocking it (institutiorediign). The institutional destruction that



took place in the early stages of transition, prées the self-sustaining nature of this
process. The wasted social knowledge can not by egglaced. Uncertainty stemming
from radical economic changes can not be reduckbsimew institutions are promptly
installed. It must be acknowledged that the apgrotc this problem in transition
countries has been ad hoc. A type of instituticgragineering has been applied. The
latter represents exogenously imposed instituticcteinges. Exogenously imposed
institutional changes would ideally be applied toh&nce the effect of the basic,
fundamental economic institutions. Menger's (19@i3}inction between organic and
pragmatic institutions is a useful illustration. \WWave a different type of exogenous
change in transition economies. The "foundation§"new legislation and other
institutional changes are planted onto the econdmwther words the leading role in
institutional development is attributed to pragmatistitutions. Menger (1963) defined
such an approach to economic institutions as afgato In introductory textbooks on
institutions, it is explicitly stated (usually ghg as example Latin American experience
in adopting the principles of American constitujighat such practices are deemed to
fail. What this "institutional engineering" attersgb do is "save" time needed for the
knowledge process to develop and yield results.vWeld like to stress that the effect
of such externally imposed changes may and wilflaxrwith existing and functioning
institutions and these frictions would additionalbpntribute to augmentation of
uncertainty.

The rise of uncertainty in transition economies barseen as a self-enhancing process.
The loss of social knowledge creates uncertaintyickvcan not be reduced by new
institutions, because they need time to evolvedaaelop. The market economy has to
be learnt. Many exogenously introduced institutiares "foreign” bodies in the structure
of the economy and do not help to reduce unceytaiflhe market process in these
conditions leads to a high number of errors andiaicg reliable knowledge is difficult.
We should stress that this analysis does not appllye piece-meal changes in China's
dual-track route, but to the dramatic experiendeSamtral and Eastern Europe.

In a normal market economy the disrupting effectmrepreneurship and the stabilising
role of institutions are complementary. Entrepreakip under transition is impaired
because of the high uncertainty. Whilst in a mad@nomy, enterpreneurship has a
constructive effect via its role in the knowledgeogess, in transition the role of
entrepreneurship is likely to be destructive. Wlieere are large blank areas in the
institutional structure of the economy, it is munbre difficult for knowledge, acquired
through entrepreneurial discoveries to be transéornmto the social sphere. It is in
entrepreneur's own interest to keep this knowlquigate as long as possible. In such
situation, it is normal to have a large range oit4+®eking activities which are one of
the main forms of destructive entrepreneurship.

The errors realised in market process are tramklate the transaction balances. Kessel
and Alchian (1962) argue that transaction balarses short-lived capital goods are
complements, whilst transaction balances and lomeghicapital goods are substitutes.



The persistent economic uncertainty of transitthus expressed in reduction of long-
term capital. Taking into consideration that loegat capital is usually associated with
the earlier stages of production, leads to a psoétransfer of resources from earlier to
later stages of production. Kostov (2002) denatescombination of this process with
high uncertainty and institutional instability akorteningof production in real time.
The termshortening can be interpreted in terms of the stages adymtion effects but
also is related to the knowledge process. It refldtat the events that would affect the
typical features of economic behaviour are lessyilko occur. Learning is impaired and
therefore economic behaviour is more conservaliies means that more importance is
attributed to rule following behaviour, in responigehe lower subjective probability of
deviating from the adopted rules, than to creaém&epreneurial activities. The main
feature of shortening compared to the normal magkeicess is its destabilising
character. In this situation institutional changes badly needed to realise the missing
pattern co-ordination. Shortening makes such clangelikely because of the
difficulties in learning. When learning takes plaga entrepreneurship, the acquired
knowledge is kept private and thus co-ordinatiomas improved. It is important to
stress that the creative role of entrepreneursaimat be sustained unless the market
process is properly functioning, that is the ingitnal structure in established. Under
conditions of shortening this is increasingly ditfit.

The uncertainty associated with the initial refonmsreased the relative importance of
present consumption relatively to the future. Tdositributes to enhancing the process
of shortening. The shortening process effectivetyphasises the later stages of
production, the net effect of which is a relativecrease in current to future
consumption. Therefore this process takes placenhere are expectations for a future
fall in consumption of the final products.

The influence of inflation is that only short-terfimance is available. This further
enhances the process of shortening reducing ldegarinvestments. Inflation increases
the preference of current to future consumptiorcafisumption goods, such as food,
and contributes to the shortening of agriculturadoiction. The process means a need
for current food and due to the expected futurdimiedn food production, the danger of
future food shortages. Both give rise to a tendeowyards self-sufficiency. This may
be expected to be relatively temporary subjechto development of the new market
institutions. When the new institutions are credhedlinstability is already in place.

3. Roundaboutness and itslink to the process of shortening

We can alternatively express the effect of shongm@s diminishing the roundaboutness
of production. This will be true only if more rousdgbut production techniques are
superior than less roundabout ones. This is gdpeita¢ case with subsistence and
commercial agriculture. The preference of curremtfuture consumption and the
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ensuing shortening of production in real time leddsa decrease in both future
production and consumption. The decrease in roundabss of the production
produces the same results. Subsistence behavioerefére, can be regarded as
insurance against the expected fall in consumptigt. us consider the moment in
which this future becomes present. Ceteris pardbiisis moment the individual would
have to face lower consumption. He or she would év@rv have a relatively high
propensity to consume (inherited from the previpesiod). Another consideration is
that consumption should be bound below since itlisted to the physical survival of
the individuals. In many of the poorer countrieCaintral and Eastern Europe, this is a
major determinant of subsistence. Given the unstallacroeconomic situation
households face a high risk environment. Theiraasp to instability and uncertainty is
to try to secure their basic food supply via suksise production. Self-sufficiency can
be considered a form of risk minimisation. Economgtability changes psychological
attitudes and with the possibility of chronic fosHortages, market stimuli lose their
power. The dramatic macroeconomic changes pronsatibgufficiency as a high order
household priority and changed relationshipsieonarket.

If the decrease in future consumption has beeneplp@xpected, then the choice of
subsistence type of economic behaviour would helgviduals to increase their
consumption relative to the choice of market dribehaviour. That is subsistence has a
function to maintain consumption at a higher leeeld thus offsets some of the
consumption effects of the decreased roundaboutakssyricultural production. It
further restricts the future consumption for thenoeercial production and contributes
to deepening of the shortening process. In the Isimmdel above the variable that
affects the dynamics is the propensity to consumthe case of a fall in uncertainty the
propensity to consume will decline. The latter hegremay not be sufficient to reverse
the process. In order to increase the roundabaistae current consumption has to be
"sacrificed". This has to be accompanied by expects for a future rise in
consumption. Under consumption we understand bothedtic and external demand
for the final products. This would have been theecthe effects on subsistence and
commercial aggriculture were the same. Then, howéehere would have been no need
to consider subsistence agriculture separately foommercial one. The immediate
response of subsistence farms to changed demanid Wweumore flexible. What they
need to do is simply reallocate part of their ownsumption to the market. This refers
to unexpected changes in demand. In principle se@hocation would represent a shift
in the propensity to consume if higher demand iseeied. In a world of uncertainty
and ignorance, however, such expectations have torimed. The immediate reaction
of subsistence agriculture to changes in productmould not necessary involve
expectational elements. If the new higher demaagissat this level, the temporary
character of the change in the propensity to coesomay fade out and the "sacrificed"
current consumption may lead to increased roundabss.

The key to meeting future expected higher demar ike increased roundaboutness.
This is a process of reallocation of resources naiapital from later to earlier stages
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of production. The capital accumulation in commaré&arms, however, largely exceeds
that in subsistence farms. Consequently changesoundaboutness of commercial
agriculture would be much easier and greater thaset in the subsistence sector. We
note the asymmetry in the changes in roundaboutvelste decreasing it may be
achieved by dispersing capital resources, augmentassumes capital accumulation
and therefore is a slower process. This diffeatagpproach is helpful in understanding
the sources of subsistence. The genesis and erpaokicurrent subsistence farming
took place in conditions of decreasing consumptiemand and roundaboutness of
agricultural production. Commercial farmers deceedlse roundaboutness of their
production slowly in relation to the useful econorfife of their assets. The process of
disinvestment in agriculture however had begun Itwedore transition took place.
(Kornai, 1992, Kostov, 2002) Less roundaboutness amore labour intensive
technologies simply means more subsistence.

4. Environmental and behavioural entropy

The environment to which economic agents have &ptduring transition is highly
volatile. This high volatility implies higher en@nmental entropy. When this is the case
behavioural entropy should decrease (Heiner, 198Bijs restricts enterpreneurship
which is a high entropy type of behaviour. The utaiety means that even if there is
enterpreneurship the chances for reward will baikedly lower.

Institutions are tools to cope with uncertaintyafsition creates persistent instability.
Even when the new institutions successfully adapthe environment, new shocks
disturb them and hinder the process of institutisation. This volatility does not allow
for long-lived capital goods.

When production is shortening in real time, botloduction and consumption are
decreasing in time. If there are expectations fgrawth of the market, which include
both domestic and external market, than there alladjustments in the production
process to meet this increased demand. The incorendlomestic market increase (or
expectations for such) will have a similar effed¢treversing the tendency towards
shortening.

The informational role of institutions aimed atwethg uncertainty can be alternatively
expressed as reducing the environmental entropwtifiteed behaviour therefore
reduces the behavioural entropy. Heiner (1983jvslothat although behavioural and
enviromental entropy are positively correlated;réasing the latter beyond a certain
limit leads to a decline in behavioural entropy. gt it simply, the market process
cannot properly work unless the degree of uncedptaia sufficiently low. Low
environmental entropy, that is relatively low urteenty, allows for low entropy type of
behaviour. Entrepreneurship not only increases \bebil entropy, it is "creative
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destruction” which alters the environment. Thus repreunership increases
environmental entropy and via the positive feedbecleconomic behaviour creates
conditions for more innovative activities. Noteftthias positive feedback is also a form
of entrepreneurship. While the disturbing role ofrepreneurship may be related to the
Shumpeterian entrepreneur, the constructive emnepirship is more compatible with
entrepreneurship a la Kirzner. Both are neededhermarket process to operate. In a
lower entropy environment, the creative entreprestep prevails. The lower
uncertainty creates a relative stability that aliave entrepreneurs to see and seize the
opportunities. Their alertness is an automaticdsimlconstraint to the disruptive effects
of entrepreneurship. These disruptive effects eraatv opportunities, which are seized
by other enrepreneurs. The relative stability & #&mvironment ensures that the overal
effect of entrepreneurship is stabilising. When iemmental uncertainty increases
above the above mentioned limit this forces thetesysto switch from positive to
negative feedback. Higher entropy in this case iregua lower entropy economic
behaviour and this restricts creative entreprefngowrsThe meaning of the negative
feedback is that due to the high uncertainty thestractive entrepreneurship is less
likely. The high uncertainty would prevent many repteneurs from clearly seeing
existing opportunities. The uncertainty would leadh greater number of entrepreneurs
acting on non-existing opportunities and thus farthncreasing uncertainty. The
incomplete market structure in transition econonhieslers efficient information flows
and makes corrections of erroneous action morecdiff Therefore in transition the
economy may get "locked" in higher entropy enviremi The negative feedbacks are
prevailing and low entropy economic behaviour ismd@ant. Therefore in these
conditions, knowledge process cannot be guarartteegherate as smoothly as above
and entrepreunership can be destructive. Subseteconomic behaviour, due to its
short in real time production cycle, is more préalde than commercial, which means
that high volatility in the economic and social gamment would lead to augmentation
of the relative importance of subsistence agricaltu

5. What Determines Subsistence Agriculture in Transition
Economies?

Simon (1981) notes that individual plans and peroap are hierarchical and so are the
institutions, which are intentionally and unintemally "designed" to facilitate the

implementation of individual plans. Economic trdiesi is about the change in higher
ranked institutions. This change brings about gremistability, because it affects the
most typical features of economic events. It disuthe established pattern co-
ordination. Subsistence agriculture is situatedoater levels in the hierarchy of the

institutions. Following Langlois (1986) who suggestat when actions are co-ordinated
at the higher level in the hierarchy, agents sefteed energy to examine possible
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behavioural changes at the lower levels in the shramrchy, we can now explain
subsistence endurance. First the macroeconomimpsees reflect the volatility due to
changes in the fundamental institutions, that asé#) which are high in the hierarchy.
That is the apparent stability does not imply tledit the needed institutional
arrangements are in place and working. Institaiaimange is a much wider process.
Many of the new institutions were created duringorexmic turmoil. When the
environmental entropy decreases, these instituti@vwe to further adapt to this new
environment. Whilst establishing stability hightire institutional hierarchy frees energy
to be implemented at the lower levels, does thiamedhat the subsistence structure
will be changed? The answer is yes. Self-suffigyeiscevidently ranked lower than
general consumption behaviour. This means thatggdsimn subsistence have to be
conditioned upon obtaining a stable and co-ordtha@nsumption pattern. A common
measure for consumption volatility is the demandceprelasticity. Referring to
subsistence, we are interested in price elast¢ifpod consumption. When incomes are
low, these elasticities and food consumption viiyatare higher and there is little
energy to be applied to changing self-sufficientye income situation therefore is an
important determinant of subsistence agricultuegabise it describes its institutional
environment.

Subsistence type behaviour, however is not onlywSame what you have produced”,
but also "produce what you want to consume". Thate have to also situate it within
the overall food production institutional environmhe It consists of agricultural
production and food-processing. It is well knowratttagricultural production is in
general relatively price inelastic. Food procesdnogvever depends on both domestic
and external demand for its products and is muchremmlatile. Consequently
producing for food processing is a different kirfdpooduction compared to production
which is aimed at immediate consumption. It assudiisrent plans. The existence of
subsistence restricts the domestic market for thdyets of food processing. Therefore
external markets are crucial in changing subsistdacming when regarded from its
production side.

Another difference between incomes situation aneraal markets is that while the
former acts directly, the latter has a much morbktlsuand indirect influence. An

increase in the external market for raw agricultyr@ducts would also contribute to
commercialisation of agriculture. This means the telatively inelastic production

cannot meet the higher demand and some of the gtioduaimed at self-sufficiency

might have to be reallocated to the market. If grswth is expected to be irreversible,
then some resources would be moved from later tileeatages of production. This

would lead to "expanding” production in real tim&his would increase future

production and consumption. In relation to the @ibace consumption, this process
may restore the original level of consumption, pafriwhich may be "sacrificed" to

launch the process of resources' reallocation.
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The issue of capital accumulation and amortisatisnimportant to the future
development of agriculture. Traditionally capitab@uction models include production
of capital goods as separate phase of productimreps. We can regard monetary funds
as a liquid form of capital. This means that whepital is exogenised from the
production process, money can be interpreted atataficcumulating money is simply
another form of capital accumulation. New capitah de brought into the production
process against money, which is similar to the wsuwition of specific capital. Loans can
be used to introduce new capital. The latter haved ensured by collateral. In this
relation loans can be regarded as intertemporastisution of specific capital. At the
beginning of transition, agriculture is charactedisby declining in economic terms
capital goods. This restricted the financial aleiit of production units. Subsistence
agriculture is particularly deprived of accumulatedpital. This suggests that the
process of commercialisation would require bringimgy agriculture capital resources
from outside. An example may be to use of housea aollateral. The latter needs
some pre-requisites. The first is that there halsetstability in the prime use of these
assets. The uncertainty, general and specificaaltmains of prime use (e.g. housing)
and transfer (that is agriculture) of the assetsinhe sufficiently low. Expectations
about increase in consumption of the final produggmbd have to be present.
Understanding economic development as a processmofilative causation contributes
to our interpretation of the role of subsistencecagfure in transition economies, which
Kostov and Lingard (2000) define as a "market rabga mechanism®. Agricultural
production in general is characterised by a lovegrnesponsiveness. The demand for
food products, however depends on the income ®tuatin developed market
economies, it is less responsive to price charlgdswer income countries one should
normally expect considerable price responsivenessod demand. In this situation the
significant price changes that took place durirgngition would have destabilising
effects on the total agricultural economy, becatisnges in production would lag far
behind the changes in consumption. Furthermore shelmges have to recognise the
budget constraints, which in some countries will dearly binding. Subsistence
agriculture is the solution to this problem. Ipplies major part of the population with
food, that is withdraws some demand from the maiketploying backward and labour
intensive technologies, it restricts potential agitural production growth. In terms of
expanding subsistence this implies that people dareen out of the market and
simultaneously market supplies (that is agricultyyeoduction) are decreased. The
above process stabilises the food market in carditof declining domestic purchasing
power. For the net agricultural exporters (BulgaHangary, Romania) the restrictions
on export opportunities contribute to subsistenqeasion. Most CEECs are however
net agricultural importers. Small scale productiothese countries therefore has to be
compared to an enlarged market dependent on batteste demand and imports. In
this case subsistence production should be regasledbasis for import replacement.
Agricultural decomercialisation in these countrigsa consequence of their increased
import exposure.
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6. Conclusions

The process of economic reforms has peculiaritiesvery country in transition. These
specifics have influenced the character and thativel size of subsistence in these
countries. The main reason for its existence artl@mce is however the process of
transition. Drastic institutional changes causeldsmience agriculture. It can not be
regarded as temporary and "inefficient" phenomeg&arris et al., 1999, OECD, 1999).
Subsistence is the reaction of the agriculturalneony to the abrupt institutional

changes.

The expansion of subsistence took place as a resuticonomic developments of
commercial agriculture and therefore does not eaintt market process logic. The view
that subsistence agriculture is a perverse resuttasket reforms is a reflection of lack
of understanding of how markets operate. It is harelesirable to achieve agricultural
commercialisation. Nevertheless agricultural conuiadisation can not be regarded as
a separate policy aim, because its extent and te#eess will depend on the
institutional characteristics of the market, whigbuld allow for full development of
the market process. We have outlined the most itapbfactors likely to influence this
process. The first is the income situation. Incamgeacts not only on domestic demand
for agricultural products, but also the institutbdevelopment.

The other factor for agricultural commercialisatiare the external markets for
agricultural and food products. Kostov and Lingg2@00) define the "market clearing”
role of subsistence with regard to foreign markietsthe case of export oriented
economy. Except for Bulgaria, Hungary and Romattia, CEECs are net agricultural
importers. Thus it might be useful to generalisalysis to include foreign trade. The
stabilising role of subsistence would be validhére are stagnating exports and there
are insufficient constraints on imports. Thesdrigsthe size of market which inhibits
the process of agricultural commercialisation santyl to Adam Smith's famous dictum
about the division of labour. Therefore foreigndgadevelopments may contribute to
reversing the process by creating additional masggbrtunities.

The third factor that would influence agricultu@mmercialisation is the process of
capital accumulation. Capital accumulation as askfas the production process is often
neglected in orthodox economic analysis. The rdlenoney as a universal form of
capital relates the commercialisation to the incaigation. That is the role of income
for capital accumulation and for production growshrelated to general economic
development. One can view the substitution betwbtarent kinds of specific capital
that contributes to agricultural capital accumwlatas another facet of the same process.

Finally, it is worth remembering that transitionoeomies are often included in the
group of "emerging economies”. This suggests thay tare still not fully pledged
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market economies. The market, as Hayek (1935)ardibcussions on socialist planning
saw it, is a process of co-ordinating dispersedasdmowledge. In this sense market
does not exist in most countries in transition. Tharket would need a sufficient

stability and developed institutions to exercise do-ordination role. The assumed in
neo-classical economics perfect competition, isiraage of absolute stability and

determinedness, that is the end of any market,usecan such conditions, there is no
need for market. Centrally planned economy was sird@ametrically opposite to the

market one (Kornai, 1980, 1992). The process ofsiteon therefore presents a major
challenge to economic analuysis. The tools of asllyas to be expanded to situations
which diverge from the adopted understanding ofketaThe object of analysis are not
any longer the familiar markets. Transition ecoresncombine elements of the old
central planning and the new market system. Thtadly new world, where surprises

are everyday business. We can overcome these sesnly by obtaining better and

fuller understanding of underlying processes.
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