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Preface of the Editors

Privatization and land reform are phenomena of institutional change that
accompany economic development. More often than not, results challenge
economic theorists and scholars of the policy sciences. The debate focuses on
the Coase Theorem, whose main tenet stipulates that “if transaction costs are
zero, the initial allocation of a property right (...) will not affect the efficiency
with which resources are allocated” (Posner 1993: 195). Coase’s (1959: 12)
intention was to disprove Pigou’s explanation for the role of the state in the
economy. He argues that “a private-enterprise system cannot function properly
unless property rights are created, and when this is done, someone wishing to
use a resource has to pay the owner to obtain it. Chaos disappears; and so does
the government except that a legal system to define property rights and to
arbitrate disputes is, of course, necessary”.

During forty-five years of debate Coase’s arguments have been subject to
both narrow and wide interpretations and some claim, “the conventional
interpretations that focus on the preconditions for efficient resource allocation
(property rights) appear to have exhausted their meanings” (Cooter 1987: 457).
However, during transition, normative interpretations of the Coase Theorem re-
gained prominence among policy makers and their advisors from the
economists’ camp. A good example is Antony Chubais, who is known as the
architect of the Russian privatization program. His analysis strictly follows a
normative interpretation of the Coase Theorem: “They steal absolutely
everything (...) But let them steal (...) They will become owner and decent
administrator of this property” (cited from Hoff and Stiglitz 2002: 2).

Markus Hanisch’s Property Reform and Social Conflict poses a challenge to
economists who believe that the Coase Theorem could produce straightforward
policy recommendations. He discerns three alternative methods for drawing
policy conclusions from the theorem and later criticizes indiscriminate
generalization of Coase’s arguments and their utilization for normative policy
advice. In his theory discussion he demonstrates how efficiency-based
explanations of institutional change on different levels of social interaction may
fail to explain reform results. His empirical analysis of Bulgarian land reform
goes on to exemplify the reason for their failure and the necessity of including
power aspects and the dynamics of institutional change into the property rights
theory.

Three arguments underpin these results: Firstly, in the early years of reform,
assuming market competition, voluntary choices and low transaction costs offer
an inadequate description of the environment in which new property rights
emerge. If this holds true, it is wrong to assume that choice alternatives on the
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markets could level power differentials between actors in the property rights
process and open the way to so called “Coasian bargains.”

Secondly, it is reasonable to assume that informal institutions that have had
stabilized socialist hierarchies in the past will change at a slower rate than
formal institutions, such as land and privatization laws. This is especially true
for paternalistic structures in rural areas and contributes to the explanation of
institutional outcomes.

Thirdly, it is argued that transaction cost explanations in a historical
perspective are as tautological as power arguments: social outcomes appear ex
post as the result of rational decision making within the realm of the prevailing
institutional constraints. Bad outcomes are not as bad as they look and by adding
enough constraints to the optimization problem, analysts always manage to
rationalize a supposed governance structure as ‘efficient.’

Hanisch develops his arguments on a very broad theoretical and empirical
basis. In addition to the rich and original discussion on the theories of property
right changes, the book offers an innovative methodological approach by
combining his empirical analysis with the logic of Bates et al. (1998) analytic
narratives. Narratives based on empirical work and disciplined by economic
models help to distinguish among alternative explanations for property rights
emergence and change. The approach has proved to be successful in structuring
and analyzing the process of property rights formation in Bulgaria.

Markus Hanisch’s work is the last in a series of books to emerge from the
research project “Comparative Analysis of the Transition Process in the
Agricultural Sectors of Selected Central and Eastern European Countries”
(KATO), on which researchers from Eastern and Western European countries
collaborated. We like to take the opportunity to thank all of the researchers who
participated in KATO: Mieczystaw Adamowicz, Alexi Alexiev, Ivan Boevsky,
Silke Boger, Markus Brem, Jarmila Curtiss, Stephan von Cramon-Taubadel,
Dorota Czerwinska-Kayzer, Paul Hagelschuer, Markus Hanisch, Jaroslav
Homolka, Gabriel Hughes, Marketa Johnova-Jammalova, Krassimira Kaneva,
Dieter Kirschke, Erik Mathijs, Michael D. Michailov, Dominika Milczarek,
Ferdinand Pavel, Walenty Poczta, Ewa Rabinowicz, Achim Schliiter, Giinther
Schmitt, Miroslav Svatos, Todor Todorov, Rangel P. Trendafilov, Jiri Tvrdon,
Peter Wehrheim, Jerzey Wilkin, Axel Wolz, and Sabine Zillmer. Their efforts
made KATO successful; their ideas, concepts, and results contributed to a better
understanding of institutional change in transition agriculture.

Finally, we would like to express our gratitude to the project’s sponsor — the
Volkswagen Foundation. We hope that Markus Hanisch’s book and the other
publications in this series will find interested readers and stimulate further
research.

Berlin, November 2003 Volker Beckmann and Konrad Hagedorn
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