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This Short Report was developed by the PublicInfrastructure and Social Services Community
of Practice in May 2020 to address market failure examplesand potentially new governance
arrangements in Frankfurt/Rhein-Main, Helsinki, Mid Wales, Tukums, Valencia.

The main sections cover:

* |ntroducing theissuessurrounding rural market failure

=  Keylessonsfrom the ROBUST project

= Relevance of publicinfrastructure and social servicesin this context for selected
Living Labs

= How rural market failures are being overcome from the local/regional government
perspective, as well as alternative models of service delivery



1. Introduction

Reduced competitiveness and poor growth in rural areas is one of the main concerns for
regional developmentin the EU (European Commission, 2010). Many rural areas face major
challenges due toremoteness, insufficient infrastructure and publicfacilities, as well as limited
access to markets and services. The access to services is related to one of the principal
European policy objectives: territorial cohesion (Noguera, J. and Ferrandis, A. 2014). Access to
certain services is considered to be a central element of the quality of life, and the
improvement of their accessibility, a mechanism of achieving greater social inclusion and
social justice. However, it requires a cross-sectorial integrated approach to plan location
decisions, service delivery and, for example, transport provision together (Farrington, J. and
Farrington, C., 2005). Market failures canresultfrom, andinturn compound, these challenges.
Meanwhile, publicinstitutions and stakeholders seek to rectify market failures by putting, for

example, into place public transport services which the market is not supplying.

These ongoing challenges call for urgent rural revitalisation measures. The COVID-19
pandemic crisis has proven the ability to overcome rural market failures and enhance local

resilience marked by a lack of resources and even a lack of information.

The ROBUST partners are convinced that the success in creating synergies is largely
determined by decisions made at local and regional levels. We argue that different ways of
working could represent a means of tackling rural challenges. This report investigates how
innovative responses to rural market failures can offer opportunities for positive change,
including providing publicinfrastructures and improving accessibility. We describe some good
practical examples from the ROBUST project’s Living Labs in Frankfurt/Rhein-Main (DE),
Helsinki (FI), Mid Wales (UK), Tukums (LV) and Valencia region (ES).

2. Purpose and Key Lessons

Economic agents have focused theirefforts on urban areas in seeking greater profitability, and
institutions lost the good will to encourage or intervene on this fail. The EU Commission has
launched urgent measuresto overcome the lack of services, iteven aimsto collectviews from
stakeholders on current opportunities and challenges in rural areas, on aspirations for rural

areas by 2040 and the actions needed to achieve these aspirations (publicconsultation-have



https://ec.europa.eu/info/law/better-regulation/have-your-say/initiatives/12525-Long-term-vision-for-rural-areas/public-consultation

your say). ROBUST partners believe that creating strong, mutually supportive linkages
between rural and urban areas is key to realising smart, circular and inclusive development
for a sustainable Europe. Then, how can we build rural-urban connections through public
infrastructure & social services? This report highlights three key lessons from five ROBUST

case studies.

ROBUST’s Three Lessons

1. The role of market mechanisms should be addressed in promoting the rural-urban
cooperation.

2. Local governmentsshould adopt alternative models of service delivery to relieve the
lack of public goods provision, as well as promote new ways of satisfying the needs of
the people (which are not answered either by the market or government).

3. New forms of working and coordinating means making stable connections between
people and place, building trust, promote participation and create positive
externalities.

3. Thematicrelevance

Market failuresis asituationinwhich the allocation of resources by the marketis not efficient.
In the case of infrastructures and services in rural areas, market failures can result in local
needsfor provisionand access not being met, or rather, the market restricts accessibilitytoa
degree that can be considered unacceptable inasocial and political context (Farrington, J. and
Farrington, C., 2005). Government is supposed to amend rural market failures but it also fails
due to lack of will. This disruption affects economic growth in rural areas and hamper rural-
urban synergies. However, there are wide differencesin how the market can work in different
rural and urban locations, largely depending on the combination of regional and/or local

circumstances.

In economic terms, rural areas are frequently associated with the shortage of goods and
services compared to urban ones. The exodus of private companies and, above all, public
sector cuts have been detrimental to the social and economic viability of many rural areas.
Private sector companies with an exclusively rural market would perhaps run bankrupt
without profit simply because the demand in rural areas is low and transaction costs are
correspondingly high, and are not covered by sales. The typical transaction cost problems

there are accessibility andinformation asymmetries, both on retailersand consumers.



https://ec.europa.eu/info/law/better-regulation/have-your-say/initiatives/12525-Long-term-vision-for-rural-areas/public-consultation

Retail markets frequently play animportant social function to the rural centre (FAO, 2003) and
have recently contributed to its resilience. However, upstream inputs from the local
agriculture in retail trade is negligible in any EU country (Eurostat Input-Outputtables). Main
clients of local agriculture (including the smallholders) are wholesale trade and food
processingindustry for the domesticand international markets eventhough more direct local
marketing would be something desirable. Despite that, there are positive data indicating a
slight increase of the volume of retail trade for food, drinks and tobacco in the last year ( see

Figure 1).
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Figure 1: Retail trade deflated turnover —total. Unit of measure: Indicator,2015=100. Businesstrend
indicator:Index of deflated turnover (Volume of sales). Source: Eurostat(2020).

These issues about how to satisfy needs in rural areas from public and private services
encourage us to ask ourselves about other forms of working in government and stakeholders
through a more holistic approach that, in turn, revitalises rural areas. The current economic
crisis in the pandemic is providing new social and technologies responses (e-commerce,
telecommutingand telehealth) which could be part of the solution to market failures through

providing publicinfrastructure, betteraccessibility and new forms of working.

Innovative responses to rural market failures will provide sustainability over time and effective
use of resources; some potentially innovative examples from ROBUST living lab studies are
illustrated further below. Rural communities are organised inside a network with the aim to

address a particular market according to the rural and local circumstances. However,




collective action strategies could depend less than they used to on endogenous stakeholder
decisions and those actions are more dependent on exogenous interests. Network
collaborationand partnerships are a big challenge in many rural areas whenit would make it
easier to communicate information to rural costumers even beyond the municipalities and

creating links with urban areas.

Rural-urban linkages include flows of information on market mechanisms, for instance from
price fluctuations to consumer preferences, and information on employment opportunities
(Tacoli, 2003). Rural markets are complex and different from urban markets. It is quite
challenging for any type of market to evolve and remain sustainable, through demand and
supply in rural areas themselves. There is agreement about the importance on rural
communities to enhance rural-urban market integration (Woods and Heley, 2017) through
rural change agents rooted in rural context while maintainingthe link with the urban (Mayer
et al. 2016). This balance will certainly help rural communities stay in place. Thus, there is a
pressing need to find more innovative and efficient approaches to local development.
According to Vladislavand Baum (2008), rural market failures must be recognized as a cause
of the emergence of a wide variety of governance arrangements. Likewise, the commercial
businesses, publicsectorand voluntary organisations may generate added value but mainly if
they can rectify theirinterests, not only with a short-run commercial butalso a long-run social

and cultural focus.

From the experiences of living labs, three potential forms of addressing market failure are

apparent in rural areas, in terms of infrastructures and service provision:

1. The market has failed to provide necessary services and infrastructuresin some areas,
making alternative policy mechanisms desirable to act as a supply driver. Itis usually
alleviated by subsidiestothe private sector or fundsto support local infrastructures.

2. Markets more generally can resultin some areas beingless economically successful or
more vulnerable, making it more difficult for local government action to provide
adequate infrastructures and services.

3. Insofar as infrastructures and services support market function, poor or inadequate

provision can contribute to market failure.




Local/regional agents and stakeholders have the opportunity to meet the challenges that
attend the infrastructures and service provision from any adverse effects of market failure
such as lack of resources and social inequalities. Likewise, it will require to overcome
challenges and needs linked to their interaction with networks and alternative coordination
mechanisms for seeking changes in the management. Different challenges and opportunities

are presentedin Table 1 to considerthe innovative responsesto rural market failures.

Table 1: Opportunities and challenges with rural cooperation and development strategies

Opportunities

e Adapting to policy environment: taking

advantage of regional strategiesand
policies often unknown.
Evidence-based policies by use of small-
scale spatial data.

Funding from public- private
partnerships.

Challenges

Rural-urban links as challenging
geographic context: there are many
competing views and intereststhat are
not always easy to combine.

Rural diversification to help creating an
economic base.

Equally innovative and smart

development strategies (e.g. optimizing
the delivery of public services by using
ICT).

e Reducing regional competitivenessand
lack of well-connecting public services.

Accordingly, the Living Lab’s experiences can inspire new cross-sectoral relations and

governance arrangements:

e The specific economic structure and labour market of a region and its applicability for
enhanced teleworking and reduced GHG emissions: E.g. 44 percent of jobs in the NUTS 2
region Darmstadt, to which the Regionalverband Frankfurt/Rhein-Main belongs, have a
teleworking potential. This potential not only contributesto reduced carbon emissions but
also fewertraffic accidents, and — at the moment (April 2020) — less exposure to Covid-19
(Fadingerand Schymik, 2020).

e The responsesto market failuresinrural areas are typically collaborative actions, different
in nature and focus. They should certainly contribute to new rural-urban and cross-sectoral
partnerships and strengthen especially network governance arrangements. Network

collaboration between associations, rural entrepreneurs or labour markets and public




sector providers could be more efficient and sustainable over time in solving needs (not
just in providing transportation systems for a specific aim and population). Support
structures for these communities or making public procurement accessible to small
producers and local providers through them, would give many potential opportunities for

rural development.

4. How are rural market failures being overcome?

Two main solutions to market failures have emerged. First, councils and local/regional
government may step in where the market fails to deliver appropriate services. Alternatively,

different models of service delivery may look beyond the public sector.

4.1. Localandregional government solutions

Local and regional governments are frequently the main drivers in economic development.

Local governmentresponsesto market failures are often of two types:

o The local government becomesthe service provider;

e Adoptingpolicy mechanisms to attempt to re-stimulate the market that has failed.

In the region of Tukums (Latvia), the service of the museum and the cultural house (a public
good) isunder-priced and not viable inthe local market. To correct this market failure, public
funds are mobilized to keep the two infrastructures alive. Although sometimes public
spending cuts have limited the local investments and councils have had to look for other ways.
In Mid Wales (UK) the local government steps in to provide the service like purchasing a
community transport bus fleet, orbecominganinternetservice provider (ISP), or itintroduces
a Dynamic Procurement Systems (DPS) in rural publictransport as a means of opening out the
tendering process to alternative suppliers. In Valencia, regional government has planned to
take part of the on-demand transport. However, rural areas need to be understood and

adapted to local needs from a more cross-sectoral perspective.

In predominantly rural Monmouthshire, Wales, only three out of 22 existing bus routes are
commercially viable (Systa 2018). In the UK, the Public Contracts Regulations 2015 allow for
using Dynamic Purchasing Systems (DPS) in public procurement. These are also supported by

European Union Directives on public procurement. Essentially, a DPSis an online system which




potential suppliers can join at any time, provided that they meet a certain set of minimum
criteria. DPS can be used to stimulate local markets by making bidding for contracts more
accessible to small and medium-sized enterprises (SMEs) and local businesses (Local

Government Association 2017).

Much of rural Wales (which are part of NUTS 2 regionsclassified as “less developed” —GDP per
inhabitant < 75% EU average) entails a challenge forlocal governments to raise sufficient taxes
to provide more than the bare minimum of services. Likewise, it forces to restrict servicesto
the national minimum. Certainly, rural areas face particular challenges, but they also offer
particular opportunities by appropriate collaboration and cooperation between stakeholders

(Jietal., 2019; Steinerand Teasdale, 2019).

A certain shifttowards a collaborative mind-setis taking place from the Regional Government
inValenciathrough work packages dedicated to depopulation (AVANT) takingin consideration
both local councils and stakeholders. Recently, it has launched a firstinitiative in favour of the
local economic development through a "Way of St James" through depopulated towns and
the ideais to continue implementing other initiatives in the most vulnerable municipalities.
However, the right circumstances need to take place in order for it to happen. Unfortunately,
the economic potential and profitability of the local marketplace in Tukums has not been
interesting enough for the private manager to develop the infrastructure and activities for a/
the market. Currently, the municipality is negotiating the purchase of the infrastructure and
buildings of the marketplace, to take over the development of the marketplace as an

important part of the town’s social life.
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Photo 1. Public Infrastructures and Social Services CoP members working together at the ROBUST
General Assembly Meeting in Riga (Latvia).

4.2. Alternative models of service delivery

Leggett (2016) stated that “thereisalong tradition of communitiesin rural areas takingaction
for themselvesto provide a wide range of servicesthat in urban areas would be provided by
the state or the market”, although there can sometimes be an expectation that rural areas do
not need investmentin services because they are ‘resilient’ and will find their own solutions.
Rural market failures can be solved by using private market solutions, entrepreneurs, social
enterprisesor voluntary collective actions. The major difference betweenthemis the extent

of satisfying social needs rather than for profit.

But as for the collective action groups also work on incentives like financial support, social
recognition, expectation of reward etc. It is thus just an informal organisation of local trade
and services, instead of businesses. But without working on internal local supply and demand
forces including an incentive profit for its “producers”, it would end up in free-riding on
collective goods cheaply produced by few. Hence, itis not at all a sort of altruismthat is often
suggested when talking of rural self-help initiatives. Similarly, European Commission (2017)
boosts the social enterprise whose profits are mainly reinvested to achieve its social objective.
UK governments have emphasised the importance of social enterprise in the delivery of public
services whether through grants to help them achieve financial sustainability, business
support, or the outsourcing of publicservices. Still, relativelylittle is known about the activities

carried out by them (Steinerand Teasdale, 2019).

The geographical context affects the activities and on how to address the rural market.
Through the geographical context of each case study, we have identified fourdifferent ways

of workingthat contribute to the economic developmentoftherural area:

= Collective actionthrough formal and informal groups
= Collective actionto promote business development
=  Community-ledsocial enterprises

= Rural cooperatives

Collective action through formal and informal groups: Helsinki activists calling themselves

rural-urban dwellers (citymaalaiset) promote multi-locality and alifestylein which civil society




combines the benefits of city life (e.g. cultural activities) with the benefits of rural life (e.g.
livingina huge beach house). Similarly, ithappenedinarural area in Valencia, due to the lack
of public transport adapted to local needs. They created a group themselves with the aim of
pooling the routes and sharing the car. Whereas in Frankfurt, rural and urban employees
togetherwith administration would potentially contribute to climate protectionif theyjointly
agreed on reducing about 20% of commuting activity through home office/teleworking to

avoid unnecessary commuting (Issaand Bergs, 2020).

Collective action to promote business development. An example, in Mid Wales, could be the
joint operation of different services when developing rural service hubs where multiple
services can be accessed at a central point — e.g. a village that can no longer commercially
sustain a separate post office and a bank merges these services into a shop that also offers
free WiFi. Helsinki has promoted a retail and distribution network of local food products
directly from farmers to consumers (REKO). REKO operates in social media and is run by

volunteers - and more and more by farmers themselves.

Community-led social enterprises: Mid Wales supports this business model that trade for a
social purpose by, for instance, taking a village shop into community ownership and running

it on a volunteerbasis.

Rural cooperatives: Helsinki and Valenciashow experiences from entrepreneurs or residents
of a certain village joining forces to purchase and build, forexample, better|T connections and
electricity supply. Another example comes from Tukums, the Cooperative Credit and Deposit
Union of Pure (one of the Tukums’s villages). Currently its goal is to offer more flexible and
advantageous creditand deposit services totheirmembers. All county inhabitants can join for
very small memberfee, so they can meettheir needs. Union offersits services only to private
persons. In Frankfurt (as everywhere in Germany), there are local rural marketing and savings
cooperatives organised under a big umbrella cooperative business that alone is processing
about 60 percent of German milk production for the domestic and world markets. So these
local associations have become a powerful playerinfood production, distribution and banking

at the national level. They even run petrol stations.
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Photo 2. The Public Infrastructures and Social Services COP helped guide discussions about
smart solutions for mobility, healthcare, and connectivity challenges in rural areas.

5. Conclusion

Market failures are seen as the main problem of rural challenges. Changesin lifestyle by global
process (e.g. unequal regional employmentopportunities) have led to new forms to address
the inefficiency of infrastructures and services in such areas. The lack of local markets for
supplying primary goods and services or even the existing digital divide appears to be one of

the major market failures that link rural and urban territories.

The success of the functioningof collective actions through new forms of network liesin the
simultaneity and balance between the social, endogenous, territorial and commercial aspects.
However, urban-rural links clearly presenta challenge inaddressing failures. Rural and urban
connections where the city is the centre could succumb to a less sustainable approach without
eulogising enough the social. Fortunately, the pandemic has refused to accept this fact for
satisfying the needs and improving social-welfare in rural areas and so new efforts from

governmentare emergingas publicservice provider.

It deserves further empirical findings and improve through understanding this disruption to
rural growth withinnovative responsesand spatial and dynamic contexts that clearly provide

different conditions forenhancing mutually beneficial relations along rural -urban.
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