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Foreword

With gains in agricultural productivity leading to a dramatic reduction in farm employment, rural regions across the OECD now depend on a wide range of economic engines for growth. Increasing globalisation, improved communications and reduced transportation costs are additional drivers of economic change in rural areas. Traditional policies to subsidise farming have not been able to harness the potential of these economic engines. In 2006, the OECD published a thematic report The New Rural Paradigm: Policies and Governance, which seeks to explain the shift in rural development policies to account for these important economic changes and the need for a new approach to governance.

Policies to develop rural places are beginning to take into account the diversity of economic engines as well as the diverse types of rural regions. On the aggregate level, rural regions face problems of decline with out-migration, ageing, a lower skill base and lower average labour productivity which then reduce the critical mass needed for effective public services, infrastructure, and business development, thereby creating a vicious circle. However, there are many rural regions which have seized opportunities and built on their existing assets, such as location, natural and cultural amenities and social capital. The success of such dynamic rural regions is evident in regional statistics.

Promoting rural development poses numerous policy and governance challenges because it requires co-ordination across sectors, across levels of government and between public and private actors. OECD countries have therefore been undergoing a paradigm shift in their approaches to accommodate such important challenges. The most defining characteristics of this shift are a focus on places rather than sectors and an emphasis on investments rather than subsidies.

The multi-disciplinary nature of rural development has contributed to the lack of comprehensive analytical frameworks to analyse and evaluate multisectoral, place-based approaches. To fill this knowledge gap, the OECD co-operates with stakeholders worldwide. Its work on rural development was intensified with the creation in 1999 of the Territorial Development Policy Committee (TDPC) and its Working Party on Territorial Policy in Rural Areas. These bodies provide governments with a forum for discussing regional and rural development. In early 2006, under TDPC’s guidance the Directorate of Public Governance and Territorial Development (GOV) launched a series of national rural policy reviews, such as this one on England, to deepen international knowledge in this field.
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Assessment and Recommendations


Overview of rural England

There is no region in England that can be considered predominantly rural, as defined by the OECD


England lies above the OECD average for intermediate and predominantly urban regions in terms of territory, population and share of GDP. Using the OECD definition, about 10% of England’s population is considered rural. In intermediate regions, the rural population makes up about 28% of the total, while it is about 4% in predominantly urban regions. Using the rural typology employed by the UK authorities, roughly 80% of the population is classified as urban (living in a place of more than 10 000 inhabitants) and 20% is rural. Of the 9.6 million rural residents only 600 000 (6%) live in “sparse” rural areas but they constitute the vast majority of the population of these areas, since there are only 100 000 urban residents in sparse areas. By contrast, the roughly 9 000 000 rural residents in “less sparse” areas are only 20% of the total population. One can roughly identify the less sparse territory as being adjacent to, or influenced by, urban settlements, while the sparse territory is relatively free from major urban influences.

While the United Kingdom has a relatively large predominantly rural territory, as defined using the OECD typology, none of this land is found within England. Thus, England is in the same category within the OECD as the Netherlands, New Zealand and Luxembourg, which all have no predominantly rural regions. Typically, the analysis of rural conditions and rural policy within the OECD has largely focused on conditions in predominantly rural areas. These areas are characterised by: low population densities, the absence of large cities, relatively long distances to major urban settlements and limited internal economic and social linkages. While there are rural areas within England, they do not correspond to these characteristics and the challenges facing rural policy in rural England are thus somewhat different to those confronting rural regions in most of the OECD.

To deal with the absence of predominantly rural regions, this report uses the UK authorities’ rural typology. This approach is more appropriate for a densely settled country where the majority of the rural population and rural territory are in close proximity to urban centres. A key concept in the typology is the idea of sparseness, which captures the difference between more densely, settled rural areas, which are generally found near urban places, and the less common remote rural regions, where settlement density is lower. Because the territory of England is relatively small given the population, a fine spatial grid is also required in order to allow rural areas to be identified. Since urban places are distributed across the countryside, the use of larger spatial aggregations, like districts, results in average population densities that mask their rural elements, even if a large share of the territory is rural in nature.

On average, rural England has better demographic and socio-economic indicators than urban areas


England’s rural areas, like Scotland’s, challenge the demographic profile typical of other OECD rural areas. England’s population has been growing over time, and the population of rural areas has been growing at a faster rate due mainly to the influx of retirees. The availability of housing in rural areas is consequently a much larger problem in rural England than in most OECD countries, many of which are experiencing declines in rural population. The growth in the rural population largely comes from an influx of older native born individuals from urban areas in England, particularly retirees and commuters from urban areas. The rural population is therefore ageing quite rapidly, even by OECD standards. This inflow of older urban residents has made rural regions older and wealthier, as these individuals typically bring considerable wealth with them. Conversely, the increase in urban population largely comes from overseas immigration. Birth rates in urban and rural England have been falling, as is the case in virtually all OECD countries, and natural replacement rates are now no longer sufficient to sustain population growth.

Rural England as a whole displays good socio-economic indicators as compared to urban areas and experiences a positive migration balance. A key difference between urban and rural disadvantage is that the less well off in urban areas tend to be geographically concentrated in specific neighbourhoods in a city, while the rural disadvantaged are more likely to be dispersed across the territory However, there are important differences between rural households in sparse and less sparse regions. While those households in less sparse regions, which make up the majority of rural households, have a lower rate of poverty than urban households, the converse is true for rural households in sparse regions. In 2006-07 the proportion of households with less than 60% of the median income in urban areas was about 19%, while it was 18% in less sparse regions and 26% in sparse regions. This distinction between sparse and less sparse holds for other socio-economic indicators. While rural in aggregate does better than urban, it is because the majority of rural households are found in less sparse territory, where conditions are better than the urban and rural averages. However, for the minority of rural residents located in sparse territory many indicators are considerably worse than the urban average.

Despite these demographic and socio-economic differences, rural England also shares a number of important characteristics with rural areas in other OECD countries. These include: a high rate of outmigration by rural youth, very low birth rates among the rural population, a diminished relative role for agriculture and other primary industries in the rural economy, and challenges in adapting the rural economy to a more open trading system and shifting international comparative advantage. This latter point has important implications for the mix of skills and firm types that will be needed in the future rural economy.

There are relatively large amounts of green space in all regions of England, including London


While Greater London has virtually no rural land, it does have a considerable amount of green space – 38% of the territory, excluding gardens. In other English regions, the largest share of developed land is found in the Southeast, at 12.2%, with the South West having the smallest share at 7%. Further, a large share of the English countryside has been set aside for public use. One of the most visible forms of restriction on development are greenbelts. Much of the land in the peri-urban area surrounding cities has been designated as open space. The primary purpose for designation is to limit urban sprawl, but a secondary effect is to create proximate green space for urban dwellers. While some land in greenbelts has been released for urban expansion, the amount of undeveloped land in the various regions remains relatively constant. In 2006, there were 1.67 million hectares of greenbelt in England, or about 13% of English territory.

Rural England has a diverse set of natural landscapes. Major categories of designated lands include: national parks (8%), areas of outstanding natural beauty (16%), sites of special scientific interest (8%) and environmentally sensitive areas (9%). Another 8% is designated for other types of environmentally related public purposes. But due to extensive land management, there is very little land in England that could be characterised as wilderness. The land base that is currently least influenced by human activity roughly corresponds to those areas that are most remote from urban development. An important characteristic of the English landscape is the high percentage of land used for agriculture. England has one of the higher percentages of agricultural land in the OECD. Compared to many larger countries, a much larger percentage of England’s land is suitable for growing crops. Historically, a major focus of rural policy in England was to ensure that this land be maintained in crop production for reasons of food security. While the amount of land in farms has been declining over time, it has declined faster for non-arable land than higher quality farmland, and land in farms has declined at a slower rate than the increase in rural population.

In many ways sustainable management of the natural environment is key to understanding rural policy in England. There is a strong cultural attachment to the “English countryside” and this in turn has led to a strong focus on environmental preservation. The environment has long played an import role in social and political discourse in England. But now, concerns with climate change have added a further dimension to an already complex topic. Concerns with the environment also include: accommodating population growth, the reduction of various types of pollution, protection of species, minimising the adverse effect of transport systems and managing land use in a sustainable way. These all have important implications for the quality of life of rural residents and on the economic structure of rural England.

Because England is part of an island the marine ecosystem plays almost as significant a role as the terrestrial one. Typically England’s rural policy has not had a strong focus on coastal issues, but the majority of the coastline is outside urban areas. In particular climate change is projected to increase vulnerability to flooding in numerous coastal locations. In 2009-10, 56% of the EUR 1.24 billion budget of the Environment Agency was allocated for flood and coastal risk management. This has important implications for examining the interaction between flood mitigation strategies and rural policy. A second clear coastal link is the potential for offshore wind power which will require new transmission capacity to be constructed in proximate rural areas.

The compact nature of England results in a high degree of connectivity between urban and rural


There are few rural parts of the country that are more than a half hour drive from a medium-size city. This makes England similar to such OECD countries as, the Netherlands, Belgium and Japan. A consequence of this is a high level of coupling of rural and urban regions. This coupling leads to a general public interest in the “countryside” that is both an advantage and a constraint for rural development. Much policy that relates to rural areas is influenced by this high degree of connectivity. In particular, the ability of urban people to readily visit rural areas, and the opportunity for most rural people to visit, work, shop and obtain public services in urban areas has led the UK government to adopt a rural policy framework, mainstreaming, that focuses on the similarities between rural and urban areas.

The settlement pattern in rural England has evolved into a structure with a large number of very small or micro-communities. Much of rural England is characterised by villages and hamlets. A considerable share of the English population (6.7%) lives in communities of less than 500 people. Only places of 30 000 and above, which account for 71% of the population, have a larger population share. Thus, of the 20% of the English population found in rural areas, roughly one third live in places smaller than 500. Another 6%, or so, live in places between 500 and 2 500 in size. In total these two groups account for about two-thirds of the rural population.

The planning framework and rural housing needs sometimes conflict


The limited availability and high cost of housing in many parts of rural England affect both the quality of life of rural residents and the competitive position of the rural economy. Housing is the single largest expense item for most households, and the cost of housing is on average a larger share of household income in rural areas than in urban ones. This reflects a growing rural population that has consistently exceeded the growth rate of housing and a trend towards smaller family sizes. Rural house prices are higher, both on average, and for the lowest price quartile than urban prices. In both sparse and less sparse territories, average house prices in the smallest communities (hamlets and isolated dwellings) exceeded house prices in urban areas (population > 10 000) for the 2000-07 interval. For the lowest quartile of the housing stock this trend continues. While house prices fell with the onset of the recession, there still appears to be a considerable gap between urban and rural house prices.

Affordability is a particular problem in rural England due to the combination of higher housing prices and lower household incomes. In 2007, a rural household earning an average income would pay an amount 7.7 times its annual income for an average-price rural house, while an urban household with an average income would pay 5.9 times its annual income for an average house. There are important regional variations across the country, with rural homes in the South and Midlands that are influenced by London’s property market having greater affordability problems than houses in the north. Despite higher housing prices, formal measures of homelessness are lower in rural areas than in urban centres, but to some extent this reflects the lower incidence of formal shelters and a greater likelihood of people staying with friends and relations in rural areas.

A well recognised goal of the land planning system was to limit new housing construction in rural areas. Initially, this reflected the goal of maintaining land in agriculture, but more recently it has been justified as a way to preserve open space and to reduce energy consumption associated with dispersed settlements. In conflict with the planning goal has been, a desire by people to move to the countryside, a desire for more spacious dwellings and a decline in household size. In many rural communities the result has been increasing competition for a relatively static housing stock. Moreover, the same planning restrictions have tended to place limits on the amount of rural land that can be used for business purposes. Both firms that might have wanted to locate in a rural community and firms in rural communities that require additional space have been adversely affected by restrictive planning, and consequently there are fewer rural employment opportunities than there might otherwise have been.

There are important differences between the urban and rural economies


At one level, the nature of the rural economy differs little from that of urban England. Adopting a broad national accounts perspective, the economic structure of rural England is roughly the same as that of urban England. This is important, because it is seen as removing an important justification for the existence of rural policy as a distinct set of policies and programmes that focus only on rural areas because of their uniqueness. While there are modest differences between the various sectors in terms of the number of establishments in urban and rural England; the relative importance of the various sectors, other than agriculture, is roughly similar. If similar calculations are carried out by employment, it also appears that there are limited differences between urban and rural. Further, if a major justification for rural policy is to support agriculture, then the steady decline in farm numbers and the shrinking share of employment in agriculture make this rationale for rural policy less relevant.

But the economy of rural England is not homogeneous, in that there are important differences among various rural communities. While, on average, rural areas may have an economic structure that is not very different than the average urban structure, the high degree of variability across rural areas limits the value of the average as a basis for understanding local economic conditions. Moreover, since a rural region is, by definition, an aggregation of small settlements, it is impossible for the economic structure to resemble that of an urban region at anything other than a broad brush level. A more nuanced and disaggregated approach suggests that the economic structure of rural England is quite different than that of urban England. While land-based activities no longer define the rural economy, there are still a number of important ways in which the economic structure of rural England differs from that of urban England. These include



	a different mix of industries,

	a different occupational mix in terms of skills,

	a higher incidence of self-employment,

	a different size distribution of firms, with micro firms and sole proprietorships being more common and very large firms being very scarce in rural England, and

	a different size distribution of places.



As noted earlier rural England is made up of small settlements that have truncated economies and are highly dependent upon “export-oriented” businesses for their viability; urban England, by contrast, consists of much larger settlements that have complex internal economic structures that allows a broader range of goods and services and greater self-sufficiency.

Self-employment and employment in small firms accounts for a larger share of total employment in rural areas. In sparse rural areas, there is very little employment in large firms, and in the rural parts of less sparse regions, large firms account for roughly half the share of employment that they do in urban less sparse regions. Conversely, in rural areas small firms of various types account for the majority of employment, with the smallest firms accounting for larger shares in sparse territory and as size of place declines. This is a logical reflection of smaller local labour markets in rural areas and also the difficulty in getting planning approval for developing large parcels of land for business purposes.

Unemployment rates in rural England are lower than in urban England but follow the same trends. Prior to the current recession unemployment rates in urban and rural areas fell steadily for over a decade, but with unemployment rates in rural England maintaining a fairly steady two percentage points below those in urban England. In both urban and rural England, there is also a relatively stable rate of economic inactivity – that is people nominally of working age who are neither employed nor active job seekers. Of the economically inactive, roughly 25% in all regions would like a job, with a slightly larger share in urban areas wanting employment. Discouraged workers are also roughly equal percentages of the labour force in urban and rural regions. Part-time employment rates are roughly constant across different degrees of rurality, but a larger share of rural part time workers indicate that they prefer to work part time than is the case in urban regions.

In general, the rural labour force is less qualified than the urban labour force. This reflects differences in occupational structure (for example, there are few job opportunities in investment banking or neuro-surgery in rural areas). But the unemployed in rural areas have similar characteristics to the urban unemployed, except for a slightly smaller percentage of students seeking work and a slightly higher percentage of people who have withdrawn from the workforce and are not seeking a job. In turn, lower qualifications lead to lower earnings and rural areas reflect this phenomenon. The incidence of low-wage jobs is higher in the more rural parts of England. While low wages may reflect uncompetitive local labour markets, where employers have a dominant bargaining position, they may also reflect an occupational mix where a larger share of workers add limited value and consequently receive low pay.

Productivity is the main driver of economic growth


In general, rural areas have lower rates of productivity growth than do urban regions. However, once the effect of London is taken out the differences are greatly reduced. Although the UK in aggregate has lagged other OECD countries in terms of productivity growth, some parts of the UK have exhibited relatively high levels of productivity growth, while others have low levels. Further, within regions there are even wider variations in productivity among places than exist between regions. Rural areas on average have a work force that has a higher proportion of individuals with lower levels of skill, both in terms of formal education and in work-related training. While many rural industries are capital-intensive, particularly resource-based firms, it can be more difficult to finance investment in rural areas. The network of financial intermediaries is less dense, and because more firms are small, finance is largely restricted to borrowed funds from banks, with little or no opportunity to access equity or bond markets. This can result in too low capital-labour ratios and low productivity.

Work by the OECD has led to the conclusion that innovation is a key driver of productivity improvement. In rural areas, innovation is particularly important because firms often face constraints that are not present in urban areas. These include: a small local market that can limit growth opportunities and the acceptability of new products, small local labour markets that can lead to difficulty in finding sufficient workers or workers with appropriate skills, higher costs in identifying and accessing external markets and weaker networks of financial and business service providers. Some forms of innovation, especially those based on formal R&D activities, are uncommon in rural areas. But there are many examples of other types of innovation such as rural firms that rely on the owners’ ideas to produce novel products or to adapt existing technologies to new uses. In rural England, there are higher rates of new firm formation than in urban areas and the rural economy is dominated by small and medium-size business. In principle, a larger share of SMEs should also lead to a more competitive economic structure, because large firms tend to have more pricing power. However small firms in rural areas may have local monopolies, in the sense that they are the only providers of specific goods or services for a large territory. For example, in small villages, there is often one pub, one petrol station and one village shop, which leads to less competitive behaviour.

An important way to increase innovation and productivity is to ensure that firms, especially small firms, have access to various types of management and technical support. In rural England, business services are provided by: private firms on a for – profit basis; by government action, either directly or indirectly; and through the non-government sector. Because they are small, firms in rural areas tend to rely more on local external providers of services than do larger urban firms, which can afford an internal service provider or draw on external providers from outside the region. Access to debt capital is a major issue, and in more remote rural areas there may be less immediate access to banks or government agencies that deal with business finance. The steady reduction in bank locations and the increase in cash terminals and Internet banking can adversely affect rural businesses. Firms are also typically more dependent on high-speed Internet than are residential users, so slower growth of broadband access and the absence of ICT professionals in rural areas are serious constraints.

The role of small and medium-size firms is crucial to rural prosperity. Rural businesses are dominated by the self-employed and small businesses. Self-employment accounts for 30% of rural firms but only 19% of urban firms. Further, 92% of rural businesses have fewer than ten employees, versus 14% in urban areas. Since most new firms are also small firms, it is not surprising that rural areas have a higher incidence of new firm formation than urban areas. For rural areas, business starts per 10 000 population are consistently above the average for England as a whole. Only major urban centres are also at this high level, and this may reflect the general tendency for a higher incidence of entrepreneurship among immigrants than indigenous populations.

Rural entrepreneurs show a lower interest in expanding their businesses than do their urban counterparts. In terms of local economic development, it is generally recognised that the easiest way to expand employment and income opportunities in a local economy is by growing existing firms, rather than trying to attract firms from outside or create new local firms. Because the rural economy is highly dependent upon SMEs, this makes the reluctance of existing small business owners to expand their firms a potential impediment to growth. A better understanding of why firm owners are reluctant to grow is important. It may reflect a limited local market and difficulty in tapping external markets. It may reflect a shortage of skilled workers or financial capital. It may reflect difficulties in expanding the physical size of the enterprise due to zoning restrictions. Or, it may simply reflect the owner’s personal satisfaction with a business of a given size.

England has a long tradition of sophisticated rural policy


Rural policy evolved since the beginning of the 20th century within the context of a shift from rural areas as sites of agricultural production to areas of leisure, conservation and aspirational consumption. The period 1997-2001 is notable for the plethora of new institutions, strategies, priorities and reviews related to rural policy. The extensive institutional changes of this period were as much about improving economic development in English regions as addressing rural issues, and the creation of the RDAs reflected this concern. A second White Paper on rural issues was published in November 2000, alongside an urban White Paper. It marked an important stage in the evolution of the policy framework for rural England, containing 261 commitments to improve rural services, transport, the rural economy, the countryside, rural towns and villages, and the way the government handled rural policy.

Following the creation of the Department for Environment, Food and Rural Affairs (Defra), the Secretary of State for Environment, Food and Rural Affairs commissioned a number of actions to improve the focus and delivery of rural policy. In response to a finding that the rural delivery structures were confusing, bureaucratic and too centralised to meet future challenges, the government, led by Defra, developed the Rural Strategy 2004. The Rural Strategy identified three priorities for a sustainable rural England – economic and social regeneration; social justice for all; and enhancing the value of the countryside. It also led to further changes, including the dismantling of the Countryside Agency and the transfer of its rural advisory function to a new body, the Commission for Rural Communities (CRC). The 2007 Sub-National Review for Economic Development and Regeneration (SNR) is at the heart of the latest round of changes affecting not just rural policy but policy development as a whole in England today. The SNR recognised the need for more changes and suggested reforms in the following areas



	managing policy at the right spatial levels;

	ensuring clarity of roles;

	enabling places to reach their potential;

	empowering all local authorities to promote economic development and neighbourhood renewal;

	supporting local authorities to work together at the sub-regional level;

	strengthening the regional level; and

	reforming central government’s relations the regions and localities.



Mainstreaming is the government’s approach to policy delivery


England is at the forefront in developing a policy approach that seeks to bridge rural and urban policy needs – this is mainstreaming. Mainstreaming is meant to ensure that people in all parts of England receive comparable policy treatment by government. Consequently, rural development policy takes the form of “rural mainstreaming”. Rather than identifying specific rural policies, the government focuses on developing broad policies in all departments and...
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