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FOREWORD

OECD Ministers have agreed on the need for a concerted reform of agricultural policies and have
defined the principles and actions on which this reform should be based. The reform agenda, including
analyses of how the reform process can be promoted by measures aimed at facilitating adjustment in
the agro-food sector, has been a central focus of the OECD’s work on agriculture. The 1992 meeting of
the OECD Agriculture ministers “... recognised that it was necessary to examine in a coherent manner
the relationships among structural adjustment in the agricultural sector, environmental issues, and rural
development, and any measures used to address them”.

The report has been undertaken in response to this request by Ministers; it is one of a number of
studies carried out under the “Policies and Adjustment in the Agro-food Sector” component of the work
programme of the OECD’s Committee for Agriculture. It analyses the role of agriculture and agricultural
policies in the rural economy of OECD countries, primarily in terms of employment, income, output
and land.

The report was carried out in the Country Studies | and Structural Adjustment Division of the
Directorate for Food, Agriculture and Fisheries and Dimitris Diakosavvas is the main author. Other staff
and persons outside OECD were involved in the preparation of some of the case studies. Secretarial
assistance was provided by Annick Ronxin Rochard.

This report is published on the responsibility of the Secretary-General of the OECD as recom-
mended by the Committee for Agriculture at its meeting held on 30 September-2 October 1997.
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SYMBOLS AND ABBREVIATIONS

Agricultural area in use

Annual work unit. This is defined as being equivalent to the annual labour unit, in terms of
working hours, of a person employed full-time for agricultural work on a farm. Full-time labour
input is measured as the minimum amount of working hours according to national labour
contracts. An AWU is usually equivalent to 2 200 working hours.

Common Agricultural Policy
European Union
European Currency Unit

European size unit. This is a unit of measurement of the economic size of agricultural holding.
A farm has an economic size of 1 ESU if its total SGM is ECU 1 200 of 1990 SGM. In the EU
typology for agricultural holdings there are nine classes of economic size, the limits of which
are: 2, 3, 6, 8, 12, 16, 40 and 100 ESU.

OECD Group of the Council on Rural Development
Less favoured areas
Other gainful activity

Standard gross margin. This corresponds to the average value, over a three-year period and
in a given region, of production minus certain variable costs

Hectares
Percentage

Data not available
Nil or negligible
Not relevant



EXECUTIVE SUMMARY

BACKGROUND

The socio-economic development of rural areas, and the management and use of rural landscape
have become important issues for agricultural policy design in many OECD countries. Agricultural
Ministries are broadening the orientation of their policies beyond the farm sector alone to include
improvement of economic opportunities in rural areas, the sustainability of the natural environment
and the provision of countryside amenity. There is a growing awareness that agricultural policy reform
could, in many respects, contribute to rural development objectives. OECD Ministers, since the 1987
OECD Council Meeting, acknowledged that agricultural policy reform would better be addressed in an
integrated and comprehensive manner, encompassing concerns for rural development and
environment.

TRENDS

Diversity of opportunities and problems in rural areas...

Rural areas differ markedly in their development experience, economic structure, natural and
human endowments, geographical location, demographic and social conditions. Therefore, they are
affected in different ways, and to differing extents, by socio-economic and policy changes shaping the
national and international economic environment. There are rural regions which continue to experience
out-migration and declining population, while others demonstrate considerable capacity to adapt to the
rapidly changing socio-economic landscape. Knowledge and understanding of the processes involved is
a crucial element for policy. Increased diversity implies that policies need to respond in a differenti-
ated manner.

Policy makers are increasingly aware that rural development with its multiple objectives, such as
reversing out-migration, reducing rural poverty, stimulating employment and protection of rural ameni-
ties, cannot rely on agriculture and agricultural policy alone, but requires a broad range of viable
economic activities and cross-sectoral policies.

... but farm structures and changes in them have an important bearing on the viability
of many parts of the rural economy in OECD countries...

Farm structures affect the magnitude and spatial distribution of income and economic activity. The
regional distribution of benefits from agricultural support policies is also influenced by the structural
characteristics of the sector. Further, the linkages between the farm sector and the related upstream
and downstream sectors in different regions could have a major bearing on the extent to which those
regions are dependent on the sector as a whole. Thus, in order to understand the full effects of
agricultural policies and of agricultural policy reform for rural areas, it is important that the full range of
interdependencies that exist between the agro-food sector and the rural economy is explicitly
recognised. This raises a number of questions about policy options and the reform process for the
sector as a whole, and the answers differ between regions.

The agro-food sector in OECD Member countries faces continuous adjustment emanating from

economic and non-economic factors. Notwithstanding the great diversity of farm structures, farm house-
hold incomes and farm labour across OECD Member countries, the empirical evidence reveals that

15
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there has been a continuation of a number of long-term trends in farm structures, albeit different
regional patterns over the last twenty years.

Despite the general tendency for an increasing proportion of agricultural production to be concen-
trated in a declining proportion of farm holdings, family or small farms have not disappeared. Such
farms have proved remarkably adaptable to changing economic circumstances and multiple-job holding
has become widespread. There has been a decline in the total number of farms, but the decline is
attributable more to the fall in the number of middle-sized farms and, to a lesser extent, to the decline
in the number of small farms. In many cases, however, the number of large farms has increased rapidly.
The increasing concentration and specialisation of production and increasing diversity of the sector
have important implications for evaluating the ways in which rural areas are affected by agricultural
policies.

... and there is great diversity in agro-food’s contribution to the rural socio-economic fabric...

The empirical evidence suggests that:

— The agro-food sector is not synonymous with the rural economy. However, the sector is an
important source of income and jobs in many rural areas and is critical in determining the rural
landscape, even if the sector’s relative economic importance may be of marginal significance at
the country level.

— There is significant variation in the relative importance of the agro-food sector not only between
OECD Member countries, but also between regions within countries.

— Increasing importance of linkages throughout the whole agro-food chain in the role of agro-food
in the rural economy.

AGRICULTURAL POLICIES AND RURAL DEVELOPMENT

... but traditional agricultural support policies are increasingly ineffective in accomplishing rural
development objectives...

Agricultural support policies in OECD countries have many objectives, some of which are conflict-
ing. Agricultural support policies have exerted varying degrees of influence on resource use and returns.
By attracting into and retaining in the sector more resources than would have occurred in the absence of
agricultural support policies, they have positively influenced the socio-economic rural fabric. However,
the trend towards increasing integration of the agro-food sector in the whole economic system, includ-
ing rural economies, suggests that efforts to improve the economic well-being of farm families through
traditional agricultural support policies are increasingly inefficient. Production-linked agricultural sup-
port policies are not an effective means of achieving sustainable rural development. Although the
impacts differ, largely depending upon the type of agricultural policy considered, farm employment in
most countries and rural areas continues to decline. Farm support, by bidding up land rents, might
deter other non-farm industries from locating in rural areas. In addition, these measures could increase
inter-regional differences in income and employment levels as the largest benefits of agricultural
support tend to be channelled to the most affluent rural areas. Furthermore, output-linked policies, by
increasing the prices of fixed factors of production, increase the costs of production, thereby squeezing
farm incomes.

... and agricultural policy reform can enhance agro-food’s contribution to the sustainable
development of the rural economy, but the benefits are neither instantaneous nor without cost...

Given their diversity, agricultural policy reform will affect rural areas in different ways. It will give
rise to continuing and, in many cases, opposing adjustment pressures throughout the agro-food sector
as relative costs within and between regions and the geographic pattern of economic activity will alter.
Some agro-food production will tend to gravitate to those countries and regions in which there is a
competitive advantage. This will be associated with declines in output and employment in regions that
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lack competitive advantage. In some other regions, however, increased incentives for diversification
into new products or value-adding activities to meet consumers’ preferences, developing niche mar-
kets, and an increase in part-time farming and pluriactivity could allow farmers to stay in rural areas and
provide stimulus to rural economic development. The adaptation of agriculture to market signals would
also enhance the integration of farmers into the rural socio-economic fabric. The pace and time scale of
such pressures will vary among sectors, regions and countries.

In general, the incomes of farm households in economically integrated rural areas will be the most
affected because farmers in such areas were the principal beneficiaries of output-related agricultural
support. Nevertheless, in such rural areas farmers often enjoy multiple-income sources due to eco-
nomic diversity and will be best equipped to cope with reform pressures. On the other hand, in those
rural areas that lack competitive advantage in agriculture and where the prospects for diversification are
limited, a faster outflow of agricultural labour and a fall in agricultural incomes could lead to acute local
and regional problems. Thus, agricultural policy reform could accelerate underlying structural trends.
However, reform of output-related support policies accompanied by alternative policy mechanisms
targeting low-income farmers, those in particularly disadvantaged regions of those affected by structural
adjustment, as suggested by the 1987 OECD Council Communiqué reform principles will mitigate the
degree of hardship. As the social costs of adjustment usually precedes the benefits of reform, it is
important that governments have a coherent strategy for dealing with them.

POLICY CHALLENGES

... and governments will continue to face important challenges

An efficient and competitive agro-food sector will contribute to rural development. The challenge
for policy makers is to identify policy options to enable the sector to respond promptly and flexibly to
new opportunities, while dealing with problems of market failure directly. This underscores the increas-
ing need for harnessing the synergies between agricultural and cross-sectoral policies, with implications
for institutional structures. A coherent, well co-ordinated and targeted policy approach aimed at
diversification, promotion of high-quality regional products, provision of information, infrastructure,
direct income support and public goods would improve the competitiveness of rural areas. Policy
makers should balance the need for greater economic efficiency, with transparency and with environ-
mental and social concerns in rural areas. Policies should be transparent and regular monitoring and
rigorous evaluation are necessary. Although a coherent policy approach will differentiate among rural
areas, its effectiveness hinges heavily upon a clear understanding of stated objectives. The existence of
a wide range of often ambitious and inconsistent rural development objectives poses important
challenges to policy makers in devising and implementing cost-effective policies.

. BACKGROUND

1.1. INTRODUCTION

In recent years, greater prominence has been attached to rural policy objectives in most OECD
countries. Ministries for Agriculture in many Member countries are broadening the focus and orientation
of their programmes to include rural communities rather than just the farm sector. Within the EU, there
is an increasing recognition that agricultural policy reform could better serve rural development objec-
tives. The 1987 OECD Ministerial Council Communiqué, which set out the principles of agricultural
policy reform, recognised that the “adjustment of the agricultural sector will be facilitated if it is
supported by comprehensive policies for the development of various activities in rural areas”. OECD
Ministerial Communiqués have underscored the need for a well-co-ordinated approach to agricultural
reform policies, encompassing concerns for rural development through a greater emphasis on an inter-
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sectoral approach to policy formulation. OECD Agriculture Ministers, at their 1992 meeting, specifically
highlighted the importance of rural development objectives in the context of agricultural policy reform,
while noting that an integrated approach is required. The interactions and complementarities between
agricultural policies and rural development policies were further reinforced at the OECD Committee for
Agriculture meeting at High Official Level in March 1994, which devoted one of its three themes to Rural
Development.

OECD Ministerial Communiqués have also stressed the importance of pursuing work on rural
development policy in the programme of activities of the Organisation. In its 1988 Communiqué, the
Council at Ministerial level requested the Secretariat to study “the possible contribution to agricultural
reform that might be made by measures such as policies for rural development including environmental
aspects”.

Although policy makers are increasingly aware of the need to tackle agricultural policy reform
within the context of a coherent framework, there is a lack of comprehensive evidence on the inter-
linkages between the agro-food sector and the rural economy. A better understanding of how much
agriculture contributes to the rest of the rural economy should enhance understanding of the conse-
quences of the changes in agricultural policies and support on the rural economy and, further, might
assist in the design of better policies for more sustainable economic development in rural areas.

Most of the available information about the declining role of the agricultural sector in rural
economies refers only to primary agriculture and scant attention has been paid to the whole agro-food
sector. Very little is known about the extent to which upstream and downstream agricultural activities
are located in rural areas. Despite the growing importance of farm family pluriactivity, there is a lack of
knowledge on the sources of off-farm income and the more general effects of developments in the
wider rural economy on the structure of the agro-food sector. Further, there is an incomplete picture of
how alternative policy approaches in the context of agricultural policy reform might affect the well being
of rural areas.

Ongoing changes in agricultural policy reinforce the importance of more fully understanding the
role of agriculture in rural economies. The successful conclusion of the Uruguay Round should provide
new impetus to the movement towards trade liberalisation and a more integrated world economy. Most
countries have embarked on at least some market oriented reform of their agricultural policies. OECD
Member countries have begun to reduce their reliance on the most distorting forms of support to
agriculture and are increasingly moving towards direct income support. The consequences of these
policy changes for rural economies and the factors which could influence the choice of the policies to
facilitate adjustment is not yet fully comprehended. Concern over the effects of agricultural policy
reform on rural economies, particularly over the potential loss of agricultural employment, is a principal
consideration for policy makers in deciding the pace of reform and in choosing its form.

Because of different degrees of socio-economic diversification of rural areas, the importance of the
agricultural sector can vary substantially by location between and within countries. Thus, in order to
capture the full implications of agricultural policies and of agricultural policy reform for the rural areas, it
is important that the full complement of linkages that exist between the whole agro-food sector and the
rural economy is explicitly recognised.

An evaluation of the impact of agricultural policy reform on rural areas must account for this
underlying diversity and should encompass a complex array of overlapping issues such as rural and
regional development policies, interactions between structural change and agricultural policy, labour
market developments, as well as social equity considerations. This raises a number of questions about
policy options and the reform process for the sector as a whole, and the answers might vary considera-
bly between regions. It also underscores the increasing need to consider coherent, well co-ordinated
and targeted policies, which adhere to the principles of transparency, equity and efficiency, to facilitate
the necessary adjustment in the entire agro-food sector in the rural economy.

In order to deal with this complexity, the present study, which is undertaken in response to the
mandate received through the 1992 OECD Agriculture Ministers meeting and subsequent 1994 High
Level meeting of the Committee for Agriculture, focuses on a limited number of issues. The issues here
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have been chosen because they are not addressed at length in other work of the OECD Secretariat and
they are deemed to be of sufficiently general interest to be useful for OECD countries contemplating
policy reform. With these caveats in mind, the study seeks to clarify the key aspects of the role of
agricultural policies and policy reform with respect to the rural economy. It attempts to sharpen
understanding of those agricultural adjustment processes which are essential for effective policy design.
While it is recognised that changes in agriculture and the rural economy are affecting the social cohesion
of rural society, and that these in turn impact on the sustainability of agriculture and other rural sectors,
these topics are not addressed in the present study.

The study is organised in two parts. The first part consists of a Main Report, which analyses the
policy implications of the changing nature of the linkages between the rural economy and the whole
agro-food sector, primarily in terms of income, output, employment and land. It examines the implica-
tions of changing agricultural structures for rural economies in OECD countries and attempts to provide
some insights into the most important aspects of the inter-relationship between the agro-food sector
and the rural economies that are relevant for policy makers. The second part comprises case studies,
which complement the analytical work, focusing on issues which are the most directly related to the role
of agriculture and agricultural policies in the rural economy in Canada, France, Greece, Japan, New
Zealand, Norway and Switzerland. Where possible, the pilot studies cover a small number of diverse
regions in each country.

1.1.1. Main report

In this Part, Chapter 1 provides a general introduction to the study; it offers a succinct discussion of
the concept of rural economy and the objectives of policies for rural development in OECD Member
countries, and it presents a brief discussion of rural areas in the overall economy. Chapter 2 endeavours
to analyse available historical data on main trends in farm structures, which have evolved over the last
two decades, to illustrate the similarities and diversity within and between Member countries and to
obtain some insights into the inter-relationship between the farm sector and the rural economy.
Chapter 3 examines the implications of agricultural policies and agricultural policy reform as defined in
the 1987 Ministerial Communiqué for adjustment of factors of production in the context of the rural
economy. It also attempts to assess the importance of the whole agro-food sector in the rural economy,
particularly in terms of employment, income creation and land use. This involves both the direct and
the indirect contribution of the agro-food sector to the state of the rural economy and taking into
account intra- and inter-country diversity. It also provides a brief discussion of the structure, magnitude
and distribution of transfers arising from agricultural policies in OECD Member countries. Finally,
Chapter 4 attempts to synthesise the main points that can be drawn from the analysis and different
possibilities of consensus are presented which define the role of agriculture and agricultural policy
approaches in the rural economy.

1.1.2. Case studies

The overriding objective is to look at concrete agricultural policy measures and programmes in
OECD Member countries that have a bearing on the regional distribution of resources, including those
with structural measures which contain viability of rural areas as an explicit objective. The intention is
not to undertake wide ranging country case studies but rather to explore key policy issues. The pilot
studies assist in drawing some lessons on how alternative policy approaches might affect the well being
of rural areas. As such they could facilitate identification of policy options for strengthening the
contribution of agriculture to achieve viable rural economies.

Moreover, the pilot studies aim to enhance understanding of the geographical pattern of diversifi-
cation and adjustment of the agro-food sector in the process of policy reform. The diversity of socio-
economic conditions prevailing in OECD Member countries’ rural areas and the disparities among their
regions offer a challenging opportunity to analyse the different approaches used to facilitate the
process of structural adjustment.
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Against this background, the pilot studies attempt to address the following questions:

< To what extent have agricultural policies and agricultural policy reform significantly affected the
well being of different types of rural areas, and if so, how?

« To what extent have agricultural policies facilitated adjustment in the entire agro-food sector in
rural economies?

< To what extent have broad agricultural policies accommodated the increased diversity of agricul-
ture within and between OECD Member countries?

« To what extent have different agricultural policy measures addressed rural issues within an
integrated and coherent framework?

To achieve their objectives, the studies focus on aspects or issues which are particularly important
in the countries under consideration and do not attempt a comprehensive coverage of all topics for
each of the countries concerned. For this reason, although the framework is broadly consistent for all
studies, it was not considered fruitful to adopt a common methodology. Such an approach could inhibit
the ability to focus on the most relevant and interesting aspects of a given country’s experience and
policy concerns.

Within this structure, the focus is on the key problems or issues that are considered most important
in the case of each country in assessing the role of agriculture and agricultural policies in rural
development. The emphasis is on comparisons across regions within countries and over time, rather
than across countries. Further, assessments of specific policies are made in terms of their intended
objectives and against a set of indicators, to the extent possible. In addition, it was considered
important that the issues and regions selected reflect an appropriate range of the diversified agricul-
tural structures and policies prevailing in OECD countries, thereby offering a range of policy conclusions
that could be of value to other OECD countries.

Following extensive consultations with the countries concerned, the following regions and issues
have been selected:

Country Region Issue
Canada Yorkton region in eastern Saskatchewan Impact of agricultural policies and expected
and Annapolis region in Nova Scotia effects of 1995 policy reforms
France Brittany, Burgundy Role of the agro-food sector; evaluation
of agro-structural policies
Greece Crete Effectiveness of agro-structural policies
Japan Hilly and mountainous areas Role of agriculture and agricultural policies
New Zealand Rural areas Effects of agricultural policy reform
Norway Vestfold and Sogn of Fjordane Integration of agricultural with rural/regional
policies
Switzerland Canton Uri and Canton Zug Impact of direct payments on regional

performance in mountain and plain areas

The Canadian study has been prepared by the Canadian authorities. The rural areas of Canada,
with few exceptions, have long been reliant on the production of primary resources and the subsequent
export of these primary resources. This economy is now changing, moving from its dependence on
primary production towards more innovative and value-added resource-based industries and new
business opportunities. New information technology, new markets, international and domestic pres-
sures and changes to the policy environment, ranging from trade agreements, globalisation of markets,
to reduced government resources and the need to diversify and produce more value-added products,
set the stage for a number of adjustments and opportunities. These changes are particularly impacting
rural areas where agriculture is significant. Although the agriculture and agri-food sector is always
adjusting, the policy framework within which has operated for some time has taken a new direction. In
1995, the Government of Canada announced and commenced implementation of a number of major
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policy changes impacting the agriculture and agri-food sector. The study looks at the demographic and
economic profiles of the Yorkton region of eastern Saskatchewan and the Annapolis region of Nova
Scotia during the period 1981 to 1995 and describes the impact of the agriculture and agri-food policies
and policy environment during this same period. It provides observations on some of the factors
affecting regional economic development over the last decade, as well as some preliminary light on the
major current economic and social adjustments, occasioned by the recent shifts in government policy,
by technological innovation and by changes in demand and supply patterns.

The French study considers two regions: Brittany and Burgundy. Its objective is twofold. First, it
examines the role of the agro-food sector in the two regions. Second, it outlines the agricultural policies,
including agro-structural policies implemented and a critical assessment of the role of agricultural
policy in rural development in both regions is presented. Finally, the study identifies some of the
challenges confronting farming and associated downstream industries today and the strategies that
these sectors could pursue in order to adapt to the new policy environment.

The Greek case study endeavours to analyse the extent to which agro-structural policies have
succeeded in alleviating the main structural impediments which thwart the competitiveness of the
agricultural sector and consequently its contribution to rural development of the island on Crete. More
specifically, it attempts to address two issues: have agro-structural policies had a discernible impact on
farm structures, agricultural incomes and the rural population? What were farmers perceptions of these
policies? Such analysis is timely given the increasing prominence that these policies have recently
been accorded with the new implementation period, 1994-99, for EU structural funds. The time horizon
of the analysis is 1981 onwards, although in most cases data are only available until 1991. The island of
Crete was considered to be representative of the country in terms of its rural diversity, the importance
of the agricultural sector in the island’s economy, and the variety of agro-structural measures applied.

The Japanese study focuses on the rural economy in hilly and mountainous areas and draws some
conclusions about appropriate policies to revitalise these areas. The study first provides an overview of
hilly and mountainous areas in terms of their socio-economic structure as well as the structural charac-
teristics of their agricultural sectors. Then it discusses the overall agricultural policy setting and recent
development, particularly in the context of hilly and mountainous areas. An attempt is made to make a
preliminary assessment of the implications of agricultural policies for these areas, including market
price support measures and structural policies. To provide a concrete background to the analysis, the
paper compares two villages located in different geographical zones. Finally, the paper endeavours to
draw some conclusions about the possibilities and options of designing a more appropriate policy
framework to better achieve stated policy objectives.

New Zealand was considered to be a suitable case for two main reasons. Firstly, the agricultural
sector continues to be of paramount importance in the country. Secondly, the reforms undertaken both
sectoral and economy-wide, by New Zealand in the mid-1980s constitute the most comprehensive
reforms undertaken by any OECD country in recent years. Consequently, New Zealand stands out as the
OECD country with the lowest assistance afforded to the agricultural sector. New Zealand’s experience
of “farming without subsidies” could be very illuminating in providing insights on how the agricultural
sectors in other countries might adjust in the circumstances of radical policy reforms and on how such
adjustment will impact on the rural economy. The objective of this study is therefore to examine the
implications of agricultural policy reform for New Zealand’s rural economy. The study briefly outlines
the socio-economic profile of rural New Zealand; it discusses the relative importance of the agricultural
and adjacent agro-food sectors and the major structural changes over the last two decades; it then
focuses on the main effects of agricultural policy reform. Finally, it presents the main lessons drawn
from the reform experience.

The Norwegian study, which has been prepared by the Norwegian authorities, focuses on the
interactions between agricultural policies and cross-sectoral policies such as regional and rural devel-
opment policies. The analysis is based on two diverse rural regions: Vestfold and Sogn og Fjordane. The
study discusses the various policies in place to stimulate rural areas. These include traditional agricul-
tural policies such as price support, the Agricultural Agreement, various legislative measures, as well as
regional and rural development policies.

21



AGRICULTURAL POLICY REFORM AND THE RURAL ECONOMY IN OECD COUNTRIES

| 22

The Swiss study has been prepared by the Swiss authorities. Its objective is to examine the
regional implications of agricultural policy reform. The study is be based on two diverse rural regions: a
remote rural region, Canton Uri, and an integrated rural region, Canton Zug. To set the scene, the study
provides a short explanation about the reform in Switzerland. The agri-environmental programmes are
explained, specifically the two programmes which integrate production and organic farming. It then
presents a brief description of the socio-economic structure of the selected regions (i.e. the economy,
population, area, etc.). Based on available data, the process of adoption of the agri-programmes over
time in the two chosen regions is analysed and compared.

1.2. RURAL ECONOMY DEFINED

“Rural”, like “urban”, is a generic term that covers a multitude of circumstances. There are signifi-
cant differences in the conceptualisation of “rural” and defining what constitutes a rural area in any
country with precision is difficult. The most fundamental feature of rural areas is their place in economic
geography and the concomitant attributes associated with that place.

Box 1.1. Definitions of rural areas used in OECD Member countries

Austria: Rural areas are those areas which are non-urban or lack an urban centre.

Canada: Rural areas are those with a population of less than 1 000 and a density of less than
400 persons per square kilometre (Census definition).

Finland: Three types of rural areas are distinguished based on their prospects for development:
urban-adjacent rural areas, rural heartland areas and peripheral areas.

France: Rural areas are those areas which are non-urban or lack an urban centre.

Greece: Rural areas are defined as the territories of the communities with less than 2 000 inhab-
itants.

Ireland: Rural areas are defined as towns under 1 500 persons or open country districts (Census
definition).

New Zealand: Rural is defined on a geographical basis as those areas outside centres which have

1 000 or more people. The definition encompasses a continuum from areas without
people and sparsely settled territory through to small towns with fewer than 1 000 peo-
ple; and of very remote locations to areas surrounding small or even large cities. For
policy purposes, minor urban areas are also often as part of “rural”. Minor urban areas
are centres of population with between 1 000 and 10 000 people.

Portugal: Rural areas are those areas which are non-urban or lack an urban centre.

Sweden: The traditional definition is based on the dichotomy rural-urban, where urban is any
agglomeration of more than 200 persons. Recently a more elaborated system of catego-
ries was proposed by the national Rural Area Development Agency which distinguishes
different degrees of rurality based on travelling time. These are urban centres with
more than 3 000, countryside close to urban centres, countryside and rural areas.

United Rural areas are defined on the basis of ten indicators along the lines of Objective 1 and
Kingdom: Objective 5b of the EU.
United States: Counties are classified as metro and non-metro; non-metro or rural counties are further

classified by their economic and social base (Cook and Mizer, 1994). Counties desig-
nated as non-metro in 1993 are classified into six non-overlapping economic types
(i.e. farming dependent, mining-dependent, manufacturing-dependent, government-
dependent, services-dependent and non-specialised counties) and into five overlap-
ping policy types (i.e. retirement-destination, federal lands, community, persistent
poverty and transfers-dependent counties).
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Rural areas can be defined according to different criteria stemming from different aspects of rurality
— geographic, social, economic and cultural. Thus, not only would each definition result in a different
geographic and statistical coverage, but also would give a different orientation to any analysis, depend-
ing on the predominant attributes chosen for the definition. Further, it is important to recognise that
rurality is a dynamic phenomenon because as spatial changes in rural areas occur over time the nature
of rurality itself changes (Blanc, 1997; Cloke and Edwards, 1986).

Not surprisingly, definitions used vary across Member countries and a variety of socio-economic
criteria, including a high share of primary sector activities, intensity and profitability of farming, popula-
tion density, land use, distance, proportion of active farms, etc., are used (OECD, 1994b, p. 18; Errington,
1990; Saraceno, 1994; Berger and Rouzier, 1995; Box 1.1). In many instances “rural” is treated as a
residual category being defined negatively as not being “urban” rather than being explicitly specified
by its own properties. Definitions of “rural areas” are often crystallised into the rural-urban continuum,
the main factor being the degree of urbanisation (as demographic, socio-economic and behavioural
phenomena) and the main criterion is the distinction between urban and rural characteristics.? Overall,
the criteria used vary considerably from one country to another (OECD, 1988).

The OECD Rural Development Programme has conceptualised “rural” as a territorial or spatial
concept, not restricted to any particular use of land, degree of economic health, or an economic
concept. It has distinguished three types of rural areas, on the basis of their place in economic
geography (OECD, 1993, pp. 32-40).2 This three-type typology refers to economically integrated rural areas,
intermediate rural areas and remote rural areas. This typology provides the basis for differentiating among
rural policies and has been used by the GCRD to analyse alternative policy measures for creating rural
employment (OECD, 1995e¢). A tripartite typology of rural areas is useful insofar as it can help reveal
diversity in rural areas, rural development options and opportunities, and ensure real territorial differ-
ences in policy analysis. The typology is based on the assumption that knowledge and understanding of
different types of rural economies and their distinctive socio-economic profiles can aid policy makers.
This typology is primarily a function of geographic and economic remoteness from urban centres.
Economically integrated rural areas are growing economically and demographically, often located near an
urban centre, with incomes generally above the rural average. Although farmers make up only a small
part of the work force, farm incomes are typically higher than the average. Intermediate rural areas are
areas which are relatively spatially remote, but their good infrastructure provides easy access to urban
centres. These are areas traditionally dependent on agriculture and related activities, particularly in
terms of jobs, although they are increasingly diversified into other sectors such as manufacturing and
services. Remote rural areas are usually sparsely populated and are often located in peripheral regions far
removed from urban centres. They are characterised by low population density, ageing population,
minimum infrastructure and services, low skills and incomes, and weak integration with the rest of the
economy.

1.3. RURAL AREAS IN THE OVERALL ECONOMY

« Policies for rural areas must increasingly recognise the diversity of socio-economic conditions.

Rural areas comprise more than 90 per cent of the national territory in OECD countries. About one
third of the total OECD population lives in rural areas and in many countries they contribute more than
a half of total employment (OECD, 1994h, Table 2, p. 27). Rural areas in OECD Member countries are
highly diverse, exhibiting a wide range in average per capita incomes, having a variety of economic
bases and consequently different degrees of integration with the rest of the economy. Ageing and
depopulation, primarily among those individuals in the prime working age categories and in higher
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levels of educational attainment, have been the most conspicuous problems confronting the viability of
many rural areas, particularly for the remote areas.

As is the case for the economy as a whole, rural economies have been experiencing continuous
pressures stemming from structural change and globalisation. As was highlighted at the OECD High Level
Meeting on Rural Development, many rural areas are likely to undergo profound adjustments in their socio-
economic structures to respond to pressures emanating from increasing integration of the world econ-
omy, new (mainly information) technology, emerging environmental concerns and structural changes in
the agricultural sector following policy reform. Consequently, they have become more diversified in
terms of economic, social and demographic conditions. Notwithstanding the great degree of diversity of
economic activity, improvements in communications, infrastructure and transportation have led to
increasing specialisation in many rural areas.3

The process of economic development and integration has created new economic opportunities for
rural industries in many rural areas. In a number of OECD Member countries, some rural areas have
buoyant and dynamic economies which are successfully adapting to the continuous pressures for
adjustment and are the driving force for employment creation for the overall economy.

Enhanced diversification of the rural economy has been a major development in the past fifteen to
twenty years. During the 1950s and 1960s, the traditional pattern of migration was the rural exodus as
“poles of growth” were heavily concentrated in large urban and industrial centres. Since the 1970s,
however, the situation has begun to change and diversification of rural economies has emerged as a
new feature. Population in rural areas of OECD countries grew in the 1970s, often outpacing urban
population growth, bringing renewed economic vitality to many rural areas, particularly in the United
States and Canada. France is perhaps the most vivid example of net migration as the phenomenon of
rural exodus which was evident during the 1960s was reversed with people moving into rural communes
from urban areas (see Cavailhes, et al., 1994; Bontron, 1990; Kayser, 1990).

However, the changes have not occurred at the same time, with the same intensity or speed across
OECD Member countries or within regions. The 1970s decade of “rural renaissance” in some Member
countries was followed by a period of significant economic upheaval with many rural areas failing to
share economic progress enjoyed by other areas. Many witnessed slower rural population and employ-
ment growth, and in some areas these declined, in both absolute and relative terms, compared with the
corresponding rates in urban areas, resulting in a wider rural-urban income gap and higher rural poverty
rates. For example, the share of Canada’s population in rural areas declined from approximately 35 per
cent in 1981 to 33 per cent in 1991 and unemployment rates increased with the degree of rurality of the
region. Further, not only the level of per capita real income in rural areas but also its growth rate during
the 1980s was smaller than the corresponding rate in urban areas (Government of Canada, 1995).4 In the
United States, during the 1980s, 54 per cent of the country’s non-metropolitan counties lost population.

A possible explanation for this turnaround can be found in the changing structure of OECD Member
economies. One major trend in recent years has been the growing interdependence of economies and
the globalisation of economic activities brought about by rapid changes in technology. A common
feature of all OECD countries over the 1980s has been a slowdown in growth in both output and
productivity. Notwithstanding wide variations across OECD countries, the relative importance not only
of agriculture but also of the industrial sectors as a source of jobs has declined, with an acceleration in
the shift of employment to services occurring in many countries. The service sector currently, accounts
for two out of every three jobs in the OECD (OECD, 1995d, pp. 2-6). The particular sectors which
contributed most to service employment growth were those characterised as advanced services sectors
such as banking, insurance and finance-related services and these activities are usually located in urban
areas.

For the 1990s, available evidence portrays a more optimistic picture of rural economies and some
indicators suggest the possibility of a new rural revival in some OECD Member countries. In Australia
only 27 per cent of rural households had income lower than the median national average, while this was
the case for almost half of households in urban areas in 1991. In the United Kingdom, data for 1991 show
that there has been a convergence of the employment profile and industrial structure of rural areas with
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those in urban areas and unemployment rates in rural areas were less than the national average
(RDC, 1995). In the United States, population and employment data for the 1990s suggest some rural
revival, with widespread rural growth and a slight decline in rural-urban gaps in earnings, income and
poverty (USDA, 1995, p. 3).5

There is a great degree of diversity within as well as between rural areas of Member countries.
According to the GCRD'’s rural indicators work, on average, one quarter of the OECD population reside
in predominantly rural regions, while about 40 per cent is concentrated in 3 per cent of the territory in
predominantly urbanised regions (OECD, 1994b). The employment share is higher in the significantly
rural areas than in the predominantly rural areas for the overwhelming majority of the countries. The
spatial distribution of national populations over the three types of regions differ in most Member
countries. In some countries (e.g. Turkey, Scandinavian countries, Austria) population shares descend
from predominantly rural regions to significantly rural, to predominantly urban, while in others popula-
tion shares ascend (United Kingdom, Germany, Switzerland and the Netherlands). Further, some
countries are characterised by a dual structure insofar as relatively large proportions of the population
can be found at both extremes, predominantly rural and predominantly urban regions (Iceland, Ireland,
Greece and Portugal).

The increased diversity of rural areas is also reflected in the changing relative importance of the
economic sectors. Rural areas are shifting away from natural resource-based industries toward services
in accordance with trends at the national level. At the same time, the rural economy has become more
closely tied to national and global economies, making it more sensitive to changes in macroeconomic
policy, business cycles and global competition. Manufacturing is important to the rural economy and
the role of services is growing. The OECD Rural Indicators work suggests that in 1990 employment in
manufacturing industries is higher than employment in primary industries in most regions across OECD
Member countries. However, as for the overall national economies, the service sector provides the bulk
of employment opportunities in rural areas for most countries.

1.4. RURAL DEVELOPMENT OBIJECTIVES

In recent years, rural development issues have become more central to policy-making in many
OECD Member countries, especially those of Europe and Japan. This increased interest stems in part
from the substantial changes that agriculture has undergone over the last decade. These changes have
not been without impact on the economy and social structures of different countries and regions. In fact,
agricultural adjustment problems are seen within the wider agenda of issues affecting rural areas and
rural development is considered as part of the answer to the problems of small-scale low-income
farming, lack of alternative employment and persistent out-migration from the countryside (EC, 1988).

The term rural development has a large number of connotations not only within the various
academic disciplines but also in public policy debate. The rationale for rural development policy lies
on two distinct characteristics of rural areas. The most salient feature of rural areas, in terms of its
relevance for policy-making, is the wider geographic dispersion of consumers and producers compared
with urban areas. This generally gives rise to higher transaction costs such as those associated with the
acquisition or delivery of goods and services as well as costs of securing and enforcing contracts. This is
the key feature of rural economy and the prime force behind historic trends towards increased
urbanisation. A second characteristic of rural areas is the presence of a wide variety of public goods to
which high value seems to be attached in many OECD Member countries.

There is a widespread heterogeneity of rural development objectives and approaches. The general
interest embraces a variety of more specific concerns which differ considerably among countries
(Box 1.2). The principal objectives of rural policy are to maintain the socio-economic viability of rural
communities over time.® These objectives embrace such things as equalisation of incomes of rural and
urban populations, equal access to social and commercial services, creating equal job opportunities or
more vaguely at creating freedom of choice as to where to live and to work, and cultivating a sense of
identity among the rural population.
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Box 1.2. Obijectives of rural development policies in selected OECD Member countries

Czech Republic: Restoration and preservation of rural life and rural traditions.

England: Rural Development Commission seeks to enhance and support rural areas by: Self-
sufficiency: ensuring that rural communities develop in such a way as to encourage
enterprise, responsibility and ownership; opportunity: ensuring that economies in rural
areas provide a suitable range of job opportunities, suitable for small rural communi-
ties; vitality: ensuring that these communities are place where people both live and
work; equality: ensuring that rural communities have reasonable and affordable access to
services; amenity: ensuring that development occurs in ways that preserve and enhance
rural environment (Rural Policy Issues, The Arkleton Trust, 1990, p. 79).

EU: Article 130a of the Treaty establishing the European Community states that the Union
“shall aim at reducing disparities between the levels of development of the various
regions and the backwardness of the least favoured regions, including rural areas”.

Finland: The objectives of rural policy are to preserve viable rural communities throughout the
country, raise the living conditions of rural inhabitants to a par with the urban popula-
tion, narrow the gap between incomes and employment in different parts of the coun-
tryside and to ensure an adequate population in villages.

Hungary: Development policy for rural areas is a part of regional policy, which has as its main
objective to promote harmonious socio-economic development of the regions.

Japan: Policies for rural communities aim at revitalising rural areas and emphasise improve-
ments to the living environment and natural scenery, the preservation of regional
traditions and culture.

Poland: The definitions of regional policy for rural areas cover a broad field of interests and
concerns the social and economic problems of all the economic branches interested in
or realising their stated goals in the countryside and in small towns.

Switzerland: Rural development policy is under regional policy, with the main objective to reduce
the gap between living conditions in economically weak regions and economically
developed regions as well as ensuring adequate population across the country. The
focus of regional policies is on the mountainous regions.

While it is difficult to distil a detailed sense of the overall goals and objectives of OECD Member’s
rural development policies, with varying degrees of importance, policy statements include the following
aims (OECD, 1993; Mannion, 1996):

— to enhance the competitiveness of rural areas so as to maximise their contribution to economic
development;

to provide opportunities for rural citizens to enjoy a standard of living comparable to national
norms;

to preserve and develop the natural environment and cultural heritage of rural areas;
to maintain rural population and reverse out-migration;
to improve incomes of farm households;

to diversify and promote increased employment opportunities as a response to declining trends
in agricultural employment; and generally

to improve the quality of rural life, to reduce disparities in living conditions, to conserve; and
to develop the landscape and protecting the natural and traditional cultural environment.

Rural development is an aspect of regional development and often the boundaries between the
two concepts and objectives are blurred, and regional policies often adopt objectives which acknowl-
edge rural problems. In Scandinavian countries, France, Greece, Portugal and Switzerland the preserva-
tion of existing settlement patterns and the maintenance of population is accepted as an objective of
regional policies, whereas in Australia, Canada and Turkey it is economic diversification that is
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emphasised. Balanced regional development and equivalence in living conditions feature prominently
in the accepted objectives of the governments of Austria and Germany, while policy makers in Japan
and the United Kingdom are even more explicit in defining as objectives the development of under-
developed areas and the achievement of a healthy rural economy and an attractive rural environment.

In the EU Members, rural development policies of governments include several goals of general
importance, as well as several specific ones elaborated for less-favoured rural areas. Moreover, the
maintenance of prosperous rural communities and the preservation and encouragement of family
farming are explicit or implicit agricultural policy objectives in many OECD Member countries. Accord-
ing to Article 39 of the Treaty of Rome account is to be taken of the “... particular nature of agricultural
activity, which results from the social structure of agriculture and from structural and natural disparities
between various regions...”. Many policy makers believe that rural communities based on family farms
are a form of social organisation which preserves values such as social solidarity and community care.
They also seem sensitive to the maintenance of service infrastructure dependent, at least partially, on
farming.

Nevertheless, rural development policies are not, by nature, sectoral policies but horizontal ones.
Thus, agriculture, industry, rural tourism, social policies, land management, community development,
transport and infrastructure, and environmental policies are all part and parcel of such policies. None-
theless, the existence of wide range and often ambitious of rural development objectives posses
important challenges to policy makers in devising and implementing cost-effective policies.

1. AGRICULTURAL STRUCTURAL CHANGE
AND THE RURAL ECONOMY

« A clear understanding of agricultural structural adjustment is fundamental for effective policy design in rural areas.

2.1. INTRODUCTION

A good knowledge of farm structures and their evolution over time is a prerequisite for understand-
ing the way the sector functions and for assessing the likely regional effects of agricultural policies.
Structural characteristics of the sector and changes in structures have an important bearing on the
viability of the rural economy as they affect the magnitude and distribution of income and economic
activity and have spatial consequences. Because of different degrees of economic diversification in
rural areas, the relative importance of the agricultural sector can vary dramatically by location between
and within countries.

The economic structure of the farm sector, as for other economic sectors, is multidimensional. It
includes economic concentration, such as the number and size distribution of farms by farm type and
geographic region; the technology and production characteristics of those farms, including type of
activity and level of specialisation; the socio-economic characteristics of the work force including age, educa-
tion, the economic contribution of each family member and the extent to which total family income is
generated by off-farm activities; and internal organisation of resources, including ownership, financing pattern
such as tenancy, leasing and debt/equity sources and relationships; the inter- and intra-sectoral link-
ages including contract production, and vertical and horizontal integration; and changes to legal
restraints on the use of farm inputs and resources (Boehlje, 1992; IAC, 1984).

Farm structure and changes in structure affect the economic and social situation of 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. Consequently, a predominance of
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small- to medium-sized farms would have different implications for the economic and social vitality of
rural areas than a predominance of large farms which, in turn, will not be homogeneous across regions.
Overall, the more a rural area depends on farming, the more it is likely that changes in farm structures
will be felt on the economy of the rural area.

In addition, the distribution of benefits from agricultural support policies is influenced by the
structural features of the farm sector.” Changes in the number, concentration, production type and size
of farms in a region have a direct bearing on the extent to which the region’s farms will benefit from
particular support programmes — and from changes in them under policy reform. 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 the 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.
Finally, the linkages between the farm sector and the related upstream and downstream industries in
different regions have an important bearing on the extent to which those regions are dependent on the
economic activity in the sector as a whole. This raises a number of questions about policy options and
the reform process for the sector as a whole (i.e. both farm level policies and those affecting the related
industries), and the answers might vary considerably between regions.

The farm sector is linked to the larger economy through a network of input purchases and product
sales. It purchases its inputs such as equipment, fertilisers, feed, seed and labour from upstream
sectors. In turn, it sells its products to downstream sectors that process, transport, distribute, manufac-
ture, retail or consume the products. These purchases, in turn, generate indirect demands for additional
inputs, yielding additional employment and income generation.8

On the demand side, an increase in total farm household incomes is likely to generate spillover
growth in the rural non-farm economy, since rising farm household incomes can alter rural purchases of
non-farm goods and services and could lead to consumption diversification into a broader array of
products. The extent and location of employment, generated in other sectors from increased total farm
household income, depends in part on the demand for goods and services which, in turn, depends
upon the income-distributional consequences of agricultural growth and how the consumers in different
income classes allocate their expenditure. There are also multiplier effects through the demand for
services such as education, health and infrastructure of those employed in agriculture and their fami-
lies. The reverse sequence of events could hold for decreases in farm household incomes.

On the supply side of the rural non-farm economy, agricultural activity could affect the rural non-
farm wage and hence the opportunity cost of labour available for non-farm activities. If returns in
agriculture increase, this could induce a movement away from many low-return non-farm activities
towards those that are more remunerative. In contrast, in regions where returns to agriculture are poor,
low-return non-farm activities could proliferate, with no increase in wage rates. These effects depend,
inter alia, on the degree to which the region’s labour is isolated or linked into larger multi-regional labour
market as well as on government policies such as minimum wage legislation.

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. Due to the
intensification and specialisation of production, the farm sector is increasingly dependent on inputs
which are not supplied by farmers, such as fertilisers, machines and fuel. This increased reliance on
external inputs extends beyond physical goods to purchased services such as contracting, technical,
financial and business advice. New linkages and relationships among levels in the production-
marketing chain have evolved which significantly influence the regional structure of agriculture.

Consequently, as emerging new technologies tend to substitute purchased inputs for farm-
supplied inputs, changes in the structure of the agricultural sector could strengthen the linkages with
the non-farm rural and/or urban economy. 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.
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The spatial location of the agro-food sector might be changing over time across OECD Member
countries. As new technology is developed and adopted, economies of scale unfold in new growth
areas, with new producers or old ones relocating, capital and other resources entering in these new
producing areas. Thus, as the interegional competitive advantage in the production, processing and
distribution of specific agro-food products shifts in favour of new producing areas, certain regions might
have increased their respective shares in production, employment and value-added relative to others,
while other producing regions lose respective shares. In such circumstances, the economic impacts of
the agro-food sector in rural economies could be changing substantially between regions.

The organisation and location of each agro-food sub-sector is influenced largely by commodity
characteristics such as perishability, seasonality of production, resource requirements, economies of
scale, degree of processing required and nature of final demand for the commodity.® These factors
affect both the regional concentration of farm production and the linkages with other stages of produc-
tion and marketing.

Another important feature of structural change is the increasing tendency to add value to the
product. Downstream in the food chain, changes in consumer preferences have led to more complex
patterns of processing and distribution of farm output. In the United Kingdom, for example, over 80 per
cent of farm produce now undergoes processing and packaging before sale.

The increasing integration and concentration of agro-industry has numerous implications for the
rural economy. The agro-food sector has often been viewed as a vehicle for rural development and as a
means of absorbing labour displaced through structural adjustment at the farm level. Food processing
in rural areas, for example, has the advantage of being often located near agricultural production, albeit
away from consumer areas (i.e. urban centres). The potential for food processing industries to create
employment and income in rural areas largely depends on whether local areas can supply competi-
tively priced raw inputs for local processing facilities. 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.

An important implication of the preceding discussion is that policies aimed directly at farmers
could have large leakage effects upstream or downstream into the rest of the economy. Therefore, in
order to capture the full implications of agricultural policies and of agricultural policy reform for the
well-being of rural areas, it is important that the full complement of linkages that exist between the
whole agro-food sector and the rural economy is explicitly recognised.

Moreover, there is a synergistic, two-way relationship between farm structure and the rural econ-
omy. As rural areas diversify, the local farming sector may be altered by the new socio-economic
environment. The rural non-agricultural economy affects the agro-food structure because it provides
alternative uses for labour, land and capital. Changes in non-farm rural economic activity will affect
allocation of labour within farm households which will affect farm structure. The larger and more diverse
the non-agricultural rural sector, the more likely it is that farm households will be able to obtain non-
agricultural employment to help to maintain or increase household incomes. Likewise, the more
dependent a region’s economy is on farming, the larger the average size farm would tend to be and the
less likely the operator is to work off-farm as the lack of alternative opportunities for the employment of
farmer’s labour in the region provides an incentive for farmers to expand their farms to achieve fuller
employment and higher incomes (Swanson, ed., 1988; Carlin and Saupe, 1993; Reimer, Carlin and
Bentley, 1995; Gow and Stayner, 1995).10

Further, farm structure at the regional level is influenced by a wide range of attributes of rural areas
such as economic structure, the physical and social geography and history, 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, the risk averse farmers may prefer full-time off-
farm employment to farm expansion.
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The rural area characteristics could also affect a farm household’s asset position. In general, the
more a region depends on farming, the more likely a farm household is to be in a financially risky
position (i.e. have a relatively high debt-to-asset ratio). As land values are influenced by expectations
about the ability of the land to generate income, in rural areas where farming is the dominant economic
activity, land values will be sensitive to expectations about farm income. Thus in such rural areas,
farmland owners are more likely to bear the brunt of asset value declines, while in rural areas domi-
nated by non-farm economic activities, competition from alternative users of farmland will mitigate
declines or even increase farmland values, thus strengthening the equity position of farmers.

It is clear that the strength and nature of linkages between the various agro-food sectors and the
rural economy depends on a complex array of factors. These, include, inter alia, demand-induced factors
such as evolving consumer preferences, supply-induced factors such as technological change, the socio-
economic structure of the local rural area, farm and farm-household structure, relative dependence of
the rural area on farming and government policies. These factors will affect the location, size and
composition of agro-food based industries and their employment potential in rural areas. Thus, the
importance of structural change in the agricultural sector on the economies of rural areas can be
expected to vary considerably among regions, across Member countries and over time. In order to
acquire a good understanding of the linkages and thus the importance of the sector, and policies which
influence it, on the well-being of rural people the following sections attempt a systematic analysis of the
structural characteristics of the sector.

2.2. CHANGES IN FARMS STRUCTURES

« Continuation of a number of long-term trends in farm structures, albeit different regional patterns.

This section explores some of the major changes in farm structures in OECD countries. In particular,
three dimensions of farm structures are addressed: economic concentration, specialisation and socio-
economic characteristics of farm labour.11

2.2.1. Economic concentration

* Declining farm numbers, farm land and increased average farm size as farm numbers have fallen by more than farm land
over the last two decades.

« Slower rates of decline in farm numbers and land, in some cases, in recent years.

« Concentration of declining farm numbers on small and medium-size farms, with lower rates of losses or even increases among
larger farms.

« No uniform pattern of farm declines by farm types.

» Some notable geographic variations, although, in most cases, relative changes in farm numbers and average size have
mirrored national trends.

* Considerable regional variation in farm holdings by farm type.

Concentration is reflected in the size of farms and the size distribution of farm holdings. Although
size is widely used to describe farm structures there is no universally accepted method of measuring it.
The two most commonly operational approaches used to define farm size are physical size such as
hectares operated or economic size such as standard gross margin or the value of farm sales.12 Both
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measures have advantages and disadvantages. Physical size, which is the most widely used measure in
OECD Member countries, has the shortcoming that is very dependent on such agronomic considera-
tions as soil productivity and type of enterprise so the differences between intensive and extensive
forms of production are blurred. On the other hand, major disadvantages of using economic size pertain
to the difficulties of adjusting for the effect of changes in prices, changes in stocks and sharp production
losses due to natural conditions. Nonetheless, economic size is generally considered a better measure
of the ability of farms to support the farm operator economically.

a) Changes in farm number and average size of farm holdings

Table 1 and Annex Table 1 show how the average economic and physical size of farm holdings in
OECD Member countries has evolved over time. The evidence suggests that farm holdings are fewer in
the 1990s than in earlier years, with an annual average rate of decline of about 1.5 per cent for the OECD
countries as a whole during the 1970-90 period. Over the 1970-mid 90s period, the largest decline in
farm holdings was experienced in Belgium (11 per cent), Denmark (11 per cent) and France (10 per
cent). In these countries the number of farm holdings in 1993 was almost half of that in 1970.13 In Japan,
the number of farm holdings declined consistently over the 1970-mid 90s period, particularly during the
years of rapid growth of the Japanese economy in the 1970s and 1980s, with an annual average rate of
decline of 3 per cent over the 1980-90 period. In Austria, farm numbers fell by 10 per cent between 1980
and 1990.1 In Canada, farms declined by 12 per cent between 1981 and 1991, while in the United
States, farm numbers were about 300 000 less in 1990 than in 1980.15 In Australia, by contrast, the
number of farms increased during the 1986-93 period, by about 2 per cent per annum.

The decline in farm holdings in OECD countries as a whole has been associated with a reduction in
the area used for farming. Between 1970 and 1990, utilised agricultural land fell by an average annual
rate of around 0.4 per cent.!® However, because of lower rates of decline in farmland than in farm
numbers, average farm size increased. The data shown in Table 1 and Annex Table 1 underscore the
great diversity in average size within and between countries, and also the differences in rates of change
over time. Average farm size in 1990 ranged from 0.9 ha per farm in Japan to 3 813 ha per farm in
Australia. The average size of farms varies considerably among EU-12 Member states (67 ha in the
United Kingdom, compared to 4 ha in Greece in 1990) and its evolution over the last 25 years has also
been characterised by major differences (Table 1). Average physical size increased by more than 3 per
cent per annum in Australia (5 per cent), Denmark (3 per cent) and Portugal (8 per cent). Notably,
average farm size has declined over time only in New Zealand (-3 per cent), mainly due to the
development of horticultural and life-style farms (see New Zealand case study).

Overall, no discernible regional pattern emerges in relation to the average physical size of farms.
With the exception of France, average farm size is larger in the rural areas than in urban areas. In
Germany and the United Kingdom average farm size is largest in the significantly rural areas, while in
Austria and Greece the average number of hectares per farm in significantly rural and predominantly
rural regions is almost the same.l’

Notwithstanding these trends, historical comparisons of rates of change in farm numbers and size
suggest that in some Member countries the rate of decline has slowed in recent periods, reflecting a
gradual slowing of the trend toward fewer, larger farms. In the United States, the average rate of decline
in farm numbers fell annually by 4 per cent during the 1950s, 3 per cent in the 1960s, 2 per cent in the
1970s and 1 per cent in the 1980s. Likewise, average size per farm increased just under 4 per cent per
year in the 1950s and has slowed by about a percentage point in each succeeding decade (Brooks,
Kalbacher and Reimund, 1990). The pressures towards larger farms emanating from technological
advances seem to be abating as many of the emerging technologies, such as biotechnology or informa-
tion technology, tend to be scale-neutral compared with mechanical technologies (OECD, 1995b, p. 47).
Such technologies, however, might affect regions differently as they are usually product-specific and
they require a higher quality of management, thereby widening the gap between capital-limited
(particularly human capital) and capital-abundant rural areas.
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Table 1. Average physical size (ha)

. Average size Average size Annual average
First year (ha) Last year (ha) growth rate (%)
Australia 1986 2718 1993 3813 5.0
Predominantly rural 3111 4 397 51
Significantly rural 1 689 2 048 2.8
Predominantly urban 46 76 7.4
Austria 1990 12 1990 12 -
Predominantly rural 13 13 -
Significantly rural 12 12 -
Predominantly urban 9 9 -
Belgium 1979 12 1993 18 2.8
Predominantly rural
Significantly rural
Predominantly urban 12 18 2.8
Canada 1981 207 1991 242 1.6
Predominantly rural 237 278 1.6
Rural Metro-Adjacent 225 261 15
Rural Non-Adjacent 250 294 1.6
Northern Hinterland 213 271 24
Significantly rural 114 133 1.6
Predominantly urban 112 120 0.7
Denmark 1979 24 1993 37 3.2
France 1979 23 1993 35 3.1
Predominantly rural 26 38 2.7
Significantly rural 15 26 4.1
Predominantly urban 30 47 3.3
Finland 1970 9 1994 10 0.5
Germany 1979 14 1993 20 2.6
Predominantly rural - - - -
Significantly rural 16 22 2.3
Predominantly urban 12 18 2.8
Greece 1979 4 1993 4 0.5
Predominantly rural 4 4 0.5
Significantly rural 3 4 2.8
Predominantly urban . 3 -
Ireland 1975 22 1993 27 11
Italy 1979 6 1993 6 -0.1
Predominantly rural 10 10 -0.2
Significantly rural 5 6 0.8
Predominantly urban 4 5 1.2
Japan 1975 0.8 1993 1.2 2.6
Predominantly rural 0.9 13 2.3
Significantly rural 0.8 11 2.0
Predominantly urban 0.7 1.0 2.3
The Netherlands 1979 14 1993 17 1.3
New Zealand 1977 310 1990 224 -2.7
Norway 1975 8 1993 11 24
Portugal 1987 5 1993 8 8.4
Predominantly rural 7 11 7.7
Significantly rural 4 5 45
Predominantly urban - -
Spain 1987 14 1993 18 41
Predominantly rural 25 33 4.6
Significantly rural 11 14 35
Predominantly urban 7 8 18
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Table 1. Average physical size (ha) (cont.)

. Average size Average size Annual average

First year (ha) Last year (ha) growth rate (%)
Sweden 1975 23 1990 29 1.8
Switzerland 1975 9 1990 10 0.8
United Kingdom 1979 64 1993 67 0.3
Predominantly rural - - _
Significantly rural 68 73 0.5
Predominantly urban 55 57 0.3
United States 1970 368 1993 473 1.2
EU-12 1980 12 1993 16 2.4
LFA . 16 -
MA . 10 -

LFA = Less favoured areas; MA = Mountainous areas.
Notes: Calculations for Japan exclude Hokkaido. See Annex for methodology.
Source: OECD Secretariat’s estimates based on national sources and EUROSTAT FSS for the EU-12 members.

b) Distribution of farms by size class

The trend toward fewer and larger agricultural holdings applies throughout OECD Member coun-
tries, although at different rates. However, aggregate national statistics conceal divergent trends within
farm holdings of different size and in different regions across countries.

An overview of the distribution of farm holdings by size suggests that, despite the differences
across Member countries, farm holdings are skewed at the lower end of the size spectrum. In Austria,
half of the farms are less than 10 ha, although the average size is 12 ha, while in Norway half the farms
are of less than 5 hectares and average farm size is 11 ha. Japanese agriculture is also characterised by a
large number of small-sized farms distributed unimodally, with around 70 per cent of farms in 1990
being less than 1 ha. In the EU-12, notwithstanding the diversity across EU Member countries, 60 per
cent of farm holdings are of less than 5 ha and only 6 per cent are more than 50 ha. Similar pattern
emerges for other countries. For example, almost half the farms in Canada and about a third in Australia
are less than 100 ha.

Regional differences in farm size changes and farm numbers have also emerged over time. One of
the most important features of the disaggregated data portrayed in Chart 1, Annex Table 2 and Annex
Table 3 is the regional variation within and between countries. Farm holdings of all sizes are primarily in
the predominantly rural regions. In general, the smallest farm holdings are in predominantly urban
areas and the largest in the predominantly rural areas. In Australia, farms of all sizes are prominent in
the predominantly rural areas. The largest farms are in the predominantly rural areas and there is no
discernible difference in the regional allocation of farms by size between the predominantly rural and
significantly rural areas. In Austria, in the predominantly rural regions, the number of farms in each farm-
size class accounts for more than 70 per cent of its class in the country as a whole. In the predominantly
urban areas, the most common farm size is less than 2 ha, with 5 per cent of farms in this range in this
region. In Japan, farms of less than 1.5 ha are concentrated in the significantly rural areas and those of
more than 1.5 ha in the predominantly rural areas. In the predominantly urban areas the most common
are small farms (less than 1 ha) which account for 28 per cent of this regional group. In Norway, farms of
all sizes are significant in the predominantly rural areas. However, farms with more than 100 ha are
relatively less important in the significantly rural regions than other sizes. In Canada, farms of more than
100 hectares are prominent in rural areas (85 per cent of these farms are in rural areas) and only 5 per
cent are in the predominantly urban areas.18

Although the total number of farms is declining, not all categories of farms are evenly affected. In a
number of OECD Member states, the overall decline in farm numbers during the last decade or so
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0 Chart 1 (continued). Regional distribution of holdings by physical size, 1990
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stemmed primarily from decreases in the number of smaller and middle-sized farms, while large size
farms increased moderately.

In Austria, both small farms (i.e. less than 10 ha) and middle size-farms (i.e. between 10 and 20 ha)
declined, while large farms (i.e. more than 20 ha) increased during the 1980-90 period. The fall in the
middle-size farms was more apparent in the urban regions and the increase in large farms was in the
predominantly rural and urban regions. The same pattern of declining small and middle-size farms was
observed in the 1980s for Norway. In the United States, changes in the distribution of farms as
measured by average physical size during the 1974-87 period show that small farms (i.e. farms of less
than 50 acres) and large farms (i.e. farms of more than 500 acres) increased as a proportion of all farms.
Farm number losses were concentrated in the middle farm-size distribution (i.e. farms in the range of 50
to 499 acres). As a proportion of all farms, this group of farms fell from 62 per cent in 1974 to 53 per cent
in 1987.19 In EU-12, the number of farm holdings of less than 5 ha, which account for about 60 per cent,
declined by 322.4 thousands farms between 1987 and 1989/90, while the number of farm holdings of
more than 50 ha, which account for about 6.3 per cent of total farms, increased by almost the same rate
during the same period. In Japan, farm structure has begun also to polarise recently as the share of
farms with operational holdings larger than 2 ha more than doubled between 1975 and 1993. In Canada,
the share of small-size farms (less than 39 ha) has increased slightly over the years in the urban
(agglomerated) areas, while the opposite pattern has been observed in the intermediate areas. In New
Zealand, the number of small farms (i.e. less than 40 ha) increased from a quarter of all farms in 1972 to
45 per cent of farms in 1992 (Gouin, Jean and Fairweather, 1994). Mid-sized farms (i.e. farms from 40 to
200 ha) declined by 11 per cent, while the number of farms in the larger categories remained stable.

An immediate result of the growth in farm size has been increased concentration of output on
larger farms. A small proportion of farms produce most of the sector’s output. In the United States, the
71 per cent of farms in 1988 that had gross sales of less than $40 000 accounted for less than 10 per cent
of total sales. At the same time, the 1.4 per cent of farms with sales greater than $500 000 accounted for
37 per cent of sales. In Canada, a declining proportion of farms produce most output. In 1991, the largest
10 per cent produced more than a half (53 per cent) of output. Also in the EU-12, farm numbers are
skewed at the lower end of the size spectrum, while farm output is concentrated at the upper end. The
smallest 25 per cent of farms, based on ESU, produced 6 per cent of total value of output in 1994, while
the largest 25 per cent of farms produced almost 60 per cent.20 In Ireland, the top 20 per cent of farms,
based on farm income, accounted for 39 per cent of agricultural land but produced 60 per cent of farm

Table 2. Gini-Hirschman concentration index
of standard gross margin (SGM), 1985-93

Country 1985 1989 1993
Belgium 0.557 0.566 0.585
Denmark 0.542 0.554 0.594
Germany 0.519 0.523 0.531
France 0.509 0.523 0.539
Greece 0.335 0.455 0.470
Ireland 0.442 0.492 0.498
Italy 0.379 0.419 0.418
Luxembourg 0.612 0.631 0.680
Netherlands 0.604 0.606 0.654
Portugal . 0.381 0.383
Spain .. 0.396 0.417
United Kingdom 0.616 0.585 0.608

Source: OECD Secretariat calculations based on EUROSTAT Farm
Structure Surveys (FSS).
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output (Commins and Keane, 1994). In Australia, 10 per cent of farms in the wool sector produce over
half of the value of wool production.

Another indicator of increased concentration can be constructed with an index of the distribution of
farms by economic size as measured by the Standard Gross Margin (SGM). The SGM could be consid-
ered as a proxy for value-added. Table 2 displays the Gini-Hirschman concentration index for some
countries. A higher value for the index, which has a range from zero (uniform distribution of farms across
all sizes) to unity (a high degree of concentration) indicates an increased level of concentration.
Although, the time period covered is relatively short due to data unavailability, the results clearly show
a trend towards increased concentration for all countries over time. The value of the index in 1989 is
lower than its 1985 value only for the United Kingdom, whilst it increases from 1989 to 1993 for all
countries except Italy which it remains almost unchanged.

This continuing trend toward a dual agricultural structure implies a farm sector composed of two
distinct parts. One part is the commercial farm sector, from which most agricultural production
originates. The second part constitutes the majority of farms. These tend to be small farms producing
only a small portion of total output, existing primarily as a means of preserving a rural life-style for
operators and their family (Brooks, Kalbacher and Reimund, 1990). Decreases in the number of smaller
farm holdings might have greater implications for the employment situation of many remote rural areas,
while increases in the number of larger farms might have greater significance in terms of the amount of
farm income created.

2.2.2. Farm diversity and commodity specialisation

* Along with declining numbers of farms more diversification and regional specialisation.

The diversity of the farm sector across the OECD Member countries is also reflected in the
production characteristics of different farm types.2! Thus, an analysis of production specialisation by
region provides insights into the way different regions might be affected by market changes, policies or
technological developments affecting individual commodities.

To display regional similarities and differences, farm types have been ranked according to their
share in total farm numbers. In the EU-12 in 1989/90, crops accounted for about 55 per cent of total
holdings and 50 per cent of total agricultural output. Over time, the shares of different farm types have
not changed significantly, although permanent crops have increased somewhat, particularly in Greece,
Italy, Portugal and Spain. In Australia, the largest share in total farm holdings is accounted for by mixed
farms (about 25 per cent), followed by sheep and cattle farms (Chart 2). The share of sheep farm
holdings, which represent about a quarter of all farm holdings, increased constantly over the 1986/90
period and decreased constantly between 1990 and 1993. A similar pattern is observed for mixed farms,
which account for about a quarter of total farm holdings. The opposite pattern is observed for cattle
farms, which declined in the first period and increased in the second. These farms account for about
15 per cent of total farms. Rice is the predominant farm type in Japan, its share increasing from 60 per
cent in 1975 to 63 per cent in 1993. Horticultural farms are also important and accounted for about
16 per cent of total farms. In Canada, grain and oilseeds operations comprise the largest share of farm
holdings, particularly in rural areas (33 per cent).

The decline in farm holdings was not uniform across farm types. In Canada, for example, the overall
decline in farms was influenced mainly by falls in the number of grain and oilseeds, dairy, pig and
poultry farms. These products account for more than 80 per cent of total farm sales. The rural and
remote areas are affected relatively more by these declines as two-thirds of these products are located
in the rural and remote areas. In contrast the number of farms for field crops, horticulture, other farming
(honey, etc.) increased. However, the share of each of these farm groups in total farm receipts is less
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O Chart2. Regional distribution of holdings by farm type, 1990
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0 Chart 2 (continued). Regional distribution of holdings by farm type, 1990
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than 4 per cent. The changes were more pronounced in the predominantly urban regions, although
these areas account for less than 10 per cent of total farms. In the EU-12, the decline in total farm
holdings is attributable mainly to the fall in livestock farms and mixed farms. This occurred mainly in
France, and the Netherlands. In contrast, in Ireland and the United Kingdom the share of livestock
holdings increased over time. In Japan, the overall decline of farms overwhelmingly stemmed from the
fall in the number of rice farms, which fell from 2.4 million in 1975 to 1.7 million in 1993. The number of
horticulture farms fell on average by 8 per cent per annum and other crops farms which fell by 11 per
cent per annum. These three farm types are mainly in the significantly rural areas, although there is not
much difference in rice farms between predominantly rural and significantly rural regions and these
farms account for about 90 per cent of the number of farms in each of the three regional groupings.
Despite the fall in the number of farms, the data do not reveal significant changes in the shares of farm
types by regional grouping.2?
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Specialisation in farm production can be identified in different regions within countries. In the
predominantly rural areas in Australia, the most common are mixed farms, in the significantly rural
areas, cattle farming; other farms are most common in the predominantly urban areas. In Canada, grains
and oilseeds farm holdings are more common in rural areas and cattle farms in urban areas. In Greece,
permanent crops are more common in the predominantly rural and predominantly urban areas, while in
the significantly rural areas field crops are more common. In Spain, permanent crops are more common
in the significantly rural and predominantly urban areas, while in the predominantly rural areas field
crops are more common.

Regional specialisation has grown markedly over time as a result of improved infrastructure,
marketing and communication that has enhanced interegional trade, thereby facilitating commodity
concentration in areas of the greatest comparative advantage. Regional concentration of horticulture
and poultry production in the United States, hog production in Canada, hog and crops production in
France are cases in point.23

As the number of farms has declined, the sector has become more diversified and farms have
become more specialised along commodity lines, with distinct trends for different commodity sub-
sectors. For example, production of grains is usually concentrated on small- and mid-sized farms,
although there is a trend towards fewer and larger farms in some Member countries (i.e. United States
and Canada). The production of most grain crops occupies a lot of land and employ relatively little
labour.24 At the other spectrum, the poultry and pork sub-sectors tend to encompass large-scale,
commercial farms, with their production technology, financial arrangements and methods of vertical co-
ordination of farm production, input supply and marketing increasingly resembling a manufacturing
industry more than traditional farm industry. With the advent of new technologies which have allowed
producers to exploit economies of scale, these sectors have been largely transformed into a closely
controlled, vertically integrated production-marketing systems. A major feature of the change is the shift
from a geographically dispersed industry to an industry that is regionally concentrated.

2.2.3. Farm labour adjustment

* Steady decline in farm employment.

« Increasing substitution of hired labour for family labour, but the latter still accounts for the largest proportion of farm labour.

An important consequence of the structural changes of the farm sector discussed in the preceding
sections is the steady decline in farm employment. As a country’s economy develops, the number of
people employed in the farm sector declines in both relative and absolute terms. This structural
transformation of the economy has prompted people to migrate from rural areas to urban areas,
especially where there have been few alternative employment opportunities.

The share of farm employment in total employment varies across countries, ranging from a high
48 per cent in Turkey to a low of 2 per cent in the United Kingdom in 1990 (Table 3). The level and share
of farm employment has fallen over time for the majority of OECD Member countries, with an average
fall for all OECD Member countries of 1.5 per cent in the level and 2.5 per cent in the share over the
1975-93 period. However, there is a great diversity among countries and also among regions within
countries. In Austria, average farm employment in 1990 was about 80 per cent of the 1976 level, while in
Japan it was only about 60 per cent of the 1975 level. In Norway, farm employment in 1992 was 25 per
cent lower than a decade earlier. In Canada, average farm employment in 1991 was 6 per cent higher
than in 1981.

As illustrated in Table 3, there is no a systematic regional pattern within countries. In countries
such as Australia, Norway and Spain the decline in farm employment has been higher in the predomi-
nantly rural areas, while in Austria, Japan and Germany the decline has been more noticeable in the
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Table 3. Farm employment change, by region (%)

Australia
1986-91

Austria
1976-80
1980-86
1986-90

Canada
1981-86
1986-91

Finland
1980-90

Japan
1975-80
1980-85
1985-90

Norway
1982-86
1986-90
1990-93

France
1985-87
1987-90
1985-90
1990-93
1985-93

Germany
1985-87
1987-90
1985-90
1990-93
1985-93

Greece
1985-87
1987-90
1985-90
1990-93
1985-93

Italy
1985-87
1987-90
1985-90
1990-93
1985-93

Portugal
1987-90
1990-93
1987-93

Spain
1987-90
1990-93
1987-93

United Kingdom
1985-87
1987-90
1985-90
1990-93
1985-93

Predominantly rural Significantly rural Predominantly urban Total
-13.1 -10.5 -9.9 -12.2
-7.3 -7.4 -11.3 -1.4
-11.1 -10.3 -7.8 -10.9
-7.0 -6.2 -10.4 -6.9
41 24 13.2 4.8
-0.4 0.8 10.2 1.1
-30 -29 -8 -29
-8.1 -8.6 -10.2 -8.7
-6.8 -7.3 -8.0 -7.2
-27.2 -30.7 -30.8 -29.3
-7.0 44 -7.0 -3.8
-14.1 -16.9 -14.7 -15.0
-6.9 -8.2 -4.6 -7.2
-9.4 -9.1 -9.6 -9.3
-7.7 -10.9 -5.8 -8.5
-16.3 -19.0 -14.8 -17.0
-13.2 -13.6 -14.4 -134
-27.4 -30.0 -27.1 -28.1
- -6.8 -9.7 -7.9

- -10.0 -10.1 -10.0

- -16.1 -18.8 -17.2

- -8.7 -6.8 -7.9

- -23.4 -24.4 -23.8

11 -1.0 0.6
-22.0 —42.7 -25.9
-21.2 -43.3 . -25.4
14.8 13.6 30.6 14.9
-95 -35.6 -14.3
-2.2 19 -1.8 0.6
114 3.2 -0.7 3.0
9.0 5.2 -2.5 3.6
-13.0 -10.2 -7.9 -10.0
-5.2 -5.5 -10.1 -6.7
-5.3 -6.1 - -5.7
-19.7 -18.5 - -19.1
-24.0 -23.4 - -23.7
-15.0 -13.6 -8.4 -13.0
-9.6 -10.7 -6.0 -9.4
-23.2 -22.8 -13.9 -21.2
- -0.3 13 0.3

- -85 -7.4 -8.1

- -8.8 -6.2 -7.8

- -2.0 0.0 -1.2

- -10.6 -6.2 -8.9

Source: OECD Secretariat estimates based on national sources and EUROSTAT FSS for the EU-12 members.
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predominantly urban areas. In other countries such as France, Greece, Portugal and the United
Kingdom the decline in farm employment has been higher in the significantly rural areas. For Canada,
the increase in the level of farm employment has been concentrated in urban areas, while for Italy the
rise has been in rural areas. Nevertheless, within each country the decline in farm labour varies
considerably over time. In Austria, for instance, the rate of decline during 1976-80 is largest in the
predominantly urban regions, while during the 1980-86 period the rate of decline is largest in the
predominantly rural regions. Further, in other countries such as Canada, Greece, Italy and the United
Kingdom the direction of the rate of change of farm employment by regional grouping varies over time.

a) Socio-economic characteristics of farm labour

In order to obtain a better grasp of the extent to which employment in the farming sector has
changed and the concomitant implications for rural economies, it is necessary to look at the composi-
tion of the farm labour force in terms of its socio-economic characteristics across regions and how its
various components have evolved over time.

Chart 3 displays changes of family and non-family farm labour over time by region and by country,
while Annex Table 5 provides a snapshot of the main features of farm labour by country and by regional
groupings in 1990 for a number of OECD Member countries. According to these data, a distinctive
feature of farm labour is the preponderance of family labour across all countries and regional groupings
in the sample. Family labour is relatively more important in the predominantly rural areas than in urban
areas, particularly for Australia, Austria, Canada and the United Kingdom. However, structural shifts in
the composition of farm labour are occurring as the ratio of hired labour to family (self-employed and
unpaid) labour is increasing over time. Hired labour declined more slowly than family labour or even
increased in a few cases (e.g. Canada and Norway) leading to a gradual substitution of hired for family
labour.2> However, despite this substitution effect, family labour still accounts for the largest proportion
of the farm labour across OECD Member countries. These results seem to suggest that demand for hired
labour is more responsive to changes in economic conditions than demand for self-employed labour.
Working owners are more resilient as the overlap of place of work and place of residence may increase
the perceived costs of abandoning the sector (OECD, 19944, p. 27). There is also some circumstantial
evidence which suggests that regular hired farm labour has been increasingly replaced by the casual,
seasonal and contractual work. In Japan, for example, seasonal or daily farm labour accounted as much
as 70 per cent of the non-family labour in 1990. The importance of seasonal work is more prevalent in
the predominantly rural and predominantly urban regions.

In terms of distribution of farm employment by age cohort, the available evidence indicates that, in
general, there is no significant regional difference in the distribution of farm labour by age class across
regions and within Member countries (Annex Table 5). With the exception of Canada and Norway, more
than 40 per cent of farm labour is older than 55 years. In general, there is no significant regional
divergence from the national average, although for Canada, France, Greece, Portugal, Spain and the
United Kingdom the percentage of farm labour of more than 55 years old in rural areas is higher than
the national average.

b) Distribution by tenure

While the total number of farmers declined, the distribution of farm operators by tenure status
barely changed over the last two decades (Annex Table 4). Despite increased “industrialisation” of
farming, most farmers still own the land that they farm. While operating mainly small farms, land owners
engage in other gainful activities and produce both crops and livestock products. Although, these
patterns have not changed drastically over time, the share of land owners in a humber of countries
declined, whilst that of tenant farming increased (Denmark, France and Ireland). In some countries, the
decline in the share of full-owner farms was offset by a corresponding increase, evident over the longer-
term, in the share of part-owner farms. Many farmers in the process of expanding their farming opera-
tions would probably prefer to lease than buy additional land to avoid tying up capital and increasing
debt.
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0 Chart3. Farm labour type

[1 Family labour

= Non-family labour

%

Austria

Australia

%
100

100

PU

SR

PR

PU

SR

PR

0

0661

0861

96T

0661

0861

9/6T

066T

0861

9/6T

T66T

986T

1667

9861

T66T

9861

100

%
80
60
40

PU

France
SR

PR

PU

Canada
SR

PR

%

100
80

066T

1861

G861

066T

1861

G867

066T

1861

G861

T66T

9867

1861

1667

9867

1861

T66T

9861

1867

%

Norway

Japan

%
100

100

80

60

40

20

PU

SR

PR

PU

SR

PR

80

60

40

20

€6-26

98-G8

€8-¢861

€6-26

98-G8

€8-2861

€6-¢6

98-G8

€8-¢861

0661

0861

S/6T

0661

0861

G.6T

066T

0861

G.6T

PR: predominantly rural; SR: significantly rural; EU: Predominantly urban.

43

OECD Secretariat estimates based on national sources.

Source:



AGRICULTURAL POLICY REFORM AND THE RURAL ECONOMY IN OECD COUNTRIES

44

c) Full-time farming

According to statistics presented in Annex Table 5, the incidence of full-time farm work, i.e. with
agriculture as the main occupation, is less prevalent than part-time farming and its relative importance
has declined over time. In 1990, at the national level, full-time work was more important than part-time
farming only in Canada, Ireland and United Kingdom. In the EU-12, of the 15 million people working in
agriculture in 1993, only one-quarter worked full-time. Overall, there is an inverse relationship between
full-time farmers and the relative importance of agriculture in total employment. In particular, full-time
farming appears to be less important in countries where the farm sector is relatively important
(e.g. 12 per cent in Greece, 16 per cent in Spain and 17 per cent in Portugal). Furthermore, the
proportion of holders working full-time tends to decrease as age increases. In the EU-12, for example,
while about 40 per cent of holders under 35 years worked full-time in 1993, this figure was only 10 per
cent in the case of holders 65 years and over.

In terms of regional distribution of full-time and part-time farming, the evidence suggests that the
incidence of full-time farming tends to be more prevalent in significantly rural regions, although the
differences among the three regional groupings do not appear to be substantial (Annex Table 5).

2.2.4. Role of pluriactivity in rural areas

« Considerable variation among farm households in the share of their labour allocated to farming and to an even greater
extent, in the dependence of farm household on incomes from agriculture.

The importance of part-time farming and pluriactivity is widely recognised, both in absolute terms
and in their potential role in structural adjustment in the sector, particularly in the context of policy
reform. Policy makers are interested in the farm household and how pluriactivity enables farm families
to remain on the land engaged in agriculture, while also contributing more broadly to the rural
economy. They are also interested in some perceived negative consequences of pluriactivity such as
decreasing land mobility or fiscal considerations, for example the risk of tax evasion.

The shift toward more part-time farming and off-farm work by farm families is one of the most
important changes taking place in the agricultural sector of most OECD countries. Farm operators and
other members of their households resort increasingly to off-farm work to complement their incomes.2%
A deeper understanding of the ways in which farm families and business interact at the local level
would be valuable in the formation of agricultural policy.

Engagement in off-farm work can have an important role during agricultural policy reform, cushion-
ing farm households from income pressures which emerge from reform of agricultural policies. Many
farm households, particularly in more remote rural areas, are dependent on a single or very limited farm
production sources for their incomes. By enabling farm households to diversify their income sources,
pluriactivity can contribute to diversification and lower exposure to farm-sector events. Likewise, the
farm makes them less vulnerable to off-farm events. These possibilities are of course contingent upon
the availability of local non-farm employment opportunities, which vary across rural areas.

A traditional view of the role of pluriactivity was to allow the farm household to survive in less
favoured areas when farming could not generate enough income for the maintenance of a family.
However, pluriactivity cannot be considered a phenomenon confined to marginal areas as a high
incidence of multiple-job holding has been observed in regions where agricultural structures are
favourable as well as in areas where natural resource endowments and agrarian structures are poor (The
Arkleton Trust, 1990; Journal of Rural Studies, 1990; Dax, Loibl and OedI-Wieser, eds., 1995; Damianos
and Skuras, 1996). Pluriactivity takes different forms in terms of income source and labour participation
and performs different functions in terms of life styles and investment decisions for farm households in
different circumstances and contexts.
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Knowledge of farm business strategies which determine deployment of resources on farms is
crucial to an understanding of pluriactivity and its increasing importance over time. In some regions,
pluriactivity is a means of maintaining farming activity as non-agricultural income is used to support
farm activities, while in other instances it can be seen as a means for the business to grow where the
link between farming and non-farming activities is made by utilisation of farming incomes outside
agriculture. The former case is more common in regions with access to major industrial and urban
centres and with a modernised agro-food sector, while the latter case is more widespread in regions
characterised with difficult farming in terms of an ageing farm labour force and farms which are too
isolated to be able to diversify their activities.

The Picardy, Languedoc and Savoy regions in France are representative examples of the different
forms of household pluriactivity. Picardy is a region with access to major industrial and urban centres.
The agro-food sector contributes about 19 per cent of the value added in the region; farms are relatively
large, more than 70 per cent are bigger than 20 ha and specialised in commercial crops (cereals, sugar-
beet, potatoes). Some large arable farms have been able to maintain farming as their primary source of
income, but others have diversified into off-farm activities such as transport and construction. Thus,
pluriactivity is mainly a form of business pluriactivity as agricultural resources are used to increase non-
agricultural activities. On the other hand, in the wine-growing region of Languedoc, pluriactivity is a
means of maintaining the farming activity as farm households, typically seek off-farm employment in
order to keep abreast of new technologies, often in manufacturing industry, to sustain farming. In the
mountainous region of Savoy, pluriactivity is largely for survival and growth of the tourist industry has
provided new opportunities for farm households to obtain off-farm employment such as in ski resorts
and through new economic activities on the farm, such as tourist accommodation (Campagne, Carrere
and Valceschini, 1990).

The growth in off-farm work could be attributable to attitudinal, social and cultural factors as well as
economic pressures emanating from the restructuring of the agricultural sector. As increasing participa-
tion of women in the labour force and multiple-job holding are becoming norms, farm households could
be expected to adopt similar work patterns. Further, the move towards larger holdings stemming from
agricultural structural change has increased the size of a productive unit that can provide full employ-
ment for a farmer. For the same number of families to remain on the land, farm families must find
alternative and complementary sources of employment and income (Fuller and Bollman, 1992, p. 203).

Thus, pluriactivity could reflect a variety of farm business strategies, including: a search for new
markets in response to severe financial stress; an attempt to reduce risks; an outcome of internal family
dynamics, including education attainment levels or increased female participation in the labour force
and; a response to perceive market opportunities, either in the off-farm labour or product markets; it
may also be part of a process of adjusting out of farming (The Arkleton Trust, 1990; Brannigan, 1994,
Gasson and Errington, 1993; Shucksmith, et al, 1989; Kingma and Samuel, 1977; Gow and Stayner, 1995).
Moreover, the opportunities and constraints of on-farm diversification, availability of off-farm work and
government policies are also intimately related to the contextual settings.

a) Incidence of pluriactivity

While there are clearly differences in the scope and definitions employed in the statistical surveys
by Member countries, it is clear that pluriactivity is important and has increased over time for most of
the countries for which data are available. The incidence of farm holders with off-farm work ranges from
22 per cent in the Netherlands to 44 per cent for Germany and Norway (Table 4).27 However, in almost
all cases, the share of part-time farmers is higher than the share of farmers with other gainful activities
(i.e. those part-time farmers who are engaged in other gainful activities in addition to their agricultural
activities). This raises the question of the existence or extent of disguised unemployment among farm
households in OECD Member countries.

Off-farm employment is more widespread in some regions than in others. However, contrary to
what one would expect, comparison of the incidence of pluriactivity across the three types of regions
does not reveal a specific pattern. In countries such as Austria, Belgium, France, Germany and Portugal
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Table 4. Farm holders with other gainful activity (OGA), 1990 (%)

Predominantly rural ~ Significantly rural  Predominantly urban National average

Austria 35 35 29 35
Belgium 38 36 34 35
Canada 37 37 43 38
Denmark 38 33 42 37
Finland 22 21 24 22
France 22 24 17 24
Germany 44 45 43 44
Greece 24 31 . 26
Ireland 26 . 31 26
Italy 30 29 32 31
Netherlands - 17 24 22
Norway 45 39 57 44
Portugal 34 42 28 36
Spain 32 33 37 35
United Kingdom 31 27 33 30
EU-12 - - - 29

Note: See Annex for methodology and definition of concepts. }

Source: OECD Secretariat estimates based on various sources. Austria: OIR. Canada: Census of Population (20 per
cent sample). EU member countries: EUROSTAT, Farm Structure Survey, 1989/90. Norway: NOS,
Jordbruksstatistikk.

the share of farm holders with other gainful activities tends to be more important in rural areas, while
the opposite is true in Canada, Denmark, Finland, Ireland, Italy, the Netherlands, Norway, Spain and
the United Kingdom. The increase in the number of farm holders engaged in off-farm work over the last
two decades was most pronounced in Italy, the Netherlands, Norway and the United Kingdom. Its
incidence in areas with different socio-economic contexts supports the view that pluriactivity is a
common feature of the changing agrarian structure and socio-economic attitudes.

Off-farm work is overwhelmingly undertaken by holders or farm managers, although in some
countries such as Ireland, Denmark, and United Kingdom spouses working off-farm is relatively common
(Annex Table 6). It is also more common among farm operators less than 45 years old and is also most
likely to be adopted when the farmer is relatively young and has higher levels of educational attain-
ment. It is also more prevalent among operators of small farms, but operators of all size units could be
involved in off-farm employment. Those that hold off-farm jobs tend to have more specialised farming
operations and use more labour-saving machinery than full-time farmers.

In addition, the size and the type of farming are important. Off-farm work is relatively more
important on small farms than on larger ones. In the EU-12, 30 per cent of farmers on small farms
(i.e. less than 5 ha), which account for about 60 per cent of total farms, were engaged in off-farm work in
1993, while the percentage of farmers with off-farm work on large size farms (i.e. more than 50 ha) was
only 14 per cent. Some types of farming can be operated part-time more readily than others. For
example, operators of livestock farms (hogs, sheep, etc.), permanent crops and horticulture appear to
work off-farm more than farm operators of other types of farms (e.g. dairy farms). In Spain, of the one
million people working in farms specialised in permanent crops, only 6 per cent worked full-time in
1993 (EUROSTAT, FSS 1993).

b) Off-farm income

An important policy consequence of increased off-farm employment by farm households is
increased reliance on off-farm income to maintain farm family well-being. Many part-time farmers
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receive income from non-agricultural activities such as wages from a job outside the agricultural sector,
social security benefits, property income or other income.?8 The relative importance of off-farm income
and its evolution is of interest as it may provide insights into the implications of structural change for
total farm family incomes and the well being of farm families and rural economies.

As shown in Table 5 and in the OECD study on farm household income (OECD, 1995a), in spite of
differences in definitions, non-farm income is significant in all countries studied and its relative impor-
tance has increased over time. Even though in many countries, only the incomes of the operator and
spouse are included, the share of off-farm income is more than one third of total income.2®

Pluriactive farm households can be quite successful in generating adequate standards of living
relative to urban or full-time farming households. Though differences in methodology and in the
availability of data prevents firm conclusions, when income derived from non-farm sources is taken into
account, farm households seem to have average disposable incomes (i.e. after tax) on a par with the
average of all households (OECD, 1995a).

In the United States, although farm operator household income compares favourably with the
country average, only 12 per cent of farm household income in 1993 was accounted for by farm income
(USDA, 1995, p. 34). In Denmark, in 1992/93 more than half of farm household income originates from off-
farm employment, and the share of off-farm income is increasing over time. Off-farm income is more
important in the significantly rural and significantly urban regions than in predominantly rural regions. In
Japan, average incomes of full-time farm households have been consistently lower than part-time farm
households and urban households. Thus, apart from helping to raise total farm incomes, the extensive
pluriactivity of farm households in Japan has also limited the extent of rural depopulation and thus,
indirectly, has been a population stabilising force in some rural communities (OECD, 1995c).30

Structural characteristics of the farm sector and their evolution over time have an important bearing
on the ability of farm households to earn off-farm income. In general, farm household income and

Table 5. Share of off-farm income in total farm family income by country
and type of regions (%)

Predominantly rural Significantly rural Predominantly urban National average
Canada
1980 66 73 85 70
1986 74 78 89 76
1990 79 83 90 81
Japan
1975 51 61 61 57
1980 57 66 69 64
1985 58 66 71 64
1987 60 67 70 65
1990 59 67 69 65
1991 60 67 70 65
1992 58 65 67 63
1993 57 65 65 62
Norway
1986 57 52 60 56
1987 56 51 58 54
1990 56 53 54 55
1992 58 55 64 57

Note: See Annex for methodology and definition of concepts.
Source: OECD Secretariat estimates based on national sources. Canada: Census of Population (20 per cent sample).
Japan: MAFF, Farm Household Survey. Norway: NOS, Jordbruksstatistikk. 47
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dependence on off-farm income vary by farm operator characteristics (age and education), farm size
(the smaller, the higher the dependence on off-farm income) and farm type (different types of farm
have different labour and management requirements. Dairy farms are the least dependent on off-farm
income as they are labour intensive on a continued basis (i.e. little seasonality), limiting the hours that
operators can devote to off-farm jobs).

Regional differences in off-farm incomes depend on a cluster of socio-economic factors, including
the degree of urbanisation and the presence of non-agricultural economic activity. Moreover, data on
off-farm incomes by region are more sparse and the size of the geographic unit varies across countries.
Some countries report farm household income data on the basis of administrative regions, while others
use geographical criteria such as altitude and the type of natural or cultivated vegetation in a region.
Data available indicate that, in general, regional differences in farm household incomes relative to
national averages are less pronounced than differences between different types of farms (OECD, 1995a).

In the three countries, Canada, Japan and Norway, for which data are available according to the
territorial grid of the GCRD rural indicators work, farm households in urban regions have higher reliance
on off-farm income than rural regions (Table 5). These aggregate results, however, conceal the diversity
that might prevail at the sub-regional groupings within the countries due to the differences in the level
and composition of farm households. For example, agricultural income in Hokkaido, a predominantly
rural region with the largest average farm size in Japan, is about four times larger than the average of
other regions, and off-farm employment opportunities are limited. Regions with advantageous geo-
graphic location in terms of access to employment opportunities in large urban centres such as Kinki
and Tokai (an urban region) have higher levels of total income and less dependence on farm incomes.
Also in Norway, there is important regional diversity both in the average total income of farm house-
holds and in the part which comes from off-farm sources across counties. The share of income derived
from agriculture in 1990 ranged from a high of over 50 per cent in Rogaland, a significantly rural, and
Nord-Trondelag, a predominantly rural region, with total incomes which are 116 and 105 per cent of the
national average respectively, to a low of about 22 per cent in Telemark and Vest-Agder, both are
predominantly rural regions, with total incomes which are 97 and 93 per cent of the national average
respectively.

In Australia, various studies found that there has been an increasing incidence of off-farm income
being earned by farm families (Peterson and Moon, 1994). For family owned broadacre farms the
proportion earning income off-farm increased from 26 to 34 per cent. In 1992-93 those 34 per cent
earned around 37 per cent of total income off-farm. Financial hardship was considered to be a major
motivation for their seeking off-farm work. Another study of dairy farmers in three regions of Australia,
found that off-farm employment was the major adjustment taken to offset low or declining farm income
(Nankivell, 1979). Between 40 and 67 per cent of dairy farm operators in that study engaged in either
full-time or part-time off-farm employment. It was also found that the dependence on off-farm employ-
ment as a major income source was part of a series of long-term adjustment strategies by farm families.
This included increasing educational level of the next generation and discouraging them from becoming
farmers.

Notwithstanding the wide diversity across OECD Member countries, a very high proportion of farm
household income originates from sources other than farming (OECD, 1995a). The most important
source of non-farm income is often wages and salaries. This is true in many countries, for most types
and sizes of farms and in most regions. Exceptions tend to be found among the largest farms where
investment income is often important and among small farms or in certain rural regions where transfer
payments such as social security and old age pensions are relatively more important.

The lowest incomes among farm households seem to be related to demographic factors, farm type
and region characteristics and not necessarily to farm size. Incomes are lowest among cattle farmers,
young and older farmers, particularly in regions where off-farm employment opportunities are limited.
Only the largest farms achieve incomes comparable to incomes in other sectors. Off-farm income is
generally a smaller share of total income on these farms but remains large in absolute terms.
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2.2.5. Summary

 The increasing concentration of production and increasing diversity of the sector have important implications for evaluating
the ways in which rural areas are affected by agricultural policies.

While agriculture in OECD Member countries faces continuous adjustment emanating from eco-
nomic and non-economic factors, structural change in the sector is not uniform among rural areas. Farm
holdings and farm labour are overwhelmingly in the predominantly rural areas and to a lesser extent in
the significantly rural areas. This highlights the relative importance of the agricultural sector as a source
of rural employment for these areas.

While in most countries there is a general tendency for an increasing proportion of agricultural
production to be concentrated in a declining proportion of farm holdings, this has not been accompa-
nied by the disappearance of family or small farms. Families on small farms have proved remarkably
adaptable to changing economic circumstances and multiple-job holding has become a widespread
feature of changing agricultural structures. The decline in the number of middle-sized farms has been
accompanied in many cases by a rapid growth in the number of large farms which now account for a high
proportion of output. The decline in the number of small farms, however, has been much slower.

1. LINKAGES BETWEEN AGRICULTURAL POLICIES
AND THE RURAL ECONOMY

Agricultural policies have evolved over time and increasingly are seen by many OECD Member
countries as a vehicle for economic and social revitalisation of rural areas and not solely a means for
maintaining farm incomes. Concerns about the economic cost of these policies have raised questions
about the effectiveness of these policies in improving the well-being of farm households and, more
generally, their effectiveness in addressing rural development objectives.

The effectiveness of agricultural policies in improving the economic well-being of rural areas
depends upon several factors which are discussed below:

— The linkages between the farm sector and its adjacent “upstream” and “downstream’ sectors.
— The degree of dependence of the local rural economy on the agro-food sector.
— The magnitude and type of support, including the distribution by farm type, size and region.

3.1. THE AGRO-FOOD SECTOR’S ECONOMIC CONTRIBUTION TO THE RURAL ECONOMY

» Empirical evidence depicts an extremely diverse picture of the relative importance of the agro-food sector not only between
OECD Member countries, but also between regions within countries.

e The long term decline in the relative economic importance of the farm sector, should not diminish the important socio-
economic influence of the agro-food sector for many rural areas.
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In the past, the agricultural sector was often seen as the engine for growth in rural economies in
many OECD countries and the terms rural and agricultural were used almost interchangeably. The
structural changes in the sector discussed in the preceding sections, particularly the decline in the
agricultural labour force, imply that in many OECD countries and regions, agriculture and the rural
economy can no longer be considered to be synonymous.

Notwithstanding the reduction in the number of farmers, the decisive economic influence that the
sector can have in terms of economic activity and employment creation and its importance to the well-
being of rural communities should not be understated. The relevance of the agricultural sector to the
well-being of the rural economy cannot be encapsulated in developments in the number of persons
directly employed by the sector. A more concrete assessment of economic significance is necessary.

The economic base in many rural areas has become quite diverse, and in addition to farming,
includes upstream and downstream agro-food industries, rural industry, tourism, and the sale of labour
services by urban commuters living in rural areas. An assessment of the economic importance of
agriculture needs to take account of its size and the size of its induced multiplier effects relative to the
size of other basic activities and the size of their induced multiplier effects.

There are important linkages between the agricultural sector and the rural economy, in terms of
output, employment, consumption and land use. Agriculture is the predominant user of rural land and
its manifold functions constitute an important function in the rural landscape. In addition to producing a
vast variety of raw materials, for both food and non-food purposes, farming affords recreational activi-
ties and it plays an important role in the preservation of cultural and environmental rural assets.

The fact that most rural land is used by agriculture implies that major changes in agricultural
support policies could have important regional/rural implications for the land use pattern. Moreover,
the continuation even of small farm enterprises earning only a limited share of household income from
farm activities has broader significance for the fabric of the rural economy than might be imagined:
keeping the population in local communities; land management; providing the resource base for new
activities; and the supply or maintenance of environmental goods and services.

In addition to the direct interfaces between the farm sector and the other industries in the food
chain, the trends towards farm diversification, the increasing levels of off-farm incomes and off-farm
employment discussed in the preceding chapter all suggest that the farm sector has become more
closely integrated into the wider economy. Combined with growing technological sophistication, the
inter-sectoral linkages between the agro-food sector and the rural economy are becoming more com-
plex.31

3.1.1. Direct contribution

Economic linkages of the agro-food sector to the wider economy vary among OECD Member
countries (see Annex Table 7). Notwithstanding differences in the definition and in the coverage of the
agro-food sector prevailing in OECD Member countries, its importance is considerable, contributing as
much as 19 per cent to employment and 15 per cent to GDP in both New Zealand and the United States
in 1990. The relative importance of the various agro-food sub-sectors also varies among countries. In
Australia and New Zealand the farming sub-sector accounted for most of the agro-food sector’s contribu-
tion to employment, while for most other countries the downstream sector is the principal source of
GDP and employment.

Unfortunately, comprehensive data for the whole agro-food sector at the geographical unit level
established by the work on rural indicators of the GCRD are very sketchy. The GCRD rural indicators
work has shown that the primary sector (i.e. farming, forestry, fishing and hunting) is no longer the main
source of rural employment. In terms of income, 25 per cent of GDP in rural areas in Greece, 15 per cent
in Portugal, 7 per cent in the Netherlands and less than 5 per cent in Finland and Norway are derived
from the primary sector (Chart 4 and Annex Table 8).

However, important regional variations exist, with farming continuing to dominate the economies of
many rural areas as a source of income and employment (Annex Table 9 and Annex Table 10). The
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Table 6. Employment contribution of the agro-food sector by region (%)

Primary be\'jgr(?';z;’es, Input, Other closely Peripherally
sector tobacco supply related related
Australia (1987) 49 24 0.1
Predominantly rural 16.7 35 0.2
Significantly rural 4.6 24 0.2
Predominantly urban 0.8 2.1 0.1
Austria (1991) 6.2
Predominantly rural 13.3
Significantly rural 4.1
Predominantly urban 0.8
Belgium (1990) 3.0
Predominantly rural 111
Significantly rural 3.4
Predominantly urban 2.7
Canada (1981) 5.1 2.1 0.3 35
Predominantly rural 11.9 18 0.3 3.9
Rural metro-adjacent 11.1 2.0 0.4 3.9
Rural non-adjacent 13.8 1.8 0.3 4.0
Northern Hinterland 6.9 0.5 0.0 3.0
Significantly rural 4.0 2.2 0.4 3.6
Predominantly urban 1.1 2.3 0.2 3.2
Canada (1986) 51 1.9 0.2 3.7
Predominantly rural 12.1 1.7 0.3 41
Rural metro-adjacent 10.9 1.9 0.4 4.1
Rural non-adjacent 14.3 1.7 0.3 4.2
Northern Hinterland 7.4 0.4 0.0 35
Significantly rural 3.8 2.1 0.3 3.9
Predominantly urban 12 2.0 0.1 3.4
Canada (1991) 4.6 1.7 0.1 3.8
Predominantly rural 10.7 15 0.2 4.1
Rural metro-adjacent 9.7 1.6 0.3 4.1
Rural non-adjacent 12.7 16 0.2 4.3
Northern Hinterland 6.5 0.4 0.0 34
Significantly rural 3.2 18 0.2 4.0
Predominantly urban 1.2 1.7 0.1 35
Czech Republic (1990) 11.6
Predominantly rural 22.3
Significantly rural 13.1
Predominantly urban 2.7
Finland (1990) 8.7
Predominantly rural 16.4
Significantly rural 5.4
Predominantly urban 0.7
France (1990) 5.6 2.6
Rural 27.3 45
Germany (1990) 4.0
Predominantly rural 11.0
Significantly rural 6.0
Predominantly urban 2.0
Greece (1990) 25.0
Predominantly rural 38.0
Significantly rural
Predominantly urban
Iceland (1990) 10.6 9.7 2.0
Predominantly rural 24.6 17.3 1.7
Significantly rural 13.4 13.0 3.2
Predominantly urban 1.7 4.6 2.0
Ireland (1991) 13.9
Predominantly rural 21.6
Significantly rural 17.7
Predominantly urban 3.9
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Table 6. Employment contribution of the agro-food sector by region (%) (cont.)

Japan (1991)
Predominantly rural
Significantly rural
Predominantly urban

Mexico (1990)

Netherlands (1992)
Predominantly rural
Significantly rural
Predominantly urban

New Zealand (1986)
Rural

Norway (1990)
Predominantly rural
Significantly rural
Predominantly urban

Portugal (1990)
Predominantly rural
Significantly rural
Predominantly urban

Spain (1990)
Predominantly rural
Significantly rural
Predominantly urban

Sweden (1993)
Predominantly rural
Significantly rural
Predominantly urban

Switzerland (1990)
Predominantly rural
Significantly rural
Predominantly urban

Turkey (1990)

United Kingdom (1991)
Predominantly rural
Significantly rural
Predominantly urban

United States (1975)
Predominantly rural
Significantly rural
Predominantly urban

United States (1981)
Predominantly rural
Significantly rural
Predominantly urban

United States (1985)
Predominantly rural
Significantly rural
Predominantly urban

United States (1990)
Predominantly rural
Significantly rural
Predominantly urban

. Food, .
T e B Ofedel Py
tobacco
7.0 2.4 0.2 7.6
14.0 3.1 0.2 7.8
9.0 2.7 0.3 7.7
2.0 1.8 0.2 7.3
23.0
4.4
3.9
25
9.7 6.0 1.7 14
34.2 5.8
6.0
8.0
5.0
1.0
20.4
36.9
22.7
7.0
11.1
23.3
13.7
3.2
24
35
2.1
0.4
4.1
9.9
6.5
2.7
475
2.4
10.3
4.2
1.0
4.4 4.2 0.6 8.8
9.4 5.8 11 8.6
24 3.2 0.4 8.7
11 3.3 0.2 9.2
3.7 35 0.5 9.7
7.8 5.2 1.0 9.7
2.0 2.6 0.3 9.7
1.0 2.7 0.2 9.7
3.2 2.9 0.4 10.0
6.9 45 0.7 10.1
1.8 2.1 0.2 10.0
0.8 2.1 0.1 9.8
2.6 24 0.3 104
5.6 3.9 0.6 10.8
15 17 0.2 104
0.7 1.7 0.1 10.0
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Table 6. Employment contribution of the agro-food sector by region (%) (cont.)

Primary be\'jgrc;%’es Input, Other closely Peripherally
sector tobacco ' supply related related
United States (1992) 2.6 24 0.3 10.6
Predominantly rural 5.6 3.9 0.6 11.0
Significantly rural 15 1.6 0.2 10.5
Predominantly urban 0.7 1.7 0.1 10.1

Note: Peripherally related industries refer to wholesale and retail trade of agricultural products and indirect agribusiness chemical and fertilizer
mining, miscellaneous textile and manufacturing, food products machinery).
See Annex for methodology.
Source: OECD Secretariat estimates based on national sources:
Australia: Integrated Regional Database, Australian Bureau of Statistics.
Canada: Data provided by Canadian authorities.
Czech Republic: Data provided by Czech authorities.
France: SEGESA as reported in J.C. BONTRON (1995).
Japan: Establishment Census of Japan, Statistics Bureau.
Iceland: Vinnuafl Employment 1963-90, Statistics Iceland, January 1996.
Netherlands: Regionale economische jaarcijfers, 1993, CBS.
New Zealand: 1986 Census of Population and Dwellings; as reported in J. Newell, 1992, p. 61 and SONZA, 1994, p. 114.
Sweden: Statistics Sweden.
United States: Data provided by the US authorities, County Business Patterns, Bureau of the Census, US Department of Commerce.
Austria, Belgium, Finland, Greece, Germany, Ireland, Norway, Portugal, Spain, Switzerland. and United Kingdom: OECD Rural Data Surveys.
Mexico and Turkey: OECD Labour Force Statistics, 1995.

contribution of the primary sector to employment in the predominantly rural areas ranges from over
20 per cent in Greece (38 per cent), Iceland (37 per cent), Portugal (37 per cent), Ireland (26 per cent),
Spain (23 per cent) and Finland (20 per cent) to 3 per cent in Sweden (Table 6). The primary sector also
provided 27 per cent of rural employment in France and 34 per cent in New Zealand. In the United
States, almost 25 per cent of non-metro counties are farming dependent, deriving 20 per cent or more of
their earned income from farming. Despite the continued long-term decline of farming as a principal
source of income, well over a third of non-metro farm earnings and about a fourth of non-metro farm
jobs were found in farming-dependent counties in 1989 (USDA, 1994). Further, in all countries in the
sample the relative importance of the agricultural sector in creating employment in the predominantly
rural areas is, in all cases, higher than the sector’'s employment contribution to the national economies.

However, it should be pointed out that the share of primary sector employment and income vary
considerably within each regional typology, particularly among the predominantly rural group. For
example, in countries like Austria and Canada, the predominantly rural region group comprises regions
in which the share of agricultural employment in regional employment ranges from less than 5 per cent
to over 25 per cent. This implies that the relative importance of the agricultural sector as a source of
rural employment varies significantly by location between and within countries.

Notwithstanding policy interventions, farm employment has continued its long-term decline. Avail-
able evidence, however, suggests that employment in industries closely related to farming such as
agricultural services, forestry, fishery, agricultural processing and marketing, agricultural inputs, has
remained fairly stable or even increased in a number of Member countries. As has been pointed out
earlier, farm production has important downstream linkages (food transportation, processing, market-
ing) and upstream linkages (farm input suppliers) to local, regional and national markets. The issue is
then how “rural” are these upstream and downstream activities. Unfortunately regional data covering
the whole agro-food sector are scarce.

Australia, Canada, Japan and the United States are the only four countries for which it was possible
to collect comprehensive data for the whole agro-food sector at the level of the territorial grid of the
Rural Development Group (Table 6 and Table 7). Data on the regional distribution of agro-food
establishments indicate that up to 60 per cent of agro-food establishments are located in rural areas
(Table 7). Available evidence also indicates that in France “the rurality” of the agro-food sector is very
important (about 28 per cent) and has not decreased over time (Bontron, 1995).32 In New Zealand, just
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Table 7. Regional distribution of agro-food establishments (%)

be\'jgr(gg;les Input, Peripherally
tobacco ' supply related

Australia (1994)

Predominantly rural 32 41 27

Significantly rural 21 22 23

Predominantly urban 47 37 51
Japan (1978)

Predominantly rural 30 23 25

Significantly rural 44 38 36

Predominantly urban 26 39 38
Japan (1981)

Predominantly rural 29 23 25

Significantly rural 44 40 36

Predominantly urban 26 37 38
Japan (1986)

Predominantly rural 29 22 25

Significantly rural 44 41 36

Predominantly urban 26 37 38
Japan (1991)

Predominantly rural 30 21 25

Significantly rural 44 42 36

Predominantly urban 26 37 37
United States (1975)

Predominantly rural 47 70 37

Significantly rural 21 21 31

Predominantly urban 32 9 32
United States (1985)

Predominantly rural 46 69 36

Significantly rural 22 21 33

Predominantly urban 32 10 31
United States (1992)

Predominantly rural 45 67 35

Significantly rural 22 22 33

Predominantly urban 33 12 31

Notes: Peripherally related industries refer to wholesale and retail trade of agricultural products, and
indirect agribusiness chemical and fertilizer mining, miscellaneous textile and manufacturing, food
products machinery). Percentages might not add due to rounding.

Source: OECD Secretariat estimates based on national sources:

Australia: Integrated Regional Database, Australian Bureau of Statistics.

Japan: Establishment Census of Japan, Statistics Bureau.

United States: Data provided by the US authorities, County Business Patterns, Bureau of the
Census, US Department of Commerce.

over 18 per cent of food, beverage and tobacco processing is located in rural areas and almost 50 per
cent of the people engaged in manufacturing in rural areas in 1990 were involved of processing food and
fibre products (see New Zealand case study).

In terms of rural employment, the contribution of the upstream and downstream agro-food sectors
to the rural economies is not negligible. The level and composition of farm and farm-related employ-
ment varies among regions across OECD Member countries. As shown in Table 6 the share of agro-food
employment in total employment is higher in the predominantly rural regions than in the predomi-
nantly urban regions. The total agro-food sector provided 43 per cent of employment in the predomi-
nantly rural areas of Iceland, 40 per cent in New Zealand, 25 per cent in Japan, 21 per cent in the United
States and 17 per cent in Canada. For Australia, France and Japan the agro-food sector provided
employment for over 20 per cent of the workforce in the predominantly rural areas. This high employ-
ment share of the agro-food sector in the predominantly rural regions reveals the relative importance of
the sector for the economies of these regions.
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In Canada, as in some other Member countries, the share of the agricultural sector (farming, hunting
and trapping) in total GDP and employment declined over the last twenty years, while the correspond-
ing shares for the upstream and downstream sectors remained relatively stable. Agro-food is a growing
industry and the GDP at factor cost increased by an annual average rate of 2 per cent over the same
period. Agro-food employment also increased over time, although employment in food and fibre
processing and employment in farm input supply industries at the national level shrank during the
1981-91 period. However, the decline in food and fibre processing employment at the national level
was only felt in the predominantly urban areas, while in the significantly rural and predominantly rural
areas it steadily increased over the period. Up to 18 per cent (732 thousand persons) of the employ-
ment in the predominantly rural areas and 20 per cent (433 thousand persons) of the employment in
the significantly rural areas originated from the agro-food sector in 1991. About 30 per cent of food and
fibre processing employment and 47 per cent of employment created in farm input supply industries
are in the rural and remote areas.

In the United States, the agro-food sector provided a quarter of the jobs in rural America in 1991. Of
these jobs, about 32 per cent or 1.9 million, were in farming. Most of the remaining jobs were in
wholesale and retail trade, only peripherally related to farming, which accounted for the largest share of
farm and farm-related employment (2.4 million jobs or over 40 per cent) and agricultural marketing and
processing industries (20 per cent) (Majchrowicz and Salsgiver, 1995). Nearly two-thirds of the jobs in
the farm sector, over 48 per cent of the jobs in agricultural input industries and 36 per cent of the jobs in
agricultural processing and marketing industries were located in rural (non-metro) areas.33 Industries
with upstream linkages to farming (agricultural inputs and services) and those linked downstream
(processing and marketing, agricultural wholesale and retail trade and indirect agribusiness) provided
about 87 per cent of farm and farm related jobs during the 1975-91 period. Among each region’s agro-
food sectors, the growth rate for wholesale and retail trade employment was always the largest. While,
these industries are primarily located in urban areas, they account for a larger share in employment in
rural (non-metro) areas.

In New Zealand, the agro-food sector remains a significant sector to the economy, in terms of its
contribution to GDP and employment (see New Zealand case study). Its contribution to GDP, in real
terms, grew faster than the New Zealand economy between 1987 and 1996. The rise in the contribution
of the processing sub-sector is the main reason for the overall increase in GDP contribution by the agro-
food sector. In contrast, the percentage contribution from the farming sub-sector declined somewhat
from 5.9 per cent of total GDP to 5 per cent. In terms of its employment contribution, the sector
provided employment for around 17.4 per cent (254 700 persons) of the country’s work force in 1996,
declining from 18.4 per cent (257 000 persons) in 1987. The percentage contribution to total employ-
ment from the farming sub-sector declined from 9.8 per cent in 1987 to 9.1 per cent in 1996, and it also
declined in the processing sub-sector.

A recent survey conducted in the United Kingdom explores some of the links between farmers and
their locality and provides some interesting insight into the spatial distribution of links between the
farm and related industries (Harrison, 1993). The study examines the spatial distribution of inputs and
outputs from a sample of 52 farms in the Reading area in the United Kingdom. This area is part of the
county of Berkshire, which is classified as a predominantly urban region by the GCRD rural indicators
work. The classification of rural areas was based on an index of rurality, on a scale from one (wholly
urban) to six (wholly rural). The results obtained show significant links between farms and their locality,
especially for the smaller farms as these farms have more transactions with rural areas than larger farms.
The industry providing the highest value of produce from rural areas was the feed industry, with
machinery and livestock second and third. The main farm output being sold to rural areas was cereals
followed by milk. Farm types also appear to influence the location of the farm links, with pig and poultry
farms having greater backward linkages with firms in rural areas than other farm types.

The study also estimated how much employment was indirectly related to agriculture and how
much of this employment was found in rural areas. Although the results should be treated with caution
due to methodological and data limitations, they suggest that approximately one-quarter of the people
working in agriculturally-related industries are working in rural areas. The figures also suggest that the
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ratio of the numbers employed in farming and those working in auxiliary rural industries is approxi-
mately two to one. It concludes that agriculture does have strong links with other rural industries,
perhaps more than has previously been thought.3

3.1.2. Indirect contribution: multiplier analysis

Another way of gauging the linkages and the relative importance of the agro-food sector is the
degree to which a change in the agro-food sector would affect the rest of the economy, including the
rural economy. An increase in agricultural productivity induced by technological change, for example,
leads to increased demands for outputs of the non-farm sectors. If these sectors can supply the
increased demands, then income and employment multipliers arise. These multipliers effects may
mostly occur within rural areas.

Likewise, following an increase in farm output, demand for rural labour can increase through
demand for non-agricultural inputs; demand for farm labour; demand for labour in primary processing;
and demand for supportive services such as research, extension, marketing and credit. The magnitude
of these effects depend on the nature of technology, marginal productivity of the input, domestic terms
of trade, infrastructure support provided to the sector, composition of output, distribution of holdings,
size and the prevailing policy setting.

Factors influencing the growth of forward linkages include the supply of agricultural raw materials
for the agro-food based industries. Policies influencing the choice of technology will have a critical
impact in determining the size and composition of agro-food based industries and their employment
content. The composition of agricultural output is also of importance (i.e. non-food crops may provide a
stronger base for agro-food based industries).

A number of empirical studies attempted to measure the linkages and multiplier effects of the
agro-food sector to the wider economy, as well as to the local rural economy. Such studies are
customarily based on Input-Output or Social Accounting (SAMs) methodology (Midmore and Harrison-
Mayfield, eds., 1996; Edmondson, et al., 1996; Roberts, 1992; Psaltopoulos and Thomson, 1993; Leones,
Schluter and Goldman, 1994; Midmore, ed., 1991; Harrington, 1987; Errington, 1991, Haggblade, Hammer
and Hazell, 1991; Johns and Leat, 1987; Adelman and Robinson, 1986, etc.).3>

Although the results of these studies are not directly comparable due to differences in the
methodology applied, differences in the period studied and differences in definitions of the agro-food
sector employed, some salient points emerge:

— The agro-food sector has significant economic linkages to other sectors of the economy and
constitutes an important generator of employment in rural economies.

— Both backward and forward linkages of the agro-food sector are found to have greater than
average potential in many rural areas.

— The primary sector is found to have the largest income and employment multipliers in both
predominantly rural and significantly rural regions.

— Agricultural trade is an important source of income and employment in rural areas as it spurs
economic activity in upstream and downstream sectors.

— The contribution of agriculture to sustaining local economies depends on a variety of factors
including the structure of the sector, farm type, the size of the region and market structure of
upstream and downstream sectors.

— The magnitude of output, employment and income multipliers differ significantly among the
agro-food sectors, within regions and for the same sector in different regions. Therefore, not only
do large differences exist in the absolute and relative size of the agro-food sector at the regional
level, but also in the strength of the linkages that the sector has with other sectors of the local
economy.

— Commodities with strong forward linkages do not necessarily have strong backward linkages.
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— Livestock commodities seem to have the highest backward and forward linkages as they require
more intermediate inputs than crops, are relatively income elastic and thus generate higher
multiplier effects.

— The farm sector is an important generator of employment in downstream industries, particularly
food processing.

— There is an asymmetry of leakages to and from the farm sector. Because of the dependence of
farmers on inputs supplied outside the sector, there are large leakages from the farm sector to
the wider economy, amplified by the elastic demand for non-food agricultural products. Thus,
while exogenous stimuli to the farm sector can generate large multiplier effects for the non-farm
sectors in local economies, the farm sector is less affected by higher non-agricultural income.

3.2. STRUCTURE OF AGRICULTURAL POLICIES

« Agricultural support policies often are aimed at many distinct objectives, some of which are incompatible.

3.2.1. Magnitude, type and evolution

In most OECD countries, agriculture is a heavily supported sector relative to other sectors in the
economy. In 1997, total transfers associated with agricultural policies are estimated to be around
US$287 (ECU 251) billion, which is equivalent to 1.3 per cent of total GDP (OECD, 1998, Monitoring and
Evaluation Report). Both the level and form of support vary widely across countries, commaodities and
regions. Switzerland, Japan, Iceland and Norway have more than 70 per cent of the value of agricultural
production accounted by support policies, and Australia, New Zealand, Hungary, the Czech Republic
less or equal than 10 per cent. In most OECD Member countries, livestock products are more heavily
supported than crops. On average, rice, sugar and dairy are relatively highly supported, whilst oilseeds,
poultry meat and horticultural products are less assisted.

Disparities in agricultural support across regions may arise for several reasons. Because commodi-
ties for which support is available are by no means uniformly distributed across the country, removing
or changing support will have uneven impact across regions. They may also be the result of explicit
policy objectives such as to increase farm size, to encourage production diversification or to protect the
income of farmers in particular regions. In most OECD Member countries, areas deemed to have certain
structural handicaps are granted targeted support measures.

Agricultural support policies are implemented by a wide array of often complex policy measures,
such as price supports, quantitative restrictions on outputs or inputs, direct 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.

Market price support constitutes the largest and most common policy intervention in the agricultural
sector of OECD Member countries. Almost two-thirds of total support in the OECD area as a whole in
1996 was provided in the form of higher market prices (Chart 5). This type of support 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.

Market price support is often combined with supply restrictions. Such measures, which are taken
primarily to counterbalance excess supplies caused by market price support, usually with the effect of
reducing government budget cost and raising prices in the protected market. 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 particular widespread in the dairy and sugar sectors.
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These schemes are sometimes used as a vehicle for targeting particular groups of producers in specific
regions. In Norway, for instance, exemptions from milk quotas for less favoured northern regions used to
be in place.

Direct payments constitute the second largest component of agricultural support, and their relative
importance is increasing over time (Chart 5). These are budgetary payments made to support farmers’
incomes and comprise a wide variety of different types of payments with different implications for factor
prices, agricultural structural change and the rural economy. Such measures can range from support per
unit of output to income payments that are independent of production. In many instances, direct
payments are made to compensate for income losses due to policy reform or to adverse climatic
conditions.

Agro-structural policies aim at increasing agricultural productivity and competitiveness by taking
advantage of scale economies and regional specialisation as well as by encouraging diversification of
the activities. Expenditures for structural adjustment measures have increased significantly over time in
some OECD Member countries. In the EU, for example, the budget for the agricultural prices and market
policy (EAGGF-Guarantee) declined from 64 per cent of total commitments in 1988 to 46 per cent by
1992. In contrast, the budget for structural policies increased from 18 per cent in 1988 to 36 per cent
by 1992.

Agro-structural policies comprise a wide array of measures that promote amalgamation, modernisa-
tion of farms and improvement of farmers’ living conditions, and are, in general, targeted to specific
regions. They also encourage the diversification of activities which could generate additional income
such as rural tourism and the natural environment. They include measures on structures such as training
schemes for various farm groups such as young entrants, new entrepreneurs and those exiting the
sector, early retirement schemes, measures to develop alternative sources of income such as quality
products, geographical origin, promotion of producer associations, support for downstream processing
and marketing of agricultural produce with the aim of improving product quality and enabling producers

O Chart5 Composition of OECD agricultural support
As a % of total producer subsidy equivalent
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of primary products to benefit more from the value added from processing.36 They also include funding
for agro-environmental purposes, and aid for extending, transferring and withdrawing land.

This category of measures also comprise programmes for farming in disadvantaged areas to enable
farmers to continue farming despite the 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 resist these pressures. These structural measures aim at developing
specific regions or rural areas, through the diversification of agricultural production, marketing of local
products, diversification of activities, assistance to agro-food industries and to forestry, improvement of
infrastructures, protection of the environment and investments in research and extension (Box 3.1). In
the EU 60 per cent of agro-structural measures in 1993 were directed at supporting investment in
holdings located in disadvantaged areas.

Box 3.1. EU agro-structural policies

EU agro-structural policies have undergone substantial change over time. Four phases of EU agricul-
tural structural policy can be distinguished. At the outset, from 1962 to 1972 the policy limited itself to co-
ordinating and supplementing national structural policies for agriculture. From 1972 a much more positive
approach to structural policy was adopted and the EU began to co-finance certain measures in Member
countries, provided they fulfilled certain conditions laid down in common directives or regulations. Most
of these measures aimed at structural improvements in farming including small scale processing and
marketing of farm products. In the negotiations which preceded the EC enlargement in 1973, emphasis
had been placed on the difficulties faced by hill farmers. This led to Directive 268/75 on mountain and hill
farming and farming in LFAs. Farmers within LFAs were entitled to enhanced rates of investment aid, to
compensatory allowances on livestock in hill areas and to aids for joint fodder production, storage and
distribution. The area qualifying as LFA has gradually increased and over 50 per cent of the EC agricultural
area is now designated as less favoured.

A third phase began in 1985, as, following the second enlargement of the community to include
Greece, Spain and Portugal, the existing agricultural structural policy was updated. Investment grants were
to be confined to sectors where there was no “structural over-production”. Provision was made for premia
to be paid to farmers in sensitive areas using methods compatible with environmental protection and a
series of measures was taken in relation to the southern member countries, including the Integrated
Mediterranean Programmes for France, Italy and Greece.

The fourth stage of development stems from the reorganisation of the structural funds in 1988.
Essential elements of the 1988 reform of structural funds include: doubling of financial resources in real
terms between 1989 and 1993 from ECU 7 billion in 1989 to ECU 14 billion in 1993; the concentration of
funds on six objectives (1-4, 5a and 5b); revision of priorities on policy instruments, mechanisms, and rates
of co-financing for all structural policies (Regional, Social, Agricultural); the co-ordinated use of the
structural funds and partly, of the European Investment Bank; the participation of the Commission, the
member States and regional authorities in the planning execution and control of structural funds.3’

Three of the six objectives (1, 5a and 5b) refer to agriculture itself or to regions where agriculture is
very important. Objective 1 supports the development of mainly rural areas whose development is
lagging behind. Objective 5a (EAGGF-Guidance) is devoted to the agricultural sector and deals with
classical structural policies. Objective 5b is directly concerned with rural development policy and confined
to depressed rural areas within regions which do not qualify for objective 1 assistance. Thus, promotion of
the development of rural areas is undertaken by speeding up the adjustment of agricultural structures to
the reform of the CAP (objective 5a) and by facilitating the development and structural adjustment of rural
areas (objective 5b). In objective 1 regions the proportion of funds provided by the EC may reach 75 per
cent and in all other regions is limited to 50 per cent of total cost. Following the enlargement of the
Community to include Sweden and Finland Objective 6 was added for regions which had less than
8 habitants per square kilometre.

The revised priority objectives of structural policies placed emphasis on restoring market balance,
maintaining viable rural communities, and conservation and protection of the environment. One of the

(continued on next page)
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(continued)

principal innovations introduced by the 1988 reform was that structural measures will be implemented
within a Community Support Framework (CSF). Within the partnership arrangements established in the
Framework, the CSF establishes the agreed priorities which are to be the focus of Community assistance
and represents an indicative financial commitment on the part of the Community for a five-year period.

This post-1985 agricultural structures policy contains the following measures:
1. the set-aside of arable land
the extensification and conversion of production
investments in agricultural holdings and setting up young farmers in business
compensatory allowance

introduction of farm accounts, establishment and operation of groups, services and facilities for
several holdings

specific measures to assist mountain and hill farming and farming in certain less favoured areas
specific measures to protect the environment and preserve the landscape
adjustment of vocational training to the requirements of modern agriculture

early retirement of farmers of at least 55 years of age who quit farming and transfer their land to
other farms

10. aid for producers’ organisations (fruit and vegetables) and for producer groups
11. afforestation of land hitherto used for farming and improvement of existing forests.

a > wn
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In contrast with price policy, member countries enjoy a measure of independence in the application
of most structural policies. The EC’s contribution to the cost of structural programmes is only partial, with
rates of Community co-financing for the above measures variable depending on the measure and the
country. Only some measures are binding on all member countries. Set-aside payments, for example, are
mainly Community financed, the costs being shared equally by the Guarantee and Guidance Fund.
Payments under the structural programmes go to member governments rather than directly to farmers.

Measures are implemented in some countries to help the agricultural sector adjust to the changing
policy environment. During the transition period following the 1984 reform in New Zealand a one-time
payment programme was established to assist farmers who wanted to exit farming and pursue other
economic activities. Under the 1992 Rural Adjustment Scheme, for example, Australia increased
expenditures on measures aimed at improving farm productivity and encouraging farmers to leave the
sector. The 1995 federal budget in Canada established a fund to help the sector adjust to reduced
levels of safety net support and to take advantage of new market opportunities. Programmes aimed at
helping farmers in financial difficulty have operated for a number of years.

In addition, in several countries there has been a shift to more decentralised measures, involving
greater participation by rural 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 as facilitator
and co-ordinator of local initiatives.

The category of input subsidies covers those measures that reduce costs paid by producers, mainly for
their inputs used in production. This type of support is usually financed through the budget and has no
direct effect on market prices received by producers or paid by consumers. Cost reducing subsidies
affect the utilisation of both fixed and variable inputs and encompass policies affecting land and
buildings as well as fertiliser, energy or transport use.

Virtually all OECD Member countries provide budget-financed services of a general nature, which
benefit the agricultural sector as a whole, but are, in general, not linked to particular commodity. They
often include research, extension, training, inspection and market promotion and in many cases
increase farm productivity. Although the proportion of support to agriculture provided through govern-
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ment expenditures on general services is below 10 per cent in most OECD countries they could have
important implications for agricultural structures and the rural economy.

3.2.2. Distribution by farm type, size and region

The distribution of benefits to farmers stemming from agricultural support policies depends,
inter alia, on the distribution of factor ownership among farmers, as well as the relative price changes
among inputs. Input ownership among farmers varies greatly among countries and across regions within
countries. In some cases farmers own almost all the land they farm, whilst in other cases lease virtually
all the land. Moreover, some farmers have highly specialised skills and others do not. The existence of
the wide distribution in input ownership implies that the distribution of benefits to farmers is likely to
be unequal.

Changes in the relative input price depend primarily on the relative input supply elasticities. In
general, price changes are larger for those inputs with more inelastic supply. Different input ownership
patterns combined with different supply elasticities can give rise to very different patterns of benefits
for farmers. One implication of the above is that a major impact of agricultural policies is likely to be on
input prices, particularly land.

Work carried out by the OECD Secretariat indicates that, notwithstanding the wide diversity of
situations, output-linked agricultural support is concentrated on larger farms, increases with farm size
and that there are significant differences between regions and commodity specialities. A small propor-
tion of large farms receive the bulk of the payments (Box 3.2).38 To the extent that small farms are
located in remote rural areas, output-related agricultural support will tend to be biased towards the
most economically integrated rural areas.3®

Box 3.2. Selected empirical studies on the distribution of agricultural support

In Austria a study analysed the impact of market support on income disparities in the 1980s, using
three different policy scenarios: the continuation of a policy based on administered prices and export
subsidies; equilibrium of domestic markets; and the adoption of EC-price conditions by Austria (Niessler,
Perktold and Zoklits, 1989). The main result of the analysis is that market regulation, as applied in Austria
in the 1980s, contributed significantly to increasing income inequalities and regional disparities in agricul-
ture. Because support was linked to commodities, large farms with high incomes reaped most of the
benefits. Farms producing grains, located in the favoured plain areas, are the main beneficiaries of market
support. Most of the farmers with low income and especially those in the less favoured areas gained
relatively little compared to an equilibrium of domestic market situation. Moreover, it is estimated that
income distribution among farm households would have been more equitable if markets were not
regulated and small incomes were instead supported by targeted direct payments.

In Canada, the average payment received per farm increases with gross sales and the 32 per cent of
farms in the two largest sales classes received 68 per cent of all direct payments in 1993 (Statistics Canada,
1995). Almost three-quarters of government benefits went to the 80 per cent of farms classified as having a
higher financial stability and they received slightly higher benefits per dollar of gross sales than the 3 per
cent of farms with a lower financial stability (Bollman, 1989). Moreover, about 30 per cent of aggregate
government benefits went to the 18 per cent of farms with a rate of return on equity of 10 per cent or more
but the average benefit per farm was lower for this category of farm than for farms with a negative rate of
return on equity.

Concerning the concentration of support from the CAP, 80 per cent of the support provided by FEOGA
accrued to 20 per cent of farms and these farms also accounted for the greater part of the land used in
agriculture (EC, 1991). Another study, which compares the proportion of total farms in each income class
with their respective share of CAP gains, shows that CAP benefits were distributed regressively among EC
farms with gains concentrated on the higher income farms (Brown, 1989). These conclusions also applied
to individual EC member countries. Substantial variation in CAP benefits also arises across EC regions;
farms in the Mediterranean regions receiving considerably less than farms in the Northern regions of the
Community.

(continued on next page)
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In Finland, a recent study compares farm incomes in different regions, for different production sectors
and physical size of farms under the support system prevailing before 1993, after the Finnish accession to
the EU in 1995 as well as in 1997 when part of the transition period support will be eliminated in South
and Central Finland (Myhrman and Heikkila, 1996). According to the results of the study, full-time farmers,
larger farms, farms located in South Finland and farms specialised in crop production tend to lose more
than others from Finland’s accession to the EU.

In France, a study by the Ministry of Agriculture on the distribution of different assistance measures
by regions and farm types found that assistance was more concentrated than agricultural production, with
strong disparities according to product-type and regions. These disparities are attributable to the differ-
ent levels of support between commodities and to differences in economic size. This study also analyses
the impact of the 1992 CAP reform on government assistance. It concludes that income disparities
between regions, zones and classes of disposable income would be somewhat attenuated by the reform.
The increase in government assistance and disposable income would be higher for farmers with a lower
disposable income but the 25 per cent of professional farmers who received 60 per cent of total assistance
in 1991 would still receive 55 per cent in 1996. Concerning the impact of 1992 CAP reform on the
distribution of direct payments between zones it was found that after the reform, the amount of direct
payments increased for all zones, especially for the plains mainly because of the introduction of direct
payments to cereals (Bazin, 1995). Farms located in the plains, which represent 67 per cent of all farms,
received 65 per cent of payments in 1994 compared to 45 per cent in 1991.

In Norway, the average payment per farm increases with farm size as measured by area for all zones,
with the 32 per cent of farms over 20 ha receiving 77 per cent of all payments in 1993 (NILF, 1994). In 1993
there was a 50 per cent difference between payments in the lower and the higher area classes. The
maximum difference between regions was around 40 per cent for all size classes but for smaller area
classes, regional differences were bigger in some cases.

In Sweden, an official study on the distribution of support among commodities, regions and farm size
classes, suggests very close link between the distribution of support with the distribution of production
and geographic location of farms (Swedish Board of Agriculture, 1997). In 1995, farm holdings of more than
100 ha represented 28 per cent of total farm income and received 26 per cent of total support. One fifth of
the farms received more than 70 per cent of the total support, while three fifths of the farms received less
than 10 per cent of total support. The Central and Southern plains accounted for 85 per cent of total
agricultural incomes and received 79 per cent of total support. With dairy farming and direct payments
more prominent in the northern part of the country, the level of support in that part of the country was
close to 70 per cent of total agricultural income as compared with 39 to 55 per cent in most of Central and
Southern Sweden.

In Switzerland, the reduction in income disparities between plains and mountainous areas which has
occurred over time is attributable to the provision of direct payments (Commission Popp, 1990). Income
disparities among farms of different sizes were maintained in plains areas between 1976-78 and 1986-88
while they were reduced in mountainous areas. For all size classes, payments per farm and per hectare are
higher in mountainous than in plains areas (Office fédéral de I'agriculture, 1995). In both plains and
mountainous areas, average payments per farm increase with farm size; however payments per hectare
decreased with farm size in 1993. The study also shows that as altitude increases, disparity in average
payment between size classes declines. However, as the data only refer to “professional’*? farms of a
minimum size and exclude a large number of smaller farms, the resulting picture of the distribution of
payments may be distorted.

In the United States, direct payments appear to be highly concentrated as 80 per cent of recipient
farms received less than 40 per cent of payments, reflecting the strong links to production levels. Farms
with gross sales over US$100 000 represented about 17 per cent of all farms but accounted for nearly
80 per cent of major programme-eligible commodity sales (EWG, 1995¢). The average payment per farm
increased with the economic size of the farm but represented a lower percentage of the cash receipts for
larger farms than for smaller ones and landowners (EWG, 1995a). Over the period 1985-94, subsidies paid
to farm operators whose permanent mailing address is one of the 50 most populous urban areas in the
United States are estimated to be more than US$1.3 billion (EWG, 1995b). Concerning the financial
position of farms, it was found that farms in a financially strong position represented 61 per cent of all
farms and received 60 per cent of all payments (Perry and Morehart, 1994). The 11 per cent of farms
classified as marginally solvent or vulnerable received less than 10 per cent of all payments but had the
highest average payment.

63 |




AGRICULTURAL POLICY REFORM AND THE RURAL ECONOMY IN OECD COUNTRIES

64

3.3. IMPLICATIONS OF AGRICULTURAL POLICIES FOR PRODUCT AND FACTOR ADJUSTMENT
IN RURAL AREAS

« 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.

« As adjustment evolved, output-linked agricultural policies have become increasingly ineffective in servicing rural development
objectives.

3.3.1. Market price support

Market price support policies affect rural economies in a number of ways. Market price support for
a particular commodity raises producer and consumer prices above what they would otherwise be and
makes production of the supported commodity more profitable. Consequently, production is increased,
resulting in increased incomes and resource use in agriculture. However, an increase in resource use
does not necessarily imply a proportionate increase in the use of all inputs used in agricultural
production. This depends on input substitutability and relative input supply elasticities.

By transferring income to farmers, producer price support may help maintain or improve farm
incomes and rural infrastructure, which could trigger additional spending and investment, and could
stimulate rural entrepreneurship. However, these benign effects do not necessarily occur in the most
cost-effective manner. First, allocation of resources within and among regions is distorted as resources
are diverted from the lower or non-supported agricultural commodities as well as outside the sector or
outside the rural area, thereby causing misallocation of resources. Second, this type of support is
generally proportional to the volume of output and it tends to disproportionally benefit farmers on
large-size farms, often located in the more economically integrated rural areas, rather than farmers on
small-size farms, often in remote rural areas, whom policies are often intended to benefit. Third, by
eliminating or reducing the risk associated with fluctuations in output prices, market support policies
could reduce the incentive to hedge against price risk and reduce product diversification. They could
therefore have adverse effects on rural entrepreneurship.

3.3.2. Supply restrictions

These measures are generally introduced with the objective of limiting domestic surpluses, reduc-
ing trade impacts and containing government expenditures. Three elements that are particularly impor-
tant in determining the rural impact are: the effects on the intensity of input use, the distribution of
benefits and the implications for the regional allocation of production. The type of supply control
programme and the way in which they are implemented will influence the impact on rural areas.

Production supply control schemes, unlike price supports and input subsidies, imply the use of
less inputs in agriculture. A fall in output of the restricted commodity will tend to cause a reduction in
the resources allocated to this commodity. Decline in resources will tend to increase output price,
reduce output, employment and value added both in agriculture and in its related upstream and
downstream linkages. However, the degree to which the various inputs are restricted depends on the
relative supply elasticities and input substitutability.# With a highly inelastic supply of land and a
relatively elastic supply of non-land inputs, for example, a production control scheme results in much
smaller reduction in non-land inputs than in land. In contrast, an acreage reduction programme results
in a larger reduction in land (Gardner, 1987, p. 97, Table 4.1). The effects on the rural economy will be
primarily determined by the extent to which the restricted inputs are replaced by others that are
supplied within the rural area.

Output and input use controls have dramatically different effects on the pattern of input use.

Restrictions on land use such as acreage or set-aside controls reduce agricultural production indirectly
by limiting the use of an important factor of production, namely land. Output controls limit production



MAIN REPORT

directly and may be implemented by the allocation of quotas, which limit the amount that may be
produced or sold (OECD, 1998b). Production of the restricted commodity may be enticed from high-cost
to low-cost rural areas. The impact on the rural economy of such a shift would be negative if the rural
area is heavily dependent on the restricted commodity and possibilities for diversification are limited.
This is likely to occur in the remote and mountainous rural areas.

Output and input use controls transfer income to farmers in different ways. In the case of output
controls, the scarce factor of production becomes the output quota itself, and initial recipients of these
quotas are the beneficiaries of the higher output prices. If quota owners and land owners are not the
same, land rents fall, as does employment of purchased inputs, resulting in lower yields than would
otherwise be the case (Hertel, 1990). By contrast, restrictions on land, such as acreage controls, restrict
supply by making the land input more scarce. As a result land rents rise and there is an incentive to
raise yields by using purchased inputs more intensively.

Restrictions on land use can have varied effects on rural areas depending on the specific way they
are implemented, in particular the type of land to be withdrawn from production. Set-asides, for
example, could have positive effects on the rural area if mostly fragile and marginal land are idled and
the plots remaining in production were consolidated into larger production units, thereby enhancing
productivity. However, set-asides would also tend to reinforce the downward trend in the size of the
agricultural labour force and would reduce demand for other agricultural inputs, such as fertilisers and
machinery. Set-asides on a large scale would adversely affect the general level of economic activity in
the rural economy.

The owners of quota under production control programmes are not always the producers of the
quota commodity. In the United States, for instance, the majority of flue-cured tobacco is grown on
acreage for which quota is leased, most of the time from urban quota holders (Gardner, 1987). Sugar
quotas are sometimes owned by processors, as in the EU, even though in practice they are shared out
between farmers but closely tied to land, which means that they are capitalised into land values and
thus benefit the owners of that land. Even when agricultural assets are owned by producers, transfers of
wealth to individuals outside the farm sector or the rural area may take place over time.

Capitalisation of the value of agricultural support into fixed assets could affect structural adjust-
ment through the increased costs of non-agricultural uses of land (OECD, 1998b). Higher land prices
make it less attractive to use land for other purposes or to locate industries and other economic
activities in rural areas. As a consequence, development of these regions would be adversely affected.
Quota rents for current farm owners translate into increased production costs for future farm sector
entrants. Thus output controls are not effective in raising the income of future generations of farmers.
The cost of quota programmes is borne by consumers and taxpayers, but also by new entrants to the
sector who pay for the intangible assets or the land attached to them. Young people in rural areas could
therefore be discouraged from entering farming.

High asset prices are normally seen as an impediment to the structural adjustment of the agricul-
tural sector. Empirical evidence, including that from New Zealand'’s policy reform experience, indicates
that the number of farm sales decreases when prices are very high. If the price increase is accompanied
by higher price volatility it may further decrease trade in farm land. Moreover, imperfections in capital
markets can accentuate negative effects on structural adjustment. Potential farmers need to accumulate
more funds to purchase land, thereby increasing the costs of entry to farming, whilst existing farmers
will find it more difficult to increase their holdings than would otherwise be the case. In addition,
capitalisation of support into land prices could increase insolvency in agriculture as under rising land
prices farmers could adopt higher risk business strategies which result in increased indebtedness
(Davies, 1996).

Supply control measures are an extremely costly method of raising prices and supporting incomes.
By idling productive resources, distorting factor choices, and altering the pattern of agricultural innova-
tion, large amounts of real income are forgone. They freeze production structures and hamper adjust-
ments to changes in economic and technological conditions.*2 They, therefore, prevent efficient alloca-
tion among producers and regions, lower competitiveness and much of the cost to consumers and
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taxpayers leaks away to increase the wealth of asset owners, thereby encouraging rent seeking beha-
viour. Instead of assisting farmers, agricultural support yields windfall gains for the owners of quotas,
who are not necessarily the intended beneficiaries of farm policies. The identification of those who
actually own land or intangible assets reveals a mismatch between farm policy objectives and the social
groups who ultimately benefit from government transfers.

Studies undertaken in the OECD on the use of these supply control measures suggest that they can
create significant market distortions for the commodity being controlled as well as having “spillover”
effects on competing products and factors (OECD, 1997; 1995a; 1990a). In the long run, these distortions
are reinforced by the effects of supply controls on structural change and technological innovation.
Quantitative restrictions may also change the factor intensity of production, with consequences for
resource use and possible implications for the competitiveness of related downstream and upstream
agro-food industries. Their prolonged use diminishes their effectiveness. Removing quantitative restric-
tions will improve technical efficiency by making it possible for farmers to use the most efficient
production techniques and to exploit economies of scale.

Like other price and income support measures, the largest producers receive the largest benefits
and, in relative terms, the largest burden is on consumers who spend the highest proportion on their
income on food - generally the least well off. Nationally determined quotas may also crowd out other
possibilities for development better suited to local conditions such as niche markets where local
producers have an advantage in production through quality and distinctiveness.

Supply control involves a good deal of administration. Compliance with restrictions on factor use
must be verified, whilst restrictions on output require control over movement of produce. Such meas-
ures could be undermined by fraud. This also contributes to the institutional rigidity whereby quantita-
tive restrictions have been difficult to dismantle once in place.

In recognition of the potential difficulties associated with supply controls, Ministers noted in the
1987 Communiqué that: “where production restrictions are imposed or productive farming resources
withdrawn by administrative decision, these steps should be taken in such a way as to minimise
possible economic distortions and should be conceived and implemented in such a way as to permit
better functioning of market mechanisms”. The available evidence on supply controls in the OECD
indicates that, in general, they have not been implemented in ways that would satisfy the above
criteria.

3.3.3. Direct payments

In contrast to market price support, direct payments are in general considered to be more transpar-
ent and can in principle be targeted to any specific group of farms, farmers or regions. However, direct
payments, which are financed by taxpayers, do have an impact on the allocation of resources between
agriculture and the rest of the economy. Nevertheless, in most OECD countries, direct payments are
still largely related to output levels, although sometimes subject to maximum limits per farm or farmer
or based on historical levels of inputs, allowing the links with current output to be weakened.

The effects of direct payments on the rural economy will depend on how they are financed and on
how payments benefit non-farmers. The 1987 OECD Communiqué pointed out, direct income support
measures are most suited to farmers with low incomes and to those in disadvantaged rural areas.

Work at the OECD has identified some of the characteristics of direct payments that would be most
compatible with the 1987 Ministerial Principles (OECD, 1994c). This work suggests, in order to avoid
creating production incentives, that direct payments should either be fixed, or if variable, should be
related to a parameter which is outside the farmer’s control. Ideally, direct payments should not be
determined by current or future levels of production or levels of input use. Payments would be better
targeted to a particular policy objective rather than attempt to achieve multiple, and sometimes
conflicting, objectives and care should be taken to not adversely affect the achievement of other policy
goals. In general, the more carefully a given measure is targeted, the greater is the possibility that it will
achieve its objective least overall cost. The OECD study also recommended voluntary participation in
direct payment programmes.
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There is very wide variation in the extent to which new direct payment measures reflect the
characteristics and recommendations summarised above. Some measures remain closely linked to
production or factors of production while in others a significant degree of production neutrality appears
to have been achieved. Carefully targeted measures have been implemented in some instances while
in others the need for trade-offs among multiple objectives have resulted in less specific measures.
Some payments are based on former levels of production or input use such as the payments to crop
growers in the EU resulting from the 1992 CAP reform and in Canada, transitional payments to land
owners to cushion the impact of the elimination of transportation subsidies in 1995. In Norway and
Switzerland, since the beginning of the 1990s, there has been a movement away from mainly production
linked payments towards programmes with weaker links to production and which are more targeted to
farm income support, environmental objectives and rural development.

3.3.4. Input subsidies

Although input subsidies are largely motivated by output-enhancing and farm income objectives,
they can differ in the degree to which they affect rural economies, depending on their design and
implementation. By reducing costs of the subsidised input, these measures enhance producers’ gross
margins. They also affect relative input prices and consequently the resource allocation pattern within
agriculture and the surrounding rural area as well as the overall volume of resources used in agriculture.

The effects of input subsidies on the rural economy depend on a combination of factors. The
reduction in the cost of subsidised inputs may be accompanied by an increase in output and more
intensive use of variable inputs relative to those which are in fixed supply (Gardner, 1987, p. 107,
Table 4.2).

However, the increase in input use is unlikely to be the same for all inputs and owners of other
inputs may not benefit from the subsidy. If there is substitutability between inputs, a subsidy on one
input generally leads to an increase in the use of that input. If the substitutability between inputs is
high, the owners of other inputs may lose as farmers of the unsubsidised input are able to substitute
the subsidised input for other inputs, thereby reducing demand and lowering price.

Similarly, if there is little substitutability between inputs, a subsidy on one input would lead to
similar increases in the use of all inputs. A low degree of substitutability means that other input owners
will gain, since the demand for their input expands along with the increased use of the subsidised
input. Finally, if the input, for example land, is in fixed supply, a subsidy on land would affect land price
rather than land use.

3.3.5. Structural adjustment payments

 Notwithstanding ambitious aims, achievements have been modest.

« Conflicting objectives, generous price support and overly complex administrative procedures have been the major hindrance.

Agricultural structural policies are concerned with issues relating to employment, land use, forestry
and the scale of farm enterprises and comprise many varied measures. Among these the following
policies can be distinguished: measures to improve the structure and efficiency of farm production as
well as processing to strengthen the competitiveness by improving the quality of factors of production,
modernising the equipment and increasing the scale of operation, and assisting farmers to leave
inefficient production units; measures to maintain farming in less favoured areas by compensating for
their natural or economic handicaps; measures to diversify economic activities within or outside farming
in rural areas; and to implement agro-environmental measures to strengthen positive and minimise
negative externalities resulting from farming.
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The relative importance of each objective may vary over time and from one country to another. In
the EU, each member country disposes of the same EU tool and it uses it differently depending on its
own aim (Urff and Boisson, 1996). In some cases, the structural measures may be used as a policy
instrument for controlling the external effects of agriculture, for example the management of environ-
mental problems in the Netherlands or the diversification of farming activities in the United Kingdom.
In other instances, it is part of a policy for improving the productivity of agricultural structures
(e.g. Greece, Portugal, France). Finally, in other countries, the modernisation policy has an obvious
social aim and the redistribution objective predominates. In Spain and Italy, for example, investment
aid is awarded to small and large farms in roughly equal proportions.

For certain categories of farmers or regions there may be substantial effects by providing a certain
level of income in rural areas or supporting a rapidly changing agriculture through the modernisation
process. Structural policies by offering alternative or additional employment and income opportunities
outside farming to the farming population, in rural areas, may ease adjustments in farm size and in
resource allocation. This should improve the efficiency and competitiveness of the farming sector in
these regions. It could also reduce inter-regional disparities. However, their cost-effectiveness should
be carefully scrutinised. Their overall effectiveness has been influenced primarily by three factors:
multiple and often contradictory objectives, their concurrent implementation with generous market
price support policies and administrative difficulties in their implementation.

The multiple objectives make an overall evaluation of structural policies difficult. Moreover, they
are only one of the many factors affecting the development of agricultural structures. The initial socio-
economic situation of the rural area and the general economic context, for example, can amplify or
hamper the effect of agro-structural policies. Their effectiveness could be assessed on the extent to
which they have strengthened production structures and competitiveness (supply-side efficiency) and
whether they add to total rural household demand so stimulating output and employment (demand
side).43

On the supply-side it could be argued that structural policies are ambiguous. As pointed out by the
Greek and French case studies, not all of their objectives are mutually compatible. One conflict
frequently apparent is between measures which seek to assist market forces and those which oppose
them or compensate for their effects. Their overall objective is to adapt farm structures to their
economic environment through specific intervention relating to the fixed factors of production. The
justification of these programmes to support farm consolidation and enlargement in order to capture
the economies of scale apparent in larger units heavily hinges on the belief that smaller farms are less
technically efficient than larger ones. Structural policies targeted to less-favoured and hilly areas are
consistent with the retentionist tendency of price support policies and by contributing to farmers’
income they maintain farming in these areas. However, it is difficult to assess precisely whether the
development of these areas would have been much different without the policies. Nevertheless, it is
not obvious how the increased efficiency objective could be reconciled with the objective of preserving
small farms in less favoured and hilly areas.

Moreover, structural policies are often implemented in conjunction with price support policies with
different objectives. Agro-structural policies sometimes aim at encouraging increasing factor mobility
and promoting a smaller number of larger economically viable farms and by diversifying economic
activities, would facilitate the move of farm labour from agricultural production to other on- and off-farm
activities in rural areas. Output-related agricultural support, however, tend to maintain high returns to
agricultural factors of production and discourage diversification.

On the demand-side, it is not at all clear the extent to which structural policies add to or substitute
for those which would have been provided by the private sector. Available evidence points to the fact
that the measures seem to have a relatively low impact, in financial terms and in terms of the
percentage of farmers receiving aid as well as in achieving their stated objectives (see French and
Greek case studies).

Since participation in many of these measures is voluntary, their effectiveness will depend upon
whether they are sufficiently attractive to farmers to be accepted in those regions where they are
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needed. As the case study on Crete has demonstrated, generous price support policies have under-
mined the attractiveness of agro-structural policies. The OECD study on early retirement schemes
concludes that although such schemes have had some success in encouraging and facilitating resource
adjustment, their uptake has been relatively low (OECD, 1995a, pp. 103-121). The low level of participa-
tion was attributed to a number of factors, including the relatively low level of pension payments
permitted and the onerous eligibility criteria associated with many of these schemes.

Agro-structural policies suffer from the handicap of requiring a considerable degree of administra-
tion and their effectiveness heavily hinges on the efficiency of institutions responsible for their imple-
mentation. Evidence shows that the level of managerial efficiency of institutions is considered quite low
with the enormous number of complicated administrative procedures, at both the national and local
level. In the EU, for example, there were 411 programmes in relation to agriculture alone (Fischler,
1996), while in the United States, the US General Accounting Office (US GAO) identified that over the
1983-92 period rural areas received assistance from 828 federal programmes (US GAO, 1994).44

3.3.6. Overall assessment

The impact of agricultural policies on rural development could be primarily assessed against two
criteria: First, there is the question of the extent to which the payments associated with agricultural
policies raise living standards and employment simply by increasing expenditure in assisted rural
areas. Second, and more important, is the extent to which agricultural policies were successful on the
supply side by raising rates of growth to bring about improvement of living standards. The latter
criterion is more difficult to assess since rural problems are caused by a multiplicity of interrelated
factors. Policy measures are only one of many influences on economic development and it is difficult to
isolate the impact of policies from that of other factors. In fact, one of the most important influences is
the overall buoyancy of the national or even international economy as a whole (Begg, 1995). Opportuni-
ties for migration and investment mobility, for example, are less in recession. An increase in population
growth in remote rural areas could simply reflect the economic downturn in the economy as a whole
rather than the increase in prosperity for these rural areas. By analogy, migration into less-favoured rural
areas could be associated with a rise in unemployment in the more prosperous regions rather than with
increasing employment opportunities in remote rural areas.

With these caveats in mind, it could be argued that 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 inconsistent with market realities, 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 a positive influence on employment, particularly in rural areas where there are often few
alternative employment opportunities. Output-related agricultural support affects both the supply and
demand side of agricultural markets, increasing production and discouraging consumption. In the
absence of such policies, agricultural production would have increased at a lower rate or even
decreased. It would also have tended to be more concentrated in areas with favourable conditions and
to have led to greater contraction of agriculture in less favoured rural areas. Moreover, agricultural
support policies resulted in an excess of resources, particularly labour and land remaining in agricul-
tural production, thereby boosting agricultural and rural populations, or at least curtailing their rates of
decline.

Furthermore, under the influence of market price support policies the use of intermediate inputs
such as fertiliser, chemicals and farm machinery has increased (OECD, 1995b). This high input agricul-
ture has sustained a high level of employment and of value added in sectors related to agriculture by
forward and backward linkages. These include the supply of farm inputs, transport, banking and other
services. Preventing a more rapid decline in the farming population and supporting their incomes
through price support and - to a far lesser extent — direct measures, resulted in higher consumption by
farmers and farm workers and thus contributed to employment and value added in the rural retail
sector, as well as in the construction and service sectors. Against this background, it could be argued
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that output-related agricultural policies positively contributed to maintaining the social-economic
strength of rural areas.

However, an assessment of the effects of agricultural policies on rural economy should address
three crucial questions:

e |s the impact wholly positive?
 |s it cost-effective?
« Are output-related agricultural policies sustainable over time?

Is the impact wholly positive?

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 support the incentives for rural to urban migration might been much stronger, it is not clear
that the policies have been the most effective in preventing 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, that is more land
and or capital-intensive products. Third, the policies were unable to prevent the widening of disparities
in the agricultural sector and in the rural areas (EC, 1996). In fact, they may have even exacerbated such
disparities because most of their benefits are conferred to the most affluent rural areas. Further, by
bidding up land rents, farm support might have deterred other non-farm industries from locating in
rural areas. Forth, the incentives created by agricultural assistance have hastened the adoption of
labour-saving capital and favoured more capital-intensive farming methods in many OECD countries.
Evidence suggests that agricultural support by providing incentives to substitute capital for labour can
be associated with reduced farm labour demand and could increase capital intensity so much that the
demand for labour eventually falls.

To the extent that agricultural support benefits are capitalised into fixed assets such as farmland
and buildings, they stem the loss of population from rural areas, thereby attenuating the effect of
support on capital-labour substitution and the associated lower farm labour force. Evidence in the
United States shows that the effect of higher land values was not large enough to offset the conse-
quences for rural population loss of the induced capital-labour substitution in agriculture (Goetz and
Debertin, 1996). Moreover, the fact that agricultural support policies kept land in farming can be
regarded as successful only if by maintaining the land conservation function, the particular landscape
and bio-diversity formed by the patterns of farming are goals to which society gives priority. It may be
questioned whether the right balance between different land uses has been achieved and, if it is,
whether it would be justified everywhere (Urff and Boisson, 1996). At any rate, pursuing this goal by
price support policies results in high prices for land and makes it more costly to reallocate land for
other uses.

Is it cost-effective?

The maintenance of farm incomes is perhaps the dominant objective of agricultural support
policies in virtually all OECD Member countries. The stated objective of many governments is to secure
a satisfactory and equitable standard of living of farmers and to stabilise farmers’ incomes.*® 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. Thus, the effectiveness of
such an approach for supporting farm incomes is questionable in the long run.

Work carried out by the OECD Secretariat on the relative efficiency of agricultural policy instru-
ments commonly used in OECD countries for transferring incomes to farmers concludes that less than
one-third of what is spent on support programmes results in additional farm income, and an even
smaller proportion results in a net increase in farm household income (OECD, 1995a, pp. 45-67).
Furthermore, the limitations of such policies are increasing over time as the proportion of gross receipts
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accounted for by purchased inputs is high and growing so that the impact on net farm income of market
price support policies is very low.

Market 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 (economic and physical). 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 (Annex Table 4). 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. These arguments shed some doubt on
the cost-effectiveness of agricultural support policies, even if the legitimacy of rural development
objectives are not questioned.

Further, the relationship between farm income and family income is even more tenuous as the
economic well-being of a significant proportion of farm households has only limited dependence on
farming. This raises questions about the effectiveness of output-related agricultural policies for achiev-
ing the income objective. Commodity programmes cannot be reasonable welfare programmes even
with various targeting adjustments. Obviously, the distribution of benefits can be altered. It is not clear,
however, that commodity policies could be used effectively to provide substantial aid to poor rural
people without overwhelming leakage to the non-poor or heavy administrative complexity and cost.
Low productivity and remuneration of agricultural labour does not necessarily imply that total income
levels of farm households are lower than those of other households. Increasingly, people living on farm
holdings receive income from non-agricultural employment and other sources, such as pensions. This
implies that the capacity of output-related agricultural policies to influence directly the income situa-
tion of households on small farms is very limited.

With increased off-farm employment of farm households, farm family income has become linked
more closely to economic conditions in the non-farm sector. This implies that economy-wide policies,
including labour and social policies, are of considerable importance in rural areas. Social policies which
upgrade, for example, communication, relationship and parenting skills have been identified as impor-
tant for building the social structure of rural areas. Delivering these social policies can be problematic in
rural areas where access is a key issue. Likewise, policies that address rural problems through the
encouragement of off-farm employment creation may have allowed more people to continue to farm
and live in rural areas.

Another effect of agricultural policies is that they inadvertently reduced the need for more busi-
ness acumen behaviours as these policies have reduced the need for farmers to develop more complex
ways of competing or of co-operating with one another. The signals that these sorts of policies give are
in the long-term highly inimical to the development of rural areas (OECD, 1990b).

Are output-related agricultural policies sustainable over time?

Fundamental technological and economic forces will continue challenge policy makers. Agriculture
in OECD countries has been subject to substantial structural change emanating from the development
of new production techniques, increased productivity, increased world competition (globalisation) and
changes in the pattern of demand. Production-related support policies can only slow down but cannot
hold back the economic forces leading to structural change. For example, the more supply-control
system is used to offset the effect of technical progress, the more expensive and less efficient in
achieving its own objectives it becomes. A permanent slowing down would require a continually
increasing level of support, which is clearly not feasible. Agricultural support policies may have slowed-
down the pace of invention, development and adoption of new farming methods, but technological
progress will continue to raise productivity (OECD, 1995b). The continuing trend towards increasing
integration of the agro-food sector in the whole economic system, including rural economies, suggests
that efforts to improve the economic well-being of farm families through traditional agricultural support
policies are increasingly inefficient.
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Economic efficiency requires that factors of production are allocated to produce the highest
possible level of output. In agriculture, the main cause of inefficiency in most OECD countries is that too
many resources are used in the sector. Within agriculture itself, resources may be similarly misallocated.
Economic efficiency in general requires the abolition of policies which influence production decisions.
Output-related agricultural support obstructs incentives for improvements in efficiency. By retaining
more resources in agriculture and discouraging consumption, it has a cost in terms of economic
efficiency, which is in turn reflected in high budget costs and in high consumer price of food.

3.4. AGRICULTURAL POLICY REFORM AND THE RURAL ECONOMY

* Agricultural policy reform will enhance agriculture’s contribution to the development of rural economy, but its pay-off is
neither instantaneous nor without cost.

» The impact of reform on adjustment will not be uniform across rural areas.
» The more economically diversified the rural area, the easier will be the adjustment process.
» Remote rural areas with unfavourable conditions for agriculture will continue to face adjustment problems.

« The impacts of policy reform could be greater in the downstream and upstream sectors than within farming itself.

Policy reform, that is, a reduction of the overall level of agricultural support and a shift away from
measures linked to production or factors of production to measures that increase the role of market
mechanisms in influencing agricultural production and consumption decisions, will reinforce the pro-
cess of structural adjustment which can lead to a more efficient use of resources in agriculture and the
overall economy. It will create pressures on factor returns and resource allocation and it will give rise to
many adjustment pressures. The manner and speed of economic adjustment would be influenced by a
wide range of factors, such as the existing economic structures, the relative competitiveness among
different farm-types, sectors and regions, the place of agriculture in the rural economy, demographic
and social characteristics of the affected population in rural areas as well as the sequencing and
credibility of reform. Moreover, the adjustment process will also depend on a multitude of exogenous
forces such as the overall state of the economy, technological progress and changes in consumer
preferences. In addition, the ultimate outcome will also depend on the extent to which governments
adopt and implement direct income payments to meet the needs of low-income farmers, particularly
those in disadvantaged regions, or those affected by structural adjustment, as mentioned in the 1987
OECD Ministerial Communiqué for agricultural policy reform. Inevitably, it is extremely difficult to
ascertain the final outcome with any precision because of the many factors involved.

The OECD has carried out studies on the aggregate effects of reform for OECD Member countries
(OECD 1994a; Martin, et al., 1990). Although these studies are based on certain assumptions, they
provide information on the re-allocation of factors of production. These OECD studies indicate that
agricultural policy reform could lead to: increased average household real incomes; a flow of resources
out of the sector in many OECD Member countries; a decline in hired farm labour; lower factor prices,
particularly in land rents; a less capital-intensive use of land; and a rise in the world market prices of
many agricultural products.

Policy reform will affect relative costs and profitability of the resources used in agriculture and
would set in motion a dynamic adjustment process. Resources with a higher value in alternative uses
will be the first to be withdrawn from agricultural production. In this way, it could be expected that the
brunt of adjustment would be borne by hired labour and borrowed capital rather than family labour and
equity. Farmers would reduce inputs and, in some cases, cease production. The process would also
lead to a reduction in the prices of inputs, particularly of those inputs such as land with limited
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alternative uses. This would in itself set off another chain reaction as farmers adjusted to lower costs of
production and a different set of price relationships.

Adjustment in the agricultural sector will also necessitate adjustment in the upstream and down-
stream agro-food sectors. In general, agricultural production would gravitate towards rural regions with
favourable natural factor endowments and economic infrastructures. Thus, peripheral and remote rural
regions with unfavourable conditions for agriculture will continue to encounter severe adjustment
pressures. In other rural regions, resources would be released to be employed more productively
elsewhere, where opportunities for employment in agriculture or other sectors emerge.

Agricultural policy reform will provide incentives for increased diversification of agricultural output
towards products whose production has been discouraged by support policies. This diversity could be
within agriculture, but could also entail non-agricultural activities such as tourism, forestry, fisheries and
cottage industries. Further, the tendency to add-value to the product by handling, grading and process-
ing of agricultural outputs would increase. Within the sector, some regional and processed products
which have not been fully developed due to the attractive support offered for other products might
have significant potential for the rural economies of these regions. Consequently, the commodity mix of
agricultural trade could also change. Rural employment and other economic benefits associated with
agricultural trade would shift from the regions producing traditional bulk commodities to regions
producing more high value added (Edmondson, et al., 1996).

New Zealand’s experience supports the notion that removal of agricultural subsidies will result in
some diversification and expansion of farm production as output adjusts to new incentives. Diversifica-
tion took place into horticultural products, forestry, goats and deer and away from the sectors which had
been highly protected such as wool and sheepmeat. Diversification was also accompanied by changes
in production techniques. This shift of output-mix extended well beyond the confines of primary
production. In Canada, the elimination of the long-standing grain transportation subsidies is expected
to foster diversification in western grain-producing regions into activities such as livestock and high
value added products (see Canadian case study).

3.4.1. Employment implications

The caveats mentioned in the preceding section foreshadow the difficulties in predicting the
employment implications of policy reform for rural areas without reference to particular categories of
farm labour, farm-type, rural region and country. However, the analysis of changes in the agricultural
labour force presented in Chapter 2 indicates that agricultural support policies have been unable to
prevent the long-term downward trend in agricultural employment or rural de-population in many rural
regions.

Reform may have its main effect in accentuating existing trends in the agricultural labour force. In
the first place it would accelerate the underlying long-term trends towards reduced employment in the
sector. Second, it would accelerate the current restructuring of the labour force to one which relies
heavily on farm family labour and flexible hired labour such as part-time, seasonal and casual workers,
and agricultural contractors. At the same time, much of the effect within the farm family labour is likely
to take place through increased underemployment and even disguised unemployment rather than exit
farming (RDC, 1996).

From the overall economy’s perspective, it can be argued that a decline of agricultural employment
could be a very important stimulus to national productivity gains as it might represent a shift away from
relatively low productivity employment to higher productivity employment. The drawback is that this
occupational shift is often associated with a spatial shift in jobs (Matthews, 1991). The jobs which
disappear are in rural areas, while the new employment opportunities arise primarily in urban areas.

Reform will have diverse consequences for farmers and it may have a significant impact on rural
employment in certain regions. Some farmers will opt to leave agriculture, although the speed and
manner of their exit may be affected by adjustment costs and rigidities. Those who stay may re-orient
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their agricultural activities in order to improve the viability of their business and some may also
diversify their source of income by seeking additional paid work outside agriculture.

Hired farm labour is likely to be more adversely affected than the owner-operator of a farm.
Evidence also suggests that the hired labour households in agriculture tend to be employed mainly on
larger farms usually located in the more economically integrated rural areas and for seasonal or
contractual purposes. In some regions, such as in the South-Western United States and Southern
Europe, hired farm workers are often immigrants.

Less competitive farmers who are currently shielded by high levels of support could expect initial
reductions in income and wealth levels. Under lower levels of assistance, many farms run by individuals
in this category would cease to be viable. Displacement of farm families is likely to be more prevalent
in rural regions whose economies are dominated by agriculture and where farmers are isolated from
alternative employment opportunities. For these rural areas the decline in agricultural employment
could have important “knock-on” effects and can bring about an overall decline in the rural population
with adverse impacts on rural communities and the redundancy of much infrastructural investment.

The outcome would be affected by a number of factors. For instance, the supply of farm labour is
closely linked to the circumstances of the farm household. A high proportion of the farm labour input is
made by farmers and their families. Family farm labour tends to be more “sticky” than hired farm labour
insofar as the amount of farm family labour used in farm production appears to be much less responsive
to changes in relative prices. This implies that farm families may continue to work on the farm especially
if no other employment opportunities are available. In addition, low labour mobility can be reinforced
because, for many workers, agriculture offers important non-monetary benefits such as open air life and
independence, which are highly valued by many people. Moreover, an ageing farm labour force, the
overlap of place of work and residence may be another factor discouraging labour mobility. Against this
background, it could be argued that in some remote rural areas the main consequence of agricultural
policy reform could be therefore an increase in underemployment or disguised unemployment rather
than mass exodus from the sector (RDC, 1996; Errington, 1988).

Moreover, although the greater impact is anticipated to be on hired labour, it is by no means clear
how the use of labour might be affected by the switch in the methods and patterns of production. The
nature of employment change among hired farm labour such as a significant reduction in full-time jobs,
some increase in part-time, seasonal and casual labour, and the movement of hired workers into self-
employed agricultural contracting all have important implications for the rural economy and the rural
labour market. In addition, the fall in input prices and the switch to other uses of land will stimulate the
demand for labour.

Evidence suggests that the overall effects of reform on aggregate farm labour will be fairly small
and that it is unlikely that the outflow would be significantly faster than the extrapolations of existing
trends. Underlying demographic developments suggest that the bulk of people exiting the farm labour
force will leave the labour force entirely for retirement or by natural attrition (OECD 1994a; RDC, 1996).

3.4.2. Land use implications

Removal of output-related support is expected to lead to a decline in the value of the assets used
in the sector in countries and regions with relatively high assistance, at least in the short run (Box 3.3).
The fall in land values would result in losses to landowners, especially those who had invested at high
prices. Lower land values may limit capital transfers from the farm sector to agents outside the sector
and may facilitate structural adjustment, by easing obstacles for potential newcomers in the sector
(OECD, 1998b).

A fall in the relative price of land implies that land could be used relatively more in the production
process, but substitution possibilities among factors of production could differ across regions and
countries.*8 In some cases, agricultural policy reform may result in the substitution of land for other
inputs, and farmers may regard expansion of area as a desirable adjustment.4’ This may increase the
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demand for land, and limit possible decreases in its value. In other cases, reforms may result in the
removal of land from production and lead to downward pressure on land prices. Price effects will also
differ according to the possibility of alternative uses for farmland, the likelihood of a different mix of
farm enterprises, which is limited in some rural areas and significant in others.

Mobility of land may be hindered by various institutional impediments. Possibilities for alternative
use of various commodity specific assets could also be limited, at least in the short-run, with the result
that they are left under-utilised or idle. The inability of the farm operator to exit farming, or laws and
regulations regarding the use, zoning, transfer, or inheritance of land could prevent land adjustment
(OECD, 1998h). Tax laws and financial market regulations could also inhibit the mobility of some capital
assets, as could the lack of developed markets for used capital items. Moreover, some farm land near
urban centres, even though it has competing uses, cannot be easily shifted to new uses in response to
market forces because of specific policies preventing its transfer. The value of such land is not
determined so much by the rent it earns from farming but rather by speculation and other exogenous
forces.

Although it is difficult to postulate what the precise outcome would be, the expectation for policy
reform is for an accelerated restructuring of agriculture. There is a likelihood, except where land has
more profitable alternative uses, that agricultural land will remain in production amalgamated into
larger farms. However, marginal land, often found in remote rural areas, would be under strong pressure
to become derelict, particularly where the land has been used to produce highly subsidised products
and the land has no or only limited alternative use (Sumelius, 1997; Baldock, Beaufoy, Brouwer and
Godeschalk, 1996; Weiss, 1992). In some remote rural regions, traditional systems of farming which have
created the particular landscapes could be threatened. The abandonment of agricultural land in such
rural areas might require government intervention to prevent degradation of the environment and to
support the sustainable management and use of the land. In the more economically integrated rural
areas, agricultural production on marginal land could be discontinued and more land would be availa-
ble for non-agricultural purposes, including outdoor recreation.

Policy reform could strengthen the incentive for farmers to reduce the intensity of production and
to facilitate reallocation of land to non-agricultural purposes like forestry, leisure or nature preservation.
The choice of whether to continue farming or to use land for which farming under market conditions has
become unattractive for non-agricultural uses will depend on local circumstances. Land that is no longer
needed for agricultural production can be used in a way which is environmentally sound and contrib-
utes to satisfy public demand. Some uses, such as recreation or infrastructure will develop if returns for
such uses become greater than the returns from farming. For others this will not automatically be the
case, either because heavy investment and a long gestation period is needed or because there are no
markets for the goods for services concerned, for example, investments required for purely environ-
mental purposes.

Furthermore, the suitability of land for alternative uses has to be taken into account. Forestry for
wood production demands good quality soils. On poor agricultural land, extensive farming systems may
prove to be the most efficient and least costly way to manage land in a sustainable manner, preventing
irreversible degradation of the natural environment (Urff and Boisson, 1996). The management and
exploitation of natural land and forest and extensive farming could become an important source of
employment and income for the rural population of these areas and increase their attractiveness for
tourism, residence and location of industry.

3.4.3. Implications for scale of farm units

As the empirical evidence shown in Chapter 2 demonstrates, over the past few decades, there has
been significant shifts in the structure of the agricultural sector in OECD countries, with a move to a
greater proportion of larger holdings. With the removal of support, the expectation would be that the
greater flexibility associated with operating on a larger scale with a sizeable asset base could offer
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larger farms an advantage relative to smaller farms, and could conceivably lead to amalgamation of
farms in many regions.

However, the effects that reform would have on the scale and scope of farming operations are
difficult to determine. First, factors such as inheritance and lack of availability of adjoining land could
inhibit an increase in farm size. On the other hand, there may be more movement from the middle
farm-size category many of which may no longer be viable. Second, change in farm size also depends on
farm-type mix. Policy reform could accelerate the trend towards diversification of farms. As the New
Zealand experience shows, the average farm size actually declined over time as farmers diversified
towards horticultural products which takes place on farms of smaller physical-size.

It is not certain whether reform would seriously worsen the problems of smaller-scale farmers.
Production-related policies tend to have a relatively smaller impact on farmers in this category than
they do on larger farms. It could, therefore, be inferred that reform would mostly affect larger farms.
Capital-intensive farms will be more likely to face significant contractions in output, while smaller farms
would fare better due to their lesser dependence on capital and hired labour, and their greater
dependence on cheaper, agriculture-specific inputs such as family farm labour. Furthermore, smaller-
scale farmers are already highly dependent on alternative sources of income in many OECD countries.
This would provide them with a degree of resilience in the face of falling farm returns.

Whether there would be a dramatic reduction in the number of very small farms depends on
developments in part-time farming. Part-time farming and pluriactivity has been increasing over time.
For some farmers this means part-time off-farm employment. Policy reform, would increase the trend as
the earnings from these other activities became relatively more attractive and were also seen as a
means of offsetting the drop in farm income. At the same time, new part-time farmers would be
encouraged to enter the industry by the fall in the price of land and the removal of quotas.

3.4.4. Agro-upstream and down-stream sector implications

The impact of agricultural policy reform on the competitiveness of rural areas will increasingly
depend on the efficiency of the agro-industrial complexes within which the farm sector is embedded.
The farm sector is closely integrated with the economy as a whole and agricultural policy reform will also
have repercussions on other sectors. The farm sector is linked to the economy in a network of upstream
and downstream sectors. Some of these are in rural areas, while others are located in urban centres,
indicating a strong agriculture linkage between rural and urban economies. Changes in agricultural
production due to policy reform will affect the upstream and downstream sectors, and hence rural
employment in varying degrees.

Agricultural policy reform will generate adjustment pressures in upstream and downstream indus-
tries, which may be even more pronounced than adjustment at the farm level. They could affect the
structure and performance of the upstream industries, for example. In countries where farm output is
likely to decrease, the demand for agricultural inputs would be expected to decline with ensuing
reductions in the number of firms, productive capacity and size of labour force in those industries

supplying inputs.

Evidence, including New Zealand’s reform experience, shows that the short-term effects of policy
reform on labour adjustment is more pronounced in the food processing and agricultural inputs sectors,
which are often located in rural communities, than farming (see New Zealand case study; Box 3.3). It
does seem likely that a higher proportion of job losses in the service sectors will be located in rural
areas since service suppliers are more likely to be located close to their customers than are the
manufacturers of inputs such as machinery or agro-chemicals.
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3.4.5. Dynamic adjustment aspects of policy reform

The initial response to agricultural policy reform would be accompanied by a dynamic adjustment
process as farmers will adapt to new output and input price relationships by adjusting production
patterns and farming practices. Policy reform would strengthen the incentives to enhance the dynamic
competitiveness of the agro-food sector through specialisation by distribution channel, vertical integra-
tion and through geographic specialisation to take advantage of transportation cost advantages or of
local market conditions (Porter, 1980; Krugman, 1995). The ability of regions to compete in particular
industries depends on a nexus of local conditions which must be simultaneously in place. These
include a high degree of local competition, sophisticated local customers and suppliers, local institu-
tional setting and the support of a social infrastructure capable of re-producing the main factors of
production (Porter, 1990; Tirole, 1988). The location choice for any particular activity depends, inter alia,
on the availability and quality of local skills, infrastructure and proximity to markets.

Although the ultimate outcome would differ between farm types, regions and countries, three
general trends could be identified. First, policy reform will further increase the linkages between
farming and the rest of the economy. Second, it will stimulate diversity of economic activities. Finally, it
will increase pressures on the quality of human capacity of the agro-food sector.

Increased competition resulting from policy reform will lead towards greater integration among the
various sub-sectors of the agro -food chain. Some of the key pressures that are likely to strengthen the
links between the farm sector and its adjacent industries include increasing downstream concentration,
new technologies and shifting consumer preferences towards higher quality, health consciousness and
“environmentally-friendly” products.

Firms will increasingly tend to cluster, to be close to the markets and input supplies they provide
each other, and to take advantage of the pools of skilled labour and specialised knowledge available at
geographic centres of economic activity. Such factors can outweigh the diseconomies of higher factor
costs and congestion (Libecap, 1996; Krugman, 1995).48 Increasing downstream concentration in both
processing and retailing will come about as a result of business strategies aimed at capturing econo-
mies of scale, increasing domestic market control and competing in world markets. Vertical co-
ordination will be required to achieve an efficient overall organisation of all stages of agricultural
production processing, transport, distribution and marketing.

Emerging technologies such as information technology have enabled processors and retailers to
respond almost instantaneously to changing consumer demand, thereby increasing the need for closer
integration with suppliers. The emergence of new information and improvements in communication
technologies facilitate the transfer of information between potential customers and suppliers thus
reducing transaction costs and enhancing flexibility of rural labour markets. As such, they tend to reduce
the segmentation of the rural labour force, thereby slowing or even reversing the rural to urban
migration trend. They also enlarge the areas of operation of agricultural services, input supply or output
transport and processing, and thus affect farm-related sectors of employment, in addition to economies
of scale in many of these services. This implies that immobility of the farm labour force, as a major
underlying structural impediment is likely to be of lessening importance as the inter-flow of labour
between farming and non-farming, and rural and non-rural economic activities would tend to increase.

The process of creating a competitive advantage in industries cannot be separated from the human
production factors that set the process in motion. Knowledge, that is information enhanced with
education, promotes growth of agricultural productivity by improving the entrepreneurial ability of
farmers. The development of advanced production and marketing systems in the agricultural sector
results from human capacities for innovation, organisation and learning. This development is shaped to
a large extent by physical resource constraints and by geographical and historical circumstances.

Increased competition will require redistribution of economic activities from unskilled labour to
skilled labour. As the OECD Jobs Study points out, people without or with very few qualifications are
particularly vulnerable to long-term unemployment (OECD, 1995d). Agricultural policy reform is likely
both to necessitate and to facilitate the nurturing of skills needed for managing a business in a dynamic
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and competitive sector. These include basic managerial skills, technical agronomic and market exper-
tise, organisational ability and business acumen. Farmers will be required to act more like businessmen
in other sectors, and their capacity to acquire the necessary skills will largely influence the levels of
employment and output in the sector under reform in a particular rural region.

Against this background, it can be postulated that the mechanisms whereby the efficiency gains
arising from reform were to be materialised, particularly the attainment of economies of scale, would
lead to concentration of economic activity in rural areas which are in the vicinity of large agglomerations
(Urff and Boisson, 1996). Such rural areas will generally enjoy a competitive advantage in terms of
quality and abundance of resources available such as skilled labour, distance to markets, economies of
scale and the overall business environment. They are, in many respects, better equipped as bases for
efficient well-organised agro-food chains than remote rural areas. The remote rural areas will, therefore,
generally have to overcome serious drawbacks and location disadvantages relating to the future devel-
opment of their agricultural sector.

However, policy reform may allow the low production costs of peripheral regions to become a more
important locational advantage than would otherwise be the case. In addition, environmental restric-
tions may lead to opposition from non-farming inhabitants if more concentration and an increase in the
scale of operation in food processing and marketing is required. The final outcome therefore becomes
an empirical matter which depends on a number of factors including the relative magnitudes of
economies of scale, transport costs and the size of the upstream and downstream agro-food sectors.

3.4.6. Conclusions

The agricultural policy reform process raises important questions concerning the likely impacts on
the viability of rural areas, particularly the consequences for rural incomes, employment and land use.
Agricultural policy reform will give rise to continuing and, in many cases, opposing adjustment pres-
sures throughout the agro-food sector. Relative costs within and between regions and the geographic
pattern of economic activity will alter. Economic efficiency gains will be achieved and consumer prices
would decline if upstream and downstream agro-food sectors also rationalise.

In the long run, resource allocation will be improved by the transfer of labour, capital and other
resources from agriculture to more competitive occupations within or outside agriculture. However, in
the short run, the transfer of labour and capital from the agricultural to other sectors is not instantane-
ous and may create considerable hardship for the more marginal farmer and for those who find it
difficult to adjust