Executive summary

OECD countries are currently in the midst of a global slowdown regarding innovation, in particular ground-
breaking, productivity-inducing innovations, as witnessed by widespread anaemic productivity growth
(OECD, 2019y1)). Lower productivity growth translates into lower long-term economic growth and, in turn,
lower wages and well-being. This is why actions to drive innovation — a precursor of productivity growth
(Aghion and Howitt, 1990;2;; OECD, 20163; Romer, 1990u4;) — are so important. Those actions are
particularly important for rural regions. Across large OECD regions (TL2) in European countries, high-
technology (high-tech) innovation is associated with a five times higher increase in jobs when regions have
larger shares of people living in non-metropolitan regions, as compared to those in more metropolitan
regions.

To support and boost rural innovation, this report, the first of a series focusing on enhancing rural
innovation, considers the following elements:

e The nature of innovation in rural regions.

e The framework conditions for encouraging innovative entrepreneurship, in particular among young
entrepreneurs.

e Measuring the impact of innovation in rural regions.

Understanding innovation in rural regions

How we measure innovation matters

It is important to understand how innovation occurs in rural regions before measuring it. While innovation
is officially defined through the Oslo Manual as “a new or improved product or process that has been made
available to potential users (product) or brought into use by the unit (process)” (OECD/Eurostat, 2018(s)),
in practice, many governments only consider innovation in the context of science and technology requiring
heavy research and development (R&D) investments or patents. This is problematic as this is only one
form of innovation. Other forms involving new or significantly improved types of production and processes,
business models or those that are not primarily profit-driven, are often overlooked. Regional governments
in particular, often take a broader view, embodying entrepreneurship and start-up activities in notions of
innovation, as opposed to the narrower focus on science- and technology-based innovations that are often
supported through R&D grants and tax benefits.

This matters because a simplistic look at innovation through a narrow lens may suggest that rural areas
are innately less innovative. However, evidence from in-depth studies suggests otherwise. For example,
analysis in Scotland (United Kingdom), where our research takes a broader view of innovation, suggests
that differences in innovation across geographies reflect differences in economic structures (size and age
of firms). Even with a narrower science, technology and innovation (STI) view of innovation, differences
seem to reflect sectoral specialisations. For example, in the United States, adjusting for the share of
occupations that are involved in patenting (of high-tech innovation) reduces disparities in patenting activity
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between metropolitan and non-metropolitan regions by a factor of 75. Furthermore, some evidence
suggests that aspects of rural areas, such as gaps in access to basic services and markets, often compel
rural entrepreneurs to be more innovative (Shearmu, Carrincazeaux and Doloreux, 2016s; Simonen and
McCann, 2008(7;; Simonen and McCann, 2010s)). The report proposes several indicators to consider jointly
and caveats to consider when doing so.

Governments need to look beyond the STI framework in rural regions

The hypothesis that rural areas are typically centres of low innovation seems to be a construct of the
definition used to measure innovation. The broader notion of innovation for rural regions requires
consideration of product, process, public and social innovations. In doing so, resources for innovation are
(re)directed towards the types of innovations that matter and that can boost welfare and productivity in
rural regions.

Reducing barriers to innovative entrepreneurship is a priority in rural regions

Entrepreneurs in rural regions face significant challenges with respect to access to
basic framework conditions for innovation

Building a level playing field for entrepreneurs in rural regions means reflecting on place-based challenges
such as government capacity, costs of services or local regulations that may hinder the effective
implementation of policies in rural regions.

Governments need to address barriers to key framework conditions such as unequal
access to education and digital infrastructure

A focus on innovation processes that are more common in rural areas also requires a focus on framework
conditions, such as early-stage education for entrepreneurs and enabling local authorities to create
incentives for increasing deployment and affordability of digital infrastructure.

Young entrepreneurs in rural regions are at a disadvantage

There is a strong relationship between entrepreneurship and broader notions of innovation. However,
youth start-ups are lagging in rural areas. In 2019, there were proportionately 25% fewer young start-up
entrepreneurs in rural areas as compared to cities, according to the analysis from the European Union
Labour Force Survey (EU-LFS) on 26 European OECD countries (2011 and 2019). Furthermore, young
entrepreneurs living in rural areas, towns and suburbs are close to 30% less likely to be in training one year
prior to starting the firm as compared to those in cities. Moreover, when they do start a firm, these young
start-up entrepreneurs in rural areas, towns and suburbs tend to be more educated than their counterparts
in cities, pointing to the significant untapped entrepreneurial potential of lower-educated groups in rural
areas.

Social entrepreneurship and innovation have room to play a strong role in bringing
innovation and opportunities to rural regions

Where there are gaps in public services, access to government services and support in the entrepreneurial
ecosystem, social entrepreneurs and innovation can be important stimuli to fill those gaps. Social
innovation is innovation with a social purpose. It “can concern conceptual, process or product change,
organisational change and changes in financing, and can deal with new relationships with stakeholders
and territories” (OECD, forthcomingig)). However, a lack of acknowledgement of the critical role of social
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entrepreneurs, in some cases, an enabling legal framework and resource constraints are often hindering
social innovators from fulfilling this role.
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