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ABSTRACT

Rural development is traditionally associated with agriculture. The recent policy shift
towards integrated rural development reflects the complex linkages and interactions
within the system of overall rural development. Putting too much emphasis on agriculture
and ignoring its linkages to the rest of the economy could result in analytical bias. Rural
development provides an alternative to agriculture as a source of incomes and
livelihoods. Rural diversification is a process aimed at reducing the price risks of
agricultural production and is a logical consequence of the recent policy shift away from
direct agricultural price support. This shift represents a fundamental change in policy
objectives and policy framework towards a more holistic approach to rurality and
implies new ftools of analysis. Conventional economic models are based on an
instrumentalist methodology which links means to ends with little interest in the
underlying structure. We argue for a synergy approach to rural development. This
approach incorporates both traditional network and institutional analysis and focuses on
working mechanisms and processes rather than the ends in rural development.
Substituting a holistic vision of rurality for the old instumentalist and deterministic
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approach leads to an understanding of the need for fostering co-operation between public
and private actors to achieve sustainable development.
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1. Introduction

Rural development was traditionally associated with agriculture. The recent policy shift
towards integrated rural development however reflects the complex linkages and
interactions within the system of overall rural development. The historical trend of the
decreasing importance of agriculture in developed economies additionally contributes to a
differentiation of the role of agriculture in rural development. Consequently, it is now
widely recognised that the concept of rural development is much broader than
agricultural development. The concept of integrated rural development altered the
traditional view of the crucial importance of agriculture and it is now generally believed
that the stronger causation flows from rmrality to agriculture rather than the other way .
Agriculture itself can be seen as a "residual" sector of the economy, or a sector that is
influenced by, and heavily depends on, the pattern of regional development. Putting too
much emphasis on agriculture and ignoring its linkages to the rest of the economy could
result in analy tical bias. The object of analysis within this new view is much broader and
more complex. But does this object of analysis require new methods of inquiry ? How
useful are conventional techniques that have been used to analyse the intensification of
agriculture in recent decades? A broader object implies a wider range of analytical
methods. The nature of integrated rural development suggests that the methods of
economic and sociological analysis must the combined to develop a better and more

useful research capability.

2. Rural development and agriculture

Rural development provides an alternative to agriculturally-based sources of income and
livelihoods. It represents the overall framework in which agricultural production
develops, adjusts and adapts. Whilst in the past and in traditional societies, agriculture
was the main and often the only source of income and livelihoods in rural areas, this is no

longer the case in most advanced countries. The intention of the EU to shift the policy
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emphasis away from intensive agriculture towards more sustainable rural economies
(Commission of the European Communities, 1997) further increases the importance of
non-agricultural sources of income. The relationship between rurality and agriculture is
in transition from asituation where agriculture was the major driving force to a new state
where increasingly non-agricultural factors determine the shape and nature of rural
development. The latter process has significant economic repercussions for agriculture. It
results in a tendency towards rural diversification. Rural diversification reduces the price
risks of agrcultural production and thus is a logical consequence of the recent policy
shift away from direct agricultural price support. In other words it is an example of the
adaptive change in agriculture.

Notwithstanding the smaller role of agriculture, it is still an important element in overall
rural development. Agricultural activities exercise considerable impacts on the
environment and consequently, to some extent, impacts on the results of wider rural
development. The concept of integrated rural development must therefore, account not
only for the changed relationships and realities in rural areas, but also for the
complementarity of the different continuously interacting elements of the sy stem. These
complex links within rural communities are expressed in the mutual embeddedness of
agriculture and rurality. This defines our research agenda. We regard the object of
analysis as a comprehensive non-reducible system. In other words, the problem of
embeddedness manifests itself in the impossibility of obtaining a consistent holistic view
by dividing the overall system into its separate parts. Rural development cannot be
analysed without paying proper atention to agriculture, and agricultural policy analysis
requires an inclusion of the effects of rural development. Conventional approaches to
both these topics until recently applied reductionist methodology by focusingon solely
one of them as the primary object of study and regarding the other as exogenous. This is
however a static approach. We argue that such an approach has severe limitations and

can lead to substantial analy tical bias.
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3. Why do we need a new approach?

Therecent shift in rural policies represents a fundamental change in policy objectives and
the policy framework towards a more holistic approach to rurality. This shift implies
new tools of analysis. Conventional economic models are based on an instrumentalist
methodology which links the means to the ends without being too interested in the
underlying structure. Such a methodology however becomes increasingly difficult to
sustain when the focus of analytical attention has been expanded and become more
heterogeneous. The term associated with this policy shift, namely integrated rural
development reflects a new understanding of the problem. The word integrated stresses
that the object is a complex, multidimensional one and consists of different interacting
elements. This implies a need for proper assessment of these interactions, which
requires an essentially dynamic approach. Conventional economic models overuse the
assumption of ceferis paribus which allows them to concentrate on a specific focal point
of interest by regarding the rest of the system as fixed. Such models are useful if thereis
a definite and straightforward direction of causation. Unfortunately this is not the case
with rural development. Moreover the system of study in this case is analy tically non-
reducible. Owing to the mutual embeddedness of agriculture and rurality, they can only
be defined i relation to each other. Such a situational definition of the objects of study
leads to the conclusion that the total rural system has characteristics that are not directly
attributable to any of its constituent parts. This differentiation of the whole from its
parts does not allow for consistent application of conventional economic ceteris paribus
methods. Even when application of the dominant economic paradigm to the problems of
integrated rural development is justified, it has one important drawback. It imposes a
general frame designed to prevent overflowing, or as it is better known in economics, to
intemalise the externalities. Notwithstanding a long tradition of ap plication of economic

theory to the problems of rural development, the theoretical frame that is imposed still
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excludes numerous important effects, which are essentially internal to the object of
study.

The frame imp oses limits to calculativeness and thus make it tractable. To put it simply,
economic actors and agents cannot calculate and make decisions with regard to
every thing, and the externalities express the effects of the specific frames they employ in
their calculations. The general aim of the new policy approach to rural development is
to oconvey understanding of the interactions within the complex system of rural
development in a way that they are included in the calculative frames of all economic
agents. A major concern of these policies and hence of the analysis of integrated rural
development should be to identify and consequently suggest mechanisms for
intemalising the externalities, arising from the currently used frames of economic action.
It is evident that this cannot be achieved by employing the same theoretical views that
define the latter frames. There is however another important area of interest in the
research into rural development. A well known type of overflowing in economics is the
spillover effect, which represents a positive externality. Within the new paradigm for
rural development spill-over effects have attracted much analy tical interest. Indeed, the
potential for such effects among the integral parts of the system is a major point in the

political rhetoric that is used to justify the policy and paradigm shift.

4. What new approach?

If we regard rural policies as simply an attempt to include environmental and other
considerations in the calculative frames of economic agents, then traditional methods
would be useful.. It must however, be noted that overflowing is unavoidable by
definition. Moreover within integrated rural development, spill-overs are often the
primary object of interest. This leads us to a more comprehensive understanding of
development processes which evolve over time by continuously modifying the frames of

action in order to reduce negative overflowing and increase positive overflowing. Since it
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is not feasible to totally eliminate overflowing, the best we can do is to restructure it in a
way that meets our aims. The latter however, represents a significant structural change
which is difficult, if not impossible, to be properly assessed by an instumentalist
methodology, that takes the structural chracteristics as given. The UK Round Table on
Sustainable Development (1998) for example concluded that the existing structural and
institutional characteristics in the UK are not appropriate for meeting the aims of the
integrated development and must be changed. Such a change, which evidently should be
of a primary interest in future research, includes "efforts to change values and
institutional structures" that should result in "changes in the interpretive frames of
agricultural actors" (Lowe et al., 1999). The latter suggests a redirection of our analy tical
effort away from the 'means - ends' approaches towards a more process-oriented
approach. The concept of sutainability emphasises the process view, because the aimis
to constrain socio-economic processes within a certain region of desirability, rather than
reaching a specific end-state. The internal logic and interactions of the processes become
increasingly important. In order to know what changes are needed in existing policies and
institutions we need "causal knowledge, not just trend knowledge of processes" (Lowe et
al., 1999). We suggests that a synergy approach is appropriate to attain these ends. This
approach has evolved and developed as an attempt to combine and reconcile the
achievements of network and institutional analyses. We briefly describe and summarise

these forms of analy sis.

4.1 Network analysis

The network approach alows us to concentrate on the interweaving linkages and
interactions. It builds on the work of Granovetter (1973, 1985). The term network is
defined as a set of actors, linked to each other by specific links. These links can be
stronger or weaker. A principal merit of the network view is understanding of the non-

reducibility. The actor is identified by the network in which he/she participates, and
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more precisely by the network context, which is that part of the network that the actor
knows better and explicitly includes in his/her calculations when engaging in action. This
gives rise to the problem of embeddedness (Granovetter, 1985). The actor and the
network are essentially embedded in each other. The actors identity, that is the
combination of his own perception about himself and the opinion of the others, evolves
within the network context. The network at the same time can be identified as a
structured product of the identities of its participants.

By applying the networks view we can avoid the methodological trap of explaining
decision making under uncertainty, because networks impose stringent informational
constraints on both individual and organisational behaviour. The network links define
the type of information that will flow through, while the identities of economic and
social agents further restrict the information that will be taken into acoount. In this way
one does not need total information to calculate an optimal decision, a requirement that
most conventional economic models need.

The economic agents are embedded in the socio-economic networks and should not be
regarded outside this context. Focusing our attention on these networks will contribute to
elaborating an essentially holistic systems view of the problems of integrated
development. We once again stress the essential non-reducibility of the network
approach. One cannot concentrate on the actor within a given network or alternatively
on the network structure. Actor and network are the same thing and are analytically

inseparable and intractable on their own.

4.2 Links to institutions

Furthermore this approach complements analysis that takes into consideration
institutional and organisational characteristics. Institutions, organisations and networks
taken together, define the specific frames used by economic agents and thus the type of

overflowing that can be contained within these frames. Institutions provide the general
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rules for economic and social behaviour and thus they define general behavioural
guidelines. Institutions are in some sense 'socialised habit' The rules they prescribe as a
standard for behaviour in given situations create increasing returns. When they are
adopted by sufficient number of actors, it is advantageous for the rest to use them. As
such, institutions create incentives to create economic and social roles. These can be
understood as a generalisation of typical behavioural features of actors that may not be
directly connected within the same network. In other words, the roles, formed under the
influence of the institutions, are very similar to the personal identities, but at a more
aggregate level. One can say that economic and social roles, defined by the existing
institutions represent 'socialised' identities. With regard to this, institutions contribute to
the process of evolution of the networks by shaping the identities of their participants.
Institutions also play an important informational role, since they help to identify the
expected behavioural patterns. In this way they impact on the information flows within
the networks. Similarly networks' structure determines the channels for institutional
change. We use here a 'broad' definition of institutions as the rules that shape human
behaviour, including also informal rules, such as traditions and social values. The
influential New Institutional Economics, for example, intentionally ignores informal
mstitutions, solely focusing on the formal ones. Such an approach is unjustifed, because
mnstitutional structure is charactenised by complexity in which different institutions co-
exist and continuously interact. Formal institutional change in many cases may take
place as superimposing new formal rules on the top of existing informal ones without
actually replacing them. Concentration only on formal institutions leads to an essentially
instrumentalist approach that lacks depth and superficially differentiates institutional

analy sis from the network approach.

4.3 Asynergy approach
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Network and institutional approaches naturally complement each other. Therefore it
would be useful to combine them. The product of this combination is a synergy view to
social capital, the latter being defined as "the nomms and the networks that enable people
to act collectively" (Wooloock and Narayan, 2000: 226). This approach provides a more
general though more abstract view on the issues discussed above. While the networks
approach, as its name suggests, concentrates on the micro level of the specific networks,
and the institutional approach is pre-occupied with the general social functions of the
prevailing social norms, the synergy approach bridges them and combines their
achievements, thus allowing analysis at both levels. The network approach to rural
development could be expressed as a process of internal restructuring of the social
capital. Woolcock (1999) defines two types of social capital - bonding, which is based
on strong ties within the network and bridging, which relies on weaker ties. Bonding
social capital is seen as a characteristic of the more traditional societies and it preserves
their coherence by fostering solidarity and mutual trust. Bridging social capital on the
other hand contributes to greater dynamics and is growth oriented. It is more favourable
for change. Granovetter's (1973) classical study on the operation of labour markets
presents a clear view of the advantages of bridging social capital. With regard to the
problems of rural development, the migration to urban centres is a good example of the
transformation of bonding into bndging social capital. It is clear that a high quantity of
bonding social capital is favourable only up to a certain level of development and
afterwards becomes detrimental. The migration to towns has torn apart existing socio-
economic networks and increased the importance of the weak ties. Consequently it
contributed to economic growth. Interestingly such developments lead to a greater
presence of "arm's length" transactions, and thus have contributed to the modern market
theory, which have promoted the latter as a normative standard for economic activity. It
could be argued however, that the high quantities of weak ties, or more precisely the lack

of sufficient strong ties in social networks, could also represent a threat for further

10
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development. The aims of creating sustainable and environmentally friendly agriculture,
as well as improved rurality within the realm of the integrated rural development requires
structures that preserve the coherence of the rural sy stem.

The institutions needed to achieve the aims of rural development cannot be so purposely
designed. They will evolve in the process of interaction of state, farmers and rural
communities. None of the single entities alone possesses sufficient resources to ensure
sustainable rural development. Therefore they have to work together by forming
synergies to accomplish this task. These synergies have to be based on both
complementarity and embeddedness (Evans, 1992, 1996). In the area of
complementarity, there is more room for purposeful action aimed at mutual support.
This would arguably be the main channel for policy intervention, because measures such
as gnarantees of the rights and definition of the obligations of actors in the process of
rural developments can be effectively done by designing and modifying formal
institutions. Embeddedness on the other hand, has much more profound implications and

1s more difficult to assess.

5. Implications for empirical analysis

The specificity of the frames, networks and institutions used in different countries and
regions implies that the analysis of rural development, should be specific and
appropriate to the object of study. The methodological tools used in this analysis,
however, should be common. Common theoretical beliefs are an important source of
reducing regional differences in perception and economic action via the embeddedness of
economics in the rural economy. Correspondingly the results of such analysis have to be
specific. The successful application of programmes for integrated rural development
would require significant research effort. The latter has to be aimed at 'translating' the
general and abstract aims of the new policy paradigm into specific objectives in a given

rural context. The nature and the extent of the rural networks and institutions and the
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way we can transform them becomes a major question in this setting. The aim of these
new policies is to establish and expand the complementarity of public and private
interests and socio-economic action. The UK Round Table on Sustainable Develop ment
(1998) has recognised that "involvement at the regional level will be crucial". The
significance of this is that it acknowledges the need for mechanisms for co-ordinating
diverse social and economic interests, a co-ordination that should eliminate perverse
counterproductive incentives and increase the complementarity. Case studies at regional
level are therefore needed to contribute to better understanding of the processes of rural
interaction. The network and institutional paradigms may be useful in this. Further using
the correspondence between the concepts and tools of these micro-level studies and the
more aggregate concept of the synergy approach, one could establish correspondence of
these specific results to a more general level of analysis. Thus 'translating' the results of

specific studies would provide a means for both comparing and generalising.

6. Rural development as risk management

The new policy paradigm of integrated rural development, cannot provide the visible
stability and security of the former agricultural price policy regime. The aims and
objectives of integrated rural development are much more abstract and broadly defined.
The result of application of such underdefined objectives is greater variation and
uncertainty about the desired outcomes. The latter are defined in more general terms
compared to the specific targets of agricultural product price policies. This, however, is
not necessarily a shortcoming since it stimulates adaptability. Such policies transfer
economic and social responsibility from the state to farmers and rural communities. It is
therefore important to prevent the possibility for a latent conflict to emerge between the
higher potential discretionary power of the state bureaucracy and rural communities with
a low share of bonding social capital. This can only be done by including rural

communities in the process of decision making, that is by enhancing the complementarity
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of rural policies. Parallell to this however, more market-like mechanisms for influencing
agriculture can be employed. One such mechanism is provided by the concept of risk
management. Recent research into decision making (Huber, 1997) indicates that
economic behaviour is better thought of as a process of reducinguncertainty through risk
defusing operators, that is, risk management. Rural development is to be designed to
provide access to such operators broadly classified into control, new alternatives, worst-
case plans and precautions. One can list many examples of risk defusing operators, such
as agricultural diversification (combination of control and new alternatives), rural tourism
(new alternatives), insurances (precautions), sharecropping (worst-case plans). We note
that since the concept orignates from a naturalistic decision making perspective, which is
a positive, rather than a normative approach to the problems of decision making, it
differs considerably from the conventional approach of subjective utility maximisation
under which the decision environment is taken as given. The purpose of risk management
is to alter this environment. This can be done by exploiting some objective features as in
the case of insurance which presumably includes in the economic calculation objective
probabilities for events which are insured against. From a normative point of view the act
of msuring would make a difference only for those persons whose subjective risk
perceptions differ from the objective ones. From a positive point of view however, it is
not worth taking any chances and insurance reduces the nsk perception. Similarly
spraying crops or immunising animals can reduce or eliminate some unfavourable
possibilities, thus altering the environment in which farmers operate. Another often
ignored form of risk management is to modify the subjective perception of risk. An
examp le for the latter is when one simply ignores some information. Strictly speaking the
latter does not change the decision making environment, but the perception of it, that is
the subjective reality .

To put it simply the main idea of risk management is that agents can improve their

performance either by changing the environment, or by changing their opinions about it.
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This requres us to regard the agent and environment as mutually dependent.
Consequently it is appropriate for the aims of rural development where farmers and rural
communities interact with rurality in a process that both shapes their actions and
modifies the basic features of rural areas. Providing farmers and rural inhabitants with
appropriate risk defusing operators would help them to adapt to the environment, but
also may channel their economic and social efforts in ways that can contribute to better
achieve the purposes of rural development policies. In other words, the tools of risk
management can introduce the needed complementarity of public and private interests.
The specific tools and methods are the research agenda. Together with advances in
research into integrated rural policies, this could lead to the formation of better decision-
making "models" and greater transparency of rural development which has been

demonstrated to increase the adaptability of economic agents to complex environments.

7. Complexity, embeddedness and a research agenda

This vision of integrated rural development brings to the analysis the issue of
complexity. Complexity can only arise in a process of interaction amongst the
autonomous parts of a bigger system. Interaction is the key word. It suggests that the
parts of the system have to be considered in their interaction and cannot be analysed on
their own. The challenge of complexity is essentially the problem of embeddedness.
Owing to this, tools of network analysis are appropriate for investigating rural
development. The challenges of complexity have to be overcome by using imperfect
information, information which is structured and interpreted according to the
institutional, organisational and network structure of society. This structure is destined
to be a focus of attention for any meaningful analysis. The structure alone is not
sufficient to reveal the secrets of rural viability and prosperity. The intensity of social
and economic relationships plays an important role in determining the final outcome. At

an aggregate level this intensity is crystalised in the concept of social capital. From an
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economic point of view, Collier (1998) argues that social capital is 'social' because it
generates externalities arising from social interaction, and is 'capital' only if its effects
persist over time. Therefore an important research task is to delimit this concept in
specific situtions. The network-institutional perspective is useful in this context because
both networks and institutions are durable social constructs and such an approach would
concentrate on the externalities that are consequence of the social capital. This research
is particularly important because it can define the applicability of more conventional
economic analyses. Rural policies must be aimed at creating and using some positive
externalities. One such measure is to support the building of more dense social networks
in rural areas. This would increase social interaction and, by creating information flows
about the behaviour of the other actors, may significantly reduce the problems of
opportunism and free riding. This is not usually considered in economic analy sis, due to
the idea of Adam Smith's 'invisible hand' that co-ordinates private interests in order to
achieve the public interest. Nevertheless, economic opportunism and free riding surpress
the emergence of trust, solidarity and ability to co-operate, which are probably necessary
pre-requisites for effective action of the 'invisible hand'. Policies themselves are an
important element of the complex informational structure. The dominant research
paradigm is embedded in these policies and thus defines their interpretation. Research

therefore has a much more important role to play in future rural development.
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