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Foreword

The Committee for Agriculture at its December 2004 meeting agreed to hold a
Workshop on the Coherence of Agricultural and Rural Development Policies to be
undertaken in co-operation with the Territorial Development Policy Committee, through
its Working Party on Territorial Policy in Rural Areas. The Workshop, which was hosted
by the Ministry of Agriculture of the Slovak Republic, was held from 24-26 October 2005
in Bratislava.

The aim of the Workshop was to review the role of agricultural policy in rural
development and the impact of rural development policies on agricultural performance,
drawing on country experiences. Participants at the Workshop were invited to:

e review the latest evidence on the economic, social and environmental role of the
agri-food sector in rural communities and the contribution of rural development to
the sustainability of the agri-food sector;

* in OECD countries;

» discuss the role and impact of agricultural policies on rural development and of
rural development policies on agriculture, through sharing country experiences;
and

* draw conclusions for consideration by OECD countries and the relevant bodies in
the OECD.

The Workshop attracted over eighty participants from across the OECD area, and a
wide spectrum of country experiences was presented. Participants represented agricultural
and rural development interests from governments, research institutions and academia.
The Workshop was opened by the State Secretary of the Ministry of Agriculture of the
Slovak Republic, Mr Jan Golian, and closed by the Minister of Agriculture of the Slovak
Republic, Mr Zsolt Simon. It provided a valuable opportunity for an interactive dialogue
among participants. The OECD is indebted to the Slovak authorities for hosting a
successful Workshop and to all those who provided and presented papers, acted as
discussants and panellists, and contributed to the general discussions.

In this collection of papers, the reader will find a wealth of material relating to the key
issues in the interface between agriculture and rural development, policy design and
practice, and challenges for the future. We hope that it will contribute to improving the
performance of agricultural and rural development policies in OECD countries.

Stefan Tangermann Odile Sallard

Director Director

Directorate for Food, Agriculture Directorate for Public Governance
and Fisheries and Territorial Development
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Preface

Mpr Zsolt Simon
Minister of Agriculture of the Slovak Republic

I am delighted that Delegates and leading experts from a wide range of OECD
countries gathered in Bratislava to present their views and experiences at the OECD
Workshop on the Coherence of Agricultural and Rural Development Policies. The great
interest in this topic is proven by the participation of 20 OECD countries and by the
ensuing discussion.

The active interest in this subject is understandable given that agricultural policies are
changing and the importance of rural development policies is growing in all OECD
countries. The trend of agricultural policies is irreversible: the importance of price
support is decreasing and the share of budgetary payments — more or less decoupled from
production — is growing. This trend is the result of a search for more effective agricultural
policies and of pressure by the World Trade Organization to reform domestic policies and
further liberalise agricultural markets. Thanks to these developments, the significance of
rural development policies interacting with traditional agricultural policies is growing in
OECD countries.

According to the OECD, almost 50% of the population of the Slovak Republic lives
in predominantly rural areas, which form almost 60% of our landscape. It is in our
interest to maintain the settlement of these areas, to support viable activities and maintain
a culturally and environmentally balanced landscape. Therefore, we believe that the
countryside should be supported from public funds, whether by means of agricultural or
rural development policies. Slovakia, however, as well as other member countries of the
OECD, has an interest in addressing the issue of the effective support of agriculture and
rural development. Together with other OECD countries, we want to achieve the effective
use of limited public funds for real improvement of life in the countryside.

The OECD has been monitoring and evaluating the development of agricultural
policies of its member countries for two decades, and this work has garnered international
recognition over the years. The OECD analysis focuses on the impact of policy measures
on agricultural production, trade, farm income, land-use and environment. I can say that
these analyses have had a direct impact on the reform of domestic agrarian policies and
the reform of international trade.

This Workshop, however, has proved that there remain areas to which the OECD
could dedicate more attention. The OECD could more systematically follow and analyse
the development of rural development policies, as it does annually with the development
of agricultural policies. This would help governments address questions such as:

COHERENCE OF AGRICULTURAL AND RURAL DEVELOPMENT POLICIES - ISBN-92-64-02388-7 © OECD 2006
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* How do these policies affect the income of farmers and the rural population, and
what are their impacts on the employment and living standards in rural areas?
How do these policies impact on the rural landscape and what is their impact on
the environment?

* Are these policies truly effective in the transmission of income to farming or rural
households? What are the transaction costs?

* Ultimately, what is the mutual coherence of agricultural and rural development
policies? Do they pull in the same direction or are their effects contradictory?

The presentations in this publication offer very interesting, but only partial, answers
to these questions. I believe that the OECD will focus further on these topics in its work.
Iam convinced that the OECD has the ability to contribute towards a better
understanding of the development of rural policies, and to formulate relevant
recommendations for its member countries.

COHERENCE OF AGRICULTURAL AND RURAL DEVELOPMENT POLICIES — ISBN-92-64-02388-7 © OECD 2006
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Part 1.

Policy Coherence between Agriculture and Rural Development:
Overview and Comments
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Summary of the Main Outcomes

Key issues

The aims of the Workshop were to review the role of agricultural policy in rural
development and rural development policies on agricultural performance through country
experiences. The key issues that the Workshop was invited to consider were:

*  Agricultural policies: given that agricultural policies are sector-specific, how far
can agriculture and agricultural policies contribute to the economic performance
of rural areas? To what extent are governments adapting agricultural policies to
target rural development objectives?

*  Rural development policies: given that rural development policies are
multisectoral and territorial, to what extent can such policies contribute to the
economic performance of rural areas and, in particular, of agriculture? To what
extent are governments adapting rural development policies to target the use of
resources — especially land and labour — in agriculture?

*  Policy coherence: what are the most effective national and local co-ordination
mechanisms to enhance coherence between agricultural and rural development
policies? How far can improvements in governance tackle the institutional and
market failures in rural areas? What methodologies and indicators are used for
monitoring and evaluating the coherence of sectoral and territorial policy?

*  Knowledge gaps and the role of OECD: where are the major conceptual,
analytical and data gaps that hinder the evaluation of agricultural and rural
development policies in contributing to the welfare of rural areas? What might be
the role of the OECD in co-ordinating information (acting as a clearing house)
and in undertaking policy analysis and evaluations in the interface between
agriculture and rural development?

Main outcomes

Agriculture has been evolving in all countries, with a loss of employment and a
smaller share of rural income coming from agriculture. Moreover, a significant share of
agricultural production, including high value and speciality products, takes place in peri-
urban areas. The Workshop acknowledged that more clarity is needed on rural
development measures aimed at “development” and those aimed at “management”. It was
also recognised that the goals of agricultural and rural policies are different, but the
degree of overlap, particularly with farming being the dominant user and manager of
land, means that coherence is essential. Overall, the Workshop concluded that rural
development policy needs to be more than just an arm of agricultural support; and
agricultural policy needs to reflect the wider contribution to rural development that

COHERENCE OF AGRICULTURAL AND RURAL DEVELOPMENT POLICIES - ISBN-92-64-02388-7 © OECD 2006
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agriculture can make. In practice, rural development also needs to embrace other sectoral
policies such as transport, education and training and regional policy. Rural development
should be primarily about facilitating the viability of rural areas, enhancing the well-being
of local people and good management of land in which agriculture and forestry have a
role to play. A critical question is the identification of conditions in which policy
intervention is likely to enhance dynamic competitiveness of the rural area.

There was considerable discussion about the well-being of farm households and their
business strategies. There is a need to explore the concept of the farmer (and often
landowner) as entrepreneur. Knowledge of farm-business strategies is crucial in the
understanding of pluri-activity and its role in rural development. Rural development
policy also needs to better reflect the labour-market effects of different kinds of food
production — some of which may generate significant local value added business
opportunities, while others may be essentially bulk commodities earning income from
distant markets. Equally, there may be a difference in the impact of investment by
farmers in different agricultural systems, with larger farmers tending to buy supplies and
machinery in more distant locations, meaning that less of their spending circulates in the
rural economy locally.

Policies need to be better targeted to objectives. Governments need to be clear in
articulating their objectives and manage programmes with a clear view on the outcomes
to be achieved by intervention — whether by regulation, spending or taxing. Governments
are concerned for the future of farmers, as part of rural and peri-urban societies, or for the
future of farming (because of its economic, environmental and cultural contribution to
rural communities and landscapes), from the rural development perspective, horizontal
co-ordination is also important in making the most efficient use of public funds. Despite
the shift of policy goals from commodity production to land-based schemes, farm
household incomes and rural social well-being, there were still significant subsidy
payments, largely administered by Agriculture Ministries, albeit often under the title of
“rural development”.

Participants also identified several issues and research requirements that need to be
addressed in defining best policy approaches, including the following areas:

» analysing in more depth the linkages between agriculture and rural development
in the context of diversity across OECD countries in terms of distance from
markets, population density and land management;

* examining the extent to which different agricultural policies contribute to rural
development, particularly non-commodity specific and targeted policies;

* investigating the extent to which structural policies in agriculture, through their
impact on competitiveness in the food chain, can affect the broader economic and
social viability of rural areas;

e analysing the extent to which non-agricultural development in rural areas can
improve the economic and social well-being of farm households;

* monitoring and evaluating policies — including the spatial distribution of
financial transfers — in a rigorous way with appropriate disaggregated data, and
the clear identification of policy objectives;
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* identifying the respective role of policies and market approaches, and the
appropriate governance and institutional structures; and

e defining the approaches that might improve the coherence between agriculture
and rural development policies.

The extent and diversity of the areas identified is clearly indicative of the need to
strength the conceptual base of both agricultural and rural development policy-making,
with a clear focus on a few selected issues of strategic importance for rural communities.
Both case studies and thematic reports could also be useful to promote knowledge-
sharing and a deeper understanding of ways to promote the well being of people, the
viability of the local economy and the best use of space in rural areas.
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Comments from the OECD Secretariat

Comments by Stefan Tangermann'

Let me share with you some of the thoughts that I take away from this Workshop.
First of all, the presentations made and the ensuing discussions would appear to suggest
that there are both areas of consensus and open questions relating to the coherence of
agricultural and rural development policies. The open questions for which there is
ongoing debate principally stem from differences in national background, policy
perspectives and definitions.

Areas of broad consensus

*  “Rural” is not synonymous with agriculture; neither is “agriculture”
synonymous with “rural”: for most rural regions, including some remote rural
areas, agriculture’s share in employment and income is small and declining,

*  But agriculture can also contribute mainly through the provision of rural,
land-based amenities: agriculture is more than just the production of food and
fibre — it is also associated with the provision of countryside amenities, and with
positive and negative environmental outcomes, in particular through its
dependence on land and water resources. Although agriculture's direct economic
contribution to job creation in rural areas is small and declining, its importance is
greater when its indirect effects are taken into account (e.g. agri-tourism, up-
stream and down-stream linkages, and management of land).

*  Rural development is more than the creation of jobs: it is generally recognised
that rural areas are diversified and need to be competitive. This is a dynamic
process: people move to where jobs are, and jobs move to where people like to be.
Overall, rural development is important to farmers, and cultural factors and an
entrepreneurial spirit play an important role in realising the potential of the
agricultural sector in rural areas.

» There is a growing emphasis on the importance of rural development, including
in agricultural policy circles: in many countries agricultural policies and
Ministries of Agriculture are still the main channels through which rural
development policies are pursued, yet rural development policy objectives are
much more wide-ranging than is the case with agricultural policies.

*  Countries can learn from each other. the wide spectrum of different country
experiences presented in the Workshop reflects the evolving diversity and
increasing heterogeneity of situations characterising rural areas across OECD

1. Director, Directorate for Food, Agriculture and Fisheries, OECD Secretariat, Paris.
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countries. Such experiences can provide useful lessons in defining best policy
approaches and practices.

Open questions

*  Definition of “rural”: the OECD has established a definition of “rural”, in terms
of population density and distance from major urban centres. Rural areas can be
further characterised according to various additional criteria stemming from
different aspects of rurality — geographical, social, economic and cultural,
resulting in different geographic coverage, with important policy implications.

*  Definition of “rural development policy”: rural development has a large number
of connotations and the term “rural development policy” is frequently used to
refer to a wide variety of government interventions; many policies labelled rural
development are actually focused on other issues. For example, “rural
development policy” is often used interchangeably with regional policy; or “rural
development policy” is used in relation to traditional agricultural policies and
environmental policy. Moreover, there is a lack of clarity concerning rural
development policy measures aimed at “development” and those aimed at
“management”.

* Actual contribution of rural development policy to agriculture: rural
development policy tends to be measured in terms of job creation and output.
However, its effects are much wider, encompassing issues relating to land use and
values, amenities and demographic effects. Moreover, rural development policies
could play a significant role in facilitating agricultural adjustment and enhancing
factor mobility by stimulating employment opportunities in other non-agricultural
sectors. Pluri-activity and part-time farming are considered to be a typical solution
to adjustment, particularly in the context of policy reform. There are differences
across countries in the role importance and two-way linkages between agriculture
and rural development, in particular in the context of diversity across OECD
countries in terms of distance from markets, population density and land
management.

*  Examining the extent to which different agricultural policies contribute to rural
development: agricultural policies in OECD countries are evolving and there has
been a shift from traditional market price support and output-related measures
towards sector-wide, non-commodity-specific policies that are more targeted to
rural development and environmental ebjectives. The implications of these policy
changes for rural development warrant more rigorous analysis and assessment.
A deeper understanding of the ways in which farm families and business interact
at the local level would also be valuable in the design of agricultural policy.

* Role of government versus markets: there are different views regarding the
respective role of policies and market approaches, and the appropriate level of
governance and institutional structures.

* Desirable degree of coherence between agricultural and rural development
policies: there is great interest in understanding the extent to which OECD
member countries’ agricultural policies are coherent with rural development
policies and with broader, economy-wide policies, but it is too early to draw firm
conclusions as to the extent of policy coherence.
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Implications for OECD work

Delegates of the OECD Committee for Agriculture (COAG) in December 2004
sought enlightenment on agricultural policy contributions to rural development and they
were right. This Workshop has identified several issues and research requirements that
need to be addressed in developing appropriate agricultural and rural development
policies. It is timely for the COAG to work on those open questions, outlined above,
relating to the role of agriculture on rural development. In particular, we need to learn
more about what agricultural policies can, and cannot, contribute to broad-based rural
development. The large number and diversity of situations across OECD countries is
clearly indicative of the need to strengthen the conceptual and empirical base of policy
making and could provide a sound basis for further work in this area both within the
OECD and in member countries. There is a need do more work on this area such as
monitoring and evaluation of policies — including the distribution of transfers — which
should be undertaken rigorously and which will require appropriate disaggregated data,
and the clear identification of policy objectives.

The OECD could play an important role in developing a framework for analysis and
could contribute to the identification of appropriate policy practice by monitoring and
evaluating developments in sectoral and cross-sectoral policy approaches to rural
development, including market-based approaches. I should emphasise that it is important
that the Committee for Agriculture and the Territorial Development Policy Committee
(TDPC) should continue to collaborate and to make sure that there is full coherence and
no duplication within the OECD. For example, COAG’s experience, competence and
proven track record in conceptual work particularly in measuring transfers resulting from
agricultural policies and analysing their socio-economic and environmental impacts could
very usefully complement TPDC’s work on rural development.
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Comments by Odile Sallard’

The issue we are discussing in this Workshop is high on the political agenda of
OECD member countries. Governments are rightly concerned about the coherence of
agricultural and rural development policy for at least two reasons:

Firstly, “rural” is important. Rural areas represent about 85% of the land of OECD
countries and are home to more than a quarter of their total population. Moreover,
evidence in the work carried out by the OECD shows that rural areas contain important
resources that, when duly exploited, can contribute to overall economic growth.

Secondly, looking at agriculture is also important. Data shows that this sector of the
economy is not particularly significant in terms of the direct income or jobs it creates: it
should be noted that less than 9% of jobs in OECD rural areas is in agriculture and that
this share is declining in almost every country. However, there are three elements that
should not be overlooked, which suggests that discussing the role of agriculture and
agricultural policy today is important.

* The first one is represented by need for policymakers to better understand the
linkages between agriculture and rural economies. As discussed at the
beginning of this workshop, these linkages can be direct or indirect,
complementary or competitive. In all cases, they cannot be neglected when
valuing the role that agriculture plays in some rural areas. I say “some” rural areas
and this leads me to the second element of my reasoning.

* A key factor to be considered is the great diversity in the role that agriculture
plays across OECD rural areas: if on the one hand agriculture is not a particularly
important sector in most OECD Countries, in many regions it still is (I am
thinking here of parts of Greece, Spain or my home country, France, to name a
few);

e The third element that suggests a careful look at agriculture and agricultural
policy is straightforward: it concerns the large amount of public resources that
go into agriculture support across OECD countries. This is viewed by many as a
system which sooner or later will need to be substantially revised and will thus
require alternatives so that our rural areas may find future development patterns
that are not based on subsidies.

The importance of the subject of this workshop is reflected by the work that the
OECD has been doing in recent years. [ am referring, for example, to the Working Party
on Policies for Rural Developmens that, since the mid-1990s, has been engaged in
discussing ways to achieve coherent rural policies at both the national and sub-national
levels.

I would like to comment on some of the conclusions that result from this work and
whose relevance has been confirmed by most interventions over the last three days. These
conclusions concur to highlight the limits of agricultural policy to reflect the diversity of
rural areas and the need for a paradigm shift in public policy and governance for rural
development. Let me underline that this shift should imply that coherence is needed

2. Director, Directorate for Public Governance and Territorial Development, OECD Secretariat, Paris.
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among all policies directed to rural areas, including those that are labelled as “rural
development policy” and “agricultural policy” but also other sectoral and territorial
policies that impact on rural regions. I will make three points that I consider unavoidable
in this discussion.

1. The argument has been made during this workshop that agriculture policy has a
modest impact on the future viability of rural areas. On the one side, agricultural
policy doesn’t influence significantly rural development in quantitative terms. And
this because 1) a large portion of its resources do not actually go to rural areas (as
Mr Bollman recalled, only half of support due to agriculture policy is actually
delivered to predominantly rural regions); and 2) because those resources that go to
rural areas target only a very small portion of the rural population. On the other side,
agricultural policy primarily focuses on one of the many assets of rural areas.
Successful rural regions benefit from tourism, and a thriving service sector, harness
new communication technologies, support clusters of small firms, and safeguard
their natural environments. For these and other reasons discussed during this
Workshop, traditional sectoral approaches to rural development are increasingly
ineffective.

2. A one-size-fits-all approach to rural policy doesn’t exist. The heterogeneity of
rural areas’ challenges and potentials call for tailor-made policies. There is a need
for a new focus on places rather than sectors and thus for integrated policies that
respond to different situations, different needs and opportunities that change from
one geographical area to another but also over time. Moreover, a “modern” rural
policy needs to respond to wider interests. Here I am referring to the legitimate
interest that a wide spectrum of rural, but also non-rural, citizens have in rural areas.
These interests are increasingly pushing for a wider appreciation of the resources
that rural areas offer in terms of economic development, energy production,
recreation and environment. These are all assets whose valorisation is in the interest
of farmers that today rely largely on off-farm jobs and that are thus also potential
beneficiaries of non-farm rural policy. But how to achieve these goals? Who has the
knowledge and skills to produce a paradigm shift in policies directed to rural areas?

3. In the complex framework we are discussing governance is key. Translating the
will for an integrated policy approach to rural areas into practice is not
straightforward. 1 would like to say a few words here on the key challenges that
governments in OECD countries face in the process of design and delivery of rural
policy. Integrated rural policy is strongly knowledge-based. And the knowledge on
what can be done in rural areas, and how it can be done is shared by different actors
(both public and private) at different levels. A challenge is how to involve all these
actors in cooperative games that help rural regions identify their potentials and
exploit them. Innovative frameworks need to be set up to ensure vertical co-
ordination across government levels but also horizontal co-ordination at both the
central and local levels. Moreover, effective indicators and evaluation system need
to be set up as well as incentive mechanisms to make sure that these co-operative
frameworks can work. Innovative practices have been reviewed recently by the
OECD and include the Micro regions Strategy in Mexico, the Canadian Rural
Partnerships or the ACTIVE REGIONS programme in Germany, just to name a few.
In this context, we understand that the question should not be put in terms of
“agriculture versus rural policy”, but rather the question is what place can
agriculture occupy within rural development? How can different sectoral policies
be integrated into a coherent cross-sectoral framework?
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Clearly, this Workshop and the excellent interventions we have heard contributed to
highlight how timely and important it is to bring more coherence in the policies directed
at rural development. I believe the OECD can play a role in promoting this policy
dialogue and in feeding it with solid analysis and data. This has been so far the objective
of the OECD Working Party on Policies for Rural Development which, thanks to a
unique territorial database and a well established methodology, develops thematic reports,
Rural Policy Reviews at both national and sub-national levels, cases studies and an
annual Rural Policy Forum. I can assure you that we are fully committed to work closely
with other OECD relevant Committees so to assist governments in this delicate but
promising transition towards more coherent and effective policies for rural areas.
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Trends and Linkages in the Agro-food Sector in Rural Areas:
Empirical Evidence

Comments by Peter Midmore'

Multifunctionality of agriculture is easy to identify as a conceptual device for the
reconfiguration of policy, but as the four papers in this section show in their individual
ways, there are some serious limitations and problems where its practical implementation
is concerned.

In analytical terms, monofunctionality was simpler and more tractable. Agricultural
markets, at least in relative terms, are spatially integrated, homogenous, and few in
number. That has helped to advance the development of a series of quantitative tools
which, over several decades, have produced useful results. In contrast, rural development
(just one of the dimensions of multifunctionality) has complex and extensive dimensions,
that sometimes enter the market domain but, more often than not, permeate the social,
political and cultural as well; it is also more broadly influenced by historical, romantic
and moral conceptions of a proper or good life that deserves support. It is not therefore
surprising that (although assuredly through no fault of the authors) this complexity
highlights the limited potential of quantitative tools applied to various aspects of
multifunctionality.

This is drawn out clearly by the first two papers. Using broadly the same
assumptions, Bollman shows firstly that farming is not necessarily rural, and that in the
rural context scant evidence is displayed of the importance of farming, at least as far as
employment goes. Jung, conversely, demonstrates that agriculture is critical for the
continued viability of a significant number of rural communities. Each paper, from the
premises on which it is founded, comes to a correct but diametrically opposite conclusion,
which at least reveals that what is “rural” varies according to context, and to ground any
definition of it in apparently commonsense criteria leaves out some important issues.
Hirst (1998) has lamented the lagoons of ink wasted by sociologists and anthropologists
in attempting to distil the essence of rurality, particularly because being “a long way from
anywhere” and “not many people around” are insufficient as proxies for something which
is also partly a psychological criterion. Consequently, demographic and economic
changes which affect the character of an area do not immediately or perfectly induce a
reaction in the way inhabitants perceive themselves, or the way in which they think about
things.

That also means that a major assumption (implicit in the paper by Jung, explicit in
Bollman), that rural development can be equated with employment creation, needs to be
further explored. Their workmanlike approach contends that employment growth may not

L. Professor of Applied Economics, School of Management and Business, The University of Wales,
Aberystwyth.
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be sufficient as a means of ensuring development, but it is certainly at least a prior
necessity. Nevertheless, it is at least plausible to suggest that the relationship might be the
other way around, that development is a precondition for the creation and nurturing of
rural jobs. Although the paper by Vollet does not explicitly mention social capital, the
rural milieu in which farms provide a basis for the residential and recreational functions
of the countryside clearly falls into the category originally conceived by Puttnam (1993).
Therefore, any necessary dialogue between the political positions represented,
respectively, in the papers by Bollman and Jung should not stop at a polite agreement to
differ because of the conflicting contexts and analytical approaches; it should transcend
these differences to see on what basis an agreement on rural, and then development, could
be applied at both ends of the spectrum.

The perspective shifts in the second pair of papers from spatial to economic
independence, and both throw up some important and interesting issues. The conventional
discourse of regional economics had more or less relegated economic base multipliers to
the status of a footnote to the more elaborate general equilibrium approaches which have
become possible with increasing computer power. Vollet, however (through a
considerable volume of work: e.g. Vollet, 2002; Vollet and Bousset, 1998), has done
much to rehabilitate the approach as a practical tool of analysis. His paper shows that, in
the context of multifunctionality, it is flexible enough to show that the new consumption-
space functions of the countryside are doubly valuable, supporting greater service
provision and employment than more traditional production-space uses. Mattas, et al. also
provide, in a manner exemplary of the EU’s manual of policy evaluation (European
Commission, 1999), the employment and income impacts of an integrated approach to
agriculture and rural development. Both papers take modest steps towards an extension of
conventional analysis to grapple with the more complex matters hinted at in the early part
of this discussion.

In principle their separate approaches are worthwhile, but raise four specific matters
of practical relevance. First, they are based on historical data, and at the level of spatial
disaggregation that is required, such data are usually available in less detail and only
some time later than those provided at greater territorial scales; further disaggregation can
otherwise only be achieved with substantially increased costs. Second, approaches are
based on static (or comparative static) views which necessarily neglect dynamic change
processes, and the latter are often much more interesting to observe and learn from. Third,
in a manner similar to the ‘benefit transfer’ problem experienced by environmental
valuers (see, for example, Ready, et al., 2004), the results are highly specific to their
context; although they may be intuitively generalised to make policy recommendations,
little confidence can be placed on their being accurately scaled up for these purposes.
Finally, the overwhelming tendency of such approaches is to guide attention towards
export-led approaches for development, when at a local level, action to block economic
leakages may be of similar or even greater effectiveness.

Summary and consolidation of these comments leads to some important insights.
Together, the four papers indicate the magnitude of the challenge involved in developing
an evidence base for rural development policy which can be as extensive and accurate as
that which already exists for agricultural policy. Partly, that requires a subtle shift in
understanding to include the importance of a sense of identity among rural people, and
the mutual recognition of the contributions made by different groups of stakeholders. It
also has to come to terms with the implications of fine-grained targeting of support
frameworks and the criteria which might guide it. On that final point, a concluding note
of caution is necessary. Geographical Information Systems now have the capacity to
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represent a huge variety of spatially referenced databases. The mosaics they produce are
undoubtedly very pretty, and if stared at hard enough may allow some kind of picture to
be discerned. But such increasingly esoteric modes of analysis may lead away from rural
development policies focused on popular engagement and local self-determination which
could emerge from authentic multifunctionality of agriculture.
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Agricultural Policies and Rural Development

Comments by David Freshwater'

There are numerous opportunities for co-ordination between agricultural and rural
policy but these opportunities have been neglected, often because of the way the two
issues have been defined. One of the main impediments has been the effort to show that
rural is more than agriculture. This has been a lesson that has taken a long time to be
accepted, especially by agricultural interests. However, it is now well understood in
almost all countries and by almost all policy makers. But in the process of drawing the
distinction between agriculture and rural there has been a tendency to forget that
agriculture and rural have a large overlap. This overlap comes from farming being the
dominant land-use in almost all rural areas and from farming being a significant form of
economic activity in a large number of rural areas, even when it is not the main
occupation of the local population.

The way rural has been interpreted within OECD countries has also added to the
separation. If rural is defined only in terms of more remote areas, essentially those that
are more than an hour from urban centres, then: large amounts of the rural countryside,
large amounts of rural economic activity, and the majority of the rural population, are
ignored. Certainly the problems of more remote rural areas, those that are defined by low
density of socio-economic relations and considerable distance from markets, are an
important topic for rural research and policy. But equally important are the issues in the
urban-rural fringe, where distance is not a defining characteristic, but low density occurs
and pressure for the conversion of land and activities from typically rural to typically
urban is intense.

The urban-rural fringe is important for both agricultural and rural policy. For
agriculture the crucial issue is land conversion. In more remote areas the land may be
converted from agriculture through abandonment if the extensive margin is reduced, but
at the fringe, land is converted from farming to residential and commercial activities.
Unlike at the extensive margin, where land can be re-converted if conditions warrant,
land that is paved is unlikely to ever return to farming. This irreversibility makes the
conversion decision more significant.

Analysis of the urban conversion is important for several types of reason. The first is
to assess conversion questions and how the process unfolds. One aspect of this issue is
the validity of claims, primarily by environmental advocates, that farmland has to be
protected for food security reasons, since much of the land being lost is highly
productive. At times this claim of food security is muddied by parallel efforts to limit
production methods to those deemed environmentally friendly. A second aspect is to
study how different countries manage the conversion process to ensure orderly

1. Professor, Department of Agricultural Economics, University of Kentucky.
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development and to understand who benefits and loses from these various
land-management practices. Included in this type of study would be policies that protect
the right to farm and which may artificially impede land-use adjustment. This is a vital
issue for the rural population adjacent to urban centres, many of whom have most of their
wealth tied up in land holdings.

A third reason for agricultural policy analysts to examine the fringe is because a
significant share of farm production takes place within a 60-kilometre ring of cities. This
includes a large share of high-value row crop production, significant dairy production and
a large share of speciality products. Conversion may have some impacts on supply levels
for some commodities. In addition there are some unique areas in close proximity to
urban centres where exceedingly high-value agriculture takes place. For these
commodities their current location is unique, making the survival of the industry in its
current form problematic if urban pressures become too intense. Examples of this
high-value agriculture are: thoroughbred horses near Lexington, Kentucky, grapes and
wines in the Cote d’Or of Burgundy, and the flowers produced in the “glass city” of
Amsterdam.

An interesting policy question is: how does the current system of farm payments
affect the spatial distribution of agriculture? Do high levels of support for specific
commodities cause them to continue to be produced on land that has real opportunity
costs? If commodity payments are capitalised into land values, the market price of
farmland will be higher than it should be and this will tend to slow the conversion of
farmland to other uses. Thus, high levels of support may slow urban sprawl, but at what
cost?

A second important class of issues for agriculture is that it is in the fringe areas that
the non-commodity outputs of farming are the most valuable. Multifunctionality is
largely an urban-fringe issue for agriculture. Most of the public good outputs of farming,
whether positive or negative, require the presence of non-farmers to be significant. The
amenity value of green fields with cattle grazing upon them requires people in close
proximity to see the cows. The problem of odour associated with spreading manure
requires non-farm neighbours who complain. Thus the fringe is the place where the mix
of commodity and non-commodity outputs is most controversial. The resulting shift in the
relative value of commodity and non-commodity outputs can lead to policies that restrict
farming activities through regulations, and it can lead to policies that start to pay farmers
for the production of non-commodity outputs. Thus the fringe is the place where
alternative agricultural policies have their greatest influence.

Finally, in most countries agriculture on the urban fringe is important because it is the
aspect of farming that is most visible to the urban population. As demographic change
makes the urban and suburban populations dominant and as these populations lose any
direct knowledge of agriculture, how they perceive agriculture in the fringe will be how
they perceive agriculture in general. To the extent that citizens have a favourable
impression of how farming takes place in the fringe, they are more likely to support
agricultural policies that reward farmers. If the public has a more negative impression, it
is more likely to support policies that restrict farmers’ decisions.

For rural development analysts the fringe is important because it is the place where an
alternative question of rural viability is important. In more remote areas rural
communities die because the population leaves when economic opportunity disappears. In
the fringe area rural communities die because they are absorbed into an expanding urban
environment. In both circumstances, rural communities die. Surely it is an interesting
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question to determine if there are ways for rural communities to survive at the fringe.
Otherwise the solution to rural development problems is to wait for urbanisation. Related
to this issue is the changing value of rural land at the fringe and the question of how a
growing urban population manages its expansion in terms of: density of land-use,
enlargement of transportation systems, and the provision of infrastructure. This question
covers regional and urban issues, but it is also a part of rural policy.

For both rural and agricultural policy the issue of pluri-activity, or part-time farming,
is an increasingly significant issue. Part-time farms draw their income from both
agricultural and non-agricultural sources and in order to achieve a viable level of
household income, this typically requires that both income sources be reasonably stable.
But, we know very little about how the underlying family labour and capital allocation
decisions are made. We know little about the life-cycle processes involved in these
decisions. However, we do know that an increasing share of farmers report off-farm
income, and that off-farm income accounts for a growing share of total farm household
income in most OECD countries. Other important issues that deserve further investigation
are:

* the types of off-farm activity that are most commonly associated with various off-
farm occupations;

* the scale of farm activity that is associated with types of off-farm employment
and vice versa;

» the spatial distribution of various combinations of farm and off-farm activity as
distance from an urban centre increases;

*  how does off-farm income compare to government stabilisation programmes in
terms of effectiveness in buffering farm household income against shocks? and

* does the presence of a significant number of farm families make a region more
attractive as a location for other types of industry (manufacturing or tourism),
i.e. how does the presence of farm families alter the perceived quality of the local
labourforce or the value of other aspects of the locality?

Because there is a growing focus on entrepreneurship as a central rural development
strategy, especially in more remote rural areas, there is another aspect of farming that has
to be considered. In many remote rural areas farmers are the largest class of small
business owners. These farmers also typically have considerable amounts of wealth,
although it is tied up in farmland. A crucial factor in the success of rural entrepreneurship
policy may be the ability to convince farmers that they can be entrepreneurs, either in
agriculturally related enterprises or in independent new firms. Farmers are a potentially
attractive group because they already possess many of the skills required to operate a
small business and because they have the assets to start another business. But because
these assets are “locked up” in farmland it may be necessary to find innovative ways to
allow farmers to borrow against their net worth if these strategies are to succeed. In rural
areas in the fringe entrepreneurial activity may be even more prevalent because of the
much larger range of economic opportunities associated with a bigger and more
diversified local economy.

It is clear that a large share of agricultural support currently goes to farmers who live
in regions that are not remote. This can be interpreted as showing that farm policy is not
rural development policy. However, I think this is the wrong interpretation. The problem
is not with agricultural policy in this instance. The real problem is a definition of rural
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that excludes a huge territory from consideration, simply because it is perceived as being
too close to an urban centre to be admissible. We need a broader definition of rural that is
based upon density and on land-use patterns. From this broader focus we may then say
that the problems of remote and adjacent rural places are both often about a fear of
disappearing, but for different reasons.

Ignoring the urban fringe inevitably marginalises rural policy. Both the majority of
the rural population (exurbanites) and the majority of the urban population (suburbanites)
live where the fringe is important. This means it is perhaps the most visible issue in rural
development to most politicians as well as the public. It is where rural and urban meet. It
is also where agriculture is both most important, albeit not necessarily for commodity
production, and most threatened. Unfortunately neither agricultural policy nor rural
policy has paid much attention to the fringe. Agriculture has focused on the supply of
commodities, with little concern for the spatial dimension of production. Rural policy has
largely ignored land in proximity to urban areas because it wasn’t rural enough to worry
about. Both of these approaches have ill-served public policy, since they have left a
knowledge vacuum regarding a major policy challenge that affects agricultural
production and rural people.
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Agricultural Policies and Rural Development

Comments by Kenneth J. Thomson'

The phrase “rural development policies” is now used — for convenience and/or
rhetorical reasons — to cover a wide variety of state interventions. Most of these may be
grouped as follows:”

* aids to farm development, including modernisation, restructuring (e.g. new
land-holding patterns, conversion to organic production status) and (on-farm)
diversification, with investment, both “hard” (e.g.land and machinery
investment) and “soft” (e.g. farmer training, support for farmer cooperatives)

* other farm interventions, such as those concerning animal welfare, or food safety
and health

* agri-environmental payments and regulation (direct, or ‘“cross compliance”),
e.g. for farming practices considered “friendly” in terms of soil, water, air,
wildlife, landscape, etc.

e aids to non-agricultural development in rural areas, e.g. investment in public
infrastructure and services, and grants and other assistance to non-farm rural
enterprises, generally or selectively, e.g. tourism.

Clearly, the motivations, objectives and often methods are different between and
perhaps within these groups, and a single approach to analysis cannot hope to cover them
all. Nevertheless, all these “’rural development policies” relate to “agricultural policies”,
with the latter taken to cover the traditional or mainstream measures taken by most
governments to support and stabilise markets for farm products (and sometimes inputs),
and thus, or directly, farm incomes.

One of these “agricultural-rural” relationships is clearly one of substitution. Given the
increasing costs of “traditional” agricultural policies, both budgetary and otherwise —
e.g. over-intensification, trade disruption, the loss of small farms — governments seek
alternative ways of sustaining rural households and economies under threat from market
and social forces. It cannot be expected that such substitution is perfect. Those helped
most by price or income support are not always the likely main recipients of rural
development aid. They may not be able to take up assistance from one or other of the
above groups of policy measures, because, for example, they do not possess adequate co-
funding reserves, or because environmental concerns do not apply to their land.

1. Emeritus Professor, University of Aberdeen, United Kingdom.

2. Other groupings are of course possible, for example, into economic, environmental and social, or
into “development” and “support”.
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Another aspect of the relationship between agricultural policy and rural policy is
often budgetary; ministries of agriculture usually have at least partial responsibility for
the wider rural economy and environment, and so must allocate their more or less fixed
budgets between the two areas, and of course between the four above groups of rural
development policies. The EU budget argument over the Common Agricultural Policy
(CAP) is a particularly clear example of this, with even a formal mechanism
(“modulation”) for re-allocation. More widely, however, making budgetary decisions
between “agricultural” and “rural development” policies is hampered not only by the
usual institutional problems of “new” demands competing with long-established uses of
public funds, but also by the variability of many market support costs, although disaster
relief (often termed “rural development’) may also upset budgetary calculations.

More clarity might be brought to the analysis of both agricultural and rural policies if
the economic distinction were maintained between “investment” on the one hand and
“production” (or “consumption”) on the other. Some agricultural and rural policy
measures are clearly targeted at “development”, defined as generally desired changes in
the structures and processes of farming or in the wider rural economy. Current
expenditure is incurred for new machinery, re-organisation, establishment, training, etc.,
with the expectation that over future years improved productivity will result, as measured
by lower inputs and/or higher outputs — often non-marketed in the case of much
environmental activity. In principle, the usual techniques of investment appraisal can be
applied, although with the standard problems and caveats (e.g. limited funds, social time
preferences, a mix of market and non-market costs and benefits) regarding the use of
these techniques for policy purposes, as opposed to their use in an industry context.

In contrast, continued (usually annual) payments for maintaining certain practices or
lifestyles is in principle a simpler form of government intervention, carried out in
“support” of farming or other rural activities, whose level can presumably be monitored
and assessed, at and after, the start of the scheme. Naturally, varying market earnings,
inflation, and changing standards of living among non-farming households complicate
farm income support, and payments for environmental services not only involve these
problems (if based on compensation for farming income foregone) but also the valuation
of the environmental asset maintained or service provided.

As between the two, “development” measures seem inherently riskier: the investment
may not pay off, for any of a number of reasons, and thus be difficult to assess before and
after public expenditure. In contrast, continuous support would seem easier to administer,
at least after an initial period. However, agri-environmental support involves particularly
high transaction costs’, as well as tricky valuation issues. Development measures seem
easier to modify: they usually have a limited budget or lifetime, and allow adjustment of
aid rates. In contrast, once an annual support payment system is set up, the usual rent-
seeking activity by beneficiaries makes it hard to remove. Joint funding — sometimes a
mix of higher- and lower-level government expenditure alongside private investment —
characterises development policy, while farm support policy has traditionally required
rather limited eligibility or co-commitment requirements.

A further aspect of the relationship between agricultural and rural policies is the
degree or nature of policy integration between the two, or between these and other

3. See the European Court of Auditors report “The Verification of Agri-Environment Expenditure”
(www.eca.eu.int/audit_reports/special_reports/docs/2005/rs03_05en.pdf), where it is suggested
that the difficulty of verification may be such as to prevent public payment (para. 119).
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government policies such as those for the environment in general, for transport, housing,
etc. Like “rural development”, “integration” is a term more often used than analysed,
although efforts have been made to distinguish between financial integration (e.g. joint
budgets), administrative integration (e.g. partnerships, “rural proofing”) and institutional

integration (e.g. “Ministries of Rural Affairs”) (see Thomson and Psaltopoulos, 2004).

Whatever conceptual approach or approaches is/are taken to the analysis of
agricultural and rural policies, a number of requirements seem plain if policy assessment
is to be satisfactorily accomplished. These include:

* the need for rigour in identifying the relevant policy objectives, whether explicit,
i.e. in the legislative text, or implicit, i.e. inferable from the government’s other or
general policy stances, e.g. on sustainability

* the need for adequate monitoring and evaluation mechanisms, both at and after
the start of the policy measure — these may include both data collection exercises
and attitude/opinion surveys amongst key stakeholders

» data disaggregation, both territorially and socio-economically, e.g. by income and
occupation groups, sectors, etc.

Each of these requirements may seem obvious, these but are often hard to meet in
practice. For example, governments have a wide range of objectives, which may be
considered hierarchically, e.g. development -> jobs -> incomes -> welfare, or are
sometimes expressed in vague terms that are difficult to quantify. Although modern
Geographical Information Systems are lessening the problem of linking separate sets of
spatial data, geographical features of policy relevance may only become apparent some
time after the measure has been applied, too late for the necessary information to be
collected from the start. Nevertheless, if the role of agriculture and agricultural policy in
rural development is to be fully understood, a much wider range of data needs to be
collected and appropriately analysed than was often the case in the past.

Two more general aspects of agricultural and rural policies may be noted. Firstly, the
role of part-time farming — or perhaps of certain types of part-time farming — deserves
clarification as regards “successful” rural development. Part-time farming allows the
continued existence of many more farm enterprises — and often of long-established farm
features, such as boundary markers, and cultural practices, such as adherence to
traditional land uses and to farmer organisations — than are likely to result from allowing
or encouraging consolidation into increasingly fewer and larger full-time farm businesses.
Even though the latter usually appear more viable in economic terms, the clear preference
of many households to devote time, income and wealth to the maintenance of family
farms should not be under-estimated or under-valued. Do part-time farmers obstruct rural
development (e.g. by refusing to sell or rent land, or by undermining regional efforts at
market brands or livestock disease control), or do they advance it by providing a social
and financial basis for non-farming activities by rural households, including commuting
to urban employment, and semi- or full retirement lifestyles? These are difficult and
complex questions, mostly bound up with the history and cultures of the country involved
(not least, the issue of in-migration of “hobby farmers” from the same or another
country), but it seems essential to address them if agricultural market and agricultural
development policies are not to drive the farming of some highly developed regions and
countries down an irreversible path.

Finally, the fundamental economic lesson that policy support (and market value)
tends to end up embodied in the value of the most immobile factor — land, in the case of
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agriculture — must never be forgotten. Complaints that agricultural incomes are lowered
or that efforts at farm restructuring are undermined by high land prices are usually based
on the misconception that policy support can offset these costs, whereas in fact the
reverse relationship holds, as argued by Ricardo as long ago as 1821. Unless — as is
unlikely for development purposes® — landowners are the focus group for policy, there is
always a risk of “leakage” of benefits into higher land prices. Certainly, the prices of land
and other rural assets are important symptoms of the growth or decline of rural
economies. However, they are not — or should not be — primary indicators of the need for
state intervention, except perhaps in the workings of the land market itself.

Reference

Thomson, J.K. and D. Psaltopoulos (2004), “Integrated’ Rural Development Policy in the
EU: A Term Too Far?”, EuroChoices, Vol. 3, No. 2, pp. 40-45.

4. Although environmental objectives may be an exception.
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Rural Development Policies and Agriculture

Comments by Thomas Dax'
Introduction

As has been the case with agricultural structures and production, the regional
economy of most countries has undergone significant change. The changes in the
competitivity of regions are relevant for all types of regions (OECD, 2005). Over recent
decades, and in all parts of the world, rural development policies have been conceived on
an increasing scale in order to harness the potential of rural areas and enhance the
elaboration of place-based policies. The cases presented in this session highlight their
specific relationship to agriculture.

OECD has attached great interest to capturing the specificity of rural areas, and has
been developing, since the beginning of the 1990s, a conceptual framework and typology
of regions which aim to describe the rural character of regions in a comparative way.
Together with a rising commitment to spatial differentiation, the scope of rural policies in
many OECD countries has increased and they have sometimes taken on board innovative
approaches to address specific problem patterns. Despite the prevailing demand for a shift
of rural policies from sector to territorial policy, sector policies, and particularly
agricultural policies, have remained very important in establishing rural development
programmes. Although starting from an holistic viewpoint, the examples of rural
development activities from Italy (see the paper by Mantino), Germany (see Schubert)
and Canada (see Matheson), underpin the continuing major role of agriculture in the
programmes.

Discussion

The aim of this session is to analyse the relationship between rural policy
programmes and agricultural policy and structures. With this orientation in mind, the
papers have focused particularly on the presentation of the rural policy approaches used
and the lessons we could learn from these policies. Above all, it is important to observe
the common and divergent aspects of the country experiences and the governance concept
used. Some of the major conclusions derived from examples of rural development
programmes should be briefly highlighted through the following items:

* Rural development schemes are framed in a context of horizontal and vertical
co-ordination. A great number of different departments, and the co-operation
between — and attribution of tasks to — all the administrative levels, as well as the

1. Federal Institute for Less-favoured and Mountainous Areas, Vienna.
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inclusion of stakeholders, non-governmental organisations and private actors is
required to achieve a successful programme performance. Increasingly, the
involvement of new actor groups is required, and focus is now being placed on
the perspectives and participation preconditions of groups previously not
considered central to the regional development process (such as women and
young people [Dax and Machold, 2003]), but decisive for success in the long run.
This is quite in contrast to agricultural policy which, being a sectoral policy, still
tends to be developed and delivered by one department, and to focus on sector
objectives.

* It is important that agricultural policies integrate additional objectives to the
sector-specific ones and respond to the emerging demands of society. In many
respects these demands request the provision of public goods by agricultural
practices which are often linked to a specific type of farm management.
Agricultural policy development should therefore increasingly continue to adopt
principles widely accepted for spatial development processes. These have already
been addressed by shifts in terminology: the discussion and the priorities of
agricultural policies have started to include rural development measures over
recent years. In particular this trend refers to the need to support the types of
farming which favour the provision of public goods (multifunctionality).

e There is a strong influence on the spatial distribution of agriculture by place-
specific factors (production potential, fertility); technology potential; and
agricultural and other policies. Rural policies have a direct impact on agriculture
in various aspects (local employment, production chains, marketing of produce,
land-use, linkage to amenity base, diversification potential, rural services
provision, etc.).

e Moreover, it is of core relevance to take account of the spatial impacts of
agricultural policies in themselves (see the assessment of rural development
policies in Italy). As a recent study for the EU has revealed, the mechanisms of
Common Agricultural Policy are not favouring the cohesion objectives which
regional policy seeks to achieve (Shucksmith, et al., 2005). This is particularly
relevant for large parts of (remote) rural regions, and rural development has only
started to counteract this policy effect.

*  Many rural development programmes target agricultural activities in particular, by
focusing on diversification approaches and linking agriculture to other sectors. It
is still important and — for many rural regions, a particular component of the
regional strategy — to nurture this development potential and also explore “niche-
markets” if available. Many innovative pilot schemes achieve an interesting
economic performance and learn lessons which are very relevant for actors in
other areas (see, in the case of Germany, the REGIONEN AKTIV programme).
What is important is that these initiatives rely to a high degree on the specific
amenity character of the rural regions.

* In almost all successful rural development programmes farmers are actors in a
restructuring process that includes agriculture as one component of a
comprehensive and place-based strategy for rural development. This integration is
also relevant at the level of farm households: off-farm income is the major income
source of the majority of farm households. In other terms, the health of the farm
and non-farm economies in rural areas are inexorably linked.
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* As the long-lasting efforts to achieve partnership development show, it is not
sufficient to build a comprehensive policy framework, however complex it might
be. The bottlenecks often appear in the personal commitment, the development of
“soft” skills and in the institutional changes required to cope with the new
challenges. Informal mechanisms are frequently more efficient, but obviously can
hardly be directly enhanced by policy measures (Canadian Rural Partnership).

*  The rural development programmes presented have delivered a number of success
factors. These might also be very relevant to the discussion of agricultural policy
priorities and the integration of the spatial dimension. In particular, successful
cases point to following aspects:

— understanding the causes of problems;

— finding widely shared commitment and “high-profile” actors in the
collaborating institutions;

— careful planning and adjustment to place-specific needs;

— openness and transparency of the programme and the process;

— communicating success experiences;

— links to social/political periphery;

— spatial integration into regional and inter-regional networks and economy.

* With reference to the presentations, we can realise that the monitoring of the
implementation process and evaluation of programme performance is crucial. The
assessment results are not only essential for the acknowledgement of the
achievements, but particularly for answering general issues on organisation and
procedures of such programmes. This can enhance the learning process of the

actors in the regions involved and can also be transferred to regional development
processes in other regions.

In particular, a comprehensive evaluation is required in order to underpin specific impacts
of rural development on agriculture. This might include:

— development of a strategic approach, involving land-use changes and
widening the use of natural resources;

— focus on local identity creation, including the particular contribution of
agriculture to the challenges for the area’s development;

— development of a meaningful partnership, linking agricultural with non-
agricultural actors;

— the long-term increase of participation of citizens, local leadership and
institutional capacities;

— a positive impact on economic performance, aiming at the stabilisation of
the rural economy.
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Key questions

The diversity in approach of different countries’ programmes suggests that rural
policy is characterised by context-specific programmes and still includes a wide field of
experimentation. In order to serve the policy agenda on rural development, a
comprehensive assessment of the implementation, success factors, constraints and
relationships to other policy fields is needed. This includes learning about processes like
partnership-building, community involvement, empowerment, exclusion and inclusion,
and the practical application of concepts such as sustainable development, integrated
development and policy-proofing.

Questions arising include, in particular:

* How can the governance issues be advanced and requirements for institutional
changes addressed? This issue has to take account of the roles of the different
levels of administration and sectoral tasks and has to consider the appropriate mix
of sectoral versus co-operation concepts.

* In many regions agriculture provides public goods which serve as core elements
in rural development efforts. To what extent can the inter-linkages of rural
development and agriculture be directly included in the development
programmes?

e The impending demographic changes in rural areas require adapted regional
strategies. How can these changes be anticipated and how can concepts be
developed which do not consider the new situation only as a “threat”, but also
specifically focus on opportunities future potential?

* Many initiatives attain high participation levels of the core group of actors. From
a general viewpoint of inclusion and the aim of enlarging the effects of the
programme, the involvement of more distant groups of local/regional society is
also necessary. Do we have to target these groups separately and focus on rural
women, rural youth, minorities or other groups? How can linkages to agricultural
changes be improved for these groups?

* As mentioned above, we have to find ways to learn from experiences. This
implies both an internal exchange and also a much wider inter-regional exchange.
Do we make sufficient effort in developing concepts for communicating
experiences, discussing successes and constraints?

* How can the learning processes be stimulated so that local actors are interested in
trans-regional (including trans-national) exchanges?

*  How can we achieve maintained momentum for rural development and renew
commitment over longer periods? In particular, how can the understanding of the
need for agriculture to link with rural development concepts be deepened?
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Rural Development Policies and Agriculture

Comments by Sabrina Lucatelli’

Introduction

Rural development and agricultural policies differ in both nature and objectives.
Rural development policy is territorial and targeted to the needs of a specific area.
Agricultural policy is sectoral and horizontal. The major objectives of rural development
policy are the enhancement of the quality of life of the rural population and improvement
of the overall competitiveness of rural areas; whilst agricultural policy has the
improvement of farmers’ incomes as its main goal, even if agricultural policy objectives
have been evolving in many countries and at present they often include environmental
objectives and the production of non-output goods (multifunctionality of agriculture). It is
important that policy makers keep in mind the difference between these two policy
objectives, so that appropriate strategies and policies can be designed. In this framework,
it is crucial for countries to have both a rural development policy and an agricultural
policy and that the two policies have resources that are proportionate to the objectives
they pursue and that they are carried out in a coherent way.

Nevertheless, it is important to try to understand the consequences of these two types
of policy. Co-ordination between agricultural policies and broader rural development
policies (and regional policies, of which they are a part) is becoming essential in many
OECD countries, due to two main concerns: reduced public financial resources and
increased public awareness of the cost-effectiveness of public investments.> Governments
thus need to assess to what extent agricultural policy, just like all other sectoral policies
that have a significant impact on rural areas, contributes to the overall development of
rural areas. Conversely, it is important to assess to what extent integrated rural policies
serve the interest of the agriculture sector and the other sectors of the rural economies.

Main messages

First of all, there is the size argument. It is important to keep in mind the differences
linked to the size of rural development policy, which depends on whether one country has
relatively small rural development projects or large rural development programmes.
There can be an evolution, with countries starting with small rural development projects,
and ending up with a structured rural development strategy and policy. The size of the

1. Ministry of Economy and Finance, Department for Development and Cohesion Policies, Rome.

2. There is an increasing pressure of public opinion on agricultural policies, concerning their
objectives; the corresponding financial budgets, achieved results and side-effects.
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policy is also (but not only) linked to its financial relevance. There can be situations in
which, even without rural development programmes, projects are financially important.
For example, the Turkish South Eastern Anatolia Project is the most comprehensive rural
development project in Turkey, covering fields such as infrastructure, services, industry
and agriculture, with a total cost of USD 32 billion. This cost corresponds to
approximately 70% of the entire regional policy budget for Italy for the period 2000-06
(for Objective 1 regions). In Turkey there are also smaller rural development projects
with more specific objectives, such as improving living conditions of women in rural
areas, or diversification of agricultural production.

Depending on the size and importance of a country’s rural development policy, the
potential impacts on agriculture (but also on rural areas) can vary considerably.
Concerning agriculture, the extent of these impacts will also depend on the importance of
strictly agricultural policy interventions within the overall rural development policy. The
coherence of these interventions with a country’s agricultural policy is also important,
even if not always under the control of policy makers. Concerning impacts of rural
development policies on rural areas, the possible (but not obvious) linkage of rural
development policy to one country’s regional policy, or to a more general development
policy (as seen in the Turkish case), or to social policy (the Mexican case), also matters.’

The second element to take into account is “Territory”. The Austrian case showed
how different the direction of “pure” agricultural interventions (like those included in
Pillar I of the CAP) and rural development interventions (like those included in Pillar II
of the CAP) can be, depending on the location of farmers (classed between all farmers;
farmers in favourable zones; and mountain-based farmers). Pure agricultural payments
(Pillar I direct payments) barely reached disadvantaged areas, represented in this case by
mountain-based farmers. Traditionally, in fact, if rural development policies tend to be
“territorially oriented”, agricultural policies are horizontal and do not take into
consideration the specific needs of different areas with individual characteristics.
Different regions imply different territories and different needs.

The Mexican case confirms this point, with Deschamps Solérzano’s paper asserting
that “Mutual Effects between Agricultural Policies and Rural Development Policies” call
for both rural development and agricultural policies to become more territorially based,
and to take into consideration the different structural conditions that exist in rural Mexico.
Even agricultural policies have to fit specific territories and they have to strengthen
relationships with local actors.

The third lesson, made especially clear by the Japanese case, is the importance of
“networks of different actors” in rural areas. Saika’s paper underlines how “reflecting the
increasing number of non-farmers in rural areas, co-operation between farmers and non-
farmers is essential for these areas”. The participation and collaboration argument is
linked to the concern to find new ways or alternatives to maintain rural and cultural
identity (currently under threat) with farmers representing an ageing and diminishing
sector of the rural community (the same problem is also reflected by the Mexican paper).
This argument is linked to the importance, for policy makers, to build up new “rural

3. The linkage with social policy is particularly important for a country with rather high poverty rates
in rural areas. But the importance of supplying basic services in rural areas is also becoming an
issue in other countries, because of main demographic trends recorded in many rural areas (ageing
population; low levels of population density; low levels of youth employment).
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partners” — groups able to understand and express rural interests and needs, which cannot
coincide anymore with agricultural association groups.

What would be the ideal rural development policy for agriculture, and vice
versa?

Now, keeping in mind these main messages and the content of the different papers
presented in this session, I will briefly try to give an answer to the main questions: what
would be the ideal rural development policy for agriculture? and what would be the ideal
agricultural policy for rural areas? In answer to the first question, the ideal rural
development policy for agriculture has to be able to:

» improve the quality of life in rural areas, including the social context (in terms of
supply of social and ad personam services);

* maintain the level of the rural population (by providing job opportunities,
infrastructure and services);

* improve the existing accessibility of rural areas, for both people and goods;

* enhance local rural infrastructure (irrigation systems; local transportation
systems);

» strengthen the linkages between rural and urban areas;

* increase the competitiveness of rural territories, identifying in each different
territory its main assets and combination of assets, helping agriculture to find its
role within such a comprehensive picture, if there is one; and to

* build up a “rural local voice”, facilitating the organisation of rural local actors’
associations, with farmers being one of several local actors participating in such
local lobbying groups;

* help “agriculture” to find its role in respect to a specific territory, consistent with
its competitiveness potential.

Indeed, each territory has to find its own competitiveness profile, identifying the main
assets on which it can construct a development strategy. Agriculture may (or may not) be
one of these assets, depending on the nature of a particular territory. In some territories
agriculture can be important, supplying quality products characteristic of the region; to
other, more industrially-oriented territories it can be an important link in the food chain;
in other territories where the main asset is the environment, agricultural policy can help
farmers to produce in a more environmentally friendly way.

For rural development policy to achieve the above-described ideal characteristics,
integration with regional policy is crucial. But integration with other national policy (such
as social policy and research and innovation investments), is also important. Horizontal
co-ordination between different administrations is becoming vitally crucial. But what is
even more important is acquisition of a real knowledge of rural territories, with attention
given to both the economic and the social characteristics of these areas, and proper
monitoring of policy impacts on them. In fact, the first step towards achieving such an
integration between different policies at territorial level is to establish a sort of
“Observatory of Rural Areas”, to provide the knowledge necessary for monitoring these
areas. At the same time, different policies that, in each country, have impacts in rural
areas (e.g. schooling, health, infrastructure and local transportation systems) should be
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monitored at rural-area level. This is not the case in many OECD countries that do not
even monitor agricultural policies at territorial level.

It is also important to try to define the ideal agricultural policy for the future
development of rural areas: this would

* work for the competitiveness of the agro-food sector with a food-chain
perspective;

* be able to connect the agro-food sector with the local economy, through the
integration between up-stream and down-stream levels of the food chain;

» create a class of “farmer-entrepreneurs’,;
» differentiate agricultural interventions, depending on the needs of the territory;

* be based on conditionality, linking farmers’ subsidies to the provision of a
“service” (environmental services, local “culture” tutoring; contribution to
landscape preservation); these services can be different, depending on the specific
rural area;

e enable access to credit for farmers; and

* involve a governance implication: helping farmers to work with other local actors
(and not vice versa, isolating farmers).

Finally, some characteristics of rural development policies' (having a strategy;
adapting to different territories; targeting different needs; using evaluation practices at
different stages of programming; transparency and accountability) should be extended to
agricultural policies. However, the impression remains that the effects of agricultural
policy have not yet been sufficiently examined, especially with a territorial perspective.

4.

These characteristics, in the European case, are due to the fact that rural development policies are
conceived and implemented in strict relation with regional policies.
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Chapter 1. Trends in Agricultural and Rural Development Policies
in OECD Countries

OECD Secretariat’

Introduction

The 1998 OECD Agriculture Ministerial Communiqué states that:

Beyond its primary function of supplying food and fibre, agricultural activity can
also shape the landscape, provide environmental benefits such as land
conservation, the sustainable management of renewable natural resources and
the preservation of biodiversity, and contribute to the socio-economic viability of
many rural areas. In many OECD countries, because of this multifunctional
character, agriculture plays a particularly important role in the economic life of
rural areas.

The relationship between agricultural and rural development policy is constantly
evolving as the structure of rural economies changes. Similarly, there is no a single,
simple relationship between agricultural policy and rural development policy.
Agricultural policy is sector-specific, while rural development policy is multisectoral,
territorial policy. In both cases, there are a multitude of objectives — some of which may
be conflicting — and a multiplicity of sectoral and regional circumstances.

In the past, the share of agriculture and its related activities in rural economies in
many areas of the OECD was such that the terms “rural” and “agricultural” were often
used almost interchangeably. An important implication of the process of structural change
witnessed in OECD countries over the past two or three decades is the decline not only in
the proportion of total output and employment accounted for by agriculture, but also in
the income derived by farm households from farming. In many OECD countries and
regions agriculture is no longer a driving force for employment and income in rural areas.
This implies that measures confined to the agricultural sector will be limited in their ability
to underpin the economic performance of rural areas.

At the same time as the sector’s economic significance has declined in OECD
countries (its share of employment fell from 10% in the mid-1980s, to 6% in the early
years of the 21" century, and that of GDP from 3% to around 2% over the same period),
its structure and interactions with the rest of the economy have become more complex.
One of the major manifestations of structural change is that the nature and extent of
linkages between sub-sectors is changing. Rapid advances and adoption of new
technology in OECD countries’ agriculture has strengthened the linkages between
agricultural and non-agricultural sectors and the agricultural sector has become
technologically more sophisticated. The extent and nature of these linkages have

1. The part of the paper on agricultural policies was prepared by Dimitris Diakosavvas, Directorate
for Food, Agriculture and Fisheries, and the part on rural development policy was prepared by
Nicola Crosta, Directorate for Public Governance and Territorial Development.
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implications for the effectiveness of agricultural policies as well as on the effects of
agricultural policy reform on the rural economy (OECD, 1998).

The context in which agricultural policy is being formulated has also changed to
respond to growing society's concerns regarding food safety, food security, animal
welfare, environmental protection and the viability of rural areas. There has been a shift
away from production-linked support towards various types of payments that are often
linked to land use. In many OECD member countries, this shift of agricultural policies is
intended — to an increasing extent — as a vehicle for contributing to economic and social
revitalisation of rural areas and not solely a means for maintaining farm incomes.
Nevertheless, the sectoral nature of these policies, and concerns over their economic cost,
have raised questions about their effectiveness in addressing non-agricultural objectives,
including rural development.

On-going changes in agricultural policy reinforce the importance of more fully
understanding the role of agriculture in rural economies. Most countries have begun to
reduce their reliance on the most distorting forms of support to agriculture and are
increasingly moving towards budgetary support which is linked to land. This trend in
reducing such forms of support eases environmental pressure and offers the opportunity
to more effectively target farmer incomes and the provision of specific rural and
environmental benefits.

An important challenge that policy makers are facing is the design and
implementation of coherent policies capable of contributing to overall rural development
objectives without impeding structural adjustment or creating new distortions. Policy
makers should balance the need for greater economic efficiency, with transparency and
with environmental and social concerns in rural areas.

The 1998 OECD Agriculture Ministerial Communiqué underscored the need for a
coherent approach to agricultural reform policies, encompassing concerns for rural
development. One of the policy principles adopted was that the contribution of the agro-
food sector to the viability of the rural economy should be enhanced through “ ... efficient
and well-targeted agricultural policy measures facilitating the mobility of labour, new
market opportunities, alternative uses of land (both within and outside agriculture), and
the provision of rural amenities.”

The effectiveness of agricultural policies in improving the economic well-being of
rural areas depends upon several factors, including: linkages between the local rural
economy and the agro-food sector; levels and type of agricultural support; and their
coherence with cross-sectoral policies.

The aim of this paper is to highlight the evolution of both agricultural and rural
development policies and their implications for the rural economy. First, the linkages
between agriculture and rural economies are discussed. Then the evolution of agricultural
policies and their implications for rural areas are examined. This is followed by a
discussion on trends in rural development policies and the implications for governance of
shifts towards an integrated approach to rural policy. Some background data on farm
structures are presented in the Annex.”

2.

The first three sections draw primarily on OECD (1998) and OECD (2005) and the last two
sections draw on OECD (2003) and OECD (2006).
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Linkages between the agro-food sector and the rural economy

Rural areas in OECD countries are quite diverse. They differ in their development
experience, economic structure, natural and human endowments, geographical location,
demographic and social conditions. They are affected in different ways, and to differing
extents, by ongoing socio-economic and policy developments that occur nationally and
internationally. There are rural areas which have successfully adapted to such changes,
while others continue to experience economic and social difficulties. Understanding these
processes of adjustment is crucial for policy.

The nature and degree of linkages between agriculture and rural areas depends on
many factors, and the relationship is two-way, evolving over time. The rural non-
agricultural economy provides alternative uses of labour, land and capital, and shifts in
demand for these factors will affect farm structures. For example, a large non-agricultural
rural economy can provide more off-farm income opportunities for farm households and
raise the opportunity cost of farm labour, thereby improving farm household incomes,
wealth and influencing farm production over the medium and long term. Likewise, a less
diversified rural economy could be more dependent on agriculture as farm households
seek to expand operations in pursuit of employment and higher incomes.

In the past, the agricultural sector was often the engine for growth in rural economies
in many OECD countries as it was the predominant source of rural income, employment
and output. Consequently, rural and agricultural problems were considered to be virtually
synonymous and it was often assumed that rural and agricultural objectives could be
pursued through a single set of policies focused mainly on commodity price support. That
situation has changed dramatically for a variety of reasons.

Agriculture in OECD countries, like other industries, is continuously facing
adjustment challenges stemming from economic and non-economic factors. Farm
structures and changes in them affect rural areas in a variety of ways. Farm households in
different farm size classes organise their labour, production methods, financing and
marketing arrangements in different ways. The regional distribution of benefits from
agricultural support policies is also influenced by the structural characteristics of the
sector. Commodity- and input-coupled support, as well as any change in its level or form,
has different rural effects because of the varying importance of each commodity among
regions. The scope for changes in labour allocation on and off farms by farm families in
different regions will also have a fundamental bearing on the extent to which adjustment
process would be smooth in response to market signals or whether there is a need for policy
intervention to address particular income or adjustment problems.

Further, farm structures at the rural level are influenced by a wide range of attributes
of rural area such as economic structure of the area, the physical and social geography of
the area, population, human capital characteristics. Increasing non-farm employment
opportunities in a particular rural area could have an effect on the farmer’s perception of
economic risk, with implications for the selection of farm product- and input-mix. Risk-
averse farmers may be more likely to participate in non-farm employment and in regions
where geography is not conducive to farming. Risk-averse farmers may prefer full-time
off-farm employment to farm expansion. The rural characteristics could also affect a farm
household's asset position. In general, as land values are influenced by expectations about
the ability of the land to generate income, in regions where farming is the dominant
economic activity, land values will be sensitive to expectations about farm income.
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While structural change in the sector is not uniform among rural areas, some common
trends can be discerned. The main results on agricultural structural changes suggest that
there has been a continuation of a number of long-term trends in farm structures and
increased diversity has become an important feature of the sector. The duality of farm
structures in terms of land fragmentation, the size of farms, ownership and age structure
is one of the specific characteristics of OECD agriculture.

One universally recognised feature of structural change is that, as countries develop,
the proportions of total output and employment accounted for by agriculture decline; this
is true also for the agricultural sectors in OECD countries. This structural transformation
of the economy has prompted farmers to migrate from rural areas to urban areas and seek
alternative employment opportunities, especially in less-diversified rural areas. The share
of agricultural employment in total civilian employment in OECD countries is now less
than 6% for most countries, although for some countries with relatively large agricultural
sectors the figure exceeds 15%. There is also considerable variation in the relative
importance across rural areas within countries. In general, agriculture remains the
dominant land use in rural areas, but rarely the dominant source of economic activity. In
the enlarged European Union (EU25), 96% of rural land is occupied by agriculture
(including forestry), around 13% of employment in rural areas is in farming and 6% of
rural gross value added comes from farming.

Farm numbers, farm land and labour have declined, while farm output and average
farm size have increased (Annex Table). In most countries there is a general tendency for
an increasing proportion of “commercial” agricultural production to be concentrated in a
declining proportion of farms. As farms have become more specialised, the number of
commodities produced per farm has decreased. While the number of larger farms has
increased, the number of small farms continues to be very high and the largest declines
are in the numbers of “middle-sized” farms. This bi-modal distribution reflects the heavy
reliance of smaller farms on off-farm income sources, on the one hand, and the continued
growth of very efficient, larger-scale farms on the other.

The age structure of farmers shows that a major share are over 55 years old in many
OECD countries. There are very few countries where the majority of entrants into
agriculture are less than 35 years old. On average, in 2000 in the EU15, 52% of farmers
were 55 years old or older and only 8% were less than 35 years old. There are only a
relatively small number of OECD countries where more than 40% of farmers have even
basic agricultural training, although there are wide variations in the educational
attainment levels of farmers across countries. This low level of training could reduce
farmers’ adaptability to new economic, social and environmental conditions in the future.
Usually farmers with a university degree participate in training to improve their farm
management skills, adopt best management practices and are more likely to have a farm
plan compared with farmers with no formal education. However, farm operators and
other members of their households resort increasingly to off-farm work to complement
their incomes.

While there are clearly differences in the scope and definitions employed in the
statistical surveys by OECD countries, the incidence of full-time farm work, that is with
agriculture as the main occupation, is less prevalent than part-time farming and its
relative importance has declined over time. In the EU25, of the 10 million people
working in agriculture in 2003, 46% worked full-time. In Japan in 2002, 32% of the
farmers worked full-time, while in the United States around 30% of hired farm workers
worked 150 days or more per year. An important policy consequence of increased off-
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farm employment by farm households is increased reliance on off-farm income to
maintain farm family well-being. For many farm households agriculture is no longer the
only income source and often no longer the most important income source.

Another important feature of structural change is the increasing tendency to add value
to the product. Rapid advances and adoption of new technology in OECD countries’
agriculture and changes in consumer preferences have led to more complex patterns of
processing and distribution of farm output. In addition, regional location, particularly in
European countries, is often tied to products with a specific label and the characteristics
and processing techniques are specific to the regions concerned (niche markets).

Notwithstanding the reduction in the number of farmers, agriculture's importance to
the well-being of rural communities should not be understated. The relevance of the
agricultural sector to the well-being of rural economy cannot only be encapsulated in
developments in the number of persons directly employed by the farm sector. Agriculture
is the predominant user of rural territory and its manifold functions constitute an
important function in the rural landscape. Farm practices can have positive effects such as
maintaining a particular form of landscape, biodiversity, or negative effects such as
causing groundwater pollution. There is thus a widespread and growing awareness of the
importance of the various linkages between farm practices, rural amenities and
environmental sustainability.

Moreover, the agricultural sector is increasingly dependent on inputs which are not
supplied by farmers, including purchased services such as contracting, technical, financial
and business advice. New linkages and relationships among levels in the production-
marketing chain have evolved which dramatically change the rural structure of
agriculture. Consequently, as emerging new technologies tend to substitute farm-supplied
inputs for purchased inputs, both the backward linkages (i.e. where the sector purchases
its inputs) and forward linkages (i.e. the market for an industry's output) of the
agricultural sector might be changing with important implications for the rural economy,
depending on where these industries are located.

Trends in agricultural policy

Governments have long intervened in domestic and international markets for
agricultural products. Most OECD countries utilise an array, often complex, of domestic
and trade measures to support their agricultural sectors. These include price supports,
quantitative restrictions on outputs or inputs, budgetary payments, trade barriers and
subsidies on inputs, reflecting multiple policy objectives and changes in priorities over
time. These different measures influence the flow of resources between commodity
sectors and regions and consequently inputs used, farm structure, incomes and the rural
economy. Agricultural policies have generally acted to increase input returns and resource
use in agriculture. However the pattern of this increased resource use and returns differs,
largely depending upon the type of agricultural policy considered.

Agricultural support policies in OECD countries have exerted varying degrees of
influence on the level and the mix of resources utilised in agricultural production. By
maintaining producer prices at levels above those on world markets, they have attracted
into and retained in the sector higher levels of resources than would have occurred
without such support. By prolonging the involvement of marginal producers in
agricultural production, these policies have maintained employment in agriculture and its
adjacent sectors, particularly in rural areas where there are often few alternative
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employment opportunities. In the absence of production-linked agricultural support
policies, agricultural production would have been lower; production could also have
tended to be more concentrated in rural areas with favourable conditions and to have led
to greater contraction of agriculture in less favoured rural areas. Moreover, agricultural
support policies resulted in excess of resources, particularly labour and land remaining in
agricultural production, thereby boosting agricultural and rural populations, or at least
curtailing their rates of decline.

Notwithstanding the aforementioned potential positive contribution of agricultural
support policies to rural economy, a number of factors may reduce or even offset this
benign effect. First, although in the absence of production-linked support, the incentives
for rural to urban migration might have been much stronger, it is unlikely that such
support would have been the most effective means of preventing the rural exodus and
reversing the long-term trend of young people leaving the countryside in many rural
areas. Second, the degree of support varies by commodity. Resources may have been
attracted into less labour-intensive products (i.e. more land and or capital-intensive
products). Third, the incentives created by agricultural support have not facilitated
employment, on the contrary they have favoured more capital-intensive farming methods
in many OECD countries. Fourth, the policies were unable to prevent the widening of
disparities in the agricultural sector and in the rural areas. In fact they may have even
exacerbated such disparities because most of their benefits are conferred to the most
affluent rural areas. Fifth, production-linked policies are neither very efficient nor very
effective in correcting market failures as positive externalities of agriculture are mostly
related to the continuance of farming rather than on the intensity of production. Further,
by bidding-up land rents, farm support might have deterred other non-farm industries
from locating in rural areas. In general, policies designed to retain resources in agriculture
effectively contributes to the problem of excess capacity in the sector, which in turn
lowers the rate of return on farm labour.

Price support has also become increasingly inefficient as a way of helping those in
farming who are most in need of income assistance as the benefits conferred are
proportional to output and hence to farm size. The largest farmers, who are generally also
the most profitable, receive most of the benefits. Across the OECD, the largest 25% of
farms produce 72% of the output and receive 68% of support, though this varies
considerable across countries and commodities (OECD, 1999).

Moreover, given that in many instances agricultural land is owned by non-farmers, an
important part of the income generated by price support is transferred to non-agricultural
landowners, many of whom do not even reside in rural areas. Such policies undermine the
development of the rural non-farm economy by bidding-up the costs of location-specific
factors and increasing the rural cost of living. OECD work suggests that only a quarter of
each extra dollar of market price support actually ends up in increasing farm incomes.
The balance of support is either capitalised into asset values (land) or transferred up or
down the food chain (input suppliers, processors, distributors) (OECD, 1996). Because so
much of the support is reflected in higher land values, the result over time is a higher cost
structure and reduced farm competitiveness.

Broadly speaking, agricultural policy measures that are directly related to rural
development could be grouped into three main categories:

e measures aiming at restructuring and increasing competitiveness of the
agricultural sector;
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e measures aiming at providing environmental services and for land management,
including support for specific areas; and

e measures aiming at wider rural development.

Measures aiming at restructuring and improving agricultural competitiveness comprise
a wide array of measures that promote structural change, amalgamation, modernisation of
farms and improvement of farmers’ living conditions. They include support for human
capital (vocational training, advisory services, the setting up of young farmers, early
retirement), physical capital (investment support for the improvement of production,
processing and marketing structures and for agricultural infrastructures, setting up
producer groups) and support focusing on quality and value added products (meeting
standards, food quality incentive schemes, food quality promotion, geographical origin).
This category of measures is provided to farmers or to the agricultural sector as a whole
and are, in general, applicable to all rural areas.

Reflecting heightened policy concerns over the environmental performance of
agriculture, OECD countries have increasingly made support payments to farmers subject
to environmental conditions (cross compliance). There is a great diversity of agri-
environmental payments across OECD countries and regions. In practice, agri-
environmental payments tend to be linked to on-farm practices associated with certain
environmental outcomes. Payments directly based on environmental outputs, such as
“improved landscape” or “more diversity”’, are rare. In particular, many European
countries and the United States have increased the use of these measures since the 1990s.
Some notable trends include the growing use of payments to support the adoption of less-
intensive farming practices (e.g. organic production); land retirement payments to
promote environmental objectives; and transitional payments to assist farmers in
implementing structural changes intended to benefit the environment. By contrast, some
countries, including Australia, make available payments administered through
community-based schemes involving local governments and other community groups.

Environmental and land management measures also comprise programmes for
farming in disadvantaged areas to enable farmers to continue farming despite permanent
natural handicaps. For example, in many OECD member countries, particularly in
Europe, special schemes for farming in mountainous and less favoured areas are
implemented, not to facilitate adjustment or modernisation of the agricultural sector but
rather to enable farmers to cope with these pressures and to prevent land abandonment.

Agri-environmental payments represent only a small proportion of the total amount
spent on agricultural support (financed by both consumers and taxpayers) to the sector
(around 3%). However, it should be kept in mind that the level of environmental
payments does not necessarily reflect the importance that governments accord to
environmental protection and conservation of natural resources, as other agricultural
policies are related directly or indirectly to the environment (e.g. natural disaster, general
services, regional assistance, cross compliance, etc.), while the plethora of environmental
regulations affecting agriculture is significant in most OECD countries.

Measures aiming at wider rural development include measures to encourage on-farm
diversification towards non-agricultural activities, support for off-farm activities and
strengthening the links between agriculture and other sectors of the rural economy,
including rural tourism, craft activities, renovation and development of villages,
protection and conservation of the rural heritage and agricultural water resource
management. Implementation of these measures involves a greater participation of rural
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farm and non-farm communities. In Australia, Canada, the EU and New Zealand, for
example, there are programmes which provide payments not to individual farmers but to
community-based groups of farmers. The role of government under such programmes is
to provide start up funding as facilitator and co-ordinator of local initiatives.

Since 1987, the OECD has been monitoring and evaluating agricultural policies in
OECD countries and measuring and monitoring the annual cost of agricultural policies of
its 30 member countries as well as a number of non-OECD countries using the Producer
Support Estimate (PSE). In a nutshell, the PSE measures the cost of support to farmers
from policies that keep domestic farm prices above those on the world markets (paid by
consumers), plus budgetary-financed payments and input subsidies (paid by taxpayers).
Another indicator, the Total Support Estimate (TSE), measures the cost of consumer and
taxpayer support to the agricultural sector as a whole (that is, not only to individual
farmers, but also for research, development, training, inspections, marketing and
promotion). Classification of policies into different categories is according to their
implementation criteria (i.e. conditions under which transfers are provided),
independently of their objectives and effects.

In 2004, total support associated with agricultural policies was USD 378 billion,
which is equivalent to 1.3% of total GDP across the OECD area (OECD, 2005). While
this total includes both support to consumers and to general services (such as agriculture-
related research, extension, inspection, training, infrastructure, marketing and promotion),
much of this support is directed at farmers (Figure 1).

To enable meaningful cross-country comparisons, the absolute value of producer
support is expressed as a share of gross farm receipts (%PSE). As portrayed in Figure 2,
there has been little change in the level of producer support since the late 1990s for the
OECD as a whole. It has fallen from 37% of farm receipts in 1986-88 to 30% in 2002-04,
a level of support already reached in 1995-97. In other words, on average, almost a third
of gross farm receipts across the OECD area originate from transfers associated with
agricultural support policies.

Figure 1. Total agricultural support in the OECD area

1986-88 2002-04
OPSE OPSE
@GSSE BIGSSE
oTcP gTcp

PSE = Producer Support Estimate

GSSE = General Services Support Estimate
TCP = Transfers to consumers from taxpayers
Source: OECD, PSE/CSE Database, 2005.
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Figure 2. Producer Support Estimate by country
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Countries are ranked according to 2002-04 PSE levels.

1. For the Czech Republic, Hungary, Poland and the Slovak Republic, 1986-88 is replaced by 1991-93 and 2002-04 by
2001-03.

2. EU-12 for 1986-94 including ex-GDR from 1990; EU-15 for 1995-2003; EU-25 from 2004.
3. For Mexico, 1986-88 is replaced by 1991-93.

4. Austria, Finland and Sweden are included in the OECD total for all years and in the EU from 1995. The OECD total
does not include the six non-OECD EU member states.

Source: OECD, PSE/CSE database, 2005.

Both the level and form of support vary very widely across countries, commodities
and regions. Iceland, Norway and Switzerland have more or equal than 70% of the value
of agricultural production accounted by support policies, while Australia and
New Zealand have less than 5%. In most OECD member countries, on average, livestock
products are more heavily supported than crops. For individual commodities, rice, sugar
and dairy are relatively highly supported, whilst oilseeds, poultry meat and horticultural
products are less assisted.

It is not only the level of support, but also the form in which it is provided, that
affects resource allocation and rural impacts. Agricultural policies that are closely linked
to production have the greatest potential to stimulate production, exacerbate
environmental pressures and distort regional allocation of resources. All other things
being equal, market price support (such as administrative prices, quotas, tariffs, export
subsidies), output payments (per output unit produced) and input subsidies (such as those
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apply to fertilisers, pesticides, water and energy) provide the greatest potential incentive
for output increase and intensification of input use, through stimulating farmers to change
their management practices and rates of input use and can have a negative effect on the
rural environment.

Shifting government priorities, domestic budgetary pressures and the implementation
of multilateral, regional and bilateral trade agreements have impacted on the agricultural
policy of OECD member countries. In a number of OECD countries both the number and
complexity of policy measures are increasing, as the centre of gravity of policy measures
shifts gradually from traditional market price support and output-related measures
towards sector-wide and non-commodity specific policies, particularly those
encompassing environmental and rural development concerns. Policy re-instrumentation
and the shift to area payments are likely to encourage more land use in rural areas.

The PSE calculations show that while the overall level of producer support for the
OECD as a whole has fallen from 37% to 30%, there has been a greater change in the
composition of support, with a noticeable shift away from transfers paid by consumers to
budgetary payments, and also between the different types of budget payments provided to
producers. The share of market price support and output payments taken together
decreased from 83% of overall OECD support to producers in 1986-88 to 65% in
2002-04 (Figure 3).

Figure 3. Composition of the Producer Support Estimate in the OECD area

- o 1]
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Market price support

Source: OECD, PSE/CSE database, 2005.

COHERENCE OF AGRICULTURAL AND RURAL DEVELOPMENT POLICIES - ISBN-92-64-02388-7 © OECD 2006



Part II. Setting the Scene — 59

Despite this policy shift, market price support (MPS) constitutes the largest and most
common policy intervention in the agricultural sector of OECD countries. Almost two-
thirds of total support in the OECD area as a whole in 2002-04 was provided in the form
of higher market prices. This type of support, is by definition commodity specific,
maintains domestic prices above world market prices for both producers and consumers,
thereby generating an economic transfer to farmers from consumers and from taxpayers
in the case of exporting countries. These higher prices are regulated or administered by
governments, and maintained via border protection. By raising domestic prices, it
effectively acts as a regressive tax on consumers. MPS is the only type of support that
simultaneously affects production and consumption of a commodity and as such has the
greatest potential impacts on production, consumption and trade. Payments based on
output are financed from government budget (taxpayer) and raise prices received by
producers. As such they have the same impact on production as MPS, but do not affect
consumption.

Market price support is often combined with supply controls. Such measures, which
are taken primarily to reduce excess supplies, although increasingly environmental
provisions are incorporated (cross compliance). They can be implemented in various
ways, with potentially different consequences for resource allocation and the rural
economy. They could be designed to restrict output (production quotas) or factor use (set-
aside, acreage) at the country or regional level. Supply controls are sometimes used as a
vehicle for targeting particular groups of producers in specific regions.

As well as output-linked support, payments based on input use also distort
production. They are also budget financed, and serve to reduce certain input costs. They
affect the utilisation of both fixed and variable inputs and encompass policies affecting
land and buildings as well as fertiliser, energy or transport use. The more the payment is
specific to a variable input the greater the incentive for production intensification and its
impact on production and trade. The share of input payments in support to producers has
remained fairly constant over the period, rising from 8% of the overall OECD PSE in
1986-88 to 9% in 2002-04.

In 1986-88, the majority of OECD countries had a share of transfers associated with
output and input-linked measures in producer support at or above the OECD average of
90%, including the EU, Iceland, Japan, Korea, Norway, Switzerland and Turkey. As a
consequence of policy developments, the share of these transfers in producer support is
now below the 2002-04 OECD average of 75% in the EU, Norway and Switzerland.
However, they remain above 90% in Japan and Korea. For the OECD area as a whole, the
combined share of output and input-linked support decreased from 91% to 75% over the
same period.

The reduction in the most distorting forms of support in some countries has been
accompanied by the introduction of other forms of support, which are potentially less
distorting and more closely linked to land. In 2002-04, the share of payments based on
area planted or animal numbers more than doubled to 16% of support to producers,
compared to 7% in 1986-88. These payments were particularly important in the EU (28%
of PSE) and Norway (18% of PSE). Payments based on historical entitlements (area,
animal numbers, yields, support or receipts) were first introduced in 1993 and represent
5% of overall support to OECD producers in 2002-04. These payments are mainly used in
Mexico, Switzerland and Turkey (18% of PSE) and the United States (14% of PSE).

While payments based on historical entitlements can be independent of current
production decisions (based on past support, farm receipts, or area and yields of specific
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commodities), area or headage payments are determined by current planting or animal
numbers. Although these payments can be targeted to specific income or environmental
objectives, they are most often implemented on a broad, sector-wide basis. They partly
benefit landowners, who are not always farmers, and benefit large farms more than small
ones. They may also encourage the use of environmentally fragile land, although
payments are sometimes conditional upon farmers undertaking some type of
environmental management practice (compliance), such as restrictions on mowing or
timing and amounts of fertiliser application. This can have positive implications on rural
areas.

Several countries are increasingly using payments based on input constraints for
sharing the costs of reducing, replacing or withdrawing resources from production, or
changing production techniques, including for environmental purposes. While the value
of transfers from these policies has more than tripled since 1986-88, they represent only
4% of the overall OECD PSE. In 2002-04, the share of these payments in the PSE was
5% in both the EU and the United States, 3% in Japan, 2% in Norway and Switzerland
and effectively zero in all other countries.

Payments based on input constraints are among the categories of support having a
smaller impact on the production and trade of specific commodities. However, as these
payments are based on land rental costs and/or costs of adopting and maintaining good
farming practices, which increase with production-linked payments, their level and hence
the costs of providing environmental services or reducing environmental damage are
higher than they would be in the absence of production-linked support. Policies requiring
producers to pay for pollution they cause, such as through taxes and charges or meeting
the costs of environmental regulations, also provide an important contribution to
improving the environmental performance of agriculture.

Some countries also use payments based on overall farming income or revenue,
which are the most effective measures in transferring income to producers and tend to be
less production and trade distorting. In 2002-04 these payments represent 17% of the PSE
in Canada, 10% in Australia, 5% in the United States and 3% in Norway. While
significant in a few countries, the importance of these payments has remained
consistently low at around 1% of the overall support to OECD producers.

Virtually all OECD member countries provide budget-financed services of a general
nature. Such support does not depend on individual farmers’ production decisions
regarding output or use of factors of production, and does not directly affect farm receipts
and can have important implications for agricultural structures and the rural economy.
Most of agricultural rural development measures are included in this category. They often
include research, extension, training, inspection and market promotion and in many cases
increase farm productivity. For example, while general services in the areas of advisory
services, training, research and development, and inspection services can improve long-
term productivity or expand the sector’s production capacity, the distorting effects on
production and trade are lower than producer support.

While support to producers has been falling, there has been an increase in the value of
support for general services to the agricultural sector, from 13% of the TSE in 1986-88 to
18% in 2002-04. The average %GSSE in 2002-04 was above 40% in Australia and New
Zealand, 30% in the United States, around 20% in Canada and Japan, and less than 15%
in all other countries. For all countries, with the exception of the EU, Iceland and
Switzerland, this was higher than in 1986-88, both in monetary terms (measured in
US dollars or euros) and as a share of the TSE.
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There have been some notable changes in the composition of support within the
GSSE. For example, marketing and promotion support has increased the most since the
mid-1980s, rising from 31% in 1986-88 to 41% of the overall GSSE in 2002-04. It has
always been the most important form of GSSE support in Turkey and the United States,
and now also in the enlarged EU.

About one-third of overall GSSE support is for infrastructure. It is particularly
important in Japan and Korea, and has been increasing in the EU, partly as a result of
financing available through the Rural Development Regulation. Support for research and
development, and for education remained stable at 12-14% of the overall GSSE, but is
around 50% or more of the GSSE in Australia, New Zealand and Norway. While the
share of inspection services in the overall GSSE remains small at just 4%, its share rose in
a number of countries, reflecting a greater public policy focus on food safety and on
maintaining sanitary and phytosanitary standards.

Trends in rural development policy

Following on from the discussion of the evolution of agricultural policy, the aim of
this section is to identify some of the key policy (re-)orientations that are emerging as a
result of the increased focus on rural development policy. The shift in the nature, content,
and administration of rural policies in several OECD countries since the 1980s has been
noted in numerous reports and studies, including those of the OECD. The changes
observed concern both 1) shifts in the policy focus and 2) adjustments to the governance
structure, in particular:

e a shift from an approach based on subsidising declining sectors to one based on
strategic investments to develop new activities;

e a focus on local specificities as a means of generating new competitive
advantages, such as amenities of an environmental or cultural nature or traditional
or labelled local products;

e more attention to quasi public goods or “framework conditions” which support
enterprise indirectly;

e a shift from a sectoral to a territorial policy approach, including attempts to
integrate the various sectoral policies at regional and local levels and to improve
co-ordination of sectoral policies at central government level;

e decentralisation of policy administration and, within limits, policy design to those
levels; and

e increased use of partnerships between public, private and voluntary sectors in the
development and implementation of local and regional policies.

The rationale for a territorial approach to rural policy is expressed in various ways of
which the following are the most common:

e many but not all rural areas still suffer from relatively low incomes, high
unemployment and under-employment, poor quality of employment, outward
migration of young people, and low-quality services which raises localised issues
of equity and cohesion (for example, within the EU rural policies are essential for
the achievement of cohesion objectives in Objective 1 countries like Greece and
Portugal);
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e some rural areas contribute to the quality of life of society as a whole because
they contain important public or quasi-public goods such as a clean environment,
attractive landscapes and cultural heritage; relatively socially integrated and
“safe” communities, and it is difficult or impossible to capture the relevant values
through the market;’

e the interests of the majority of rural citizens, and even most farm families, are
only partially served by sectoral policies, since they increasingly depend on
employment and income generated by a complex mix of interacting economic
activities;

In some cases at least, these arguments are about local market failures — the best-
known examples being those concerning public and quasi-public goods, of which the
natural and cultural heritage are most usually cited. But they may also be couched in
terms of imperfect knowledge or information, restrictions on access to resources and
services and other “market imperfections”, as well as in terms of social goals of equity,
political cohesion or sustainability.

Even though in many countries, sectoral policies, centralised sectoral administration
of them and subsidies to maintain existing activities remain very important, there seems
to be a consensus that rural development policy is evolving. The emphasis on rural
development policy is partly a result of concern that traditional agricultural policies,
notwithstanding the positive contribution of agricultural support policies to rural
economies, are not, or are no longer, the most efficient means by which to achieve rural
development objectives.

The new focus on rural development policy implies moving from agriculturally-based
rural development to broader, place-based rural development. In the past, public policies
have tended to focus on rural areas en bloc — treating them as homogenous, with uniform
problems and similar opportunities. Such an approach no longer reflects the reality of
diversity among rural areas. The development contexts of the French Auvergne, Tuscany
in Italy, the Spanish region of Andalucia and Portuguese Alentejo, for example, are
fundamentally different. All are rural areas — with low population density and significant
agricultural land use — but their development patterns are significantly different. As a
result, governments are increasingly recognising the need for a more locally tailored or
“territorial” approach.

Recent rural development literature draws primarily on insights from the new and old
economic geography and notions of endogenous development theory. These approaches
hold that mobilising and generating knowledge is the critical input to development, that
agglomeration of interacting actors are the sources of much of this knowledge, and that
economic proximity is necessary for knowledge pooling to take place. It is only the extent
to which particular places are loci of underexploited knowledge pools that it makes sense
to target public investments to places. In many countries, it is assumed that endogenous
development capacities and entrepreneurship are latent in rural areas and that specific
measures to encourage them are needed in order to bring out local dynamics of business
creation and development. Thus, the new course of action in many countries, has led to
tentatives to replace large-scale support programmes with a more selective approach
using packages of co-ordinated programmes focused on the development of the economic

3. Because relevant markets do not exist and are difficult or impossible to create and because the
“utilities” involved cannot only be considered and measured in economic terms.
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tissue of underdeveloped regions and rural zones.* These forms of aid tend to offer
collective services either to improve the quality of the business environment or build
social and human resource capital thereby indirectly helping local enterprise.

The rural development strategies being introduced by member governments are,
therefore, based on a multisectoral and global approach to the rural economy and take
into account the interdependence of its components and the diversity of its structures. The
recent trend to integrate sectoral action plans into more general territorial plans means that
rural development is now viewed in most countries as being spatially oriented and a
cross-sectoral policy area, which takes into account such issues as efficient and well-
targeted agricultural policies, active labour market policies, the creation of new market
opportunities, alternative uses of land (both within and outside agriculture), protection of
the environment and improvement of the quality of life, the provision of services and
infrastructures, and the need to address human capital issues.

Within these broad lines, the main areas of policy attention can be defined as:
economic  diversification, restructuring agriculture, strengthening transport,
communication and business infrastructures, developing human resources, amenity and
environmental resource policies, and adapted financing mechanisms. Many of these areas
overlap and policies are directed towards several of these areas simultaneously.

The most successful cases of integrated rural policies comprise some or all of the
following elements and policy objectives:

e efforts to reinforce rural economies, principally through diversification of
economic activities: often this involves creation of local products based on local
identity and aiming at a market niche, usually linked to local natural and cultural
“capital”, and including development of quality labels and guarantees linking
products to places, particular production techniques, etc.;

e upgrading of transport and communications infrastructure, promoting networks of
knowledge and expertise, supporting education and training, and increasing the
attractiveness of areas for new enterprises; including enhancing business
assistance especially efforts to diffuse new technologies through research and
development and the development of specialised regional institutes or centres,
enhancing business services, establishing inter-regional and international business
networks and encouraging endogenous innovative initiatives;

e attempts to restructure agriculture through intensification, modernisation and
increasing value added in productive regions, extensification and development of
multifunctional agriculture in less productive regions, and internal diversification
and quality products in areas of “traditional” agriculture;

e new ways of providing public services in rural areas, sometimes combined in
service centres and, as in the case of telemedicine and distance learning
sometimes using information and communications technologies;

4. The feasibility of large-scale projects (where central government involvement is greatest) is
increasingly under challenge. First, their structural and economic benefits are not fully
acknowledged. Secondly, big projects often arouse opposition because of ecological risks.
Lastly, high costs and the difficulty of enlisting private sector participation in low-return projects
make financing more difficult.
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Bringing these different elements together into a multi-sectoral policy capable of
promoting rural diversification and competitiveness, while increasing the quality of life of
rural inhabitants, represents, to varying degrees, a challenge for all OECD countries.

Despite the evolution of rural policies over the past two decades and the emergence of
new areas of activity, less progress has been made on developing effective financial
instruments to support rural policy. Nonetheless, some traditional tools have been adapted
to the new context and some new approaches developed. Most rural development
programmes are focused on strengthening areas in economic decline or facing special
problems by providing grants, subsidies and support funding, incentives, transfer
payments and fiscal arrangements. As such, they make up one element (more or less
explicit) in national regional policy or the general commitment to reducing disparities. In
addition, financial equalisation mechanisms exist in several member countries in order to
distribute funds more equitably on the basis of need and often tend to favour rural
regions. The current climate of budgetary restraint and the quest for improved cost-
efficiency have led, in some countries, to reduce or abandon large-scale automatic
subsidy programmes and replace them with a more selective approach focusing more on
the development of the economic framework of underdeveloped regions through indirect,
collective investments. This tendency to switch from direct aid to indirect support have
led in effect to the emergence of “mix” systems of rural policy delivery, where direct
subsidies have been scaled down and replaced with a wide range of measures offering
provision of services and collective access to packages of co-ordinated programmes and
initiatives.

The governance of rural policy

The design and implementation of an integrated rural policy requires changes in the
inter- and intra-governmental relations and between the public and the private sectors and
the civil society. From an analytical perspective, relations between actors form along two
different dimensions. First, a vertical dimension encompasses relations across levels of
government from the supra-national level to the national and the local one. Within this
dimension the role of different institutional actors can vary substantially: in some
countries the governance system is centred upon the national government, while in other
countries a crucial role is given to regions or to a federal system. In the former case, a
strong function of upper co-ordination has to be developed; in the latter case this should
be efficiently complemented by co-ordination at the lower level (regional or federal). In
regional or federal systems upper co-ordination does not lose its crucial role, it simply
changes its function: it is more geared towards the definition of an overall policy strategy
rather than towards the implementation of rural policies. The second key governance
dimension is horizontal. The focus in this case is on co-operation mechanisms which need
to be examined at both the central level of government (for example, between ministries)
and at the local level (for example, between municipalities and other stakeholders).

In practice, a wide variety of institutional arrangements for the delivery of rural
policy has been noted in OECD countries, but some common features are:

e decentralisation towards regions and localities, sometimes involving efforts at
community “empowerment”, n order to better meet diverse needs and conditions
found in rural areas and tap local knowledge and other resources;

e support for “bottom-up” development initiatives, for example through the
Canadian Community Futures Programme and the EU LEADER programme;
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e attempts at better co-ordination of policies affecting rural areas at central levels
through inter-departmental and inter-ministerial working groups or committees,
sometimes paralleled by rural affairs committees in national parliaments, and
possibly involving various forms of “policy-proofing” to ensure that all policies
consider the rural dimension (policy proofing is the process by which a
designated body “proof-reads” legislation to verify that rural issues have been
adequately considered);

e greater co-ordination and co-operation at regional and local levels usually through
partnerships involving the different public departments and agencies as well as
private and voluntary sector interests.

This section addresses the main issues related with the design and implementation of
place-based policies for rural development focusing on three key issues: 1) horizontal co-
ordination at the central level; 2) the role of the central and regional government and
vertical co-ordination mechanisms and 3) The role of local actors and lower tier
horizontal relationships.

Horizontal co-ordination at the central level

Central governments moving away from a sectoral approach to rural areas face the
question of how to organise their policy action to embrace an integrated approach.
Co-ordination is needed to encourage the various institutional and managerial systems
which formulate and implement rural policy to work together. Consistency is also
requested to ensure that individual policies are not contradictory, and that they converge
in a coherent strategy. This implies the political will to overcome sectoral tendencies and
an overall clarification of roles and responsibilities of different ministry/ies or agency/ies
in the field of rural development.

Various options are available ranging from a clear-cut separation of responsibilities to
more flexible forms of inter-ministerial co-ordination. The first solution may imply the
creation or reform of a ministry or agency with enlarged capacities and explicit
“jurisdiction” over rural development issues. National and central authorities in the
United Kingdom and Germany represent examples of institutional innovation in this field.
In the United Kingdom, the same central authority, the Department for Environment,
Food and Rural Affairs (DEFRA), embodies wider responsibilities over a broader set of
areas including the environment, food and rural affairs. In Germany the Ministry of
Agriculture includes competences upon food and consumers’ health. In other countries,
responsibilities over agriculture, environment, food and consumers’ health are distributed
among several national administrative bodies, resulting in a fragmentation of these
functions and frequent conflicts in decision-making processes and resources distribution.
There are some positive implications in the concentration of different responsibilities
within the same authority: a more open coherent view for rural areas, the concentration of
technical and administrative skills and the possibility for a more integrated programming
approach.

When such functions cannot be identified in one institutional authority, a more
flexible approach can involve upper-horizontal partnerships built around inter-
departmental and inter-ministerial working groups or committees. In Mexico for example,
the implementation of the Micro-regions Strategy involves the co-ordination of more than
60 different sectoral programmes belonging to 16 different ministries addressing rural
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areas. Through the Principles for Inter-ministerial Co-operation and Co-ordination
Mexico has opted for a co-ordinative agreement among ministries to introduce a place-
based approach to rural development.

A similar approach can be found in other countries for types of public interventions
requiring the financial contributions of several administrations or setting objectives that
cannot be pursued without the effort of different public actors. In Italy, for example, the
frequent and increasing scarcity of water resources in southern rural regions calls for a
stronger co-ordination of public interventions from several national and regional
administrations. To this aim, a special inter-ministerial committee has been set up in order
to improve horizontal co-ordination among several ministries including Agricultural
Policies, Environment, Infrastructures, Economy and Treasure, Health and Social
Security. Other interesting institutional solutions come from Italy’s ‘“negotiating
planning”. This definition refers to several forms of public interventions implemented in
recent years involving national, regional and local actors, like the “Institutional
Agreements” that not only incorporate horizontal co-operation mechanisms (between
different national administrations), but also innovative forms of vertical co-ordination.

Role of the central government and vertical co-ordination mechanisms

Many OECD countries are actively encouraging local actors to participate in the
design and implementation of place-based policies for rural development. This shift
requires that central governments re-define their role and devise new multi-level and
cross-sectoral co-operation frameworks. The multi-level governance perspective
emphasises power sharing between different levels of government, with no centre of
accumulated authority. It does not portray the levels of government in a hierarchical
order, but instead acknowledges that policymaking requires a growing interdependence
between a wide range of actors, each bringing specific sets of skills and resources into a
partnership. Issues arising from a multi-level governance perspective may involve not
only national, but also supra-national actors. The presence of supra-national actors is
particularly significant in the European context where the main EU institutions (European
Council, Parliament and European Commission) play a crucial role in providing a
conceptual and legislative framework for the development of rural development policies.

Different models of multi-level co-ordination frameworks for the implementation of
rural development policies can be identified. From this point of view, underlying
principles in the EU Regional policy and Rural Development Plans but also embodied in
programmes in several OECD countries constitute useful illustrations of governance
frameworks for the phases of design, implementation, monitoring, assessment and re-
design of place-based policies for rural development (Box 1).

The originality of such arrangements, that introduce into the traditional hierarchical
relations some innovative form of organisation based on negotiation and learning
processes, lies in the “sub” level not being looked upon as the mere recipient of a
mandate. On the contrary, it is made responsible by virtue of its participation in decision-
making and also in the implementation of the policies that it decides. These arrangements
require a high level of participation, effective knowledge sharing and competence on the
part of local representatives. To limit “moral hazard risks” that this type of principal-
agent relation involves, national or supra-national authorities draw up contracts and
establish mechanisms to monitor and evaluate the effectiveness of multi-tier co-
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ordination and co-operation and the efficacy of the resulting policies. Traditional
evaluation mechanisms include reporting, programme review, and cost-benefit analysis.
The evaluation has to be a function of the objectives set in the original contracts. Targets
and performance indicators (both quantitative and qualitative) should thus be established
in a way that allows the effectiveness of local governments’ actions to be judged with
fairness and homogenous standards.

Box 1. Examples of vertical contractual arrangements in support of rural development

The European Structural Funds (European Regional Development Fund, European Social Fund and European
Agricultural Guidance and Guarantee Fund) have been recently reformed by Council Regulation (EC) 1260/1999
which establishes the general provisions on the Structural Funds and introduces goals and elements to multi-level
policy-making. The regulation stipulates that Community actions shall be drawn up in close consultation (referred
to as the “partnership”) between the Commission and the member state, together with the regional and local
authorities, economic and social partners; and other relevant bodies. “Partnership” shall cover the stages of
preparation, financing, monitoring and evaluation. A particularly interesting mechanism operating within the
European Structural Funds’ system (for the 2000-06 programming period) is “the performance reserve” introduced
by Agenda 2000. The reserve issues penalties and rewards set by the European Community Support Framework
(ECSF) for Operational Regional Programmes in Objective 1 regions. The “accountability” of this mechanism is
crucial to its effectiveness and its acceptance by all the actors involved. All partners (European Commission,
national and regional administrations) participate in the definition of the evaluation criteria which are formally
included within the ECSF. Italy has decided to extend the use of performance reserves: in its Objective 1 regions
the role of the reserve has been strengthened both financially and operationally.

In France, the Contrats de Plan Etat Région, since their inception in July 1982, have served in successive
waves to underpin the multi-level co-ordination of regional development policy. Under these contracts, each
partner enters into a commitment as to the nature and financing of various projects. The central government is
represented by the préfet who has a broad mandate to negotiate with the regions, the latter being designated as
the “pilot” level of government for policies relating to territorial economic development. That said, some critics see
such arrangements as being more an instrument of State devolution than as imparting any real impetus in
partnership terms.

In Germany, the programming system of rural development comes from a joint decision process where the
central level (Bund, Federal State) and regions (Lander) agree on a common framework for the Regional Plans of
Rural Development. A joint committee (the Federal-Regional Planning Committee, PLANAK), including
representatives from the Bund and regions, defines the Pluriannual Plan (GAK) according to the general
framework. The Pluriannual Plan defines not only general strategies but also specific interventions that are
considered as priorities at the national level. Each Lander, in designing the Regional Plan of Rural Development,
includes priorities established by the GAK as well as measures chosen independently from it. All measures are
co-financed by the European Commission, the Federal State and regions. Rules of co-financing are established
within the Pluriannual Plan. The entire programming process assures that decentralising rural policy is consistent
with establishing more general strategies and priorities.

Within vertical relations between the supra-national and local levels an increasingly
important role is played by the “intermediate level”. In the more decentralised countries (such as
Germany, Italy, and some autonomous communities in Spain), regional authorities have been
assuming a lead role in:

e programme design and implementation;

e negotiating competences and resources with supra-regional institutions (EU and
state);

e allocating resources among local communities;

e monitoring, evaluating and control of local projects.
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As a result of a reinforced intermediate institutional level, the role of state and central
government bodies shifts its focus towards:

e establishing a general framework of rules for rural policies;

e defining national strategies and priorities;

e allocating resources among regions and other intermediate bodies;

e evaluating consistency between regional and national programmes;

e establishing a system of monitoring and evaluation of regional programmes;

e establishing a system of penalties and rewards in order to stimulate “virtuous
competition” among regions and other intermediate bodies.

The role of local actors and lower horizontal relationships

Countries are increasingly relying on bottom up approaches to rural development
that involve associations of local actors. The conventional justification for development
of local co-operation mechanisms in rural areas is the need to achieve economies of scale
and to account for territorial spillovers. Thus, small municipal authorities may seek to get
closer in order to attain a more efficient size for the provision of public services. This, for
example, is the main reason given for municipal mergers in Denmark, Canada, Finland,
Korea and Japan. Moreover, as administrative boundaries do not necessarily coincide
with areas that are relevant economically, municipalities can co-operate with the aim of
playing a more effective role in local economic development through exchanging
information, sharing responsibility for certain investments and programmes (such as
territorial labelling and marketing schemes to differentiate themselves from other areas)
and dealing with territorial externalities. When applied to rural areas, the logic that
emphasises the potential linked with increased local co-operation runs opposite to the
traditional approach focusing on mechanisms that compensate for comparative
disadvantages of lagging rural regions.

This logic is at the base of different local partnerships that have been developed in
recent years as part of a new governance of rural development policy. These have evolved
differently depending on the institutional and administrative characteristics of every
country. One way to conceptualise the new vision of bottom-up rural development is
what is called in many countries a micro-region, that is to say an association of local
authorities aiming to achieve common development goals. Another example is that of the
UK’s Local Strategic Partnerships (LSPs). These represent new and evolving forms of
local governance pulling together the local authorities, the business sector and the local
voluntary and community sector. The aim, particularly in more rural LSP areas where
there is little separate regeneration funding available, is to get all the partners to support a
shared 'Community Strategy' for the area and to incorporate their existing budgets
towards meeting the objectives within the agreed strategy. In the case of the EU
LEADER initiative, local co-operation for rural development has taken the form of Local
Action Groups (LAGs). This type of local partnership is characterised by the participation
of different actors, including municipalities, sub-regional government institutions and
development agencies. The participation of private actors (private firms, co-operatives,
associations, non-profit organisations, farm organisations, other categories organisations,
etc.) is also important (Box 2). Other forms of innovative local partnerships have been set
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up in the US and in various European countries within the EU programmes funding the
“employment territorial pacts”.

These experiences present some common features and underlying principles. First, a
target area is defined based on administrative and/or functional criteria. The size of the
target area differs according to the type of programme and, sometimes, to the amount of
public and private investments available. The definition of the target area may follow two
different approaches: a) a bottom-up approach where the area is defined on the basis of
the project strategy and the autonomous decision of the partners promoting the project; or
b) a top-down approach where eligible areas are chosen ex ante by national or regional
authorities. In the latter case, the choice depends on territorial priorities established by
these authorities. Second, local public and private actors join a partnership and pool
knowledge and resources. The leadership in these partnerships is not the exclusive
competence of elected authorities but can be effectively carried out by private actors or
other elements of the civil society. The role of the private component is often the key to
guarantee the necessary financial support to the project. The public component of the
partnership contributes with political support to local initiatives and provides necessary
administrative competencies and skills. The interaction among public and private actors
generates the legitimisation to the project within the target area. Third, a rural
development strategy is developed around a shared “vision” of the territory and a set of
common objectives. This is frequently the result of a complex process, where different
and often conflicting views on the most appropriate strategies for the whole territory
converge. The role of the mediator of such conflicting views is ideally assumed by a local
“leader” who is capable of leading the strategy and project design.

Box 2. Fostering co-ordination at the local level: some examples

In France, reforms in the 1990s, seeking to re-group small towns and areas (“Communautés de Communes”,
“Communautés de Villes”) with new mechanisms based on the principle of transferring competencies to a
supra-municipal body disposing of own fiscal powers, have led to the creation of more than 2000 such entities
known as EPCIs (“Etablissements Publics de Coopération Intercommunale”). With an average membership of
12 municipalities, these bodies carry out spatial planning, economic development and infrastructure investment.
In 1995, an innovative approach to municipal co-operation was taken by opening up this possibility to voluntary
groupings of municipalities not necessarily belonging to the same “département” or “canton”, thus transcending
the traditional administrative boundaries around which co-operation was hitherto organised. The law of
4 February 1995 legally recognised the notion of “Pays”, a small area characterised by “geographical,
economic, cultural or social cohesion”. One hundred such groupings were created over five years, with most of
these receiving national funding on a competitive basis considering the coherence and merits of their local
development strategy and projects. The financing of the operational expenses of the “Pays” is ensured by the
member municipalities, with investment for projects receiving multi-annual support within the framework of the
CPER (“Contrat de Plan Etat-Région”). Around 300 “Pays” exist today or are in the course of creation.

In Italy, various multi-level contractual instruments were introduced from 1998 within “negotiated planning”.
Recently, the need to adapt the “legal” geographical boundaries of districts (i.e. as identified by administrations)
to the economic scale of development of the territories has prompted other important institutional innovations.
Today, the “multisectoral districts” of Emilia-Romagna or the “meta-districts” of Lombardy can be the contractual
partners of the regions. A logic very close to the “old” Territorial Pacts (Patti Territoriali) is that followed by
“Integrated Territorial Projects” (ITPs) as a modality of implementation of Structural Funds. ITPs were
introduced for Objective 1 Programmes and were then extended to the other types of regions. ITPs are a
combination of different measures deriving from the Structural Funds on the basis of local strategies designed
by local partnerships. The selection of projects is usually made by regions on the basis of criteria agreed upon
with local partnerships.

(continued on next page)
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In Europe, the LEADER (Liaisons entre actions de développement rural) initiative, introduced in 1988, is based
on local partnerships (private and public) designing a development project for a target area whose size is
generally limited by administrative boundaries (not more than 100 000 inhabitants). LEADER has been
implemented three times (LEADER | 1989-93; LEADER Il 1994-99; LEADER+ 2000-2006). The number of
projects approved in Europe was very limited in LEADER | (experimental phase), but increased to almost 1 000
across 15 EU countries in LEADER II. In the last phase the number was lowered so that a higher concentration
of better-quality initiatives could be achieved. The main features of the LEADER approach are the following
ones: a) a bottom-up approach; b) integrated actions; c) a multi-sectoral vision; d) co-operation (local and
transnational); and e) networking. A similar approach has been introduced in Spain by the PRODER scheme
(Operational Programme for the Development and Diversification of Rural Areas). PRODER was introduced as
part of the 1994-99 programming of Structural Funds for Objective 1 to complement the LEADER approach and
extend it to areas that were excluded by it.

In the UK, the National Strategy for Neighbourhood Renewal Action Plan (January 2001) and the more detailed
LSP Guidance (March 2001) set out the Government’s initial model of what LSPs should be and what they
should do. This guidance reflected a cross-government commitment to LSPs by all departments and agencies.
The guidance made it clear that a LSP is a non-statutory, multi-agency body, which matches local authority
boundaries, and aims to bring together at a local level the different parts of the public, private, community and
voluntary sectors. LSPs are intended to operate at a level which enables strategic decisions to be taken while
still being local bodies. Local partners working through a LSP take many of the major decisions about priorities
and funding for their local areas.

In Germany, the LOCALE scheme was set up to implement the Structural Funds in Saxony-Anhalt for the
period 2000-2006. This consists of two strategic elements: a) support for integrated, territorial development
approaches below the federal State level; b) increased participation of local stakeholders in the implementation
of the Operational Programme. LOCALE was strongly influenced by positive experiences with LEADER, the
Territorial Employment Pacts and village renewal schemes. To qualify for LOCALE, applicants must devise a
Territorial Development Plan for a “functional, traditional and/or agriculturally cohesive rural area below the
district level”. The Plan must include SWOT analysis, budget and time schedules, the development objectives
for the area, monitoring methods and details of local stakeholders’ participation. The Plan is then assessed by a
regional decision-making body, including representatives of the federal State, and may be submitted to the
organisations administering the funds (Ministry of Agriculture, Ministry of Environment and Ministry of Industry
and Commerce).

In the US, several examples of innovative local governance in rural areas have emerged in recent years. In the
state of Minnesota, the creation of the Northeast Minnesota Higher Education District (NHED) in 1999 was the
catalyst that spurred innovations in other key institutions in the region. After seeing the benefits of one “super-
regional” umbrella for community colleges, governments and private actors across the region have begun to
cooperate more often and more extensively. Today the regional “thinking” has acquired a new identity and True
North has been established as a framework for local partnerships. Other examples innovations in rural
governance have seen as catalysts the Office of Rural and Community Affairs in Texas, the Manufacturing
Alliance in northeast Oklahoma and the Discovery Park at Purdue University.
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Annex Table

agﬁ:ilﬁg in Share of ‘ Share of Farmers Farmers Full-time
total agrlculture Average farm size (ha)| farms <35years >=65 regular farm
in GDP <5ha old years old labour (men)
employment

2003 2003 1990 2003 2003 2003 2003 2003
Austria 5.5 1.2 12 19 32 13 8 47
Belgium 1.7 1.0 16 25 28 8 19 67
Canada 2.1 2.2
Czech Republic 45 2.8 710 67 58 9 17 67
Denmark 3.3 1.6 34 55 4 8 16 67
Finland 5.3 1.0 27" 30 10 10 6 58
France 4.3 2.0 31 45 28 9 14 65
Germany 2.4 07 3" 41 24 12 6 61
Greece 16.3 5.4 4 6 76 7 35 54
Hungary 5.6 3.3 70 6 90 6 30 74
Ireland 6.4 1.9 26 32 8 11 20 80
Italy 4.7 2.2 6 120 77 4 40 65
Japan 4.6 1.3 1 2 96 6 56 32
Netherlands 2.7 2.0 16 24 30 7 16 54
New Zealand 8.1@ 8.7% 216 222 179 33@
Norway 3.7 1.4 9 18 14 10 8
Poland 18.4 3.0 70 12 67 16 15 47
Portugal 12.8 25 7 14 77 3 46 32
Slovak Republic 5.8 4.0 30" 30 92 5 26 69
Spain 5.6 3.6 15 55 6 32 70
Sweden 2.5 0.6 29 46 10 6 17 63
Switzerland 4.1 1.3 12 16 18 11 5 38
Turkey 33.8 11.9
United Kingdom 1.2 0.7 68 57 37 3 28 71
United States 1.6 2.0 187 224 50@ 12096 67%
EU15 4.0 2.0 19" 21 57 8" 30" 60
1. 2000.
2.2001.
3. 2002.

4. Less than 30 years old.
5. 55 years old and over.

Source: OECD (2005); Eurostat and various national sources.
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Chapter 2. Linkages between the Agro-food Sector
and the Rural Economy

Maureen Kilkenny'

Introduction

The agricultural sector is directly linked to the non-farm economy through its input
purchases and output sales to other industries. These linkages are complementary: the
more agricultural activity, the more purchases, sales, employment and activity up- and
down-stream. The sector is also directly linked to the non-farm economy through its
employment of land, labour, and capital. But those links are competitive: the more land,
labour and capital used by agriculture, the less available for other economic activities.

Agriculture is also indirectly linked through revenue and spending relations. Farm
income and spending provide a complementary indirect link to non-farm sectors. The
more farmers earn, the more they spend on other sectors’ outputs. The rest of the indirect
links are competitive. The more people and governments spend on food or fibre or farm
subsidies, the less there is to spend on non-farm goods, services, or income support.
Because of all these direct and indirect linkages, changes to farm policy affects land use,
income, employment and government budgets in the non-farm economy.

Furthermore, most of the effects decline with distance. Rural non-farm economies can
enjoy or suffer the most from incoherent farm policies. Primarily, farm policy has an
immediate and very local affect on land uses. Secondarily, the effect of farm policy on
labour is less, depending on the (im)mobility of rural people. Also, neighbouring urban,
as well as rural, capital markets can be affected by changes in net farm capital use. But
distant labour and capital markets may not be affected at all. Finally, the farthest-reaching
effects are through the direct inter-industry or input/output links. These linkages are
global now that transport costs are low enough to support very long-distance trade
(especially over water).

This paper analyses the variety of policy-relevant linkages between past and
prospective developments in the agri-food sector, the rural economy and society, and the
use of rural space across OECD countries. It pays particular attention to spatial and
geographic issues.

Historically, human concentrations followed agriculture, and, as formalised by von
Thiinen, agriculture concentrated around people. Dramatic improvements in agricultural
productivity, transport, the optimal scale (size) of farms and establishments, private
property rights, and the subsidisation of agriculture have induced significant changes in
the relations between farms and towns over the last two centuries. As industrialisation

1. Associate Professor, Department of Resource Economics, University of Nevada, United States.
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proceeded in OECD countries, large cities grew much larger and rural population shares
diminished. The adjustments forced upon rural people and the rural environment arising
from those market forces have motivated many rural development policy interventions.
While the policies are intended to assist, too often they cause new problems or exacerbate
old ones. Many expensive policies have no effect.

Rural people in some OECD countries still suffer the consequences of rural-to-urban
migration and relatively low rural property values (Canada, Finland, parts of France, parts
of Germany, Greece, Hungary, Japan, Mexico, Poland, Spain, Switzerland, Turkey, parts
of the United States). In contrast, in other OECD countries, urban-to-rural migration and
rising rural property prices challenge the farm sector (Belgium, parts of Germany, the
Netherlands, New Zealand, the United Kingdom, parts of France, parts of the United
States). While every place has unique features, fundamentally people are more alike than
different. In particular, there is a coherent explanation of all this variety. Thus, there is
hope for a coherent approach to rural development.

This paper will present a selective review of old and new economic geography to
provide a unified analytical framework that rationalises both types of migration patterns
and both low and high rural property values. Country size, infrastructure, proximities, and
population densities are all relevant explanatory variables, but they are insufficient for a
complete explanation. Some new theories are presented to explain more. The analytical
framework is applied to explain the effects of farm and rural development policies on
rural problems such as rural under-employment, urban sprawl or farm land-use
conversion, and “too low” or “too high” rural housing prices.

The structure of the paper is as follows. After a brief review of the historical
dependence of cities on their local farm regions, there will follow a discussion of why this
dependence no longer exists, and how that explains why rural areas no longer depend on
agriculture. There will then be a review of what determines property values, which
explains the self-defeating character of some farm support policies, as well as the
impotence of farm subsidies against farm land-use conversion. A correct explanation of
what determines land rents also highlights the non-market determinants of migration.
This clarifies why rational people migrate from low-cost rural areas to high-cost urban
ones. Because of urban amenities, such as social and culture-enhancing service sectors,
rational people migrate away from rural places where real income (as measured) appears
to be high.

Next, the argument for advocating that the rural service sector is a key to sustainable
rural development is presented, as, in contrast, are the pitfalls of an “export base”
approach. The discussion also focuses on the inter-sectoral links between agriculture and
manufacturing, and an analysis of subsidising directly-linked sectors as a rural
development strategy is provided.

Finally, new data are presented to show that, contrary to popular belief, capital
markets (for bank credit) are spatially circumscribed. The implication is that the presence
of rural bank offices that make loans as well as accept deposits are critical for
sustainable rural communities. In closing, the ideal role of governments in the market
economies of the OECD, where people are economically self-determined, is discussed.
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The historical dependence of cities on their local farm region

Agriculture has always been a critical determinant of human geography and
community development. Population concentrations historically located in either the most
inaccessible or accessible places. Inaccessible sites were chosen for the security they
provided. Accessible sites for human settlement were chosen for proximity to food,
where the land, water, and climate most favoured farming. The ancient cities that were
sited proximate to agriculture have survived to this day (Mumford, 1961).

The size of cities was historically determined by two features: farm productivity in
the local area and the costs of transporting agricultural products. Before the agricultural
and industrial revolutions that dramatically boosted farm productivity and significantly
lowered transport costs, only about 10% of a region’s population could be sustained in
cities, and even the largest cities were generally concentrations of fewer than 150 000
people (Bairoch, 1988; McEvedy, 1992). Only 200 years ago, almost 90% of the world’s
population lived in “rural communities” (Table 1).

Since then, there have been dramatic increases in farm productivity and dramatic
decreases in transport costs. There do not appear to be any constraints to modern city size
(Glaeser and Kolhase, 2004). Modern people no longer have to live close to farms. And
farms do not have to be close to people. Cities, however, continue to be “in the middle of
farms” because of that historic legacy and some path dependency (which we will be
discussed in a later section). But it is no longer necessary for either customers or farmers
to live on crop land (there remains a need to live near one’s livestock, however). Rural-
to-urban migration can continue until people are satisfied with the real income and quality
of life they find wherever they live.

Table 1. Percentage of population living in rural areas

1700 1900 1950 2000
Europe 89 70 57 26%
America 89 71 52 24%
Africa 96 94 88 63%
Asia 89 91 85 63%

The criterion for an urban place is a population of a minimum of 5 000.

Source: adapted from Bairoch, 1988, Table 31.1, p. 495. Data for the year 2000 are from the population division
of the United Nations: www.un.org/esa/population/publications/wup2001/WUP2001 CH1.pdf.

What determines land use, property values and farm proprietor income

Since 1824, when von Thiinen published his explanation of how land is allocated to
its most profitable uses, it has been possible to predict which activities will occur and
where, if revenues, production costs and transport cost rates for each possible activity are
known. The net revenues over costs decline with distance from the market destination.
This profit will be captured by the owner of the fixed factor of production: land. If land
markets are competitive, all other profits will be driven to zero. The profit at each
location, R(d), thus called bid rent, is formalised as:

P-Q-¢(Q)Q-t-d-Q =R(d) (M
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where R(d) denotes land rent at distance (d) kilometers or miles from the market. P and
0 denote output price and output quantity; c¢(Q) is the average production cost per unit
(exclusive of land rent); and ¢ is the output transport cost rate per unit per km or mile.
Land will in general be allocated to the use that earns the highest bid rent at each location.

The model is also informative about local income determination. With respect to
agricultural users of land, proper economic accounting practice dictates that a farmer’s
wage (the opportunity cost of his labour time) is included in costs (¢(Q) in equation 1).
Because labour is mobile — people commute or migrate — this portion of a farm
proprietor’s income is independent of changes in farm policies. It depends instead on the
return to non-farm labour in the area. This implies that increases in the rate of return to
Jarm labour depend on increases in the prosperity of the local non-farm economy, not on
increases in the return to farm production or farm land use. Increases in farm productivity
merely release land and labour from farming. Where the local non-farm rural economy is
impoverished, farmers are likely to be “land-rich but dirt-poor.” These situations cannot
be ameliorated by the provision of additional farm subsides of any kind, coupled or
decoupled.

Furthermore, the fact that profits tend to go to the owners of the relatively fixed
factors of production (to the most inelastic part of the vertical market chain) leads to the
problem that if a land-using activity is subsidised, the subsidy directly raises the bid rent,
and thus the land price. In the United States for example, farm land values are estimated
to be 30-40% higher because of US farm support than they would be without the
programmes. This causes a third problem. It erects a barrier to entry, excluding young
people from farming. Many OECD countries share the problem that the population
engaged in agriculture is old (e.g. the US, Japan, Spain). This problem is exacerbated by
the provision of subsidies, coupled as well as the so-called decoupled subsidies, because
both encourage farm land use.

Fourth, farm subsidies encourage farm size expansion, farm consolidation, and the
reduction in the number of farmers in rural areas. The fact that there are significant
economies of scale in agriculture means that costs per unit decline (and profits per acre
rise) the larger the farm size. Thus, all farmers have incentives to expand their land use.
The provision of farm subsidies provides the wherewithal to acquire land. Indeed, that is
the mechanism by which subsidies end up in the value of the land.

Thus, this simple 200-year-old model clarifies why farm support policies have the
four unintended and undesirable effects of leaving farmers “land-rich but dirt-poor”,
excluding new farmers and young people from the industry, enabling farm size
expansion, and causing rural depopulation.

The model also helps in understand why farm support is impotent with respect to
curbing urban sprawl, as will be argued below.

The extent of farming around a market centre (usually the city) is limited by the cost
of transporting the land’s produce. The extensive margin (d) is the distance at which bid
rents just cover opportunity costs. If there are no alternative land uses, this is where rents
are zero: d° = (P-C)/t. When there are alternative uses, the extensive margins are found at
the distances at which the activities return comparable bid rents. That is:

COHERENCE OF AGRICULTURAL AND RURAL DEVELOPMENT POLICIES - ISBN-92-64-02388-7 © OECD 2006



Part II. Setting the Scene — 77

Qi1 =c1) = QP =) = dpp (2)
t1Q1 — Q2

formalises the distance at which land used for activity 1 (such as urban land use) stops
and land use by activity 2 (e.g. farming) begins. Von Thiinen’s model rationalises the
land use around towns: land closest to the town is used to produce high-value, expensive-
to-transport (i.e. perishable) crops, such as fresh vegetables and dairy. Farther out it is
economically feasible to cultivate field crops and grains. Pastures and range lands are
farthest out. This model explains urban as well as rural land-use patterns today
(Samuelson, 1983).

The data show that the land rent gradient, however, rarely declines smoothly from the
city outwards. It is typically at least 4, and can be 20 times higher within urban zones, and
it drops immediately and precipitously at the extensive margin between the town’s
residential areas and farm lands. For example, an acre of vegetable farm land in the very
urbanised state of Rhode Island returns about USD 11 000 per acre (Rhode Island
Agricultural Digest, 2003), while the value of housing land is between USD 40 000-
80 000 per acre. In San Francisco USD 80 000 buys less than a quarter of an acre
(Glaeser and Gyourko, 2002).

The implication is that subsidies at the rate of 3 to 20 times the value of land in farm
production would be required to compensate farmers on the rural-urban interface to keep
their land in agriculture. It would be prohibitively expensive to attempt to thwart farm
land conversion to urban uses via farm subsidies. And it would have the undesirable side-
effect of further inflating housing prices (Quigley and Rosenthal, 2004).

Non-market amenities, wages and rents, and migration

Currently, just one-quarter of the population in OECD countries lives in communities
smaller than 5000 (Table 1). Rural householders have an incentive to migrate or
commute to city jobs if they believe they could enjoy higher returns to their labour (and
capital) than they earn from farming. If “return” is measured only in money, an indicator
can be estimated of the pressures for rural-urban migration — or the incentives to
transform rural areas into commuter zones — by how much the share of employment in
agriculture exceeds agriculture’s share of income (GDP). As shown in Table 2, these
pressures are observed in all but two OECD countries, the United Kingdom and the
United States.

The rural->urban migration incentives are relatively high in transition or recently
developed economies like Poland, the Slovak Republic, the Czech Republic, Portugal,
Greece, Ireland, and Turkey. But they also appear to be high in Austria, Finland, and
Sweden. The 58-59% increase in the average size of Austrian and Swedish farms,
however, suggests that this force is accompanied by on-going structural adjustment.
Their farm sectors are still evolving to larger farms with fewer farmers.

The release of labour from farming to the non-farm economy and rural-to-urban
migration typically continues until real incomes/employee equate. Real income is nominal
income adjusted for its local purchasing power, which is estimated by dividing local
personal income per household by the local cost of living.

Housing costs are the single largest component of the local cost of living. Thus,
nominal income may be low for rural residents but real income relatively high, because
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rural housing costs are relatively low. In this situation, employment/GDP may overstate
the pressure to migrate. Rural residents may accept a low nominal income in exchange for
a higher quality of life than they could afford if they migrated to the city. A high quality
of life in a rural area may be due to the quality of the area’s family, social, cultural, or
natural environment. It is also likely to depend on the depth and quality of the local
service sector (more on that later).

Table 2. Employment/GDP, change in farm size

Share of agriculture Share of Ratio of employment Change in farm size
in employment agriculture in GDP  share to GDP share 1990-2003

Poland 18 3 600%

Austria 6 1 600% 58%
Finland 5 1 500% 1%
Portugal 13 3 433% 100%
Greece 16 5 320% 50%
Ireland 6 2 300% 23%
Sweden 3 1 300% 59%
Turkey 34 12 300%

Italy 5 2 250%

Sgg:glic 6 4 200% 0%
Sﬁﬁi’énc 5 4 200%

Belgium 2 1 200% 56%
France 4 2 200% 45%
Germany 2 1 200% 14%
Hungary 5 3 167%

Denmark 3 2 150% 62%
Netherlands 3 2 150% 50%
Spain 6 4 150%

m;‘ém 1 1 100% —16%
aned 2 2 100%

Source: OECD, 2006.

As indicated above, many of the components of the quality of life in one’s place of
living are non-market amenities (the weather, the appearance of the natural or built
environment, the schools, the culture or social “flavour”, and so on.) The value of the
non-market amenity bundle in a place is also reflected, however, in local land prices and
wages (Roback, 1982).
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In particular, empirical analysis has shown that, indeed, people are willing to accept
lower wages or pay higher housing costs in order to reside in places with their preferred
amenity bundles. This evidence revolutionises our ability