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Introduction

Minister for Community, Rural and Gaeltacht Affairs Éamon Ó Cuív T.D. highlighted recently in an address to the EU Parliament Committee on Agriculture and Rural Development in Brussels that the European Union is about to enter a critical period in the formation of long-term rural development policy (Department press release 27th January 2004).  Proposals on budget headings for rural development measures post 2006 have recently been put forward by the Commission as part of its proposals on a financial perspective for the Union in the 2007-2013 period.  The Salzburg Conference in November 2003 has initiated a debate on new approaches to EU rural development in the next programming period.  

EU policy has been highly influential in shaping policy towards and making resources available for the development of local rural economies in Ireland.  We thus have an important stake in any change to EU rural development policy in the future.  It is thus useful to recall the principles set out by Minister Ó Cuív in his address which should underpin EU rural policy.  It should, in particular:

1. Invest in the broader rural economy to generate the employment and living conditions necessary to maintain rural populations, especially young people and women.
2. Be implemented in partnership between public and private organisations.
3. Encompass the social, educational, health, cultural, sporting and economic needs of communities.
4. Apply to all rural areas of the EU.

This first principle that sustainable rural development requires the diversification of the economic base of rural areas is now widely accepted. While the competitiveness of the farming sector remains an important objective, farming alone cannot provide a sustainable future for rural areas.  If employment in rural areas is to be sustained and to increase, these jobs must be created in the non-farm sector.

There remains, however, some ambiguity in how best to encourage rural diversification.  EU rural development policy has evolved under the shadow of agricultural policy and still bears marks of its sectoral origins.  Whether rural development policy should serve the needs of farmers or of broader civil society in rural areas has been a continuing source of tension in formulating rural policy, and seems also to have been one of the fault lines running through the Salzburg Conference as well.

One way to enter this debate is to examine the relative importance given to supporting on-farm and off-farm diversification in rural areas.  Farm-based or farm enterprise diversification as a way of supplementing farm family income has been around in Irish policy discourse for a long time, although MacDonagh argues (p. 44) that there was no domestic policy action specifically to encourage farm diversification until the beginning of the Structural Funds in the late 1980s (MacDonagh 2001).  There has also been a long tradition of trying to encourage off-farm job opportunities through policies designed to encourage the dispersal of industry to rural areas, although again it may be reasonable to suggest that it was only with the advent of the Structural Funds that specific measures to encourage the development of small and medium sized enterprises in rural areas were put in place.  
This presentation reviews recent developments in EU rural development policy and argues for the importance of moving EU rural development policy from a sectoral focus on agriculture towards a more territorial focus on rural viability.  It then presents some of the stylised facts on the extent and nature of on and off farm diversification in Ireland, both North and South, based on recent research.  The overwhelming importance of off-farm diversification in securing the livelihoods of small farm families underlines the argument that, even from a farming perspective, more broadly-based rural development measures should be a priority.  The paper concludes with some reflections on two other concerns relating to EU rural development policy, namely, funding structures and funding levels.
EU rural development policy

EU rural development policies are presently governed by a series of measures outlined in Council Regulation No. 1267/99.  It focuses on three main objectives:

– increasing the competitiveness of the agricultural sector through support for restructuring (for instance investment aids for young farmers, information and promotion measures);

–  enhancing the environment and countryside through support for land management (for instance agri-environment, forestry and Least Favoured Areas measures, support for Natura 2000 nature protection sites);

– enhancing the quality of life in rural areas and promoting diversification of economic activities through measures targeting the farm sector and other rural actors (for instance qualitative reorientation of production, food quality, village restoration).  Table 1 shows the range of 22 measures available to Member States to include in their rural development programming grouped under these three main categories.
Table 1.  Rural development measures by category
	Group 1: Restructuring/competitiveness of the agri-food sector

	· Investment in farms

	· Young farmers

	· Vocational training

	· Early retirement

	· Investments in processing/marketing

	· Land improvement

	· Reparcelling

	· Setting up farm relief and farm management services

	· Marketing of quality agricultural products

	· Agricultural water resources management

	· Development and improvement of infrastructure related to agriculture

	· Restoring agricultural production potential

	

	Group 2:  Environment/land management

	· Less favoured areas and areas with environmental restrictions

	· Agri-environment

	· Afforestation of agricultural land

	· Other forestry

	· Environmental protection in connection with agriculture, forestry

	

	Group 3: Rural economy/rural communities

	· Basic services for the rural economy and population

	· Renovation and development of villages

	· Diversification of agricultural activities

	· Encouragement of tourism and craft activities

	· Financial engineering


Source:  Commission, Overview of the Implementation of Rural Development Policy 2000-2006, Fact Sheet, Brussels.
For the whole programming period, more than half of the Community contribution has been programmed for group 2, environment and land management, followed by 38% for the measures targeting restructuring and competitiveness and 10% for the measures going beyond the farm.  Actual spending is even more uneven.  At the EU level, group 2 takes up 64% of the cumulated spending in 2000 to 2003, followed by 29% for group 1 and 6% for group 3.  The high share of the second group in the early years of this programming period can be explained, in party, by still ongoing agri-environment commitments from the previous programming period with the new measures under the new rural development regulation taking some time to be implemented in full.

Another perspective on the same data shows the rural development measures grouped according to their function (sectoral or territorial, where territorial measures are those which have a spatial dimension which go beyond supporting specific sectors of the economy).  The table highlights again the RD measures are predominantly targeting the agricultural sector.  As Nunez Ferrer points out, this is partly due to the traditional policy approach which considers rural areas as fundamentally agricultural, and partly to the political compromise which allowed funding from the budget for the first pillar of the CAP to be transferred to the second rural development pillar.  With the funds originating from the budget for agricultural subsidies, it was politically difficult to reassign the funds for non-agricultural purposes.  The effect this has had on the distribution of funds in rural areas is clearly described in Table 2. 

The strengthened rural development policy agreed in the Mid-Term Review of Agenda 2000 in June 2003 provides specific new measures of support.  A modulation rate of 5% applied to the single farm payment on payments over €5,000 per annum will result in additional rural development funds of EUR 1.2 billion a year being made available. But the changes are all targeted primarily at helping farmers respond to new challenges.  The new measures, starting in 2005, comprise measures to promote food quality, meet higher standards and foster animal welfare.  It will be for Member States and regions to decide if they wish to take up these measures within their rural development programmes.  Thus the important task of shifting the emphasis of EU rural development policy remains to be addressed.
Table 2.  Rural development funds distribution by function, 2001

	Function
	EU funds

(€m)
	Per cent share
	Total public expenditure
	Per cent share

	Sectoral agriculture
	3051
	87.5
	6846
	85.4

	Territorial and semi-sectoral
	433
	12.5
	1158
	14.6

	Territorial exclusive
	318
	9.2
	934
	11.1

	Territorial exclusive – excluding forestry
	119
	3.4
	346
	4.4

	Total
	3462
	100
	7952
	100


Source:  Commission (2003), quoted in Nunez Ferrer, 2004.

Farm enterprise diversification
Let us, for a moment, revert to the viewpoint that rural development policy should mainly help to promote the competitive position and viability of agriculture as well as address environmental and land management concerns.  From this perspective, the function of rural development policy is to promote the modernisation of the farming sector as well as to secure the viability of farm households through on-farm and off-farm diversification.
On-farm diversification refers to the establishment of alternative or non-conventional farm enterprises.  Measuring and quantifying the extent of alternative farm enterprises (AFEs) is made difficult by differences in definition of what constitutes an AFE.  A broad dichotomy can be made, however, between structural and agricultural diversification.  The former includes activities geared outwards from the farm, the latter groups enterprises that have a farming focus.

MacDonagh attempted to draw together the available information for Ireland in her PhD thesis on AFEs (MacDonagh, 2001).  The 1991 Agricultural Census  reported only 2,000 farms having gainful non-agricultural activities, over half of which involved farm tourism and recreational activities.  Phelan and Kinsella (1994) reported that only 3.6% of farm households in a sample from Donegal and Louth had adopted an AFE.  A survey of Wicklow farmers in 1992 found that 68% of the AFEs were classified as structural (mainly tourism and recreation activities) and the other 32% represented agricultural diversification (mainly new animal and farm woodland enterprises).  A survey of households in disadvantaged rural areas of Northern Ireland in 1999 found also found a very low incidence of on-farm diversification, with only 5% of farm households engaged in some form of on-farm diversification (Moss et al., 2000).  Not only are relatively few farmers involved in AFEs, but their contribution to overall family farm income on those farms with AFEs remains, in general fairly small.  
Further, Ruane et al. (1999) show that the response to the grant incentives to develop AFEs over the past decade or more was relatively slow.  They argued that their survey showed a significant percentage of farmers who are interested in adopting an AFE as a means of increasing household income, but that the major barriers are cost, need for training, lack of information, and risk.  These findings confirm the earlier work of Cawley et al. (1995) why producers in disadvantaged areas had a limited interest in farm diversification.  The reasons included farmers’ preferences for traditional farm enterprises, insufficient capital, lack of knowledge, the age of the farm operator and risk aversion.  
A number of common findings emerge from studies of farmers adopting AFEs:

· the diversification process is selective.  Research shows that it is the younger, more educated operators who are more disposed towards introducing alternative enterprises to their businesses.

· larger farms are more likely to be involved than smaller ones

· diversification can be related to family composition and stage in the family life cycle.

· an association exists between diversification and farm type, with diversification being less likely on dairy, horticultural or pig and poultry farms.

Off-farm diversification

Connolly (2003) summarises the situation with respect to off-farm diversification as follows:  

“Off-farm employment has been growing since the 1980s. In 1993, 32% of farmer and/or spouse had an off-farm job. This has grown to 45% in 1999 and has remained static since then (Figure 2). On 33% of farms the farmer held the off-farm job and this also has plateaued in 2000 and 2001. In all years the incidence of the farmer having an off-farm job was highest in the small farm size group, whilst the spouse was most likely to have an off-farm job in the intermediate size groups. The drystock (cattle and sheep) systems have the highest incidence of the farmer/spouse having off-farm employment while the dairying system have the lowest off-farm employment in relation to the farmer only. The incidence of spouses off-farm employment is similar across all farming systems with an overall mean of 24% in 2001.”

Figure 1 Off-farm job holder or spouse 1993-2001
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Source:  Connolly, L. 2003.
This growth of part-time farming is controversial, in that some see it as locking up land at the expense of full-time commercial farmers.  However, there does not seem to be any good economic or social reason to discriminate against part-time farming.  Indeed, in areas of the country with marginal land, pluriactivity or multiple job-holding is likely to be the only way to maintain a reasonable density of ‘open rural’ population, as full-time farms would need to be very large in scale indeed to adequately remunerate labour and capital.  
The Moss et al. study for Northern Ireland provided interesting comparative data on the labour market participation of both farm and non-farm households in their survey areas (disadvantaged rural areas).  Their survey showed that, for individuals under the age of 55 and associated with farming, 43% claimed that they earned income from off-farm employment.  The general message is that, even for the income and welfare of farm households, off-farm diversification is a much more important route to farm viability than on-farm diversification.

Their evidence suggested that males below retirement age in farm households are as economically active as their non-farming counterparts, are equally mobile and are prepared to work long hours off-farm.  However, farm males have a lower level of training, educational attainment and a skills base which is mainly trade or agriculture related.  Consequently, their off-farm employment is concentrated in sectors such as construction, transport and agriculture, which do not require advanced training or education.  Jobs in these sectors are characteristically lower paid, involve longer working hours and have limited growth potential.  They conclude that there is a need to address the training and skills deficit amongst males in farming households, targeting the training requirements of the ‘new technology’ industries and other emerging sectors (Moss et al., 2000).  

In contrast, females from farm households in their survey were not so constrained by training or educational attainment as they are better qualified than their male counterparts.  Female employment is concentrated in the public sector activities of health and education.  Referring to the small farm families which dominate the NI farm sector, their overall conclusion is that ‘Better paid employment in the growth sectors of the wider NI economy is their best route to sustaining their small farm business’.  This underpins the argument made earlier for a broader, territorial focus for rural development measures rather than a narrow, farm-based focus.
Structure of EU rural development funds

EU support for rural development is co-financed by FEOGA and the Member States.  Prior to Agenda 2000, rural development came under the various EU Structural Funds (primary FEOGA Guidance Section).  The 1992 CAP reform saw the introduction of the three ‘accompanying measures’ (agri-environment, aid for early retirement and afforestation of agricultural land, to which less favoured areas were added in Agenda 2000) financed by the FEOGA Guarantee Section.  Agenda 2000 brought together all rural development measures under a single regulation forming what has become known as the second pillar of the CAP. 

However, political pressure ensured that the funding sources for these programmes remained fragmented depending on the status of the region concerned.  The four accompany measures are co-financed in all regions by the Guarantee Section.  Simiarly, LEADER+ projects are funded throughout the EU by the FEOGA Guidance Section.  For other rural development measures, the source of EU funding varies according to the regions concerned:

· in Objective 1 regions, the source of funding is FEOGA Guidance

· outside Objective 1 regions, the source of funding is the FEOGA Guarantee Section.

A consequence of this is that the same measure is sometimes funded in different regions by different funds.  The CAP rural development heading (Pillar 2) represents only approximately half of the rural development funds.  A consequence is the lack of integration of rural development measures outside Objective 1 regions as rural development plans are drafted for the Guarantee Section separately to the Guidance measures of the budget.  In Ireland, for example, the CAP Rural Development Plan 2000-2006 only covers the four accompanying measures.  Indeed, where an attempt was made in the Plan to show the full extent of rural development spending included in both the Operational Programmes of the Community Support Framework as well as the CAP Rural Development Plan, the expenditure was confined to agriculture and related rural development measures.  Simplification of rural development funding to encourage greater integration and transparency would be highly desirable.

Resources for EU rural development policy

The Commission’s financial perspective proposal sets the parameters for rural development spending for the period 2007-2013.
  Among its innovations is the concept of a new, single Rural Development Fund which would include all RD measures currently financed out of the FEOGA Guidance Fund (i.e. Structural Funds).  This addresses the criticism above that differing funding sources for the same RD measures depending solely on the status of the recipient region worked against integration and transparency. This new RD Fund has been bundled together with the budget for CAP market measures (“Pillar 1”), Fisheries and Environmental protection and promotion of sustainable resource management to form a new budget section “Preservation and Management of Natural Resources”.  

Table 3.  Commitment appropriations proposed by the Commission for the 2007-2013 Financial Perspective, €m at 2004 constant prices

	
	2006
	2013

	Preservation and management of natural resources
	56,015
	57,805

	Of which: Agriculture – market related expenditure and direct payments
	43,735
	42,293

	Total appropriations for commitments
	120.688
	158.450

	Per cent share of agriculture Pillar 1
	36.2%
	26.7%


Source:  Commission, 2004

Based on the FP proposal, the share of agricultural Pillar 1 spending would decrease from 36% to 27% of total commitment appropriations (its shares of total payment appropriations would be slightly higher).  Total spending available for Rural Development (plus fisheries and environment) would increase from €12.3 billion to €15.5 billion, although as a share of commitment appropriations funding would show a slight decrease (from 10.2% to 9.8%).  This includes funding which is currently shown as part of the Structural Funds and which would be transferred to the Rural Development Fund heading under the Commission’s proposal.

These proposals, of course, are based on maintaining the current own resources ceiling of 1.24% of EU GNI.  Six net contributing countries in December 2003 called for a reduction of the GNI rate from 1.24% to 1.0% in the next FP period.  Because it is generally accepted that the ceiling of agricultural expenditure to support the CAP market expenditure should not be re-opened in the course of the FP debate, any reduction in the own resources ceiling would be reflected in a more than proportionate reduction in the resources available for the remaining headings of budget expenditure, including rural development. Figures from an internal Commission paper (prepared when a five-year FP seemed more likely ending in 2011) quoted in Agra Focus February 2004 show the likely impact.  The internal paper calculates that the RD fund limit could vary from €4.5 billion to €10.7 billion depending on whether the GNI percentage chosen for the upper limit on spending varied between 1.0% and 1.29%.  The 1.24% rate would be necessary to avoid any reduction in the current rate of funding.  It is not immediately obvious that, from a purely rural development standpoint, however, that Ireland should support the higher percentage figure.  As Ireland is expected to become a net contributor in the next FP period, a lower own resources ceiling would limit its net transfer to Brussels, money which could, in principle, be used to fund domestically additional RD measures if that were desired.

Conclusions

The conclusions of this presentation can be summarised in the form of a number of key messages which are put forward to stimulate discussion.

· EU rural development policy still has a strong agricultural sector focus, with relatively few measures and an even smaller proportion of available funds targeted at territorial initiatives.  The recent Mid-Term Review of the CAP, while making additional resources available for rural development, did nothing to address the skewed composition of RD expenditure.

· On-farm diversification has been slow to take off despite a number of targeted measures in the last three tranches of Structural Fund monies. Off-farm diversification has a proven track record with a growing proportion of farm households where the farmer has an off-farm job.  Even from the narrow perspective of promoting the greatest number of viable farms, a broadening of rural development measures away from a farm-centred focus would be desirable.  Examples of changes which might be put forward in framing the new EU rural development policy might include broadening the scheme of installation aid for young farmers to a scheme of support for setting up rural enterprises, for which all entrepreneurs (including farmers) would be eligible.  Training measures, which are currently confined to vocational training for agriculture, should be widened in scope to all training activities tailored to the needs of lagging rural regions whether these be in agriculture, industry or services.  The measure to improve processing and marketing of agricultural products should be replaced by a general support for the development of rural enterprises, in which food industries would remain eligible for support as part of a wider approach to rural development.

· The fragmented sources of funding for EU RD measures acts against the integration and transparency of overall RD funding.  The Commission’s proposal for a single Rural Development Fund in the next FP period should be welcomed for this reason.

· From a purely rural development perspective, the overall size of the EU budget in the next FP period may not be that important.  While a tighter own resources ceiling would limit the availability of EU RD funding, it would leave Ireland as a net contributor to the EU in the next FP period with additional resources which could be spent on RD measures if desired.  
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