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Issues of structural change fall within many authors’ 
areas of interest, and in the majority of empirical 
studies, the main focus of discussion is on the driving 
forces behind these processes. Studies concerning 
particular groups of entities exiting the agricultural 
sector are mainly concerned with the size of farms’ 
production resources, the efficiency of their utilisa-
tion (both economic and technical), economies of 
scale, and the efficiency of obtaining and utilising 
subsidies that are decisive for the continuation or 
withdrawal (exit) from agricultural activity (Breustedt 
and Glauben 2007; Abelairas-Exebarria and Astorkiza 
2012; Raggi et al. 2013). Furthermore, many authors 
(Schnicke et al. 2008; Viira et al. 2009; Grubbström A. 
2011, Peel et al. 2016) also point to the social charac-
teristics of the farming family, such as the age of the 
head of the establishment, his or her level of educa-
tion, sources of income, the existence of a successor 
and even farmer wellbeing, etc., which also play an 
important part in the processes of exiting agriculture. 

The authors of the studies mentioned only take the 
various different barriers to exiting agriculture into 
account to a very limited extent, based on neoclassi-
cal assumptions regarding the relative ease of exiting 
the market. It should also be noted that neoclassical 
theories, in most cases, ignore the role of institutions 
in shaping the conditions for the development (and 
collapse) of a farm, as well as the rules of functioning 
of the agricultural land market (Samsura et al. 2010; 
Needham et al. 2011; Van der Krabben and Buitelaar 
2011; Holtslag-Broekhof et al. 2014). 

The alternative to the neoclassical school is to base 
research upon the premises of new institutional eco-
nomics (NIE) and to take advantage of both transac-
tion cost and rent-seeking theories. This approach is 
particularly useful in transnational studies, as barriers 
to exit from agriculture tend to be highly diversified 
here (as a result of the activities of different institu-
tions) and may even differ on the level of individual 
farms (Van Dijk and Beunen 2009; Vidican 2009).
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Eurostat data indicates that in the EU-12 Member 
States, the number of farms decreased during the 
period 2005–2013 by approximately 27%, and this 
regression could even be twice as high in some 
countries (such as Bulgaria) (Eurostat 2016). The 
changes were particularly significant for small-scale 
agriculture, as approximately 30.6% of farms < 2 ha 
disappeared in the new 12 Member States during the 
period 2005–2013, as well as 27.4% of establishments 
sized 2 to 4.9 ha (Eurostat 2016). However, research 
shows that only a small number of farms decide to 
sell their land quickly after discontinuation of their 
agricultural activity (Raggi et al. 2013). Full exit from 
agriculture, through selling or long-term rental of 
the establishment, involves major divestments that 
usually take several years (Peerlings Ooms 2008). 
In addition, exiting agricultural activities implies 
significant costs in the form of actual spending, as 
well as costs of lost profits or opportunities (Van Dijk 
2007; Hartvigsen 2013).

AIM AND THEORETICAL FRAMEWORK

The main aim of this article is to present the mecha-
nisms involved in the disappearance of small farms, as 
well as to identify the barriers and costs that prevent 
these entities from exiting agriculture and transfer-
ring their production resources to other agricultural 
holdings. The analysis was narrowed down to four 
Central and Eastern European countries, namely 
Romania, Bulgaria, Poland and Hungary, where, ac-
cording to Eurostat’s data for 2013 (Eurostat 2016), 
over 65% of all small farms across the EU are found 
(small farms are those with < 5 ha of farmland). The 
selected countries are characterised by relatively 
similar historical backgrounds, as the agrarian reforms 
commenced there at a relatively late point in time 
and these countries then went through the process of 
collectivisation and subsequent decollectivisation of 
the agricultural sector. Furthermore, they are char-
acterised by relatively low sizes of individual farms, 
and they can be effectively compared, considering the 
structure and type of their agricultural production 
(Hartvigsen 2014; Kanianska et al. 2014). 

This research takes the form of an overview and 
is based on the output of NIE, and on transaction 
cost and rent-seeking theories in particular. When 
identifying the barriers to and costs of exiting agri-
culture, we should emphasise that changes in agri-
culture stem from farmers’ individual decisions on 

the re-allocation of production factors; therefore, it 
is reasonable to apply the theory of methodological 
individualism in this case (Arrow 1994; Wilkin 2005; 
Hodgson 2007). According to that theory, the methods 
and outcomes of social groups’ and organisations’ 
activities (including the activities of farms) should 
be viewed from the perspective of the preferences 
and activities of the individuals they incorporate. 
The outcome for the group is revealed through max-
imising the utilitarian value of the behaviours of the 
many individuals involved. This theory has its roots 
in neoclassical economics but has been adapted and 
enriched in the contemporary era by representatives 
of other approaches as well, including those of NIE 

(Gorynia 1999). Changes within the agricultural 
sector, including structural changes, largely depend 
on the activities of various institutions; thus, these 
processes should be evaluated using the methodologi-
cal achievements of the NIE, which is continuously 
gaining in popularity (Hubbard 1997; Petrick 2008). 
The concepts of transaction costs and rent-seeking 
theory seem to be particularly helpful in explaining 
barriers to exit from agriculture. Both theories are 
recognised within the framework of NIE. As they 
take into account, inter alia, the principle of bounded 
rationality (Simon 1959), the opportunism of trans-
action participants and asymmetrical distribution of 
information (Akerlof 1970), they offer a better descrip-
tion and understanding of the processes occurring in 
businesses and agricultural establishments, including 
the end-stage of their activity. Research shows that 
transaction costs are also important for the currently 
established structure of farms in selected Central 
and Eastern European countries (Ciaian et al. 2009).

THE HISTORICAL CONDITIONS 
UNDERLYING THE PREVALENCE 
OF IMPEDIMENTS TO EXIT FROM 
AGRICULTURE 

At the outset of our analysis, it is worth empha-
sising that the first agrarian revolution had a key 
influence on the formation of the current structure 
of agricultural establishments in Europe, and con-
sequently, on the intensification of impediments 
to structural change in farms, including exit from 
agriculture, dating back to the 17th century (Koell 
1998; Kopsidis and Wolf 2012). It was initiated in 
England and the Netherlands, before spreading to 
other Western Europe countries. By the end of the 
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18th century, it had succeeded in making the farming 
of North-Western Europe, mainly that of England, the 
most efficient worldwide (Allen 1999). The industrial 
revolution, which occurred concurrently to the agrar-
ian revolution, was also of major significance for the 
development of agriculture. The introduction of new 
agricultural plants and machinery, followed by the 
steam engine and mineral fertilisers, strongly con-
tributed to an increase of productivity in agriculture 
(Bidwell 1921). With processes of urbanisation and 
industrialisation, the market for the sale of agricultural 
goods was expanding as well, while landowners were 
acquiring funds for the development of their land and 
work, and, consequently, for improving the efficiency 
of their farms (Fields 1999; Yang and Zhu 2013). The 
growth of cities and industrialisation were important 
contributory factors to the enhancement and growth 
of agriculture in capitalist countries (Allen 1999; 
Kopsidis and Wolf 2012). 

In Central and Eastern Europe, the agricultural 
and the industrial revolutions only commenced in 
the 19th century, and they continued throughout the 
20th century (Edson 2005). Therefore, the transition 
from feudalism to capitalism (the turn of the 18th 
and 19th century) began with a delay of as much as 
200–300 years behind the countries of North-Western 
Europe. In the countries studied, namely Poland, 
Romania, Bulgaria and Hungary, the feudal system 
remained in existence up to the 19th century (Téglási 

2013). Agricultural reforms, as well as processes of 
investment in the agriculture of the countries studied 
were hindered by both the political situation and de-
pendence upon other countries (restricted autonomy 
or lack of independence). The enfranchisement of 
peasants proved be a turning point in the develop-
ment of agricultural structures. In the countries 
studied, peasants were granted several hectares of 
land, and, as was later observed, this had the effect 
of strengthening the fragmentation of land (Davidova 
and Thomson 2014). After the enfranchisement of 
peasants, agricultural land became an object of trade, 
but, above all, an object of inheritance, which, ac-
cording to the Napoleonic Code, involved the sharing 
of land among all children (such practices existed 
in Poland, Romania and Bulgaria). This process led 
to even deeper land fragmentation (Musiał 2012). 
Agricultural reforms were implemented after the First 
World War to streamline the land economy, but it 
was only with the Second World War that enormous 
transformations took place. Agricultural collectivisa-
tion, and its decollectivisation a few decades later, 

contributed to the formation of the current agrarian 
structure (Hartvigsen 2013; Swain 2013, 2016). In 
the following years, structural changes could mainly 
be considered to be driven by market forces and the 
activities of various institutions. 

Taking the works of North into account (1990), it 
should be pointed out that both historical conditions 
and different institutions are of paramount impor-
tance for the analysis of barriers to the exit of farms 
from agriculture. North (2008) notes that time can 
be considered to be the fundamental factor because 
it points to the experience that has been collected 
to date and its inter-generational accumulation. As 
a result of ‘learning’ and the gathering of a variety of 
experiences, particular communities shape their own 
institutions and acquire specific ways of problem-
solving. In Central and Eastern European countries 
(including Poland, Bulgaria, Romania and Hungary), 
most official institutions in the field of agriculture only 
started to (independently) come into existence in the 
1990s, and, for most of that period, their importance 
was underestimated (Theesfeld 2003). Some of the 
organisational and legal solutions (described later 
in this study), which resulted from falling under the 
spell of ‘the infallible mechanism of the free market’, 
are today regarded as important hindrances to the 
restructuring of agriculture (Grykień 2005). 

FARMING EXIT MECHANISMS

The literature on the subject indicates that the 
processes involved in exiting agricultural activity 
are of enormous importance for the development of 
agricultural economics, i.e., they contribute strongly 
to the improvement of agrarian structures, increased 
efficiency and productivity (Raggi et al. 2013). Growth 
processes are frequently dichotomous and, therefore, 
growth of some entities is conditional on the disap-
pearance of others, which will release land resources 
that remain in a state of relative shortage (Gale 1990; 
Breustedt and Glauben 2007; Hüttel et al. 2011).

Compared to the question of the economic growth 
of farms, issues relating to their disappearance and 
the exit from farming receive decidedly less cover-
age in literature on the subject (Goetz and Debertin 
2001). The exiting of farms from agriculture is usually 
considered to be an integral part of structural change. 
This process is understood in two ways in the litera-
ture; on one hand, it refers to labour resources, i.e., 
the decreasing number of persons employed on farms 
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(Kimhi and Bollman 1999; Tocco et al. 2013); on the 
other hand, it is presented as a process affecting the 
entire farming establishment (Breustedt and Glauben 
2007; Raggi et al. 2013). In the former case, exit from 
farming and the farmer’s retirement or commencing 
of work outside the farm would not usually result in 
the release of land and capital (e.g., the sale or lease 
of land resources or capital), as they continue to be 
used by persons remaining on the farm, or by the 
farmer’s successor (Glauben et al. 2002). Such change 
contributes to the improvement of rates of employ-
ment in agriculture; however, the overall structure in 
the area remains largely unchanged. An entire farm 
exiting farming is of much greater significance in the 
context of structural changes. It takes place through 
the sale, donation or renting out of land to other par-
ties, or the abandonment of land (Raggi et al. 2013). 
As a consequence of this process, an agricultural 
establishment ceases to operate as a productive en-
tity. Bankruptcy occurs significantly less frequently. 
Research in the United States (Stam and Dixon 2004), 
as well as in Europe (Breustedt and Glauben 2007), 
shows that bankruptcy and liquidation of farms are 
not very frequent, and processes of exiting farming 
are usually preceded by voluntary decisions taken by 
farmers to pursue that course of action.

When analysing the processes involved in the growth, 
development and exit of farms from agriculture, the 
concept of life-cycle is commonly used. The theory 
of the life-cycle of an organisation, including that of 
farms, has been cited and used very frequently in lit-
erature on the subject for many years, with Levie and 
Lichtenstein (2010) managing to count as many as 104 
different models. Models defining the life-cycle of a 
business make an analogy to human life, as they dis-
tinguish between birth, growth, maturity and decline. 
Studies conducted, inter alia, in North America (Gale 
2003), Europe (Breustedt and Glauben 2007; Calus and 
Van Huylenbroeck 2008) and Australia (Weller et al. 
2013) corroborate that both progressive and recessive 
processes (exit from farming) are closely related to the 
life-cycle of a farmer’s family, while their dynamics 
are determined by the demographic characteristics of 
the family, particularly the age of the farm’s owners. 
Similarly, in the agriculture of countries dominated 
by small family-owned farms, the ability of these 
entities to persist over the centuries relied on their 
dualistic character, i.e., the integration of the produc-
tive entity and the household. With the succession 
between generations, as soon as the existing owners 
entered the phase of decline in production (advanced 

age), there were successors among the closest family 
members who were ready and willing to take over the 
farm and who would usually give a new impulse for 
growth (Suess-Reyes and Fuetsch 2016).

With regard to the life-cycle of a farmer’s family, at 
least three primary stages of farm development are 
distinguished, namely entry or takeover of a farm, 
followed by growth and survival and closing with exit 
from farming (Boehlje 1973; Schnicke et al. 2008). 
Numerous authors point out that the final phase is a 
critical point in the life of every farm, as it involves 
taking a decision on whether to continue activities 
or exit from farming (Mishra et al. 2004; Lobley et al. 
2010). Unless the farm is transferred to the successor 
or sold in due time, its gradual economic decline fol-
lows. This process differs greatly from that occurring 
in other sectors of the economy. Bankruptcy, winding-
up and liquidation in the legal sense take place very 
rarely in the case of family farms (Stam and Dixon 
2004; Breustedt and Glauben 2007). The process of 
a farm’s exit from agriculture much more often pro-
ceeds in the following order: limitation of production, 
discontinuation of production (abandonment of land), 
devastation or divestment and finally complete exit 
through the sale of the entity’s remaining assets and 
the allocation of the land for non-agricultural activi-
ties (e.g., for housing development) (Coppola 2004; 
Musiał 2009). 

With reference to the theory of a farm’s life-cycle 
and on the basis of the work done by Wojewodzic and 
Musiał, we propose a differentiation between three 
basic models of exit from farming: (1) the succession 
model (‘rebirth’ of the farm); (2) the quick palliative 
divestment model (rapid ‘death’ of the farm) and (3) 
the slow economic decline model (slow ‘dying-out’). 
In the first case, the farm will be successfully trans-
ferred to the successor – a family member who will 
continue with the farming activity. The new owner’s 
energy and innovative ideas should foster further 
development and growth of the establishment’s re-
sources. As a consequence of implemented changes, 
the farm has the opportunity to return to the path of 
growth, or at least to continue with agricultural activ-
ity. Over recent decades, it is this model that would 
have been encountered most frequently, though with 
the changes to traditional models of management 
and inheritance caused by economic, civilizational 
and cultural progress, contemporary farm owners 
are more and more often faced with the challenge 
of a lack of successors (Koteva et al. 2009; Zagata 
and Lostak 2013).
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In the quick palliative divestment model (Wojewodzic 
and Musiał 2014), exit from farming occurs through 
the discontinuation of agricultural production with 
a simultaneous change in the methods of utilising 
land and capital resources (transition from agricul-
tural to non-agricultural models). This takes place by 
means of extensive divestments, i.e., the selling-off 
of production resources or absorption of the given 
entity by another agricultural holding through a sale 
transaction, donation, merger or long-term lease. As 
a consequence of these processes, the farm ceases to 
exist in a relatively short time. Particularly for small 
farms, this model seems to be relatively infrequent, 
and occurs most commonly when there is an evident 
lack of a successor, a family conflict, a change of the 
whole family’s domicile, the need to repay debt quickly, 
bankruptcy and liquidation of the farm, expropriation 
of the farmer, e.g., for the purposes of construction 
of public infrastructure or major demand for funds 
for investments (e.g., investments in non-agricultural 
activities) or for living purposes (payment of medical 
expenses, helping the children, etc.) (Smithers and 
Johnson 2004). A quick exit from farming, thus, most 
often takes the form of a forced divestment. Other au-
thors such as Maart et al. (2011) and Raggi et al. (2013) 
underline that the re-allocation of farm resources, in 
particular with a view to sale, involves a high degree of 
risk, as it is in principle irreversible. Decisions to make 
a quick exit from farming and to re-allocate resources 
are thus relatively rare. The slow economic decline 
model is seen much more frequently, particularly in 
territories where there is a fragmented agricultural 
structure (Wojewodzic and Musiał 2014). In this 
case, changes to the farm take the form of a series of 
subsequent divestments that may be planned (a slow 
and thought-out process of extinction of production 
and re-allocation of factors of production) or chaotic. 
In both cases, drawing the process out over time and 
avoidance of radical decisions leads to wastage of a 
portion of existing resources and (particularly in the 
case of chaotic decisions) to devastation of part of the 
farm’s substantial assets. This mechanism may lead to 
a certain inertia, where the value of the revenue flows 
derived from asset sales are lower than the costs of 
the actual sales transaction itself. As a consequence, 
this prolongs the (non-)existence of the farm, which 
is no longer considered as a farm as such, as it is no 
longer involved in agricultural production. This situ-
ation can be considered to constitute an incomplete 
exit from farming, with the farm being transformed 
into a household with an owner of agricultural land. 

On the basis of our own observations and those re-
ported by other authors (Van Dijk 2007; Schnicke et 
al. 2008; Tocco et al. 2013; Wojewodzic and Musiał 
2014; Fredriksson et al. 2017), it should be noted that 
in countries with a large proportion of small-scale 
agriculture (especially in Poland, Romania, Bulgaria 
and Hungary), the model of slow economic decline 
is encountered much more frequently than the quick 
palliative divestment model, occurring primarily in 
the case of:
– farms with owners who are having difficulty taking 

up or keeping a job outside farming (in that case, a 
farm serves as a form of security against job loss),

– farms operated by elderly persons and farms in 
which successors maintain production (or only 
ownership) out of respect for the views of their 
parents who are still alive,

– speculative’ farms where ownership of land is a basis 
for gaining income from subsidies and/or leasing 
while the farmer is able to retain his legal status,

– cases where there are no potential buyers or no 
option of alternative use of resources released from 
the establishment,

– cases where the surplus in the value of the land and 
capital resources released over the costs of selling 
the farm is unacceptable for the owners, while the 
costs of maintaining the farm in the ‘incomplete 
exit’ stage are relatively low.

In economic practice, the choice of exit model by 
small farms is very rarely the result of an economic 
calculation. Most commonly, it is an intuitive or 
forced response to the changing external and internal 
conditions of agricultural production or an element 
in pursuing non-agricultural plans (aspirations) of the 
farmer’s family members. Even though there may be 
some research into exit from agricultural activities in 
the world’s primary sources (Higgins 2001; Kuehne 
2013), this topic has not been taken into consid-
eration in Central and Eastern European countries. 
However, assuming that predictions regarding the 
lack of successors for small farms prove correct, the 
slow economic decline model will prevail. It should 
be emphasised that, in the case of countries where 
small farms are prevalent, there is a very long list of 
specific barriers to exit from farming, which above 
all concern post-communist countries, including 
Bulgaria, Romania, Hungary and Poland. These bar-
riers are the result of historical conditions, including 
the very fragmented structure of agricultural areas, 
unsettled questions of ownership and insufficient 
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supply of labour in non-agricultural professions (Van 
Dijk 2007; Vidican 2009; Fredriksson et al. 2017). 
Costs related to the re-allocation of farms’ produc-
tion factors (full exit from agriculture) seem to be a 
particularly important consideration and may take 
the form of both transaction costs and the costs of 
lost profits and opportunities (loss of political rents, 
including payments within the framework of the 
CAP, and loss of other economic rents).

BARRIERS TO EXIT FROM FARMING IN 
LIGHT OF THE THEORY OF TRANSACTION 
COSTS

The concept of transaction costs (TCs) was made 
popular by Williamson (1979), though it is considered 
to have first originated in the work of R. H. Coase 
(Hardt 2009). These costs constitute an important part 
of the theory of economics, and the dynamic growth 
in this approach has led to term taking on a uniquely 
polysemic character. Arrow (1969: 48) defines them 
as the ‘costs of keeping the economic system in mo-
tion’, while according to North and Wallis (1986), they 
are all the costs associated with making exchanges. 
Yet another definition is presented by Eggertsson 
(1990: 14), who views transaction costs from the per-
spective of ownership rights. He considers TCs to be 
costs implied by the exchange of ownership rights to 
resources between entities/contracting parties (Foss 
and Foss 2005). The latter definition seems to work 
relatively well in defining transaction costs with refer-
ence to issues of exit from farming.

Transaction costs are covered very well in the lit-
erature, particularly with reference to re-allocation 
of farmland. Authors typically distinguish between 
two groups of costs (Swinnen et al. 2008; Ciaian and 
Paloma 2011): explicit costs, including administra-
tive expenses related to sales of land, i.e., notarial 
and administrative fees, as well as various taxes; and 
implicit costs, mainly comprising costs of gathering 
information about transaction prices and parties 
to transactions, costs of contract negotiation and 
preparation, etc. Most of the costs presented also 
exist in the case of the sale of farm assets, including 
buildings, plant and machinery used in agricultural 
production, though here and, specifically in the case 
of administrative expenses, the extent of the charges 
is slightly different (e.g., notarial costs would not 
usually be incurred for sales of plant and machinery 
for farm production, etc.). 

The magnitude of administrative charges related 
to the re-allocation of farm assets, particularly farm-
land, play a significant role in determining struc-
tural changes, such as definitive exit from farming 
(Swinnen et al. 2008). Despite the fact that regis-
tration tax is significantly lower (or non-existent) 
in most new EU Member States, including Poland, 
Bulgaria, Romania and Hungary, than in the old 15 
Member States, once a series of other charges, such 
as notarial fees, land survey charges and court fees 
have been taken into account, the overall costs may 
range from 10 to 30% of the value of the land sold, 
which is more than in the majority of the original 15 
Member States (Ciaian and Kancs 2012). When very 
small areas of land are sold and ownership title to 
the land is not properly established, administrative 
costs may even exceed the value of the transaction 
itself (Prosterman and Rolfes 1999; Hartvigsen 2014). 
Apart from administrative expenses, sellers of land 
and other assets would also usually incur costs of 
agents and commissions, ranging from 2 to 3% of the 
transaction value (Ciaian and Kancs 2012).

In the countries studied, apart from relatively high 
explicit costs, implicit costs are also high, mainly as a 
result of the process of decollectivisation of farming 
and extreme agrarian fragmentation (Van Herck et al. 
2013). These costs are due to certain imperfections in 
property rights and high exit costs in cases of unclear 
land boundaries (Ciaian and Swinnen 2006; Van Dijk 
2007). Chaotic decollectivisation of farming in the 
Central and Eastern European countries studied, 
extensive restitution of very small agricultural parcels 
to their former owners, as well as practices resulting 
from the Napoleonic Code, i.e., equal division of farms 
between descendants (applicable to the present day 
in many regions of Poland, Bulgaria and Romania, 
though not in the Czech Republic, where the farm was 
given to the oldest son who ‘paid off ’ his siblings,), 
and the resulting lack of clearly established rights 
of ownership contribute to the high costs of selling 
farms (Bielik et al. 2005; Musiał 2012). Especially high 
costs will be incurred for small parcels of farmland, 
as some expenses are fixed costs irrespective of the 
value of the transaction (e.g., various charges related 
to registration and closing the transaction); thus, the 
smaller the area of land sold, the higher the cost of 
sale per unit of area (Ciaian 2007). In the Central 
European countries studied, mainly in regions with 
poorer conditions of agricultural production, all of 
the problems referred to above are found to occur 
(Ciaian and Kancs 2012), albeit to varying degrees. 
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The conversion of farmland to land for non-farm-
ing purposes, or the transfer of such land to other 
parties is an essential condition for a complete exit 
from farming. Changes of ownership often run into 
difficulties, due to long-term neglect in the transfer 
of titles of ownership, i.e., inheritance proceedings 
not completed, non-existent land and mortgage reg-
isters, and omissions in the field of land surveying, 
i.e., missing milestones, divergence between geodesic 
maps and the actual on-site conditions, disputes 
among neighbours (Bielik et al. 2005; Musiał 2012; 
Van Holst et al. 2014). Activities required to clarify 
legal status are very time-consuming and costly. In 
addition, in view of the complexity of many situa-
tions and procedures, incomplete documentation, 
and multiple parties to proceedings who are often 
scattered across the globe, ultimate success is not 
guaranteed. Thus, the preparation of property for sale 
generates costs which exceed the farmer’s financial 
capabilities. Moreover, it may simply prove unrea-
sonable from the point of view of certain economic 
criteria, particularly if the costs of clarifying legal 
status or repayments to potential co-owners exceed 
the actual value of the property (Hartvigsen 2014). 

Many studies have shown that the fragmentation 
of farmland plots in Central and Eastern Europe is 
a major limiting factor for finding a buyer for farm-
land (Ciaian 2007; Van Dijk 2004, 2007). The group 
of potential buyers would be very often limited to 
owners of neighbouring plots, or entities willing to 
buy adjacent properties from several landowners 
together. The advancement of urban development 
processes in rural areas, mainly along public roads, 
makes the issue of providing access to farmland even 
more complex (Van Dijk 2007). This situation results 
in the generation of further expenses, the emergence 
of conflicts among neighbours, and very often a de-
crease in the value of the plots intended for sale or 
a significant delay in the possibility of selling, with 
the success of a full exit from farming becoming 
dependent on the decisions of owners of adjacent 
land (Bhatta 2010). A search for buyers requires the 
preparation of a professional sales proposal, and 
therefore necessarily involves assistance from agents, 
property surveyors and other advisors. Furthermore, 
costs of cleaning up the land have an influence on 
the cost of exit from farming, particularly if the land 
has remained unused for a certain period (removal 
of self-seeders, roots, weeds), or if old buildings are 
located on the property (dismantling) or if there are 
illegal refuse sites (Wojewodzic 2013).

The magnitude of transaction costs incurred by the 
seller of farm is also determined by factors such as 
the frequency of transactions and characteristics of 
assets (Rørstad et al. 2007). In a vast majority of cases, 
the sale of a farm is not a recurrent process and is 
therefore characterised by high uncertainty, and the 
transaction costs associated with seeking, gathering 
and processing information, as well as the costs of 
closing and monitoring the transaction are high, as 
the seller does not usually have adequate information 
or experience relating to such transactions. Special 
attention should be drawn to the characteristics of 
assets divested or devastated as a consequence of 
exit from farming. The literature that has undertaken 
a systematic analysis of this issue (Czyżewski and 
Grzelak 2011; Stankiewicz 2012), points to four main 
elements defining the specificity of assets: specific 
location, physical specificity, dedicated assets and 
humanitarian assets. Taking this further, it should 
be noted that both farmland and the majority of 
fixed assets used on a farm could also be considered 
to be specific assets. The immovability of land and 
its spatial character, as well as the fixed positions of 
buildings, including the residential building which 
is often located within the borders of the farm, are 
the factors that strongly restrict the number of po-
tential buyers, the ability to close the transaction 
and therefore increase the costs associated with the 
potential transaction. In addition, some fixed assets 
may be ‘dedicated assets’ or exhibit so-called ‘physi-
cal specificity’, thus strongly hindering their usage on 
another farm (or by another business) or even making 
it impossible (e.g., drive-through silo bins, dunging 
gutters, storage and drying facilities). 

Apart from the transaction costs discussed above, 
which are typically incurred as expenses, there is 
also a vast group of costs of lost profits associated 
with exit from farming, which are more difficult to 
measure. They are to a large extent related to farmers 
giving up economic and political rents arising from 
farm ownership and farmer status. This is quite well 
explained by the rent-seeking theory developed as 
part of the institutional approach.

RENT-SEEKING AS A BARRIER TO EXIT 
FROM FARMING

Research in the field of rent-seeking theory was 
first pursued by Gordon Tullock and the concept 
itself was first used by Anne Krueger in 1974 (Wilkin 
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2005; Congleton et al. 2008). The theory attempts to 
answer the question of how economic entities, includ-
ing farms, seek to obtain measurable benefits through 
the acquisition of public funding or establishment of 
advantageous conditions for pursuing their economic 
activities (Pasour 1987; Czyżewski and Brelik 2014). 
Related literature on the subject indicates that politi-
cal rents can be acquired legally, if the given entity 
is lawfully exercising its entitlements, or illegally, if 
artificial conditions are created to generate a variety 
of advantages (e.g., through corruption) (Georgiev 
2010). This article only covers the former issue. 

The agricultural sector is one of the most protec-
tionist industries, which contributes to the ability 
to gain access to high political rents (Furtan et al. 
2008; Furtom et al. 2009). Exiting farming thus means 
giving up the possibility of acquiring such rents. 
According to the principle of maximising utility, a 
farmer that decides to sell/transfer his farm will not 
only consider his expenses, but also the costs of lost 
profits and opportunities, including the ability to 
receive various subsidies, preferential treatment in 
the field of insurance, etc. 

One of the most important political rents acquired 
by farms is the rent arising from the entitlement to 
take advantage of budget transfers, including Common 
Agricultural Policy (CAP) payments and preferential 
insurance and tax systems. Studies conducted by 
Breustedt and Glauben (2007) in the old EU Member 
States and by Raggi et al. (2013) indicate that in re-
gions with relatively high subsidies in the 1st Pillar 
of the CAP, the scale of exits from farming tends to 
be lower. Currently, there are no any unambiguous 
studies in the literature that allow this phenomenon 
to be verified in Central and Eastern European coun-
tries; however, analyses by Davidova et al. (2013) 
show that direct payments may artificially prolong 
the existence of some small-scale farms. Among 
the Central and Eastern European countries under 
review during the period 2007–2013, the payments 
were highest in Hungary, slightly lower in Poland 
and lowest in Romania and Bulgaria. Apart from the 
amounts of subsidies, the scale of exits from farming 
is also affected by the criteria for receiving such pay-
ments, including cross-compliance requirements and, 
most of all, the minimum size of the establishment 
entitling the owner to apply for funding. Among all 
the countries studied, Poland has clearly the least 

stringent requirements related to receiving area-based 
payments, i.e., a minimum of 1 hectare of farmland 
consisting of parcels with an area of > 0.1 ha, while 
the minimum parcel size in Romania and in Hungary 
is 0.3 ha and 0.25 ha, respectively (Davidova et al. 
2013). In general, in most countries where small farms 
are prevalent, minimum parcel sizes are under 0.5 ha. 
Easy access to area-based payments for small farms 
is one of the key barriers to exit from agriculture 
(Hubbard 2013). 

Exit from farming may also involve the withdrawal 
of insurance and tax privileges. Out of the Central 
and Eastern European countries studied, this mainly 
applies to Poland, and, to a much lesser extent, to 
Hungary. There is a separate social insurance system 
for farmers in Poland and, in principle, owners of at 
least 1 hectare of land1 are entitled to take advantage of 
highly preferential rates of social insurance payments 
(Potori et al. 2014). For farms < 50 ha, the monthly 
rate of pension and disability insurance and sickness 
insurance contributions per person was approx. €40 
in 2015, while entrepreneurs have to pay ca.  €250 
and employees earning the minimum wage pay ca. 
€80. These privileges are also available to farmers 
running small businesses, which makes the system 
prone to abuse (Dacko and Dacko 2014). Farmers in 
Hungary are part of the general social security sys-
tem, which is less beneficial than that in Poland, yet 
still offers certain privileges for small-sized farms. 
Entities with revenue excluding subsidies of less than 
€26.6 have to pay a 4% health care contribution in 
kind on 20% of their revenue from the previous year, 
and a pension contribution of 10% of the minimum 
wage. Unlike larger individual farms and businesses, 
they are not obliged to pay 27% social contribution 
tax (Potori et al. 2014). In the remaining countries, 
i.e., in Bulgaria and Romania, farmers are part of the 
general social security system and do not have any 
such privileges. Moreover, in both these countries 
only a small group of producers are covered by social 
security, as it is only mandatory for registered farmers 
in Bulgaria (Pension insurance ... 2011) and is vol-
untary in Romania, operating on the same terms as 
those applicable to business operators (Cenar 2011, 
Social security ... 2003). There are certain preferences 
in the Hungarian insurance system for farm owners; 
however, there is no research to verify its impact on 
exit from farming. The situation is slightly different 

1Another option available in Poland is insurance upon request for agricultural establishments < 1 ha. A farm owner 
only has to declare that the farm is his regular source of income.
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in Poland where it is often claimed that the highly 
preferential insurance system places strong restric-
tions on structural transformation (Podstawka 2010; 
Musiał and Wojewodzic 2014).

One type of rent that seems to have a negative effect 
on farms exiting agriculture is the so-called capital 
rent (Sikorska 2013; Musiał and Wojewodzic 2014) 
arising from the title to land. Ownership of land in 
a particularly attractive location is not only a source 
of prestige in the local community and an economic 
safeguard for the owner and his family members, 
but also a factor contributing to the growth of value 
of that capital. The market price of land increases 
during a construction boom but at the same time it 
would not usually decrease during a crisis. Farmers 
who own small farms in the countries studied, par-
ticularly in suburban areas but also in other economic 
zones where there is a high demand for land, are 
not willing to sell their land as they assume that the 
price of land will continue to grow. Similar conclu-
sions have been drawn, among others, by Kilian and 
Salhofer (2008), Molnár and Vandenbroucke (2010), 
Ciaian and Kancs (2012) and Musiał and Wojewodzic 
(2014). Capital rent can also be an important factor 
in typical farming areas, and above all in those with 
very favourable natural conditions, as the prices are 
expected to rise once foreign investors are given the 
opportunity to buy land. Some authors point out that 
these processes are already taking place not only 
in Bulgaria and Romania (Silasi 2013), but also in 
Hungary and in Poland (Bielik et al. 2005). 

Another form of rent available to farm owners is 
planning rent (a form of location rent) that may arise 
as a consequence of adoption of zoning plans. Land 
owners expect prices to rise as a consequence of re-
classification of land and its sale for non-agricultural 
purposes, such as housing (Radzimski 2012; Musiał 
and Wojewodzic 2014). Such rents can be drawn upon 
in all the countries, particularly in regions situated 
in the vicinity of towns and cities, and in locations 
of special natural value. 

Apart from the political rents specified above, eco-
nomic rents are received by farms as well, resulting 
from the use of production resources to manufacture 
and provide goods and services. Thus, exit from 
farming implies not only giving up sources of income 
from agricultural activity, but also having to purchase 
food that used to be produced by the farmer on his 
own farm. 

In analysing the causes of slow structural changes, 
including the full release of production resources, 

social factors are often emphasised, i.e., the low level 
of education of farm owners, their attachment to tra-
dition and reluctance to change (Goetz and Debertin 
2001; Calus and Van Huylenbroeck 2008; Viira et 
al. 2009). In addition, it should be emphasised that 
farmers in post-socialist countries belong to a social 
group which is reluctant to make any radical strategic 
changes in its activities, with a particular reluctance 
to sell their land. The resistance to social and profes-
sional change typical of that social group has enabled 
farmers to survive on their land through the historical 
turmoil that has gone on around them (Halamska 
2013). Emotional as well as economic factors (‘you 
only sell land once’) make it difficult for farmers to 
make the decision to exit farming, even under condi-
tions in which proceeding with agricultural activities 
is not economically viable (Van Dijk 2007).

Poverty is a relatively high barrier to the complete 
exit from agriculture for farming families, mainly 
in Romania and Bulgaria, but also in the remaining 
countries too. Farms, even if they do not bring any 
income, still provide their owners with some form 
of protection from extreme poverty. According to 
Hubbard (2013), operating a farm in such countries 
as Bulgaria and Romania allows poor farm households 
to survive, with products originating from their own 
farms (used or sold through informal channels) ac-
counting for as much up to 50% of their incomes. In 
this case, extreme poverty constitutes a barrier to 
structural transformations.

CONCLUSIONS

Dynamic processes of structural change, including 
a decrease in the number of small farms, have been 
observed in Central and Eastern European countries 
for at least 25 years. These tendencies are considered 
positive, yet it is often overlooked that a major part of 
these farms discontinue agricultural production in the 
formal sense only, while the farmland – in particular 
in regions with a fragmented agrarian structure – is 
retained by the entities that used to be the produc-
tive entities until recently. The explanation for this 
phenomenon can be sought not only in historical, 
cultural and institutional considerations specific to 
Central and Eastern Europe, but also in economic 
calculations, including the high costs of exit from 
farming and land owners’ pursuit of economic rents.

When it comes to discussing barriers to exit from 
farming, the primary reasons given are usually low 
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efficiency of production and a lack of capital on the 
part of potential buyers. Lack of financial resources 
on the part of sellers continues to be overlooked, 
as does their need to incur expenses related to the 
preparation and closing of transactions involved in 
the sale of existing resources (the actual transac-
tion costs of liquidating the farm). The presence of 
transaction costs recognised as expenses, together 
with the emotional costs and costs of alternatives, 
which are difficult to evaluate and estimate, should 
be considered the most important barrier to com-
plete liquidation of a farm. The actual transaction 
costs incurred are very often the factor that delays 
or even prevents a land owner from making a full 
exit from farming, causing the process to stop at 
discontinuation of production. In this context, the 
costs of clarifying the legal and geodesic status of 
the land are particularly significant, as are the costs 
of cleaning up the land and costs of seeking a buyer. 
For small farms or small plots of agricultural land, 
the ratio of actual transaction costs (expenses) to 
the value of the property intended to be the object 
of transaction is particularly disadvantageous. In 
certain extreme cases, transaction costs may exceed 
potential sales revenues, which may to a certain 
extent explain the reluctance of small farm owners 
to sell off their land.

The seeking of rents by farmers is also essential in 
delaying their decision to exit farming completely. 
With the ability to draw benefits from the ownership 
of land (area-based payments, lease rent, access to 
cheaper social security, tax privileges), farmers are 
not interested in selling their farms or granting long-
term leases. This is because the expected benefits 
from owning land are worth more than the amounts 
that can be gained from selling the farm. In countries 
where small farms are prevalent, and in Poland in 
particular, the institutional framework, including 
very significant privileges for land owners, delays 
transfer of production factors to developing farms. 
Thus, political rents, along with transaction costs, 
should be considered to be the primary factors in 
delaying structural changes in general, and exit from 
farming in particular.
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