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Looking to restitution, transformation and privatisation in the Czech agriculture, this article tries to understand the driving forces
of institutional change during transition period. Realising that the results of the formal process on the central level are very different
from the process observed on the local level, the article looks to both of these levels, applying a case study approach. As the
observed process consists of a huge variety of different property rights changes, it is extremely suitable for testing different theories
of institutional change, namely the efficiency, the public choice and the distributive bargaining theory. The article explains the
observed process through the eyes of new institutional economics. It shows that in the specific case of transition the distributive
bargaining approach, which understands institutional change as an outcome of different actors’ power resources, is most fruitful.
Nevertheless, factors like path dependencies and ideology need to be integrated into the approach, to be able to understand the

property rights change in the Czech agriculture.

Introduction

The article, which summarises the findings of a re-
search projectl, tries to understand and to explain a proc-
ess of institutional change during the transition from
a system of central planning to one of a market economy.
It looks at restitution, transformation and privatisation
within the Czech agriculture. Knowing that this property
rights change is far from being defined only by a change
in formal laws on a governmental level, but that an im-
portant part is determined by numerous formal and in-
formal institutions governing the use of assets, the article
tries to explore the whole process at its various levels in
order to obtain a complete picture of the process of prop-
erty rights change during transition in its entirety.

One single theory of institutional change does not
exist within new institutional economics. Moreover, vari-
ous competing approaches exist side by side. As the pri-
vatisation process in Czech agriculture comprises so
many different forms of institutional change, this case is
especially suitable for testing the applicability of the
various theories to specific phenomena of institutional
change regarded. Therefore, the first and foremost three
main theories applied are presented briefly. As the study
uses a qualitative case study approach, which is not very
common in economics, the next section explains the
methodological approach of the study. In the last section
the findings are presented and discussed.

Theories of institutional change

The theories of institutional change applied are the
range of approaches offered by new institutional eco-
nomics. I subdivide the theories following the classifica-
tion of Alio et al. with respect to their different mecha-
nisms and effects of change they focus on, what classifies
the approaches into the efficiency theories, public choice
theory and the distributive bargaining theory of institu-
tional change:

1. The first group of theories, what I call “efficiency
theories®, is using mainly direct institutional compe-
tition as the mechanism of selection of new institu-
tional solutions. Their main focus is put on the evalu-
ation of the process regarding efficiency. On the one
hand, there were early contributions made by Al-
chian (1950), Demsetz (1967/1988) and others,
which according to Eggertsson could be entitled
“Naive Property Rights Theory“ (Eggertsson,
1990, p. 249), which still have much faith in the effi-
ciency-enhancing contribution of a process of institu-
tional change. On the other hand, the contributions of
Libecap (1989/1993), Barzel (1989) and
North (1988, 1990) also fall into the category of
efficiency theories, but they portray a more doubtful
view about the positive efficiency effects of institu-
tional change. The determinants those theories mainly
analyse are transaction costs, path-dependencies and
ideology. The two latter ones where introduced when
scholars started to question the prevailing optimistic
view about institutional change.

This whole study is available as a book or as an online version (http://www.shaker.de). The study was written within a research project
called KATO (Comparative Analysis of the Transition Process of the Agricultural Sector in Selected Central and Eastern European
Countries) (http://www kato/projekt.de), which analysed the transition processes in three countries (Poland, Czech Republic and Bulgaria)
in three policy fields of transition (liberalisation, privatisation, restructuring). The study has greatly profited from comments and help by
my supervisors and colleagues at the CZU, namely Jaroslav Homolka, Jiri Tvrdon, Josef Vavrik, Jarmila Curtissova and Vladia Jaeger.
This study would not have been possible without the openness and help received from all my Czech interviewees.
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2. The public choice theory of institutional change,
which is characterised by authors like Sened
(1997) or Riker and Weimer (1995), mainly
focuses on institutional choice processes in political
markets, placing the political entrepreneur into the
centre of its interest. Competition via election and via
interest groups — what I call ’indirect institutional
competition’ — is the mechanism of selection, leading
hopefully to efficiency-enhancing institutional
choices. Obviously, there are both optimistic and pes-
simistic representatives of this theoretical approach.
This is possibly most noticeable when comparing the
conclusions drawn by the two scholars of Interest
Group Theory, Becker and Olson. Therefore, the con-
ditions on the market for voters and the ability of
different groups to organise their interests are the
main determinants analysed by the public choice the-
ory of institutional change.

3. The distributive bargaining theory, mainly presented
by Knight (1992), was developed with the aim of
showing that even informal institutional changes,
whereby the general wisdom was that such changes
could be a result of “human interaction, but not of
human intention” (Hayek, 1967/1969), are lead by
the self-interest of powerful actors. The distributive
bargaining theory argues that institutional alternatives
might be characterised by different degrees of effi-
ciency, but the driving force for institutional change
is the fact that institutional alternatives are nearly al-
ways characterised by different distributive effects for
the actors involved. On the other hand, Knight shows
that the preconditions necessary for institutional com-
petition are not given in the majority of settings of
institutional change. Therefore, he describes institu-
tional change as a bargaining game with different
pay-offs for each actor involved. The actors try to put
their bargaining resources into play and, in this way,
influence the selection of institutions. According to
Knight, the determining bargaining resources are, for
example, different exit options of actors, differences
in time preferences or risk-taking possibilities.

Reading the contributions from authors using these
different theories, I got the impression that each of them
was able to explain very convincingly the various proc-
esses of those institutional changes which were chosen
as examples by the respective authors. Consider, for ex-
ample, the development of beaver rights explained by
Demsetz (1967), the emergence of property rights on
theatre seats by Barzel (1989), the development of
land rights at the Amazonian frontier by Alston et al.
or the selection of measurement units for grain described
by Knight (1992). However, what is not told is why
those partly contradicting theories are able to explain one
phenomenon of institutional change, but are powerless in
explaining another.

Empirical methodology employed

Another challenge of the study was that within insti-
tutional economics the empirical analysis of processes of
institutional change is still in its infancy (Alston,
1996). Because of the lack of methodological tools
within economics I had to refer to other social sciences,
which have experience in using qualitative methods in
research. As we are looking at a process of institutional
change — a complex social phenomenon — it seems to be
essential to apply the case study approach as an empirical
method (Alston, 1996; Libecap, 1989/1993). The
exploratory approach of the research and the uniqueness
of each case in question makes an abductive approach —
which invariably oscillates between reality and theory
(Froschauer, Lueger, 1998) and which consists
of inductive and deductive elements — indispensable
(Flick, 1995, pp. 57-61; Truzzi, 1985) (see Fig. 1).
Qualitative research, with the help of interview guide-
lines, allows for an open research process
(Laschewski, 1997, p. 69).

The empirical work on the central level was based on
document analysis (laws, commentaries, parliamentary
debates, etc.) as well as on qualitative interviews. The
political community directly dealing with the privatisa-
tion process in agriculture in the Czech Republic is
a very small and stable group of about 50 people, most
of whom were interviewed. The sample was successively
designed with the help of document analysis, expert in-
terviews and a pre-study (Miles, Huberman,
1994). I interviewed politicians (mainly members of the
parliament’s agricultural committee), interest group rep-
resentatives, bureaucrats (mainly from the Ministry of
Agriculture and the Land Fund) and experts from univer-
sities or research institutes.

The empirical work on the local level was based on
qualitative interviews. With the help of the knowledge
base I had accumulated during the pre-studies and under
the assistance of some experts, I selected three cases —
former socialistic production units. I interviewed on av-
erage 15 people for each case: the managers, those who
started private farming, workers of the co-operatives or
state-farms, restituents who just lease their land to the
old organisation, restituents who lease their land to pri-
vate farmers and, finally, the mayors.

The interviews were transcribed® into a database,
enabling me to organise and to retrieve the amount of
data handled. Each statement was allocated a theoretical
code and a content code. The theoretical code corre-
sponded to the different determinants described by the
various theories, for example transaction costs, path de-
pendencies, ideology, exit-options, and so on (Flick,
1995). The content code classified the statement con-
cerning the topic being dealt with (land, leasing con-
tracts, dead and live inventory etc.). Those interview

% On the local level most of the interviews were recorded, on the central level recording was not useful. Most transcriptions were carried
out immediately after the interview with the help of notes and records, if they were available.
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fragments were then used directly for description and
analysis of the empirical cases.

Results: institutional change and privatisation in Czech
agriculture

The empirical work was based on a conceptual frame-
work (see Fig. 2), which was applied similarly to the
different cases under investigation. In the first step, a de-
scription of the processes was given, showing the struc-
ture, the actors, the development and the outcome of each
process of institutional change. In the second step, the
mechanisms of change were tested using a developed set
of criteria for finding out which role direct and indirect
institutional competition and bargaining had played in
the different sub-processes of institutional change on
both the central and the local level (see Table 1).

After having classified each process or sub-process
according to the mechanism involved, the different de-
terminants focused on by the different theories were an-
alysed on both the central and the local level, looking to
their importance and the way in which they could be
used as a power resource within the bargaining process
for a new institutional equilibrium.

On the central level direct institutional competition
was unimportant. The kind of institutions dealt with —

such as the land law — were very complex. Therefore,
direct institutional competition could only develop over
a longer time period. As numerous institutions were
characterised by indivisibilities, it was not possible to
create various institutional alternatives and to let them
compete. There was only one way of restitution, but in
privatising state farms, for example, five methods were
offered by the law (92/1991) and economic actors could
choose according to their preferences. A lot of the insti-
tutions were ‘“single event® institutions. For example,
restitution only took place once, therefore the learning
possibilities of applying an institution time and time
again were limited.

In the crucial phase of the development of the land
law indirect institutional competition had not yet devel-
oped. Neither a broad party structure, nor clear policy
programs existed after the revolution. But the first elec-
tions were mainly dominated by a coalition of anticom-
munists, who were not comparable to political entrepre-
neurs offering different institutional alternatives to their
“customers®.

Looking at the two proposals of the land law made
(one was made by the federal and the other by the na-
tional ministry of agriculture), it is obvious that they
were both characterised by contrary distributional out-
comes. The former favoured largely the managers of the
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Fig. 2. Conceptual framework for the analysis of the privatisation process

Source: Schliiter (2001, p. 142)

old farms and the latter favoured the restituents. The
restituents could clearly win the battle on the central
level as most institutions passed in the land law favoured
the restituents. However, bargaining resources used by

the restituents were not the same ones explained by
Knight. Mainly determinants mentioned in the other
theories are of importance on the central level. Ideology3
as emphasised by North* played a crucial role in the

3 The word ideology is used in a very broad sense by Douglas North, risking the inclusion of everything. Therefore, I subdivided the term
ideology into three parts. Ideology consists firstly of a set of shared mental models, which give a group of people an explanation of how
the world works. Secondly, it gives us a set of values about how the world should work. And the third ideology has a legitimation function,

in supporting actors’ interests.
4 See mainly North (1988) and Denzau, North (1994).
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Table 1. Questions for checking applicability of different theories

] * Were there various institutional alternatives?

* Were not they characterised by indivisibilities?

¢ Did each actor have an exit-option?
Direct Institutional Competition * Did the relevant markets work?
* Was the complexity of institutions regarded low?

* Was institutional selection repeated various times?

* Was the transaction often repeated, which was governed by the institution?

. o . * Were there different institutional proposals competing with each other?
Indirect Institutional Competition ) . )
° Did the voters’ market function effectively in the processes of collective decision-making?

* How important were the different determinants of institutional change?

Bargaining

* Were the bargaining resources distributed asymmetrically?
* How important were the determinants compared to each other?

* Were certain asymmetries in a determinant outweighed by other asymmetries, or were they increased?

Source: Adapted from Schliiter (2001, pp. 109, 110, 115)

beginning of the process. Due to the Velvet Revolution,
old shared mental models were destroyed and the people
were looking for new ones in a phase highly charac-
terised by uncertainty. At that time, everybody and every
idea which seemed to be linked to the old communist
regime was stigmatised as being evil, therefore paralys-
ing the elbow room of the managers on the central level,
who, on the other hand, were characterised by a much
better ability to organise themselves, being a long estab-
lished and well organised interest group. Path dependen-
cies played an important role — had there not have been
old land registers of an Austrian kind, with still formally
existing private land titles, the possibility of an extended
restitution process would not have been given (Swin-
nen, 1997). All those determinants together led to the
outcome that restituents have been able to influence
many institutions to their advantage.

This outcome was heavily contrasted on the local
level. In nearly all interactions restituents had to step
back and the resulting institutions largely represented the
preferences of the managers, whether it concerned the
emerging rent contracts, the contract for restitution or
other such issues. In the early stages of transition markets
did not work — managers were often in a monopolistic
situation, dictating the institutional choice to the resti-
tuents and new institutions were so complicated for most
restituents that they relied heavily on the manager’s
knowledge and information. Therefore, the mechanism
of bargaining dominated the institutional choice on the
local level. In order to be able to understand the process,
it was crucial to look to bargaining resources different
actors employed for getting their preferred institutional
alternative implemented.

However, there has been one field of institutions
emerging which has developed after a while in the direc-
tion predicted by the efficiency theories. This change in
direction was due to the specific characteristics of the
market these institutions regulate. In the beginning all
people who started newly private farming were heavily
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dependent on services provided. At that time, only the
old socialistic organisations and their managers were in
a position to provide those services. This was reflected
impressively in the contracts offered, which discrimi-
nated heavily against those newly emerging private farm-
ers. But within a few years, a very well functioning and
vital market of service contractors emerged (Csaki,
1999) and none of the actors involved reported any
longer about discriminating service contracts. Unfortu-
nately, most of the other relevant markets are far from
being developed even 10 years after the Velvet Revolu-
tion (Schmied, 1998; Voltr, 2000).

The cases analysed showed that the mechanism of
bargaining was most powerful in explaining the proc-
esses of institutional change. However, it also became
very clear that the determinants analysed by the distribu-
tive bargaining theory were too narrow and it was there-
fore necessary to enclose the determinants favoured by
the other theories. We can also conclude that the domi-
nance in explanatory power of the Distributive Bargain-
ing Theory was not due to its general superiority, which
is what Knight also states (Knight 1992/1997, p. 92),
but moreover, due to the specific characteristics of the
process regarded. As we have seen on the market for
services, processes actually do exist, which are the best
explained by the efficiency theories of institutional
change. Considering the diversity of the processes of
institutional changes, one single theory of institutional
change might never emerge, various approaches might
always exist, which might then be applied to the wide
range of processes of institutional change observable,
with the aid of a clear catalogue of criteria.

Discussion
The study shows that it was very fruitful — and may

have indeed been the best choice — to apply qualitative
empirical methods to this process of institutional change
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and that institutional economics can still learn a lot from
other disciplines which are mainly using qualitative
methods. As there are advantages and disadvantages of
each empirical method — e.g. qualitative methods do not
offer the same possibilities of testing hypotheses as quan-
titative methods do — it would be necessary in the future
to investigate different methods with respect to their use-
fulness in analysing the various phenomena of institu-
tional change.

The factual outcome of the process of institutional
change on the local level contradicted widely the inten-
tions of the policy makers on the central level. Therefore,
one could recommend for planners of processes of in-
tended institutional change that the actual characteristics
of each process of change are analysed on the various
levels of interaction and, if necessary, that the distribu-
tion of power resources among the actors are assessed in
advance. Knowing those characteristics might not enable
policy makers to determine completely those processes
of institutional change, as this would go beyond human
abilities, but the characteristics could be taken into ac-
count while designing policies or at least could prevent
major disappointment.
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SCHLUETER A. (Department of Sociology and Social Policy University of Newcastle upon Tyne, before Chair of
Resource Economics Humboldt University, Berlin, Germany):

Privatiza¢ni proces v feském zemédélstvi ofima institucionalisty.
Scientia Agric. Bohem., 34, 2003: 105-111.

Clanek, ktery sumarizuje zav€ry doktorské prace, se pokousi o pochopeni a vysvétleni procesu instituciondlnich
zmén v dobé prechodu od systému centrdlniho planovani k trzni ekonomice. Zabyva se restitucemi, transformaci
a privatizaci v rdmci ¢eského zemédélstvi. ProtoZe vime, Ze zména vlastnickych prav je daleko od toho, aby mohla

z w7

byt definovéna pouze jako zména formalnich zakond na vladni drovni, a Ze duleZitd ¢ast této zmény je uréena fadou
formalnich a neformdlnich instituci fidicich uZivani majetkovych hodnot, tento ¢lanek se pokousi prozkoumat tento
proces na rtiznych trovnich, aby ziskal kompletni obrdzek o zménéach vlastnickych prav v prubéhu transformace
v jeji celistvosti.

Mezi novymi instituciondlnimi ekonomy neexistuje jen jedind teorie instituciondlni zmény, ale existuje celd fada
konkurujicich si piistupi. Konkrétné jsou to tyto teorie instituciondlni zmény: teorie efektivnosti (Eggertsson,
1990; North, 1990), teorie vetejné volby (Sened, 1997) a teorie distribu¢niho vyjedndvani (Knight, 1992).
ProtoZe privatizacni proces v ¢eském zemédélstvi zahrnuje tolik riznych forem instituciondlni zmény, reprezentuje
mimoifddné vhodny piipad pro testovani aplikovatelnosti riznych teorii tohoto specifického jevu tykajictho se insti-
tuciondlni zmeény. Proto jsou v prici nejprve struné prezentovany zminéné tii zdkladni teorie. ProtoZe price dile
uplatiiuje pfistup kvalitativni piipadové studie, kterd v ekonomii nenf pfili§ béZn4, je tento metodicky piistup studie
popsan podrobnéji.

Analyza ukazuje, Ze zména vlastnickych prav na centrdlni irovni a zména vlastnickych prav pozorovand na lok4ln{
urovni zvyhodfiovala odlisné zicastnéné skupiny aktéri. Na centrdlni drovni se podatilo restituentiim zajistit si mnoho
vyznamnych vlastnickych prav k zemédélskému majetku. AvSak na lokdln{ drovni to byli pfedev§im manaZefi
byvalych produkénich jednotek, ktefi si pro sebe v tomto procesu mohli zabezpecit mnoho vlastnickych prav.
Analyzované pifpady ukdzaly, Ze teorie distribuéniho vyjedndvdni, kterd chdpe instituciondlni zmény jako vysledek
zdroji moci riznych aktért, byla nejvhodnéjsi teorif pro vysvétleni procesu instituciondlni zmény. Pfesto se také
ukdzalo, Ze determinanty analyzované teorif distribu¢niho vyjednavani byly prili§ ziZené, a bylo proto nutné vymezit
determinanty prosazované jinymi teoriemi. Pfedev§im Northovy oblibené determinanty zavislosti na minulosti (path-
-dependencies) a ideologii hrdly vyznamnou roli v pochopeni riznych procest. Rizné zkusenosti pred socialismem,
v jeho priibéhu a po ném, které byly rozhodujici pro mentalni modely pfevazujici v riznych piipadech, ovlivnily ve
velké mife existujici volny prostor pro rizné aktéry v usilovdni o novou instituciondlni rovnovahu.
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