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INTRODUCTION

1 The work that the OECD Rural Working Party has carried out in the previous years has led to the
conclusion that traditional top-down approaches and sectoral subsidies to rura areas have not given the
expected results and that there is a need for place-based policies which can capture the diversity of rura
areas and respond quickly to their new challenges. Developments in a fast changing internationa
environment continue to demonstrate the necessity to re-think rural development policies. Globalisation,
changes in the public financing of the agriculture sector and the emergence of important non-farm niche
markets put rural regionsin direct competition confronting them with threats and opportunities that require
new policy instruments and skills at the national and sub-national level. Changes do not affect only
markets and economic actors but question the role of ingtitutions, private actors and the civil society in
rural development. Moreover, processes of administrative, political and fiscal decentralisation put more
emphasis on the capacity of local actors and renewed horizontal and vertical relations.

2. Against this background, policy makers increasingly recognise that traditional rural development
policies need to be upgraded and, in many cases, phased out and substituted with more appropriate
instruments capable of dealing with externalities, valorising local amenities and, in a context of
asymmetric information, making good use of the knowledge shared by different actors. To adapt to such a
scenario several countries have begun to design new policies and to introduce innovative forms of vertica
and/or horizontal co-ordination.

3. Inspired by an integrated, bottom-up approach to rural development, the LEADER programme
represents one of the better known programmes implemented in the European Union to date. Introduced
in 1991 and after having been reconducted for threeterms (LEADERI, Il and LEADER +) the initiative
should disappear in 2007 to be mainstreamed into a new overal policy framework of EU rurd
devel opment.

4, One country that has implemented the LEADER programme is Spain. This case study analyses
the programme’s effectiveness in the Extremadura region. The paper is divided into three parts. Part |
outlines the most defining characteristics of the LEADER programme, from its functioning to its financing,
and discusses the main elements of the LEADER "method'. Partll provides an overview of the
characteristics and policy challenges of the Extremadura region. This part highlights the variety of
interconnected challenges calling for a shift from a purely sectoral approach towards a more place-based
approach to rural development. Part 111 sets out the most critical issues related to the implementation of
LEADER in Extremadura. It discusses possible directions for its improvement and issues to be considered
in the discussion on the future "mainstreaming” of LEADER.
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PART I: WHAT ISTHE LEADER INITIATIVE?

1.1 The LEADER programme and the LEADER method

5. The LEADER' Community Initiative is one of the better known European rural development
programmes and was conceived as an integrated and endogenous economic development approach. The
programme aims at motivating local actors to carry out innovative multi-sectoral projects capable of
valorising and exploiting local resources and improving the competitiveness of rural areas.

6. The programme has been widely recognised as a success due to its great territorial reach and
because of the remarkable results obtained in many rural areas despite the relatively limited budget of
EUR 4 hillion over the course of the programme. One specific success was the LEADER programme’'s
introduction of a LEADER method. This method implies co-operation across and within public
administrations and the private sector and its application has had a notable impact on the governance of
predominantly rural regions like Extremadura.

Main elements and objectives

7. The LEADER Initiative for rural development began in 1991 with LEADER I, continued from
1994-1999 with LEADER Il and nowadays (2000-2006) remains with LEADER +. The initiative has been
implemented across the EU in both lagging and leading rural regions. This programme has aways had a
complementary character within the Policy of Cohesion or regional development of the EU, but has stood
out because of its territoria approach focusing on small areas and its limited endowment of public
financial resources.

8. The programme has had fast territorial expansion: while LEADER | covered 220 aress,
LEADER Il reached 1 000 in the entire EU-15. Despite reforms in other economic, socia and territorial
cohesion policy programmes in the EU and in the Common Agriculture Policy, the programme has
remained and continued to grow.

9. There are three main elements characterising the implementation of the LEADER method: 1) a
“territory” or LEADER area, 2)an integrated “strategy” relying on an endogenous approach and
innovative actions, and 3) a “local action group” (LAG) characterised by decentralised financing,
co-operation and partnerships between public and private stakeholders.

10. These elements operate within two aternative approaches (Soto, 2004, pp. 7-8). The first
approach is “redistributive” and perceives the programmes as a partial compensation to different rura
territories for their structural disadvantages. The second approach is more “proactive” and insists on the
most innovative aspects of the LEADER method, aiming at facilitating the mobilisation of certain actors
that elaborate and apply a development strategy in each territory.

11. Two factors have played a key role in the LEADER method: the “territorial capital” and the
“human capital”. The “territorial capital” is not only formed by all the advantages, resources and interna
relationships of a territory (endogenous) but it also faces the exterior with its “ strategic alliances with the
markets, with the sources of knowledge and of financing, with the services and with the State”, all in order
to better promote aterritorial project (see Figure 1.1) (Soto, 2004, p. 10).
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Figure 1.1. Territorial capital in the LEADER method
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12. As for the “human capital”, the level of education and training is influencing the capacity of
initiative and the quality of the projects developed in a territory, while the technical and politica skills of
the “local action group” and other local actors determine the type of strategy developed within the territory
(see Figure 1.2).
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Figure 1.2. Human capital in the LEADER method
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1.2 The governance of LEADER
13. The governance of the LEADER programme consists of a complex multi-tier administrative

scheme (see Figure 1.3). The definition of the strategy is centralised in the European Commission’s
regional policy direction, which elaborates the regulatory framework and provides most of the public
financial resources. National and regional administrations establish subsidiary application norms and
contribute with a smaller share of the financial resources. Defining the measures for the rural areas, as well
as the application and selection of the subsidised projects are primarily the responsibilities of the local
action groups (LAGs). Finally, the individual final beneficiaries are the ones that define the specific
projects and that significantly contribute to their financing and execution.
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Figure 1.3. Administrative structure of the LEADER programme

14. This administrative scheme is completed with the evaluation function exerted by the European
and regional administrations, according to criteria defined by the European Commission. It should be noted
that the content of these ex-ante and ex-post evaluations mainly focuses on the administrative control of
expenses and the fulfilment of the objectives, rather than evaluating the territorial impact of the
devel opment measures.

15. Where the LEADER method shows its organisational originality is at the regiona level in the
role and functioning of the Local Action Groups and in the horizontal governance mechanisms involving
local actors. The LAG is organised into four basic bodies: a General Assembly, a Board of Directors, a
Management and Technical Team and an Administrative-Financing Manager.? The LAG's functions are
carried out according to an established general procedure (a set of aids and procedure management) which
determines the group’'s internal roles, its relations with private beneficiaries, and the regiona
administration body which supervises the programme.

16. The functions of the LAG, which are outlined in the collective agreement undertaken by the
central and regiona administrations, can be summarised as follows: managing the programme and
correctly using public funds;, developing local development plans, discussing the plan throughout the
region; handling the final beneficiaries requests and carrying out the payments to them; analysing,
selecting and approving the projects; and pursuing and executing the projects before the public
administrations.

17. The programme’'s administration and application has become more and more the direct
responsibility of the LAGs. Currently, the LAGs are held accountable for the efficiency of the results
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achieved in each specific zone and have often produced a positive influence on local governance dynamics.
Figure 1.4 illustrates the financial system followed by the payment of funds from the EU Commission to
the final beneficiary. The LAG plays an important role as the crossroads of a complex system of vertica
and horizontal relationships that are often at the basis of high transaction costs and delays in the
implementation of the LEADER programme.

Figure 1.4. Financial system for payment of LEADER-PRODER funds
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Source: Direccion General de Estructuras Agrarias, 1995.

1.3 Application of the LEADER method acr oss Europe

18. The application of the LEADER Il programme was extremely varied across EU regions. This
variation comes from the diverse types of rural regionsin each country (mainly lagging rural regionsin the
case of Spain) and is shown through indicators like the different average budget available by region or the
average cost by municipality or inhabitant. In all cases, the programme’s territorial expansion was
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significant, as the number of targeted zones increased by 400% from theinitial LEADER | term. Today the
typicadl  LEADER zone has about 55000 inhabitants, 1500 km® and an average density of
35 inhabitants’km? (EC, 2003).

19. Even more significant were the differences concerning the type of measures most widely applied
by type of rural region.® The relative financial weight of the measures available in areas with different
levels of rurality” highlights remarkable differences in the priority decided in each region (see Table 1.1).

Table 1.1. Priority in the allocation of funds by types of actions in LEADER II's rural innovation programme

Final committed budgets, %

Type of action Extremadura (PR) Toscana (SR) Sachsen (PU)
(Spain) (Italy) (Germany)
Technical assistance 15.2 9.7 3.9
Training 7.4 7.7 2.2
Rural Tourism 20.6 43.3 27.7
SME, crafts 17.8 18.7 14.4
Local products 20.7 5.2 11.7
Environment and living conditions 18.3 154 38.1
Others 2.0
Total 100.0 100.0 100.0

Source: CE, 2003: Figure 18 for Toscana and Sachsen. For Extremadura Table 10a.

20. Indeed the financing of the programme in the countryside of a“predominantly urban” region like
Sachsen (240 inhabitants/km?) concentrated on improving the towns environmental and living conditions,
followed by the promotion of rural tourism. In a “significantly rurd” region like Toscana
(150 inhabitants/km?) funds were mainly oriented to rural tourism and less significantly to promote small
and medium firms and crafts. Finadly, in a “predominantly rural” region like Extremadura (under
27 inhabitants’km?) the budgetary attention was evenly distributed between al types of actions of similar
importance.

10
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PART Il: THE CONTEXT OF EXTREMADURA

2.1 Extremadura, a predominantly rural region

21. The Extremadura region, located in mid-western Spain and bordering Portugal, is not well known
at the international level despite possessing an important historical legacy as well as awealth of natural and
cultural resources. Extremadura’ s population hardly reaches 1 100 000 inhabitants after decades of intense
emigration, but the region lies over two of the largest Spanish provinces, covering nearly 42 000 km?, with
an average density of only 27 inhabitants’km?. The region’s economy is still dominated by the agrarian
sector and the agro-food industry, which together account for approximately 16% of the regional GDP and
25% of the regional employment. Thus, given its low population, extensive land area and heavily agrarian
based economy, Extremadura provides an interesting case for analysing economic development policiesin
“predominantly rural” regions.

22. In the last two decades Extremadura has attained improved rates of growth but it is still among
the group of least advanced regions in the European Union. Its regional GDP per capita has improved by
10 percentage points since its incorporation to the Union in 1986, reaching 54% of the average EU-15
in 2001. Among the reasons for this significant advance in macroeconomic terms and the convergence of
Extremadura within Spain and the EU are the application of the European common policies, the Common
Agriculture Policy and the Cohesion Policy.

23. Figure 1a (see Annex 1) shows that Extremadura is a region with an overal very significant
rural® character but that also presents diverse types of "ruraity” in different areas that need to be identified
and taken into consideration to understand the heterogeneity of its characteristics and development
challenges.

Population and human capital

24, After decades of constant population decline, especially serious in the 1960s and 1970s when
Extremadura lost more than 25% of its population, the region has experienced a slight recovery (closeto a
2% increase between 1991-2001). However, this trend did not affect its rural areas where the population
continued to decline (-7%) at the same time that the urban population increased. In short, the observed
phenomenon is the decrease of population in the smallest rural municipalities (less than 5 000 inhabitants).
Thisis very significant in a region where these municipalities represent almost 90% of the total number of
municipalities, but only account for 40% of the total population.

25. These demographic trends have had a strong negative impact on the endowment of human capital
of many rural areas. The ageing population, which causes a high rate of dependency between inactive and
active labour force (dependency rate is 56% in many rural areas) coincides with a decreasing distribution
of the rural population by activity level and an increasing unemployment rate in small municipalities (see
Figure 2.1).

11
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Figure 2.1. Rural population and activity level by municipalities in Extremadura
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Source: INE (Instituto Nacional de Estadistica), 2003.

26. Figure 2.2 shows that population pyramids are much narrower in the age intervals of maximum
economic activity, mainly in the most rural municipalities. Larger municipalities (> 30 000 inhabitants) are
heavily populated in the age intervals between 20 and 40 years, but the population significantly decreases
towards the upper age intervals, whereas in the most rural municipalities (< 1 000 inhabitants) the shortage
of children and young people is increasing and there exists a shortage in the mature active population age
ranges (between 40 and 60 years old), while the presence of much older inhabitants continues to grow.
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Figure 2.2. Structure of the population, 1999
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Economic activity
27. The distribution of economic activity by sectors and by size of municipalities highlights the

importance of agriculture, the very weak industrial activity and the predominance of the service sector (see
Figure 2.3). Only the largest municipalities (> 20 000 inhabitants) show a sectoral structure associated with
a mature economy, aside from an excessive participation of the service-producing sector due to little
industridisation. The most balanced structure corresponds to the largest rural municipalities and to the
semi rural areas (5 000-20 000 inhabitants), although the agricultural weight there is equivalent to that of
the industry or construction field. In the smaller rural municipalities (< 5 000 inhabitants) agriculture and
the construction industry represent between 40 and 50% of the activity.

28. Still, a key challenge for the region is represented by the low activity rates (hardly 50%), which
significantly affects the female active population (34%), but more problematically takes form in the high
unemployment rates (19% in 2002). The importance of unemployment and its sectoral structure by size of
municipality proves that there is an important similarity in its composition, and it is correlated particularly
with the population’s level of qualification: in the rural areas more than 80% of the unemployed lack
appropriate education.

29. The effects from this weak and insufficient economic activity are mainly seen in the most rural
areas, where there are still numerous unemployed people of agrarian origin (a problem highlighted by the
existence of a specia protection system for temporary agrarian workers called the Rural Employment
Plan (PER) (see Box 2.1).

13
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Figure 2.3. Structure of activity by sectors
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Box 2.1. PER in Extremadura

The Rural Employment Plan was established in 1984 and is a system of social benefits for farmers and
countrymen. The plan was based on three principles: 1) establishment of a coverage system for temporarily
unemployed wage earners (TEAS), equivalent to 75% of the SMI (Minimum Interprofessional Wage), to be received for
180 days a year; 2) creation of a PER (Rural Employment Plan) which promotes, through total or partial wage
subsidies of employed workers by the INEM (National Institute of Employment), completion of works in the countryside
accomplishment in rural areas, favouring therefore employment of temporary agrarian workers; and 3) implementation
of a FOR (Rural Occupational Training Plan), subsidised by the INEM.

Evolution of the rural workers subsidized

50

40 -

Beneficiaries (thousands)

; W
20
X © > ) 4% X \e} N O
N NeJ N S D O %) S O
DAL T A

Almost two decades since the beginning of the system’s application and despite improvements in the economic
and living conditions of temporary workers, the Plan dose not seem to have contributed to solve the problems it was
targeting and has contributed to generate distortions in the labour market.

Source: Baigorri, 2003: 11-13.

Income level and well-being

30. The growth of income levels in Extremadura during the last 20 years has resulted in an important
reduction of the disparity between the region and Spain and the EU, yet this region remains among the
bottom group in the EU: GDP at the regiona level in 2001 was 54% of the average EU-15 and 59% when
compared to the average of the new EU-25.

31 The countryside maintains an especially low level of income, with large differences depending on
the areas and the sizes of municipalities (see Figure 2.4). The inhabitants of small and medium size rura
municipalities have a very modest average income level, which is far below the average level of the family
income per inhabitant in Spain (between EUR 9 700-10 650 per year). This average level is only reached
by some inhabitants of the larger municipalities (seven municipalities of more than 20 000 inhabitants).
The whole rural population of Extremadurais at an income level of “relative poverty” in relation to the rest
of the country, and only part of the urban population (13%) seem to be in the position to overcome this
situation in the short-medium term.

15
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Figure 2.4. Income level by size of municipality

TOTAL
>10 650
9 700-10 650

8 800-9 700

8 225-8 800

7 300-8 225

6 400-7 300

Familiar available income per capita

<6400

0% 20% 40% 60% 80% 100%

Type of municipality (% inhabitants)
0<1000 @E1000-5000 0O5000-10000 [O10000.20000 MW>20 000 ‘

Source: Instituto Klein, Universidad Auténoma de Madrid, 2003.

32. Nevertheless, there is remarkable diversity in the countryside reflected in different types of rural
areas. Some areas have reached considerable economic and social dynamism (intermediate rura areas
characterised by a diversified economy and demographic stabilisation, and a very limited number of
integrated areas whose economy depends on the cities and they are beginning to be absorbed by urban
areas), while others continue to lag behind (those that are still very dependent on agrarian activity and
continue to lose popul ation).

33. The education level reached by the population is closely associated to the income level. If on the
one hand illiteracy has virtually disappeared, on the other hand a very high percentage of the active
population without education continues to exist (between 20% and 30% of functional illiteracy can be
found in the most rural municipalities). Also, the level of active population with only a basic level of
education is still very high, especialy in the most rural municipalities (<5 000 inhabitants), versus the
general lack of people with an intermediate level of education (high school) and an ample percentage of
those with higher education only in the most urban municipalities (> 20 000 inhabitants) (see Figure 2.5).

16
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Figure 2.5. Education level of the regional and rural active population
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Natural and cultural resources

34. “Extremadura possesses an excellent, well preserved natural and cultural patrimony, which is
mainly due to its historical legacy and is partly a consequence of its relative economic backwardness. As
for the countryside, Extremadura is a privileged reserve of biodiversity in Europe. The region “has more
than two thousand varieties of flowers, including more than forty varieties of orchids, and can count on a
remarkable wildlife diversity represented by more than 420 species of vertebrates, 375 of which complete
their reproductive cycles in the region” (Pimienta, 2000, p. 8). This natural wealth is especially present in
the region’s large protected aress.

35. The Region's cultural resources constitute its main tourist attraction. Historical vestiges are
numerous and are not only limited to the best known tourist sites in the region (Céceres, Mérida or
Guadalupe). They can aso be found in other less well-known outlying municipalities, like Trujillo,
Plasencia, Zafra or Jerez de los Caballeros. An officia sign of the region’s cultural wealth isthe UNESCO
declaration of World Patrimony to the city of Céceres (1986), to the archaeological remains of Mérida and
to the monastery of Guadalupe (both in 1993)” (Pimienta, 2000, p. 9).

36. An additional indicator of this natural and cultural wealth can be found in the number and quality
of the region’s museums. The museums display a varied archaeological legacy, representative of the rich
culture and history of the region. Also, museums in Extremadura have gathered a significant amount of
ethnographic collections, as well as works of art from Extremadurian, national and international artists
(Pimienta, 2000, p. 3).
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37. This rich natural and cultural patrimony serves as the foundation of an expanding tourism
industry, exemplified by the development of the local tourist offer (especialy in the field of rural tourism).
Tourist demand has grown considerably, athough it still seems well below its possibilities and almost
exclusively dependent on national tourists (from 85 to 90%) rather than international visits.

2.2 Regional challenges

38. Extremadura’ s rural areas face numerous challenges; on the one hand, those that stem from some
territorial and population characteristics, and, on the other hand, those related to the production structure.

39. A small population spread in a great number of small rural municipalities in a large territory
outlines the need for an appropriate territorial planning scheme to try and promote the endowment of
integrated infrastructures within the region, with Portugal and the rest of Spain and to keep some services
and appropriate public equipment in as many areas as possible. The magnitude of this challenge becomes
clearer when observing the high level of population, activity and services concentration around the seven
larger urban municipalities, (see Figure 1b in Annex 1). Fivecities in the south central region (Badajoz,
Mérida, Don Benito, Villanueva de la Serena and Almendral € 0) create an area of socioeconomic influence
that does not include any southern or mid-western areas, whereas the two remaining more significant cities
(Céceres and Plasencia) resemble two isolated enclaves in the middle north of the region.

40. Regarding the productive structure, the great challenge is to face declining employ